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REPORT TO THE PRESIDENT

U.S. Tariff Commission,
April 26, 1963.
To the Presidentt

In accordance with section 301(f)(1) of the Trade Expansion Act of
1962 (76 sStat. 885), the U.S. Tariff Commission herein reports the results.
of an investigation mede under section 301(b)(1) of that act, relating
to certein whisky.

Introduction

The purpose of the investigation to.which this reporf relates was
to determine whether, as & result in major part of concessions granted
under trade agreements, whisky (except Irish, Irish type, Scotch, and
Scotch type) provided for in paragraph 802 of the Tariff Act of 1930 is
being imported into the -United States in such increased’quanfities ﬁs to
cause, or threaten to cause, serious injury to the domestic industry pro-
ducing like or directly competitive whisky.

The investigation was institﬁted on January 11, 1963, upon petition
for tariff adjustment filed January T, 1963, by Publicker Industries,
Inc., under section 301(a)(l) of the Trade Expansion Act. Public
notice of the institution of the Investigation and of a public hearing
to be held in connection therewith was given by publication of the notice

in the Federal Reglster (28 F.R. 423). The public hearing was held on

February 26, 1963, as scheduled; all interested parties were afforded
opportunity to be present, to produce evidence, and to be heard. A.
transcript of the hearing and formal briefs submitted by interested
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parties in connection with the investigation are attached. l/

In addition to the information that the Commission obtained at the
hearing in this investigation and that already in its files, data were
secufed from other agencies of the U.S. Government and from financial
and operating statements of pubiic corporations engaged in the production’
and'sale of whisky and other distilled beverages. Information in the
Commission's files includes that which was developed in the course of 1its
investigation, under section 33é of the Tariff Act of 1930, relating to
conditions of competition between domestic and imported whisky, made
pursuant to a resolution by the Committee on Finance of the Senate dated

August 12, 1957. 2/

Finding of the Commission
On the basis of its investigation, the Commission unanimously finds
that whisky (except Irish, Irish type, Scotch, and Scotch type) provided
for in paragraph 802 of the Tariff Act of 1930, is not, as a result in
major part of concessions granted under trade agreements, belng imported
in such increased quantities as to cause, or threaten to cause, serious
injury to the domestic industry producing like or directly competitive

whisky.

}/ Transcript and briefs were attached to the original report sent
to the President.
2/ See U.S. Tariff Commission report Whisky, 1958.



Considerations in Support of the Foregoing Finding

Before the Commission can meke an affirmative finding under section
301(b) (1) of the Trade Expansion Act of 1962, it must determine (1) that
the imports in question are entering the United States in increased quan-
tities; (2) that fhe increased imports are attributable in major part to
trade-agreement concessions; and (3) that such increased imports have been
the major factor in causing, or. threatening to cause, serious inJjury to
‘thé domestic industry concerned. If the Commission finds in the negative
with respect to any of thése three requisites, it is foreclosed from
making an gffirmative finding.

Whisky other than Irish or Scotch, comprising tﬁe complained-of
imports, is composed almost entirely of shipments from Canada. Imports
from Canada rose from 4.1 million gallons in 1947 to 12.5 million in
1960 and to 14.4 million in 1962 (table 3). Imports, therefore, are
entering in increased quantities.

The petitioher asserts th;t the increased imports are due primarily
to successive reductions in duty from $5.00 per gallon to $2.50 effective
January 1, 1936; from $2.50 to $1.50 effective January 1, 1948; and from
$1.50 to $1.25 effective June 6, 1951. In this investigation, the
Commission was obliged to determine whether the aggregate of these duty
reductions has been in major part the cause of the recent increase in
imports of Canadian whisky. The following discussion indicates that the
reductions have not been an important factor in causing the increase in

imports in recent years.



The trend of U.S. imports of Canadian whisky has been generally
upward since the repeal of ﬁrohibition in 1933 (except for an interrup-
tion caused by World War II). In the earlier years the rise in imports
resulted primarily from a shortage of aged stocks of whisky in the United
States. There was a sharp increase in imports in 1936, mainly as a
result of the temporary withholding of entries in 1935 in anticipation
of the duty reduction that became effective on January 1, 1936. Imports
rose in 1937 to a level somewhat higher than that in 1936 and then declined
to a much lower level in 1938 and 1939. Thereafter imports rose almost
steadily through 1962.

