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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.
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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 in the pro-
duction of manufactured dairy products. Manufacturing grade milk may
not be sold for fluid consumption but may be sold to produce manufac-
tured dairy products.

g/ See, for example, National Commission on Food Marketing, Organi-
zation and Competition in the Dairy Industry, Tech. Study No. 3,

June 1966, pp. 29-30.

;/ See the later section of this report on incomes received by U.S.

dairy farmers.
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Grade A milk thus currently accounts for a substantial share of the
milk used in manufacturing, the quantities of Grade A milk made avail-
able for manufacturing use vary widely from time to time during the
year in accordance with both the seasonality of output and variations
in daily retail sales of Grade A milk.

| About a fourth of the U.S. output of milk is produced in the New
" England and Middle Atlantic States combined, and about a half in the
North Central States; production of the remaining fourth occurs widely
through the South, the Southwest, and the West. The U.S. output of
milk for sale in the fluid state is produced chiefly near the large
popﬁlation centers. Virtually all of the milk prpduced in the New
England‘and Middle Atlantic States, for example, is Grade A milk
(table 7). The bulk of the manufacturing grade milk in the United
States is produced in the North Central States. In recent years,
those States, which include the two leading milk-producing States
(Wisconsin and Minnesota),.have accounted for nearly TO percent of
the milk used in manufactured dairy products. Substantial quantities
of Grade A milk are also produced in those States.

The aggregate annual U.S. production of manufactured dairy prod-
ucts, whiqh increased slowly for two decades following World War II,
declined in 1965 and 1966. The annual output--in terms of milk
eqﬁivalent--decreased from 66 billion pounds in 1964 to less than 60
billion pounds in 1966 (table 8). The consumption of milk in fluid
form had remained stable in those years; hence, when the U.S. produc-

tion of milk dropped in 1965 and 1966, the quantity of domestic milk
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available to produce manufactured dairy products declined. In 1967

the aggregate U.S. output of manufactured dairy products increased.

The supplies of domestic milk available for manufacturing use were

larger in 1967 than in 1966; although U.S. farm marketings of milk

were slightly smaller in 1967 than in 1966, sales of whole milk in-

fluid form were somewhat less, thus resulting in increased supplies

of domestic milk for manufacturing use. The supplies of imported

ingredients for manufacturing dairy products were about the same in

1967 as in 1966.

The U.S. output of major dairy products in recent years is shown

in the Following tabulation (in terms of product weight or volume):

Year : Butter

¢ Cheese

f Frozen dairy
* products 1/

+ Million :

Million : Million

: pounds : pounds gallons
1962=======m=mmn=s mmmmemecemmemmmemr 1,537 00 1,592 0 989
1963~==-cmmmmmeommemmmmmmm— oo . 1l,hb20: 1,632 : 1,019
106k==nmn - mmmm memmmmmmmmmmmmmemt LUE2 ¢ 172U 1,058
1965-==mmmsrmmmmmmceocm e mmmm o m ] 1,323 : 1,756 : 1,093
1966----------——-------------------: 1,119 ¢ 1,873 : 1,098

1/ Excludes water ices, but includes frozen desserts contﬁihiﬁg“

nonfat milk solids.

In 1966, the output of butter was lower than in any year after

1920; indeed, it was more than 25 percent lower than in 1962. The

lengthy and severe decline in U.S. output of butter had resulted

largely from the competition of oleomargarine.

The U.S. production

of both cheese and frozen dairy products, on the other hand, were at

record levels in 1966, considerably higher than in 1962. During the
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period 1962-66, the demand for cheese rose, partly because of higher
meat prices. The_output of frozen dairy products has increased in
recent years, continuing a long trend, which apparently was stimlated
largely by the increased per capita disposable income and the in-

creased population.

U.S. dairy farms

Like much of U.S. agriculture, the dairy sector has experienced
major long-run economic changes.' Since World War II, the number of
U.S. farms sellihg milk and cream has declined sharply and at an
increasing rate. The average size of dairy herdslin the United States
has risen materially. Farms with small dairy herds have declined
greatly in number; farms with large dairy herds--although accounting
for .a small percentage of the total--have increased markedly in num-
ber. The number of milk cows in the United States has declined
almost steadiiy invthe last two decades; the average production of
milk per cow, however, has generally increased sufficiently to offset
the decline in numbers. With increased outpuf per cow, increased
mechanization, and a decline in the number of low-efficiency farms,
the output of milk per man-hour on U.S. farms nearly tripled between
1945 and 1965. Moreover, many dairy farmers have joined in marketing
cooperatives, which have materially enhanced the competitive position
of their members. |

Number and size of dairy farms.--In the two decades following

World War II, the number of farms selling milk or cream in the United
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States declined by about 75 percent--from about 2,500,000 in 1945 to
648,000 in 1964 (the latest year for which data are available). Only
367,000 of the 648,000 farms selling milk and cream in 1964 consisted
of commercial dairy farms (table 1). 1/ 1In the earLy‘l960's the num-
ber of farms selling milk or cream declined by about 9 percent annu-
ally, while the number had decreased by 4 percent annually in the .

- late 1940's. A number of factors contributed to the decline during
recent years. Alternafive farming ventures that have been more
rewarding than dairying, as well as attractive off-farm employment
opportunities, have induced many farmers to discontinué dairying.A
Other factors have been the large amount of capital required for
‘entry into dairying (or for the substantial expansion of existing
dairy operations) and the increasing cost of farm labor. Appropriate
use of capital eqﬁipment, such as automated milking equipment and
bﬁlk tanks, greatiy reduce the number of man-hours needed to produce
a given quantity of milk, but the substantial capital required gener-
ally makes such investment profitable only to dairy farmers with

large  herds.

1/ For the agricultural census, a commercial dairy farm is defined
as a farm having aggregate sales of farm products of $2,500 or more,
of which more than half was accounted for by dairy products. Farms -
having only a few milk cows may qualify as commercial dairy farms
under the definition used. At present prices, for example, a farm
with 6 milk cows would probably qualify as a commercial dairy farm,
even if milk were the only farm product sold. If both milk and other
farm products were sold (sales of milk predominating in value), a
farm with as few as 3 milk cows might qualify. Under certain circum-
stances, moreover, farms with sales of farm products aggregating less
than $2,500 may qualify as a commercial dairy farm; see the footnotes
to table 1.
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Most of the dairy farms that discontinued the production of milk
in the two decades following World War II were farms having either a
few milk cows or a small herd, while large dairy farms increased in
number. The number of U.S. farms having 50 or more milk cows in-
creased from 24,000 in 1954 to 47,000 in 1964; they accounted for 3k
percent of farmers' sales of whole milk in 1964, compared with 17 per-
cent in 195L4.  Farms having from 30 to 49 milk cows accounted for 30
percent of farmers' sales of whole milk in 1964, compared with l9l
percent a decade earlier. Those having less than 30 milk cows ac-
counted for 36 percent of sales of whole milk in 1964, whereas they
had accounted for 64 percent a decade earlier (table 2). By 1967
dairy farmers having less than 30 cows probably accounted for sub-
stantiaily less than 36 percent of farmers' sales of whole milk.

Number of milk cows.--The number of milk cows in the United

States has declined markedly since World War II. In 1967 the number
of milk cows estimated to be on U.S. farms was 13.6 million, compared
with an annual average of 22.6 million in 1947-29 (table 3). During
the same period the average output of milk per cow in the United
States increased greatly, rising from an annual average of 5,100
pounds in 1947-L49 to 8,800 in 1967. The increase in average output
per cow resulted from improved breeding, feeding, an& management.
In the 10-year period 1955-6l, the number of milk cows in the

United States decreased by about 3 percent annually, which was nearly
double the average annual decline in the preceding 10 years. In the

3 years 1965-67, the annual decline in the number of milk cows on
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farms was more pronounced; the number on farms in 1965 was 5 percent
cmaller than in the previous year; the number in 1966 was 6 percent
smaller, and the number in 1967 was estimated to be 4 percent smaller

than in the previous year.

Role of cooperatives

For many years farmers have joined together in cooperatives to

market and process agricultural products. Section 6 of the Clayton

!
/

Act exempted agricultural cooperatives from application of the anti-
trust laws; the Capper-Volstead Act of 1922 provided that coopera-
tives could legitimately engage in the sorting, grading, and packing
of agricultural products (such as butter, cheese, and canned goods)

and the marketing (including pricing) of agricultural products. 1/

1/ Section 6 of the Clayton Act: Nothing contained in the anti-
trust laws shall be construed to forbid the existence and operation
of labor, agricultural or horticultural organizations, instituted for
the purpose of mutual help, and not having capital stock or conducted
for profit, or to forbid or restrain individual members of such or-
ganizations from lawfully carrying out the legitimate obJjects there-
of; nor shall such organizations, or the members thereof, be held or
construed to be illegal combinations or conspiracies in restraint of
trade, under the antitrust laws.

