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INTRODUCTION

This report has been prepared in response to the following resolu-
tion, which was adopted on May 10, 1967, by the Committee on Ways and Means
of the House of Representatives:

RESOLVED, That the United States Tariff Commission is
hereby directed, pursuant to section 332(g) of the Tariff
Act of 1930, to make an investigation of the conditions of
competition in the United States between dairy products
(with particular attention to nonguota products) produced
in the United States and in foreign countries, and report
the results of such investigation to the Committee on Ways
and Means at the earliest practicable date.

The report of the Commission shall inclu&e factual

- information on domestic production, foreign production,
imports, consumption, channels and methods of distribution,
prices (including pricing practices), United States exports, .
United States customs treatment since 1930, and on other
factors of competition. The report shall also include
information indicating whether dairy products are being
imported into the United States under circumstances and
'in quantities interfering with, or threatening to interfere
with, price support programs of the Department of Agriculture
for milk and butterfat. 1/

On April T, 1967, at the direction of the President, the Tariff
' Commission had undertesken an investigation under section 22 of the
Agricultural Adjustment Act, as amended, to determine whether certgin
dairy products were being, or were practically certain to be, imported

into the United States under such conditions and in such quantities as

1/ The Commission issued a public notice of the institution of the
investigation (No. 332-53) on May 11, 1967. The notice was posted at
the office of the Commission in Washington, D.C. and at its office in
New York City; it was published in the Federal Register (32 F.R. 7357)
and in the May 31, 1967, issue of Customs Bulletin. The Commission’
announced that it did not contemplate holding public hearings, but it
urged interested parties to submit promptly any written statements
they wished considered. The Commission indicated that it would in-
clude relevant data obtained in the course of the then pending sec-
tion 22 investigation with respect to certain dairy products.




to render or tend to render ineffective, or materially interfere with,
the price-support programs of the U.S.'Department of Agriculture for
milk and butterfat, and to determine related questions. }/ On June 15,
1967; the Commission reported the results of this investigation to the
President (TC Publication 211). By Proclamation No. 3790 of June 30,
1967{ the President, among other things, imposed quotas on U.S. im-
ports_of certain butterfat-sugar mixtures, designated American;type
cheeses (including Colby), and certain frozen cream; the quotas
generally limited annual imports of such products to approximately

the average annual volume that entered in 1961-65. 2/

Béginning in 1965, the dairy situation in the United States altered
materially. The annual domestic production of milk decl;ned, whéreas
it had’increased slowly in the preceding twq*&ééades. The domestic
output of milk was materially lower in 1966 than in most yéars of the
preceding decade, and was slightly lower in 1967 than in 1966. In
1966, for the first time in'many years, the U.S. supply of dairy
products was about in balance with domestic commercial demand,

and the Government acquired only small quantities of dairy products

_/ In the past decade and a half, the Commission has conducted
eight investigations on various dairy products under section 22 of
the Agricultural Adjustment Act, as amended, to determine if imports
were materially interfering, or were likely to interfere, with the
price-support programs of the Department of Agriculture for milk and
butterfat. Most of the investigations resulted in the imposition of
quotas on imports of specified dairy products or the modlflcatxon of
quotas previously imposed (see appendix B).

g/ The results of the investigation and subsequent action by the
President are described in greater detail in the later section of
this report on U.S. nontariff import restrictions on dairy products.



under its price-support programs. In the early summer of 1966, the
Department of Agriculture raised the price-support levels for dairy
products by about a fifth. This increase in support was the sharpest
in history; within a period of 3 months, suppprt objectives were
raised from the minimum legally permissible level {75 percent of parity}
to almost the maximum (90 percent). The Department also took action
under the Federal Milk Marketing Orders--in both 1966 and 1967--to
increase the prices received by farmers for milk marketed for fluid
consumption (Class I milk). Prices received by farmers for milk rose
appreciably; average prices in 1966 and 1967 were substantially higher
than in earlier years.

During 1966 and the early months of 1967, imports of some dairy
products not subject to quantitative limitations rose sharply; imports
of Colby cheese, butterfat-sugar mixtures, and frozen cream accounted
for about 95 percent of the increase in imports. Aggregate imports of
dairy products in 1966 were triple those in 1965; nevertheless they
vere equivalent in 1966 to only about 2 percent of the domestic produc-
tién of milk. Imports in the first 6 months of 1967 were 60 percent
larger than those of the corresponding period of 1966. At mid-year,
as previously noted, the President imposed import quotas on the afore-
mentioned products.

Meanwhile, the prices received by farmers for milk, although
remaining higher than they had been before, declined to close to sup-
port levels in the early months of 1967. U.S. consumption of dairy

products, exclusive or that by recipients of Government donations,



declined appreciably in 1967; Government acquisitions of dairy prod-
ucts uhder its price-support program were substantial, although not
appreciably larger relative to domestic output than in the late
1950's and early 1960's.

The governments of most major milk-producing countries support
the prices of dairy products in their domestic markets. Many subsi-

_ dize their exports and restrict their imports of these products. The
- conditions of competition in the United States between foreign and
domestic dairy products are éreatly affected by such governmental
programs. These manifcld and complex measures to support prices,
expand exports, and restrict imports create trade patterns quite un-
like those that would prevail in a freely competitive market. In
response to the Committee's resolution, therefore, this report deals
with U.S. and foreign governmental programs respecting dairy products,
as well as domestic and foreign trade in those products.

The investigation at hénd is concerned with virtually all dairy
products. Hence, this report deals with milk and cream for consump-
tion in fluid form, as well as in the form of a wide variety of manu-
féqtured dairy products. The first section of the report analyzes
the domestic dairy situation in overall terms; subsequent sections
provide salient data respecting the conditions of coﬁpetition’between
imported and domestic dairy products. Accordingly, information is
presented on the dairy products specified in part 4 of schedule 1 of
the Tariff Schedules of the United States (TSUS), as well as on butter

oil and certain butterfat-sugar mixtures. Certain products made from



milk (e.g., casein, lactose, and lactalbumin) and certain other prod-
ucts containing butterfat (e.g., chocolate crumb) are not discussed

herein.






THE DOMESTIC DAIRY SITUATION

Milk and other dairy products combined play a2 major role in the
farm ecoﬁomy of the United States. In 1966 dairy products sold by
U.S. farmers had a value of about $5.5 billi@n; they accounted for a
seventh of farmers' total cash receipts from the sale of farm prod-
ucts. The sales of dairy products ranked second only to sales of
livestock. The annual.valﬁe of dairy products sold by farmers in
recent years has been less than half the value of meat animals sold,
but substantiaily larger than that of either feed crops or poultry
products; it has been double to triple the value of farmers' sales of

cotton, food grains, or tobacco.
U.S. consumption

In terms of milk equivalent, the aggregate annual consumbtion of
milk and other dairy products in the United States increased gradually
between the mid-1940's and the mid-1960's, and then declined. The
consumption in 1964--123 billion pounds--was about 12 percent larger
than average annual consumption in 1947-49 (table 4). After 196k it
declined to 122 billion pounds in 1965, 119 billion pounds in 1966,
and 116 billion pounds in 1967. Per capita civilian consumption of
milk and other dairy products combined has declined almost steadily
since World War II. In 1966 it was about a fifth lower than it had
been immediately following World War II. Per capita consumption

amounted to about 600 pounds in 1966, compared with about 760 pounds



in 1945-49 (table 5). Although per capita consumption has declined
sﬁbstantially, the growth in U.S. population has resulted in a slow
increase in aggregate consumption in most years since World War II.
Tike total U.S. consumption of dairy products, the consumption
of such products exclusive of Government donations has generally
grown slowly since World War II. Such consumption in 1967, however,
was about 5 percent smaller than in 1966--a drop in consumption of 5
‘billion pounds. About half of the decline was accounted for by de—‘
creased consumption of milk in fluid form, and half by decreased con-

sumption of manufactured dairy products.

Trends, by major products

In the two decades since World War II, the civilian consumptiocn
of milk in the United States has consisted about eqﬁally of that con-
sumed in fluid form (hereinafter referred to as fluid milk) and that
consumed in the form of manufactured dairy products (fig. 1). 1In thié
feriod, the annual domestic consumption of both fluid milk and manu-
factured dairy products rose by about 12 perceht. Nevertheless, the
per capita consumption of both fluid milk and manufactured dairy prod-
ucﬁs declined materially in that period--by nearly 20 percent in each
instance. ’The long-run trend of per capits consumption of some dairy
products, however, differs materially from that of others (table 6).
The per capita consumption of butter and evaporated milk, on the one
hand, has declined for & number of years; that of cheeses and frozen

dairy products, on the other hand, has jncreased. Developments in the



Figure 1.--U.5. production of milk and milk equiva-
lent of U.S. imports of dairy products, 1958-66
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consumption of individual dairy products are discussed in subéequent

sections of this report.

Distribution channels

The great bulk of aggregate U.S. consumption of milk and other
dairy products--more than nine-tenths--has been accounted for by prod-
ucts_that have moved into consumption through commercial channels.
Milk consumed én farms where it was produced and dairy products do-:
nated or subsidized by Federal programs have accounted for the remain-
der. The annual quantity of milk consumed on farms has declined
sharply since World War II; such consumption dropped from an average
of more than 15 billion pounds in 1947-L49 (14 percent of aggregate
consumption) to 3 billion pounds in 1966 (3 percent).

In the last decade from 4 billion to 8 billion pounds of milk and
other dairy prdducts,(milk equivalent) have reached the consuﬁer annu-
ally through two groups of Federal programs: (1) donations to welfare
programs and (2) school lunch and special milk programs. The average
annual quanfity so distributed has been equivalent to about 5 percent
of average annual consumption of milk in the United States. The
-school lunch and special milk programs have grown. In 1966, 3.4 bil-
lion pounds of milk and other dairy products were distributed through
those programs,'compared with an annual average of less than a half
billion pounds in 1947-49 (when only the school lunch program was in
effect). Federal donations to welfare programs have varied widely

from year to year, depending largely on the quantities of dairy
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products held by the Federal Government as a result of acquisitions
under the price-support program. In recent years, Federal donations
to welfare programs have declined sharply; whereas théy were close to
5 billion pounds (milk equivalent) in each of the yeafs 1962-64, they
totaled only 3.6 billion pounds in 1965 and 1.1 billion pounds in
1966. The quantities of dairy products owned by the Federal Govern-
ment at the close of 1966 were extremely small. In 1967, however, the
Government purchased substantial quantities of dairy produéts;Aabout
3.0 billion poundé of dairy products werendonated to welfare programs

during the year.

Factors affecting consumption

The long-run decline in aggregate per capita consumption of dairy
. products occurred despite a'marked rise in disposable real personal
income in the United States. ;/ Changing food consumption patferns
arising from a variety of economic, cultural, and technological develop-
ments have, on balance, adversely affected the per capita consgmption
of both fluid milk and manufactured dairy products. In recent years,
many cdnsumers have adhered to low-fat diets because of concern with
their weight and intake of cholesterol. Shifts in food habits result-
ing from such diets have contributed to the decline in per capita

consumption of butter, cream, and other high-fat dairy products; on

l/ Aggregate disposable personal incomes in the United States, in
terms of constant dollars, increased by 71 percent from 1950 to 1965;
such incomes on a per capita basis rose by 33 percent in the same
period.



the other hand, such shifts have stimulated the consumption of skimmed
milk and nonfat dry milk, as well as low-fat nondairy products. In-
creasingly in recent years, substitute products that are lower in cost

: and/or more convenient to use than the competitive dairy products have
become available to the consumer. Among such articles currently on

the market are oleomargarine, nondairy creamers, whipped toppings, and
imitation dairy products (including milk) made from vegetable fat.
Oleomargarine, wﬂich has long competed with butter, has had the greét-
est impact on the decline in the domestic consumption of dairy products.
In March 1966, the military services, with the exception of the Navy,
began to use oleomargarine rather than butter. The increasing popu-
larity of beverages other than milk, particularly soft drinks, icéd
tea, and iced coffee, has also contributed to the decreasing per capita
consﬁmption of fluid milk.

