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’.Report To The‘P;esidenf
U.s. Tarifi Commission,
June 13, 1973

To the President:

Pursuant to your reqﬁest of May 10, 1973, ;J the U.S. Tariff Commis-~
sion has condueted an investigation 2/ under subsection (d) of section
22 of tﬁg Agricultural Adjustment Act, as amended (7 U.S.C. 624), tc
determine whether 60,000,000 pounds of dried milk described in item 115.50
of the Tariff Scﬂedules of the United States (TSUS) (hereinafter referred
to as nonfat dry milk) may be imported into the United States during the
period beginning May 11, 1973, and ending June 3J, 1973, in additiomn to
the regular quota quantity (1,807,660 éounds) specified for such article
under TSUS item 950.02; witheut rendering or tending to render ineffective,
or materially interfering with, the price-support program now conducted by
the Department ovagrieulture for milk, or reducing substantially the
amount of products processed in the United-States from domestic milk.

The report of the Commission, including its finding and recommenda-
tion, which vou requested at the earliest practidable\daté, is submitted
herewithid

The information contained in this report was obtained frdﬁ evidence
submitted at the public hearing, from briefs, from other Go%ernment agenc-

ies, and from the Commission's files.

1/ The full text of your letter is shown in app. A. - ‘

2/ Public notice of the investigation (No. 22-32) was isSued'Méy 15, 1973
The notice was posted at the Commission's offices in Washingten, D.C;’ and
in New York City, and was published in the Federal Register of May 17’ 1973
(38 F.R. 12966). A public hearing was held on May 24, 1973; all inte;ested
parties were afforded opportunities to produce evidence and to be heard.




Finding and Recommendation of the Commission 1/

‘Qn‘the'basis of the investigation, the Commission finds that the
imporfation of é0,000,000 pounds of nonfat dry milk into the United
States during the)period beginning May 11, 1973, and ending June 30,
1973,-in.addition to the annual quota quantity specified for such
artiéle under item 950.02 of the Tariff Schedules of the United
Statés,‘éé provided for in Presidential Proclamation No. 4216 of
May 10,‘1973, will not render or tend to render ineffective, nor
materially iﬂterfere with, the price support program now conducted
by the Deparﬁment of Agriculture for milk, nor reduce substantially
the amount of products processed in the United States from domestic
milk.

We therefore recommend that the enlarged quota provided for by

Presidential Proclamation 4216 be permitted to continue in effect

until June 30, 1973.

1/ Commissioner Young did not participate in the finding and
recommendation. |, . g
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Statement of the Commission

Since’mid-l953,.U.S. imports of certain dai?y products, includ-
ing nonfat dry milk, have been subject to quotas under section 22 of
the Agricultural Adjustment Act, as amended, in order to protect the
price¥support érogram méintained by the Secretary of Agriculture for
milk from impoft interference. The quota for nonfat dry milk (1,807,
000 pounds) remained unchanged from 1953 until December 30, 1972, when
an additional special temporary quota of 25,000,000 pounds was estab-
lished for the périod ending February 15, 1973, pursuant to emergency
action taken by the President in Proclamation 4177. Imports under
that temporary quota began January 4, 1973, and by January 15 the
quota was entirely filled. About 78 percent of the imports came from
Canada, 17 percent from Belgium, 4 percent from the Netherlands, and
1 percent from Australia. On May 10, 1973, another additional special
temporary quota of 50,000,000 pounds was established for nonfat dry
milk for the period beginning May 11 and ending June 30, 1973, pur-
suant to emergency action taken by the President in Proclamation
4216, Imports under that quota began May 11, 1973, and bvaay 25, the
quota was entirely filled. About 42 percent of the imporfsAqéme_from
Canada, 24 percent from the Netherlands, 17 percent from Ireland, 14
percent from Belgium, 2 percent from Denmark, and 1 percent from France.

During the 20-year period following the imposition of the quota “
in 1953, there generally were no abrupt changes in the domesﬁic_market
situation for nonfat dry milk. Production increased g?adually, reach—
ing a peak of about 2 billion pounds in the mid-1960's and then

declined irregularly to about 1.3 billion pounds in 1972. The Department
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of Agriculture has estimated that production in 1973 will decline
to .about 1.0 billion pounds. Commercial consumption of nonfat dry
milk, mednwhile, increased irregularly from 646 million pounds in

1953 to 1,040 million pounds in 1969 and thereafter, declined gradu-

allybto.899 million pounds in 1972. During the 20-year period the
Department of'Agriculture purchased, under the price—support prcgram,
the sgfplus production. Such purchases ranged from about one-third
to one-half of the annual output and U.S. market prices remained at
or near the support price level. Nearly all of the purchases of non-
fat dry milk by the Depa tment of Agriculturé were diverted to non-
commercial uses, as authorized by law.

Annual domestic production of nonfat dry milk is cyclical, reach-
ing a high point in May or June and gradually receding to a low point
in November. In the last quarter of 1972 and the first quarter of
1973, however, the U.S. supply-demand situation for nonfat dry milk
changéd significantly from the long-term trend. Production during that
period declined about 20 percent from the‘comparablg year;earlier level,
wherea- in most earlier recent years it had declined abput 9 percent
in a more or less seasonal cycle. Commercial consumption, meanwhile,
increased about 5 percent, whereas it had declined 8 percent in the year-
earlier period. Virtually all of the increase in consumption o;cured

in the first quarter of 1973 and it most iikely included the 25,000,000
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pounds of nonfat dry milk imported under the aforementioned temporary
quota. Moreover, the data on increased commercial consumption may also
reflect a building up of stocks by commercial users following their
apparent depletion in the fall of 1972.