Capper-Volstead: That persons engaged in the production of
agricultural products as farmers, planters, ranchers, dairymen, nut
and fruit growers may act together in associations, corporate or
otherwise, with or without capital stock, in collectively processing,
preparing for market, handling and marketing in interstate and for-
eign commerce, such products of persons so engaged. Such associa-
tions may have marketing agencies in common; and such associations
and their members may make the necessary contracts and agreements to
effect such purposes; provided, however, that such associations are
operated for the mutual benefit of the members thereof . . .
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In recent years cooperatives have played an increasing role in
the marketing and processing of milk aﬁd dairy products. Many local
cooperatives, moreover, have formed large federations. In 1964 (the
latest year for which data are available) 66 percent of all milk sold
by farmers to plants and dealers was marketed through cooperatives as
compared with 59 pércent in 1957. In the fall of 1967, two federa-
tions_ of cboperatives were marketing nearly 40 percent of all milk
Vsold under Federal Milk Marketing Orders, an amount equivalent to .

nearly 20 percent of the U.S. output of milk.
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U.S. Foreign Trade in Dairy Products

Although the United States has generally been a net exporter of
dairy products since World War II, imports materially exceeded exports
in 1966 and 1967 (table 9). In mid-1967, seétion 22 quotas were im-
posed on imports of American-type cheese, butterfat-sugar mixtures,
and cream. ;/ Hence, U.S. imports of ddiry products were markedly
lower in the second half of 1967 than they had been in the first half.
Because of the perishability and the high cost of transporting whole
milk, U.S. foreign trade in manufactured dairy products. has been much
larger than that in fluid milk and cream.

As noted in the introduction to this report, the United States
and many foreign governments support the prices of dairy prodﬁcts in
their domestic markets, and subsidize their exports and restrict their
imports of such products. It is not possible to judge the aggregate
effect of these domestic and foreign governmental measures on U.S.
foreign trade in dairy products. Generally, it is also not feasible
to isolate the foreign-trade effect of individual U.S. support meas-
ures, since similar measures in foreign countries also materially
influence U.S. imports and exports of dairy products. The composition
and volume of U.S. foreign trade in dairy products in recent years,
however, would likely have been different if these govermnmental meas-

ures had not been in force.

1/ See the section of this report on U.S. nontariff restrictions on
dairy products. :
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U.S. exports

U.S. exports of dairy products have generally been small compared
with domestic production. In recent years, moreover, moét of the ex-
ports have been subsidized under Government programs. Meanwhile, U.S.
commercial exports of dairy products have been negligible, primariiy
because prices of dairy products in most countries have been lower
than those in the United States.

‘During the period 1955-65, the milk equivalent of the annual
U.S. exports of dairy products ranged from 655 million to 6,872 mil-
lion pounds, or from 0.5 percent to 5.4 percent of domestic produc-
tion (table 9). The annual fluctuations in the volume of exports
reflected primarily changes in the amount of dairy products exported
under Government programs. Compared with exports in other recent
yeérs, those in 1963 and 1964 were large relative to domestic produc-
tion--equivalent to 4.0 percent and 5.4 percent, respectively. Milk
production in Western Europe was low in those years and U.S. ship-
ments abroad under Government programs were large. In 1966, however,
U.S. exports of dairy products were equal to only 0.6 percent of
production; Government supplies available for export were smaller
"than in 1963 and 1964, and world milk production bad increased
materially above the 1963-64 level. U.S. exports éf dairy products

in 1967 were even smaller than in 1966.



U.S. imports

For many years, U.S. imports of dairy products (in terms of
milk equivalent) have been small compared with domestic production
(table 9). During the middle 1930's (before the inaﬁguration of
U.S. price-support programs for dairy products) and in the years
immediately preceding and following World War II, imports were never
equivalent to as much as 1 percent of domestic production. Since
1953 many dairy producfs have been subject to quantitative limita-
tions imposed under section 22 of the Agriculturai Adjustment Act,
as amended. 1/

During 1958-65, annual U.S. imports of all dairy products in-
creased gradually from 507 million pounds to 918 million pounds
(milk equivalent); they were equivalent to considerably less than 1
percent of domestic production of dairy products in each of those
years. In 1966 and the first half of 1967, imports of dairy prod-
ucts increased sharply (fig. 2); they dropped sharply in the second.
half of 1967, however, following imposition by the United States
at mid-year of new section 22 quotas on certain dairy producté. g/
U.S. imports of dairy products amounted to about 2.8 billion pounds
in 1966; they were at about the same level for the full year of

1967. In terms of milk equivalent, the aggregate imports of dairy

1/ See the later section of this report on U.S. nontariff import
restrictions. ,

g/ See the later section of this report on section 22 quotas on
imports of dairy products.
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Figure 2.--U.S. imports of dairy products, by quota
status, 1958-66
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products were equal to 2.3 percent of the domestic production of milk
in 1966 and 1967.

In 1958-65, when imports of dairy products increased gradually,
U.S. market prices of dairy products, supported by Goﬁernment pro=-
grams, increased gradually (table 10). Beginning in the fall of 1965,
however, market prices rose substantially; the Department of Agricul-
ture in 1966 increased the milk price-support objective about a fifth.
In 1966 and 1967, therefore, the price of butterfat in the United
States was very high relative to world prices. In Jamuary 1967, for
‘example, the wholesale price of butter (ébout 80 percent butterfat)
in London (a principal market) was 37.5 cents per pound, while it |
was 66.5 cents per pound in Chicago. Moreover, the world output of
milk was 2 percent larger in 1966 than in 1965, and was expected to
increase further in 1967. Under these conditions, attracted by high
prices, U.S. imports of dairy products rose sharply in 1966 and early
1967.

The marked increase in U.S. imports of dairy products in 1966
and 1967 reflected largely a rapidly expanding trade in Colby cheese
and butterfat-sugar mixtures--products not then subject to quantita-
tive limitations under section 22. These two products combined ac-
counted for 92 percent of the increase in annual imports between
1965 and 1966; together they accounted for about 70 percent of U.S.

imports of all dairy products in 1966. The milk equivalent of



28

recent imports of butterfat-sugar mixtures and Colby cheese are shown
in the following tabulation (in millions of pounds):

Butterfat-sugar Colby

Period mixtures cheese
1965-=========~ 8 175
1966-==mmmmmmmm 1,276 552
January-June:
1966--==mmmm= 714 - 181
1967-=======- 1,099 547

As nbted above, the United States in mid-1967 imposed absolute
quotas on imports of butterfat-sugar mixtures, American-type cheese
(which includes Colby), and frozen cream. The quotas generally
limitgd annual U.S. imports of such products to approximately the
average annual volume that entered in 1961-65. As a result of the
imposition of the qubtas, the imports of dairy products in subse-
quent yéars are expected to enter at an annual rate far lower than

that of 1966 and the first half of 1967.
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Federal Programs for Dairy Products

Milk is marketed in the United States under a complex of Federal,
State, and local laws and regulations. The major Federal programs,
two in number, are designed to support the p?ices of milk and the
income of dairy farmers; their stated purpose is to assure the pro-
duction of an adequate supply of milk. One Federal program, the
Federal Milk Marketing Orders, establishes minimum prices received
by farmers for sales of Grade A milk (milk eligible for fluid con-
sumption). The other, a price-support program, puts a. floor under
the price of milk for manufacturing. Other Federal programs, such
as the school lunch and the special school milk programs, indiféctly
benefit the U.S. dairy farmer. |

A variety of State and local programs affect the production and
marketing of milk within their respective jurisdictions. Twenty
States operate programs on behalf of the dairy farmer. All such
States maintain programs governing the farm price of milk. Sixteen
of them also establish minimum wholesale prices for milk; fourteen
estabiish minimum retail price laws as well. Local laws affecting
the production and marketing of milk generally impose health and
quality standards; necessarily they influence the financial returns
of the dairy farmers supplying milk to the local market.

In recent years the Federal and State marketing orders have
established minimum farm prices on about nine-tenths of the Grade A
milk sold by farmers; Federal orders have applied to about three-

fourths of the milk subject to such controls, and State orders, to
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one-fourth. Although Federal marketing orders apply only to Grade A
milk, they apply tc such milk used both for fluid éonsumption and
for manufacturing, and thus influence the prices paid for milk for
manufacturing. The Federal price-support program influences the prices
of manufacturing grade milk sold by farms, and affects the minimum
prices established for Grade A milk (whether for fluid consumption or
manufacturing use) under most Federal marketing orders. In combination,
the Govermmental programs strongly influence the farm price of all milk
produced in the United States.

Federal Milk Marketing Orders

Federal Milk Marketing Orders, which are provided for by the
Agricultural Marketing Act of 1937, are employed widely to regulate
the maiketing of milk. Indeed, milk is by far the most important prdd-
uct marketed under Federal orders. Currently 74 Federal orders for milk
are. in effect. Such orders apply to about two-thirds of the Grade A
milk sold in the United States and to about half of all milk sold. The
geographic afeas where such orders are effective are shown on the
accompanying map (fig. 3).

