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INTRODUCTION

This report has been prepared in response to the following
resolution (dated June 23, 1970) of 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, (1) to make an investigation of the
conditions of competition in the United States between
dairy products being produced in the United States and
the following dairy products produced in foreign countries:

(A) cheese and substitutes for cheese of the kinds
described in items 950.10B, 950.10C, and
950.10D, part 3, appendix to the Tariff Sched-
ules, if having a purchase price of 4T cents
per pound or Over;

(B) lactose (item 493.65, T.5.U.S.);

(c) chocolate provided for in item 156.30 of part
10 and articles containing chocolate provided
for in item 182.95, part 15, Schedule 1 of
the T.S.U.S. (except articles for consumption
at retail as candy or confection);

(D) cheese and substitutes for cheese, the product
of New Zealsnd, subject to quota under item
950.10D, T.S.U.S.,

and (2) report the results of such investigation to the
Committee on Ways and Means et the earliest practicable
date, but if possible, no later than its report to the
President on its investigation of dairy products requested
May 13, 1970.

The report of the Commission shall include factual

. information on domestic production, foreign production,
imports, consumption, channels and methods of distribu-
tion, prices (including pricing practices), United States
exports, and other factors of competition. The report
shall also include information indicating whether any
of the dairy products specified herein is being imported
into the United States under circumstances and in quanti-
ties interfering with, or threatening to interfere with,
any price support programs of the Department of Agricul-
ture for milk and butterfat or any other program or
cperaticn undertaken by the Department of Agriculture,
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or any agency operating under its direction, with respect

to any of these dairy products or to reduce substantially

the amount of any of these products processed in the United

States from milk and butterfat or product thereof with res-

pect to which any such program or operation is being undertaken.

On May 19, 1970, in response tc the President's request of May L3
mentioned in the Committee's resolution, the Tariff éommission had
instituted an investigation (No. 22-28) under subsection (a) of sectioﬁ
22 of the Agricultural Adjustmenﬁ Act, as amended, to determine whether
certain dairy products--including part of those designated in item (c)
of the Committee's resolution--were being, or were pra;tically‘cer-
tain to be, imported into the United States under such conditions and
in such guantities as 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, or to reduce substan-
tially the amount of products proceséed in the United States from
domestic milk and butterfat. On September 21, 1970, the Commission
submitted to the President its réport on that investigation (No. 22-28)
in which it unanimously recommended for the cheese investigated therein
an absolute quota of 30,000 pounds for the remainder of 1970 and an
absolute quota of 100,000 pounds for each calendar year after 1970;
for the remaining products it recommended import quotas of zero.

The Commission received a letter dsted August 28, 1970, from
the Chairman of the Committee on Ways and Means requesting that the
Commission obtain detailed information regarding import éontrols
recently imposed by Canada on & wide range of dairy prodﬁcts and
that the Commission make a comparison of the import controls on
dairy products by Canada and by the United Stetes under section 22.

The letter further suggested that the Commission incorporate



such information in the reports of its pending dairy import
investigations. Appropriate information regaerding the Canadien
import controls on dairy products is being sought from several
sources, including the Departmeats of Agriculture and State. As
soon as the required information is received the Commission will
submit to the Committee a supplemental report fully responding to
the letter of August 28, 1970.

The information contained in this report on investigation
No. 332-6L was obtained from evidence submitted at the public hear-
ing, from briefs, from fieldwork, from other Government egencies,
end from the Commission's files. 1/

Milk and other deiry products play & major role in the farm
economy of the United States. In 1969, U.S. farmers produced 116
billion pounds of milk; their sales of milk, which accounted for a
seventh of total cesh receipts from the sale of all ferm products,
hed a value of about $6.2 billion. The sales of dairy products
ranked second only to sales of livestock. The annuel value of
dairy prodﬁcts sold by farmers in recen£ years has been less than
half the value of meat animals sold, but substantially 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.

l/ The Commission issued & public notice of the institution of
this investigation on June 26, 1970. The notice wes posted at the
Commission's offices in Washington, D.C., and in New York City; it
was published in the Federal Register of July 1, 1970 (35 F.R. 10704 )
and in the July 15, 1970, issue of the Customs Bulletin. A public
hearing was held Aug. 3-T, 1970; ell interested parties were efforded
an opportunity to produce evidence and to be heard.




As compared with the domestic production of whole milk, the
whole milk equivalent of U.S. imports of deiry products has been
small for many yesrs. DBetween 1953 ;/ end 1965, annual imports of
dairy products were equivelent to 0.4 to 0.7 percent of the U.é.
output of milk. Imports rose sharply during 1966 and continued to
increase during 1967. In eech of those years they were about
three times as large as in 1965; in 1967 the ratio of imports to
totel domestic milk production was 2.4 percent, the highest level
on record (teble 1). On June 30, 1967, the President imposed sec-
tion 22 quotas on dairy products that hed eccounted for about 95
percent of the increasse in imports during 1966 and the first half
of 1967. The import trade then shifted largely to the articles
that remained free of quotas. Because additional quotas were
imposed under section 22 in 1968 and 1969, imports of deiry products
in those years were smaller than in the 2 preceding years. In 1968
and 1969 such imports were equivalent to 1.5 percent and 1.4 per-
cent, respectively, of total U.S. production of milk.

Dairy products asre derivative from whole milk. In studying
imports of deiry products, and in particular, the effects of
imports on programs of the Department of Agriculture, e method
for comparing these products with verying milk content, i.e., the

1"

concept of "milk equivalency," was formulated. This concept, which

1/Quotas on certain dairy products under sec. 22 of the Agricul-
tural Adjustment Act, as amended, were first imposed in mid-1953
(Presidential Proclamation No. 3019). Such dairy products had
previously been subject to comparable restrictions imposed by the
Secretary of Agriculture under the provisions of the Defense Pro-
duction Act of 1950. Prior to that some dairy products had been
subject to quotas under the Second War Powers Act of 19L2.



is based upon the solids content of whole milk, assumes that the
fat and nonfat solid portions in whole milk are in the ratio of
1:2.3 &t the present time. Thus, for a given poundage of whole
milk, it is assumed that 3.7 percent thereof is butterfet and
8.6 percent thereof is nonfat solids. 1/

Even though imports of dairy products do not contain butter-
fat and nonfat milk solids in the same proportion as in whole
milk, the milk equivalent thereof has usually been computed only
on the basis of their butterfat content. The Department of
Agriculture, however, supports the price of both butterfat end
nonfat milk solids through the purchese of 3 products--butter
(the milk solide content of which is virtuaslly all butterfat),
Cheddar cheese (which contains virtually all the butterfat end
about half of the nonfat milk solids in whole milk), and nonfat
dry milk (the milk solids content of which is virtually all non-
fat milk solids). In examining the effects of imports om the
price-support programs, it is therefore necessary to give due
consideration not only to the butterfat, but also to the nonfat
milk solids conteined therein.

Imports of many of the basic forms of nonfat milk solids
(i.e., nonfat dry milk, dry buttermilk, and dry whey) have been

" subject to section 22 quotas since the initial section 22 quotas

1/ U.S. Department of Agriculture Statistical Bulletin No. 362,
June 1965.



were established in 1953. Since that time most of the emphasis on
imports of dairy producte has been on products conteining butterfat
and no nonfat milk solids or on products containing large propor-
tions of butterfat in relation to their nonfat milk solids content.
As the ;mports of these products have increased they have gen-
erally béen placed under section 22 limitations to prevent them
from interfering with the price support programs.

As the imports of deiry products with significent butterfat
content have been for the most part brought under section 22
controls, importers have now also turned their attention toward
products which contain little or no butterfat, but which contain
significant amounts of nonfat milk solids (e.g., the lactose
considered in this investigation end the animal feeds and low-
fat cheese considered in investigation No. 22-28). When measuring
imports of such products, milk equivelency on & butterfgt besis is
obviously of limited usefulness. In this report, as in previous
Tariff Commission reports on dairy products, the milk equivalency
concept on & butterfat basis is used in discussions regarding
total imports, production, exports, and stocks of deiry products.
However, in the portion of this report that deals with individual
dairy products, such products are discussed in terms of their
relevant fat and nonfat solids content.

Since Jenuary 1969, when the letest section 22 quotas on

dairy products became effective, imports of uncontrolled dairy



products have increased sharply or entered for the first time in sul -
stantial quantities. In January-July 1970, U.S. imports of dairy
products amounted to 975 million pounds of milk equivalent, of which
L4l million pounds was admitted under section 22 quotas. 1/ Total
imports of dairy products were sbout 29 percent larger in January-July
1970 than in the corresponding period of 1969.

Four of the quota-free articles that entered in increased quanti-
ties in 1969 and early 1970 are the subject of the section 22 report
submitted to the President on September 21, 1970 and released to the
public on October 6, 1970: ice cream, chocolate crumb containing 5.5
percent or less by weight of butterfat (low-fat chocolate crumb),
certain animal feeds containing milk or milk derivatives (milk replacer
bases), and certain cheese containing 0.5 percent or less by weight of
butterfat (skim milk cheese for manufacturing). These four articles 2/
accounted for 180 million pounds of the 534 million pounds of quota-
free imports of dairy products entered in January-July 1970; the
cheeses having a purchase price of 47 cents per pound or over that are
comprised in item (A) in the Ways and Means Committee resolution ac-

counted for another 239 million pounds; and sheep's milk cheese, 3/

1/ The milk equivalent of part of the products in item (C) and of
all of the products in item (D) of the Ways and Means Committee
resolution is included in the L4l-million-pound figure.

2/ Ice cream accounted for nearly all of the milk equivalent of the
four products.

3/ There is little, if any, U.S. production of sheep's milk cheese.



which is not included in either this investigation.or investigation

No. 22-28, accounted for the remainder {115 million pounds). Currently,
imports of lactose--item (B) of the resolution--and chocolate crumb |
containing 5.5 percent or less by weight of butterfat--included in item
(C)--are also quota free. Imports of the other chocolate articles
comprised in product (C) of the resolution and "other cheese" from New

Zealand--item (D)--have been subject to section 22 gquotas since January

1969.



U.S. CONSUMPTION

Aggregate annuel U.S. consumption of milk and other dairy products
increased gradually after Werld War iI to a peak of 123 billion pounds
in 1964 (table 2). Thereafter it declined to 119 billion pounds in
1966 and 116 billion pounds in 1967. During the period 1967-69, how-
ever, aggregate annual consumption of milk and dairy products renged
from 116 billion to 117 bdillion poﬁnds, indicating that the decline in
consumption thet occurred from 196L to 1967 mey have temporerily halted.
ﬁonétheless, aggregete consumption was substantially smaller in each of
the years 1967-69 than in any year since 1955 (table 2).