Over the years, annual commercial consumption of nonfat dry milk
has been déclining. The decline in production, however, has been
about twice as fast as tﬂe drop in consumption. Notwithstanding the
more rapid decline in production than consumption, the U.S. supply of
nonfat dfy milk had been substantially in excess of commercial market
demand for a loné period preceding the fall of 1972. Even during the
first three quarters of 1972, the Department of Agriculture purchased
298 million pounds of the surplus production (about a fourth of that
year's output) from the commercial market. From November 1972 through
May 1973, however, the Department did not purchase any nonfat dry
milk, except for 10.5 million pounds of the instanfized product
purchased on April L at a price differential for processing and
packaging of 12.7T7 cents per pound above the support price for the
product in hulk. At the Commission's public hearing on the current
investigétion (No; 22-32), thé spokesmén for the Departmenf ofz
Agriculturé réported that the Department éxpects to.ﬁurChase only
relatively small amounts of nonfat dry milk during the remainder of
the 1973 year.

As a result of the disposition of nonfat dry milk by ﬁhe }
Department of Agriculture in 1972 and the abnormal seasonal lég in
production, uncommitted supplies of nonfat dry milk owned by the

Government were exhausted in October of that year for the first time



in more than a decade, and thus far in 1973 (June 1) they have been nil;
Comﬁeréial stécks of the product also have been drawn down to abnormally
low levels. By the end of April 1973, commercial stocks were about
30 percent less than on the corresponding date in 1972 and signifi-
cantly lower than‘they had been at the end of that month during most
years of the ?ast two decades.
‘In the fall of 1972 when stocks>of nonfat dry milk became

abnormaily*low, market prices, which had been at or near the
' support»price of 31.7 cents per pound for more than a year, began to
rise rapidly. Commercial users turned to the Department of Agriculture
for supplies. For the first time since 1967, the Department sold
some nonfat dry milk (13 million pounds) to commercial users at the
minimum price required by law for sales of dairy products acquired by
the Departmént of Agriculture under the'pricé—Support'program.

By the end of December, after the Department of_Agriculture's
stocks were exhausted, market prices had risen to 38.5 cents per pound,
or 6.8 cents per pound ;bove the support price. The 25,000,000 pounds
of nonfat dry milk imported under a special temporary quota during the
first 15 days of January 1973 were immediately abéorbed by the com-
mercial market. Market prices were not depressed because of those
imports, but rather increased slightly averaging 39.0 cents per
pound in January and February, or 7.30 cents per pound above the
support level.

Market prices rose again in March averaging 41.9 centé per pound.

Effective March 15, the support price was increased to 37.5 cents per

pound and the market price reported the following day was 4.8 cents
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per pound above the new support price. Marketlprices continued to
increase‘after that date and by May 11, the first day the special
temporary quota of 60,000,000 pounds was in effect, they had risen to
4.9 cents ber pound; or T.40 cents per pound above the new support
level--the widest margin that has existed between the market prices
and support prices since the regular quota was established in 1953,
By May 25, the temporary quota was entirely filled and as of Juhe 1,
market prices'had remained at the 44.9 cent level.

Thé above—described supply-demand situation clearly demonstrates
that the additional 60,000,000 pounds of nonfat dry milk permitted to
enter under the special temporary quota have been readily absorbed by
the commercial market and that market prices have not been depressed
because of such imports. Even after all the nonfat dry milk had been
imported under the temporary quota commercial market prices continued
to exceed the support price of the Department of Agriculture by 7.4%0
cents per pound. Thﬁs, it is quite clear that the additional imports
authorized under the temporary quota will not result in additional
purchases having to be made by the Department under the price-support
program. | |

On the basis of the changed circumstances deséribéd-above, we have
concluded that the additional importation of 60,000,000 pounds
of nonfat dry milk, as provided for in Presidential Proclamation 4216,
will not render or tend to render ineffective, nor ﬁillbif‘materially
interfere with, the price—suppdrt program now conducted by the Depart-

ment of Agriculture for milk, nor reduce substantially the amount of

products processed in the United States from domestic milk.
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Additional Statement of Commissioner Leonard

In addition to the previously set forth views of the Commission, in
which‘i édngur,_three further observations merit attention.

First, although the question was not at issue in the instant investi-
gation, much of the gvidence obtained by the Commission in this invs :tiga-
tion indicated that the annual quota for nonfat dry milk could be increased
without_affectiﬁg adversely the price-support program for milk or reduc-
ing sﬁbéténtially the amount of products processed in the United States
from domestic milk. The U.S. production of milk is now in its flush
season. Nonetheless, production of nonfat dry milk is far below its usual
cyclical‘high point and stocks are abnormally low. Some 85 million pounds
of nonfat dry milk have entered in recent months under the two special
import quotas proclaimed by the President without apparent affect on U.S.
market prices of that product, which have been materially above the support
price. Such factors strongly suggest that a need may well arise to in-
crease the quota again. Because of the very recent changes in the domes-
tic supply-demand situation for nonfat dry milk, however, it is extremely
difficult to determine precisely how much the quota could bé modified be-
fore imports would be of much magnitude as to affect adversely the price-
support program or the processing of products from domestic milk.

Second, in the case of the two recent emergency acqibns whereby the
special temporary quotas on nonfat dry milk were proclaimed, virtually
all of the nonfat dry milk permitted entry was imported and entered into
consumption channels by the time the Commissidn's public hearings were
concluded. Thus, the Commission's investigations were essentially exer-

cises in futility; they were absolutely of no consequence or effect.
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It gives pause as to whether the public interest and indeed the legisla-
tive intent in the enactment of section 22 is being served by the way the
statute has been used recently.

