





January 8, 1969
ERRATA

1. Page 11, footnote 1, third line: Insert the word "may"
between the words "therefore" and "constitute."

2. Page 13, finding numbered 3: Delete "3 That." Insert
in place thereof "Commissioners Thunberg and Clubb find that."

3. Page 13, first line after center head "Recommendations":
Delete the words "The Commission recommends'; insert in place

thereof "Commissioners Thunberg and Clubb recommend."
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REPORT TO THE PRESIDENT

U.S. Tariff Commission,

December 20, 1968.

To the President:

Pursuant to your request of June 10, 1968, the U.S. Tariff Com-
mission has completed an investigation under subsections (a) and (d)
of section 22 of the Agricultural Adqutment Act, as amended
(T U.s.C. 624), to determine whether certain articles are being, or
are practically certain to be, imported into the United States under
such conditions and in such quantities 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 substantially the amount of products processed in the United
States from domestic milk and butterfat. You requested that the Com-
mission report its findings and recommendations to you at the earliest
practicable date. 1/

Specifically, you referred to the following articles in your
request:

(1) Milk and cream, condensed or evaporated, provided

for in items 115.30, 115.35, and 115.40 of the Tariff
Schedules of the United States (TSUS);

1/ Public notice of the institution of the Commission's investigation
was issued on June 11, 1968. The notice was posted at the Commission's
offices in Washington, D.C., and in New York City, and was published.in
the Federal Register (33 F.R. 8758) and in the July 3, 1968 issue of
the Customs Bulletin. A public hearing was held July 22-25; interested
parties were afforded opportunity to produce evidence and to be heard.
In addition to the information submitted at the hearing, the Commission
obtained information from briefs of interested parties, from fieldwork,
from other Government agencies, and from other appropriate sources.

1




(2) Natural Cheddar cheese made from unpasteurized
milk and aged not less than 9 months, which prior to ex-
portation has been certified to meet such requirements by
an official of a government agency of the country where
the cheese was produced;

|

(3) Cheese and substitutes for cheese containing, or

processed from, Edam and Gouda cheeses;

(4) Italian-type cheeses, made from cows' milk, not
in original loaves (Romano made from cows' milk, Reggiano,
Parmesano, Provoloni, Provolette, and Sbrinz), and cheese
and substitutes for cheese containing, or processed from,
such Italian-type cheeses, whether or not in original
"loaves;

(5) Cheese and substitutes for cheese other than
Colby provided for in items 117.75 and 117.85 of the TSUS;

(6) Swiss or Emmenthaler cheese with eye formation;
Gruyere-process cheese; and cheese and substitutes for
cheese containing, or processed from such cheeses;

(7) Chocolate, cocoa and confectioners' coatings and
other products; all the foregoing provided for in items
156.20, 156.25, 156.30, 156.40, 156.L45, and 156.4T of the
TSUS, if containing over 5.5 percent by weight of butter-
fat; and

(8) Articles provided for in items 182.92 and 182.95
of the TSUS. containing over 5.5 percent by weight of
butterfat, the butterfat of which is commercially extract
able, or which are capable of being used for any edible
purpose for which products containing butterfat are used.

Some of the articlés listed in your letter are already within the
scope of import quotas imposed under section 22 of the Agricultﬁral
Adjustment Act. The current quotas on Cheddar cheese (numbered par.
(2) of your request), Ameficanmtype cheeses other than Colby (numbered
par. (5)), and certain edible preparations in item 182.92 of the TSUS

(numbered par. (8)) have been in effect since July 1, 1967 1/ and, as

1/ Presidential Proclamation No. 3790.




the result of your present request, are being reviewed by the Commis-
sion in accordance with the provisions of section 22(d). In addition
import quotas are presently in effect under section 22(b) by virtue of
emergency action taken on June 10, and September 2L, 1968 l/ with
respect to the articles described in numbered paragraphs (1) and (3)
of your request and with respect to certain of the articles described
in numbered paragraphs (5) and (6) thereof. 2/ The emergency action
will continue in effect pending the Commission's report and Presiden-

tial action thereon.

1/ Presidential Proclamations Nos. 3856 and 3870, respectively.

g/ The emergency action with respect to the articles in numbered
pars. (5) and (6) applies only to such articles if shipped otherwise
than in pursuance to a purchase, or if having a purchase price (as
defined in the proclamation) under L7 cents per pound.



INTRODUCTION

As compared with the domestic production of the milk equivalent
thereof, U.S. imports of dairy products have been small for many years.
Between 1953 (when absolute quotas were first imposed on imports of
dairy products under the provisions of section 22 of the Agricultural
Adjustment Act, as amended) and 1965 annual imports had been equivalent
to from 0.4 to 0.7 percent of the U.S. output of milk. 1/ During 1966
and 1967, imports of dairy products (in terms of milk equivalent) rose
sharply. In each of those years they were about 3 times as large as
in 1965. Nonetheless, the ratio of imports to total domestic milk
production for 1966 and 1967 was 2.3 and 2.4 percent, respectively.

The increase in imports for those years was attributable to a
rise iﬁ imports of dairy products not subject to quantitative limita-
tions, especially Colby cheese, butterfat-sugar mixtures such as
"Junex" and simiiar‘products, and frozen cream. On June 30, 1967, the
President imposéd section 22 quotas on the imports of dairy products
that accounted for about 95 percent of the increase in imports during
1966 and the first half of 1967. 2/

Although imports of dairy products (in terms of milk equivalent)
declined in the 6-month period following the imposition of the quotas

in mid-1967, they were ndnetheless about double--on an annual basis--

1/ Quotas on dairy products under sec. 22 of the Agricultural Adjust-
ment Act, as amended, were first imposed in mid-1953 (Presidential
Proclamation No. 3019). Imports of some dairy products had been sub-
ject to quotas before then under the provisions of the Second War
Powers Act of 1942 and the Defense Production Act of 1950.

2/ Presidential Proclamation No. 3790.




the level of imports that had existed during 1961-65 and roughly triple
the level that had existed during 1953-60. During July-December 1967
imports were equivalent to 1.2 percent of domestic production of milk.
In the period January-September 1968 imports of dairy products were
slightly above the level of July-December 1967, being equivalent to

1.4 percent of domestic production.

When the quotas were imposed in mid-1967 the import trade in
dairy products for the remainder of 1967 and early 1968 shifted
largely to the articles that were then not subject to quotas. Virtu-
ally all of the increase in imports of the products not subject to
quotas (in terms of milk equivalent) occurred -in cheeses that were ﬁot
to be sold at retail as natural cheeses (like those entered prior té
mid-1967), but were to.be used for further processing. During Janu~
ary-June 1968 aggregate imforts of products under investigation but
not subject to quota‘amounted to 393 million pounds (milk equivalent),
or to 0.6 percent of domestic production of milk.

On June 4, 1968, the Secretary of Agriculture reported to the
President that in consequence of accumulated surpluses abroad, certain
articles (including cheeses used for processing) were being imported
at prices greatly below those for domestic products, and that such
articles were practically certain to continue to be imported into the
United States under such conditions and in such quantities as to tend
to render ineffective or materially interfere with the price-support
programs conducted by the Department qf Agriculture for milk, butter-

fat, and products made therefrom, or to reduce substantially the




amount of products processed in the United States from domestic milk.
As mentioned earlier, the President on June 10, 1968, requested the
Commission to make én investigation under section 22 of the Agricul-
tural Adjustment Act, as amended, with respect to the articles listéd
on pages 1 and 2 herein. In conjunction with this request, the Presi-
dent proclaimed emergency quotas under section 22(b) on condensed or
evaporated milk and cream; 1/ subsequently, on September 2L, 1968,
he proclaimed emergency quotas on "process" Edam and Gouda cheeses
and certain Swiss or Emmenthaler, Gruyere-process, and certain "other"
cheeses. 2/ The emergency actions will continue in effect pending
the Commission's report in the current investigation and Presidential
action thereon. By virtue of these emergency proclamations and by
virtue of previous Presidential proclamations, concerning "aged"
Cheddar cheese and certain butterfat-sugar mixtures, most of the im-
ports (in terms of milk equivalent) of the products that are the sub-
ject of the current investigation have been placed under section 22
quota restrictions for the time being, although Swiss or Emmenthaler
cheeses, Gruyere-process cheese, and "other" cheeses priced for ex-
port to the United States at 4T cents or more per pound, as prpvided
for in Presidential Proclamation No. 3870 (see appendix A), are
quota-free.

In terms of milk equivalent, the articles subject to this investi-

gation (excluding butterfat-sugar mixtures provided for in item 182.92

1/ Presidential Proclamation No. 3856.
2/ Presidential Proclamation No. 3870.




and "aged" Cheddar cheese, which were already under quota before the
institution of the present investigation) accounted for nearly 20 per-
cent of the total U.S. imports of dairy products in 1967. 1In the
period July-December 1967 they accounted for nearly 40 percent of
total U.S. imports of dairy products and in January-September 1968
they accounted for about 70 percent. Of the articles subject to this
investigation (exclusive of butterfat-sugar mixtures provided for in
jtem 182.92 and "aged" Cheddar cheese), Swiss and Emmenthaler cheese
with eye formation and Gruyere-process cheese accounted for 51 percent
of the imports in Jaﬁuary—September 1968; imports under the provisions
for certain "other" cheeses (items 117.75 (pt.) and 117.85) accounted
for 27 percent of the total; and imports of process Edam and Gouda
cheese accounted for 10 percent of the total. The remainder consisted
of condensed and evaporated milk and cream, Italian-type cheese not in
original loaves, chocolate products, and certain edible preparations.
The following tabulation shows pertinent information on U.S. pro-
duction, imports, exports, and import restrictions under section 22

with respect to the articles under consideration in this investigation.
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With the exception of procéss Edam and Gouda cheese, Gruyere-
process cheese, and butterfdt-sugar mixtures, imports have supplied a
small share of domestic consumption of the articles under investigation.
In the United States, natural Edam and Gouda cheeses are produced, but
not further processed; Gruyere-process ché;se is produced in small

quantities, and butterfat-sugar mixtures, as such, are not produced at

all.
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Findings 1/

On the basis of the investigation, the Commission finds:

1.

That the articles described below are being, or are practical».

ly certain to be, imported into the United States under such conditions

and in such quantities as to render or tend to render ineffective, or

materially interfere with, the price-support programs of the United

States Department of Agriculture for milk and butterfat, or to reduce

substantially the amount of products processed in the United States

from domestic milk and butterfat:

(a)

(b)

(c)

(d)

(e)

Milk and cream, condensed or evaporated, provided
for in items 115.30, 115.35, and 115.40 of the
Tariff Schedules of the United States (TSUS) ;

Natural Cheddar cheese made from unpasteurized
milk and aged not less than 9 months, which prior
to exportation has been certified to meet such
requirements by an official of a government agency
of the country where the cheese was produced;

Cheese and substitutes for cheese containing,

or processed from, Edam and Gouda cheeses;

Italian-type cheeses, made from cows' milk, not
in original loaves (Romano made from cows' milk,
Reggiano, Parmesano, Provoloni, Provolette, and
Sbrinz), and cheese and substitutes for cheese
containing, or processed from, such Italian-type
cheeses, whether or not in original loaves;

Cheese and substitutes for cheese provided for in
jtems 117.75 and 117.85 of the TSUS (except cheese
not containing cows' milk; cheese, except cottage
cheese, containing no butterfat or not over 0.5

percent by weight of butterfat; and articles with-

1/ Commissioners Leonard and Newsom did not participate in this in-
végtigation. Commissioners Thunberg and Clubb are wholly in agreement
with respect tosfindings and recommendations and therefore constitute
a majority within the meaning of section 330(d) of the Tariff Act of
1930, as amended. The differences between them and Chairman Metzger
and Vice Chairman Sutton on the findings are indicated in footnotes.
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in the scope of other import quotas imposed under
section 22); 1/

(f) Swiss or Emmenthaler cheese with eye formation;
Gruyere-process cheese; and cheese and substitutes
"for cheese containing, or processed from, such
cheeses;

(g) Chocolate provided for in item 156.30 of the TSUS,
if containing over 5.5 percent by weight of butter-
fat (except articles which are ready to eat and

_are in retail packages of not over one pound each,
net weight); 2/

(h) Articles provided for in items 182.92 and 182.95
of the TSUS containing over 5.5 percent by weight
of butterfat, the butterfat of which is commexr-
cially extractable, or which are capable of being
used for any edible purposes (except articles
which, as imported, are not suitable for use as
ingredients in the commercial production of edible
articles).