Annual per capita civilian consumption of milk and other dairy
products (in terms of milk equivalent) has declined in almost every
year since World War II (teble 3). In 1969, civilian consumption of
568 pounds per capita was about a fourth less than in the years immedi-
ately following World War II. The U.S. Department of Agriculture hes -
recently estimated that by 1980 per capita consumption will amount to
ebout 450 pounds. ;/ Although per capita consumption has declined
substantially, the growth in U.S. population has resulted in aggregate
consumption being larger in recent years than immediately after World
War II. Aggregate consumption of milk and dairy products exclusive
of that under Federal programs has declined in recent years, indicating
that Government dcnations have been playing a larger role in maintain-

ing U.S. consumption of milk and deiry products.

1/ U.S. Department of Agriculture, Agricultural Outlook Digest,
August 1970, p. 3.
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Trends, by Major Products

Over the years, the civilian consumption of milk in the United
.States has consisted about eqﬁally of that consumed in fluid form
(hereinafter referred to as fluid milk) and that consumed in the form
of manufactured deiry products (fig. 1). The per capita consumption
of both fluid milk and menufactured dairy products haé,declined
materially since 1950--by about 20 percent for each type of product.
The longrun trend of per capita consumption of some dairy products,
however, differs materially from that of others (table 3). The per
capita consumption of fluid milk and cream, butter, and evaporated
milk, on the one hand, has declined for a number of years; that of
cheeses, on the other hand, has increased. Developments in the con-
sumption of the individual dairy products considered in this investi-
gation are discussed in subsequent sections of this report.

Distribution Channels

The great bulk of U.S. consumption of milk and other dairy
products--more than nine-tenths—-has been accounted for by products
that have moved into consumption through commercial channels. -Milkv
consumed on farms where it was prbduced and dairy products donated or
subsidized by Federal programs have accounted for the remainder. The
ennual quentity of milk consumed on ferms has declined sherply since
World War II, dropping from an average of about 15.0 billion pounds in
1947-49 (1k percent of aggregate consumption) to 2.6 billion pounds in

1969 (3 percent).



Figure 1.--~U.S. production of miik and milk equiva-
lent of U.S. imports of dairy products, 1960<69

Billion pounds ? f '
§ |
| ; 5
140 S N _ T... .___..,_i_._; _1‘ e i g . ; e
o o .
. : ,—~———Fed to calves | ;
120 A4 ; ' : ; . o
4 i ’ ¢ 7 // 7 . - ) p

/¥ i i .
« / /) Made into manufactuﬁedéz;7.
products other; than |

; ; ///)// s ; P,

i . ! ,;#ya%?l. 7N,

wo s Made ir?W
cheese

i

80 -

60 |

foe?
LA BRI FLINE PPy 7Y . e ®
PISCX ALY PO LM A TN Y
o®® aio 0 g0 00 et 00,0,

00 e abtepa 2,0 ‘e
H & LR XX S A ]
0 00 e 00,10 % neo®0q
d o0 o

s seges %,%0a "
®0scee. """ e o
e ¥ e RO

£

g

o { - ®e

000ena®aalitel %

O a0 0t ite ol ®e®
0 pletens 0.f.°-°‘.;o.‘:s 4 sei0 0, % 0.0 aneoi,"®

Jmpoxts

Total U,S,é
production

i

1960 1961 1962 1963 1964 1965 1966 1967 1968 1969




12

In the last decade, 4.5 billion to 8.7 billion pounds of milk and
other dairy products have reached the consumer annually throqgh two
groups of Federal programs: (1) donations to welfare programs and
(2) school lunch and special milk programs (table 2). In 1968 and 1969
;n averégerof 8.4 villion pounds of milk and other dairy products (7.2
pefcent of average annual consumption of milk in the United States) was
distributed through those programs, compared with an annual average of
616 million pounds in 19L7-49 (0.5 percent of consumption), 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
guantities~of dairy products held by the Federal Government as a result
of acquisitions under the price-support program. The quantities of
milk and dairy products consumed through the school lunch and special
milk programs generally have been increasing for many years. In 1968
and 1969 sbout 3.5 billion pounds of milk and dairy products were dis-

tributed through those two programs.

Factors Affecting Consumption
The longrun decline in aggrega£e per capita consumption of dairy
prdducts occurred despite a marked rise in disposable real personal in-
come in the United States. 1/ Changing food consumption patterns
arising from a variety of economic, cultural, and technological develop-

ments have, on balance, adversely affected the per capita consumption

1/ Aggregate disposable personal income in the United States, in
terms of constant (1958) dollars, increased 127 percent from 1950 to
1969; such income on a per capita basis rose by 69 percent in the
same period.
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of both fluid milk and manufactured dairy products. In recent years,
many consumers have adhered tc low-fat diets because of concern about
their weight and intake of cholesterol. Shifts in food habits result-
ing from such diets have contributed to the decline in per cepita con-
sumption of butter, cream, and other high-fat dairy products; on the
cther hand, such shifts have stimulated the consumption of skimmed
milk and nonfat dry milk, as well as low-fat nondairy products. In
recent years, substitute producté that are lower in cost and/or more
convenient to use than the competitive dairy products have become in-
creasingly 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, which has long competed with butter, has had the greatest

impact on the decline in the domestic consumption of dairy products.

U.S. PRODUCTION

In the two decades following World War II, annual production of
milk in the United States increassed slowly and reached a peak of 127
billion pounds in 196L (table 4). Production varied little from year
to year during that period; fluctuations in annual output rarely
exceeded 2 percent. After 1964, however, U.S. production of milk
declined signifiﬁantly. By 1969, output had decreased to 116 billion
pounds, an amount only slightly larger than the 1947-49 annual average
of 115 billion pounds. In February 1970, the U.S. Department of
Agriculture estimated that the output of milk in 1970 would be about

the same as that in 1969. Notwithstan&ing the reduced output of milk
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in 1969, the value of sales of milk by U.S. farmers in that year was

$6.2 billion, the highest on record.

U.S. Dairy Farmers

In the past two decades U.S. dairy farmers have altered their
operations considerably. The number of U.S. farms selling milk and/or
cream declined f%dm about 2.0 million in 1950 to 400,000 in 1969 (table
5); the Department of Agriculture has recently estimated that only
200,000 farms will be selling milk end cream by 1980. 1/ From 1950 to
1969, the number of cows kept for milking declined frbm about 22 million
to 13 million head. Output per cow, meanwhile, increased from about
5,300 pounds to 9,200 pounds.

The farmers that have remained in dairying in recent-years have
expanded and specialized, thus increasing their output per unit. The
actual net farm income as reported by the U.S. Department of Agricul-
ture for "typical" deiry farms producing Grade A 2/ milk in central
New York and southeast Wisconsin increased from an average of $7,49k

and $9,945, respectively, in 196L4-66 to $12,381 and $15,121 in 1969. 3/

Distribution of the Domestic Output of Milk
In recent years, about half of total U.S. production of milk has

been consumed in the fluid form (table 6). Of the remaining half,

1/ U.S. Department of Agriculture, Agricultural Outlook Digest,
August 1970, p. 3.

2/ Grede A milk, which is produced under specified sanitary con-
ditions, may be either sold for fluid consumption or used in the pro-
guction of manufectured dairy products. Manufacturing grade milk nay
not be sold for fluid comsumption; it is crly s=old to produce manufac-
tured deiry products.

3/ The "typical' farms are statistical models constructed in large
part from information obtained from dairy farmers in those regions.,
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about kli percent has been used in meking butter (and its byproduct non-
fat dry milk); 27 percent, in cheese; 1T percent, in frozen dairy
products (principally ice cream); and the remaining 12 percent, in a
variety of other products, including condensed and evaporated milk.

The aggregate quantity of milk used in making dairy products has de-
clined since 196L, largely because of a reduction in the output of
butter. The quantity of milk used in meking cheese, however, has in-
creased. Because of the strong demend for cheese and the declining
supplies of milk, producers of cheese have been increasing the prices

paid to farmers for milk more than have those producing butter.

YEAREND STOCKS OF DAIRY PRODUCTS
During the last two decades, annual yearend stocks of dairy
products (commercial and Government-owned) have fluctuated widely
(table 7). From 1967 -to 1969 total yearend stocks declined 35 percent.
During that period the bulk of the stocks were owned commercielly, ’
indicating that supplies of dairy products were more in balance with
commercial demand at prevailing prices than in earlier periods such as

1960-62 and 1953-55, when total stocks were exceedingly large and the

bulk of the stocks were Government owned.
FEDERAL PROGRAMS FOR DAIRY PRODUCTS

Federal Marketing Orders
In 1969 about 56 percent of the milk sold by farmers to handlers
(processors or dealers) was marketed under Federal Milk Marketing

Orders, as compared with about 50 percent in 1967. These orders,
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administered by the U.S. Department of Agriculture, require milk hendlers
in each Federal Milk Merketing Order area to pay fermers in the area
certain minimum prices for Grede A milk, besed on its end use. In June
1970, 68 orders were in effect, as compared with T4 orders in 1967.
Minimum prices for Grade A milk marketed for consumption in the fluid
state (class I) and that marketed for menufacturing use (surplus Grade
A milk) are established under the orders. Federal Milk Marketing
Orders for manufacturing-grade milk are permitted by law; but ﬁoﬁe have
been established to date. Government price support, by the purchase of
manufactured dairy products, affects the price of manufacturing-grade
milk, particularly in the Minnesota-Wisconsin area, where about helf
of that milk is produced. Minimum prices for Grade A milk in other
areas are generally fixed at specified premiums above the pric§ of

manufacturing-grade milk in the Minnesota-Wisconsin &area. ;/

The Frice-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. g/ To achieve

l/ For a comprehensive discussion of Federal Milk Marketing Orders,
see U.S. Tariff Commission, Dairy Products: Report on Investigation No.
332-53 Under Section 332 of the Tariff Act of 1930 Pursuant to a
Resolution of the Committee on Ways and Means of the House of Represen-
tatives Adopted May 10, 1967, TC Publication 233, 1968 (processed).

2/ The parity price of individual commodities is determined by the
Secretary of Agriculture according to a statutory formula, it is, in
effect, the price that a given quantity of a specific commodity would
have to command in order to give the farmer the purchasing power
equivalent to that in existence during a statutory base period (for
daeiry products, 1910-1L).
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this objective the Departmeni of Agriculture maintains a purchase pPro-
gram for three manufactured dairy prgducts--butter, Cheddar cheese, and
nonfat dry milk--which enables farmers to be paid a price for their

milk at least equal to the announced support objective for manufactur-
ing-grade milk and butterfat. As indicated earlier, the Department also
establishes minimum prices to be paid to farmers for Grade A milk under
Federal Milk Marketing Orders in many areas. ;/

In advance of each marketing year (which begins April 1), the
Secretary of Agriculture announces the price-support objective for
manufacturing-grade milk and the price at which the Department of Agri-
culture will purchase butter, Cheddar cheese, and nonfat dry milk in
order to reflect that objective to the farmer. g/ The support objective
for milk for manufacturing and the purchase price of the three dairy
products may be altered--within the limits imposed by the legal parity
objectives--whenever the Secretary deems it necessary to carry out the
statute's directive. The Department's offer to purchase butter, ’
Cheddar cheese, and nonfat dry milk is not limited to specific quanti-

ties; 3/ the products offered, however, must meet certain specifications.