Third, both of the temporary emergency quotas for nonfat dry milk
were established as global quotas to be filled on a first-come, first-
servedrbasis (except that no importer was permitted to enter more than
2.5 million pounds). Becéuse of their geographic location, Australia
and New Zealand, as well as several potential European suppliers, had
little opﬁortunity to supply nonfat dry milk under the quotas. Canada,
the nearest foreign country having available stocks, was the largest
supplier. Thus, countries that may have exported nonfat dry milk to the
U.S. market in the absence of any restrictions were--as a‘practical
matter--denied a share of the temporarily opened market. In the Commis-
sion's report on the earlier section 22 investigation of nonfat dry

milk, 1/ I suggested that consideration should be given to establishing

such emergency quotas so as to allocate the quota amounts on a more equi-
table basis among foreign suppliers. That observation applies equally
here. Alternative methods that might be considered include allocation to
the countries that supplied the product to the United States'dufing a re-
presentative period (the method by which most quotas for dairy products
are allocated), allocation to countries according to the shares they
supplied in world markets in recent years, or allocation to countries
that would agree to supply the U.S. market a designated quantity for a

specifiec time at prices that would fluctuate with U.S. prices. Another

lj U.S. Tariff Commission, Nonfat Dry Milk, Report to the President
on Investigation No, 22-30..., TC Publication 541, January 1973, p. 6.
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means whereby the quota might be equitably allocated would be via an
auction system whereby the quota would be granted to the country bidding
the lowest deiivegy price for the product, or to the country bidding the
highest price for a license to import. The "emergency" nature of the
two Special quotas on nonfat dry milk would not have precluded use of
some method of allocation; the more recent quota, for example, was pro-
claimed'fo: the period May 11 through June 30, 1973--a period that would

have permitted imports from even the most distant supplying countries.

10
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Additional Statement of Commissioner Ablondi

I concur with the Commission's finding and statement respecting this
investigation as set forth above. In addition, I have further observations.
An underlying factor in the market situation for nonfat dry milk in

recent years has'been the relationship of the product to the total nonfat
milk solids consumed in the United States in forms other thannonfat dry milk.
Indeed, it is the changed consumption patterns for nonfat milk solids--only
in part the subject of the current investigation--that have had a signifi-
cant bearing on the U.S. consumption and production of nonfat dry milk. For
example, the increases in consumption of cheese (which has more than doubled
since 1953) and low-fat milk (which rose 50 percent in the past 5 years) have
dwindled the U.S. supply of nonfat milk solids available for drying inasmuch
as the raw milk went to the manufacture of those products rather than butter.
In addition, purchases of the surplus production of dairy products by the
Department of Agriculture in order to support the price 6f miik, as well as
the costs of the price-support program, have been trending downward over the
yvears. Recently, market prices for such products (except bﬁ£ter) have been
substantially above the support prices, and purchases by theibeﬁartment of
Agriculture have been virtually nil.

The domestic dalry situation has so changed that within a period of 5
months the Commission has been requested to conduct three investigations for
the purpose of temporarily modifying existing annual quotgs._ Tﬁis_action is
indicative of a need to undertake periodic reviews of developmeﬁts_respect-
ing imports of all dairy products to determine whether the annual import
restrictions—~particularly those which have been temporérily enlarged--should

be modified from time to time as changes occur in the domestic market,
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Introduction

The Agricultural Act of 1949, as amended, requires the Secretary
of Agriculture to support the price of milk at such levels between 75
percent and 90 percent of parity as he determines necessary in order
to assure an a&equate supply. In order to satisfy that statutory require-
ment, the Secretary maintains a price-support program for milk wunder
which the Department of Agriculture will purchase butter, Cheddar cheese,
and nonfat dry milk at specified prices. In mid-1953 quotas were imposed
on U.S. imports of certain dairy products--including nonfat dry milk--
under section 22 of the Agricultural Adjustment Act, as amended, in
order to protect the price-support program from import interference.
From time to time since 1953 some of the quotas have been modified when
found warranted by changed circumstances, and additional dairy products
have been made subject to quotas when it was found that the statutory
criteria were met. 1/

The quota for nonfat dry milk (1,807,000 pounds) remained unchanged
from 1953 until December 30, 1972, when an additional special temporary
quota of 25,000,000 pounds was established for the period ending Feﬁruary 15,

1973, pursuant to emergency action taken by the President in Procla-

mation No. 4177. Imports under that temporary quota began January 4, 1973,
and by January 15 the quota was entirely filled. On May 10, 1973, another

additional special temporary quota for nonfat dry milk (60,000,000 pounds)

1/ The current quotas under ssc. 22 are shown in pa. 3 of the appendix
to the Tariff Schedules of the United States Annotated (TSUSA).
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was established for the period beginning May 11 and ending June 30, 1973,
pursuant'tb»emergency action taken by the President in Proclamation No. 4216

(shown in épp. B). Imports under that quota began May 11, 1973, and by

May 25 the quota was entirely filled.

Trends in U.S. Production and Utilization of Milk

Annual'U.S. production of milk increased from 116.3 billion pounds
in 1969 to 120.3 billion pounds in 1972 (table 1). The output in 1972 was
valued at $7.2 billion (farm level). 1In January-April 1973, output of
milk was 1.9 percent less than in the corresponding period of 1972. The
Department of Agriculture has recentiy estimated that the production of
milk in 1973 will be about 119.% billion pounds, the first time annual
milk production has deeclined since 1969. The Department attributed the
decline in production to higher feed prices and short supplies, poor quality
roughage, and increased culling of herds. They indicated that dairymen's
marketings in 1973 will be valued at about $7.5 billion, but net returns may
be lower than in 1972 because gross incomes are rising less than costs.
Nonfat dry milk can only be produced by drying the:skim milk that remains
after butter is produced from whole milk. In recent years, the proportion
of the U.S. output of milk used for butter and nonfat dry milk has declined
while the proportion used for cheese has increased (table é). Prices for
cheese have risen relative to butter prices inasmﬁch as thé demand for cheese
has risen rapidly. 1In ;972, for the first time on record,more domestic milk

was used in the production of cheese than in butter, thereby diminishing
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the amount of fluid skim milk available for drying.  Moreover, U.S. out-
put of low-fat and skim milk for -consumption as such, not included in
table 2 because computations therein are on a fat-solids basis, increased
about 65 percent during the past 5 years, also contributing to the de-
cline of fluid skim milk available for drying.