The U.S. consumption of milk in fluid form, as well as the con-
sumption of manufactured daify products, are moderately responsive to
changes in consumer prices or incomes. Thus, substantial changes in
lthe consumer prices of dairy products (or in the real incomes of con-
.sumers) ggnerally result in significant changes in the consumption of
the respective dairy products. The Department of Agriculture reports,
for example, thgt & 1l0-pércent increase in the retail'price of fluid
milk will result in a decline of about 3 percent in the consumption of

that product; }/ other studies suggest that comparable increases in

1/ Dairy Situation, DS-316, July 7, 1967, p. 12.
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the prices of manufactured dairy products will generally result in
considerably greater declines in the consumption of those products
(especially butter). 1/ The sharp decline in the consumption of dairy
- products in l967_appears to have resulted largely froﬁ the marked in-
crease in retail prices of dairy products that occurred in 1966 and
then held into 1967. The retail price index of dairy products
(1957-59=100) averaged 117 in 1967, compared with 112 in 1966 and 105
in 1965. As noted earlier, the domestic consumption of dairy products

in 1967 was about 5 percent lower than in 1966.

g/ See, for example, Robert R. Wilson and Russell G. Thompson,
Demand, Supply, and Price Relationships for the Dairy Sector, Post-
World War II Period, Journal of Farm Economics, May 1967. The most
recent comprehensive study of price and income elasticities of dairy
products made by an agency of the Federal Government was The Demand
and Price Structure for Dairy Products, Agricultural Marketing Service,
U.S. Department of Agriculture, May 1957.
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U.8. Production

In the two decades following World War II, the annual production
of milk in the United States increased slowly, but declined after
196L. The annual output in 1960-6L4 averaged 125 billion pounds, com-
pared with 118 billion pounds in 1945-49. Production varied little
from year to year during that period; fluctuations in annual output
rarely exceeded 2 percent. In 1965 and 1966, however, the U.S. pro-
duction of milk declined significantly. The.output of milk in the
latter year--120 billion pounds--was more than 5 percent lower than
in 1964 and materially lower than in most years of the preceding
decade. In 1967 the U.S. output of milk was sligﬁtly lower than in
1966. The recent decline in milk production has been associated with
high prices for livestock, which has encouraged dairy farmers either
to cull their herds more than usual or to discontinue dairy farming;
the number of'milk cows on farms, as noted in an earlier section,
declined at a higher rate than usual during 1965 and 1966. More
favorable returns in alternative farm enterprises and increasing
opportunities of attractive off-farm employment also contributed to

the decreased output of milk.

Trends, by major producﬁs and geographic areas

In recent years Grade A milk has accounted for an increasing

~share of the U.S. output of milk, and manufacturing grade milk, for
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a decreasing share. 1/ In 1966, 70 percent of the milk sold by
farmers to plants and dealers was Grade A, compared with about 60
percent in 1950 (table 7). Dairy economists predict that eventually
virtually all U:S. production of milk will be Grade AL g/ It appears
that the bulk of the farms that have ceased production of milk in
recent years have been those that produced manufacturing grade milk.
Farms now producing Grade A milk are, on the average, materially
larger than those prodﬁcing manufacturing grade milk. Although the
costs of producing Grade A milk generally exceed slightly those of
“the ﬁanufacturing grade, the net incomes on farms producing Grade A
milk in recent years have probably exceeded those on farms producing
manufacturing grade milk. ;/

The production of Grade A milk in the United States for a number
of years has exceeded materially the quantity sold for fluid éonsump-
tion at the prevailing prices. Since fluid milk is highly perishable,
the output of Grade A milk not sold for fluid consumption. is channeled
into the production of manufactured dairy products. In 1966 nearly a
third of the Grade A milk sold by U.S. farmers was used to produce
manufactured dairy products; that milk accounted for about two-fifths

of the total amount of milk used to produce such products. Although

;/ Grade A milk, which is produced under specified sanitary condi-
tions, may be either sold for fluid consumption or used in the pro-
duction of manufactured dairy products. Manufacturing grade milk may
not be sold for fluid consumption but may be sold to produce manufac-
tured dairy products.

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

June 1966, pp. 29-30.

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

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

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

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

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

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

The supplies of domestic milk available for manufacturing use were

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

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

fluid form were somewhat less, thus resulting in increased supplies

of domestic milk for manufacturing use. The supplies of imported

ingredients for manufacturing dairy products were about the same in

1967 as in 1966.

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

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

Year : Butter

¢ Cheese

f Frozen dairy
* products 1/

+ Million :

Million : Million

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

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

nonfat milk solids.

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

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

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

largely from the competition of oleomargarine.

The U.S. production

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

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

creased population.

U.S. dairy farms

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

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

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

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

large  herds.

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

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

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

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

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

than in the previous year.

Role of cooperatives

For many years farmers have joined together in cooperatives to

market and process agricultural products. Section 6 of the Clayton

!
/

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

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

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

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

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

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

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

ures had not been in force.

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

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

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

in 1967 were even smaller than in 1966.



U.S. imports

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

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

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

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

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

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

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

imports of all dairy products in 1966. The milk equivalent of
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recent imports of butterfat-sugar mixtures and Colby cheese are shown
in the following tabulation (in millions of pounds):

Butterfat-sugar Colby

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

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

that of 1966 and the first half of 1967.



N
\O

Federal Programs for Dairy Products

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

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

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

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

Federal Milk Marketing Orders

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

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

Farmers or their representatives (usually a cooperative) must

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

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

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

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

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

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

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

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

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

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

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

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

hundred pounds.

The price-support program

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

and nonfat dry milk.

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

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

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

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

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

Calendar year ¢ production

‘ Milk equivalent Percent of

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

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

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

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

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

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

Disposition of Government stocks.--The dairy products acquired

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

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

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

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

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

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

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

amounted to about $1.0 billion in 1955-67.

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

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

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

exports of designated dairy products to the United States.

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

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

‘States under section 22,"

Section 22 quotas on imports of dairy products

Since 1953 the United States has imposed absolute quotas

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

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

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

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

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

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

lation:

Commodity Quantity

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

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

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

Other----=--cccccmmcccaaa- None

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

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

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

Dried skimmed milk (TSUS item

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

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

Butter, and fresh or sour cream

containing over 45 percent of

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

over L5 percent of butterfat

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

cheese and substitutes for

cheese containing, or processed

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

stitutes for cheese contain-

ing, or processed from, Cheddar

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

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

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

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

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

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

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

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

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

1967:

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

Belgium and Denmark

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

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

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

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

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

in the later sections of this report.

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

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

to licensing procedures are administered by the Bureau of Customs

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

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

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

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

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

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

éulture.

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

g/ At present the so-called new business quota for Italian-type
cheeses is 5,000 pounds; Edam and Gouda cheeses, 10,000 pounds;
blue-mold cheese, 2,500 pounds; and Cheddar cheese, 1,000 pounds.
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Quotas under the Sugar Act of 1948, as amended

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

For the calendar year 1966, the following quotas were established

(31 F.R. 9495-96):

Quantity of mixtures

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

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

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

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

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

16518-20): 1/

Quantity of mixtures

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

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

200,000 1lbs., raw value,

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

sugar) . :

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

posed rule had not beeﬁ made effective.

The Federal Import Milk Act

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

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

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

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

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

tions agreed upon are shown in the following tabulation:

Commodity . 1962 , 1963 , 1964 , 1965

Colby cheese: 1/ : : : :

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

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

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

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

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

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

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

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

1966 1/ were as follows:

‘ Cows and heif- : Annhal milk

Model E ers (2 years f production

" 0ld and older) , per cow

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

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

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

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

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

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

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

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

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

machinery, and buildings.



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

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

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

i Net farm income '
Period :
: Actual

‘ In constant pur-
chasing power

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

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

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

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

cows increased about 29 percent (table 2).

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







65

WORLD PRODUCTION AND TRADE

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

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

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

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

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

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

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

land, 1,400 pounds, New Zealand, 1,300 pounds, Denmark, 1,000 pounds,
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Australia, 900 pounds, and Canada, 870 pounds. The United States
ranks sixteenth in per capita consumption--only 616 pounds in 1965.
In most major milk producing countries, the per capita consumption of
dairy products has been declining largely because of tﬁe competition
between butter and oleomargarine.

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

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

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

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

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

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

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

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

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

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

The European Economic Community (EEC)

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

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

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

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

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

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

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

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

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

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

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

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

in some subsequent sections of this report.

‘'The United Kingdom

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

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

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

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

"extended to imports from a number of the Commonwealth countries. 1In
addition, certain dairy products imported from memger countries of the

European Free Trade Association enter the United Kingdom free of duty.

Scandinavia
The production of milk in Scandinavia has not altered significantly

in recent years. The aggregate annual output in the 4 Scandinavian
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countries--Denmark, Finland, Norway, and Sweden--amounted to 31.4
billion pounds in 1966 compared with 31.0 billion pounds in 1956-60.
The current Scandinavian production of milk is equivalent to about a
fifth of that in the European Economic Community and aﬁout a fourth of
that in the United States, but slightly larger than that in Australia
and New Zealand combined. In the last decade, the output of milk in
Demnmark and Norway has been virtually unchanged, while that in Finland
has been increasing and £hat in Sweden has been decreasing. In the
Scandanavian countries, nearly a third of the output of milk is con-
sumed in fluid form; about half is used in the productioh‘of butter,
and a tenth in the production of cheese.(table-l8).‘

Denmark has ranked about sixth among the major world exporters of
dairy prodncts in recent years. Exports of dairy products by the other
.Scandinavian countries are materially smaller than those from Denmark.

Each of the Govermments of the Scandinavian countries supports
its domestic prices of milk and dairy products; some’subsidize directly
the production and/or coﬁsumption of various dairy products. ‘Generally
they control imports of dairy products rather rigidly and subsidize
exportsi

Since 1961. domestic market prices for milk and dairy products
in Denmark have been established by an organization of producers. under
the supervision of the Danish Government. As part of a broad program
to subsidize Danish agriculture in order to reduce disparities between
farm and other income, the,Dani;h Government makes annual grants to

dairy farmers; the amount of the grants vary directly with the size of
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the farm and the number of milk cows thereon. Imports of dairy prod-
ucts into Denmark are generally prohibited. Exports of butter and
éheése are regulated by industry boards. The boards operate stabiliza-
tion funds through which returns to dairies (plants) from exports of
butter and cheese are equalized irrespective of the export destination.