;/ Besides the Federal program, a number of States have programs to
regulate the price of dairy products. For a brief description of these
programs, see National Commission on Food Marketing, Organization and
Competition in the Dairy Industry, June 1966, pp. L42-Lk,

g/ The purchase prices of butter, Cheddar cheese, and nonfat dry
‘milk are based on historical gross processing margins (the average
spreed between the price of the milk used and the market price of the
product) and the support objective for milk for manufacturing.

3/ Unlike some Federal price-support programs which control output
of the commodities concerned, the price-support program on dairy prod-
ucts does not limit the quantity of milk or dairy products that may be
produced or marketed except, indirectly, through its effect on price.
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Since November 1965, the Secretary of Agriculture hes also been author-
ized to purchase the three products at market prices above the support
price, if necessary to meet commitments under various Covernment pro-
grams (e.g., the school lunch program). 1/

The Secretary of Agriculture has periodically increased the price-
support objective for milk for manufacturing since the beginning of the
1963 marketing year (teble 8). The most recent increase was on April
1, 1970, when the support price for manufacturing-grade milk was in-
creased from $4.28 to $4.66 per hundredweight, the highest price on
“record. The support objective on April 1, 1970, was equivalent to 85
percent of parity. During 1969 the average price received by farmers
for manufacturing-grade milk was 26vcents per hundredweight above the
Commodity Credit Corporation (CCC) suppdrt objective; the market price
for Cheddar cheese at Wisconsin essembly points averaged about 5.5
cents per pound above the CCC support price. Market prices for butter
and nonfat dry milk approximated the support prices.

The Department of Agriculture generally stands ready to resell
dairy products to domestic commercial users for unrestricted use at
ennounced prices, which are always above the Government purchase

price. 2/ The ennounced resale price ordinarily sets a ceiling on the

1/ Public Law 89-321, sec. 709. See the follcowing section on
Government purchases.,

2/ Public Law 91-223 [9lst Cong.] specified, in effect, that dairy
products acquired by the CCC through its price-suppcrt operations may,
insofar as they can be used in the United States in nonprofit school
lunch programs and certain other charitsble and welfare programs, be

donated for any such use prior to any other use or disposition.



wholesale market price for the products except when Government stocks
are low. Stocks of dairy products owned by the CCC have not been
resold to the domestic market at less than 110 percent of the purchase
price since March 30, 1967. Previously the Department's resale price
of dairy products for unrestricted use was about 105 percent of the

purchase price.

Government Purchases

The U.S. Government removes dairy products from the commercial
market through the Department of Agriculture's purchase program and
the payment-in-kind export program (PIK) (see following section). 2/
The great bulk of the dairy products sc removed have been acquired
through the Department of Agriculture's purchase program conducted by
the CCC.

U.S. milk production, gross removals (CCC purchases and PIK ex-
ports) of butter, Cheddar cheese, and nonfat dry milk, and the subse-

quent unrestricted domestic sales to the commercial market in recent

1/ Under the Agricultural Act of 1949, as amended, the Department
of Agriculture conducts school milk programs under which Federal grants
are given to subsidize local purchase of milk for school children.

The Congress directed, however, that the grants thereunder were not to
be regarded as amounts expended for the purpose of carrying out the
price-support program. Data on the annual cost of the school milk
programs are given in table 9 in the columns labeled "special milk
programs".
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vears were as follows (in millions of pounds, milk equivalent fat-solids

basis):

u.S. : ogllkOSEUI:aiszz f Percent of f Milk equivalent
milk P oL oer rem S @ rercen *  of subsequent

Period 1/ : progue- :(CCC purchases and : U.S. milk : yprestricted
: : PIK exports on a : production :

tion - .
delivery basis)

domestic sales

Average: : : : :
1953-57--: 123,070 : 7,089 : 5.8 : 180
1958-62--: 12L,055 : 5,962 : 4.8 : 19
Annual: : : : :
1963——amw : 125,202 T.777 : 6.2 : 32
196hemme—: 126,967 : 8,464 6.7 : 788
1965—m—mm : 124,173 : 6,426 : 5.2 T€1
1966————-: 119,892 : 6Ls .5 -
196T—mmm=: 118,769 : 7,428 : 6.3 : 1
1968—maua- : 117,234 2/ 5 165 : Loy . €
1969—meu- : 116,200 : / : 3.9 : 25
January- : : :
July-—=--: : : :
1968-—-: 70,363 : L/ 4,148 : 5.9 : 21
1970--—: 70,566 : 5,186 : 7.3 : -

1/ Calenda* year bael

2/ Includes milk eoulvalent of 115 million pounds of evaporated milk
purchased with sec. 32 funds.

;/ Inciudes milk equivalent of 226 million pounds of evaporated milk
purchased with sec. 32 funds. '

L/ Includes milk equivalent of 32 million pounds of evaporated milk
purchased with sec. 32 funds.

Gross removals of dairy producfs from the commercial market by the
Department of Agriculture accounted for a smaller share of the U.S. out-
put of milk in 1968 and 1969 than in most earlier years. Such removals
were larger in January-July 197C, however, than in the comparable
period of 1969. Annual purchases of the individual products--butter,
Cheddar cheese, and nonfat dry milk--under the support program have

-

veried (table 10); generally, CCC purchases rhave decreased when
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the market prices have been materially éreater than the Govermment's
support prices (table 8).

When purchases at support prices have been small and stocks of
dairy products cwned by the CCC are deemed insufficient to meet commit-
ments under various Government programs such e&s the school lunch pro-
gram, the Secretary of Agriculture is authorized under section T09 of
Public Law 89-321 (the Food and Agriculture Act of 1965) to use CCC
funds to purchese dairy products at market prices (rather than at sup-
port prices). In 1966, when purcheses were first made under the author-
ity of section T09, all of the cheese and about a third of the butter
were bought at market prices; no nonfat dry milk was purchased under
section T09. From 1966 until the latter part of 1969, dairy products
were not purchased under section T09, but rather were bought at sup-
port prices. During the period October-December 1969, Cheddar cheese
was again purchased at market prices under section T09.

During the period January-March 1970, no purchases of cheese were
made by the Government. On April 1, 1970, the support price for
cheese was inc;eased (teble 8) and the difference between the market
prices and the support prices narrowed. Thus, in April the Government

resumed purchases cf cheese at support prices.

Disposition of Government stocks
The dairy products acquired by the Government under the price-
support programs are nearly all disposed of through domestic welfare
outlets and sales or donations abroad. As shown in the tabulation iz

the previous section, small quantities have been disposed of through
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unrestricted commercial sales. Domestic disposal has been to welfare
recipients, the school lunch program, military and veterans' hospitals,
and penal and correctional institutions. The gquentity of dairy products
cbnsuﬁed under Federal programs and that consumed through commercial |
channels in the United States are shown in table 2. Disposal abroad
has been through sales for local currency, barter, long-term supply
contracts, and donations to famine relief.

Inasmuch as the dairy products acquired by the Government under
the price-support program have generally been utilized quite promptly
in recent years, uncommitted yearend supplies have been small (tgble 10).
The purchases of butter and Cheddar cheese by the Government in recent
years have 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 undér the
U.S. Government PIK program. On March 2, 1966, the U.S. Department of
Agriculture announced that the PIK eiport program for dairy products
had been temporarily suspended until the domestic dairy supply situa-
tion again justified its use; by May 1, 1970, the progrém had not been

reinstated. 1/

l/ The PIK program is discussed in more detail in U.S. Tariff Com-
mission, Certain Dairy Products: Report to the President on Investi-
gation No. 22-27 Under Section 22 of the Agricultural Adjustment Act,
as amended, TC Publication 274, 1968, {processed), p. A-l12. )
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Costs of the Dairy Price-Support Programs

The U.S. Department of Agriculture reports that the annﬁal net.Gov-
ernment expenditures lj on the dairy price-support and related programs
reached a peak of $612.0 million in the year ending June 30, 1962,
owing to unusually large Government purchases of butter, Cheddar
cheese, and nonfat dry milk. During the years ending June 30, 1963-69,
the expenditures ranged from $68.6 million (in 1966) to $485.5 million
(in 1963) a year (table 9); in the year ending June 30, 1970, they
amounted to sbout $285.0 million. With the exception of 1966, the
expenditures in the year ending June 30, léTb, were at the lowest level
since 1963. In July 1970, the Department of Agriculturé estimated that
the expenditures for the 1970-71 marketing year (ending March 31) would
amount to $403 million. 2/ |

The great bulk of the expenditures have been for purchasing dbut-
ter, Cheddar cheese, and nonfat dry milk. In recent years the»e#pend—
itures for purchasing Cheddar cheese have been lower than those for
purchasing butter and nonfat dry milk. Since 1965 the expenditures
for Cheddar cheese have only accounted for 4 percent (in 1966) to 18
percent (in 1968) of the total annual expenditures for the three

products.

1/ CCC purchases and other costs (processing, repackaging, trans-
portation, storage, and handling), less proceeds from sales, do not
include costs of the special milk program to increase milk consump-
tion by children in schools, child-care centers, and similar institu-
tions.

2/ Transcript of hearing on Tariff Commission investigation No. 22-28,
p. 12.
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Section 22 Quotas on Imports of Dairy Products
For a number of years, U.S. imports of a variety of dairy products
have been subject to absclute quotas under the provisions of section 22
of the Agricultural Adjustment Act, as amended (hereinafter referred to
as section 22).

Current quotas

The current annual quotas are as follows:

Commodity 1/ ' Quantity {product-weight)

Fluid or frozeh milk and cream conteining 1,500,000 gals.

over 5.5 percent by weight of butter-

fat. '
Milk and cream, condensed or evaporated-—- 5,391,000 1bs.
Dried buttermilk and dried whey---—--—--—--—- 496,000 1bs.
Dried skimmed milk------ - - 1,807,000 1bs.
Dried whole milk ———————— 7,000 1bs.
Dried cream-——-—-—==—e————- —— 500 1bs.
Butter————m e e e TOT,000 1bs.
Butter substitutes containing more than 1,200,000 1bs.