In recent years, producers of cheese have been paying higher prices
to farmers for milk than have‘those producing butter. In 1968,
for example, producers of butter paid 2 cents more per hundred pounds of
milk than pro&ucers of cheese. In 1972 and January-April 1973, however,
producers of cheese paid 18 cents wore per hundred pounds of milk than pro-
ducers of butter. The Department of Agriculture reported that the recent
(increased) support price announced for Cheddar cheese effective March 15,
1973, will result in a support level to producers of milk of 50 cents more
per hundred pounds for milk used for cheese than for milk used for butter.
The increased support price of milk used for cheese reiative to the price
of milk used for butter, coupled with the current strong demand for cheese,

indicates that prices of milk used for cheese will remain above prices

of milk used for butter and nonfat dry milk during 1973.

On the average, 4.61 pounds of butter and 8.96 pounds of nonfat dry milk
can be obtained from a hundred pounds of milk, In earlier years the price
relationships established for butter and nonfat dry milk under the support
program were such that the butter obtained from a hundred pounds of milk was

of greater value than the nonfat dry milk obtained. The éupport levels éstab-

lished on March 15, 1973 (60.9 cents per pound for butter and 37.5 cents

A-3
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per pound for nonfat dry milk), however, yiel& a value of $2.81 for the
butter aﬁd_$3.36 for the nonfat dry milk produced from a hundred pounds

of milk;‘mofeéver, current market prices are such that the butter is still
valued at $2.81 whereas the nonfat dry milk is valued at $4.02. Although
producers have been recéiving lower prices for the butter they produced,
the prices they haVé received for nonfat dry milk have risen rapidly,

thus enabli#g‘them to continue to compete with producers of cheese for

the available supply of milk and, apparently, recoup any losses that may

have been incurred from producing butter or make up any foregone profits.
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Nonfat Dry Milk

Production and commercial consumption

U.S. production of nonfat dry milk has been cyclical in recent years,

reaching a high point in May or June and gradually receding to a low

point in Novembef (table 3). The output of nonfat dry milk declined

from 1.6 billion pounds in 1968 to 1.5 billion pounds in 1969, remained

at about the 1969 level in 1970 and 1971, and then declined to 1.3 billiqn
pounds in 1972 {table 4). The Department of Agriculture has estimated that
output ir 1973 will amount to about 1.0 billion pounds. In the last quar-
ter of 1972 and the first quarter of 1973, production declined more than

seasonally-—about 20 percent from the corresponding period of a year earlier--

whereas im most of the past few years it had declined about 9 pexcent.

Although production resumed its eyelical upward trend in March and April 1973,

it was still about 22 percent less than in the corresponding period of 1972.
During 1968-72, commercial consumption of nonfat dry milk declined at

an average annual rate of'l.9 percent; production declined at the rate of

4.4 percent. During the last quarter of 1972 and the first'Quarter of 1973,

however, commercial consumption increased 5 percent, whereas'it hadzdeclined

8 percent in the corresponding periods of a year earlier. Virtually all of this

increase in consumption occurred in the first quarter of 1973 and most

likely included the 25 million pounds of nonfat dry milk imported under the tem-

porary quota established on December 30, 1972. Moreover, the data showiné the'

increase in consumption may reflect a buildup of stocks by commercial users

following an apparent depletion in the fall of 1972.

A-5
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In recent years, Minnesota, Wisconsin, California, and Iowa have
accountéd for about 60 percent of the U.S. output of nonfat dry milk.
Nonfat dfy milk is used primarily as an\ingredient in other dairy products
such as ice cream and cottage cheese paékagedfor home use, and in
bakery and pxepared dr& mixes, meat processing, confectionery, soups,
and pharmaceuticals. At the Commission's hearing on its investigation
on nonfat dry milkvin January 1973 (No. 22-30), several persons
reported thatit is generally not feasible to substitute other ingredients
for nonfat dri.milk in their products because of fixed formulas and con-
sumer preferencés and, in some cases, the requirements of the Federal
standards for nonfat milk solids,which are usually supplied from nonfat

dry milk.

frices

Nonfat dry milk is one of the three products purchased by the Depart-
ment of Agriculture in order to support the price of milk. U.S. market
prices for nonfat dry milk have generally increased in response to increases
in the Department's support price. However, in the last quarter of 1972 and
the first quarter of 1973, market priées remained above the support prices,
indicating that commercial demand fér the proéuct during that period had a
far greater effect on market prices than the Department of Agriculture's suppor
price. Average annual market prices for nonfat dry milk increased from 23,00
cents per pound in 1968 to 32.88 cents per pound in 1972; by May 4, 1973, the

price had increased to 44.90 cents per pound (table 3), where it remained as

of June 1.

A-6
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Prior to the fall of 1972, market prices for nonfat dry milk generally
had remaineé close to the support price, and the Department of Agriculture
had purchased about a third of the annual domestic output. During the
period January 1968 through August 1972, for example, monthly U.S. market
prices for nonfat dry milk ranged from 1.25 cents per pound above the
support.price‘to 0.20 cents per pound below the support price (table 3).
In September ;972, however, market prices advanced above the support price
(then 31.7 cents per pound) for the first time in more than a year; by
December, they averaged 38.5 cents per pound, or 6.8 cents per pound
above the support price--by far the largest margin by which the market

price had exceeded the support price during the 1968-72 period.