2. That the articles specifically excepted above from findings
1(e), 1(g) and 1(h) and the articles in items 156.20, 156.25, 156.40,
156.45, and 156.47 of ‘the TSUS are not being and are not practically
'certain to be, imported into the United States under such conditions
and in such. quantities as to render or tend to render ineffective, or

materially interfere with, the price-support programs of the United

States .Department of Agriculture for milk and butterfat, or to reduce

1/ For the purposes of this finding, the emergency quota imposed by
Proclamation 3870 is to be disregarded since it will be terminated
when the President takes final action after receipt of the Commis-
sion's report. ‘

2/ Vice Chairman Sutton, in addition to finding affirmatively with
respect to the articles.in item 156.30, also finds in the affirmative
with respect to the articles in items 156.20, 156.25, 156.40, 156.45
and 156.47 of the TSUS, if containing over 5.5 percent by weight of
butterfat, but subject to the exception above noted with respect to
articles which are ready to eat and in retail packages of not over
one pound each net weight.
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substantially the amount of products processed in the United States

from domestic milk and butterfat. 1/

3. That for the purposes of the 50-peréent clause in the first

proviso to section 22(b), the representative period for imports

described in findings 1(a), 1(c), 1(d), 1(e), 1(£) and 1(g) is the

calendar years 1965 through 1967, inclusive. 2/

Recommendations 3/

The Commission recommends that the President issue a proclamatidn

pursuant to section 22(b)--

~—

(a) establishing for each calendar year after 1968
quantitative limitations on the products covered
by finding 1, as follows:

Finding 1l(a):
Finding 1(c):
Finding 1(d):

3,935,000 pounds
2,907,000 pounds
740,000 pounds

Finding 1(e): 17,606,000 pounds

Finding 1(f):

" Finding 1(g):
Finding 1(h):

Natural =-- 13,904,000 pounds

Other ---- 8,528,000 pounds

Item 156.30: 10,436,000 pounds
Same quota quantities as at present
under items 950.12 and 950.13

(b) allocating "aged" Cheddar (finding l(b)) by country.

1/ Chairman Metzger also finds in the negative with respect to--
(1) cheese and substitutes for cheese described in finding 1(e)
and the Swiss or Emmenthaler cheese with eye formation described
in finding 1(f) if having a purchase price (as defined in Presi-~
dential Proclamation 3870 of September 24, 1968) of 37 cents or

more per pound.

(2) Gruyere process cheese in individually wrapped pieces weigh-
ing not over 3 ounces each (finding 1(£)); and
(3) chocolate in item 156.30 (finding 1(g)).

2/ Chairman Metzger finds that the representative period is the cal-
endar year 1967. Vice Chairman Sutton finds that the representative
period is the calendar years 1963 through 1965, inclusive. )

3/ See footnote 1/, page 11 . The differences between Commissioners
Thunberg and Clubb and Chairman Metzger and Vice Chairman Sutton on
the recommendations are fully explained in the individual statements

of each Commissioner.
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The Commission recommends that the proposed quotas be adminis-
tered by means of a licensing system to assure an equitable distribu~
tion of the quotas among importers, users, and supplying countries.

Such licensing procedures, to be administered by the U.S. Department

of Agriculture, would be in keeping with the administration of nearly

. all other quantitative restrictions on U.S. imports of dairy products.
To be equitable, the allocation of the quotas among supplying countries,
while based upon the shares they supplied during a representative period,
must reflect any special factors that have affected or may currently be
affecting trade in the articles concerned; The principles set forth

in Article XIII of the General Agreement on Tariffs and Trade (GATT)
should be fully observed in the administration of the quotas. This
article provides rules for the administration of quantitative restric-

tions to which the United States and the other GATT members have agreed.
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Statement of Commissioner Thunberg
in which Commissioner Clubb Concurs

v

Mounting agricultural surpluses--i#cluding surpluses
of dairy products--which are presently inundating the E\izfopean
Economic Community (EEC), buttresé@d by the Community's
policy of subsidizing exports, make it clear that milk products
from Europe can be landed in the United States at price levels
substantially below thos'e which have prevailed in this country in
recent years., Pressures to minimize the costs of t'he'C'Jomrnunity's
Common Agricultural Policy will, moreover, ,eriCOurage the (;on-
version of milk into any product which can b;a s;‘old abroad for more
than the cost of delivering it. In addition, excess dairy?roduct
‘output in the EEC has caused the accumulation of surpluses in
other dairy-producing countries which formerly had exported
sizable .quantities to members of the Common Market., Exports
of these third countries (primz:rily Denmark, Switzerland,
Finland, and Austria), having been replaced by domestic 01.1tputl
in the EEC, are increasingly seeking outlets in the high-priced
U.S. market. Thé existence of this surplus milk production in
Europe makes practically certain‘mounting imports of virtually
all dairy products whose entry into the United States is not

subject to quantitative restrictions.
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These facts--surplus production‘ and subsidized exports
abroad--combined with the near-term likelihood of continuing
priée rises in the United States clearly imply that an attempt to
regulate only imports of lqw-priced cheese is futile. Perfnitting
unrestricted entry to table-quality cheese priced higher than a
stated minimum (e.g., higher than 37 or 47 cents per pound)
will -ca\-lse' increased production and exports of this type of cheese

' frén‘i the surplus countries to the United States market. Other
things being equal, as costs of U.S. dairy farmers continue to
increase, present per::entages of parity prices can be maintained
only by raising U.S. support prices. With higher support prices
imports would increasingly displace ﬁ. S. domestic production.
Quite apart from the difficulties of administering such a price-
determined quantitative restriction, therefore--and these admin-
istrative diffic;xlties are many--relative price conditions are
such that uhrestricted imports of high-priced table-quality
cheeses would be disruptive to domestic support programs,

The requirements of s‘ection.ZZ of the Agricultural Adjustment
Act, as amended, therefore, make essential res;rictions on all
imports of dairy prod\icts—-of products, that i_s, in which the
cost of milk or butterfat represents a significant fraction of

total cost.




7

An estimate of the amount of dairy products which coﬁld
be imported into the United States without endangering the price-
support program for milk is gspecially difﬁcﬁlt both because of
the many policy decisions required by law of the Secretar.y of Agri-
culture and the President in regard to Prices, sﬁ?port levels,
pé.rity and production, and because of varying prices and agricul-
tural policies abroad. Nonetheless a study of recent market
trends suggests that imports in the range of one to one'-a{nd-af
quarter billion pounds (milk equivalent) could be absorbed with no
further accumulation of Government stocks,'gi;{ren present levels

of production, consumption and prices. Yy

1/ During the first part of the year 1966 at the then prevailing
prices demand and supply relationships for dairy products in the
United States appeared to be in approximate balance. Aggregate
stocks, commercial and Government, appeared stable at about
4,5 billion pounds (milk equivalent); imports amounted to nearly
one billion pounds at an annual rate. :

During the preceding four years, 1962-65, total stocks held
in the country had been steadily reduced from a level of 12 billion
pounds in 1962, During the same period imports fluctuated around
850 million pounds annually, varying from 800 million in 1962
to 925 million in 1965, This was an interval of stability in parity
levels at 75 percent with the CCC support objective for manufac-
turing milk rising gently from 3.11 cents per pound in 1962 to’
3.24 cents in 1965. During these years the market price of butter
at Chicago averaged 59 cents per pound.

On June 30, 1966, the CCC support price for milk for manu-
facturing was raised to 4 cents per pound, or 89.5 percent of
parity from a level of 75 percent of parity that prevailed during
the period 1962-65. The market price of butter at Chicago rose
to 69 cents per pound; imports rose to a rate approaching 3 billion
pounds a year and aggregate stocks began again to accumulate.
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My recommendations for quantitative restrictions on
imports of the dairy products under investigation, together with
those restrictions already existing, aggregate approximately one
billion pounds. Because U.S. price-support programs do not
include milk other than cow's milk (such as sheep's milk or
goat's milk), my estimate of aggregate import capability is con-
cernedrwith cow's milk and cow's milk products. My recommen-
dations for quantitative restrictions consequently exclude products
of milk other than cow's milk and are distributed among the cate-~
gories under investiga:tion in proportion to U.S. imports in
1965-67 (gverage) as shown in the accompanying table. Y Because
milk a:ccounts for nearly 50 percent of the cost of producing choco-
late crumb in the United States, I have included within the pro-
pqsed quotas articles provided for in TSUS item 156,30 if contain-
ing over.5; 5 percent by weight of butterfat‘ (except articles which
are ready to eat and are in retail packages of not over one pound
net weight).

Because milk represents less than one quarter of the total

cost of the chocolate and cocoa items covered by this investigation,

1/ For purposes of the 50-percent clause in the first proviso to
section 22(b), the representative period for imports of the articles
under investigation would thus become the calendar years 1965-67,
inclusive,
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other than chocolate crumb, I find no material interference, or
practical certainty thereof, with the support prbgrams for milk
and butterfat, and, therefore, make no recommendations-vfor
quantitative restrictions on such items;

On '"aged" Cheddar cheese, I recommend' continuation of
the existing quantitative restriction of 1,225, 000 pounds annually,
with country allocations. On the edible preparé.tions in bulk
classifiable under TSUS item 182.92 (consisting 1arge1y of
butterfat-sugar mixtures), I recommend continuation of the exi'st{-
ing annual quota of 2,580,000 pounds and redefinition of the quota
provision to include the same type products in retail-size con-
tainers (now entered undér TSUS item 182.95) with no change in
the amognt of the quota,

The quantitative restrictions I recommend are shown
in the following tabulation, which also shows the computations

used in arriving at the recommended amounts:
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I recommend that the quotas proposed in the tabulation
be administered by means of a licensing system, such as that
currently employed by the Department of Agriculture in admin-
istering quantitative restrictions on U.S. imports of most dairy
products, so as to assure an equitable r!i.eributvion of the quotas
afnong importers, users, and supplying countries. To be equit-
able in the allocatio;x of the quotas among supplying countries,
the distribution of trade should, to the fullest extent pr‘actic'able,
reflect any special factors which may have affected or may bé
affecting the trade in the product in the repr-._zse.ntative period,
Thus, in the case at hand, special consideration shoulci b_.e given
to those countries which have not in recent years disrupted the
domestic market--even though they possessed the capability of
doing so--by restricting, or by not subsidizing, their exports
to the United States, These countries should not now be penalized
in the allocation of quotas because of their cooperation in such
efforts. Rather, I suggest that the principles of Article XIII of

the GATT be fully observed.
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Concurring Statement of Commissioner Clubb

‘I concur in Commissioner Thunberg's findings, recommendations,
and considerations in support thereof, but a more complete statement
of my views may be desirable.

The President has directed the Coﬁmﬁssion, pprsuant to Section
22 of the Agricultural Adjustment Act, l/ to determine in substance
wﬁether the importation of certain dairy products threatens to in-
terfere materially with the operation of the domestic price support
program for milk and butterfat and, 1f'so, to make regdmmEndations for

2/

import restrictions which will prevent the interference. —

1/ Originally enacted as 1935 amendment to the Agricultural Adjust-
ment Act of 1933 (49 Stat. 773), and designated as Section 22 of that
Act. ILater made applicable to the Soil Conservation Act (49 Stat.
1152), and reenacted as part of the Agricultural Marketing Agreement
Act of 1937 (50 Stat. 246). Now codified at 7 U.S.C. & 624 (1964),
it is still commonly known as Section 22. It reads in pertinent
part as follows:

(a) Whenever the Secretary of Agriculture has reason
to believe that any article or articles are being or are
practically certain to be imported into the United States
under such conditions and in such quantities as to render or
tend to render ineffective, or materially interfere with . . .
any loan, purchase, or other program or operation undertaken
by the Department of Agriculture . . . with respect to any
agricultural commodity or product thereof, . . . he shall so
advise the President, and, if the President agrees that there
is reason for such belief, the President shall cause an
immediate investigation to be made by the United States Tariff
Commission. . . . Such investigation shall be made after due
notice and opportunity for hearing to interested parties, and
shall be conducted subject to such regulations as the President
shall specify.

(b) 1If, on the basis of such investigation and report to
him of findings and recommendations made in connection therewith,
the President finds the existence of such facts, he shall by
proclamation impose . . . such quantitative limitations on any
article or articles which may be entered, or withdrawn from
warehouse, for consumption as he finds and declares shown by
such investigation to be necessary in order that the entry of
such article or articles will not render or tend to render
ineffective, or materially interfere with, any program or
operation referred to in subsection (a) of this section .
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The price support program for milk and Butterfat grew out
of the efforts of the Government to help the United States farm
population recover from the effects of the great depression of
the 1930's. Under the Agricultural Adjustment Act of 1933 §/ the
Goverﬁment attempted, on the one hand, to limit the domestic pro-
duction‘df farm commodities and on the other to offer stated minimum

prices for the amount that was produced. E/

2/ The President's letter of June 10, 1968, (33 Fed. Reg. 8758-59)
first states that the required preliminary Section 22 proceedings had
taken place with respect to certain condensed and evaporated milk and
cream, aged Cheddar cheese, processed Edam and Gouda cheese, certain
Ttalian-type cheese, certain "other" cheeses, Swiss, Emmenthaler and
Gruyere:process cheese, certain chocolate products and other dairy
products, and then stated:

The United States Tariff Commission is therefore directed to
make an immediate investigation under section 22 of the
Agricultural Adjustment Act, as amended, to determine
whether the above-described articles are being, or are
practically certain to be, imported under such conditions
and in such quantities as to render or tend to render in-
effective or materially interfere with the price support
programs now conducted by the Department of Agriculture
for milk and butterfat, or to reduce substantially the
amount of products processed in the United States from
domestic milk and butterfat, and to report its findings
and recommendations to me at tne earliest practicable
- date.