45 percent of butterfat and butter oil.
Blue-mold (except Stilton) cheese, and 5,016,999 1bs.

cheese substitutes for cheese contain-
ing, or processed from, blue-mold
cheese.
Cheddar cheese, and cheese and substi- 10,037,500 1bs. 2/
tutes for cheese containing, or proc-
essed from, Cheddar cheese. '
American-type cheese, including Colby, 6,096,600 1bs.
washed curd, and granular cheese (but
not including Cheddar) and cheese and
substitutes for cheese containing, or
processed from, such American-type

cheese.
Edam and Gouda cheeses ———————— - 9,200,400 1bs.
Cheese and substitutes for cheese con- 3,151,000 1bs.

taining, or processed from, Edam and
Gouda cheeses.
Italian-type cheeses, made from cow's 11,500,100 1bs,
milk, in original loaves (Romano made
from cow's milk, Reggianc, Parmesano,
Provolone, Provolette, and Sbrinz).

See footnotes at end of table.
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Commodity Quantity (product-weight)
Italian-type cheeses, made from cow's 1,494,000 1bs.

milk, not in original loaves (Romano
made from cow's milk, Reggiano, Par-
mesano, Provolone, Provolettie, and
Sbrinz), and cheese and substitutes
for cheese containing, or processed
from, such Italian-type cheeses,
whether or not in original loaves.
Swiss or Emmenthaler cheese with eye
formation; Gruyere-process cheese;
and cheese and substitutes for
cheese conteining, or processed
from, such cheeses: 3/

Swiss or Emmenthaler cheese with eye - 4,271,000 1bs.
formation. . .
Other than Swiss or Emmenthaler cheese 3,289,000 1bs.
with eye formation.
Cheeses and substitutes for cheese pro- 25,001,000 1l1bs,

vided for in items 117.75 and 117.85,
part U4C, schedule 1 (except cheese not
containing cow's milk; cheese, except
cottage cheese, containing no butterfat
or not over 0.5 percent by weight of
butterfat, and articles within the
scope of other import quotas provided
for in part 3 of the appendix to the

TSUS (hereafter referred to eas "other
cheese"), 3/

Melted milk, and articles of milk or 6,000 1bs.
cream. :
Chocclate provided for in item 156.30, 17,000,000 1bs.

part 10, schedule 1, if containing
over 5.5 percent by weight of butter-
fat (except articles for consumption
at retail as candy or confection).

Certain articles containing over 45 None.
percent of butterfat.
Certain articles containing over 5.5 per- 2,580,000 1bs.

cent but not over U5 percent by weight
~of butterfat and classifiable under
item 182.92 or 182.95.

1/ For the complete description, see pt. 3 of the appendix to the
Tariff Schedules of the United States (TSUS).

2/ Not more than 8,812,500 1lbs. shall be products other than natural
Cheddar cheese msde from unpasteurized milk and aged not less than §
months.

3/ All the foregoing, if shipped otherwise than in pursuance to a
purchase, or if hav1ng a purchase price (as provided in headnote

3(2)(iii) tc part 3 of the appendix to the TSUS) under LT cents per
pound., '
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About half of the import quotas shown above were established in
1953; the remainder were procléimed subsequently after»imports of par-
ticular articles derived from milk were determined to have interfered
with the price-support programs of the U.S. Department of Agriculture
for milk and butterfat. The most recent quotas, which were established
in January 1969 (Presidential Proclamation No. 388L4), apply to con-
densed or evaporated milk and cream; process Edam and Gouda cheese;
certain Italian-type cheeses not in original loaves; Swiss or Emmen-
thaler cheese, Gruyere-process cheese, and certain "othér cheeses," if
having a purchase price of less than L7 cgnts per pound; certain choco-
late provided for in item 156.30; and certain articles containing over
5.5 percent but not over L5 percent butterfat provided for in items
182.92 or 182.95. 1/

On &an annual basis, the maximum permissible éuantity of the spec-
ified dairy products that can currently be imported under the quotas
emounts to about 946 million pounds (milk equivalent, fat-solids basis)
--an amount equal to 0.8 percent of U.S. production of milk in 1969.
The quantity of some dairy products permitited entry under quota is very
small compared with U.S. production, whereas the quantity of others is
large. The quantities specified in the existing quotas on butter,
cream, Cheddar and American-type cheeses, certain Swiss cheese, certain

|

"other cheese," and dried milk products, for example, are very small

1/ Barlier actions under sec. 22--including the temporary quotas im-
posed in 1968 on condensed or evaporated milk and cream, process Edam
and Gouda cheese, certain Swiss or Emmenthaler and Gruyere-process
cheese and certain "other cheeses"--are discussed in TC Publication 2Tk,
op.cit., pp. A-16-1T7.



compared with the domestic output. The guotas on blue-mocld cheese and
Italian-type cheeses were equivalent to about 24 percent and 14 percent,
respectively, of the domestic output in 1969, and the quotas on Edam

and Gouda cheese (natural and process) and Gruyere-process cheese were
larger than the domestic output.

In recent years the gquotas on mosi.dairy products (except dried
cream) have been filled or substantially filled. The quotas on dried
cream (500 pounds) and on condensed milk and cream not packed in air-
tight containers (5,000 pounds) are not large enough to attract com-
mercial shipments.

Administration of section 22 guotas

Import guotas on butter substitutes containing over L5 percent
butterfat and buttér-oil, aged Cheddar cheese, certain articles con-
taining 5.5 to U5 percert butterfat--including fluid or frozen milk
and cream--and chdensed and évapcrated milk and cream are administered -

by the Buresu of Customs con a first-come, first-served basis:; imports
) H 9

Ko

of all cther dairy products under gucta are subject to licensing pro-
cedures of the Department cf Agriculture. The dairy products subject
to such licensing procedures may be imported into the United States
only by or for the account of a person or firm licensed by the Depart-
ment of Agriculture, and only in accordance with the terms of the
license. The license authorizes a particular firm to enter designated
guantities of a specific dairy product from a designated country
through a specified port of entry; the license for entries of most
cheeses further reguire that not more than half of the designated

quantity be imported in the first 6 months of the quota year.
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When issuing licenses the Department of Agriculture must, to the
fullest extent practicable, assure (1) the eguitable distribution of
the respective quotas among importers or users and (2) the allocation
ofvshares of the respective quotas among supplying countries, based
upon the proportion supplied by each country during a previous repre-
sentative period, taking due account of any special factors that may
have affected or may be affecting the trade in the articles concerned. l/
In accordance with these directives, the Department generally regards
an importer who entered a dairy product during a base period as eligi-
ble for a license; he usually would be granted a share of the annual
quota proportionate to his share of total imports of the product in the
base period. Importers seeking to enter the trade ma& be licensed to
enter nominal guantities of a single prbduct. Licenses may not be
transferred or assigned to others, eicept as authoriiea by the Depart-

ment of Agriculture.
U.S. FOREIGN TRADE IN DATIRY PRODUCTS

Although the United States has generally been a net exporter of
dairy products since World Wer II, imports have exceeded exports since
1966 (table 1). Exports have been small compared with domestic produc-
tion. Most of the U.S. exports of dairy products have been under vari-
ous Government programs. Unsubsidized U.S. exports of dairy products
have been negligible. During the period 1963-69, annual U.S. exports

of dairy products ranged from 6,872 million pounds in 196k (equivalent

1/ Headnote 3(a)(1) to pt. 3 of the appendix to the TSUS.
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to 5.4 percent of the U.S. output) to 363‘million pounds in 1967 (0.3
percent of U.S. output). In 1969, exports amounted to 937 million
pounds, equal to 0.8 percent of milk p:qduction.

For many yeers, U.S. imports of dairy products have been small
compared with domestic production (table 1). U.S. imports of certain
deiry products are shown in ﬁable 11 for the years 1966-69 and January-
June 1969 and 1970 (product-weight basis). Until 1966, annuel imports
amounted to less than 1 billion pounds (milk equivalent) and were equal

to

|

ess than 1 percent of U.S. production of milk. In 1966, however,
imports increased sharply, amounting to 2.8 billion pounds (equivalent
to 2.3 percent of domestic output). Imports in 1967 were even higher
—-2.9 Ptillion pounds (equivalent to 2.4 percent of U.S. production).
Effective July 1, 1967, quotas were imposed on se;eral dairy
products {principally Colby cheese, certain butterfat-sugar mixtures,
and frozen cream) which had accounted for the great bulk of the in-
crease in imports during 1966 and early 1967. Although eggregate im-
ports of dairy products declined from 2.9 billion pounds in 1967 to 1.8
billion pounds in 1968 (equivalent to 1.5 percent of domestic output),
they were nonetheless, substantially above the pre-1966 ("normal")
level of 1 billion pounds because imports of the uncontrolled dairy

products continued to increase. 1/

;/ On June 30, 1967, the President issued the following statement
simultaneously with Proclamation No. 3790: "I have today signed a
proclamation which will reduce dairy imports to the normal level
vhich prevailed before 1966. On the basis of these new quotas, annual
imports will be approximately one billion pounds of milk equivalent."



In 1968 several Presidential actions were taken with regard to U.S.
imports of dairy products. First, on June 10, 1968, the President re-
quested the Tariff Comrission to make an investigation under section 22
with respect to eight articles, imports of which he had reason itc beliew,
as did the Secretery of Agriculture, were interfering with the price-
support program for wmilk and butterfat.‘l/ In conjunction with the
request, the President proclaimed emergency (temporary) quotaes under
section 22(b) on condensed or evaporated milk and cream; 2/ subsequently,
on September 24, 1068, he proclaimed emergency guotas on "process"

EGam eand Gouda cheese as well as on Swiss or Emmenthaler cheese,
Gruyere-process cheese, and certain "other cheese” having a purchase
price under L7 cents per pound. 3/

On January 6, 1969, following a report by the Tariff Commissiocn,
the above-mentioned emergency quotas on the canned milk products and
on all cheese except "other cheese" were made "permanent"; 4/ for
"cther cheese" the product coverage and the guota quantity were changed.
For the purpose of the permanent quota, the term "other cheese" does
not include cﬁeese, except cottage cheese, containing noc butterfat or

not over 0.5 percent by weight of butterfzt, but does include whey

1/ The articles were condensed or evaporated milk and cream; "aged"
Cheddar cheese; "process" Edam and Gouda cheese; certain Italian-type
cheeses made from cow's milk, not in original loaves; certain "other
cheeses"; Swiss or Emmenthaler cheese with eye formation and Cruyere-
process cheese; certain chocolate products containing over 5.5 percent
by weight of butterfat; and certain articles provided for in TSUS items
182.92 and 182.95 containing over 5.5 percent by weight of butterfat.

2/ Presidential Proclametion No. 3856,

3/ Presidential Proclamation No. 3870.

L/ Presidentisl Proclamation No. 388k,
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cheese if it contains 0.5 percent or more‘by weight of butterfat or has
a purchase price under U7 cents per pound. Moreover, the nevw annual
quota was 7,500,000 pounds larger than the emergency quota; all of the
increese was allocated to New Zealand, & country that had not beén a
historical supplier of "other cheese" to the United States.