Notwithstanding the importation of 25,000,000 pounds of nonfat dry .
milk under the temporary quota in January 1973, market prices continued to
increase, averaging 39.0 cents per pound in January and February, or 7.3
cents per pound above the support level. Market pricés rose again in March,
averaging 41.9 cents per pound. Effective March 15, the support price was
increased to 37.5 cents per pound, and the market price reported the follow-
ing day was 4.8 cents per pound above the new support price. Market prices
continued to rise after that date and on May 4, 7 days before the first day
the temporary quota of 60,000,000 pounds was in effect, they‘had increased
to 44.9 cents per pound, or 7.4 cents per pound above the new support level.
By May 25, the temporary quota was entirely filled and market prices as of
June 1 remained at 44.9 cents. |

U.S. prices of nonfat dry milk, like those of other dairy prdducts,
have been above prices in most other countries. In April 1973, .r example,
the price of nonfat dry milk in the United States was 44 cents per pound,

compared with 24 cents in New Zealand and 32 cents in Canada. AT



Exports

During the period 1968-71, U.S. exports of nonfat dry milk ranged
from 329 ﬁillion‘pounds to 416 million pounds (table 4). Exports amounted
to about 25 percent of production during that period, compared with about
50 percent in the early 1960's. In 1972, exports amounted to 282 million
pounds and Qere equivalent to about 22 percent of production. In January-
March 1973, exports amounted to 11 million pounds, compared with 56 million
pounds in.fhéjcorresponding period of 1972, The exports in 1973 consisted
of Governmentvéupplies that had been committed in 1972. 1In recent years
the bulk of the exéorts have been to Brazil, €olombia, South Vietnam, Mexico,
India, the Dominiéan Republic, and the Republic of Korea. All of the U.S.
exports have been under various Government programs. Most have consisted of
donations abroad by the Department of Agriculture; some have been subsidized
sales, 1In October 1972, the Department of Agriculture stopped programing

exports of nonfat dry milk.

Imports

The rate of duty applicable to U.S. imports of nonfat dry milk, 1.5
- L Y °

cents per pound, has been in effect since 1948; it reflects. a concession

] ° .
The average ad Valorem equivalent Aof the rate Of duty, based on 1972 imports
> ]

was 6.7 percent.
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The regular section 22 quota for nonfat dry milk, 1,807,000 pounds,
has been virtﬁally filled in recent years. As of April 30, 1973, nearly
half the quota was filled for 1973. About 75 percen£ of the
regular quota is licensed by the Department of Agriculture to importers
who are authorized to enter the article from Australia and 25 percent
is licensed to importers who are authorized to enter the article from
Canada.

The temporary quota proclaimed on December 30, 1972--25,000,000 pounds
to be imported during the period ending February 15, 1973--was administered
on a first-come - first-served basis, except that no importer was permitted
to enter more than 2,500,000 pounds and import licenses were not required.
Imports under that temporary quota began January 4, 1973, and by January 15 the
quota was entirely filled. About 78 percent of the imports came from
Canada, 17 percent from Belgium, 4 percent from the Netherlands, and 1
percent from Australia. That temporary quota gquantity was equivalent
to about 2 percent of the U.S. production of nonfat dry milk in
1972, 0.25 percent of the total nonfat milk solids in thé total U.S. pro-
duction of milk in that year, and 20 percent of the U.S. output of non-
fat dry milk during the first month and a half of 1973 (the ﬁéfiéd of
time the temporary quota was in effect).

The temporary quota proclaimed on May 10, 1973-—60,000,005 pounds to be
imported during the period May 11 through June 30, 1973--is to be
administered on a first-come - first-served basis, excépt that noiimporter

may enter more than 2,500,000 pounds and no import licenses are feqdired.
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The Bureau of Customs reported that as of May 25, 1973, the quota had been
entirely filled; 42 percent of the imports had come from Canada, 24 percent
from the,Nétherlands, 17 percent from Ireland, 14 percent from Belgium, 2
percent froﬁ Denmark,-and 1 percent from France. This temporary quota quan-
tity is equivalent to about 5 percent of the U.S. output of nonfat dry milk
in 1972, 0.6.p6rcent of the total nonfat milk solids in the total U.S. pro-
duction of milk in that year, and 25 percent of the U.S. output of nonfat dry
milk during Ehé period in 1972 corresponding to the period in 1973 that the
temporary quota will be in effect.

The regular’qﬁéta for nonfat'dry milk has been equivalent to about 0.1
percent of the U.S. production of nonfat dry milk in recent years. The two
temporary quotas that have been in effect in 1973 are equivalent to about 8

percent of estimated production for that year.

Stocks

Total yearend stocks of nonfat dry milk (commercial and Government-
owned) declined from 278 million pounds in 1968 to 45 million pounds in 1972
(table 5); at the end of April 1973, they amounted to 57 million,pounds com~
pared with 92 million pounds at the end of April 1972. Over the years, the
great bulk of the yearend stocks of nonfat dry milk have generally been
Government owned. Since the spring of 1970, however, the'bﬁlk of the stocks
have been owned commercially.

Commercial stocks of nonfat dry milk were drawn down to abnormally low
levels in the fall of 1972. Although they increased from 34 million pounds at

the end of January 1973 to 57 million pounds at the end .f April, the latter
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figure was about 30 percent less than the April 19?2 level and significantly

lower than the levels at the end of that month during most years of the past

two decades. Government stocks were also drawn down in the fall of 1972; at

the end of April’1973 they were virtually nil. Since October 1972, all the

Government stocké have consisted of committed supplies.

World production, trade, and stocks

During the period 1968-71, world production of nonfat dry milk declined

from 5.3 billion to 4.7 billion pounds; in 1972, it amounted to 5.2 billion

pounds. The European Community (EC), the world's largest producer, accounted

for about 57 percent of the total output. The United States, the next largest

producer, accounted for about 25 percent of'the total, and Canada, for about 7

percent.