3/ 7 U.S.C. § 601 et seq. (19Gh).

E/ Under the present price-support program for milk and butterfat,
the Department of Agriculture sets a milk price objective and the
Commodity Credit Corporation (CCC) stands recudy to buy certain prod-
ucts made from milk at priceg designed to maintain the milk price at
the support level. Thus, when the price of milk declines, the CCC
buys butter, nonfat dry milk, and Cheddar cheese. By purchasing
those quantities offered to it, the CCC keeps the price of milk. from
falling below the support level. Production of milk is not limited,
however.
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Section 22 was added in 1935 2/ when it became clear that the
higher support price for butter in the United States was attracting
increased imports. The sponsor of the amendment explained that it

was necessary because:

During the past winter, just as soon as butter got near the
parity price, they started shipping in boatloads of butter
from foreign countries, which depreciated the price of our
butter. It is impossible under the present circumstances
to get prices above the world level and our lh-cent tariff.
Just as soon as it gets above that price they start im-
porting butter from foreign countries and it puts the price

of our butter down. 79 Cong. Rec. 9469, (1935). (Remarks
of Cong. Boileau.) S .

This sentiment was echoed in the House report approving the prdviéion;

and in the Senate debates. Z/

¢/

5/ When the Agricultural Adjustment Act. was held unconstitutional in

1936 (United States v. Butter 297 U.S.1) Congress enacted & new price- - .

support program by way of an amendment to the Soil Conservation Act,
(49 stat. 1152 (1936), and made Section 22 of the Agricultural Adjust-
ment Act applicable to it. Subsequently Section 22 was reenacted in
“the Agricultural Marketing Agreement Act of 1937 (50 stat. 246).
é/ Efforts to restore agricultural prices in this country

will not be wholly successful if competitive foreign imported

articles are allowed to take the domestic market away from

the domestic products. H.R. Rep. No. 1241, 7lhth Cong., 1lst

Sess. 21 (1935). - :

See also the House debates which make it clear that Section 22 was

designed to prevent the price depressing effects of imports. Thus,
the author of the provision stated: '

The bill . . . sets up certain regulations to be followed
which will result in the fixing of a quota or the imposition of
a tax upon the imports of those commodities, if the Tariff
Commission finds -that those imports or threatened imports
actually are depressing the price of our domestically produced
commodities.
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Accordingly, the question now before the Commission is whether
imports of the products specified by the President are, or are practi-
cally certain to, either prevent the price-support objective for milk
and butterfat from being achieved, or require the CCC to purchase

excessive quantities of dairy products in order to achieve it.

§7'antinued:

I am satisfied that this provision of the bill will be of
immeasurable benefit to many of the farmers in this country,
‘particularly the dairy farmers, who have, during the past few
months, suffered as a result of the importation of butter,
which has depressed our price level and kept it below a fair
exchange value. 79 Cong. Rec. 9U67-68 (1935). (Emphasis added.)

Similarly, at another point in the House debates Congressman Boileau
stated: ’

For instance, in the case of butter . . . if the Agricultural
Department should enter into a program of buying butter for
the purpose of relieving bad conditions in the market, . . .
the President would be compelled, if he found that the im-
portations of butter were affecting the price, to either put

. on a tax or impose a quota, or in some other way restrict the
importation of that commodity. . . .

If butter, for instance, is selling at 10 cents below
parity, and we can prove that there have been millions of
pounds of butter imported into this country since the first
of the year, and if we can show that this importation of
butter has caused the price of butter to be below parity, .
as I believe we can, then there is no discretion left in the
President, because under those circumstances he shall cause
this investigation to be made. (Emphasis added.) 79 Cong.
Rec. 9468 (1935).

I/ The provision was omitted from the Senate Conmittee version of
the bill, but added on the Senate floor, where, on introducing the
amendment, Senator LaFollette said:

We have embarked upon a program of endeavoring, by the Agri-
cultural Adjustment Act, to lift the domestic prices of
certain agricultural commodities named therein to the parity
price, or fair-exchange-value price.
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The price of milk has been slightly lower than the support
objective recently. Illowever, over the past two and one-half years
the Secretary of Agriculture has found it neéessary,to increase the
domestic price support objective for manufacturing milk by 24 percent
(from $3.24 per cwt. to $4.28 per cwt.) in order to achieve the

higher level of milk production in the United States believed desir-

able. 8/ The latest stage of the increase became effective in

7/ Continued:

Mr. President, having adopted that policy, it would be
not only futile but inconsistent for us to permit imports to.
be brought into this country to break the prices of the '
commodities which are affected by the Agricultural Adjust-
ment Act, and which we are endeavoring to 1ift to the fair-
?xcha?ge value or the parity price. 79 Cong. Rec. 11498-8

1935).

§/ Thus, when the price support objective for milk was increased
from $3.50 to $4.00 in June 1966, a Department of Agriculture press
release quoted the Secretary as stating that such action was neces-
sary to avert a 'dangerously tight supply situation and to reverse .
trends in the dairy industry which have seen dairy farmers leaving
the farm at an alarming rate at the same time that cows are being
slaughtered at record volume." In addition, the Secretary is re-
ported to have said: ‘

I am taking these steps today to insure consumers ad-
quate 1510;7'supplies of milk and dairy products in the
months ahead, and to provide dairy farmers with an oppor-
tunity to share more equally in the general prosperity most
Americans enjoy today. )

I have been deeply concerned for many months about the
decline in dairy production, and the implicit threat which
a continuation of this trend would have to consumer supplies
of milk and dairy products. )

If these trends continue, and dairy supplies continue
to decline, then I am fearful that unprecedented increases
in consumer prices could result.
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April 1968. Accordingly, the slightly lower price this year probably
reflects in large part the ordinary delay between the announcement and
the achievement of higher support prices. .

This price performance appears to have been accomplished without
abnormally high purchases of dairy products by the CCC. Purchases
have varied over the past ten years from less than one billion pounds
milk equi%alent in the lowest year to almost 11 billion pounds milk
equivalent in the highest. (sée Fig. A.) The great bulk of these
purchases have been utilized under the National School Lunch Program,
various welfare and foreign aid programs, or have been donated to the
military. Accordingly, large stocks have not been accumulated despite

the CCC purchases.

8/ Continued:

Thus, these actions today will encourage dairy farmers
to continue in dairying, to slow up their culling of herds
and to increase their feeding rate. It also will insure
that the dairy farmer, who has always been on the low end
of the economic totem pole, will receive a deserved in-
crease in what he earns for his skill and labor. USDA
Press Release No. 1994-66.

On March 20, 1968, when the support objective was again increased, the
Department issued a press release attributing the following statements
to the Secretary: .

He said the actions were being taken to insure adequate
supplies of milk for the year ahead. . . .

", . . While price support increases in 1966 and higher
minimum prices for fluid milk in the Federal market order
areas have helped to slow the decline [Eh milk productio§7,
they have not reversed it," the Secretary said.

"mhe action I am announcing today will assure the
American consumer of an adequate supply of milk by
strengthening the price paid to producers, who now face
higher operating costs than a year earlier," the Secretary
said. USDA Press Release No. 907-68.
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It seems clear that some of the disposal programs have become sO
ingrained into areas of public policy other than farm price supports
that they can no longer be counted entirely, or perhaps even primarily,
as surplus disposal programs. Rather, at least some represent a con-,
tinuing Government commitment which apparently will be met regardless
of availability of surplus stocks. Thus, in 1965, when prices were
above supﬁort levels, but sufficient surplus stocks were not on hand
to fﬁel the welfare-disposal programs, Congress enacted legislation
permitting the Department to buy additional stocks at the market
price. —/ This action seems to affirm that some Department of Agriéul-
ture purchases will be made whether or not required for price support

10
reasons. —/ The authorization to purchase supplies above the support

9/ 79 stat. 1187 (1965), which reads as follows:

Sec., 709. The Secretary of Agriculture is hereby

- authorized to use funds of the Commodity Credit Corpora-
tion to purchase sufficient supplies of dairy products at
market prices to meet the requirements of any programs for
the schools (other than fluid milk in the case of schools),
domestic relief distribution, community action, foreign
distribution, and such other programs as are authorized by
law, when there are insufficient stocks of dairy products
in the hands of Commodity Credit Corporation available for
these purposes.

During fiscal year 1967, $14.2 million was expended under this
authority (Table 4, p. A-110) tc purchase dairy products with a milk
equivalent of approximately 359 miilion pounds.

}9/ The Senate Report on this provision stated:

Domestic and foreign school lunch, welfare, and other
programs have been extremely important outlets for large
stocks of dairy products acquired under the mandatory dairy
price-support program. These uses have helped prevent the
accumulation of stocks beyond available storage space.
Through them, the United States has shared the abundance
of American agriculture with needy people at home and
abroad. '
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price, plus the Secretary's increase in the support objective in
order to prevent shortages, suggests that the stocks acquired in

recent years have not been excessive.

10/ Continued:

Donation programs of this scdpe and magnitude requilre
extensive planning and negotiating on the part of many
people and many governments. They must negotiate for pro-
gram supplies well in advance of program uses. Wide ‘
fluctuations in supplies and temporary interruptions in
the flow of supplies involve major, serious problems in
establishing and operating the programs, as well as in
international public relations. This 1s emphasized by the
fact that half of the nonfat dry milk acquired under the
support program since 1954 has been used in the food-for-
peace program, )

There have been two principal problems in assuring &
reasonably uniform and continuous flow of nonfat dry milk
in the donation outlets. One is the wide seasonal varia-
tion in production and therefore in the volume of surplus
available for program uses. The second problem is the
wide fluctuations in commercial sales. CCC's sales of
dairy products to both the domestic and export commercial
markets have been extremely erratic as a result of changing
market supply and demand conditions.

Section 709 would be useful in making possible more
definite and reliable planning, and administering on a
continuing basis, the human food programs which undoubted-
ly will be needed as outlets for future surpluses. .

S. Rep. 687 on H.R. 9811, 89th Cong., lst Sess. (1965),
p. 72,
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It seems clear, however, that unless restrained, imports of the
specified dairy products are practically certain to interfere materi-
ally with the price-support program in the future. fn large part this
is true because at the same time that prices in the United States are
béing supported at record levels, export prices to the United States
are being deéressed by EEC surpluses and export subsidies. The
Common Market countries have stimulated greatly increased production
of milk with the institution of the Common Agricultural Policy. Un-
able'to consume the increased production, the EEC countries have been
rapidly accumulating stocks of dairy products, and in effort to keép
such stocks at manageable levels, the EEC has begun a vigorous export
promotion program fueled by export subsidies (apparently up to 158%
of theucos% has been authorized for sohe products--see p. A-30)
designed to insure that EEC dairy products will be available at suf-
fiéiently low prices‘to enter any market open to them.

Under these conditions United States importers and foreign ex-
porters are éncoufaged to convert milk into any form in which it can
lawfully enter the United States. It is therefore not surprising
‘that'those quota free products made from cow's milk (e.g., natural
cheese, proceésed ¢heese, and condensed and evaporated milk) as well
as those products in which milk is a significant ingredient (e.g.,
chocolate crumb and Junex) have been imported in increasing volume.
Frequently, products have been tallored so that they fall just outside
the quota description, thus achieving quota free entry until govern-

mental action can be taken to stop them. Given the present foreign
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and domestic price relationships, it is clear that unrestricted im-
ports of the specified products are practically certain to interfere
with the price-support program.

Suggested Quota Levels

In my judgment the important consideration “in setting quota levelg
is to arrive at an overall level of milk equivalent which mey be im-
ported without interfering materially with the price-support program.
While such a level cannot be set with mathematical precision, Commis-
sioner Thunberg and I place it in the neighborhood of l;l% billion
pounds. Existing quotas are subtracted from l billion and thei |
remainder is distributed among the producfs involved in this investi-
gation 1/ in accordance with the 1965-67 experience (the representa-
tive period generally suggested by the Department of Agriculture at
the hearing) as described in Commissioner Thunberg's statement. The
products formerly under quota plus those involved in this proceeding
make up virtually all of the dairy products imported into the United
States (with the exception of sheep's milk cheese and other less
competitive articles). Accordingly, implementation of'our‘recommenda—
tion would holé the total level of dairy imports to the desired level
of approximately l-l% billion pounds milk equivalent, until the new
and inevitable avoidance schemes are devised. (See below, Suggestion

for Future Consideration of Dairy Import Restrictions.)