The Governmental dairy programs in Finland and Norway aim to keep
the production of milk equal to domestic requirements; The Finnish
Government establishes a target price annually at which it expecté to
support prices paid to dairy farmers. To enable dairies (plaﬁts) to -
pay the farmers at the target level, domestic retail prices of fluid
milk, butter, and certain cheeses are controlled;‘the Government pays
a direct subsidy to producers of butter to keep the retail price.at
levels which it expects will encourage do@estic consumption. In Nor-
way;'the Government fixes maximum retail prices and producérs' markups
for milk and dairy products, apparently to encourage coﬁsumption; it
also subsidizes the purchaées of fertiliZer, equipment, and other
materials needed by farmers for dairying. Both countries subsidize
exports of dairy products; they control imports by the imposition of
import levies and quantitative restrictions.

The .marketing of milk and dairy products in Sweden is controlled 
by the Swedish Dairy Association which operates undér the supervision
of the Swedish Government. Support prices are established for dairy
produéts; domestic prices are permitted to fluctuate within limits
which are generally set 10 to 15 percent above and below the support

level. By means of an equalization fund (derived in part from certain
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import levies and domestic taxes), farmers are paid the same price for
all milk delivered regardless of the use to which it is put (i.e.,
fluid consumption or manufacturing). From general funds, the Govern-
ment pays farmers a fixed subsidy based on the butterfét content of
milk they deliver to dairies. Exports are subsidized by the difference
between the domestic price and the export price. Variable levies--the
difference between the support price of a product and the world price--

are imposed on imports of dairy products.

Australia and New Zealand

In recent years Australia and New Zealand together have produced
about 5 percent of the world's output of milk. Milk production hés
grown moderately in both countries; output in each country in 1966 was
about 12 percent larger than annual average production in 1956-60. The
production of milk per capita in both countries is among the wérld's
highest, New Zealand ranking first and Australia, fifth. Compared
with many important milk-producing countries in Western Furope and
North America, however, output per cow is low. Production of milk per
cow in 1966 was about 8,500 pounds in the United States, 5,200 pounds
in Australia, and 6,500 pounds in New Zealand. The predominant breed
of cow in Oceania, the Jersey, produces less milk per cow than other
breeds. The milk of the Jersey, however, has a higher butterfat content
than that of other breeds. Because of the higher butterfat content,
the éutputcf milk in Oceania is conducive to the manufacture of dair&
products, particularly butter and cheese. Australia and New Zealand

rank fourth and fifth, respectively, in the world in the production of
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bufter, A high proportion of milk output in Australia and New Zea-
land--63 percent and 72 percent, respectively, in 1966--has been chan-
neled into butter manufacturing (table 18).

Australia and New Zealand are among the six major world exporters
of dairy products. By far the greatest part of their exports of dairy
products goes to the United Kingdom. Australia, New Zealand, and
Denmark supply about two-thirds of the international trade in butter.
‘New Zéaland.is the world's second largest cheese exporter, supplying
about a sixth of world exports; that country also accounts for a large
share of world ekportS'of nonfat dry milk.

The Australian Dairy Industry Council, which is composed of repre-
sentatives of the dairy industry, is empowered by the Australian
Govermment to fix domestic wholesale prices of butter and cheese.
Through other industry organizations, the Government underwrites
financially a so-called equalization program designed to provide uniform
returns to factory producers on their sales of dairy products and also
subsidizes by a given amount annually (currently about $50 million) the
production of butter, cheese, and other produéts containing 4O percent
of butterfat or more. State milk boards and organizations of producers
of dairy’products negotiate the price to be paid to farmers for milk
for fluid consumption; the State boards establish retail prices for
fluid milk andicream. Imports of dairy products into Australia are
subject to tariffs. Exports of most dairy products are made by, or
are under the control of, the Australian Dairy Produce Board,

In New Zealand, & Dairy Production and Marketing Board, composed

of industry and govermment representatives, is directed to acquire and
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market all butter and cheese intended for export. The Board is also
authorized to acquire and market, as it may decide, other dairy products
intended for export. Prices that must be paid by the Board are fixéd
by a Dairy Product Prices Authority in consultation with the Minister

of Agriculture. 'The prices of dairy products sold for domestic consump-
tion are supported by the Board, if they are lower than the prices paid
by the Board for dairy products to be exported; public funds are made
available to pay to producers the difference between such prices. Re-
tail prices for liquid milk and butter are fixed by the Government.
Virtually all imports of dairy products afe subject to licensing and

import duties.

Canada

. Canada ranks eighth in the world production of milk; Canada's
production is equivalent to less than a sixth of the milk produced in
the United States. Production of milk in Canada has increased slowly:in
the past few years; output in 1966 amounted to 18.4 billion pounds, |
compared with an annual average output of 17.4 billion pounds in 1956-60.
As in the United States, cow numbers in Canada have declined steadily,.
but production per cow has risen. The production of butter decreased
between 1964 and 1966; the production of cheese increased, while the
production of canned milk was virtually unchanged.

In recent years, Canada has been among the world's chief exporters
of dry whole milk and nonfat dry milk; it has accounted, however, for

less than 10 percent of world exports of each product.
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Since 1958, the Canadian @Government has supported the domestic
prices of butter, Cheddar cheese, and manufacturing milk at not less
than 80 percent of the average prices in the preceding ten years.
Generally support levels have been above the minimum level. The price
support is carried out by offers to purchase dairy products or by
direct payments to farmers. In 1967 a Canadian Dairy Commission was
established; it was granted broad responsibility to develop the Canadian
dairy industry. Provincial marketing boards, which are directed to
work with the newly appointed Commission, control the prices of dairy
products produced in their Provinces. The boards in most Provinces
prescribe minimum prices at both producer and consumer levels for milk
sold for fluid consumption. Minimum prices of milk sold for manufac—
ture, in Ontario at least, are negotiated by producers and manufacturers
and are applicable to all milk bought there for manufacturing purposes.
Payments are made on exports of some dairy products (e.g., Cheddar
cheese and nonfat dry milk) to some markets, but not on the products
destined to the United States. Imports of milk products are subject
to tariffs, and imports of some products (creamery butter, Cheddar and
Colby cheeses, and skimmed milk powder) require a permit from the

Government .
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MAJOR PRODUCTS OF MILK AND CREAM

Although the value of dairy products sold by U.S. farmers amounted
to about $5.5 billion in 1966, expenditures by consumers at the retail
level for dairy products amounted to $1L.2 biilipn in 1966. In 1964,
16 percent of consumers’ total expenditures on food was for dairy prod-
ucts.

The conditions of qompetition in the United States between import-
ed and domestic dairy products differ widely from product to product.
On the one hand, for example, little imported milk or cream in fluid
form is sold at retail in the United States; on the other, imports of
some varieties of cheese supply a large share of domestic consumption.
The following sect.ions’ of this report provide data on the competitive

circumstances respecting various categories of dairy products.



80

Milk and Cream in Fluid Form

Description

Whole milk is a bulky, perishable product that is generally used
near the area of production. In recent decades, however, homogeniza-
tion, pasteurization, sterilization, and refrigeration have made it
possible to ship milk greater distances than formerly. Although sub-
stantial quantities of sheep's and goat's milk are produced in some
areas of the world, cow's milk accounts for the great bulk of the
world's output of milk.

About half of the U.S. production of milk for human consumption
is consumed in the fluid form; the remainder is used to produce manu-
factured dairy products (table 8). Data are given in this section of
the;repor£ primarily on the portion of the U.S. output of milk con-
sumed in the fluid form, i.e., fluid whole milk and cream, fiuid
skimmed milk, fluid buttermilk, fluid whey, and chocolate milk drink.

Cream is the fatty }iquid separated from whole milk. Cream con-
taining o&er 45 percent of butterfat is dutiable as butter and dis-
cussed in the following section of this report. The most important
purpose for separating cream from whole milk is to obtain a product
from which butter may be churned economically; cream is also consumed
as such and used in making other dairy products. In recent years,
frozen cream from New Zealand has been virtually the only fluid milk
or cream product to be imported. The imported cream is closely

comparable to the domestic cream.
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Skimmed milk is whole milk from which butterfat has been removed.
There are two types of buttermilk: (a) that resulting from the churn-
ing of milk or cream to make butter, and (b) that produced by the
addition of certain bacteria to milk. The former product has at times
created disposal.problems for butter plants; it is generally either
used for animal feed or condensed or dried for human consumption. The
latter product, often called cultured buttermilk, is invariably sold
in the fluid form at the retail level for human consumption.

In the past decade, both buttermilk and skimmed milk, which are
valuable sources of calcium, riboflavin, and protein, have become
important articles of commerce. In addition to being consumed in
fluid form, they are used extensively in producing dried buttermiik
and dried skimmed milk (products discussed later in this report),
‘which in turn are used as ingredients in ice cream mixes and bakery
and confectionery products. Skimmed milk is also used extensively to
make cottage cheese and condensed or evaporated milk. In earlier
years, however, skimmed milk and buttermilk were used mainly as
animal feeds. Skimmed milk was also used to manufacture casein. In
recent years, however, the price-support program of the U.S. Depart-
ment of Agriculture.has increased the price of nonfat dry milk sub-
stantially. Accordingly, large quantities of domestic skimmed milk
have been diverted from the production of casein to the output of
nonfat dry milk. Virtually all the domestic requirements for casein
are currently supplied by imports. Casein, dutiable in schedule Y
(chemicals and related products) of the TSUS, is not discussed further

in this report.
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Fluid whey is the liquid portion that remains after cheese has
been made from milk. Although fluid whey at times has created disposal
problems for cheese plants, it has important commercial uses. It
is the principal source of lactose(milk sugar), is freéuently used for
animal feed, and is sometimes used to make cheeses such as Ricotta,
Mysost, and Primost. In recent years, increasing quantities of fluid
;whey have been dried for use in the confectionery, bakery, and chemical
industries; dried whey is discussed later in this report.

Chocolate milk drink embraces generally two types of products--one
which is made from skimmed milk with the addition of flavoring and
other ingredients, and the other being whole milk to which chocolate

flavoring, usually cocoa, has been added.

U.S. tariff treatment and other import restrictions

Since August 1963, U.S. imports of fluid milk and cream have been

dutiable as follows: 1/

TSUS
item Commodity Rate of duty
115.00 Buttermilk-eeeecmecmocmccmcccccmcc e 1.5¢ per gal.
Other:
115.05 Skimmed milKk---=--mecmmaem e 1.5¢ per gal.
Other milk:
115.10 Within quota of 3,000,000 gallons--- 2¢ per gal.
115.15 Over qUuOta-==mem—cecmmmcccccccccm———— 6.5¢ per gal.
Cream: .
115.20 Within quota of 1,500,000 gallons--- 15¢ per gal.
115.25 - OVer qUOota-—==-eemccacmcccccccn———— 56.6¢ per gal.
118.00 Whey==—momccc e ——— 1.5¢ per gal.
118.15 Chocolate milk drink-=—-essmecceccmcmana- 20% ad val,

1/ For the statutory descriptions, see table 19 in the appendix to
this report. :
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These rates are currently applicable to imports from all countries
(except the Republic of the Philippines) other than those designated as
being under Communist control. i/ The rates of duty on skimmed, sour,
and whole.milk and whey have been in effect since January 1, 1948. The
rates of duty on cream have been in effect sinée June 6, 1951. The rate
on chocolate milk drink is that originally provided for in the Tariff
Act of 1930. The ad valorem equivalent of the current specific rate on
item 115.20, based on U.S. imports entering during 1966, is 8.4 percent;
there were no imports of the other products in recent years.
Under the Tariff Act of 1930, U.S. imports of fluid milk and cream

were dutiable at the rates of 6% cents per gallon (whole milk), 56-6/10
cents per gallon (cream), and 23 cents per gallon (skimmed, séur,'ﬁutter-
milk, and whey) (par. 707). Imports of whey were dutiable under
ﬁaragraph 1559 at the rate of 2% cents per gallon b& virtue of simili-
tude to buttermilk. Pursuant to concessions granted by the United
States under bilateral trade ;greements and the General Agreement on
‘Tariffs and Trade (GATT), these rates were reduced to those now in effect
under the TSUS (table 20). The rates of duty on imports in excess of the
quotas were bound at the §riginal Tariff Act of 1930 levels. U.S. im-
ports of chocolate milk drink were dutiable at the rate of 20 percent

ad valorem under paragraph 1558 of the 1930 act; the rate was not

reduced under trade agreements.