Marketing orders represent an attempt té strengthen the competi-
tive position of farmers in relation to the processors of their prod-
ucts. The processors are generally deemed to hold a competitive
advantage because a large number of farmers generally sell to a few
buyers; production, moreover, is seasonal and milk is perishable. 1In
1964 about 168,000 dairy farmers sold milk under Federal orders to
about 2,000 distributors or "handlers."

Farmers or their representatives (usually a cooperative) must

take the initiative if a Federal Milk Marketing Order is to be
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established. On petition, accompanied by a proposed order, the Secre-
tary of Agriculture investigates the proposal; counterproposals are
invited and hearings held. On the basis of the evidence presented
during the hearings, and other information at its disposal, the De-
partment, if it deems it appropriate, issues a recommended milk market-
ing order. If the order is accepted by two-thirds of the participating
farmers, the minimum prices established thereunder become binding on
the purchasers of the farmers' milk, i.e., on the "handlers."

The Federal Milk Marketing Orders currently operative establish
minimum prices for Grade A milk only--i.e., for milk eligible for
consumption in fluid form. ;/ No single price is established for
Grade A milk; prices vary depending upon the use to which the
milk is to be put. Thus, Grade A milk going into fluid consump-
tioh commands one price, while that going into butter, cheese, dried
skimmed milk, and other products commands other prices. g/ The
marketing orders establish different minimum prices for Grade A milk
marketed for fluid consumption (known as Class I) and Grade A milk
marketed for manufacturing use (known as surplus milk). Farmers
selling Grade A milk to handlers that operate under marketing orders
are paid a "blend" price--an average of the minimum prices to be
paid by the handler for each class of milk, Weightea by the quanti-

ties of milk in each class sold by the handler during a given

i/ Federal Milk Marketing Orders for manufacturing-grade mill are
permitted by the law, but none have been established to date.

g/ Likewise, manufactured dairy products, particularly butter and
cheese, constantly compete for the supply of manufacturing grade
milk.
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period. l/ Under some marketing orders, a blend price is calculated
for each handler; under others, a common blend price is calculated
for all handlers in the marketing-order area. Blend prices are
generally calcu%ated monthly on the basis of .reports By handlers of
.the amounts of milk received from producers and the classes in which
it is sold.

Under the Federal Milk Marketing Orders, the minimum price to be
established for different classes of milk is determined in accordance
with complex pricing formulas. Most orders, howevér, derive Class I
prices gyom the Minnesota-Wisconsin price series, which reports mar-
ket prices of milk for manufacturing in that two-State area. Class I
prices are generally fixed at specified premiums above such prices;
the formula may adjust the price for seasonal price differences and
for the effect of fhe current supply and demand of Grade A milk in
the regulated area. One of several formulas may be used to determine
minimum prices for surplus Grade A milk; minimum prices generally are .
based, however, on the current market prices of manufactured dairy
products or on the prices paid for manufacturing milk either in the
Minnesota-Wisconsin area or in the regulated area. The prices on
which the Minnesota-Wisconsin price series is based are influenced
in part by competitive conditions in that two-State area; about half

of the U.S. output of milk for manufacturing is produced there and

;/ Frequently handlers pay farmers premiums over the minimum prices
established for a class of milk. In such instances the premium is
distributed to farmers by a separate apportiomment, which is deter-
mined by agreement between the farmers and the handlers.
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more than half.of such milk is sold free from milk marketing orders.
Nevertheless, the prices of milk for manufacturing sold in Minnesota
and Wisconsin (and elsewhere) are influenced materially by the Depart-
ment of Agriculture's price-support program for dairy ﬁroducts, as are
the U.S. prices of manufactured dairy products. Thus, inasmuch as
most of the Federal Milk Marketing Orders derive minimum prices for
both Class i and surplus milk from either the prices of manufacturing
milk or the market prices of manufactured dairy products, changes‘in
price-support levels will be reflected in the prices established by
the orders.

In both 1966 and 1967 marked increases were made in the minimum
prices established under the Federal Milk Marketing Orders. Inasmuch
as the sharp increase in price supports made in 1966 (see the follow-
iné'section) affected market prices of manufacturing milk and manu-
factured dairy products, increases in the minimum prices occurred
automatically under the pricing formulas of_most marketing orders.

In both 1966 and 1967, moreover, following extensive hearings, the
Department of Agriculture, with the concurrence of the farmers in-
vblved, adjusted the pricing forﬁulas to increase minimum prices. 1In
1967, for example, seasonal price differentials were eliminated from
the formulas,'thus resulting in higher‘minimum pricés than would
otherwise have occurred during the flush production months. Further,
a fixed base price that was higher than the Minnesota-Wisconsin price
was established from which to derive the minimum prices; the Class I

premium to be added to the base price, moreover, was made larger than
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previously provided in the pricing formulas. As a result of the
actions, the prices paid to farmers for Class I milk by handlers
operating under marketing orders did not decline during April to June
1967, as they customarily would have; in July and Augﬁst, prices
remained about at the June level.

As indicated above, Federal Milk Marketing Orders establish only
minimum prices to be paid to dairy farmers. During 1966 aﬁd 1967,
when prices have been étrong, buyers in an increasing number of the
markets governed by orders have been paying premiﬁm priceé (prices
above the minimum order prices). The premiums to be péid by handlers
in a given market are customarily negotiated by farmers cooperatives.
In the late fall of 1967 handlers in nearly three-fourths of the
markets were paying premium prices; in 1965 handlers in about a
third of the markéts paid such prices. Although the premiums paid
for Class I milk ranged from 5 cents to $1.50 per hundred pounds in
the fall of 1967, they probably averaged about 50 cents per hundred
pounds; at that time the average minimum order price for Class I
milk in all‘Federal Milk Marketing Order areas was about $5.9d per

hundred pounds.

The price-support program

The Agricultural Act of 1949, as amended, requires the Secretary
of Agriculture to support the prices of whole milk, butterfat, and
products made therefrom, at such level between 75 percent and 90 per-

cent of parity as will assure an adequate supply of milk. To achieve
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this objective, the Department of Agriculture maintains a purchase
program for three manufactured dairy products--butter, Cheddar cheese,
and nonfat dry milk, These products, all of which are storable,
constitute the chief manufactured dairy products produced in the United
States; they account for about three-fifths of the milk used.in manu-
facturing dairy products. The decision to maintain a purchase program
for these three products was based on the assumptions that Government
purchases thereof would support the farm price of milk, which in furn
would strengther the income of dairy farmers and assure that milk
woﬁld be produced in adequate supply.

In advance of each marketing year (which begins April 1), the
Secretary of Agriculture announces the price-support objective for
milk to be used in manufacturing, and the prices at which the Depart-
mehf of Agricultﬁre will purchase butter, Cheddar cheese,’and nonfat
dry milk, }/ During the course of the marketing year, the support
objective of milk for manufacturing and the purchase prices of the
three dairy products may be increased within the limits imposed by
the legal parity obJjectives, but not reduced.

Whereas various other price-support programs control the output
of the commodities concerned, the price-support program for dairy
products does not limit the quantity of milk or dai;y products that

may be produced or marketed--except indirectly, of course, through

;/'The purchase prices of butter, Cheddar cheese, and nonfat dry
milk are based on historical gross processing margins (the average
spread between the price of the milk used and the market price of
the product) and the support objective for milk for manufacturing.
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its effect on prices. The Department stands ready to purchase all
butter, Cheddar cheese, and nonfat dry milk offered to it, provided
the products meet certain standard physical specifications and are
offered in carlgad lots. Since November 1965 the Secfetary of Agri-
culture has also been authorized to purchase the three products at
market prices above the purchase (support) prices, if the quantities
purchased at support prices are deemed insufficient to meet commit-
ments under various Government programs (e.g., the school lunch pro-
grem). 1/

Through its purchase program, the Department of Agriculture re-
moves part of the supply from the market when prices fall to the sup-
port level, and thereby keeps the market price higher than it other-
wise would be. If, however, products purchased by the Department are
resold to the market, or if products acquired by the Department are
distributed so as to substitute for commercial sales, such actions
serve to moderate the price increases stimulated by the purchase pro- .
grams.

The Department of Agriculture generally stands ready to resell
dairy products to domestic commercial users for unrestricted use at
announced prices, which are always above the Government's current
purchase prices (generally 5 to 10 percent higher). Thus, the
announced resale prices ordinarily set a ceiling on the wholesale

market prices of the supported products. It is likely that market

1/ Sec. 709, Public Iaw 89-321. See the following section on
Government purchases.
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prices would exceed CCC resale prices only when Government stocks are
low.