Certain Italian-type cheeses (not included in "other cheese") and
certain other products having a butterfa£ céntent of 5.5 percent or
more were also made subject to quota for the first time on January 6,
1969. When the proclamation was issued on that date, the U.S. Depart-
ment of Agriculture announced: "It is estimated that 1969 U.S. imports
of all dairy products--both within and outside the import control
system--will amount to approximately 1.3 billion pounds (milk equiv-
alent)." 1/ In 1969, imports of dairy products amounted to 1.6 billion
pounds (equal to 1.4 percent of the U.S. production of milk). In
January-July 1970, imports of deiry products were 975 million pounds,
ebout 29 percent larger then in the corresponding period of 1969. Pro-
jected on an anpual-rate basis, imports in 1970 would amount to 1.7
billion pounds of milk equivalent.

Shortly after the quotas became effective in January 1969, imports
of uncontrolled dairy products increased sharply or entered for the
first time in substantial quantities. Four of the articles that
entered in increased quantities in 1969 and early 1970 are the subject
of & recent section 22 investigation: ice cream, chocolate crumb

containing 5.5 percent or less by weight of butterfat (low-fat chocolate

;/ U.S. Department of Agriculiture presé release U.S.D.A. 31-69,
Jan. 6, 1969.
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crumb), certain animal feeds containing milk or milk derivatives
(milk-replacer bases), and certain cheeée containing 0.5 percent or less
by weight of butterfat (skim milk cheese for manufacturing).

Two others among the uncontrolled dairy products that entered in
increased quantities in 1969 and early 1970 are the subject of the
present section 332 investigation; they are cheese and substitutes for
cheese having a purchase price of LT cents per pound or over (item (A)
of the Ways and Means Committee resolution), and lactose (item (B) of
the resolution). Imports of these products have grown as shown below
on a product-weight basis (in millions of pounds):

Cheese, U7 cents or

Period more per pound Lactcse
1968———mcemmmm 21.5 0.k
1969~ ——==mmmmm 37.L L.2
Jan.-July-=---
1969———mmeem 16.8 - 1.5
1970-———-—=~ 28.8 2.9

Imports of the two remaining products subject to the present
section 332 investigation, chocolate crumb (item (C) of the resolution)
and "other cheese" from New Zealand (item (D) of the resolutionm) have,
except low-fat chocolate crumb, been limited by quotas effective since
January 1969. Imports of these two products are shown below on a
product-weight basis (in millions of pounds):

"Other cheese"

Period Chocolate crumb from New Zealand
1967 - - 21.5 }/
1968ec e e k5.3 : l/
1969 - m e 17.2 T.5
Jan.,-July-----==--~

1969~ e e 1.5 3.7

1970-mm e 12.9 L1

1/ Less than 50,000 pounds.
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However, estimated imports of uncontrolied low-fat chocolate crumb
(part of product (C)), which is subject to the present investigationm,
increased significantly from about half a million pounds in 1969 to |
7.2 million pounds during January-Jduly 1970.

For many years the price-pull in the U.S. market for foreign

deiry products has been greater for products of high butterfat content
than for products of high nonfat milk sclids content. In recent years,
as the quotas have lowered the butterfat content of permissible im-
ports, shipments of dairy products to the United States have consisted
of increasing quantities of products of relatively high nonfat milk
solids content and/or little or nc butterfat. 1/ An increase in U.S.
prices of nonfat milk solids has been a contributing factor in the

rise in imports of articles primarily containing or made from nonfat
solids, such as lactose, shown in an earlier tabulation.

Pressure by foreign countries to entér the U.S. dairy market
despite the widening coveragé of dairy products by import quotas can
be explained largely by a significant differential that has existed in
recent years be%ween the U.S. price of dairy products and the substan-
tially lower world price. For example, in March 1970 the wholesale
price of butter (finest grade from New Zealand) in Lonéon--a principal
market--was 32.1 cents per pound; in Chicago, it was 68 cents per
pound. The price of nonfat dry milk in London was 9.4 cents per

pound; the aﬁerage U.S. market price was 27.0 cents per pound.

;/ Imports of certain dried nonfat milk solids--in the form cof non-
fat éry milk, dried buttermilk, and dried whey--have been subject 1o
gquantitative limitation since the sec. 22 quotas for dairy products
became effective in 1953.
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ARTICLES SPECIFIED IN THE RESOLUTION

The following portion of this report gives the requested infor-
mation relating to the four groups of products specified in the
resolution to which this report is responsive. Data shown are

expressed in terms of product weight.

Certain Cheeses and Substitutes for Cheese,
47 Cents Per Pound or Over

The cheeses and substitutes for cheese designated in item (A) of
the resolution are of the same varieties as, but have a higher pur-
thase price than, the cheeses made subjéct to import quotas under
section 22 of the Agricultural Adjustment Act, as amended, on January
6, 1969. 1/ The quotas currently limit the imports of these cheeses if
they have a purchase price under 47 cents per pound 2/ or are shipped
otherwise than in pursﬁance to a purchase, whereas the imports of the
higher priced cheeses are.fxee.- of quotas.

The varieties of cheeses and substitutes for cheése considered

here are, for convenience of discussion, divided into the following

1/ Presidential Proclamation No. 388L.

2/ The purchase price shall be determined by the District Director of
Customs on the basis of the aggregate price rYeceived by the exporter,
including all expenses incident to placing the merchandise in condition,
packed ready for shipment to the United States, but excluding trans-
portation, insurance, duty, and other charges incident to bringing the
merchandise from the place of shipment in the country of exportation
to the place of delivery in the United States (headnote 3(a)(iii) to
part 3 of the appendix to the TSUS). .
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three categories, each identified by the TSUS item number under which

the annual quotas are provided in part 3 of the appendix to the TSUS:

TSUS
item No. Description
950.10B Swiss or Emmenthaler cheese with eye

formation.

950.10C Gruyere-process cheese

950.10D "Other cheese" (includes natural
Gruyere cheese and & wide variety
of natural end process cheeses
not specifically provided for by
name in the TSUS; also cheese
mixtures and substitutes for
cheese 1/).

1/ There have been virtually no imports of sub-
stitutes for cheese. So far as the Commission can
determine, the only product that has been classified
as a substitute for cheese was imported from Denmark;
it contained about 5 percent butterfat and had the
general appearance and odor of cheese. In a letter
to the Department of Agriculture dated Jan. 5, 1968,
the Bureau of Customs described the product as one
that is not a cheese, cannot be labeled as a cheese,
and cannot be bought and sold in the commerce of the
United States as a cheese.

With respect to the aforementionad cheeses having a purchase price
of U7 cents per pound or more, the resolution esks for information on
domestic production, foreign production, imports, consumption, channels
end methods of distribution, prices {including pricing practices), United
States exports, end other factors of competition. In this regard, the
Commission has not been able to obtain data on foreign production and
certein of the data for each of the individual classes of cheese.
However, the Commission has been able to obtain ar estimate most of the
other data requested in sufficient detail to form a reasonable basis for

certain conclusions as to the nature of this trade.



U.S. customs treatment

The rates of duty currently applicable to imports of the cheeses
of the types considered here from countries other than those designated
as under Communist control are as follows:

TSUS
item Commodity Rate of duty

117.60(pt.) Swiss or Emmenthaler cheese 11% ad val.
with eye formation.

117.60(pt.) Gruyere-process cheese 11% 24 val.
"Other cheese" valued per .
pound --
117.75(pt- ) Not over 25 cents 5¢ per 1lb.
117.85(pt.) Over 25 cents 14% ad val.

The ll-percent rate of duty on the cheese dutiable under TSUS
item 117.60 became effective January 1, 1970, and reflects the third
stage of a five-stage concession granted by the United States in the
sixth (Kennedy) round of trade negotiations under the GATT. The
fifth-stage reduction--to 8 percent ad valorem--will become effective
January 1, 1972.

The rete of duty on the "other cheese" dutiable under item
117.75--5 cents per pound--reflects & GATT concession that became
effective early in 1950. On the totel imports entered under item
117.75 during 1969, the ad valorem equivalent of the rate of duty
averaged 27.7 percent. The ll-percent rate of duty on "other cheese"
dutiable under item 117.85 became effective January 1, 1970, and

reflects the third stage of a five-stege GATT concession. The
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fifth-stage reduction--to 10 percent ed valorem will become effective
on January 1, 1972. 1/

Imports from Communist-dominated areas, which have been virtually
nil in recent~Years;«are dutiable at 35 percent if admitted under TSUS
items 117.60%or 117.85 and at 8.75 cents per pound if admitted under
item 117.75.

On September_eh, 1968, most of the cheeses considered here -
were made subject to emergency quotas under section 22(b) of the
Agricultural Adjustment Act, as amended, if having a purchase price
under U7 cents per pound or if shipped otherwise than in pursuance to
a purchase. 2/ On January 6, 1969, following a report by the Tariff
Commission, 3/ those quotas were generally continued in effect. For
"other cheese".the'préduct coverage and the quota quantity were changed.
For the purpose of the new (current) quota, the term "other cheese" does
not'include'sofcalled low-fat cheese (i.e., cheese, except cottage
cheese, containing no butterfat or not over 0.5 percent by weight of
butterfat) but does include whey cheese if it contains 0.5 percent or
more by weight~of butterfat or has a purchase price unéer 47 cents per
pound. Moreover, the annual quota quantity specified in the emergency
quota was increased by 7,500,000 pounds (from 17,501,000 pounds to

25,001,000 pounds) in Presidential Proclamation No. 388L.

1/ In addition to the import duty, imports of filled cheese--cheese
made with an admixture of butter, animal oils or fats, or vegetable or
other oils--classifiable under item 117.75 and 117.85 are subject to an
internal revenue tax of 8 cents per pound under sec. 4831(b) of the
Internal Revenue Code of 1954, whereas domestic filled cheese is subject
to a tax of 1 cent per pound under sec. 4831(a). U.S. imports and
production of such cheese, however, have been nil for many years.

2/ Presidential Proclamation No. 3870.