11/ Those products, that is, on which affirmative action is recom-
mended (excluding those products which are already subject to per-
manent quotas).
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Our differences with Vice Chairman Sutton are very slight. In-
stead of starting out with the overall level of milk equivalent which
can be safely imported, -a.nd then distributing that amount over all
dairy products, he has started out by setting a quota for each produqt
involved in this investigation (using a different representative
period) . The aggregate of the existing quotas plus those recommended
by the Vice Chairman would permit imports in the neighborhood of 860
million pounds milk equivalent. When sheep's milk cheese and other
less éompetitive dairy products are added, the total milk equivalent
amounts to about 1 billion pounds. The corresponding figure under the
majority's recommendation would be about 1.17 billion pounds. Differ-
ences on specific products are more pronounced, however, being in-
fluenced both by the ‘different total a.ﬁount , and the different repre-
sentative period used.

| The majority's Aiff"erences with Chairman Metzger are somewhat
‘more substantial. Like the Vice Chairman, he begins with quotas for
the individ;xai products which together with existing quotas amount
to about 900 million pounds milk equivalent. In addition, however,
the Chairmen would leave quota free chocolate products, certain
higher priced 'cheese, and Gruyere-process cheese in small packages
and, in my Judgment, it is no{; possible to predict how much would be
imported under these exqeptions, if quotas are established for every-
thing else. I feel that such exceptions merely invite new avoidance

schemes, and accordingly recommend that they be held to a minimum.

If imports of these products remain small, they can be imported under
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the recommended yuctas. If they remain quota free, and imports become
more substantial, a new section 22 prccszading would soon no doubt be

required.

Suggestion for Future Consideration of Dairy Import Restrictions
Restrictions on dairy.imports hav; grown ovér the years in a
haphazard fashion with little attempt being made fo establish a
coordinated system. This has resulted in the present consﬁantly'
troublesome, patchwofk system of quotas. for narrowly def;ned indivi-
dual products. About one-half of competitive dairy imports were
covered by such quotas before this investigaﬁiqﬂ, and if the Commis-
sion's recommendations are adopted, virtualiy ;ll of.the other half
will be. Such controls will probably be with us for some time.
Accordingly, it would probably be desirable to establishhtheﬁ on a
basis that would permit maximum flexibility to provide for new prod-
ucts and new producers, and to provide greater consumer satisfaction.
The history of dairy import controls established pursuant to
Section 22 lg/ has been one of constant readjustment in order to

prevent "evasions" of the quota restrictions. The original controls

;27 Prior to World War II dairy imports were restricted only by
tariffs and health regulations. Under the Second War Powers Act of
1942 and War Food Order 63 import quotas were established on butter,
dried skim milk, dried whole milk, condensed and evaporated milk, and
cheese. Quotas on cheese, evaporated milk, dried skim milk, dried -
whole milk, and condensed milk were removed in 1947, but controls on
butter, and later butter oil, were continued under various acts.

The import control authority under the Second War Powers Act was
permitted to expire on July 31, 1951, and the Agricultural Import
Order (which replaced War Food Order 63) thereupon terminated, but
the controls on butter and butter oil were continued under § 104 of
the Defense Production Act amendments of 1951. (The foregoing
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established in 1953, imposed quotas on narrowly defined categories of

dairy products, including butter and certain cheeses. In 1955 the

Secretary asked for additional action under section 22 because
Certain manufactured dairy products which have not been
considered by the Bureau of Customs to be subject to the
Proclamation, are indistinguishable from articles controiled

under the import quota, and imports of such articles will
greatly reduce the effectiveness of the Proclamation. . . .

Recourse to some minor variation or modification in composi-
"tion, characteristics, or appearance provide an almost limit-
less means of evading the Proclamation, and result in render-
ing the Proclamation ineffective. :
Other avoidance schemes soon followed. In 1957 butter oil,
hitherto little used in the United States, suitable for use in ice
cream,.buﬁ not covered by a precise wording of existing quotas on
butter, was brought under section 22 controls when imports increased
sharply. ZLater in 1957 a new product called "Exylone" was developed,
which did not answer to the quota descriptions for either butter or
‘butter oii; pbut which was nonetheless high in butterfat content and

suitable for use in ice cream. When imports of this product jumped

dramatically over a period of a few months, it, too, was brought

12/ Continued:

historical material is taken from USDA Production and Marketing
Administration Memorandum entitled "Import Control Authority and
Actions Prior to Controls Under Section 104", dated May 4, 1953.)

In 1951 imports of cheese were also subjected to quantitative re-
strictions and all three restrictions were continued under that
authority until July 1, 1953, when new controls were established under
. Section 22 of the Agricultural Adjustment Act following a Tariff Com-
mission determination that upon the expiration of Section 104 controls,
these products were practically certain to be imported in such quanti-
ties as to interfere with the domestic price support program. (See,.
Report to the President under Section 22 of the Agricultural Adjust-
ment Act, Specified Manufactured Dairy Products, etc., U.S. Tariff
Commission, June 1953, pp. 17-20.)
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under gection 22 controls. In June 1967 additional section 22 action
became necessary to control the sudden increase in imports of Colby
cheese and a product called “"Junex." (This latter perhaps derived its
name from "Junior Exylone" because it was similar to Exyléne but had
a lower butterfat content.) It fit nogé of the existing quota descrip-
tiqns, but nonetheless was suitable for use in ice cream. Now, only
slightly more than a year later it has again become necessary to take
section 22 action to' counter sudden increases in still other dairy
products, and it is probably only d métter of time uhtilAnéw products
are developed or existant ones are modified so as to avoid failiﬁg
into one of the many narrowly defined categories'of existing . quotas.
Such products, being quota free, will no doubt require additional
action under section 22. - |

Probably most of the avoidance problems which have arisen, and
will arise, under the present system could be remedied by the institu-
tion of overall country quotas for milk equivalent. Under such a
system, the total amount of milk which could be imported without.
interfering with the proce-support program would be estimated (here
suggested as l-l%’billion pounds), and this amount would be divided
among exporting countries in accordance with an equitable formula.
When any dairy product was imported, its milk equivalent (21.5 1lbs.
for a pound of butter, 10 lbs. for certain cheeses, etc.) would be
calculated and charged off against the quota for the exporting coun-
try, until the country's milk equivalent quota had been filled. In
this way it would not be necessary to take new section 22 action each

time a new dairy product was developed, or an existing one modified.




38

Rather, the milk equivalent of the new product would simply be charged
off against the exporting country's quota for the year. If successful,
such'a system would put an end to the dairy "quota game", (see, ﬁ.S. '
Tariff Commission Report to the President on Inv. Nb. 16 (Certain
Articles Containing 45 Percent or More of Butterfat. . . .) Section 22
AAA, July 1957, p. 12) wherein the exporters, on one side, constantly
try to_devise products which will not fit existing quotas, ‘and the ‘
government administrators, on'the other, try to devise narrowly de-
fined quotas to fit the new trade situation. o

Not only would such a system present less obpdrtunity for avoid-
ance, but experience suggests it might also bréﬁote greater competition
among foreign dairy product manufacturers.in the United States market,.
thus creafing an atmosphere in which the United States cénéumer is |
likely to get a greater variety of products at lower prices. More-
over, since this syéteﬁ would not permit overall imports of dairy prod-
ucts to be increased, there is no reason to believe that it would have
any adver;é effect upon U.S. milk producers or the price-support pro-
gram,

It may be possible that such a system could be established under
section 22. 1In any event, it should not be discarded without more
detailed study. }é/ Accordihgly, the President may wish to consider

the possibility of asking the Commission to undertake such a study.

13/ See S. 612, and Hearings on S. 612, Senate Agriculture and For-
estry Comittee (Subcommittee), 90th Cong., lst Sess. (May 16-19, 1967).
See also, Hearings of the House Appropriations Committee (Subcommittee)
on Department of Agriculture and Related Agencies Appropriations, 90
Cong., lst Sess. (Feb. 27, 1967), pp. TH-75.
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Statement of Chairman Metzger In Support of
His Findings and Recommendations

On the basis of the evidence before the Commission in this investi-
gation, I have found that condensed and e&aporated milk and cream,
certain cheeses, and certain butterfat-sugar mixtures-in retail-size
con£ainers are being, or are practically certain to bé, imported under
such conditions and in such quantities as to render or tend to render in;
effective, or materially interfere with, the Departmeﬁtzof Agricuitufe's
price-support programs for milk and butterfat, or to reduce s;bs£aptially
the amount of products processed in the United Stétes from domestic milk
and butterfat. For the reasons indicated below, I have concluded that
imports at the 1967 levels have not caused "material" interfe;énce with
the Department's programs, but that future imports, if not restrained,
are "practically certain" to cause such interference within the meaning
of section 22 of the Agricultural Adjustment Act,‘és amended. Accordingly,
T have recommended import quotas--equal to the 1967 imports--whichlin my
view are necessary to prevent such future interference with the'price-
support programs for milk and butterfat.

Before 1966, aggregate imports of all dairy products, in terms of
milk equivalent, were equal to less than 1 percent of U.S. production.
In 1966, the imports increased sharply and were equivalent-to 2.3 percent
of domestic production. The imports continued to rise during the first
half of 1967, but, with the imposition in mid-1967 of quantitative import

restrictions on certain'products pursuant to section 22, they were sharply
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. curtailed during the last hélf of the year. The 1967 imports, more than
three-fourths of which entered,durihg the first half of the year, were
equlvalent to 2.4 percent of domestic production in that year. The
quota restrlctlons imposed in mid-1967 became fully effective in 1968
and as a consequence, the ratio of imports to domestlc production de-
clined to 1.4t percent in January-September 1968. Meanwhile, aggregate
imports of the products covered by the present. investigation (excluding
aged Cheddar cheese and butterfat-sugar mixtures in bulk, on which quotas
were established in mid-1967) increased significantly in the last half
of 1967 and the first three quarters of 1968. Imports of such products
amounted to 11 percent, in terms of milk equivalent, of the total U.S.
imports of dairy products in the first half of 1967, to 37 percent of
the téte.i in the last half of 1967, and to 68 percent of the total iﬁ
the first three quarters of 1968. These percentage increases reflect
not only increases iﬁ iﬁports of non-quota products, but also the marked
deciine in imports of products on which quotas were imposed in mid-1967.
Howevé},;the aggregate imports in 1967 of dairy products that were

quote~free throughout the year, and which are covered by the present

binvestigation, amounted‘to only four-tenths of 1 percent (on a milk-
equivalent basis) of the U.S. production of milk. Such imports could have
hqd,no more than an extremeiy'minor effect on U.S. market prices of the dairy
products'under Goverrment support. Neither the Secretary of Agriculture
nor the President have indicated in their action in this investigation
to date or in their reference of the matter to the Commission that any

stated global amount of imports of dairy products constitutes material
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interference with the Department's programs. They limited themselves -

to specific findings on specific products. Indeed, no specific amount

of imports, such as one billion pounds milk equivalent, or one and one-
quarter billion pounds, has ever been stated by the Secretary of Agricul-
ture or the President to constitute the oﬁtef limitvpf imports of dairy
products which would not materially interfere with dbmestic programs. In
the absence of such a finding by the Secretary of Agriculture‘and the |
President, or by the Congress, I perceive no basis upon which the Commis-
sion can assume that any greater amount of imports materiéliy interferes
with the programs of the Department of Agricultprg within the meaning: of
Section 22. l/ Hence any overall figure selectéd’is, in my view, arbitrary,
unless an independent economic analysis justifies it. It is highly
questionable whether such an analysis is authorized in the ébsence of the
preliminary statutory determinations required by section 22 of the Secré-
tary‘of Agriculture and the President. At all events, such an analysis
lhaé not been made.

Commodity Credit Corporation purchases of butter, Cheddar chéese,
and nonfat dry milk under the support programs, and net expenditures in
connection therewith, were not unusually large in 1967--in fact  they were
smaller than in several earlier years, when impofts of all dairyfproducfs
were at much lower levels. The support programs are operating effectively.

Accordingly, if the 1967 level of imports ~f the products under investiga-

1/ Under section 22, the Secretary of Agriculture must have "reason to
believe"™ that "articles are being or are practically certain” to be im-
ported "under such conditions and in such quantities" as to render or tend
to render ineffective, or materially interfere with the Department's '
programs; he must so advise the President and the President, if he "agrees
that there is reason for such belief', shall cause the Tariff Commission
to make an investigation. .
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tion has interfered a‘l'f all with the Department's programs--which does
not appear to be the case--the interference caanot be considered to be
"material" within the méaning of section 22. The Congress, it must be
recalled-, ;lid not mandate import controls upon"any" interference with
support programs. It insisted that "material” interference be found.
' * * * »* *
Eollowing the announcement of the present investigation in June 1968,
inxports o;t‘ the non-quota products increased sharply as a result of importers’
efforts to build up inventories in anticipation of possible quota restric-
tions later in the year. As a result, imports in January-September 1968
of the products here under investigation (excluding aged Cheddar cheese
and butterfat-sugar mixtures) rose to the equivalent of 1.0 percent of the
| U.S. production of milk. The emergency quotas imposed by the President in
June and September 1968, on several of the products here under investiga-

tion, if continued on an annual basis in 1969, will reduce the level of

imports substantially below that of 1968.
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Without quota'restrictions on mosf of the articles under considera-
tion in this investigation, imports are practically certain to incréaée
in 1969 and subsequent years and to cause material interference with
the programs for milk and butterfat. The.cverwhelming reéson for the
expansion of U.S. imports in recent years and the "practical certainty"
of much greater, and "materially interfering", in;reéses in the future
ié the substantial rise in production of dairy products in several
foreign countries andxa'rapid accumulation of surplus stocks abroad,
largely induced by govermment policies and programs thé£"encourage.pro-
duction and lead to export subsidies for the purpose of movingbthe
éufplus stocks into international trade. Thé outstanding example of &
government program that has given rise to increased U.S. imports of
‘dairy products is the Common Agricultural Policy (CAP) of the Europeaﬁ'

Economic Community (EEC).
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Milk and other dairy produéts are among the several -

groups of agricultural products that-are subject to the CAP,

which was.developed té provide a broad price-support program

for kéy ﬁgricultural produets~on:a:Coﬁmnnity-Wideabasis.~‘The CAP
consists of a series §f regulations which affect the produc-

tion and support the marketing of each group of these products.
If'ﬁagfdééigned to substitute a common policy for the multitude
"ofvﬁficé-support systems and protective controls that had existed in
thé member states before the eséablishment of the EEC.