World trade in nonfat dry milk increased each year during

1968-71. The largest exporter, the EC, accounted for about one-~third of the

world exports during the period (exclusive of intrarComﬁunity shipments),
The United States, whose exports consisted of Government donations and sub-
sidized sales, was the second largest supplier, accounting fbf éﬁe—fourth
of the exports; Can#da accounted fgr about one-seventh of ;he exports,
New Zealand and Australia were the remaining principal exportihg coun-
tries. The principal importing countries were Japaﬁ, Cuba, Mexico,’Spain,
and the United Kingdom. | |

World stocks of ponfat dry milk declined from 1,176 millioﬁ'éoﬁnds in
1969 to 308 million pounds in 1971, At the end of 1972 they amounted to

592 millioh pounds.
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Current U.S. commercial supply-demand-price situation

.‘In;the last quarter of 1972 and the first quarter of 1973, U.S.
output qf honfat dry milk declined about 20 percent from the corre-
sponding periods of a year earlier, whereas in most of the past few
years it had declined about 9 percent in a more or less seasonal
cycle. In April 1973, output was about 24 percent less than in April
1972. Ih‘;he fall of 1972, manufacturers' stocks of the product were
drawn down to abnormally low levels and uncommitted stocks of the
Department'of Agriculture became exhausted. Imports, meanwhile, were
restricted by ;he section 22 quota. Under the circumstances, prices
in the marketplace, which traditionally have been at or near the
Department of Agriculture's support prices, rose sharply, reflecting
the fact that the commercial demand for the product exceeded the sup-
ply in the last several months of 1972, Twenty-five million pounds
of nonfat dry milk were imported under the temporary quota during
the first 15 days of January 1973 and immediately absorbed by the
commercial market. Market prices, which had risen f;om 32.2 cents
per pound in September 1972 to 38.5 cents per pound in December, aver-
aged 39.0 cents in January and February 1973. Prices advanced again
in March 1973, aand they continued to increase, reaching 44.9 cents
.per pound on May 4 (where they remained as of June 1) notwitﬁstanding
the authorization on May 10 of another 60,000;000 pounés of nonfat
dry milk to be imported during the period May 1l1-June 30, 1973. Thus,
during the period September 1972 through June l,‘l973, market prices

for nonfat dry milk rose about 40 percent.

From the end of November 1972 through June 1, 1973 (the last date.

for which data are available), the Department of'Agriculture did not
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purchase any nonfat dry milk 1/ except 10.5 million pounds of the
instantized product purchased on April 4 at a p;ice differential for
instantizing (breaking up the particles of powder so they are more
dispersible in water) and packaging at a price of 12.77 cents per
pound above the support price for the product in bulk. The Department
has been offered instantized nonfat dry milk each week since April 4,
as it had been from time‘to time after the end of November, but it
has not bought the product because of the high price. This fact,
coupled with the record high market prices for nonfat dry milk, which
persisted for 3 weeks following the announcement of the special tem-
porary quota of 60,000,000 pounds on May 10, indicate that the
commercial demand for the product continued to exceed the supply in
the first quarter of 1973. The data show that domestic production
resumed its traditional cyclical upturn in March and April 1973, but
output in those months was about 22 percent less than in the compar-

able months of 1972.

1/ On June 1 market prices were 7.40 cents per pound above the
Department's support price.
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The Price-Support Program for Milk

As‘required by law, the price-support program for milk is carried out
by thebDépaftmént of Agriculture through purchases of butter, Cheddar
cheese, and nonfat dry milk. In advance of each marketing year (which
begins April 1), the Secretary of Agriculture announces the price-
support objéctiVe for manufacturing-grade milk and the price at which
the Department of Agriculture will purchase unlimited quantities of
butter,:Chéédar cheese, and nonfat dry milk which meet certain speci-
fications ‘iﬁ order to reflect that objective to the farmer. 1/ During
the marketing years 1968-72, the price-support ojective for milk for
manufacturing wés increased from $4.28 per hundredweight to $4.93 per
hundredweight (table 6). During most of the period, average market
prices were above the price-support objective.

On March 8, 1973, the Department of Agriculture announced that ef-
fective March 15, 1973, and for the 1973 marketing year the price-sup-
port objective for manufacturing-grade milk would be $5.29 per hundred-
weight, or 7 percent above the support objective in effect for the 2
previous years. The market price for manufacturing;grade milk in April
was 20 cents above the new support objective; the new sﬁpport objective
was 75 percent of the parity price on April 1, the minimum required by
law. The new support price for cheese was 62.0 cents ﬁer pound,

13 percent above the price of the 2 previous years, and the

l/ Since 1965 the Secretary of Agriculture has been authorized (sec.
709, Pubiic Law 89-321) to purchase the three products at market prices
above support prices if necessary to meet commitments under various
Government programs. Thus far, there have been no purchases of nonfat
dry miik under sec. 709. On May 23, 1973, however, the Department of
Agricu.ture purchased 504,000 pounds of Cheddar cheese under sec. 709--
the first time such purchases of cheese have been made since March 1971.
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new price fbr nonfat dry milk was 37.5 cents per pound, an increase of
18 percent. The support price for butter, was redﬁced to 60.9

cents per pound, or by about 10 percent. The Department of Agricul-
ture pointed out that the increase in its price for cheese was made in
order fo encourage cheese production in the féce of increasing con-
sumer demand, gnd the reduction in the price of butter was made to

increase the consumption of butter.

Purchases and costs

During the period 1968-71, removals of dairy products from the com-
mercial market by the Department of Agriculture, in terms of milk equiva-
lent (fat-solids basis), ranged from 3.8 percent of the production of milk
in 1969 to 6.1 percent in 1971. 1In 1972 removals were equivalent to 4.5
percent of production, and the Department of Agriculture has estimated
that removals will amount to about 2 percent of production in 1973.
Removals were about one—fourth smaller in 1972 than in 1971. Annual
purchases of the individual products--butter, Cheddar cheese, and nonfat
dry milk--for the years 1968-72, January-April 1972, and Januafy—April
1973 are shown in table 7. During 1968-72, the Department of Agriculture
purchased from 39 percent (in 1968) to 23 percent (in i972) of the
annual production of nonfat dry milk. From Novembér 1972 through March
1973 the Department did not purchase any nonfat dry milk.

On April 4, 1973, the Department of Agriculture pufchasedfabout
10.5 million pounds of instantized‘nonfat dry milk; the Department

paid a differential of 12.77 cents per pound above the announced
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support price for bulk nonfat dry milk for instantizing and packag-
ing. ;j :As,of June 1, no more nonfat dry.milk had been purchased by
the Deparﬁment of Agriculture, although it had been offered instan-
tized nonfat dry milk each week since April 4. The Department did not
accept thqée offers because of the high prices. At the Commission's
public hearing on the current investigation (No. 22-32) the spokesman
for the ﬁepaftment of Agriculture reported that the Department expects
to purchase only rélatively small amounts of nonfat dry milk during
the remainder of'1973.