3/ Certain Dairy Products: Report to the President on Investigation
No. 22-27 . ., TC Publication 2Tk, 1968. '
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The following tabulation shows the country allocation of the
annual quotas currently applicable to certain cheeses if shipped
otherwise than in pursuance to a purchese, or if having a @urchase

price under 4T cents per pound:

Country of origin Quota quantity (pounds)

Swiss or Emmenthaler cheese with
eye formetion (item 950.10B)

Austria 972,000
Denmark 609,000
Finland 1,843,000
Norway 367,000
. Switzerland 200,000
West Germany- - 124,000
Other 156,000
Total _— 4,271,000
. Gruyere-process cheese (item 950.10C)
Austria 483,000
Denmark - 119,000
Finland —- 1,516,000
Switzerland 10,000
West Germany- 1,078,000
Other 83,000
Total 3,289,000
"Other cheese" (item 950.10D)
Belgium : 207,000
Denmark : 8,966,000
Finland : 1,124,000
France 931,000
Iceland 560,000
Ireleand 151,000
Netherlends 56,000
Norway : 222,000
Poland : 2,064,000
Sweden -1 1,535,000
Switzerland : 34,000
United Kingdom 274,000
West Germany —_—— 989,000
New Zealand 7,500,000
Other 388,000
Total
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U.S. consumption

Swiss or Emmenthaler cheese with eye formation.--Annual U.S.

consumption of Swiss or Emmenthaler cheése with eye formation (here-
inafter referred to es Swiss cheese) incfeased without interruption
from 122 million pounds in 1962 to 168 million in 1968 (table 12);

in 1969, consumption amounted to iSO million pounds. The increase

in consumption of Swiss cheese, a natural cheese made from cow's

milk that is distinguished from other cheeses by its large holes,

or eyes, is attributable largely to the popularity of cheese sendwiches
and to promotional efforts of domestic producers and distridbutors of
both domestic and imported cheeses.

Imports supplied from 8 to 10 percent of annual U.S. consumption of
Swiss cheese during 1962-67. In 1968 when imports were exceptionally
large, they supplied 23 percent; in 1969, they accounted for 13 percent.

A large share of the U.S. supply of Swiss‘cheese is used to
manufacture process Swiss cheese. The natural Swiss cheese used for
processing (often called grinders) is generelly thaet which develops im-
perfect eyes or holes while being produced. ©Swiss cheese from Switzer-
land has traditionaliy been consumed as natural cheese in sandwiches,
hors d'oeuvres, or as dessert cheese. In 1966, Swiss cheese from Switzer-
lend began to be used in the United States for processing. By 1968,
about one-third of the total imports of Swiss cheese (from all countries)
were so used; in 1969, however, only a 'small quantity of the Swiss cheese

from Switzerland was processed.
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Gruyﬁreaprocessmcheese.-—Gruyere-process cheese is generally made

from natural Gruyere {a semihard cheese with a sharp flavor) 1/ or

from a blend of natural Gruyere and naturel Swiss cheesés. The Federsl
Standards of Identity require that the blend must contain not less than
25 percent by weight of natural Gruyere (21 CFR 19.750).

Aﬁnual U.S. consumption of Gruyere-process cheese, wvhich averaged
sbout 5 million pounds in 1964 and 1965, increased about 300 percent
from 1965 to 1968. It emounted to about 20 million pounds in the
latter year but .declined to about 13 million pounds in 1969. ~ Imports
have supplied the bulk of the domestic consumption of Gruyere-precess
cheese for meny years. The sharp rise in consumption is attributeble
largely to the promotion by U.S. importers and foreign exporters of
Gruyere-process cheese in loaf form--mostly for slicing for use in
sandwiches.

In recent years the bulk of the Gruyere-process cheese marketed
in the United States has consisted of individual wedge-shaped pieces
Weighing about 1 ounce each that are imported foil-wrapped and packed
in circular boxes. Gruyere-process cheese in this form is intended
exclusively for consumption as hors d'oeuvres, snacks, or as & dessert
cheese. The cheese in this form is not subjected to further processing,
nor is it usually sliced for sandwiches. In 1966 substantial quantities

of Gruyere-process cheese in 5-pound loaves were imported. Imn this form,

}/‘ﬁaﬁestic productiéﬁ of nétural Gru&ere has been negligibie; and
imports, which are classified as "other cheese" in item 117.75 and
117.85, have been small.
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the cheese is used in cheese sandwiches, principally by the institutional
trade (restaurants, hotels, and hospitals); some loaves, particularly
the small quantity imported from Switzerland, are marketed at the

retail level for use in sandwiches.

"Other cheese.”"--The cheeses herein referred to as "other cheese"

are not specifically provided for by name in the TSUS and are not made
from sheep's milk. Included are natural cheese (principally cottage
cheese and soft Itelian-type cheese), process cheese, and cheese mix-
tures. As indicated earlier, there have been virtually no imports of
substitutes for cheese.

In the period 196L-69, annual apparent U.S. consumption of the
cheese herein considered increased from 1,228 million to 1,413 million
pounds (teble1l3 ). The increase in consumption results primerily from
the increased demand for cottage cheese and soft Italian-type cheeses,
which in turn reflects & variety of factors, including rising consumer
income, increased interest in cottage cheese by weight-watching
consumers, the.popularity of pizza, particulerly among teenagers,
improvements in the quality of the products, promctional efforts of
both domestic producers and imperters, and increasing acceptance of
specialty cheese varieties.

Cottage cheese, which accounts for ihe great bulk of the U.S.

consumption of "octher cheese," is obtained almost entirely from domestic



Lz

producers. It is made from skimmed cow's milk or reconstituted nonfat
dry milk. l/ A source of protein at a lower cost then most other high-
protein foods, it is used in the United States principelly in salads.
The other kinds ©of domestic cheeses which, if imported, would be
classifiable as "other cheese" are cream cheese (which like cottage
cheese requires refrigeration for long-distance shipment), brick,
Munster, Neufchatel, Limburger, Monterey, and soft Italian-type
cheeses such &s Mozzarella and Ricotta made from cow's milk.

Imports, which until recently consisted almost entirely of
;pecialties not produced in the United States, have supplied a small
but increasing share of consumption--gbout 3 percent in 1969, com-

pared with less than 1 percent in 196L4. Such specialties are sold at

retail for table use. A large part of the recent increase in imports

of "other cheese," however, has consisted of cheese used almost

E,
z

exclusively for processing, such as Iceland milk cheese, so-called
cream cheese, Mozzarella, Danish low-fat block cheese, and Danish

full skim cheese, full skim block cheese, ané so-called Monterey
cheese. Mozzarella cheese is used mainly in pizza, lasagna, veal and
egg plant parmigiana, and the like. The imported Danish iow-fat block
cheese and Danish full skim cheese and full skim block cheese are

processed in the United Stetes to make & low-fat cheese spread

}] Cottage cheese is the only known cheese currently subject to
import quotas that may contain C.5 percent or less by weight of
butterfat.
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marketed under the brand name of "Chef's Delight." The so-called
Monterey cheese, as well as other varieties of cheese, the product of
New Zealand and subject to the quota of 7,500,000 pounds under item
950.100, comprise item (D) of the resolution of the Ways and Means

Committee and therefore are discussed below in a separate section of

this report.
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U.S8. production

Swiss or Emmenthaler cheese with eye formation.--In volume of

output, Swiss cheese ranks fourth among all cheeses (excluding cottage
cheese) produced in the United States. The domestic production of
Swiss cheese is surpassed only by the output of Cheddar, the soft
Italian-type cheeses, and Colby. In 1969, Swiss cheese accounted for
T percent of eggregate U.S. output of cheeses.

Annual U.S. production of Swiss cheese, which had been
increasing gradually for several decades, rose more rapidly from 1962
to 1966--from 109 million pounds to 137 million pounds. It declined
thereafter, amounting to 130 million pounds in 1969. Data are not
available on the output of Swiss cheese valued at 47 cents or more per
pound. During 1965-67, however, the quoted average prices paid for
blocks of grade C Swiss cheese,vl/ f.o.b. Wisconsin assembly points,
ranged from 41.7 cents per pound (in 1965) to 46.0 cents per pound
(in 1967); in 1968 they amounted to 51.9 cents per pound, and in 1969
they increased to 58.3 cents per pound. It appears, therefore, that
in recent years the bulk of the Swiss cheese produced in the United
States has been priced over LT cents per pound at fhe wholesale level.

For many years 8 large part of the domestic Swiss cheese was
produced in Wisconsin in the form of large 180-t0-200 pound wheels.

In recent years, however, much of the domestic output of Swiss cheese

17 The lowest price quotations for Swiss cheese are for grade C.
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hes been accounted for by blocks of rindless Swiss produced ia otherA
States. Meany plants which formerly produced wheels of Swiss cheese 4o
not have, the patent rights to produce rindless Swiss; some of these
plents have begun producing Cheddar cheese.

The number of U.S. plants producing Swiss cheese declined from
147 in 1962 to 107 in 1968. In 1958 Illinois beceme the first State
to produce more Swiss cheese than Wisconsinj; from 1958 to 1958
Tllinois was the leading producing State. In 1968 Illinois produced
38 percent of the domestic output, while Wiscomsin produced 26 percent;
Ohio and Pennsylvania also produced large quantities.

U.S. firms do not have affiliates that produce Swiss cheese in
other countries. Some of the leading U.S. producers of Swiss cheese,

however, are also lerge importers of such cheese.

Gruyere-process cheese.-—-U.S. output of Gruyere-process cheese is

smell; it is produced by only one U.S. firm. Thet firm's annual out-
put of the cheese once exceeded 1 million pounds but gradually

declined to 420,000 pounds in 196T; the firm's output probably has n&t
changed since that year. Virtually all of its output of Gruyere-proéess
cheese is sold et retail in packages contaeining wedges weighing 1 ounce
each. In 1968 such cheese was priced at 75 cents per pound delivered
to the firm's warehouse at New York City. That firm is also a large
importer of Gruyere-process cheese and a large producer and distribu-
tor of various other cheeses. Gruyere-process cheese accounts for

only a small part of its sales.
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"Other cheese."--U.S. .production of "other cheese" increesed from

1,223 million pounds in 1964 to 1,371 million pounds in 1969. U.S.

output, by type., is shown in the following tabulation (in thousands

of pounds):
: : Soft Brick :
Year : Cottage : Italian- : Cream z;; Other : mota1
f cheese ;/3 type :  cheese f Munster i types :

: : cheese : : :

oo Joo

1964———-: 861,869 : 149,092 : 114,127 : 52,396 : 45,332 : 1,222,786
1965----: 863,943 : 163,793 : 116,266 : 53,030 : 45,166 : 1,242,198
1966----: 856,743 : 186,883 : 111,194 - 57,721 : 51,061 : 1,263,602
1967----: 867,992 : 199,456 : 117,065 : 51,007 : 43,786 : 1,279,306
1968-—--: 902,073 : 227,669 : 114,622 : 49,834 : 43,01k : 1,337,212
1969-——-: 017,675 : 234,133 : 124,120 : 52,460 : 42,565 : 1,370,593

;7’inciudes creaméd and part;ally crea;ed cottagé cheese.
In recent years, cottage cheese has accounted for nearly TO percent

of the total output of all cheeses shown sbove. Data are not available
dn the U.S. output of cottage cheese, or the other cheeses shown above,
valued at 47 cents or more per pound. The quoted retail prices at
Chicego for cottage cheese ranged from 39 to 40 cents per pound during
the period January 1969 through August 1970. Thus, it appears that
the bulk of the cottage cheese pfoduced in the United States in recent
years has been priced under 4T cents per pound wholesale. It would
appear that the bulk of the remaining cheeses produced in tﬁe United
States and shown in the tabulation above have been priced at 47 cents
Oor more per pound inasmuch as the price levels for most of them do
not vary greatly from the price level for Cheddar cheese, which is

currently SU cents per pound, f.0.b. Wisconsin assembly points.
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The plants that produce cottage cheese are located throughout
the United States, particularly in heavily populated areas; those
that produce the other cheese herein considered are mostly located
in the North Central States. Many plants that produce varioﬁs manu-
factured dairy products make cottage cheese in order to utilize non-
fat dry milk and skimmed milk, which are byproducts of the prbduétion
cf butter. Plants that produce the other fypes of cheese often

specialize in the production of one or two varieties.