The CAP price-support system for milk and other dairy products en;
compasses the establishment and coordination of the following princi-z
pal mechanisms: a target price for m;lk; intervention prices for
‘“butter, skim milk powder, and certain cheeées; threshold prices for
pilot products in each of twelve dairy product groups; variable im-

.

port levies; and export subsidies or refunds. The target price for

milk is essentially a price "goal", which the Community seeks to
attain for ‘this product; it is designed to assure an "adequate”
standard of living and employment to domestic ﬁroducers, develop

intra~-Community trade, and insure the sale of the domestic output of

the product during the marketing year. The intervention prices for
butter, skim milk powder:, and certain cheeses are actual support
prices that member states stand ready to pay to assure that the domes-

tic prices for these products do not fall materially below designated
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levels; they are the prices at which Government agencies in the member
states are obliged to purchase all quantities of the domestic produci'
offered on the market. The intervention prices are fixed at levels

slightly below the corresponding target prices for the respective

products. The threshold prices for the twelve pilot products are
determined administratively as the minimum prices at which imports

ma& be entered for sale in the domestic markets of member states;.thei'
are generally fixed on the basis of the internal market prices pre-
vailing in each of the member states, and are used as. bases fgr

determining the height of the variable import levies. The variable

import levies are designed to isolate the”nafkef for domestically-
produced products from foreign competition; they are employed to
assure that imports do not énter the domestic market at ffice levels
that may interfere with the attainment of the target pfices. Accor&-
ingly, they are fixed at levels that.equate the cost of imports with

the domestic prices of the respective products. The refunds or sub-

sidies to individual exporters in the Community are authorized under
the CAP to encourage the member states to particibate in world trade.
Their amounts are fixed at levels not to exceed the difference between
exporters' f.o.b. pricés and world prices. Thus, the Community's
price-support sysfem for milk and other dairy products is a closely-
knit, interdependent system in which pressure exerted on any one off
its component mechanisms will conceivably disturb the balance of the

entire system.
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The regulations to support a common agricultural policy for milk:
“and other dairy products beéame fully operative in all_member states
on November 1, 1964. On July 2L, 1966 the EEC Council fixed a common
target: price for milk (; single ex factory price for milk), thus
setting the general lines of the Community's policy for the milk in-
dustry; and two years later, on June 27, 1968, it a@opted new basic .
regulations (Regl. No. 804/68) that purported to uhify the Community's
dairy markets. Impiementation of these latter regulations began in
the six member countries on July 29, 1968. .

During the intervening period from July 1966 to June 1968, the
conditions on'the milk and other dairy producfs markets in the member
countries changed radically. The new common regulations were approved
by the douﬁcil in the face of a milk market in serious disequilibrium--
one in which the gap between production end éonsumption, including
exports, tovthéri coﬁnt}ies, grew wider and wider and led to a surplus
of milk and the accumulation of large and incressing stocks of butter
and oﬁheg Aairy products. The accumulation of, surplus stocks was the
result of a target price that had been set at a time when no over- |
production was anticipated and at a level that kept many marginal,’
inefficient'producers in operation. High support prices (iﬁter-
vention prices) further aggrévated the situation.

The adoption by the Council of the new regulations in June 1968
did’not avpreciably alter the broad framework of BEEC's common price-

support system for milk and other dairy products. In fact, in reach-

ing its decisions, the Council assumed that the general conditions
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affecting the Community's milk market had not materially changed
after July 1966. Thus, according to a recent publication of the EEC,
"The Council has not . . . reached agreement as yet on the underlying
economic and structural problems affecting milk policy, and in
particular on the guidance to be given this policy, to produce a
healthier situation in the dairying industry in the future." 2/
Accordingly, until the Council revises its policy regarding the pro«
duction &nd marketing of milk to conform with existing demand and
supply conditions, the accumulation of surplus stocks most”likely
will continue unabated.

A new definition of target price, adopted'bylthe Council in
June 1968, makes its attainment contingent upon sales opportunities
available in the Common Market'and abroad. The attainment gf the
target price for milk is of faramount importance to the Community;
it is reflected in the high support (intervention prices) given to
butter and.skim milk powder because they, in turng'provide support
‘for the utilization of milk. Since greater sales opportunities in.
‘the domestic markets are at best limited, ahy further growth in the
production of dairy products is more likely to be reflected in in-
creased efforts by the Community to expand its exports to third
céuntries. Moreover; since the prevailing prices‘for these products
in world markets are considerably lower than in the EEC ma;kgts,
larger exports from the Community can be achieved only through sub-

stantial subsidization.

2/ Newsletter on the Common Agricultural Policy: European Com-
munities, Joint Information Service, No. 10, July 1968, p. 3.
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In the period 1965-67 annual production of cows' milk in the
EEC increased from 146 billion pounds to 162 billion pounds; output
in 1968 is estimated by the U.S. Department of Agriculture to be
ebout. 167 billion pounds. A plan which would have reduced the common
milk price to farmers by 2.5 percent, and which called for cash sub-‘
sidies to farmers who reduced their dairy cow numbers and expanded
their beef herds,was rejected by the Europeaﬁ Parliament (consisting
of members from the six nationql parliaments of the EEC) in March
1968. The plan, had it been adopted, might have reduced milk output
in the EEC.

The prqduction of milk in the EEé in recent years has increased
more rapidly than has consumption, causing stocks in the form of
butter to increase sharply. Aggregaté stocks of butter on hand on
September 1 in five EEC countries increased from 395 million pounds
in 1965 to T57 Qil}ion‘pounds in 1968. The average ennual rate of
increése of these stocks was 24 percent. As butter stocks rose,
other outiets for the increased supply of milk were sought. One such
outlet was the U.S. market, where prices for dairy products were
higher than world prices. Dairy processors in the EEC converted -
'increased amounts .of milk into canned milk and certain low—price
cheeses, which were not subject to quantitative limitations in the
United States. When U.é. imports of such products increased sharply,

and every indication was-that they. would continue to do so, the

. President took emergency actlicon-to limit them.
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Because of its price-support policies, the EEC has had to rely on

export subsidies to channel surplus dairy preducts into foreign trade,

The following tsbulation shows, for each of the products under investi-

gation, the common export subsidy authorized by the EEC for shipments to

the United States and the ratio of the

subsidy to. the export price in a

recent month in the country that is an important EEC supplier of U.S.

imports:

Commodity and
EEC country

: BEC authorized :'Rétio of subsidy .

Evaporated milk, canned, Netherlands-:
Condensed milk, canned,Netherlands---:
Condensed or evaporated milk, in bulk:

"Aged" Cheddar cheese, France-------- :
Process Edam and Gouda cheese, West
~ Germany------=======-==- ———— e ———— :
Italian-type cheese, not in original :
loaves, Italy---=-=-==---=sc-=cc==- :
"Other'"cheese, West Germany---------= :
Swiss cheese, West Germany------=---- :
Gruyere-process cheese, West :
Germany-=--===========c==-c--cs-ceo=?
Chocolate crumb, Netherlands-----=---
Butterfat-sugar mixtures, Belgium----:

subsidy : to export price
: Cents per pound: Percent
©13.61 111
4.99 : 37
k.72 *

13.60 : Lk -

18,1k : 82
22.68 : 68
15.22-20.87 : 61-84
17.24 73
17.24 68
9.85 : 62
32.37 : 158

* Not available.

So long as price¥support policies

in the EEC encourage increase

output and the resulting burdensome stocks, export subsidies are likely

to be employed to aid shipments to the United States of dairy products

not subject to section 22 import limitations. And so long as the EEC in

the interest of its CAP closes its own market to "third country" producers

such as Denmark and Austria, a side effect will be that the dairy products

of these countries will seek outlets in other markets, such as the United

States.
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In a statement made on November 15, 1968, at the 25th Session of
the Geheral Agreement on Tariffs and Trade, U.S. delegate Henry Brodie
summarized effectively the growing problem when he commented on price
supports end subsidies as follows:

" . . We can see growing around the world the destruc-

tive pattern of high production stimulated by price supports

leading to subsidies which in turn lead to trade distortions

and new and increased import protection. This in turn gives

still further impetus to the expansion of production in im-

porting countries. Some way must soon be found to reverse

the worsening trend. The problems are growing in number,

scope and intensity. The Buropean CAP, to cite but one

example, has developed an extremely costly and highly protec-

tive system, the application of which has seriously exacerbated

the problems of both importing and exporting countries. . . ."

Data respecting the subsidies paid on current exports of dairy
products to thé United States by countries other than those in the EEC
‘are not readily available to the Commission.  Testimony presented at '
"~ the hearihg indicates that Finland and Austria have subsidized exports
of dairy products to the United States and that the United Kingdom,
ganada,vDenhark, and New Zealand have not done so.

i C * * * ' *

Considerations bearing on my finding and recommendation with

respect to each of the dairy-product items identified in the President's

request are set forth;below.

(1) Milk and cream, condensed or evaporated, provided for in
items 115.30, 115.35, and 115.40 of the Tariff Schedules of the United
States (TSUS). '

U.S. imports in recent years of the articles described sbove have

been as follows:

Pounds
1965 ==mmmmmmm e e 1,799,000
1966w mmmmm e = 3,289,000
1967 mmmmmm e o 5,391,000

1968 (Jan.-Sept. )=-===m=mmea- 9,019,000
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On June 10, 1968, the President imposed emergency quotas on coﬁ-
densed and evaporated milk and cream which, on an annual basis, were
equal to the 1967 imports. Because of the surplus stocks of dairy
products abroad and foreign export subsidies on condensed and evaporated
milk, the U.S. imports are practically certain to increase greatly above
the 1967 levels, in the absence of quantitative restrictions, and in
combination with imports of other dairy products, to cause material in-
terference with the support programs for milk and butterfaet. In order to
prevent such interference, I have recommended continuation of the emer-
gency quotas proclaimed by the President on June 10, 1968.

(2) Natural Cheddar cheese made from unpasteurized milk and aged
not less than 9 months, which prior to exportation has been certified
to meet such requirements by an official of & government -agency of the.
country where the cheese was produced.

U.S. imports under the above provision, hereinafter referred
to as "aged" Cheddar, are subject to an annual quota of 1,225,000
pounds within the overall quote of 10,037,500 pounds on Cheddar
cheese. Before 1968, virtually all imports meeting the above specifi-
cations consisted of high-quality aged Cheddar for table use from
Canada. In 1968, however, & substantial portion of the imports con-
sisted of low-priced eged Cheddar from France used in the United

States for processing in competition with domestic cheese used for
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the seme purposes. Imports, by countries, since the quota was
established in mid-1967 have been as follows: 3/

Canada, France Total
(pounds) (pounds) (pounds)

1967 (July-Dec.)-==== 211,797

- 211,797
1968 (Jan.-June; ----- 125,282 . 487,218 612,500
1968 . (July-Dec. )-=~== 223,140 389,360, 612,500

Imports of the low-priced aged Cheddar are likely to continue to

| constitute a large part of the imports under the gquota ahd to prevent

 importation of high-quality table cheese in the amounts intended when

the prbvision was established. I have recommended continuation of the

present annual quoﬁa of 1,225,000 pounds,with allocation on a country
'.bééis.

(3) Cheese and substitutes for cheese conteining, or processed
from, Edam and Gouda cheeses.

U.S. imports in recent years of processed Edam and Gouda cheeses

have been as follows;
1 Pounds

1965-=====m=cmmmmmmmm—mom e 2,088,000
1966-=mmmmammmm————— e 2,949,000
1967-=mmmmm e 3,151,000
1968 (Jan.-Sept,)-=-=-====== 11,507,000

On September 2L, 1968, the President imposed an emergency quota,
which on an annual basis is equal to the 1967 imports. Because of the
surplus stocks of dairy products ebroad and foreign export subsidies on

processed Edam end Gouda cheeses, U.S. imports ere practically certain to

- 3/ Not more then half of the ennual quota may be entered during the
first half of a calendar year. The quota for the last half of 1968 was
filled on July 2, 1968.
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continue to increase sbove the 1967 level (in the sbsence of quantite-
tive restrictions) and, in combination with imports of other dairy
products, to cause material interference with the domestic price-support |
progrems for milk and butterfat. In order to prevent such interference,
I have recommended continuation of the emergency quota procléimed by
the President on September 2L, 1968.
, (4) Ttalian-type cheeses, made from cows' milk, not in
original loaves (Romano made from cows' milk, Reggiano, Parmesano,
Provoloni, Provolette, and Sbrinz), end cheese and substitutes for
cheese conteining, or processed from, such Italian-type cheeses,
whether or not in original loaves.