1/ Imports from these Communist-controlled areas are dutiable at the
rates of 2.05 cents per gallon (items 115.00, 115.05, and 118.00), 6.5
cents per gallon (items 115.10 and 115.15), 56.6 cents per gallon
(items 115.20 and }15.25), and 20 percent ad val. (item 118.15)
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The existing rates of duty are not ones on which the United
States gave concessions in the sixth (Kennedy) round of trade nego-
tiations under the GATTa

Pursuant to Presidential Proclamation No. 3790 of June 30, 1967,
U.S. imports of cream_l/ were made subject to quantitative restric-
tions under section 22 of the Agricultural Adjustment Act, as amended
(see item 950.0C of the appendix to the TSUS). The annual qudta of
1,500,00C gallons was allocated.(cn a calendar-year basis) entireiy
to New Zealand, g/ the only significant supplier in recent years. 3/
Other forms of fluid milk and cream are not subject to quota. U.S.
imports of fluid milk and cream and chocolate milk drink are subject
to the provisions of the Federal Import Milk Act of 1927; that act

has been discussed earlier in this report.

U.S. consumption.

The U.S; annual apparent consumption of fluid milk and creamn,
which is virtually all supplied by the domestic production, ranged
from about 58 billion to 60 billion pounds dﬁring 1962-66 as shown
in the following tabulation (in millions of pounds of milk equiva-

lent):

1/ ™Milk and cream, fluid or frozen, fresh or sour, containing over
5.5 percent but not over 45 percent by weight of butterfat."

2/ For 1967, the quota (allocated exclusively to New Zealand) was
the quantity entered on or before June 30, 1967, plus 750,000 gallons.
3/ During 1963-65 New Zealand limited its annual exports of frozen
cream to the United States to 1.5 million gellons (see the section of

this report on commitments by exporting countries).
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Year : .
on . and special

farms  milk programs

sumed . school lunch .

°

Commercial

. channels 1/°
° categories

Apparent consumption

All

: Excluding Fed-
eral programs

1962--; 4,410

2,755
1963--: 4,023 2,902
1964--: 3,693 : 3,031 :
1965-~-: 3,355 : 3,215 :
1966--: 3,000 3,380 ¢

eo oo

50,835
519875 H
52,476
52,830 :
53,220 ¢

58,000 : 55,245
58,800 : 55,898
59,200 : 56,169
59,400 56,185
59,600 : 56,220

1/ Includes military consumpt

in each year during 1962-66.

ion which averaged 1,400

million pounds

Fluid milk and cream consumed on farms where it was produced declined

from -about 8 percent of total consumption in 1962 to 5 percent in 1966.

Meanwhile, the amount of fluid milk consumed under Federal programs

averaged about 5 percent annually. Although the quantity of milk

and cream consumed in the fluid form has not altered significantly in

recent years, the shére of the total output of milk consumed in the

fluid form has been increasing gradually.

Although the aggregate consumption of fluid milk has remained

fairly constant in recent years, the per capita consumption has

declined. somewhat. The consumption of cream has decreased, whereas

that of low-fat items such as skimmed milk, buttermilk, and flavored

milk drinks has increased. During the period 1962-66, the annual per

capita consumption of fluid milk decreased from 266 pounds to 260

- pounds and that of fluid cream decreased from 8.6 pounds to 7.4 pounds.

The annual per capita consumption of low-fat items, however, increased



from 27/pounds to 38 pounds during the period. As a result of changes
in nutritional pracﬁices consumers in recent years have been substi-
futing foodg high in vegetable fat and foods low in butterfat for -
high-butterfat foods. Butterfat, moreover has been higher priced

than vegetable fats.

U.S. production

- The domestic production of milk.and cream for fiuid consuﬁption _
is equivalent to consumption (shown in the above tabulation); im=-
ports and exports of such ﬁilk and cream have been negligible for
many years. Virtually all milk consumed in the fluid form in the
United States is Grade A milk, but not all Grade A milk produced in the
United States is used for fluid consumption. The U.S. prodﬁction and
‘utilizationvof Grade A milk is discussed in the section of this repqrt

on the domestic dairy situation.

U.S. exports

Although annual U.S. exports of fluid milk.and cream have gener-
aliy'beenllarger than imports, they have been insignificant compared
with doméstic production. Exports ranged from 0.8 million to lf2 mil-
lion éallqns during 1962-66. Inasmuch as these products are bulky
and perishable, they are difficult to ship for long distances.
'Mbreover, foreign prices are generally lower than domestic prices. 1In
Afecent'years, the bulk of the exports have gone to the Bahamas, the

Philippine Republic, Canada, and Mexico.
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. U.S. imports

U.S. imports of milk and cream for fluid consumption have been
negligible or nil for many years. As mentioned earlier, frozen cream
from New Zealand--used in manufactured dairy products--has been the
only fluid milk and cream product to be imported in recent
years.

Until recently, fluid cream has not been an important érticle
in international trade. U.S. imports were negligible before
1962, but they have increased sharply since then. In recent years,
techniqués of preparing (freezing) and transporting cream have improved;
in 1961, moreover, the Food and Drug Administration issued a permit to
the New Zealand Dairy Products Marketing Board enabling it to exporf
frézen cream to the United States. This permit is the only one
issued authorizing imports of.frozen cream. }/ Annual U.S. imports

in the period 1962-66 were as follows: 2/

Year 1,000 gallons
1962emmmmmmmmm e 149
1963=mmmmmmmmmme 850
196k mmmmm e m e - 1,076
1965=mmmmmmmmm e 1,181
1966-m=mmmmmmmmm 1,555

In 1966 U.S. imports of cream were equivalent to less than 0.2
percent of the combined domestic output of cream, i.e., the cream that

is actually separated from milk plus the cream in whole milk used

1/ See the section on the Federal Import Milk Act.
g/ Data reported by the Bureau of Customs.
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directly in manufacturing dairy products. Imports in 1966 exceeded the
tariff quota of 1.5 million gallons for the first time--by some 55,000
gallons. In January-June 1967, imports amounted to 1,132 gallons.
Effective July 1, 1967, imports of fluid or frozen cream were made sub=-
ject fo a section 22 quota., ;/ Because of the quota,imports of cream
should not exceed 1,882,006 gallons in 1967; thereafter they will'be
1imited to no more than 1.5 million gallons annually.

Uﬁlike‘imports of some dairy products, frozen cream has been
entered at ports throughout the United States. In 1966, the bulk of
the imports entered at San Francisco, Charleston (South Carolina),
Philadelphia, and Galveston. The imported cream is generally packed in
50 to 60 pound plastic containers.

Before 1966 the imported cream was purchased primarily by pro-
ducers of ice cream. In 1966 such producers found it advantageous to
use imported butterfat-sugar mixtures (Junex, etc.) rather than imported
frozen cream. >Nevertheless,'as noted earlier, imports of cream in th;t
year reached a record high; the bulk of the imported cream was purchased

by producers of soups and dairy products other than ice cream.

7

Channels and methods of distribution

Most milk and cream for fluid consumption is transported from the
farm to processing plants in (bulk) tank trucks. Such plants process,
standérdize, pasteurize, homogenize, and package the milk for distribu-

tion to the consumer. Fluid milk and cream generally reach the

}/’See The earlier section on U.S. tariff treatment and other import
restrictions.
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ultimate consumer through stores and home delivery. In recent years

the amount of milk marketed through stores has been increasing, and that
marketed through home delivery has declined. Inasmuch as fluid milk
and cream are both bulky and perishéble items, they are generally mar-
keted near the areas of production and processiﬁg. Improved transpor-
tation facilities, hdwever, have expanded the geographic areas in |

which fluid milk and cream can feasibly be distributed.

Prices

The bulk of the milk and cream for fluid consumption is marketed
“under Federal Milk Marketing Orders. The role of Federal Milk Market-
ing Orders in pricing milk has been discussed earlier in this reporﬁ.

In recent years, the prices of imported frozen cream have followed
closely those of domestic cream. The annual average wholesale price of
dbmestic cream has béen increasing in recent years aé milk production
has declined and as the minimum Federal order prices and the price sup- -
port objective for milk have been increased. The following tabulation
Show§ the annual average wholesale price of cream, HO percent butter-

fat, at Philadelphia in 196L4-66:

Year Per gallon
RcT— $2.58
1965=mmmmmmm e 2.60
1966=mmmmmmmmm—— 2.85

Since it appears that the U.S. output of milk in 1967 will be
slightly less than that of 1966, the price of cream in 1967 is likely to
average close to that of 1966. Nonetheless, the U.S. price will prob-

ably be high relative to the world price.
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Butter

Description

Butter is the solidified fat of milk, churned from cream. The
U.S. statutory definition for butter (21 U.S.C. 32la) calls for butter
to contain not less than 80 percent by weight of butterfat. 'Butter is
made exclusively from milk or cream or both; salt and coloring matter
are generally added. The principal butter substitute, oleomargarine, is
usually made from vegetable oils and fats, dlthough it sometimes con-
tains animal fats-

The U.S. Departmenﬁ of Agriculture inspects and grades butter
when a producer or assembler requests this service. The Federal grade
designations' "U.S. Grade AA, A, or B"‘are seen on butter packages in
most retail stores; grade "C" butter is not eligiﬁle for packaging
under official grade labels. The grade terms reflect quality charac-
teristics of butter such as flavor, texture or consistency, color, and
salt content.

In the United States, butter is used principally for consumption,‘
without further processing; however, significant quantities are used
by food processors in bakery products, candy, and ice cream. Imported
énd domeétic butter are generally similar in quality and uses. Butter
imported from New Zealand and the Netherlands has generally been con-
sumed both for table use and in processed foods, while that imported
from Denmark has been used almost entirely as table butter.

Butter is usually the dairy product which provides the least

return for the milk used; milk is not used for its manufacture,
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therefore, until other demands have been meb.  The output of butter
fluctuates throughout the year depending on the amounts of milk avail-
able. The share of the U.S. output of milk used in the manufacture of
butter in the United States declined from about 27 percent in 1962 to

20 percent in 1966 (table 8).