U.S. wholesale and retail prices of the two major Canadian brands,
which together have qomprised nearly 90 percent of the imports of whisky
from Canada in recent years, were not lowered following the duty réductions
either in 1948 or 1951. .Those prices rose somewhat after each of the
duty reductions was made and have remained stable since 1951, while
prices of domestic premium brands have declined. The duty reductions,
therefore, provided no price stimulus to consumer demand for Canadian
whisky.

.‘ The decision of the Canadian producers not to lower their pricés
when the duty was reduced in 1948 and 1951 reflected a significant market
factor noted by the Commission in earlier reports. In the competition
among premium whiskies such as Scotch, Canadian, and bondedlbourbons,
which sell in the upper price range, price is usually a secondary consid-
eration. The consumer's selection is made primarily on the basis of taste

preference and brand prestige. As a consequence, changes in the volume



of irmorts of whisky are not highly sensitive to changes in the rates of
duty applicable thereto (seé appendix A).

The petitioner alleges that the "windfall" from the reduction in
duty has been used to promote the sale of Canadian whisky in the United
States through abnormslly high édvertising expenditures. A review of
public daté on newspaper and magazine advertising indicates that expend-
ltures in behalf'of the two major Canadian brands have not been proportion-
ately much different from the advertising expenditures made in behalf of
a number of the domestic premium brands.

The principal competition which domestic whisky has encountered in
recent years has not been from imports of Canadian whisky. The market
trend in the United States has been toward greater consumption of distiiled
beverages other than domestic whisky. While imports of Canadian Whisky
increased from 4 million.to 14 million gallons in the past 16 years,
sales of gin rose from 14 million to 26 million gallons. Meanwhile, sales
of vodka increased from 1 million gallons in 1951 (the first year for
which data are available) to 23 million gallons; sales of imported
Irish and Scotch whisky increased ffom 6 million to 24 million gallons;
and sales of other spirits, including rum, brandy, cordials and ligueurs,
rose frém 6 million to 25 million galloms (table 3).

The change in consumer buying habits resulted in a smaller consump-
tion of domestic whisky than would have been expected on the basis of
growth in population and in consumer income. Sales of domestic whisky
during the past 3 years (1960-62) were at virtually the same level as

during the 3-year period (1948-50) prior to the 1951 concession (table 4).



The lack of growth in domestic whisky sales, however, has been more than
offset by increased sales of other distilled beverages by the domestic
distilled beverage industry. More than three-fourths of the whisky
produced in the United States is sold by large concerns that produce
other distilled beverages, mostly in the same establishments where
whisky is made. l/ Combined annual sales of all distilled alcoholic
beverages except brandy by the distilled spirits industry increased from
an average of 164 million gallons during 1948-50 to 202 million gallons
during 1960-62, or by 23 percent.

The general upward tfend in sales of straight whisky, which increased
at the expense of blends, indicates a favorable economic clipate for the
smaller whisky distillers that specialize primarily in straight_whisky.
Average annual sales of straight whisky have more than doubled since the
1948-50 period.

From the foregoing it is clear that increased imports were not the
result in major part of concessions granted under trade agreements.
Therefore it was not necessary for the Commission to obtain data on
profits from sales of products made. in the establishments producing
whisky. However, a review of published profit-and-loss data for the
major distillers during the period 195T7-61 reveals no general condition
which would support a finding of actual or threatened injury to the
distilled beverage industry (table 6). The data relate tc total oper-

ations of the 10 largest distillers (including the petitioner), which

;/ The term "establishment” as used in defining the domestic industry
competing with imports of Canadian whisky includes all the facilities
of a firm at a single location; it includes auxiliary facilities oper-
ated in conjunction with (whether or not phy31cally separate from)
production facilities.



" accounted in 1962 for more than 90 percent of the sales of domestic dis-
tilled beverages in the United States. Sales of all products made by these
firms rose from $1,040 million in 1957 to $1,342 million in 1961; profits
increased between those years from $187 million to $220 million. The
profitabllity of these companies pas apparently been well maintained in
recent years.