Imports of the Italian-type cheeses described sbove have been as

follows in recent years:

_ Pounds
1965-==mmmmmmm=mmomm === 97,000
1966m=m====mm=mmmmmmmmmomm= 451,000
196T~=mmmmmmmmmm == mmmmm o 1,494,000
1968 (Jan.-Sept.) ----------- 929,000

Imports were somewhat smaller in the first nine months of 1968 than
in the corresponding period of 1967, largely because inclement weather
in Argentina, the principal'supplier, curtailed the production of dairy
products in that country. Imports are practically certain to continue
their upward movement in 1969 and, in combination with impbiis,af other
dairy products, to cause material interference with the domestic support
programs. In order to prevent such interference, I have recoﬁmended an .

annual quota equal to the 1967 imports.

(5) Cheese and substitutes for cheese other than Colby. provided
for in items 117.75 and 117.85 of the TSUS.

U.S. imports in recent years under .the above provision have been

as follows:
Pounds
1965-m====mmmm=mmmmmmommmne 9,204,000
1966~ mmmmmmmmmmmmmmmmmm e ,18,068,000
1967T==mmmmmm=mommmmmm—mmm e 22,991,000

1968 (Jan.-Sept.)---=======- 30,678,000
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The imports include hundreds of varieties of cheese, which fall
into 3 general categories: (a) Natural cheese, (b) processed cheese,
and (c) mixturés of various kinds of cheese. Traditional imports have
consisted of numerous types of specialtywchéeses (either natural or
processed), most of them high-priced and used for consumption withoufﬁ
further proéessing. The increase in imports in recent years has been>
accounted for mainly by comparatively low-priced cheeses (including
natural, processed, and mixtures) that are used in the United States
for further processing or used as ingredients iﬁ certain food products.

on September 24, 1968, the President imposed an emergency quota
on the cheeées'here considered having a purchase price of less than L7
cents per pound; E/ on an aqnual basis, the quota is 17,501,000 poundg--
approximdtely equal to the imports in 1967 having an export value of
less than h? cents per pound. The 47-cent figure was selected because
it is the present éupbort price in the United States for Cheddar cheese.

Because of the Cémmén Agricultural Policy of the EEC, the resultant
surplus stocks of dairy products abroad, foreign export. subsidies on
cheese, andithe third-country side effects hitherto noted, imports of the
low-priced cheeses here considered will undoubtedly continue to increase
4 in the absence of quantitative restrictions. Imports above the 1967

level, in combination with increased imports of other dairy products,

4/ The purchase price, as defined in the President's proclamation, is
the aggregate price received by the exporter, including all expenses
incident to placing the merchandise in condition, packed ready for ship-
ment to the United States, but excluding transportation, insurance, duty,
and other charges incident to bringing the merchandise from the place of
shipment from the country of exportation to the place of delivery ip the
United States.




55

are practically certain to result in material interference with the
price-support programs. In order to prevent such interference, I h&vé
recommended an annual quota of 13,408,000 pounds on cheese having a
purchase price of less than 37 cents per pound; this recomménded quota
is approximately equal to the 1967 imports valued at less than 37 cents
per pound. I have selected a price break of 37 ceﬂﬁs instead of LT
cenﬁs for the reasons indicated below.

Cheese purchased abroad at a price of 37 cents per pound, f.o.b.
foreign point of shipment, must sell in the United Stateé at more than
47 cents per pound if the importer is to make a profit. The sum of
transportation and insurance costs, U.S. duty,’misceilaneous expenses,
and importer's profit generally exceeds 10 cents per pound. It appears,
. therefore, that imported chéese having a purchase price of 37 cents or
more pef pound will not be sold in the United States at a price as low

as that currently being paid by the Commodity Credit Cofporation for'
.Cheddar cheese under the support program.

Accofdingly, 37 cents marks the distinguishing line between the

"low" and "high quality table cheese" as well as does L7 cents:-and,hence
satisfies the requirement of the Department of Agriculture, which, as

the guardian of its price support programs, has stated flatly (Tr. p. 28)
that high-quality table cheeses are not now and are not practicallyAcertain
to be interfering materially with its programs.

A price break should be set at a point that would create as few

questions of customs classification and difficulties of administration
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as possible. That is, it should not lie close to a point where a sub-
stantial volume of trade occurs. I believe that 37 cents per pound
would serve the purposes of distinction--it would separate the "low"
quality cheeses fram the "inoffensive" imports of high quality table
use cheese--and at the same time be a more administratively feasible
line of demarcation.

The opfimal situation is illustrated by the following diagram:

Volume
of imports

Price

A price breek within either of the shaded areas would not be advisable

because of the difficulties involved in customs administration. A
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price break in the unshadéd area would give rise to fewer prdbléms

and would cause the least disruption of trade (assuming prices remainéd
fairly stable). Based on data available for the periods January-April -
1967 and January-April 1968, imports of the "other" cheeses here con-
sidered include substantial quantities of cheese having values close

to L7 éents per pound and very small quaﬁtities ﬁgvihg values close to

37 cents per pound, as shown by figures B and C on the following page. 2/

2/’A similar situation exists with respect to Swiss or Emmenthaler

cheese, which is considered in the following section of this state-
ment.
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Hence, it is recommended that the price break be made at 37 cents
per pound, rather than 47 cents per pound.

It is recognized that the use of a price break will involve signi-
ficant problems of administration. é/ I have considered other possible .
methods of limiting imports of those cheeses that are practically
certain to cause material interference with the programs and at the same.
time permit quota~free entry of cheeses that will not cause interférencé;
The disadvantages of the alternatives, however, appearvpo-be much greater

than those connected with the use of a 37-cent price break.

é/ Precise computation of the f.o.b. value w1ll be ‘required on all
imports. Those having an f.o.b. value in the vicinity of the price-
break will require particularly careful evaluation inasmuch as the value
determination could permit or deny entry of a given shipment. Customs
personnel will have to be certain that any prices over the price-break
- have not been artificially raised so as to obtain nonquota status. Not-

withstanding careful evaluation by Customs there are several methods
whereby cheese normally valued below the price-break could be imported
at values sbove the break, and thus escape quota limitations, These
include the mingling of cheeéses of different qualities having an average
- value asbove the price break, and unwarranted upward adjustment of prices.
Also, as the Department of Agriculture noted, the prices applied to im- .
ports by one branch of an international dairy firm from an overseas
branch of the same firm are not market prices determined by arms -length
purchases.

The recommendation of a 37-cent price break is based on trade pat-
terns in 1967 and 1968. Apart from any changes in pricing practices
resulting from attempts to evade the quotas, the market for cheese
normally fluctuates within a given year as well as from year to year.
Use of a fixed price-break of 37 cents (or 47 cents) could require read-
justment as the market shifts. '

At the hearing the Commission questioned the use of a fixed price-
break (e.g., 47 cents) when the CCC purchase price for cheese can be
changed as desired by the Secretary of Agriculture. In its supplemental
brief the Department indicated that it had considered a flexible price
break that would vary with the CCC purchase price, but "concluded that
1781;7 would entail unnecessary administrative complications." The
Department stated that should the fixed price become outdated, the Secre-
tary would recommend the necessary adjustment through sect10n-22 pro-
cedures.
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One alternative is to restrict imports of only those cheeses to be
used for.processipg. The Department of Agriculture, however, pointed
out that lower-valued cheeses are ﬁsed as tﬁble cheese and thus would
not be restricted. Of importance too, is.the difficulty of administfa—
tion of use-provision réstrictions. The Commission, in the Tériff
Classification Study. which led to the revised tariff schedules that were
placed.into effect on August 31, ;963, cast doubts upon classifications
dependent on use. A coﬁsiderable burden would be placed on the Bureau of
Customs to (a) define processing, (b) trace shipments through the verious
dealers, assemblers, and wholesalers to determine the ultimate use of a
given shipment, (c) account for any loss through spoilage and trimming,
() account for parts of wheels or blocks of cheese which may be entered
_initially fof table use but which are later cut off and processed.

A second alternative? which was proposed at the hearing, is to gfade
all imported cheese and permit unrestricted entry of high-quality cheeses.
‘Such a method entails difficulties for several reasons: (1) The cost would
be high if not brohibitively_so, (2) grading standards héve not been pre-
pared and accepted on all types of cheese, and (3) the grade of a parfi—
cular lot of cheese can change after storage and transportation.

A third alternaﬁive, which appeears to commend itself to some, is to
restrict imports of ail che&ses; including the high-quality table use
cheeses which a representative of the Secretary of Agricultufe has specif-
ically stated to the Commis&ion (Tr. pp. 28 and 38) are pficed at levels

which meke them unattractive to domestic cheese processors and. on which
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the Department does noilseek any avoidable import restrictions--they are
not now materially interfering and are not anticipated to interfere with‘
the Department's support programs. I have substantial doubt whether thé
Commissién is empowered to make\a finding of interference under Sectidn 22
under circumstances where the prergquisite preliminary statutofy deter-
minations by the Secretary of Agriculture and the President have not been .
made; I must read the President's letter to the Commigsion together with.
the Secretary's determination and transmittal to him, Z/ Wholly a@art
from that gqdestion, however, it is incongruous, to say the least, to impose
an unnecessary restriction upon internat}onal trade in dairy or indeed any
other product merely because it may be administratively convenient to do
so in connection with products which it has been found necessary to contfol.
This would be true even were there no other means:available to control
imports of such other products in a relatively effective manner. Here,
however, there are such means--the use of a price break. The Secretary
- of Agriculture has consideréd that means to be suyitable and the President
has utilized it in his emergency proclamation of September 24, 1968. In
- my opinion, a fair chance for it to operate is called for--at a 37¢ break
.rather than L7¢--before any unnecessarily restrictive method is considered

seriously, much less adopted.

Z/ Under Section 22 procedures, the Secretary of Agriculture must have
".eason to believe" that "articles are being or are practically certeain to
be imported into the United States under such conditions and in such
quantities as to render or tend to render ineffective or materially inter-
fere with" the Department's progrems; he must "so advise the President" if
he has such reason to believe. If the President "agrees that there is
reason for such belief", he must "cause an immediate investigation to be
made" by the Tariff Commission.

In this case, the Secretary so advised the President in regard to a
number of dairy products but in his letter of advice specifically informed
him that his "reason to believe" that there was material interference from
imports did not extend to high quality table cheeses. The President's
agreement with this advice and request for investigation must be read, in
my view, in the light of the Secretary's specific disavowal of any reason
to believe that interference resulted from the high quality table use cheeses.
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(6) Swiss or Emmenthaler cheese with eye formation; Gruyere-
- process cheese; and cheese and substitutes for cheese containing,
or processed from such cheeses.

(a) Swiss or Fmmenthaler cheese with eye formation

U.S. imports of Swiss or Emmenthaler cheese in recent

years have been as follows:

Pounds
1965-=mmmmmmmmmmmmmm——————— 10,419,000
1966mm=m=mmmmmmmmmmmmmmmm == 14,751,000
1967mmmmmmmmmmmmmmmm————— e 14,355,000
1968 (Jen.-Sept.)==--==---- 34,86k,000

The imports of Swiss or Emmenthaler cheese have consisted
of two general types: (a) Natural cheese for table use end (v)
grinders cheese. Grinders Swiss cheese is natural cheese that
has developed imperfections whileibeing produced. It is not

merketed as natural cheese for table use, but is processed and

sold at retail as pasteurized process Swiss cheese or used as an
ingredient in cheese foods or cheese spreads. Grinders cheese
'has accounted for most of the increase in imports in recent years.
On September 2h, 1968, the Presidenﬁvimposed an emergency
apnuai quota of 4,271,000 pounds on Swiss or.Emmenthaler cheese
having a purchase price of less than 47 cents per pound. The
purpose of this;actjon was to limit the imports of grinders cheese
without restricting imports of high-priced table cheese.
' Because of the circumstances adverted to heretofore, imports
of low-priced grinders cheese will certainly continue to increase in

the absence of quantitative restrictions. Imports above the 1967

level, accompanied Yy increased imports of other dairy products, are
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practically certain to result in material interference with
the price support programs. In order to prevent such inter-
ference, I have recommended an annual quota of 949,000 pounds
09 Swiss cheese having a purchase price of less than 37 cents
per pound. This recommended quota’ is approximetely edual to
the 1967 imports valued at less than 37 centélper pound. The
reasons for the selection of the 37-cent bresk are the same as
those indicated in the preceding seétion of this statement
pertaining to "cheese and substitutes fof.cheese other than
Colby provided for in items 117.75 and 117.85 of the TSUS.""
Figures D and E on the following page show that the 37-cent
break for Swiss or Emmenthaler cheese is more appropriate then a

47-cent breek as far as customs administration is concerned.
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(b) Oruyere process cheese and cheese containing, or processed
from, Gruyere cheese or a combination of Gruyere and
Swiss or Emmenthaler cheeses

U.S. imports of Gruyere process cheese in recent years have

" been as follows: §/

Pounds
1965~ == mmmmm e P ,31,3 000
1966-==mmmmmmm o mmmm e 9,123,000
1967-======cmmmmmmmmmmmmmeee 9,836,000
1968 (Jan.-Sept-)"“"“""" 16,800,000

The imports have consisted of two general types: (a) Wedge-
shaped pieces weighing about 1 ounce each, 2/ wrappea in foil,
end packed in circular boxes--all for tsble use, and (b) 5-pound
loaves, used principally for cheese sandwiéhes by the institutionél
trade (restaurants, hotels, and hospitals), but also to some eitent
marketed at the retail level. The 5-pound loaves have accounted =
for most of the increase in imports in recent years.