U.S. exports

In the period 1964-69, aggregate annual U.S. exports of the

cheese considered here 1/ ranged from 2.7 million to 3.5 million pounds
(table 13)--equivalent to less than 1 percent of the total annual
roduction thereof during that period. The exports in 1969 were
slightly lower than in most earliier years. The bulk of the exports
consisted of process cheese. (Canadz, one of the principal mar-

kets fer U.S. exports of this cheese for many years, took about
half cf the exports in 1969, Venezuela, the Bshamas, and Panamas

also took considerable guantities.

l/ U.S. exports of the cheeses subject to this investigation have
virtually all consisted of "other cheese."
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U.S. imports

Some € months after guantitative limitations were impcsed on im-
pérts of Colby cheese in mid-1967, imports of varieties of cheese
designated in item (A) of the resolution incressed precipitously. The
cheeses that acccunted for the bulk of the increased imports were, like
the imports of Colby, used for processing. Imports of Colby had
amounted to 46 milliocn pounds in 1966 and 46 million pounds in January-
June 1967. The quotas imposed in mid-1967, however, limited imports
of Célby to about 6 million pounds annually.

Following the impositicn of emergency import guotas in September
1968 on most of the cheeses considered here having a purchase price
under 47 cents per pound, imports having a higher purchase price in-
creased abruptly and continued to increase after those guotas were g€n-
erally continued in effect by Presidential Proclamation No. 388l in Jan-
vary 1969 (éee discussion in section on U.S. customs treatment). This
development had been foreseen in various statements made by persons in
the Government as well as by trade representatives prior to the issuance of
Proclamation No. 388L. For example, in the 1968 report of the Tariff
Commission t0 the President on certain dairy products (TC Publicetion
274), the majority of the Commissioners indicated that regulating
imports of certain cheeses vies a price-bresk gqucta system would be
futile because of the relative ease with which the price breaks could
be aveided. The Bureau of Customs alsc indicated that it had strong
wisgivings concerning the enforceability of a price-break quota
system, perticularly detection and proof of evasion, Among the

principal arguments against the price-brea: quota syctem were
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that it was easily subject to abuse and evesion and that it would
be costly and cumbersome to administer. Nonetheless, the U.S.
Department of Agriculture (USDA) on September 17, 1968, reported
that upon reexamining its price-break proposals (presented during
the Tariff Commission hearing l/) and the possible alternatives,
the advantages of the price-break technique far outweighed those
of other possible alternatives. Moreover, the USDA reported "if
a price break is adopted, it should be understood that prompt
remedial action will be taken if significant abuse and quota evesion
results." 2/

From time to time since the price-break quotas were esteblished
the Division of Appraisement and Collections, Bureau of Customs,

has instructed customs field officers to verify information on

1/ At the hearing held in July 1968 the USDA spokesman stated
that imports of the cheeses which go into processing and of those
already processed interfered with the price-support program for
milk and butterfat, but the USDA was "not seeking the exclusion or
any avoidance restriction on the high quality teble cheeses" (tran-
script of the hearing, p. 28). He expressed the view that quotas
established on a price-break system would remove any price incen-
tive for the U.S. processors to turn from domestic supplies to
foreign cheese. The price-break of 4T cents per pound--the then
existing USDA purchase price for Cheddar cheese--was suggested
as the valuation level which would atteain the desired controls.

2/ USDA supplemental submission to the Tariff Commission, Sept.
17, 1968, p. L.
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invoices both for gquota and duty purposes, especially if the invoice
value of imported cheese is in the vicinity of 47 cents per pound.
The Bureau reports that thus far it has found no false invoice
information regarding the 47 cents price-break. However, the
Commission hes received informetion that at least one foreign ex-
porter of cheese has been willing to deal with U.S. importers on
the basis of double accounts or refunds in order to evade the quota
restrictions.

The foregoing discussion indicates that factors other than
false invoice information have contributed to the increase in
imports of cheese priced at 47 cents or more per pound. When the
emergency quotas were imposed, the U.S. support price for Cheddar
cheese was 47T cents per pound. Since then, the support price for
Cheddear was increased to 48 cents per pound on April 1, 1969, and
to 52 cents per pound on April 1, 1970. Thus, the price;support
level for Cheddar has increased about 11 percent since the price-
break guota was first imposed. Inesmuch as Cheddar hes accounted
for about 55 percent of the cheese preduced in the United Btates,

the rise in its support price, accompasnied by a rise in its market
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prices, has pushed upward the U.S. market prices of other cheeses,
expecially those used for processing. Accordingly, many countries
have raised their minimum export prices of cheeses destined for
the U.S. market above the LT7-cent level. Also contributing to
the increase in imports of the higher priced, quota-free imports
has been the appearance in the U.S. import trade of new and more
costiy articles, such as spray-diied (dehydrated) cheese. 1/ It
appears that both the transections involving the raising of mini-
mum export prices and those involving the spray-drying of cheese
before expcrtation avoid the quota but are generally arms-length
sales. 2/

The Commission has received information that England, Denmark,
Ireland, West Germany, and Sweden have raised their export prices.
In addition, although official statistics are not available, imports
of spray-dried Swiss cheese, principally from Denmark and West
Germeny, have entered in significant quantities in recent months.
The dehydreted cheese is used in the United States as an ingredient

in process cheese or other foods containing cheese.

1/ On Feb. 16, 1970, the Buresu of Customs ruled that spray-dried
cream cheese from Australia is classifiable under TSUS item 117.85,
and not subject to quota under item 950.10D in the Appendix, if
imported at a purchase price of 47 cents or more per pound (ORR
ruling 9L-70).

2/ The cost incurred in dehydration raises the purchase price to
more then U7 cents per pound.
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In the 9-month period October 1968-June 1969, there was a substen-
tial increase in total U.S. imports of the varieties of cheese consid-
ered herein that were valued at 47 cents or more per pound, compared
with the preceding 9-month period, when lower priced cheeses of the
same varieties were also quota-free (figure 2). Moreover, during

” Figure 2.--Aggregate U.S. imports of Swiss cheese, Gruyere-
process cheese, and "other cheese," priced under L7

cents per pound and priced at 47 cents or more per
pound, by 9-month periods, January 1968-March 1970
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the 9-month period July 1969-March 1970, imports of the quota-free
cheeses nearly doubled from the preceding 9-month period and nearly
tripled from the January-September 1968 quota-free period, indicating

that, if imports of the higher price cheese were allowed to continue to
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enter quota-free, they would probebly continue to increase. The shift in
imports of the individual varieties of cheese considered herein to the
quote-free area (i.e., priced at 47 cents or more per pound) is shown

in figure 3. The increase in imports of "other cheese" priced under L7
cents pef pound in the 9-month period July 1969-March 1970 is primarily
accounted for by increased entries of cheese containing not more than
0.5 percent of butterfat and not subject to quota. Imports of such

cheese were concidered in the recently completed section 22 investigation.

Swiss or Emmenthaler cheese with eye formation.--Total U.S. imports

of Swiss cheese declined from 12.5 million pounds in 1962 to 10.4 mil-
lion pounds in 1965. They were 14.8 million and 1k4.3 million pounds in
1966 and 1967, respectively, rose sharply to 38.9 million pounds in
1968, and dropped to 20.1 million pounds in 1969. The imports in 1969
were substantially larger, however, than those in the years prior to
1968.

| In 1963-67 about half of the imported Swiss cheese came from
Switzerland and most of the remainder came from Finland, Austrie, and
Denmark (table 1L). In 1968, West Germany became an important supplier,
accounting for nearly 30 percent of the total imports, compared with
only 2 percent in the preceding year. 1In 1969, when imports from most
of the principal supplying countries declined, West Germany again
accounted for only 2 percent of the total.

As indicated earlier, imports of Swiss cheese having a purchase

price of 47 cents or more per pound increesed after lower priced cheese

of the same variety was made subject, under section 22, to an annual
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quota of 4,271,000 pounds. The great bulk of the increase in such im-
ports occurred in the cheese priced slightly over 47 cents (figure k).
Indeed, there was little change in the level of imports of Swiss cheese
priced substantially over LT cents per pound {i.e., that priced at 62
cents per pound and over). In 1965, imports of Swiss cheese having a
purchase price of 47 cents or more per pound were about 3-1/2 times as
large as imports of the lower priced cheese entered under the gqucta.
Before tha*t quota was established, the lower priced cheese had accounted
for more than half of the total imports of Swiss cheese (figure k).

In recent years, average annual unit velues of U.S. imports of
Swiss cheese from the major suppliers have changed significantly
(teble 14), reflecting & change in the composition of the trade. Before
1966 most of the imported Swiss cheese from Switzerland consisted of
high-priced cheese in the form of wheels that were cut into pieces for
sale at retail as natural'Swiss, and conly a small amount consisted of
low-priced grinders cheese for processing. In 1966 Switzerland began
to export larger quantities of grinders Swiss cheese to the United
States; in that‘year such cheese comprised about 12 percent of the
Swiss cheese imported from Switzerland, and in 1967, about 14 percent.
In 1968, U.S. imports of grinders Swiss cheese rose sharply, not only
from Switzeriand but alsc from several other countries, including
West Germeny. During 1968 the unit value of Switzerland's exports
of grinders Swiss cheese averaged about 25.5 cents per pound, com-

pared with an average of 72.1 cents per pound for its exports of
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mports of

Figure L.--u.s. 1
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Swiss cheese, by unit value (cents per pound)
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"first quality" Swiss cheese. 1/

The unit value of the excepticnally large U.S. imports from West
Germany in 1968, which consisted largely of grinders cheese, was about
25 cents a pound and was below that of imports of Swiss cheese from
almost any cther source, reflecting, in part, a reduction in the West
German export price as a result of the Common Market export subsidies
established in late 1967. 1In 1969 the unit value of the much smaller
volume of imports from West Germany averaged 49.3 cents per pourd.

The averazge unit values of imported Swiss cheese from Finland,
Denmark, and Austria were lower in 1968 than in 1967. In recent
years the bulk of the cheese imported from Finland, and probably most
of that from Denmark, has been used for processing. The unit values
of imports of Swiss cheese from those two countries increased in 1969,
reflecting largely increased prices in order to avoid the quota on
cheese under 47 cents per pound.