At the public’hearing and in briefs the petitioner presented argument on
matters which the Commission considers extraneous to the issues that it is
expected to consider under the Trade Expansion Act of 1962. The petitioner
contends that the labeling regulations maintained by the U.S. Treasury Depart-
ment handicap the domestic whisky industry in its competition with whisky
from Canada. These regulations require that U.S. whisky (otheé than corn
whisky), in order to bear an age claim on the label, must be stored in new
charred oak cooperage. Canadian regulations, on the other hand, permit
producers of Canadian whisky to store the product in reused cooperage and
to count the time so stored as part of the age stated on the product label.

Any comparable whisky produced and marketed in the United States would
have to bear the label "stored ___ years and/or __ months or more in reused
cooperage," a statement which, the petitioner claims, would make it virtually
unsalable.. The requirement tﬁat domestic whisky be stored in new charred
oak barrels in order that age may be claimed, increases production cost over
that of Canadian whisky of like age from 30 to 40 cents per gallon, or from
6 to 8 cents per fifth. Whatever effect this regulation may have on the
ability of the U.S. whisky industry to market light bodied whisky other than
spirit blends is not within the province of the Tariff Commission to consider

in this investigation.



Although the petitioner contends otherwise, U.S. subsidiaries of the
two major Canadian companies'may not be excluded from consideration as paft
of the U.S. distilling industry.

The petitioner and others aver that the sales of Canadian whisky have
been instrumental in increasing the share of the market for domestic whisky
supplied by the U.S. subsidlaries of the Canadian producers. This argument
is not germane %o a consideration of the well-being of the entire domestic
industry, which includes these subsidiaries. Trade practices alleged in -

connection with this argument are subject to review by agencies other than

B Ao

Ben Dorfmen, Chgﬂrman

0. Shet)r

osepﬁ E. Talbot, Commissioner
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Walter R. Schreiber, Commissioner

ATZ w. ,Q\,/%"ﬁ.

Glern W. Sutton, Commissioner

the Tariff Commission.

- Respectfully submitted.

Williem E. Dowling, Commissioner

WL A,

<§§mes W. Culliton, Commissioner

;/ Commissioner Dowling participated in this investigation and joined in
the Commission’s decision but was absent at the time this report was signed.
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appendlx A

Excerpts From Reports of the U.S. Tariff Commission
on the Subject of Whisky

1. Second Trade Agreement Between the United States and Canada, 1938,

vol. III, p. G-6.

« » . The raising of the import duty from $2.60 per gallon
to $5 per gallon by the Tariff Act of 1922 was essentially
a feature of prohibition legislation, the rate having had
no significance from the standpoint of protecting the
domestic industry.

2. Summaries of Tariff Information, 1948, vol. 8, pp. 6-T.

3. Whisky:

The imports of whisky have been determined to a lesser
extent by the rate of duty than by other influences. . . .
it is doubtful that the difference in price between
imported and domestic whiskies resulting from the duty
alone exercises any considerable influence upon the choice
of consumers in buying whiskies. The choice between an
imported and a domestic whisky is largely a matter of
personal preference of the consumer. . . . most consumers
who desire the flavor of the imported product probably
give little consideration to such price differences as
could result from the tariff. The well-known and high-
priced brands of Scotch, Canadlan, and Irish whiskies
do compete to some extent with the small proportion of
domestic whisky represented by the highest grades, but
they offer little or no competition with the blended
vhiskies (blends with neutral spirits) which constitute
the greater part of the domestic output.

Report on Investigation Conducted Pursuant to a Resolution

by the Commlittee on Finance of the United States Senate . .
1958, p. 131.

*J

The fact that the best selling brands of Scotch and Canadian

whiskies are sold at about the same prices as premium bonded
bourbons and at considerably higher prices than the best
selling "popular priced" blends of American type whiskies
indicates that price is a minor consideration in the choice
between imported and domestic whiskies. Such competition

as may exlist between foreign and domestic whiskies appears
to be limited chiefly to the high-price premium market.
Within a given price bracket, however, the consumer's selec-
tion 1s principally on the basls of taste preference.
Therefore, it is generally conceded that imports compete only
indirectly with the great bulk of domestlc whiskies.
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Appendix B

Statistical Tables

Table l.--Whisky, other than Irish, Irish type, Scotch, and
Scoteh type: U.S. rates of duty under the Tariff Act of
1930 and modifications made pursuant to trade agreements
from 1930 to 1963 3