On September 2L, 1968, the President imposed an annual quota
of 3,289,000 pounds on Gruyere process cheese having a purchase .
price of less than L7 cents per .pound. '~ The purpose of thigcacxion
wés to limit the imports of Gruyere process cheese'in:lérée loaves
without restricting imports of the small wedges.

I have found that imports of the large loaves are practically
certain to increase above the 1967 level, in the absence of quanti-

tative restrictions, and to cause material interference. In order

§/71mports entered as Gruyere process cheese from Switzerland,
the principal supplier, have consisted of cheese processed fram
natural Gruyere in combination w1th cheese processed from natural
Swiss or Emmenthaler.

EV Some imports have consisted of wedges weighing somewhat more
than l ounce.
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to prevent such interference T have recommended an annual quota

of 6,238,000 pounds on Gruyere process cheese, excluding that

imported as individually wrapped piecés weighing not ?ore than

3 ounces each. The recommended quota is approximately equal to

the 1967 imports valued at less then L7 cents per pound. Most,

if not all, of the small individually wrapped pieces are valued |

at more than 47 cents per pound and most of the large loaves are

'valued at less than 47 cents per pound.
My recommendation here avoids the necessity of using a price
break; all of the low-quality cheese is put under quota, while

the high-quality table-use cheese is free of quota. The costs

involved in packaging in small wedges appear to preclude sub-

staﬁtial evasion even better than a price break formula.

(7) Chocolate, cocoa and confectioners' coatings and other
products; all the foregoing provided for in items 156.20, 156.25,
156.30, 156.40, 156.45, and 156.47 of the TSUS, if containing over
5.5“percent by weight of butterfat.

The Depaftment of Agriculture is concerned essentially about imports

" of chocolate crumb entered under TSUS ltem 156.30. That item#provides
for sweetened chocolate not.in bars or blocks ﬁeighing 10 pounds or more
each. The other TSUS. :.tems listed‘dbove were included in the President's

request for consideration as possible tariff categories that might be

utilized for avoidance of any quotas that have been or may be imposed on

" products containing butterfat.
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U.S. imports under TSUS item 156.30 in recent years have been

as follows: Other articles, such as
Chocolate solid chocolate candy
crumb bars
(pounds) (pounds)
1965-=mmmmmmm e m 1,962,000 . 13,001,000
1966m===mmmmmmmm e 6,500,000 13,930,000
196T===mmmmmm e e 21,54l ,000 14,759,000
1968 (Jan.-Sept.)-- 31,789,000 14,456,000

Chocolate crumb is an intermediate product used in the manufacture
of milk chocolate by the addition of cocoa butter. It imparts a distinc-
tive flavor to milk chocolate. The imported chocolate crumb is
purchased in the United States primarily by chocolate manufacturers
who: do not have their own facilities for the ﬁandfacture of chocolate
crumb. Such producers use the imported crumb instead of dry whole milk
or milk crumb purchased in the United States.lg/ The major domestic
'chocolaté manufacturers, who account for more than half of the U.S.
output of milk chocolate, produce chocolate crumb exclusively for their
_OWn use.

Less than 1 percent of the total U.S. supply of milk solids goes
into the manufacture of milk chocolate. The chocolate crumb imported
in 1967 accounted for about 7 percent of the total milk solids used in
the United States in the manufacture of milk chocolate, and was equiva- -

lent to about one-twentieth of 1 percent of the domestic consumption of

milk in that year.

lg/ Manufacturers that use chocolate crumb to make milk chocolate
blend the crumb with cocoa butter. When dry whole milk is used, it is
"blended with sugar, chocolate liquor, and cocoe butter. When milk crumb
is used, it is blended with chocolate liquor and cocoa butter.
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Imports of chocolate crumb are likely to continue to increase, but
the extent of the increase is limited because of the limited require-
ments of the manufacturers of milk chocolate who do not have tﬁeir own
facilities for the production of ghocolate crumb. It can be assumed
that domeétic manufacturers with facilities for -the production of crumb
will not increase their imports of crumb.

Indeed, curtailment of imporés would affect adversely the domestic
competitors of a few major producers of chocolaté products who have
tﬁeir own crumb prodgction. Smaller competitors of the large producers
‘might well be prevented by price factors from competing successfully
Qith them, even shouid the smaller competitors learn how to produce the
distinctively flavored product from domestic‘materials. Two domestic
manufacturers of crumb presently import crumb; one anticipates supply-.
ing all its crumb requirements from expended domestic production facil-
ities within a few years..

Some imports ot a certain type of crumb from Belgium in 1968

were used in ﬁhe manufacture of chocolate ice cream. Evidence before
- the Commission, however, indicates that imports of this type of product
were discontinued ih“Augusz 1968 and are not likely to be resumed.

For the reasons indiceted .above, I have found that chocolate crumb
is not being, nor is it prectically certain to be, imported under such
conditions and in such quartities as to cause material interference with
the price-support programs for milk and butterfat. With respect to the

other tariff categories spezified in (7) above, I have found no convincing
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evidence that they may be used to avoid'guotas on other products con-

taining butterfat.

(8) Articles provided for in items 182.92 and 182.95 of the
TSUS containing over 5.5 percent by weight of butterfat, the butter-
fat of which is commercially extractable, or which are capable of
being used for any édible purpose. for whiéh products containing
butterfat are used. ’

TSUS item 182.92 covers miscellaneous edible'préparations in bulk
packages and containing over 5.5 percent by weight of butterfat. l;/ '

Virtually all of the imports thereunder consist of butterfat-sugar

mixtures used in the United States in the manufacture of ice cream. The

imports, which reached a volume of 107,621,000 pounds in 1966, are now .
restricted by a quota (imposed in mid-1967) of 2,580,000 pounds per
year. Tﬁe quota applies only to products in bulk péckages.

Beginning in July 1968, entries of butterfat-sugar mixtures in
retail-size containers (under TSUS item 182.95) began in.si'gnif.icant
volume in circumvention of the gquota on mixtures in bulk: The;imports
in retail-size containers amounted to about 2,000,000 poﬁndé in thé
5-1/2-month period from July 1 to December 15, 1968.

I have recommended that the quota prbvision for preparatidhs in
bulk referred to above be redefined to include the same type-groducts
in retail-size packages, with no change in the emount of the guota.

* * * * *

Under the first proviso of section 22(b) no quote limitation may

be imposed which is proportionately less than 50 percent of the total

;&/ Tmports of preparations classifiable under item 182.92 if con-
taining more than L5 percent by weight of butterfat are prohibited
pursuant to action under section 22 in 1957.
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imports of the articles involved in a representative period as deter-
mined by the President. For purposes of tﬁis proviso, I have recoﬁmend-
ed that the repfesentative period for imports of the articles on which
quotas are proposed be the calendar year 1967.

For all of the foregoing items on which quotas are recommended, I
also recommend country allocations in accordance with the provisions of
Article XIII of "the General Agreement on Tariffs and Trade, teking into
account thé historic pattern of shipments to the United States by each.
country,'and‘with due account being taken of any special factors which
- may have affected or may be affecting the trade in the respective
products, such as restraint from the payment of export subsidies by some
countries, and past restraint by some countries in the ekportation of
dairy préducts‘to'avoid interference with U.S. programs. I also recommend
that consideration be given to regulating the quotas by means of a
‘licensing system aémihiétefed by the Department of Agriculture in such a
menner as to provide equitable distribution of the quotas among impoarters

and users.
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STATEMENT OF VICE CHAIRMAN SUTTON
Findings

On the basis of the investigation, I find:

1. That the articles described below. are being, or are practically
certain to be, imported into the United States under such conditions and
in such quantities as to render or tend to render inéffective, or mater=-
ially interfere with, the price~-support programs of the Unite& States
Department of Agricultufe for milk and butterfat, or to‘redgce substan~
tially the amount of products processed in the United States from- |
domestic milk and butterfat.

(a) Milk and cream, condensed or evaporated, provided
for in items 115.30, 115.35, and 115.40 of the
Tariff Schedules of the United States(TSUS);

(b) Natural Cheddar cheese made from unpasteurized .
milk and aged not less than 9 months, which prior
to exportation has been certified to meet such
requirements by an official of a government agency
of the country where the cheese was produced;

(c) Cheese and substitutes for cheese containing,
or processed from, Edam and Gouda cheeses;

(d) Italian-type cheeses, made from cows' milk, not
in original loaves (Romano made from cows' milk,
Reggiano, Parmesano, Provoloni, Provolette, and
Sbrinz), and cheese and substitutes for cheese
containing, or processed from, such Italian-type
cheeses, whether or not in original loaves;

(e) Cheese and substitutes for cheese provided for in
items 117.75 and 117.85 of the TSUS (except cheese
not containing cows' milk; cheese, except cottage
cheese, containing no butterfat or not over 0.5
pércent by weight of butterfat; and articles within
the scope of other import quotas imposed under sec=-
tion 22); 1/

1/ For the purposes of this finding, the emergency quota imposed by
Proclamation 3870 is to be disregarded since it will be terminated
when the President takes final action after receipt of the Commission's
report.
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(f) Swiss or Emmenthaler cheese with eye formation;
Gruyere-process cheese; and cheese and substitutes
for cheese containing, or processed from, such
cheeses;

(g) Chocolate, cocoa and confectioners' coatings and
other products; all the foregoing provided for in
items 156.20, 156.25, 156.30, 156.40, 156.45 and
156.47 of the TSUS, if contairing over 5.5 percent
by weight of butterfat (except articles which
-are ready to eat and are in retail packages of
not over one pound each, net weight); and

(h) Articles provided for in items 182.92 and 182.95
of the TSUS containing over 5.5 percent by weight
of butterfat, the butterfat of which is commer-
cially extractable, or which are capable of being
used for any edible purposes (except articles
which, as imported, are not suitable for use
as ingredients in the commercial production of
edible articles).
2. That the articles specifically excepted above from findings
1(e), 1(g) and 1(h) are not being and are not practically certain to
be, imported into the United States under such conditions and in such
quantities as to render or tend to render ineffective, or materially
interfére'wi;h, the price-support programs of the United States
Department of Agriculture for milk and butterfat, or to reduce sub-
stantially the amount of products processed in the United States from
domestic milk and butterfat,
3. That for the purposes of the 50-percent clause in the first
proviso to section 22(b), the representative period for imports de-

scribed in findings 1l(a), 1l{c), 1(d), 1(e), 1(£f) and 1(g)

18 the calendar years 1963 :hrough 1965, inclusive.
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Recommendations
1 recommend that the President issue a proclamation pursuant
to section 22(b)=--
(a) establishing for each calendar year after 1968
quantitative limitations on the products covered
by my finding 1, as follows: -
Finding 1(a): 1,800,000 pounds
Finding 1(c): 2,088,000 pounds
Finding 1(d): 322,000 pounds
Finding 1(e): 9,204,000 pounds
Finding 1(f): Natural -- 11,692,000 pounds
Other ==-=-- 5,313,000 pounds
Finding 1(g): Item 156.25: 1,626,000 pounds
Item 156.30: 2,068,000 pounds
Other items: None )
Finding 1(h): Same quota quantities as at present
under items 950.12 and 950.13.
(b) allocating "aged" Cheddar (finding 1(b)) by country,
1 recommend that the'prdposed quotas be administered by means of
a licensing system to assure an equitable distribution of the quotas
among importers, users, and supplying countries. Such licensing
frocedures, to be administered by the U.S., Department of Agriculture,
would be in keeping with the administration of nearly all other quanti-
tative restrictions on U.S. imports of dairy products. To be equitable,
the allocation of the quotas among supplying countriesawhile based
upon the shares they supplied during a representative period, must

. reflect any special factors that have affected or may currently be

affecting trade in the articles concerned. The principles set forth
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ih article XIII of the General Agreement on Tariffs and Irade (GATT)
should be fully observed in the administration of the quotas. This
article provides rules for the administration of'quantitative restric-

tions to which the United States and the other GATT members have agreed.

Considerations
I believe that my findings and recommendations are consistent with
the requirements of section 22 and with the past attions of the Presi-
dent in.regard to imports of dairy products. In support thereof, I |
submit the following considerations which have been evolved and devel;
oped from the facts obtained in this investigation and more fully set

“forth elsewhere in this report.