As noted, the Department of Agriculture is required to support
the prices of milk and butterfat at a level between 75 percent and 90
percent of parity. The "parity price" of individual commodities 1is
jetermined by the Secretary of Agriculture according to a statutory
formula; in effect, the parity price is the price that a given quan-
tity of the designated commodity would have to command in order tb
provide the purchasing power equivalent to that of its price during a
statutory base period (1910-1k4). 1/

Support levels.--Since price-support programs for dairy products

have been in effect (beginning in the late 1930's), the support
objective for such projects has varied from 75 percent to 90 percent
ofkparity. During the marketing years 1962-65, the Department's
support objective. for manufacturing milk was equivalent to 75 percent
of parity; the agtual price objective was increased gradually from
$3.11 to $3.24 per hundred pounds. In the spring and early summer of
1966, the support levels for dairy products were increased sharply;

on April 1, 1966, the Department increased the price objective to

i/ As established by U.S. law, parity pertains to a price relation-
ship between farm and nonfarm products, not to an income relationship
between farm and nonfarm persons. It is constructed by adjusting
prices of agricultural products for changes in prices paid and prices
received by farmers since 1910-14. Accordingly, it generally does
not take account of supply-demand changes in the economy arising out
of new technology, new sources of supply, and shifts in consumer pref-
erences. Indeed, a new parity formula was adopted by the Congress in
1948 to reflect the changes in consumer preferences between agricul-
tural products that had occurred up to that time.
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$3.50 per hundred pounds (78 percent of parity), and on June 29 to
$l.00 per hundred pounds (89.5 percent of parity). The latter price
objective for manufacturing milk was 23 percent highei than the
Department's price objective at the close of the previous marketing
year; the increase thus effected was the sharpest in history. On
October 1h, 1966, the Secretary of Agriculture announced that the
support objective of $4.00 per hundred pounds would be continued
through March 31, 1968. On March 30, 1967, the Secretary further
announced (a) that the purchase (support) prices for butter, Cheddar
cheese, and nonfat dry milk would remain unchanged in the year ending
March 30, 1968, and (b) that stocks of dairy products owned by the
¢cC would not be resold to the domestic market at less than 110 per-
cent of the current purchase pricef The Department's resale price

of dairy products for unrestricted use had been 105 percent of the
current purchase price for butter and 110 percent for Cheddar cheesé'

and nonfat dry milk.

Government purchases and resales.--In most years during the

past decade the Department of Agriculture has purchased substaﬁtial
quantities of butter, Cheddar cheese, and nonfat dry milk under its
purchase programs;'much smaller quantities were removed from the
commercial market under the Payment-in-Kind (PIK) export program
(described later in this report). In the period 1953-65 the annual
~amount of dairy products removed from the commercial market ranged

from 3.1 billion to 10.7 billion pounds
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(milk equivalent); these quantities accounted for 2.5 percent to 8.6
percent of annual U.S. milk production. In 1966 output decreased and
the quantity purchased (or exported) under Government programs was
far smaller than in any other recent year--about 650 million pounds,
equivalent to one-half of 1 percent of domestic production. Although
the domestic output was slightly smaller in 1967 than in 1966, Govern-
ment purchases in 1967 were large (equivalent to about 6.2 percent of :
the domestic output of milk); this development undoubtedly resultéd
from a marked decrease in domestic consumption of milk and manufac-
tured dairy products. The high levels of price support maintained by
the Department of Agriculture have also probably held retail prices
of such products at higher levels than they otherwise would have
been.

The share of the annual U.S. production of milk (milk-equivalent
basis) removed by programs of the U.S. Department of Agricﬁiture'from
the commercial market during 1953-67 is shown in the following tabu-~

lation (in millions of pounds):
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. U.S. milk s CCC purchases and .PIK exports

Calendar year ¢ production

‘ Milk equivalent Percent of

: : ; production
1953=mmmmmmccmmcmmmmeemmi 120,221 , 10,328 : 8.6
195k mmmm mmm e m el 122,00 9,216 : 7.5
1955-mmmmm e : 122,945 L,780 :- 3.9
1956 mmmmmmmm e e : 124,860 : 5,22l L.2
1957 mmmmm e : 124,628 : 5,899 : 4.7
1958==mmmmmmmmmmemmmmeeeea: 123,220 : 4,713 : 3.8
L : 121,989 : 3,21k 2.6
1960=mmmmmmmmmm e —-—— 122,951 : 3,112 : 2.5
1961mmmmmmmmem e 125,442 © 8,02k : 6.k
1962 mmmmm oo : 126,021 : - 10,748 8.5
1963-m==mmmmmmcmemmmeeeeen: 125,009 7,777 6.2
196k mmm e e et 127,000 : 8,46k 2 6.7
AR S — . 125,061 : 6,449 & 5.2
1966mmmmmmmmm e e : 120,230 : 648 .5
106 mmmmmmm e . 119,583 7,400+ 6.2

During 1966, when Government purchases were small, the Department
of Agriculture did not purchase any cheese from the beginning of the
year through October nor did it purchase any butter during the period
Apfil—September. Wher the Department began to purchase butter and
cheese in October and November 1966, respectively, such purchases were,
for the first time, made at market prices, not at purchase (support)
prices. As noted earlier, the Secretary of Agriculture is authorized,
under section 709 of Public Law 89-321, to use CCC funds to purchase
dairy products at market prices (rather than at support prices) if
stocks of dairy products owned by the CCC are deemed insufficient to

meet commitments under various Government programs such as the school
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ilunch program. Nine million of the 23 million pounds of bufter pur-
chased by the Department of Agriculture ir 1966, or about 40 percent
.of the total, wefe purchased under the authority of section 709; all
of the cheese was so purchased. Nonfat dry milk has not been pur-
chased under section 709. By December 1966, when the market prices
for butter had declined to support levels, and the market prices for
Cheddar cheese were closer to support levels than earlier, Gévernment
purchases under section 709 were discontinued. Since then purchases
by the Department have been made at support prices.

During most years of the past decade the resale of Government-
purchased dairy products to domestic buyers for unrestricted use has
been negligible or nil. Resales were sizable only in the two
12-month periods ending March 31, 1965 and 1966, when they amounted
t& about 0.8 billion pounds (milk equivalent). In those periods
market prices for dairy products were substantially above the sup-
port levels; they had been close to support levels in other recent
years. As mentioned above, resales are not made except at prices
above the current purchase (support) price of the commodity con-
éerned.

Prices.--The price-support program has generally played a central
role in determining market prices of milk and dairy products in the
United States in recent years. Market prices of butter, Cheddar cheese,

and nonfat dry milk--the products directly supported--have usually



L3

approximated the Government's purchase prices (table 10). Prior to
1966, supplies of dairy products appear to have been consistently in
excess of commercial demand at support prices, and, as noted above,
substantial quantities have been offered to the Govefnment for pur-
chase (table 11). 1In 1966, however, market prices increased sharply,
apparently because supply was no longer in excess of commercial
demand. Throughc it much of the year, market prices of the supported
dairy products were materially higher than the Government's purchase
prices. The market in 1966 absorbed almost all of the supply of
dairy products at such prices; the Government pufchased only half a
billion pounds, much of it at market prices. 1In #he spring of‘l967,
the market prices of manufactured dairy products declined, and the
prices of the supported commodities approximated the Government's
purchase prices by April. Despite the decline in prices, commercial
consumption of dairy products in 1967 was at a rate materially lower
than in 1966. This development may reflect the lagged effect of
high prices because consumers may take some months to rearrange pur-
chasing patterns.

Disposition of Government stocks.--The dairy products acquired

by the Government under the price support programs are disposed of
predominantly through two channels--domestic welfare outlets and
sales or donations abroad. Domestic disposal has been to welfare
recipients, the school lunch program, military and veterans' hospi-
tals, and penal and correctional institutions. Disposal abroad has
been through sales for local cﬁrrency, barter, and donations to

famine relief.
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In 196L-66 uncommitted yearend supplies of dairy products held
by the Government weré small (table 12). At the end of 1966, the un-
committed supplies of butter and Cheddar cheese owned by the Govern-
ment totaled 6 million and 8 million pounds, respecti#ely; nonfat ary
milk amounted to 64 million pounds. The uncommitted supplies at the
end of 1967 were materially larger than at the end of 1966 énd gener-
allyAwere larger than they have been in recent years.

The purchases of butter and Cheddar cheese in recent years héve
generally been disposed of through school lunch and welfare programs
within the United States, whereas most of the nonfat dry milk has been
donated abroad. In 1962-65, however, substantial quantities of nonfat
dry milk and small amounts of butter were exported under the U.S; Gov-
ernment’ PIK program. In 1963-65 export sales of butter and nonfat'dry
milk were also made through the CCC's export sales program, and con-
siderable quantities of butter were donated abroad.