(Per proof gallon, or per wine gallon if the imported product
contains 50 percent or less of alcohol)

Item Rate

Tariff Act of 1930:
Statutory rate 1/

ee ov oo oo oo

$5.00

Rate as modified by-- .
Trade agreements with Canada, effective

Jan, 1, 1936 and with the United Kingdom and

Canada effective Jan. 1, 1939

e b9 o se se v s oo

General Agreement on Tariffs and Trade

effective-~ ‘
Jan. 1, 19h8emmmmmm oo : 1.50

June 6, 1951lemmmmmmme e e, : 1.25

1/ Currently applicable, under sec. 231 of the Trade Expan-
sion Act of 1962, to products of any country dominated or
controlled by Communism.

2/ Before the effective date of the trade agreement with
Mexico in 1943 the $2.50 rate was limited to whisky aged in
wooden containers at least 4 years prior to entry; in that
agreement the same rate was established on other whisky.
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Table 2.--Distilled spirits: Acts imposing Federal excise tax on distilled
spirits in the United States, and rates of tax, 1928 tc April 1963

Effective date

: :
H Rate :
Act ! :
: of ‘tax ; From-- ; Through--
¢t Per tax t
t gallon ;/: $
H H b
Revenue Act of 1928--=-=mum- : 2/ $6.40 :  June 30, 1928 : Jan. 11, 1934
Liquor Taxing Act of 193L4---1 2,00 ¢+ Jan. 12, 1934 ¢ June 26, 1936
Liquor Tex Administration H 4 t
Act of 1936--mcememmcmmaa- t 2.00 ¢ June 27, 1936 t June 30, 1938
Revenue Act of 1938-----w-n- : z?fj 2.25 ¢+ July 1, 1938 ¢ June 30, 1940
Revenue Act of 1940-----ceme : &/ 3.00: July 1, 1940 : Sept. 30, 1941
Revenue Act of 1941------ ——— L.,00 ¢+ Oct. 1, 1941 ¢ Oct. 31, 1942
" Revenue Act of 1942--eeaeaam 1 6.00 ¢+ Nov. 1, 1942 ¢ Mar. 31, 194k
Revenue Act of 1943=-meceaae : 9.00 ¢ Apr. 1, 1ok ¢+ Oect. 31, 1951
Revenue Act of 195lew=e-e-=- t 10.50 ¢+ ©Nov. 1, 1951 : Dec. 31, 1954
Internal Revenue Code of H H tH
195k e e : 10,50 ¢ Jan. 1, 1955 : Current. 5

H $ R’ R

1/ A "tax gallon" for spirits of 700 proof or over is equivalenb to the
proof gallon. For spirits of less than 100 proof, the "tax gallon" is
equivalent to the wine gallon.

g/ This rate was first established by the Revenue Act of 1918 and was con-
tinued by various acts through Jan. 11, 193L; however, from Dec. 6, 1933,
through Jan. 11, 193L, the effective date of the repeal amendment, the non-
beverage rate of $1.10 per gallon, established by the Revenue Act of 1928,
was applied to all distilled spirits. The $6.L0 rate was considered a puni-
tive rate, and the Internal Revenue Service did not believe that a punitive
rate should be applied after the production and sale of alcoholic beverages
was legalized.

3/ The rate on brandy was $2.00 per tax gallon.

g/ The rate on brandy was $2.75 per tax gallon.

5/ The rate was scheduled to revert to $9.00 on July 1, 1958 but has been
renewed annually.




Table 3.--Distilled spirit beverages: Quantities entering U.S. trade channels, by type, 1947-62
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Includes minimal amounts of other than Canadian whisky in some recent years.

Includes cordials, and liqueurs, aquavit, arrack, bitters, vodka, and other beverage spirits.

Unavailable, included with other spirits.

4/ Preliminary,

L)

Vv
Py
3

Monthly and annual statistical reports of U.S. Internal Revenue Service, Alcchol and Tobacco Tax Unit; and U.S. Bureau

of the Census.

Source

Justed by U.S. Tariff Commission to reflect bottled volume of tulk 1m§orts; data on domestic whisky adjusted to
bulk imports. X - . 4

exclude bottlings of

Note.--Data ad,
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