The anﬁual neziéovernment éxpenditures on the dairy price-support
and related programs, as reported by the Department of Agriculture,
amounted to $364 million in the year ending June 30, 1968, $327 million
in 1969, $291 million in'1970,‘$422 million in 1971, $338 million in
1972, and an estimated $240 million in 1973 and $228 million in 1974. -
Generally, the expenditures have varied inversely With the amounts by

which market prices have been above the support prices.

Dispositions

The dairy products acquired by the Govérnment under the price-~
suéport program are nearly all diéposed of quite promptly through dona-
tions to domestic welfare and institutional outlets and donafions or
sﬁbsidized sales abroad. Most of the Departmeﬁt of Agriculture's pur-
chases of nonfat dry milk have been donated abroad, whereas most of

the purchases of butter and cheese have been disposed of through school

1/ In 1971 and 1972; about 20 percent of the‘nodfat dry milk purechased
by the Department of Agriculture was instantized.
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lunch and welfare programs in the United States.' In late 1971 and early
1972, however, about 140 million pounds of butter was sold abroad,

mostly to the United Kingdom,and in late 1972 and in early 1973 a total
of about 4 million pounds of butter was sold to Canada, all at subsidized
prices. In October 1972 the Department of Agriculture stopped program-
ing exports 6f nonfat dry milk. Since then the Department has not

had any uncommitted suppliés of nonfat dry milk, for the first time since
1959.

In recent years, sales of dairy products purchased by the Department
of Agriculture to domestic commercial users for unrestricted use have been
negligible or nil, except in 1972 when about 20 million pounds of butter
and 13 million pounds of nonfat dry milk were sold to domestic commercial
users. Those sales of nonfat dry milk were at current market prices,
which were about 10 percent above the original purchase price, the mini-
mum required by law for sales of dairy products acquired by the Department

of Agriculture under the price-support program.

A-17



gt




A-18

Appendix A

The President's Letter
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THE WHITE HOUSE

WASHINGTON

May 10, 1973

Dear Madam Chalirman:

Pursuant to section 22 of the Agricultural Adjustment
Act, as amznded, L have been advised by the Secretary
of Agriculture, and I agree with him, that there is
reason to believe that additional supplies cf nonfat
dricd milk may be imported during a temporary period
ending June 30, 1973 without rcndering or tending to
render ineffective, or materially interfering with,
the price support program for milk now conducted by
the Department of Agriculture, or reducing substan-
tially the amount of products processed in the United
States from domestic milk.

Specifically, reference is made to the following article
presently subject to section 22 guantitative limitations

under item 950.02 of the Tariff Schedules of the United
States:

Dried milk, provided for in part 4 of

schedule 1 of the Tariff Schedules of the

United States Annotated (1972), described

in item 115.50 (Dried milk, other than

buttermilk, containing not over 3 percent -

of butterfat).
The Secretary has also advised me, pursuant to section
22 (b) of the Agricultural Adjustment Act, as amended,
that a condition exists requiring emergency treatment
with respect to nonfat dried milk and has therefore
recomménded that I take immediate action under section
22 (b) to authorize the importation of 60,000,000 pounds
during a temporary period ending June 30, 1973. I have
therefore this day issued a proclamation establishing
a special temporary quota of 60,000,000 pounds to be
effective through June 30, 1973. This quota is in
addition to the quantities otherwise authorized to be
imported under section 22 quantitative limitations.
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The United States Tariff Commission is, therefore,
directed to make an investigation under section 22
of the Agricultural Adjustment Act, as amended, to
determine whether 60,000,000 pounds of the above-
described article may be imported during a temporary
period ending June 30, 1973, in addition to the
quantities otherwise authorized to be imported under
section 22 quantitative limitations, without rendering
or tending to render ineffective, or materially inter-
fering with, the price support program now conducted
by the Departmaent of Agriculture for milk, or reducing
substantially the amount of products processed ir the
United States Ifrom domestic milk, and to report its
gindings anc¢ recommendations at the earliest practicabile
ate, A

Sincerely,

The Honorable Catherine May Bedell
Chairman

United States Tariff Commission
Washington, D.C. 20436
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Appendix B

Presidential Proclamation No. 4216
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PROCLAMATION AMENDING PART 3 OF THE APPENDIX TO THE
TARIFT < HEZDULZS OF THE UNITED STATES WITH RESPECT
TO TEZ IMPORTATION OF AGRICULTURAL COMMODITIES

BY THE PRESIDENT OF THE UNITED STATES OF AMERICA

‘A PROCLAMATION

‘ WHEREAS, pursuant to section 22 of the Agricultural
Adjustment Act, as amended (7 U.S.C. 624), limitations
héve been imposed by Presidential proclamations on the
quantities of certain dairy products which may be
imported into the United States in any quota year; and

WHEREAS the import restrictions proclaimed pursuant
to said section 22 are set forth in part 3 of the
Appendix to thé Tariff Schedules of the United States;
and

WHEREAS the Secretary of Agriculture has reported
to me that he believes that additional quantities of
dried milk provided for in item 950.02 of the Tariff

Schedules of the United States (hereinafter referred

to as "nonfat dry milk") may be entered for a temporary

period without rendering or tenéing to render ineffec-
tive, or materially interfering with, the price support
program now conducted by the Department of Agriculture
for milk or reducing substantially the amount of
products processed in the United States from domestic
milk; and ‘ | ‘
WHEREAS, under the éuﬁhoritylof'section 22, I

have requested the United States Tariff Commission to

make an investigation with respect to this matter; and
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WHEREAS the Secretary of Agriculture has deter-
mined and reported to me that a condition éxists with
respect to nonfat dry milk which requires emergency
treatment and that the gquantitative limitation
imposed ca nonfat dry milk should be increased during
the périod ending June 30, 1973, without awaiting the
recommendations  of the United States Tariff Ccmmission
.with fespect to such action; and