Under the PIK program; commercial stocks of butter and nonfat dry
milk may be purchased by U.S. exporters at domestic market prices and
exported at the prices prevailing in the foreign markets. The U.S.
Government affords the exporter an announced subsidy (in the form of
CCC-owned commodities-~-principally grain) equal approximately to the
difference between the U.S. and foreign market pricés. On March 2,
1966, the U.S. Department of Agriculture announced that the PIK export
program for dairy products had been temporarily suspended until the
domestic dairy supply situation again justified its use; by January

1968, the program had not been reinstated.
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Costs of the dairy price-support programs.--The net ;/ Govern-

ment expenditures on the dairy price-support and related programs,‘g/
as reported by the Department of Agriculture, reached record levels
in 1962-63, as the Government purchased increased quaﬁtities of
butter, Cheddar cheese, and nonfat dry milk (table 13). The expendi-
tures declined sharply, however, in the year ending June 30, 1966.

In the year, which ended June 30, 1967, expenditures were substanti-
ally higher than in 1966. Over the years, the aggregate cost of the
dairy price-support program has been large-—amounfing to $4.7 billion
in 1953-67. The aggregate cost of the special school ﬁilk program

amounted to about $1.0 billion in 1955-67.

1/ CCC purchase and other costs (processing, repackaging, transpor-
tation, storage, and handling), less proceeds from sales. :

2/ Data on Government expenditures do not include those under
Titles I, II, and IV of P.L. 480; such costs on dairy products are
estimated by officials of the U.S. Department of Agriculture to have
been less than $50 million annually in the last decade, except in
the 12 months ending June 30, 1967 (when they amounted to about $70
million).
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U.S. Nontariff Import Restrictions on Dairy Products _/

For a number of years, U.S. imports of designated dairy products
have been subject to a variety of nontariff import controls. of
principal interest are the absolute quotas imposed on some products
under section 22 of the Agricultural Adjustment Act, as amended. For
sanitary and other purposes, importers of some dairy products have
been ;equired td have entry permits under the Federal Import Milk Act
of 1927. 1In 1966, moreover, the Department of Agriculture imposed
quotas on imports of certain mixtures containing principally sugar and
butterfat under section 206 of the Sugar Act of 1948. Certain foreign
countries have committed themselves in recent years to limit their

exports of designated dairy products to the United States.

The Contracting Parties to the General Agreement on Tariffs and
Trade (GATT) have frequently criticized the United States>for its con-
tinued maintenance of the absolute quotas under section 22 of the
Agricultural Adjustment Act. They have, however, granted the United
States a waiver of its obligations "to the extent necessary to pre-
vent a conflict with such provisions of the general agreement in the

éase of action required to be taken by the Government of the United

‘States under section 22,"

Section 22 quotas on imports of dairy products

Since 1953 the United States has imposed absolute quotas

1/ The tariff restrictions on dairy products—-including the "tariff
quota" on cream--are discussed in the sections on the respective
products.
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on imports of a variety of dairy products under the provisioné.

of section 22 of the Agricultural Adjustment Act, as amended. }/

By Proclamation No. 3790 of June 30, 1967, the President, after

an investigatiop by the Tariff Commission under section 22, imposed
quotas on imports of certain butterfat-sugar mixtures, designated -
American-type cheeses (including Colby), and frozen cream; the exist-
ing quota on Cheddar cheese was modified. All of the previous quotas
on dairy products that.had been imposed for 12-month periods ending
June 30 were changed to a calendar-year_basis.

Current quotas.--The quotas currently in effect fbr dairy prod-

ucts for 1967 and subsequent years are shown in the following tabu-

lation:

Commodity Quantity

Milk and cream, fluid or frozen,
fresh or sour, containing over
5.5 percent but not over 45 per-
cent by weight of butterfat:

For the 12-month period end-
ing December 31, 1967:

New Zealand-----==---cc--- The quantity entered on or before
June 30, 1967, plus 750,000
gallons

Other----=--cccccmmcccaaa- None

For each subsequent year
New Zealand----=-====-ce-- 1,500,000 gallons
Other----===c-mccccccacaax None

Dried buttermilk and dried whey
(TSUS items 115.45 and 118.05)-- 496,000 pounds

}/ Quotas on dairy products under section 22 were first imposed in
mid-1953. Imports of some dairy products had been subject to quota
before then under the provisions of the Second War Powers Act of
1942 and the Defense Production Act of 1950. The historical develop-
ment of U.S. quotas on imports of dairy products is described briefly
in appendix B.
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Commodity Quantity

Dried skimmed milk (TSUS item

115.50) ===mmm=m=mmmmmmmmmmmmmmm 1,807,000 pounds
Dried whole milk (TSUS item

115.55)=====m=m===-mmommmmmmmmmm o 7,000 pounds
Dried cream (TSUS item 115.60)---- 500 pounds

Butter, and fresh or sour cream

containing over 45 percent of

putterfat----------=-===-"------ 707,000 pounds
Butter substitutes containing

over L5 percent of butterfat

and butter oil----------===----- 1,200,000 pounds
Blue-mold (except Stilton) and

cheese and substitutes for

cheese containing, or processed

from, blue-mold cheese---=-==-=-=-= 5,016,999 pounds
Cheddar cheese, and cheese sub-

stitutes for cheese contain-

ing, or processed from, Cheddar

cheese:
For the 12-month period end-
ing December 31, 1967------- The quantity entered on or before
June 30, 1967, plus 5,018,750
pounds 1/

For each subsequent 12-month ‘
period----m===mmmm-=-ooomoo- 10,037,500 pounds 2/
American-type cheese, including
Colby, washed curd, and
granular cheese (but not in-
cluding Cheddar) and cheese
and substitutes for cheese
containing, or processed from,
such American-type cheese:
For the 12-month period end-

ing December 31, 1967------- The quantity entered on or befere
June 30, 1967, plus 3,048,300
pounds
For each subsequent 1l2-month
period---=-mm-mmmmmmmmoemmm- 6,096,600 pounds
Edam and Gouda cheeses~----------= 9,200,400 pounds

Ttalian-type cheeses, made from
cows' milk, in original loaves
(Romano made from cows' milk,
Reggiano, Parmesano, Provoloni,
Provolette, and Sbrinz)--------- 11,500,100 pounds

See footnotes at end of tabulation.
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The maximum quantity of dairy products that can be imported
under the quotas established for 1968 (and later years) is 593 mil-
lion pounds (milk equivalent)--an amount equal to 0.5 percent of
U.S. milk consumption in 1966. While the quantity of some individual
dairy products permitted under the quotas is very small compared
with: U.S. output of the respective producfs, the quantities
permitted for others are large. The quantities specified in.the
existing quotas for butter and dried milk products, for example,
are infinitesimal compared with the domestic output of these prod-
ucts. The butterfat equivalent of the annual quota on butter
substitutes containing over L5 percent of butterfat, butter oil, and
the recently established quotas on certain butterfat-sugar mixtures
and frozen cream, have been small compared with the domestic produc-
tioh of butterfat. The recently established quotas for "American-
type" cheese and the modified quota for Cheddar cheese are also small
compared with the domestic output of those cheeses. The quotas on
blue-mold cheese and on Italian-type cheeses, however, were equiva-
lent to about 22 percent and 1L percent, respectively, of the domes-
tic output of those cheeses in 1966, while that on Edam and Gouda

cheeses has been larger than the domestic output in recent years.

Although U.S. imports of natural Edam and Gouda cheeses and
Italian-type cheeses in original loaves have been materially smaller
in recent years than the quantities authorized under the quotas, the

quotas on most other dairy products have been substantially filled.
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Commodity Quantity

Malted milk, and articles of milk
or cream, provided for in
item 118.30====-===mm—mmmmemmeem 6,000 pounds
Articles containing over 5.5 per-
cent by weight of butterfat,
the butterfat content of which
is commercially extractable, or
which are capable of being used
for any edible purpose (except
articles provided for in sub-
parts A, B, C, or item 118.30,
of part 4, schedule 1 of the
TSUS, and except articles im-
ported packaged for distribu-
tion in the retail trade and
ready for use by the purchaser
at retail for an edible pur-
pose or in the preparation of
an edible article):
Over 45 percent by weight of
butterfat---=-=-===ecmeaee-- None
Over 5.5 percent but not over
45 percent by weight of
butterfat and classifiable
for tariff purposes under
item 182.G2:
For the 12-month period
ending December 31,

1967:

Australia------------- The quantity entered on or before
June 30, 1967 plus 1,120,000
pounds

Belgium and Denmark

(aggregate)--=---=---- The quantity entered on or before
June 30, 1967, plus 170,000
pounds

Other-----=v-=cceeee-- None

For each subsequent 12-
month period:
Australig---====c=-=--- 2,240,000 pounds
Belgium and Denmark
(aggregate)--------- 340,000 pounds
Other-----==-ccceceeeu- None .

1/ Not more than 4,406,250 pounds shall be products other than
natural Cheddar cheese made from unpasteurized milk and aged not
less than 9 months.

g/ Not more than 8,812,500 pounds shall be products other than
natural Cheddar cheese made from unpasteurized milk and aged not
less than 9 months.
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The circumstances relating to individual dairy products are described

in the later sections of this report.