Until 1968 Austria had exported only a "high grade" of Swiss
cheese to the United States. The average unit value of imports of
Swiss cheese frgm Lustria declined from 43.8 cents per pound in 1967
to 27.2 cents per pound in 1968. A significant portion of the imports
of Swiss cheese from Austria in 1968 probably ccnsisted of grinders
cheese. The higher average unit value in 1969 (4L.8 cents per pound)

probably resulted from & rise in export prices in order to avoid the

1/ The Swiss reported that the average unit value of "first quality"
Swiss cheese was the same in 1968 as in 1967 (statement submitted on
behalf of the Embessy of Switzerland, in Tariff Commission investi-
gation No. 22-27, July 1968, pp. 15 and 29.)
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gquota. At the hearing held in connection with the 1968 Tariff Commis-
sion investigation on dairy products, the witness for Austria reported
that "Austria does pay a subsidy on its cheese exporﬁed to the United
States."

Gruyere-process cheese.--Prior to 1966, annual U.S. imports of

Gruyere-process cheese had increased gradually for many years. They
rose from 5.3 million pounds in 1965 to 9.1 million pounds in 1966 and
to 9.8 million pounds in 1967 (table 15). In 1968 they rose even more
sharply to a record level of 20.0 million pounds, but declined to 12.6
‘million pounds in 1969. A large part of the increase in recent annusal
imports of Gruyere-process cheese has been accounted for by entries in
5-pound loaves rather than the traditional wedge-shaped pieces.

Since September 1968, imports of Gruyere-process cheese having a
purchase price of less than 47 cents per pound have been subject to an
annual quota of 3,289,000 pounds. In 1969 the imports of. higher priced
Gruyere-érocess cheese were nearly three times the quota éetablished
for the lower priced cheese. Moreover, there was an abrupt increase in
imports of the cheese priced slightly over 47 cents per pound after the
imposition of the quota in September 1968 (figure 5).

Switzerland generally has been the leading supplier of Gruyere-
process cheese tc the United States for many years. Although thé share
of the total imports supplied by Switzerland declined from about 63
percent in 1965 tc 35 percent in 1969, totzl imports from Switzerland

have been increasing. Gruyere-process chee

i

e preduced in Switzerliand

conteins larger smounts of natural Gruyere than similar cheese produced
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Figure 5.--U.S. imports of Gruyere-process cheese, by unit value (cents per pound)

Mil. Pounds

1 L
‘“
10 ‘
l
m -
it
&
8 -
| _
e ‘ , ww Januery-September 1968*
i | . ;‘.:. October 1968-June 1969 i
fi - £ ] July 1969-March 1970 |
7 I I '
6 — |
I ’!
5 'IE n
Il
5 I ‘H
i t‘
i
L !; ad
“L
i
g R 'i
3 : ‘
il
2 —————————)
Lo% “
. (X J !E:E:
- 3 o —
1 =
§ {l11%ed : B S
e = Wil ]
HikEE o , il B% 5 505E EX) :
0 ,Ai;;o.o‘. 5 ' iv;_ hil.o Y MRk LE:E . ,;'.' ; X
31.9¢ and 32,0-  37.0- 42.0- 47.0- 57.0-  62.0¢ and

0
under 36.9¢  Ll.0¢ 46.9¢ 51.9¢  56.9¢ 61.9¢ over

*Effective September 2k, 1968, imports were placed under section 22 quotas 1f heving
& purchasé price under 47 cents per pound. 4



60

in any other country, and has a higher average unit price than from the
other major suppliers. The bulk of the Gruyere-process cheese from
countries other than Switzerland consists of cheese in 5-pound loaves.
Imports of Gruyere-process cheese from West Germany, the largest U.S.
supplier in 1968, increased from a negligible share of the total im-
ports in 1965 to 41 percent in 1968. Denmark, Austria, and Finland
accounted for the bulk of the remasining imports in that year. In 1969
Denmark became the second largest supplier of U.S. imports.

"Other cheese."--Prior to 1966, annual U.S. imports of "other

cheese" had increased gradually for many years. Since 1965 they have
increased fourfold, from 9 million pounds in 1965 to 45 million pounds
in 1969, notwithstanding imposition of section 22 quotas on imports of
such cheese having a purchase price under L7 cents per pound. 1/

Prior to 1966 the imports of "other cheese'" had consisted in large
part of varieties not produced in the United States. They were general-
ly considered specialty cheeses of foreign origin. Beginning in that
year, however, substantial quantities have been imported for use in
meking process cheeses and cheese products. Although data are not
available on the end use of the imported cheese, the great bulk of the
increase in imports of "other cheese'" in recent years has probably

consisted of cheese for processing.

1/ About 3 million pounds of the imports of "other cheese" in 1969
consisted of low-priced cheese containing not more than 0.5 percent by
weight of butterfat, which was excepted from the quota imposed on
cheese having az purchase price under U7 cents per pound and designated
as "other cheese" in this report. The currently quota-free low-fat
cheese was among the products covered in the Tariff Commission's recent
investigetion of dairy products under sec. 22 (investigation No. 22-28).
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U.S. imports of "other cheese" generally come from about 20
countries. For many years Denmark and France have been the leading
suppliers of such imports (table 16). Imports of the natural cheeses
for table use from Denmark have consisted primarily of Esrom, Harvarti,
Camembert, Costello, and Tybo cheeses, Those‘from France have consisted
primarily of Bombel, Port Salut, and Camembert. The sharply increased
imports from New Zealand have consisted of so-called Monterey cheese
entered under the section 22 quota; they are discussed in a later
section of this report.

As shown in.table 16, the average unit values of imports of "other
' cheese" from many countries, particularly the principal suppliers,
were significantly lower in 1968 than in earlier years. In 1969, how-
ever, the unit values of the cheese from a number of countries in-
creased substantially, probably reflecting a general rise in minimum
export prices designed to avoid the quota imposed on cheese having a
purchase price under L7 cents per pound, as well as some new products
(e.g., spray-dried cheese) also designed to avoid the quota.

With respect to "other cheese" having a purchese price under LT
cents per pound, the total annual quota on imports from all countries
except New Zealand is 17,501,000 pounds. In 1969, imports of quota-
free "other cheese" were at least 19,000,000 pounds, an amount nearly
10 pércent larger than the quota on the low-priced cheese in this
category. After the quota was imposed on imports of the "other cheese"
priced under LT cents per pound in September 1968, there was an abrupt
increase in imports of such cheese priced slightly over 47 cents per

pound (figure 6).
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" by unit value (cents per pound)

gure 6.--U.S. imports of "other cheese,
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The foregoing discussion on the cheeses designated in item (A) of
the resolution--Swiss or Emmenthaler cheese, Gruyere-process cheese,
and "other cheese'"--clearly shows that after the guota was imposed on
such cheeses having a purchase price under U7 cents per pound in
September 1968, the trade has abruptly shifted to, and has continued to
increase in, imports of the cheeses priced over 47 cents per pound,

which are not subject to the quotas.

Channels and methods of distribution

Swiss or Emmenthaler cheese with eye formation.--A large part of

both the U.S. output of natural Swiss cheese and of the imports thereof
from countries other than Switzerland (except in 196€) is made into
process Swiss cheese. The domestic Swiss cheese that is retailed as
natural cheese is prepackaged in small portions for conventional chain-
store marketing; some is distributed by concerns, known as assemblers,
that market the cheese in small packages under their individual brand
names.

Many of the wheels of Swiss cheese imported from Switzerland are
displayed in cheese shops, delicatessens, and grocery stores in the
United States and then cut into pieces as they are marketed. Some of
the cheese from Switzerland is ‘also prepackaged for conventional
chainstore marketing.

Gruyere-process cheese.--Altogether 80 or 90 U.S. firms have im-

ported Gruyere-process cheese in recent years, the bulk of the increase
in imports since 1965 was accounted for by firms which generally had

not previously been large importers of Gruyere-process cheese. Boxes
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containing the traditional wedge-shaped pieces of Gruyere-process cheese
are sold largely through chainstores, although some of the cheese is
merketed by specialty cheese shops, restaurants, and hotels. The
Gruyere-process cheese in S-pound loaves is sold primarily to the insti-
tutional trade for use in meking cheese sandwiches; some of the loaves
from Switzerland, however, have been cut into 6-to-8-ounce pieces and
marketed through chainstores.

"Other cheese.'"--Cottage cheese, which in terms of quantity ec-

counts for the great bulk of the domestically produced cheeses con-
sidered here, is generally produced and distributed by dairy firms that
process and market fluid milk. Most of the other domestically produced
cheeses considered here are made by plants that send their output to
concerns, known as assemblers, that market the cheese under their
individual brand names.

Although the domestic varieties of cheeses are generally marketed
in supermarkets and chainstores throughout the United States, they are
sometimes marketed through specialty cheese shops and gourmet stores,
traditionally the outlet for the specialty cheeses imported for table
use. Generally, these imported cheeses, like the imported Gruyere-
process cheese, are sold at retail in the containers or packages in
which they are imported. In recent years, however, substantial
quantities of imported "other cheese" have been used by domestic

processers of cheese. Many of the processers are also importers.
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Prices

The wholesale prices of domestic and imported Swiss cheeses in the
United States generally have been increasing in recent years. The
following tabulation shows the range of wholesale prices in New York
City for natural Swiss cheese (grade A) produced in the United States,

Switzerlaend, Finland, Austria, and Denmark in 1963-69 (in cents per

pound): 1/

Year z gﬁi::g z Swizggr— ; Finland ; Austria ; Denmark
1963 . 52-56 :  89-96 : 59-65 : 61-70 :  58-6k
1964~ - : 51-56 : 91-96 : S8-6L4 : 60-T0 : 63-67
1965 - : 5L-58 : 95-98 : 59-65 :  6L4-T3 : 65-69
1966 e 61-66 @ 96-101 : 63-68 : 66-T2 : 65-69
1967 - ——: 61-67 : 97-103 : 63-69 : 63-T0 : 6L-70
1968-——- —: 62-68 : 98-106 : 62-69 : 60-65 : 63-T71

)1 —— -——: 65-70 : 84-106 : 66-T3 : 65-69 : 65-72

The cheese from Switzerland has been higher priced than that imported
from other countries or that produced in the United States. Consump-
tion of Swiss cheese (domestic and imported) in the United States has
generally been increasing, however, notwithstending higher prices. 1In
recent years, the landed duty-paid unit value of imported grinders
Swiss has been substantially lower than the price of domestic grinders
Swiss cheese at Wisconsin assembly points. For exemple, the landed
duty-paid unit value of grinders Swiss cheese from West Germany in

May 1968 was about 2L cents a pound, and that of such cheese from

1/ Compiled from the Wednesday price quotations reporte<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>