U.S. tariff treatment and other import restrictions

Since August 1963, U.S. imports of butter, oleomargarine, and

other butter substitutes have been dutiable as follows: i/

TSUS
item Commodity Rate of duty
Butter and fresh or sour cream con-
taining over U5 percent butter-
fat:
Entered November 1 to the
following March 31:
116.00 Within quota of 50,000,000 T¢ per 1b.
pounds.
116.05 Over quOtamm=mmmmmeemememce e 14¢ per 1b.
116.06 If product of Cuba-------ceccan- 11.2¢ per 1b.
Entered April 1 to July 15:
116.10 Within quota of 5,000,000 pounds-- 7¢ per 1b.
116.15 OVer QqUOba==mmmmmmmmeccceeeee ¢ per 1b.
116.16 If product of Cubgem-emecmeaaaoo 11.2¢ per 1b.
Entered July 16 to October 31:
116.20 Within quota of 5,000,000 pounds-- 7¢ per 1b.
116.25 Over quOta-=emmecmemcccmmc e 1h¢ per 1b.
116.26 If product of Cuba--==--eeanaaoo 11.2¢ per 1b,

116.30 Oleomargarine and butter substitutes-- T¢ per 1b.

These rates are currently applicable to imports from all countries
(except the Philippine Republic) other than those designated as

being under Communist control g/. In addition to the duty, imports

}/'The rates for imports from Cuba are currently suspended. For the
statutory description of the commodities, see table 19 in the appendix
to this report.

g/ Imports from these Communist-controlled areas are dutiable at the
rate of 1lh¢ per 1b.




of oleomargarine are subject to a tax of 15 cents per pound under sec-
tion 4591 of the Internal Revenue Code. The ad valorem equivalents of

the specific rates, based on imports entering during 1966 are given

below:
TSUS item Percent
116.00=mmmmm e 12.5
116.10mmmmmmmmmmmeem 4.6
116,20 =cmammacanoa 11.3
116.30~=~—cmmmm e 30.54

There were no imports in the other TSUS items relating to butter.

Under the Tariff Act of 1930, U.S. imports. of butter, oleomar-
garine, and other butter substitutes were dutiable at the rate of 1k
cents per pound (par. 709). Pursuant to concessions granted by the
United Stateé under the General Agreement on Tariffs and Trade (GATT),
this rate was reduced to the rates now in effect (fable 20).

The existing rates of duty are not ones on which the United
States gave a concession in the sixth (Kennedy) round of trade negoti-
ations under the GATT.

Since July 1, 1953, U.S. imports of butter have been subject to
an annual quota of 707,000 pounds under section 22 of the Agricultural
Adjustment Act, as amended (see item 950.05 of the appendix to the
TSUS). In the quota year ending June 30, 1967, 47 percent of the
gquota was aliocated to ﬁew Zealand, 30 percent to Denmark, and the
remaining 23 percent to the following countries: Argentina, Australia,

Canada, the Netherlands, Norway, Sweden, and Switzerland. g/

1/ Pursuant to Presidential Proclamation No, 379C of Junme 30, 1967,
the quota year (ending June 30) waz changed %o a calendar-year basis.
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U.S5. consumption

Annual apparent consumption of butter in the United States
ranged from 1.4 billion to 1.1 billion pounds in 1962-66 (table 21).
During that period the annual per capita consumption 6f butter de-
creased from 7.3 pounds to 5.7 pounds while that of margarine increas-
ed from 9.3 to 10.5 pounds. The declining per capita consumption of
butter and increasing per capita consumption of margarine is part of
& continuing trend which began during World War II; in 1942 per
capita consumption of butter was 15.9 pounds and that of margarine,
2.8 pounds. The declining consumption of butter has been principally
the result of the efforts of many consumers to reduce their consump-
tion of high-fat products (particularly those high in animal fats)
and the effect of the competition from margarine. 1In 1964 the U.S.
Department of Agriculture reported that the average retail price of
butter was nearly 3 times that of margarine. U.S. consumption of mar-

garine has been supplied almost entirely by domestic production.

U.S. production and stocks

U.S. production of butter amounted to about 1.5 billion pounds
in 1962; it had declined to 1.1 billion pounds in 1966. The U.S. pro-
duction of butter has been declining for several decades; the decline
began after 1933, the year in which output reached a record high of
2.4 billion pounds.

The number of plants producing butter in the United States de-
creased from 1,411 in 1962 to 1,048 in 1966. Although some large

dairy firms produce butter and other dairy products, many smaller
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firms specialize in the output of butter. The sale of butter gener-
ally provides the priﬁary source of income for the bulk qf these
plants. Minnesota, the leading producing State, accounted for 28 per-
cent of the domestic production in 1966, followed by Wisconsin, which
accounted for 20 percent, Iowa, Nebraska, New York, and North and
South Dakota. These 7 States accounted for nearly three-fourths of
the total output in 1966.

Yearend stocks of butter (commercial and Government-owned)
amounted to 359 million pounds in 1962; they then declined to 271 mil-
lioﬁ pounds in 1963, 71 million pounds in 1964, 52 million pounds in
1965, and 32 miliion pounds in 1966. In both 1962 and 1963, when
stocks were high, about 90 perceht of thé total stocks were owned by
the Govermment. In 1966, however, only 6 percent of the stocks were
Government-owned. The Government generally acquires stocks of butter

when production is greater than commercial demand at the supported

level of prices.

U.S. exports

Although U.S. exports of butter have been larger than imports,
they have generally been small compared with domestic production. In-
ésmuch aé butter prices are generally lower in foreign countries, U.S.
exports of butter without Government assistance have been insignifi-
‘cant, Annual»U.S. exports of butter increased from 35 million pounds
in 1962 to 190 million pounds in 1963 and 297 million pounds in 196k;
they then declined to 66 million pounds in 1965 and to 13 million

pounds in 1966.
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About half of the U.S. exports of butter in the period 1963-65
were to Western Europe. Inasmuch as European butter production de-
clined in 1963 and 1964, the United Kingdom and other Western European
markets liberalized their U.S. quota allocations in those yeais in
order to meet tﬁeir domestic market requirements. Thus, U.S. butter
exports played a part in maintaining butter supplies in Western Europe
at that time. Because of a rise in the output of milk in Western Eu-
rope beginning in 1965, the production of butter increased; stocks of
butter in Western Europe by January 1966, were large. Other foreign
markets for U.S. butter in recent years include Poland, Chile, Algeria,
Peru, Israel, Iran, Morocco, and Tunisia.

Annual U.S. exports of margarine, which have been small compared
with domestic production, averaged about 8 million pounds annualiy in
recent years. Other countries generally prefer to import from the
United States the oil or oil-bearing material used for manufacturing

margarine rather than import the finished product.

U.S. imports

For a number of years U.S. imports of butter have been subject to:
an absolute quota of 707,000 pounds during each 1l2-month period ending
June 30, pursuant to section 22 of the Agricultural Adjustment Act
(see separate section of this report on section 22 quotas). In the
period 1962-66 calendar-year imports of butter into the United States
ranged from 665,000 to 748,000 pounds. In each of the quota years
since 1961, importers have used 86 percent or more of the quota allo-

cated to them (table 22). 1In the calendar year 1966, 55 percent of the U.S.
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imports came from New Zealand, 24 percent from Denmark, 17 percent
from the Netherlands, and the remaining 4 percent from other coun-
tries. The butter imported from New Zealand and the Netherlands has
been consumed in continental United States; about half of the imports
from Denmark, whiqh have consisted of low-moisture butter packaged in
cans, have been imported into Puerto Rico. Such butter does not

spoil easily in warm climates.

Channels and methods of distribution

The marketing of butter, in general, involves three major levels:
(1) the manufacturer, (2) primary receiver, and (3) the retailer.
Butter is usually initially packed in 60, 64, or 68 pound boxes at the
country planfs. Primary receivers assemble butter at central loca-
tions, print ;/, and package butter for distribution. They also sell
bulk Butter to other wholesalers and to food chain warehouses which
print and distribute butter to their retail stores. Some retail
organizations contract with a creamery for butter printing and pack-
aging.

The largest volume of butter is sold through retail grocefy
stores; they have accounted for about 47 percent of all butter sold
to consumers in recent years. Some butter is sold directly by manu-
facfuring plants to consumers and to other manufacturers such as
bakeries; some is distributed on home delivery milk routes. The

institutional market (restaurants, schools, hospitals, etc.) is also

g/'Printing is the process in which bulk butter is wrapped and
packaged into 1 pound and one-quarter pound consumer packages.
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an important outlet for butter; an estimated 20 to 25 percent of all

commercial butter sales are through this channel.

Prices (including pricing practices)

Wholesale prices of butter have closely followed the quotations
reported by the Chicago Mercantile Exchange and the New York Mercan;
tile Exchange. Bulk butter prices at the manufacturing plants are
almost exclusively based on the exchange prices.

The U.S. Department of Agriculture stands ready to purchase un-
limited quantities of butter at preannounced support prices. Since’
November 1965 the Secretary of Agriculture has also been authorized
to purchase butter (as well as Cheddar cheese and nonfat dry milk) at
market prices above the support prices, if the quantities purchased at
. support prices are deemed insufficient to meet commitments under vari-
ous Government programs (e.g., the school lunch program). }/ About
30 percent of the butter acquired by the Department in 1966 (9 million
pounds) was purchased at market prices. During most of 1966 the mar-
ket prices of butter were above support prices; in December, however,
market prices were closer to support levels than in earlier months and
the Government purchases at market prices were discontinued., Since
then purchases by the Department have been at support prices. The
Department of Agriculture generally stands ready to resell dairy prod-
ucts to domestic commercial users for unrestricted use at announced
prices, which are always above the Government purchase prices. Al-

though the quantities of butter resold to the commercial market have

1/ Section 709 of Public Law 89-321.
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been small, the resale prices ordinarily set a ceiling on the whole-
sale market prices for butter inasmuch as market prices probably would
exceed the CCC resale prices only when Government stocks are low.

The dairy price-support program has generally played a central
role in determining market prices of butter in the United States in
recent years. Markét prices have usuvally remained close to the Gov-
ernment purchase prices and the Governmentjhas frequently puréhased a
substantial share of the domestic output of butter. The share ofAU.S.
production of bﬁtter purchased by the Government, the purchase prices,
and the average wholesale selling price in Chicago are shown in the

following tabulation for the years 1962-66: 1/

CCC purchases Butter (Grade A)

Year ; U-S. Dro-/ : : T :
. duetion | g t.q . Share of U.S., Market price . CCC pur-
. . - . production | at Chicago | chase price
Million : Million : : Cents per : Cents per
: pounds : pounds Percent : pound : pound
1962--: 1,537 ¢ 403 26 : 58.6 58.0
1963--: 1,420 : 308 22 & 58.2 : 58.0
196k -~ 1,442 266 : 18 : 59.1 : 58.0
1965--: 1,323 : 216 : 16 : 61.1 : 59.0
1966--: 1,112 : 29 : 2 : 1/ 62.8 : 1/ 61.0
: : : : 2/ 1.2 : 2/ 66.5

g/’Aér. 1-June 29.
2/ June 30-Mar. 31, (1967).

Purchases of butter were small in 1966 when the market prices were
above the support levels. Thus far in 1967, however, the market
prices have been at support levels and purchases of butter by the CCC

have been substantially higher than in 1966.

1/ Prices are reported on a marketing-year basis (beginning Apr. 1).
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Foreign production and trade

Total world butter production in 1966 amounted to about 12 bil-
lion pounds (table 23). The Soviet ﬁnion, the leading butter-produc-
ing country for many years, accounted for about 2.6 billion pounds of
the total production in 1966; the United States accounted for 1.1 bil-
lion pounds, West Germany for 1.1 billion pounds, and France for 1.0
billion pounds.