Administration of section 22 quotas.--Most of the section 22

quotas on dairy'products are administered by the Department of Agri-
culture through a system of import licenses. Imports of all dairy
products under quota--except frozen cream, articles containing over
5.5 percent but not over 45 percent of butterfat, butter substitutes
‘(including butter oil), and "aged" Cheddar cheese.1l/--are subject to
the licensing procedure. The quotas for the products not subject

to licensing procedures are administered by the Bureau of Customs

on a first-come, first-served basis. Imports of dairy products-
subject to quotas and licensed by the Department of Agriculture, may
be entered only by, or for the account of, a licensed person or firm,
and only in accordance with the terms of the license. Licenses
usually authorize a particular firm to enter dgsignated quantities of
a specified dairy product from a designated country through a speci-

fied port of entry. g/ Licenses for entries of the various cheeses -

1/ Imports of natural "aged" Cheddar cheese in an amount of up to
1,225,000 pounds per quota year (612,500 pounds for the period
July 1, 1967 through December 31, 1967, or during the first 6 months
of a quota year), made from unpasteurized milk and aged not less
than 9 months which prior to exportation have been certified to meet
such requirements by an official of a government agency of the
country where the cheese was produced are not subject to licensing.

g/ The administrative regulations established by the Department of
Agriculture are published in 7 CFR 6.
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(but not the other dairy products under quota) require that not more
than one-half of the designated quantities can be imported in the
first 6 months of a quota year. 1/

When issuing licenses the Department of Agriculture must, to
the fullest extent practicable, (1) distribute the respective quotas
equitably among importers or users, and (2) allocate the respective
quotas among supplying countries in accordance with the share of
imports supplied by such countries during previous representativé
periods, taking due account of any special factors that may have
affected or may be affecting the trade in the articles concerned.

Tn accord with these directives, the Department generally deems that
an importer who entered a dairy product during a base period is‘
eligible for a license; such importer is usually grahted a share
of‘the respective annual quota proportionate to his share of total
imports of the product in question in the base period. TImporters
seeking to enter the trade may be licensed to enter nominal quanti-
ties of a single product. g/ Licenses may not be transferred or
assigned to others, except as authorized by the Department of Agri-

éulture.

1/ Prior to Presidential Proclamation No. 3790 of June 30, 1967,
the licenses for cheese were allocated thrice-yearly rather than
semiannually.

g/ At present the so-called new business quota for Italian-type
cheeses is 5,000 pounds; Edam and Gouda cheeses, 10,000 pounds;
blue-mold cheese, 2,500 pounds; and Cheddar cheese, 1,000 pounds.



53

Quotas under the Sugar Act of 1948, as amended

In 1966, imports of butterfat-sugar mixtures increased sharply
above the levels of annual imports in the immediately preceding years.
The Department of Agriculture determined that the sugér in such prod-
ucts was of sufficient quantities as to substantially interfere with
the attainment of objectives of the Sugar Act of 1948, as amended.
Accordingly, on July 13, 1966, under the provisions of that act, the
Department established'absolute quotas on imports of mixtures of
sugar and butterfat or flour or both that containéd more than 25 per-
cent of sugar.

For the calendar year 1966, the following quotas were established

(31 F.R. 9495-96):

Quantity of mixtures

Countr permitted entry
Australig----====---- 2,240,000 1bs.
Denmark----=====-=-=~- 350,000 lbs.
Other--=====-c=c====-- The quantity containing

200,000 lbs., raw value,
of sugar or liquid sugar,
(187,000 1bs. of refined
sugar) .
Under the quota provisions, however, the restriction for imporfs
from any country, including Australia and Denmark, was to be in-
creased to permit the entry of shipments imported in 1966 prior to
the effective date of the quotas (July 13), plus shipments entered
within 30 days after the effective date of the quotas, provided that
the shipment concerned had departed the port of lading prior to that

date or that an irrevocable contract had been entered into prior to

June 15, 1966. Because of the rapidly expanding trade in the
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mixtures concerned during the first half of 1966, and the large im-
ports of such products from several countries, the quotas appli-
cable to entries were increased to an amount substantially in
excess of the originally established quotas. Indeed, imports of these
products that were subject to the quota provisions (more than 25 per-
cent of sugar) amounted to nearly 100 million pounds in 1966. The
sugar contained in such imports was equivalent to about one-half of 1
percent of the domestic sugar production in that year; the butterfat
contained therein was equivalent to about 1 percent of the domestic
output of butterfat.

For the calendar year 1967, the Department of Agriculture modi-
fied the quotas to establish the following limitations (31 F.R.

16518-20): 1/

Quantity of mixtures

Countr permitted entry
Australia---------- 14,090,000 1lbs.
Austria---------=-= 827,000 1bs.
Belgium~=========== 14,090,000 1bs.
Canada---========== 11,650,000 lbs.
Denmark-----======- 1,926,000 1bs.
Sweden------======- 397,000 1bs.

United Kingdom----- 2,159,000 lbs.
Other----========-- The quantity containing

200,000 1lbs., raw value,

of sugar or liquid sugar,
(187,000 1bs. of refined

sugar) . :

}/ The quota amounts for each country except Australia were estab-
1ished on the basis of the average annual U.S. imports during 1964-66.
Beginning in 1963 Australia had agreed to limit its exports of butter-
fat-sugar mixtures to the United States. Consequently, exports from
that country to the United States did not expand in 1966 as did those
from other countries. Inasmuch as Australia had been limiting its
exports of Junex and similar products to the United States in the base
period, the Department of Agriculture established an import quota for
Australia equal to that for the country having the largest average
annual imports in the base period (Belgium).
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The foregoing quotas were established only for the calendar year
1967. 1In December 1967, the Department of Agriculture issued a pro-
posed rule (32 F.R. 17669-17671) to establish quotas for 1968 and
subsequent years on products which, among other thingé, contain more
.than 25 percent by weight of sugar, contain flour and/or butterfat as
the other principal solid ingredients, and contain not more than 5.5
percent by weight of butterfat. ;/ As of January 31, 1968, the pro-

posed rule had not beeﬁ made effective.

The Federal Import Milk Act

Under the Federal Import Milk Act of 1927, as amended (21 vu.s.cC.
141 et seq.), the_importation into the United States of milk and.
cream is prohibited unless the person shipping or transporting such
. products into the United States holds a valid permit from the Secre-
tary of the Department of Health, Education, and Welfare. Although
the primary purpose of the act is to ensure that imported milk and
cream meet certain health standards, the statute also states that the
promotion of the dairy industry of the United States is an objective
of the act. Applicants for permits--and, at regular intervals, hold-
ers of permits--must establish that (1) the cows in herds producing
milk for export to the United States are free from tuberculosis and

are otherwise healthy and (2) the dairy farms and processing plants

1/ In mid-1967, an annual absolute quota was imposed under sec. 22
on imports of butterfat-sugar mixtures that contain over 5.5 percent
by weight of butterfat (see the section of this report on section 22
quotas on imports of dairy products).
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producing milk or cream for export to the United States meet specified
sanitary standards. The holder of a permit is authorized to ship
specified products into the United States. Under the law, however, a
shipment of milk or cream which the holder of a permit desires to im-
port may be refused entry at the port if either the bacteria count or
~ the temperature of the product is greater than specified limits. The
provisions of the act are administered by the Food and Drug Adminis-
tration (FDA) of the U.S. Department of Health, Education, and Welfare.
Fluid and froZen milk and cream, yoghurt and other fermented
milk, and condensed and evaporated milk are subject to the provisions
of the Federdl Import Milk Act. Currently, only four permits are in
effect--the New Zealand Dairy Products Marketing Board holds a pérmit
vO ship frozen cream into the United States; two Canadian firms hold
permits to ship sweetened condensed milk; and one Canadianifirm holds
a permit to éhip cqncentrated milk into the United States. }rom time
to time the FDA hag issued temporary permits to iméort specified prod-
ucts that are subject to the act. Until recently the FDA had allowed
imports of condensed and evaporated milk from foreign firms not hold-
ing permits, if such milk was packed in 6-ounce or 14-ounce hermeti-
cally sealed tins. In September 1966, however, the FDA modified its
policy; it announced that, henceforth, U.S. imports of milk and cream

were to be restricted to shippers holding valid permits.
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Commitments by exporting countries

From time to time in recent years, New Zealand, Australia, and
Ireland, after representations by the United States, have undertaken
to restrict their exports of certain dairy products to.the United
States. At the time the commitments were in effect, the dairy prod-
ucts involved were not subject to U.S. import restrictions undef
section 22 of the Agricultural Adjustment Act. The export restric-

tions agreed upon are shown in the following tabulation:

Commodity . 1962 , 1963 , 1964 , 1965

Colby cheese: 1/ : : : :