Origin and Development of Import Controls
on Dairy Products under Section 22

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 adequate domestic p;oduction thereof.
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Among other things desigﬁed to support the prices of dairy products,
the Department of Agriculture maintains a purchase program for three
basic manufactured dairy products=--butter, Cheddar cheese, and nonfat
dry milk; and the Department stands ready -at all times to purchase
these three products at designated support prices. “

| The maintenance of the price-support programs for dairy products
has resulted in incentives which have made the importing of dairy prod-
ucts more profitable. Such imports, if permitted to flow7unabated,_
could significantly increase the costs to the Department of Agriéulture
of the purchase program and prevent or materially ‘interfere with the
price and production objectives of the total price-support programs.
Consequently, certain import controls have been imposed by the United
‘States to protect its price-éupport programs for dairy products.

For a short time prior to July 1, 1953, temporary import quotas
were imposed on certain dairy products by the Secretary of Agriculture.
.under authority conferred upon him by section 104 of the Defense Produc~
tion Act of 1950, as amenaed (50 ﬁ.S.C. App. sec. 2074). In anticipatiom
of the expiration of these temporary quotas, the President, on the basis
of a report on Investigation No. 22-6 from the Tariff Commission pursu-
ant to section 22 of the Agricultural Adjustment Act, as amended, imposed
by proclamation, effective July 1, 1953,'import quotas on thg same dairy

products that had been subject to temporary quotas under section 104,
Since 1953, two types of sctions under section 22 have been taken:

(1) the original quotas imposed on four classes of cheeses'(Blue-mold,
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Cheddar, natural Edam and Gouda, and natural Italian-type in original
loaves) have been liberalized or enlarged to permit foreign products
to shére.in the. increased United States consumption of such cheeses;
and (2) import quotas have been established for previously uncontrolled
imports which appeared for the firsﬁ time in U.S. markets in significant
quantities and which, in large part, were products designed for the pur-
pose of avoiding the then existing quota provisions. In this second
category of actions were those resulting from Investigations Nos. 22-14
(1957) and 22-16 (1957) with respect to butter substitutes, inclﬁding.
butter oil, and certain articles containing butterfat, respectively,
and those te3q1ting from Investigation No. 22-26 (1967) with respect
- to certain fresh or frozen milk or cream, ceftain butterfat-sugar mix;
tures coﬂ£aining over 5.5 percent of butterfat ("Junex"), and American-
type cheeses other than Cheddar (primarily Colby).
The Current Imgort'froblem Affecting the Price-Support Programs

' The bulk of the imports of dairy products which are the subject
of the currénf investigation are--as with previoué imports of uncon-
.trolled products--comprised of products designed to avoid the existing
quotas on dairy prodpcts. Generally, such imports, including the
cheeses, are deatine; for commercial processing b;fore entering the
;etail market. Despite the.action taken by the President in June 1967
“on the basis of Investigation No. 22-26 (Proclamation 3790) to impose
_ i@port quAtas on products which together accounted for about 95 percent

 of the increase in imports during 1966 and the first half of 1967, and
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his expectation that such action, coupled with the quotas then already-in
effect, would reduce annual imports to the "normal level" of apbroximafe;y,
one billion pounds of milk equivalent which prevailed before 1966, 1/
imports of the uncontrolled dairy products have continued to increase
markedly in 1968. Imports of dalry products amounted to about 1.5
billion pounds of milk equivalent in the first 10 months of 1968, and
are expected to amount to almost 2 billion pounds for the entire year.
It is estimated that from one-third to almost one-half of such poundage
for the year will have been supplied by the productg invoived in the
current investigation.

U.S. prices of butterfat, the lower limits of which are determined
by the price-supportprograms of the Department of Agricul;prg, have made
Athe U.S. market for dairy products attractive to foreign producers. In
addition, beginning in 1966, many foreign countries havé been diverting
part of their supplies of milk to dairy products not subject to U.S.
quota restrictions because their internal stocks of dairy products
(primarily in the form of butter or cheese) had become exceedingly large
as a result of artificially stimulated output. In crder to ﬁové their
excess production into international markets, it appears that some

countries subsidize their exports of dairy products substantially,

1/ On June 3C, 1967, the President issued the following statement
simultaneously with the promulgation of Proclamation 3790: "I have
today signed a proclamation which will reduce dairy imports to the
‘normal level which prevailed before 1966. On the basis of these new
quotas, annual imports will be approximately one billion pounds of
milk equivalent. * % % "




8

Not only have such subsidized dairy product exports depressed world
market prices for dairy products, but they have also stimulated exports
of certain quota-free dairy products to the United States where market
prices, which are supported by the Department of Agriculture, are gener;
" ally higher than world prices. Thus, the effect of such subsidies has
been not only to exert pressure on the United States import quota system,
but slso to depress or, at best, prevent increases that my otherwise have
occurred in the U.S. market prices for dairy products. As the market
prices are depressed, or prevented from increasing, additional quanti-
ties of dairy products are purchased by tﬁe Government at the prevailing
support price. a
From»time té time over the years the Secretary of Agriculture has
increased the pricé-éupport levels when the output of milk has declined.
The most recent of gqu increases occurred on April 1, 1968, when the
support price for pénufacturing milk was increased from $4.00 to $4.28
per ﬁuﬁdred&pounds, the highest in the last two ﬁecades. Nonetheless,
the higher ;uéport levels announced in 1968 have failed to increase the
'output of milk. In the period January-October 1968, output was about
1.k pércent below that of the comparable period of 1967. Although the
output of milk has been smaller in 1968 than in 1967, total supplies
have not declined as much as would have been expected because of the
volume of iﬁports. Thus, market prices have not been as high as théy
otherwise would have been and substantial quantities of dairy products

have been purchased by the Government. In terms of milk equivalent,
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the Department of Agri ulture purchased about 4.9 billion pounds of
dairy products in the p-viod January-October 1968, or about 4.% per=-
cent of the U,S. production of milk~-a high level of Govermment pur=-
chasing. The 1.5 billion pounds of milk equivalent that was imported
during January-October 1968, largely in the form of non-quota products,
undoubtedly displaced a large part of the 4.9 billion pounds of milk
equivalent that ultimately was purchased by the Government-during th;t
périod. v

Because of the price pull of the U.,8, market for dairy products,
the large stocks of dairy products abroad, and the export subsidies
bestowed by many countries, i1f controls are noﬁ imposed on the productq
covered by my affirmative findings, the import trade in such“products'
will continue to increase at a rapid pace. Moreover, the character of
the import trade will continue to be of such nature as to continue to
"avoid" the exieting quota provisions.

The.imports of chocolate in item 156.25 apparently have not yet
felt the impact of the avoidance practices, but, in my obinion, they
are practically certain to occur if quotas are imposed on the other

products in this investigation.

Although no imports containing over 5.5 percent by weight of buttér-

fat have occurred under items 156.20, 156.40, 156.45 and 156.47, they
are practically certain to occur in the future if customs practices
permit and quotas are imposed on the other products in this investi-

gation, particularly sweetened chocolate in items 156,25 and 156.30.
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"Aged" Cheddar cheese.--The foregoing considerations are not wholly

applicable to the problem which has arisen in connection with "aged"
Cheddar cheese (see my recommendation (b)). Briefly, the problem which
the Secrétary of Agriculture submitted to the President, and the Presi--
dent in turn submitted to the Commission for investigation, concerns
the unexpected and unintended use of the special "aged" Cheddar cheese
quota by importers of Cheddar from France for processing. This special
quotag’which was established by Proclamation No. 3790 beginning July 1,
1967, was expécted and intended to apply to high-priced Canadian imports
destined exclusively for table use. Since this special quota was |
established, the bulk of the imports have been‘comprised of relatively

low-priced French cheese that met the literal requirements of the quota

description but was destined for processing rather than for table use.
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This special quota is a minimum quota of 1,225,000 pounds out of
the total Cheddar quota of 10,037,500 pounds, which special quota--
unlike the remaining quota which is controlled by licenses issued by
the Department of ‘Agriculture--is administered by Customs on a first-
come first-served basis from all countries and witliout the requirement
of ‘an import license from the Department of Agriculfufe. Historically,
all aged Cheddar imports of the type in question had been high-priced
imports from Canada. It was the expectation of the Department of
Agriculture that only such Canadian products would meet the proclaimed
requirements for such cheese and that, therefore, subjecting such imports
to the license requirement would unnecessarily burden the Department's
facilities. In fact, however, it appears that the French were able very
quickly to export cheese méeﬁiug the literal requirements of the pro- -
claimed description. This French Cheddar has consistently been a rela=-
tively low-price Cheddar‘which is used for processing rather than for
table use. The French have thus obtained an additional outlet in the
United States otherwise unavailable to them under the licensing arrange-
ments applicable to other Cheddar cheeses. The practical effécé,
therefore, has been to increase the residual quota of 8;812,500-pounds
by the amount of such license-free French imports. Out of the minimum

. quota quantity of 1,225,000 pounds available for 'aged" Cheddar in 1968,
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the French imports accounted for 877,000 pounds; or about 70 percent of
the total. Thus, in effect, the residual quota for 1968 was increased
by approximately 10 percent.

Butterfat-sugar mixtures in retail packages.--Imports of butterfat-

sugar mixtures such as "Exylone" first entered in significant volume
in 1957. Following a section 22 embargo on articles containing ovef
45 percent of butterfat, mixtures such as "Junex" containing slightly
less than 45 percent butterfat began to be imported. Since July 1967
imports of these mixtures containing over 5.5 percent of butterfat but
.nét packaged for distribution in the retail trade have been subject to
section 22 quotas. Mixtures packaged in small (1 pound or less) con-
ttainers‘have.begun to be imported in recent months; in the period Jul&
1-Decembéf 15, 1968, such imports amounted to 2.0 million pounds. These
imports--which technically comply with the retail packaging concept,
but which, in fact; a;e moving into commercial channels for use in
makihg ice cream ;nd candy--are being imported in such quantities as
to interferé with the price¥support programs. In other words, these
imported products were packaged in small containers solely to "avoid"
the quota on bulk shipments.

The Recommended Remedy--Import Quotas

For reasons which follow, I have recommended the imposition of
import quotas, rather than import fees, to remedy the material inter-

ference caused by the impnorts in question. The substantiai subsidies

bestowed by certain foreign government on exports of dairy products
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have greatly lowered the U,S. customs value on such products, thereby .
diminishing the effect of the existing ad valorem duties on most such ..
products. In addition, an additional import fee of even 50 percent

ad valorem--the maximum permitted under section 22-- would probably
prove ineffective as a control on the imports involved in this inves-
tigation in view of the artificially 1ow,unstab1e‘exﬁort values
resulting from the export subsidies.

' The only law which; if applicable, would permit aqqh_subsidies‘to
be wholly offset is section 303, Tariff Act of 1930. Inﬁmy opinion,
it is likely, as contended by cer?ain importers ag.the Commission's
public hearing, that the current proceedings'(aﬁd possibly certain of

the earlier proceedings) under section 22 would not have been necessary

'if export subsidies had not been bestowed by certain foreign governments,

or if it were possible to offset such subsidies by countervailing action.

Inasmuch as affirmative action by the Treasury Department on complaints
'1odged with them seeking redress under section 303 does not appear
imminent, it is my view that the imposition of import quotas is the
only feasible remedy available under section 22 with respect to the
dairy products in question.

The representative period for imports. Any proclamation imposing

quantitative limitations under section 22 on any article or articles
cannot reduce the--

% % % permissible total quantity to proportionate-
ly less than 50 per centum of the total quantity
of such article or articles which was entered, or
withdrawn from warehouse, for consumption during

a representative period as determined by the Presi-
dent.



\ 8l

In accordance with this requirement I have, aé indicated above, found that
the representative period fbr imports not the subject of exisfing permanent
quotas is the calendar years 1963 through 1965, inclusive. The basis for
this finding is clearly delineated in the following table which shows
imports during 1963-67 and the first 9 months of 1968 (in thousands of

pounds):

. — : - : : p : : Jan.-Sept.
Article . 1963 196 P 1965 1 1966 | 1967 1968

Milk and cream, con- : H : : :
densed or evaporated: A : : s e
(finding 1(a))==——==- : 613 : 991 : 1,799 3,289 : 5,390
"Process" Edam and : : : :
Goudsa cheese (find- :
ing 1(c))=mmmm=mm===: 1,61k
Italian-type cheese, :
not in original
- loaves (finding
1(a))
Certain "other"
cheese (finding
1(e))
Swiss cheese with eye
" formation, Gruyere-
process cheese, and
process Swiss -
cheese (finding
1(£)):
Naturale———==mme—=-
. Other
Chocolate, cocoe, and
confectioners' coat-
ings, etc. (finding
1(g):
156.25—mmmmmmmm e : 587
156.30 : 1,088

9,017

1,677 : 2,088 2,949 3,151 11,507

co oo

1/°113 322 97 451 : 1,k9k

929

7,070 8,288 9,204 : 18,068 : 22,991 30,678

@3 90 00 eo %o ee eo es Da es 0 a0

34,867
16,800

1L,751
9,123
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