World trade in butter averaged 1.2 billion pounds annually dur-
ing 1960-6l4 (table 24). New Zealand, Denmark, and Australia together
accounted for about two-thirds of the total world exports in that per-
iod. Butter has been in demand in many countries, despite the price
advantage of margarine. The United Kingdom has been the world's major
importer of butter; in the period 1960-64, the United Kingdom annually
imported about three-fourths of all the butter entering international
trade. Butter imported into the United Kingdom from New Zealand,
Australia, and Denmark, the principal suppliers, has been used mainly
as table butter, while that from continental Europe has been used
principally for processed foods and for cooking.

The reported wholesale prices of New Zealand's finest butter on
the London Provision Exchange increased from 35.6 cents per pound in
January 1962 tc 43.7 cents per ﬁéund in January 1965; the price then
declined to 37.5 cewnts per pound in July 1966. The price of butter in
the United Kingdom was substantially below that in the United States

throughout the period 1962-66.
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Cheese

Cheese generally is made from the curd formed by the coagulation
of milk; several cheeses, however, are made from whey (the liquid
portion that remains after milk is coagulated). Although the methods
of manufacturing various cheeses differ from one another, the produc-
tion steps common to the manufacture of most cheeses include coagula-
tion of the milk, stirring and heating of the curd, draining off Qf
the whey, and collecting, salting, and pressing of the curd. Some
cheeses are ripened (i.e., aged or cured) by storing them for various
periods of time under conditions of controlled temperature and humid-
ity to permit certain desired activity by bacteria or molds.

Cheeses are often classified as to whether they are natural
cheeses or processed cheeses. Natural cheese is that produced
diréctly from milk; processed cheese is natural cheese which has been
further processed by heating, emulsifying, and stirring into a plﬁs:
tic mass. }/ Processed cheese may be produced from a single variety
of natural cheese or from a blend or combination of natural cheeses.
.The greater part of the cheese consumed in the United States is in
tﬁe form of natural cheeses.

The varieties of cheeses are often distinguiéhe@ on the basis

of inherent differences such as the types of milk used to produce them,

1/ The definition of processed cheese established by the U.S. Food
and Drug Administration is given in 21 CFR 19.750.
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the bacteria or molds uséd to ripen them, the butterfat (milkfat)
content, the moisture content, coloring, the types of ingredients added
(such as spices, seeds, or meats), and the degree to which they are
aged or cured. Cheeses are sometimes described in terms of their
relative hardnesé or softness--factors which are closely re;ated to
their moisture content. Distinctions between cheeses may also be

made on the basis of the locality and the methods of manufacture, ﬁhe
size of the loaf, and the packaging. The foregoing differences gen-
erally form the basis for distinguishing the cheeses in world commerce
which are said to number in excess of LOO varieties and subvarieties.
In a number of instances, however, objective differences between
cheeses either do not exist or at best are elusive and difficult to
establish.

' The U.S. Food and Drug Administration has established Standards
of Identity for cheeses (21 CFR 19) which provide the official speci-
fications for imported and domestic cheese for the purpose of en-
forcing the Federal Food, Drug, and Cosmetic Act. Generally, these
sténdards prescribe a minimum fat content, a maximum moisture content,
and a method of manufacturing the cheese. The Bureau of Customs
sometimes uses the standards as aids in classifying cheeses for
tariff purposes.

Inasmuch as cheese is a relatively inexpensive source of pro-
tein, it is frequently substituted for meat. Although the United
States consumes a larger aggregate quantity of cheese than any other

country, its per capita consumption is lower than that of most European
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countries. Currently, the annual per capita consumption of cheese in
the United States is about 10 pounds, while annual per capita. consump-
tion in Denmark, France, Switzerland, Norway, and Italy averages

about 20 pounds. Nonetheless, per capita consumption of cheese is
higher in the United States than in countries such as Canada, New
Zealand, and Australia where, as in the United States, the consumption
of meat is very high.

The per capita consumption of cheese in the United States, unlike
that of many dairy products, has been increasing over the past decade,
notwithstanding rising retail prices. Annual consumption increased
from 7.7 pounds per capita in 1957 to 9.9 pounds in 1966. The strong
U.S. market prices for cheese reflect the impact 6f many factors, each
of which alone cannot be appraised precisely. The slow but steady
rise that has occurred in the aggregate demand for cheese stems from
both population growth and rising incomes. The variety of cheeses
available to the consumer has become greater in recent years and
cheese has been used increasingly in a wide variety of manufactured
foods. After 1965, moreover, prices of impoftant protein foods
(such as meat and fish) increased sharply, contributing to increased
consumption (and increased prices) for cheese, an alternative source
of protein. The consumer price index of processed meat, poultry,
and fish (1957L59 = 100) increased from 99 in 196k to 114 in 1966;

the monthly index averaged 111 in 1967.
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Tﬁe total cheese production in the countries reporting output in
1965 amounted to 7.9 billion pounds; the international trade in
cheese amounted to some 1.2 billion pounds. The following tabulation
shows the share of the world production, exports, and imports of

cheese accounted‘for by selected countries in 1965:

Production Exports Imports
Country (percent)  (percent) (percent)
United States--------- 22 1 6
France-------=cceccua- 15 12 5
Italy--=-=--memmmm—mee 12 L 11
Netherlands-----=------ 6 22 1
New Zealand---=-===--- 3 17 1/
Denmark---=--ccemmauax 3 14 1/
United Kingdom-------- 3 2/ 27
West Germany---------- L 2/ 2
Switzerland----------- 2 7 2

1/ Iess than 1 percent.
g/ Not available.

“Although the United States has been the world's largest cheese-pro-
ducing country in recent years, the Netherlands and New Zealand have
been the largest exporters of cheese. The United States has been a
small exporter of cheese because the prices of cheese in most other
coﬁntries have been lower than domestic prices. The United Kingdom
has been the world's largest importer of cheese for many years, al-
though West Germany has recently been a close second.

U.S. imports of cheese have been small because they are con-
trolled by quotas and because the domestic output has been large.
U.S. annual imports of cheese ranged from 76 million to 79 million
pounds in 1961-65 and then increased to 135 million pounds in 1966;

most of the increase in annual imports that occurred from 1965 to
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1966 was accounted for by increased eﬁtries of Colby, a cheese that
was not subject to U.S. quota restrictions until July 1, 1967. The
anmual U.S. output of cheese increased from 1.6 billion to nearly 1.9
billion pounds during the 1961-66 period; Cheddar cheese accounted
for about 1.0 billion pounds of the U.S. cutput in each of those
years. In most recent years, about a fifth of U.S. imports of cheese
has come from Italy, about 10 percent each from Switzerland, Denmark,
and New‘Zealand; and about 6 percent each frqm the Netherlands and Aus-
tralia. The remaining two-fifths came from 35 other countries. With
the exception of 1966--when the imports of Colby cheese were large--
about three-fourths of the U.S. imports of cheese in recent years
have consisted of "specialty-type" cheeses such as sheep's milk,
Swiss, and Gruyere-process cheeses; these cheeses are not closely
competitive with,.but generally complementary to, domestic cheeses.
The remaining one-fourth of cheese imports were controlled by‘quotas
imposed undér section 22 of the Agricultural Adjustment Act. ;/ The
section 22 quotas for cheese in effect before July 1, 1967, which
have been substantially filled in recent years, permitted entries of
cheese equivalent to about 266 million pounds of milk; this quantity
of milk equals about 2 percent of the amount of milk used annually

in the United States to produce cheese, but only O.é percent of the

total U.S. production of milk. On July 1, 1967, pursuant to

1/ TSUS items 950.07-950.10.



105

:Presidential Proclamation No. 3790,>the quota year (ending June 30)
was changed to a calendar-year basis; the quota for Cheddar cheese
was modified and imports of Colby cheese were made subject to quotas.
For the 1968 calgndar year, the milk equivalent of the'quofas on

- cheese will amount to about 379 millign pounds, equal to slightly mgré
than 2 percent of the quantity of milk currently used to produce |

cheese and about 0.3 percent of the current U.S. annual outpﬁt of

milk.
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Cheddar, Colby, Washed Curd, and Granular Cheeses

Description

Cheddar, Colby, washed curd, and granular cheeses are all made
from cow's miik° They generally range from semi-soft to semi-hard'in
texture and from white to yellowish-orange in color. It is difficult
to distinguish Colby cheese from Cheddar. The texture of Colby, how-
ever, is generally not as compact as that of Cheddar; this difference
occurs because in the making of Colby the curd is not subjected to.
"matting" and "milling" as is the curd in the meking of Cheddar. The
‘Standards of Identity allow Colby to contain not more than 40 percent
of moisture, while Cheddar may contain not more than 39 percent. }/
There is often little difference, however, in the moisture content of
the two cheeses.

\Granuiar cheese is granular in texture and checkered in appear-
ance. In making granular cheese, no water is added to the curd while
it is being stirred and cooied; the small curd particles, therefore,
do not bond well, thus giving the cheese its distinctive appearance.
In making washed curd cheese, the curd is "matted" and "milled" (as in
making Cheddar), but then the curd is washed with water before it is
salted. Washing the curd increases the moisture content of the
cheese, reduces the acidity and lactose (milk sugar) eontent, and re-

sults in an open texture,

;/ The standards for Colby are specified in 21 CFR 19.510; those for
Cheddar in 21 CFR 19.500.
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Cheddar, Colby, washed curd, and granular cheeses are competitive
with each other in the manufacture of pasteurized process American
cheese. Under the Standards of Identity, these cheeses are all eligi-
ble to be used in the production of pasteurized process American
cheese, and only fhey are eligible to be so used. }/ In 1965 about
70 percent of the pasteurized process American cheese produced in the
United States was made from Cheddar and 30 percent from the other vari-
eties of cheese referred to above.

Pasteurized process American cheese manufactured in the United
States may consist in whole o£ in part of imported or domestic cheese.
About half the domestic output of Cheddar, four-fifths of imported
Cheddar, most of the domestic and all of the imported Colby, and most
of the domestic granular and washed curd cheeses are generally used to

make pasteurized process American cheese. About a fifth of total U.S.

l/'The Standards of Identity for pasteurized process cheese (21 CFR
19.750) state that "in case . [%asteurized process chees§7 is made
of Cheddar cheese, washed curd cheese, Colby cheese, or granular

cheese or any mixture of two or more of these, it may be designated
'pasteurized process American cheese'; or when Cheddar cheese, washed
curd cheese, Colby cheese, or granular cheese or any mixture of two or
more of these is combined with other varieties of cheese in the cheese
ingredient any of such cheeses (i.e., Cheddar, washed curd, Colby, or
granular) or such mixture may be designated as 'American cheese'."

If another variety of cheese (Swiss cheese) is processed with one
or more of the aforementioned cheeses, the finished product may be
designated as pasteurized process Swiss and American cheese. In such
use, however, the aforementioned standards must be met if the term
"American" is used in the marketing of such process cheese.