New Zealand----- S million pounds--: 11,60 : 6.72 : 6.72 : 6.72

Australig-=--c-ecemcmmeaaaoo do=mmmmmua : - - 1 3.36 : 3.36

Ireland---=-=--=--=—ccccceu- do-------- : - - ¢ 1,12 ¢ 1.12
Butterfat-sugar mixtures (Junex): 2/ : : : s

Australig----ecemcmeoae e dOmmmmmmmns - 2.2 s 2,24 3 2,2h
Frozen cream: 2/ : s :

New Zealand---=------- million gallons--: - :1.50 : 1.50 : 1.50

1/ For years ending June 30.
2/ For calendar years.
Generally the export limitations listed above were closely ob-

served by éxporters in the foreign countries concerned during the
periods they were in effect. The restrictions on exports of Colby
cheese were allowed to expire on June 30, 1965; and those on exports
of Junex and frozen cream, on December 31, 1965. Dﬁring 1965, imports
of such products from countries other than those that had agreed to

limit their exports of Colby cheese and Junex to the United States
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in the specified area. As measured by the median size farm in its re-
spective area, each of the models would appear to be "typical" of
dairy farms in the area in which it is located. The number of cows
and heifers (2 years old and older) and milk production per cow for
each of the models used in calculating data on net farm income for

1966 1/ were as follows:

‘ Cows and heif- : Annhal milk

Model E ers (2 years f production

" 0ld and older) , per cow

: Number :  Pounds
Central Northeast, dairy--------=====-=-- : 34 9,750
Fastern Wisconsin, dairy, Grade A-------: 35 10,800
Eastern Wisconsin, dairy, Grade B---=---- : 23 : 9,200
Western Wisconsin, dairy, Grade B---==--- : ' 26 8,880
Southeastern Minnesota, dairy-hog------- : 23 : 9,140

As indicated by data from the Census of Agriculturé, the median size
dairy farm--in terms of' the number of cows and heifers on farms--in
New York State (Central Northeast) in 1964 had about 33 cows and heif-
ers, that in Wisconsin had 30, and that in Minnesota had 24. In terms
of aggregate milk production, the median sizeé farm in each State was
slightly larger. As described earler g/, farms having less than 30
milk cows accounted for about a third of U.S. milk production in l96h;
farms having 30 to 49 milk cows accounted for about_a third, and farms

having 50 or more milk cows, for a third. Three of the models would

}/ The characteristics of the models are changed regularly by the
Department of Agriculture to try to reflect the changing character of
the "typical" dairy farms in each of the selected areas. For example,
the model for the dairy farm in the Central Northeast was assumed--
among other characteristics--to have 26 cows and heifers and annual
milk production of 7,380 pounds per cow in 1956, compared with 34
cows and heifers and milk production of 9,750 pounds per cow in 1966.

g/ See the earlier section on number and size of dairy farms.
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be classified in the first category described, and two, in the second.
None of the models, however, are representative of the large dairy
farms in the United States, i.e., those having 50 milk cows or more.
The figures on milk production per éow used for each of the models
are higher than the national average--8,500 pounds per cow in 1966.

The net farm income--the difference between gross farm income
and operating expenses--calculated for each of the models constitutes
the aggregate return ffom the model farm for interest on capital,
rend of land, entrepreneural rewards, and labor of the farm family.
The gross farm income includes an estimate of receipts from the sale
of farm products and an estimate of the value of perquisites (prod-
ucts consumed on the farm where produced and rental on the farm dwell-
ing). Except for the model of a southeastern Minnesota dairy-hog
farm, the bulk of the receipts from the sale of farm products in each
model comes from the sale of dairy products. For the Minnesota
model, about half of such receipts comes from the éale of dairy prod-
ucts and half from other farm products (chiefly hogs and crops).
Farm operating expenses include estimated expenditures for farm sup-
pliés, hired labor, and taxes. 1/

The annual net farm income of each of the "typical" dairy farms,
though varying somewhat from year to year, was about stable in the
1950's and then increased in the 1960's (table 15). The average

annual net farm income of the 5 models combined was nearly 25

'g/”Adjustments in gross income and operating expenses are made to
reflect changes in inventories of supplies, livestock, stored crops,

machinery, and buildings.



percent larger in 1960-64 than in 1950-54. In 1966 the annual net in-
come of each of the "typical" farms increased sharply from that in
1965, generally being half again as large in 1966 as in 1965. This
sharp increase resulted chiefly from increased unit prices received
by the farms for sales of milk; although operating expenses had in-
creased in earlier years, they were not appreciably larger in 1966
than in 1965. The average annual combined net farm income of the

5 models since 1950, in actual dollars and in dollars of constant.
purchasing power (adjusted for changes in prices paid by farmers for

family living items, 1957-59=100), was as follows:

i Net farm income '
Period :
: Actual

‘ In constant pur-
chasing power

1950-54-mmmmmmmmmmmmmmm e m e mmmmm o m e $3,601 : $3,889
1955-59-m==mmmmmmmmmmmmmmmmmmmm—m o mm o m s 3,670 : - 3,737
1960=6lmmmmmmmm e mmmmm e memmm oo e e e L,h55 : 4,317
1965--—----------7--------;---------------Z 4,632 : 4,329
1966-=mmmmmmmm ee—mmmmmmmmmmmmmmmmmmmmeeemi 7,160 6,513

After deduction for a return on capital (including land and
buildings) }/, the net farm income per hour of labor devoted by the
farm family was substantially below $1.00 per hour for each of the
five models in 1965. Net income per hour increased sharply in 1966;
it ranged from $1.21 to $1.58 per hour, except for one of the models

(Eastern Wisconsin, Grade B--75 cents per hour).

l/'Calculated on the basis of the current value of land, farm
buildings, dwelling, improvements, machinery, equipment, livestock,
and crops.
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A number of studies suggest that there are substantial economies
of scale among dairy farms. }/ Investment for working capital per
cow and labor requirements per cow are materially smaller for large
herds than for small herds. Moreover, milk output pef cow generally
varies directly with the size of the operation; the larger farms usu-
ally employ better technology and herd management than the smaller.
farms. Net income per cow, therefore, is generally higher for large
herds than for small hefds, and aggregate income per farm ordinarily
is strikingly higher for dairy farms with large hefds than those with
small herds. An exact line cannot be drawn, however, ﬁo indicate the
size dairy herd needed at current milk prices for profitable opera-
tions, i.e., the point at which economies of scale would assure a
viable operation. The profitability of a given dairy farm depends on
a host of factors,.of which the number of milk cows is but one.
Nevertheless, recent experience, supported by the data in the studies
cited, suggest that the great bulk of marginal and éubmarginal dairy
farms in recent years have been small farms. Between 1959 and 1964,
for example, the number of farms having less than 30 milk cowsvde-
clined about 4O percent, while the number having more than 30 milk

cows increased about 29 percent (table 2).

}/'University of Wisconsin, Costs and Returns for Large Wisconsin
Herds, Bulletin 578, Apr. 1966; Michigan State University, Profitable
Dairy Farming Tomorrow, Agricultural Economics Report No. 30, Oct.
1965; Cornell University, Changes on Farms Supplying Milk to the New
York-New Jersey Market 1960-6L, A.E. Res. 195, Mar. 1966; University
of Maryland, The Effect of Size of Herd on the Organization and Oper-
ation of Frederick County Dairy Farms, Misc. Pub. No. 478, Jan. 1963.
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WORLD PRODUCTION AND TRADE

in terms of commercial milk production, Europe and North America
are the predominant milk-producing areas of the world, The countries
in these two areas together account for abou£ three-fourths of total
world production of milk. Latin America, Africa, and the‘Néar and
Far East, which have about 70 percent of the world's population, pro-
duce about 20 percent of the world's output of milk. Oceania--
chiefly Australia and New Zealand--accounts for about‘S percent of
the world's output.

The major milk-producing countries in Western Europe are France
and West Germany; other countries that prqduce substantial quantities
are the United Kiﬁgdom, Italy, the Netherlands, and Denmark; The
major producing countries in Eastern Europe are the Union of Soviet
Socialist Republics (U.S.S.R.), Poland, and East Germany. Among in-
dividual countries, the U.S.S.R. and the United States, in that order,
are by far the world's largest producers of milk; France, West Ger-
many, Poland, and the United Kingdom rank next in output.

World production of milk has increased in recent years. The
average annual output of milk in 37 countries for which data are
available--probably accounting for 85 percent of world output--was
15 percent greater in 1964-66 than in 1956-60 (table 16). Milk pro-
duction in these countries amounted to about 660 billion pounds in
1966, compared with an average of about 570 5illion pounds in
1956—60. Except in North America, the output in all of the major

producing areas has been increasing. Average annual output in
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Western Europe was 17 percent greater in 1964-66 than in 1956-60, and
that in Eastern Europe was 15 percent greater. Output in Latin Amer-
ica, Oceania, and Japan also rose markedly during the past decade. 1In
North America the average annual production of milk in 1964-66 was
virtually the same as it had been in 1956-60.