WHEREAS I fiéd‘and declare that the entry during
the‘period ending June 30, 1973, of an additional
" quantity of 60;000,000 pounds of nonfat dry milk will
not render or tend to render ineffective, or materially
interfere with, the price sﬁpport program which is .
being undertaken by the Department of Agriculture for
milk and will not reduce substantially the amount of
products processed in the United States from domestic
milk; and that a condition exists which requires emer-
gency treatment and that the quantitative limitation
imposed on nonfat dry milk should be increased during
such period without awaiting the recommendations of
the United States Tariff Comnission with respect to
such action;

-Now, THEREFORE, I, RICHARD NIXON, President of the
6nited States of America, acting under and by virtue
of the authority vested in me as President, and.in con-
formity with the provisions of section 22 of-the‘Agri-:
cultural Adjustment Act, as amended, and the Tariff
Clasgification Act of 1962,‘do hereby proglaim that
subdivision (vi) of headnote 3(a) of part 3 of the
Appendix to the Tariff Schedules of the United States

is amended to read as follows:
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(vi) Notwithstanding any other provision of
this part, 25,000,000 pounds of dried milk
described in item 115.50 may be entered during
the period beginning December 30, 1972, and
ending February 15, 1973, and 60,000,000 pounds
of such milk may be entered during the period
beginning the day after the date of issuance
of this procliamation and ending June 30, 1973,
in addition to the annual quota quantity specified
for such article under item 950.02, and import
licenses shall not be required for entering such
additional quantities. No individual, partner-
. ship, firm, corporation, association, or other.
legal entity (including its affiliates or
.~ . subsidiaries may during such period enter
© pursuant to this provision quantities of such
"additional dried milk totaling in excess of
- 2,500,000 pounds.

‘The 60,000,000'pound additional quotaAquantity provided
fbr herein shall continue in effect pending Presidential
" action upon receipt of the réport and recommendations

of the Tariff Commission with respect thereto.

IN WITNESS WHEREOF, I have hereunto set my hand
this tenth day of May, in the year of our Lord
nineteen hundred seventy-three, and of the Independence
of the United States of America, the one hundred and

ninety-seventh.
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fable 4.--Nonfat dry milk: U.S. production, imports for consumption,
exports, yearend stocks, and commercial consumption, 1968-72,

January-March 1972, and January-March 1973

: Ratio of
texports to
:production

‘Yearend :Commercial

=Imports? .
‘stocks °consumption

Year :Production: 1/ s Exports

1,000 : 1,000 : 1,000 : 1,000 : 1,000

pounds : pounds: pounds : pounds : pounds : Percent

1968-~~———==-:1,594,363 : 1,654 :396,755 :278,000 : 1,031,000 : 25
1969-—=—~———-:1,452,278 : 1,733 :329,372 :222,000 : 1,040,000 : 23
1970-———mm—==:1, 444,360 : 1,807 :416,000 :138,000 : 960,000 : 29
1971-~——=—=—=:1,417,649 : 1,805 :347,627 : 90,000 : 958,000 : 25
1972-————-—--~ :1,269,308 : 1,807 :282,461 : 45,000 : 899,000 : 22
Jan.-Mar.-- : : : : ] :
1972————====: 316,500 : 112 : 55,760 : 2/ : 241,000 : 18
1973----——-: 260,127 :25,843 : 11,493 : 2/ : 280,100 : 4

.
. .

1/ Those entered under absolute quota pursuant to sec. 22 of the

Agficultural Adjustment Act, as amended.
2/ Not applicable.

Source: Production, imports, and stocks compiled from official sta-
tistics of the U.S. Department of Agriculture; exports compiled from
official statistics of the U.S. Department of Commerce.
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Table 7.--Butter, Cheddar cheese, and nonfat dry milk: U.S. Jsepart-
ment of Agriculture and sec. 32 purchases, utilization (disposals),
and unc mmitted supplies, 1968-72, January-April 1972, and January-
‘April 1973

(In millions of pound.,y

Commodity : : ¢ Uncommitted sup-
and A ! Purchases 1/ ¢ Utitlizat..on * plies at end of
Year ' : : : vear 2/
Butter: - : : :
1968=mmmm e e 193 : 255 77
1969 = - 188 : 223 ¢ 33
1970-~- : 246 242 ¢ 37
1971 -m=mmm e e e : 324 328 : 33
1972—=-- : 224 : 216 : 43
January~-April-- : : :
1972 : : 105 : 47 90
1973- : 79 : : 43 78
Cheddar cheese: : : :
1968 ‘ : 78 : 111 24
1969 ‘ : 3/ 36 : -8 - 4
1970 . : 43 47 -
197]l—- e 101 ¢ 86 : 15
1972-- : 21 : 36 : -
January-April-- : : :
1972~ 9 : 20 4
1973 2 : 2 : 1
Nonfat dry milk: 4/ : : :
1968~ : 625 : 282 ¢ 246
1969 : 354 : 461 137
1970 : Ny 560 @ 29
1971-=—rmmmm o INY 462 . 14
1972=mmm e e e : 298 : 353 : -
January—-April—- : : :
1972~ ——mmm e e e : 105 : 134 @ 2
1973 : 10 : 7 : 0

1/ On the basis of contracts made; some deliveries were made in the
subsequent reporting period. '

2/ Owing to rounding of figures and purchase contract tolerances,
the supplies at the end of a period do not always equal the supplies
at the beginning plus purchases less utilization.

3/ Includes 13.5 million pounds purchased for school lunches under
sec. 709 of the Food and Agriculture Act of 1965.

4/ Includes instantized nonfat dry milk.

Source: Compiled from official statistics of tne U.S. Department of
Agriculture, '

Note.--Table does not include 107 million pounds'of evaporated milk
purchased between Apr. 1, 1969, and Apr. 1, 1970 w.th sec. 32 funds.
for domestic welfare use.
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