In reporting data on the U.S. output of cheese, the Department of
Agriculture designates Cheddar, Colby, granular, washed curd, high and
low moisture Jack, and Monterey cheeses as American cheese. The
Standards of Identity established by the Food and Drug Administration,
however, do not allow high and low moisture Jack or Monterey cheeses
to be designated as "American cheese,'" when marketed as process cheese.
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imports of Cheddar (i.e., all imports of Cheddar from Canada) and
about 35 percent of the domestic production of Cheddar is consumed as
natural cheese for table use; 15 percent of the domestic output of
Cheddar is used as an ingredient in foods such as soups and crackers.
Cheddar, Colby, washed curd, and granular cheeses destined for
making process cheese are generally not aged more than 60 days; such
cheeses are ordinarily made from pasteurized or heat-treated milk.
Cheddar not to be used for processing is ordinarily aged for .
periods that range from 4 to 16 months, althdugh the duration of aging
may be somewhat shorter or longer than the aforementioned time periods.
Cheddar generally reaches its peak of flavor development after 9 to 16
months of aging. Cheddar destined to be consumed as natural cheese is
usually made from heat-treated milk but sometimes from unpasteurized
(raw) milk. Cheddar made from heat-treated and raw milk develops a
much sharper flavor when aged than that made from pasteurized milk.
Further, Cheddar made from raw milk (less than 5 percent of the domes-
tic Cheddar production) tends to develop a sharper flavor than cheese
made from heat-treated milk inasmuch as heat-treating tends to inhibit

some of the flavor-developing enzymes in the raw milk.

U.S. tariff treatment and other import restrictions

The rates of duty applicable to imports of Cheddar, Colby,

washed curd, and granular cheeses from countries (except the



109
| Philippine Republic) other than those designated as being under Commun-

ist control are as follows: }/ g/

TSUS
item Commodity Rate of duty
Cheddar cheese: ‘ :
117.15 Not processed otherwise 15% ad val.
: than by division into
pieces. .
117.20 Other---meeemem e 20% ad val.

Cheese not elsewhere enumerated
(including Colby, washed
L ]
curd, and granular):
117.75 (pt.) Valued not over 25¢ per pound-- 5¢ per lb.
Valued over 25¢ per pound:

117.81 COlby==mmmmmmmmmemcmmcee e 20% ad val.
117.85 (pt.) Other-=eeemecmmm oo 18% ad val.

In recent years virtually all of the U.S. imports of Cheddar cheese
have entered at the 15 percent rate of duty. The ad valorem equiva-
lent of the specific rate applicable to Colby cheese (based on imports
en£ering in 1966) is 21 percent.

Under the Tariff Act of>l930, imports of Cheddar, Colby, washed
curd, and granular cheeses were originally dutiable ét the rate of 7
cents per pound, but not less than 35 percent ad valorem (par. 710).
Pursuant to concessions granted by the United States under bilateral
trade agreements and the General Agreement on Tariffs and Trade'(GATT),
this rate was reduced to 3 cents per pound, but not less than 15 pér—
cent ad valorem for Cheddar cheese not otherwise processed than by
division into pieces and 5 cents per pound but not less than 20 per-

cent ad valorem for all other cheeses considered here (table 20).

1/ Imports from these Communist-controlled areas are dutiable at the
rate of 35 percent for Cheddar cheese and for the other cheeses if
valued over 25 cents per pound; if valued not over 25 cents per pound
a rate of duty of 8.75 cents per pound applies. .

g/ For the statutory description see table 19 in the appendix to
this report.
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.When the TSUS was adopted in 1963, the specific rates of duty on
Cheddar‘were eliminated and the ad valbrem rates retained. |

The existing rate of duty on washed curd and granular cheeses
valued over 25 cents per pound (item 117.85 (pt.)) is one on which
the United States gave a concession in the sixth (Kennedy) round of
trade negotiations under the GATT. The rate will be reduced in 5
annual stages, from 20 percent ad valorem (the rate existing on
December 31, 1967) to 10 percent ad valorem. The first stage raté
(18 percent ad valorem) became effective January 1, 1968. The exist-
ing U.S. rates on"Cheddér and Colby cheeses were not affected by the
sixth (Kennedy) round of trade negotiations.

During the quota years (ending June 30) extending from 1954 to
1965, annual imports of Cheddar cheese &/ were subject to a quota of
2,7éO,lOO pounds under section. 22 of the Agricultural Adjustment Act,
as amended. On March 31, 1966, the quota was increased to 3,706,800
pounds for the one quota year ending June 30, 1966. On July 1, 1966,
the quota reverted to the original quantity of 2,780,100 pounds for
the year ending June 30, 1967.

Pursuant to Presidential Proclamation No. 3790 of June 30, 1967,
a quota 6n imports of Cheddar cheese was established for the calendar
year 1967, amounting tolthe quantity entered on or before June 30,

1967, plus 5,018,750 pcunds of which not more than 4,406,250 pounds

1/ The quota restriction applied to "Cheddar cheese, and cheese and
substitutes for cheese containing or processed from Cheddar cheese."



111

could be products other than natural Cﬁeddar cheese made from'unpas-
teurized milk and aged not less than 9 months (see item 950.08A of
the appendix to the W8SU5). For each subsequent calendar year the
quota was to be 10,037.500 pounds, of which not nore than 8,812,500
pounds could be products other than the aforementioned natural Cheddar
cheese. 1/ Of the anmual 3,812,500 pound limit, an amount of
2,780,100 pounds, a quantity egual to the previous Cheddar quota,
was allocated to the same countries in the same proportions as the
previo&s Cheddar quota, i.e., 77 percent to New Zealand, 22 percent
to Canada, and thé remaining 1 percent to Australia, Sweden, Ireland,
and Denmark combined. The quantity by which the previous Cheddar
quota was increased (6,032,400 pounds) was allocated by the Depart-
ment of Agriculture to the countries that supplied American—type
cheese (principally Colby) during the 1961-65 périod; thus, New
Zealand received an allocation of 56 percent, Australia 28 percent,
Ireland 9 percent, Sweden 2 percent, andvall other countries less
thgn 5 percent.

The proclamation referred tc above also established a quofa for
"American-type cheese, including Colby, washed curd, and granular
cheese (but not including Cheddar) and cheese and substitutes for

cheese containing, or processed from, such American-type cheese.”

}/ Unlike the other cheeses subject toc section 22 quotas, no license
is required from the Secretary of Agriculture toc import up to
1,225,000 pounds per quota year (612,500 pounds during the period
July 1-Dec. 31, 1967) of natural Cheddar cheese made from unpasteur-
ized 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 proeduced.
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For the calendar year 1967, ghe quota established was the quantity
entered on or before June 30, 1967, plus 3,048,300 pounds; for each
subsequent calendar year, the quota was to be 6,096,600 pounds (see
item 950.08B of the appendix to the TSUS). The Department of Agri-
culture allocated 55 percent of the quota to New Zealand, 28 peréent
to Australia, 9 percent to Ireland, 2 percent to Sweden, and 6 per-

cent to several other countries combined.,

U.S. consumption

The annual U.S. consumption of Cheddar cheese increased from 980
million pounds in 1962 to 1,032 million pounds in 1964 and then de-
clined to 993 million pounds in 1966 (table 25). The annual consump-
tion of Colby in the United States, however, increased from 149 mil-
lion to 223 million pounds during the 1962-66 period (table 26). In
the aggregate, the consumption of the two cheeses increased by about
87 milliOn.pounds from 1962 to 1966; imports of Colby cheese amounted
to 46 million pounds in 1966. The bulk of the increase in the con-
sumption of Cheddar and virtually all of the increase in that of Colby
was in cheese used to make process cheese, the U.S. output of which
'has been increasing. In recent years Colby has been supplying a
larger éhare of the naﬁural cheese used to make pasteurized process
American cheese. Process cheese has gained increased popularity for
use as cheeseburgers and in cheese snacks. The amount of naturél
Cheddar consumed as an ingredient in foods such as crackers and soups,

however, has also increased significantly in recent years.
The annual U.S. consumption (and production) of granular and

washed curd cheeses is trivial compared with Cheddar and Colby.

Granular and washed curd cheeses will not be.discussed further.
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Cheddar has supplied the great bulk of the U.S. consumption of
cheese for many years. Consumption of Colby has increased somewhat in
recent years, however; notwithstanding the increase in the consumption
of Cheddar. In 1966, the year in which the per capita U.S. consump-
tion of all cheeée reached a record level of 9.9 pounds, the, consump-

" tion of Cheddar and Colby amounted to 6.3 pounds.

U.S. production and stocks

The FEast North Cential region of the United States hasflong been
the major Cheddar gnd Colby cheese producing area. Wisconsin, the
leading producing State for both cheeses, accounted for 48 percent of
the U.S.'output of Cheddar and 31 percent of the output of Colby in
1966. Other important States producing Cheddar were Minnesota,
‘Missouri, Iowa, Kentucky, and New York which together accounted for
~29 percent of the U.S. output; next in order of importance in the
output of Colby were Michigan, Indiana, Idaho, Iowa, and Missouri
which together accounted for 39 percent of the U.S. output.

The annual U.S. production of both Cheddar and Colby cheeses.has
generally been increasing for many years. In 1966 the output of both
cheeses reached record levels. In that year the production of Ched-
dar. amounted to 1,043 million pounds (valued at some $L60 million),
while that of Colby amounted to 177 million pounds (valued at some $78
million). In recent years, Cheddar has accounted for nearly 60 per-
cent and Colby has accounted for about 9 percent of the U.S. output.
of cheese. The steady iﬁcreése in the output of these cheeses in

recent years is attributable largely to the increased civilian demand
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for the cheeses. Accordingly, a larger portion of the U.S. output of
milk for manufacturing has been used to produce Cheddar and Colby.
About 17 percent of the output of manufacturing milk was so used in
1962, and about 21 pe?cent in 1966.

bThe number of U.S. plants producing Cheddar cheese has been de-
clining for many years. Small plants are decreasing in number, but
the number of large plants has been increasing. The number of plants
produéing Cheddar declined from about 900 in 1962 to 765 in 1966. -In
1957, about 155 plants produced more than 1.5 million pounds of cheese
each; in 1963 there were about 200 such plants. In recent years,
plants of that size have accounted for the bulk of the domestic pro-
duction. 'Some of the plants that produce Cheddar probably produce
Colby. About 200 plants have reported the production of Colby in
recent years. Producers of Cheddar and Colby can readily utilize
their supply of milk to make either variety of cheese.

During the past decade; U.S. producers have changed substantially
the forms and styles of their output of Cheddar cheese. In the early
1950's, more than half of the output of Cheddér cheese consisted of
cylindrical-shaped cheeses weighing 70 to 80 pounds. By 1966, however,
such "Cheddar styles" accounted for only about 2 percent of the total.
The decline in the marketings of "Cheddar styles" is-attributable
largely to the“expanded use of the 40- and 60-pound rindless blocks of
Cheddar cheese and the introduction of Cheddar cheese in barrels.
(Colby is generally in the form of the aforementioned blocks.) Barrel

Cheddar is a 500-pound cheese made in a plastic-lined, barrel-shaped,
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steel container. It is especially adapted for processing, inasmuch as
labor costs are lower and cheese wastes are smaller when such large-
size cheeses are processed. Because of their cutting and packaging
advantages, the LO- and 60-pound rindless blocks are more suitable for
‘conventional chainstore marketing than the "Cheddar styles". In 1966
37 percent of the output of Cheddar cheese consisted of the aforemen-
tioned blocks; 48 percent was barrel Cheddar. The remainder consisted
largely of small shapes of Cheddar known as longhorns, daisies, and
twins.