In 1966 the annual production of milk in Western Europe was 3 per-
cent larger than in 1964; that in Eastern Europe was 10 percent larger;
Latin America, 4 percent; Oceania, 5 percent; and Japan, 11 percenfu‘
Output of milk in North America (Canada and the United States
combined), howevef,'was 5 percent smaller in 1966 than in 196k,
largely because of a decline in U.S. output.

The recent increases in the production of milk, especially in
Western Europe, have resulted in a surplus of milkfat, which has been
stored largely in the form of butter. Stocks of buﬁter in 14 West
European countries in April 1967 totaled 446 million pounds, éompared
with holdings of 414 million pounds a year earlier and average stocks
of 24k mil%ion pounds during 1962-6L4. More than half of the stocks in
1967 were in West Germany and France. Data are not available on
stocks of dairy products in Eastern FEurope; holdings in Oceania have
not increasgd-in recent years, and those in North America have gener-
ally declined.’

The per capita consumption of dairy products varies widely among
the individual countries of the world. In 1965 per capita consumption
(in terms of milk equivalent) in Finland was about 1,500 pounds, Ire-

land, 1,400 pounds, New Zealand, 1,300 pounds, Denmark, 1,000 pounds,



67

Australia, 900 pounds, and Canada, 870 pounds. The United States
ranks sixteenth in per capita consumption--only 616 pounds in 1965.
In most major milk producing countries, the per capita consumption of
dairy products has been declining largely because of tﬁe competition
between butter and oleomargarine.

Fluid milk generally does not enter international commerce because
of its perishability and high transportation costs. International trade
in manufactured dairy prbducts, however, i1s substantialj the principal
dairy products entering such trade are butter, cheeée, nonfat dry milk,
dry whole milk, and evaporated and condensed milk.

The chief exporters of dairy products are New Zealand, Australis,
Denmark, the Netherlands, France, and the United States (table 17).

The Uﬁited Kingdom is the world's largest importer of dairy products.

| The world's major exporters‘of butter, New Zealand, Australia,

and Denmark, together have accounted for about two-thirds of world
exports of butter in recent years. The three countries each export
from about L0 percent to'75 percent of their production of butter. The
Netherlands, New Zealand, Denmark, and France, the world's major
exporters of cheese, have accounted for about two-thirds of the world's
exports of cheese in recent years. With the exception of France, these
countries export from sbout half to nine-tenths of their production of
cheese; France generally exports only about lO‘percent of its output

of cheese., The Netherlands supplies about half of the world's exports

of condensed milk and 70 percent of the exports of evaporated milk.
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The United States has supplied a large, but fluctuating, share of the
world's exports of nonfat dry milk in recent years.

The United Kingdom imported about three-fourths of ths world's
exports of butter in 1965; it also imported large quantities of cheese
and other dairy products.

As has been indicated earlier, the governments of virtually all
of the major milk-producing countries of the world intervene either in
the operations of the dairj farmers or in the marketing of dairy pfod-
ucts or both. Governments generally assist their domestic dairy in-
dustries by some form of price support or income aid, usually coupled
with import restrictions in the form of import levies or quotas. Some
countries provide consumer subsidies, and most countries directly or
indirectly subsidize exports of dairy products. The particular gov-
ernmental measures adopted to carry out the policies of assistance to

dairy farmers usually vary widely in detail from country to country. }/

The European Economic Community (EEC)

In 1966 the production of milk in the European Economic Community
ampunted to 151 billion pounds--about 25 percent larger than output in
the United States and 15 percent larger than output in the U.S5.S.R.

The EEC's sutput of milk in that year accounted for about a fifth of
world production of milk. France and West Germany. supplied two-thirds

of the communify‘s production of milk in that year.

}/ﬁThe governmental measures currently in effect in foreign coun-
tries are discussed in Dairy Situation, DS-316, July 7, 1967, and
Organization for Economic Cooperation and Development, Agricultural
Policies in 1966.
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The pattern of milk utilization in the European Economic Commun-
ity (EEC) differs considerably from that in the United States (table
18). 1In recent years a fourth of the milk produced in the EEC has
been consumed ig fluid form, while half of the U.S. oﬁtput has been
so used. About two-fifths of the EEC's output of milk has been used
to produce butter and a fifth to produce cheese. About a seventh of
the milk produced in the EEC is fed to calves énd other livestock;
this share is materialiy larger than that so used in the United States
(about 2 percent) or in the other countries of Western Europe (about
6 percent).

The Netherlands and France are the major butter exporting coun-
tries of the EEC, but they probably supply less than 10 percent of
the world exports. They are also amorgthe world's major exporters of
cheese. The Netherlands generally imports substantial quantities of
nonfat dry milk; West Germany and Italy are important importers of
butter and cheese.

The Common Agricultural Policy (CAP) of the EEC provides a price-
support program for dairy products. Prior to the effective dafe of
the CAP, November 1964, the individual EEC members meintained supportv'
programs for dairy products. Under the current policy for dairy prod-
ucts, the prices of milk within the EEC are supported at agreed-upon
levels, imports of dairy products are controlled by variable import
levies, and exports of dairy products are subsidized.

To support prices of milk within the EEC, basic support prices

for milk--target prices--are established for each marketing year
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(beginning April 1). The Government of each member country supports
domestic prices of milk at its target level, when deemed necessary,
by purchases of dairy products, chiefly butter. Currently the CAP. is
in the process of transition to effect a common target (support)
price for the EEC countries. Support levels, which now vary from
country to country, are gradually being harmonized; a common support
price is scheduled to go into effect on April 1, 1968. The common
target price scheduled to become effective on that date is the equiv-
alent of U.S. $4.67 per hundred-weight. In 1963, the year before the
Policy for Dairy was adopted, support prices for milk in the EEC
countries ranged from the equivalent of $3.54 to $L4.76 per hundred-
weight. For most of the EEC countries, the prospective common farget
price constitutes a substantial increase in support from the levels
of 1963. In France and West Germany, the common target price will be
about 25 percent and 15 percent higher, respectively, than their in-
dividual support prices for milk in 1963.

The policy for dairy products is desigped.to protect the EEC
market from imports of dairy products by a system of variable levies.
Threshhold prices (minimum import prices) are established for import-
ed dairy products; the threshhold price of a given dairy product is
that price at the port of entry which equates the pfospective whole-
sale price of the imported product in the EEC (member) country with
the price of the domestic product, plus specified additional amounts.
The import levy applicable to a dairy product imported from a non-

member country is the difference between the threshhold price and
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the lowest world price; the levies are calculated daily. During the
period of transition to a common target price for dairy products, the
EEC members also impose variable levies on intra-Community shipments
of dairy products; trade in dairy products between the‘EEC members is
to become free of restrictions when the common target price 'is adopt-
ed (now scheduled for April 1968).

Member countries of the community generally pay subsidies on ex-
ports to non-member countries. At times such subsidies on some dairy
products have ranged as high as two-thirds to three-fourths of the
wholesale price in the country of origin. Information on the subsidies

paid on shipments of some dairy products to the United States is given

in some subsequent sections of this report.

‘'The United Kingdom

In recent years the United Kingdom has ranked as the world's sixth
largest producer of milk. In 1966 the output of milk in the United
Kingdom asmounted to about 25 billion pounds--about a fifth of the
amount produced in the United States. Average annual production of
milk in the United Kingdom was about a tenth larger in 1964-66 than in
the late 1950's. Despite its substantial output of milk, the United
Kingdom is the world's largest importer of dairy products. Two-thirds
of the milk produced in the United Kingdom is cénsumed in fluid form--
a substantially larger share than in other major milk producing countries.
(table 18). Hence, the production of manufactured dairy products is in-
sufficient to supply domestic requirements, and large quantities of

such products are imported. In recent years, the United Kingdom has
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generally accounted for about three-fourths of world imports of butter
and one-fourth of world imports of chéese; it also is generally a
major market for dry whole milk and nonfat dry milk,

The Government's price-support program for dairy products in the
United Kingdom is implemented by five regional Milk Marketing Boards.
The program provides dairy farmers a guaranteed price for a go-called
standard quantity of milk--generally milk marketed for consumption in
fluid form. On sales in excess of the standard quantity, the farﬁer
receives the average price realized for milk marketed for manufacturing.
The guaranteed prices are established annually. In the United Kingdom
the returns from the sale of fluid milk, over a period of time, are
obliged to cover the full cost of the guaranteed price.

Imports of butter into the United Kingdom are subject to quotas
which are established annually and allocated among foreign countries.
Australia, New Zealand, and the Irish Republic are guaranteed given
shares of the authorized imports; together they supply about three-
fifths of the imports of butter into the United Kingdom. The United
Kingdom generally does not subject other dairy products from any
éountry to quota restrictions. Commonwealth tariff preferences are
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