Yearend stocks of Cheddar cheese (commercial and Government-
owned) in cold storage warehouses declined from 386 mi;lion pounds in
1962 to 271 million pounds in 1965; in 1966 they amounted to 332 mil-
lion pounds. During 1962-66 yearend stocks were equivalent to from LO
percent (1962) to 27 percent (1965) of the U.S. output. The bulk of
the commercial stocks consist of cheese being aged or held by assem-
blers in order to assure an adequate supply of cheese for processing.
Government-owned stocks of Cheddar generally reflect surplus produc-
tion. In the mid-1950's Government stocks of Cheddar were large; in
recent years, however, they have been negligible. During 1953-57 the
Government-owned stocks of Cheddar at yearend accounted for 45 to 65
percent of thé total stccks. At the end of 1966 all of the stocks of
Cheddar cheese were commercially owned. Stocks of Colby cheese have

generally been negligible inasmuch as Colby is not aged.
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U.S. exports

Although exports of Cheddar cheese have generally been larger
than imports, they have been small compared with domestic production.
Exports of Colby cheese have been negligible for a number of years.
Annual exports of Cheddar increased from 12 million pounds in 1962 to
30 million pounds in 1963. Thereafter, they declined; in 1966 exports
-of.Cheddar amounted to about 3 million pounds. Before 1964 the bulk
of thé Cheddar exports consisted of cheese donated to the recipient
countries under the Agricultural Trade Development and Assistance Act
of 1954 (Public Law 480, 83rd Cong.) Exports under Public Law 480
were‘curtailed in 1963 because domestic school lunch and welfare dona-
tions and both domestic and export sales had reducéd ccc supplies sub;
stantially. In 1963 the bulk of the Public Law 480 exports of Ched-
dar cheese went to Brazil, Egypt, Portugal,‘Poland, Bolivid, the Dom-
inican Republic, Greece, and E1l Salvador. U.S. commercial eiports_of
Cheddar have been émall because U.S. prices have not generally been
competitive in world markets with those for Cheddar from other coun-

tries.

U.S. imports

Although annual U.S. imports of Cheddar cheese have been small
because they have been dontrolled by absolute quotas, they will un-
doubtedly be larger in the immediate years ahead because the annual

quota was enlarged in mid-1967. 1/ Annual imports of Colby, which

;/ See the earlier section on U.S. tariff treatmeht and other import
restrictions. '
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were not controlled by quotas before July 1, 1967, have been substan-
tially larger than imports of Cheddar in recent years.

Annual imports of Cheddar, which ranged from 1.9 million to 4.2
million pounds during 1962-66, were equivalent to less “than 0.5 per-
cent of productioh in each of those years. The quantity of Cheddar
cheese that will be pefmitted entry under the new import quota--
slightly more than 10 million pounds annually--is equivalent to about
1 percent of recent annual U.S. production of Cheddar. In recent
years, about 80 percent of the U.S. imports of Cheddar have come from
New Zealand, nearly 20 percent from Canada, and negligible quantities
from Sweden and Ireland.

During the quota years 1962-66, U.S. importers of NeW‘Zealana
cﬁeese filled 82 percent or more of the annual quoﬁa for Cheddar cheese
allotted to that country (table 27). Importers of Canadian Cheddar uti-
lized 86 percent or more of their allotted share of the annual quota.
This iess-than-full utilization of the quotas probably is attributable
to two factors: (a) It has not been economically feasible for some
licensees to market Cheddar as actively as they had during the period
on which the license allocations were based, and (b) the quotas were
allocated on a July l-June 30 year, rather than on a calendar-year
basis, with the result that cheese allocated to be imported in the
last third of the quota year (March-June) could not be entered before
the yearend holiday seasons. The demand for cheese, particularly for
gift packages, is the greatest prior to Christmas. The new quota im-

posed in mid-1967, however, will be applied on a calendar-year basis.
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U.S. imports of Cheddar from New Zealand are channeled through
two sales agents representing the New Zealand Dairy Production and
Marketing Board, the sole exporter in that country. The Board sup-
plies about 20 U.S. importers. Some of the importers are also large
domestic producers and assemblers. New Zealand Cheddar, is a natural
cheese made from pasteurized milk, and generally aged for less than 60
days. In the United States, the Cheddar from New Zealand is used
almosf exclusively in making process cheese.

About 35 U.S. importers enter Cheddar cheese from Canadaj; some
are large domestic producers and assemblers. The Cheddar imported
from Canada is a natural cheese made from unpasteurized (raw) milk,

usually aged 9 months or more; it has a "sharp"

flavor. U.S. imports
of Canadian Cheddar are consumed almost exclusively as natural cheese
for -table. use..

U.S. imports of Colby cheese were negligible or nil until 1958.
Early in that year, the Bureau of Customs ruled that Colby was not
classifiable in the tariff provision for Cheddar, and was not subject
to the quantitative restrictions imposed on Cheddar cheese under sec-
tion 22 of the Agricultural Adjustment Act, as amended. Thereafter,
imports increased sharply from 500,000 pounds in 1958 to 15 million
pounds in 1961. During the period 1962-65, annual imports ranged from
10 million pounds to 14 million pounds {(table26). In late 1965 and in
1966 U.S. prices of Cheddar cheese advanced rapidly. The output of
milk in foreign countries expanded in 1965; such expansion continued

into 1967. As a result of these factors, U.S. imports of Colby cheese,
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in 1966, Lotaled nearly A million pounds.  In January-June 1947 they
amounled Lo pearly U6 million pounds. Effective July 1, 1967, imports
of (olhy, washed curd, and granular cheeges were made subject to im-
port guotas. l/ Becauge of the guota, imports of Colby should not ex-
ceed 19 million pbunds in 1967 g/; thereafter, they will be limited to
about, 6 million pounds annually.

Refore 1962, virtually all U.S. imports of Colby cheese came from
New Zealand. In that year, however, imports began to enter from other
countries. In 1966 New Zealand, France, Denmark, and Australia were
the principal suppliers of imports; small quantities of Colby were im-
ported from a number of other countries (tables 28 and 29). Imports
from France and Denmark had been negligible prior to 1966. During
some recent years, New Zealand, Australia, and Ireland agreed to limit
their exports of Colby cheese to the United States (see the section of
this report on commitments by exporting countries).

The marked increase in the importation of Colby cheese from
France was attributable in part to payments made to cheese producers
by ﬁhe French Government for cheese that was exported. These induce-
ments were offered within the framework of the Common Agricultural
Policy of the European Economic Community (EEC). Such export induce-

ments, which began about June 1966 and which were employed to

;]'See the earlier section on U.S. tariff treatment and other import
restrictions.

g/ According to the official U.S. import statistics, U.S. imports of
Colby cheese during January-July 1967 smounted to about 53 million
pounds; Colby cheese in transit to the United States or in bonded
warehouse on June 30 apparently was permitted entry after that date
without charge against the July-December quota.
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complement the country's price-support program for dairy products,
were set originally at about 27 cents per pound; shortly thereafter
they were reduced to 24 cents per pound and later to about 23 cents
per pound. Government payments for the 9 million pounds of Colby
cheese exported from France to the United States in 1966 are estimated
to have amounted to about $2 million or the equivalent of about 23
cents per.pound. ;/ At this level, the payment on French Colby cheese
probably was equivalent to 50 percent or more of the U.S. market price
for Colby. In 1966, the average unit dutiable value of U.S. imports
from France reported in official U.S. import statistics was 27 cents
per pound. The average unit value of imports from the other major
suppliers ranged from 26 cents per pound for thosé from New Zealand,
Australia, Belgium, and Austria to 33 cents per pound for those from
Denmark and Ireland. |

In recent months the Treasury Department had considered applying
countervailing duties to the imports of Colby cheese from France. As
France was not a supplier of Colby cheese to the Uﬁited States during
1961-65, the period on which the import quota established for Colby
cheese was based, France has not been allocated any share of the quota.
Thus, the issue of applying countervailing duties to imports of Colby

from France has become moot.

E/ Data on export payments are from a Foreign Agricultural Service
report on French dairy products, dated March 20, 1967 (unclassified);
data on the volume of trade are from U.S. official import statistics.



121

Channels and methods of distribution

The factories that make Cheddar and Colby cheese in the United
States typically are small plants that send their output to other con-
cerns (assemblers) which age or process and market the product. Many
of the assemblers make process cheese; some prbduce and handle other
dairy products and a variety of other foods. Over the years,'the
large assemblers havé become a dominant force in the marketing of
cheese in the United States. ;/ Approximately 25 of the assembleré
handle about 70 percent of the Cheddar, and virtually all of the Colby
cheese, produced in the United States. Although the assemblersdo not
genefally»own the plants that make the natural cheeses, they often
supervise their operations and require that the cheese meets designa-
ted specifications.' The aging of most Cheddar (about 35 percent of
the U.S. output) is carried on under contracts, often negotiated about
a year in advance by assemblers and chain stores. Cheddar deemed
likely to develop imperfections while aging is processed rather than
aged.

* In recent years the sales of prepackaged cheese have been in-
creasing as methods of packaging and distribution have improved. In

earlier years, however, considerable quantities of cheese were

l/ The National Commission on Food Marketing recently reported that
four large firms accounted for UL percent of the value of U.S. ship-
ments of natural cheese in 1963 as compared with 27 percent in 19L7.
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purchased in bulk form by grocery stores and cut and wrapped in the
store. There has also been a large increase iﬁ thé sales of random-
cut cheese (cuts of cheese that vary in weight, size, and shape).
There is less waste when the loaf of cheese is cut in random sizes.
Moreover, the housewife has a greater selection inasmuch as the vari-

ous cuts are of different weights.

Prices (including pricing practices)

Wholesale price movements for domestic Cheddar cheese follow '
closely the auction prices reported by the Wisconsin Cheese Exchange,
located in Green Bay, Wisconsin. Although the Exchange has some 4o
members, about six firms account for the bulk of the transactions.

The Exchange prices, which are exclusive of assembling charges, are
commonly referred to in the trade as "base" prices for cheese; whole-
sale prices of cheese throughout the United States have generally
followed movements in these base prices. The following tabulation
compares the average annual wholesale price of Cheddar cheese at Wis-
consin assembly points with the prices reported by the Cheese Exchange

during the period 1962-66 (in cents per pound):

Prices reported Wisconsin

by Wisconsin assembly
Year Cheese Exchange points }/
1962~ mmmmmn ~——- 33.9 36.0
1963-mmmmmm e 3k.3 36.1
196l mmm e 35.0 36.8
1965=mmmmmmmmmm 35.8 39.8
1966-mmmmmmmmmmm 43.6 46.3

}/ Year beginning April 1.
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The U.S. Department of Agriculture stands ready to purchase un-
limited‘quantities of Cheddar cheese at preannounced support priées.
Since November 1965, the Secretary of Agriculture has also been author-
ized to purchase Cheddar cheese (as well as butter and nonfat dry miLk)
at market prices ébove the support prices, if the quantities purchased
‘at support prices are deemed insufficient to meet commitments under
various Government programs (e.g., the school lunch program). l/ The
Cheddar cheese acquired by the Department of Agriculture in 1966
(about 11 million pounds) was purchased at market prices. As will be
discussed later in this section, the market prices of Cheddar were
substantially above support prices during most of 1966; however, mar-
ket prices were closer to support levels in December than in earliér
months, and the Government discontinued purchases at market prices.
Since then purchases by the Department have been made at support
prices. The Department of Agriculture generally stands ready to re-
sell dairy products to the domestic commercial users for unrestricted
use at announced prices, which are always above the Government pur-
chaée prices. Although the quantities of Cheddar resold to the com-
mercial market have been small, the resale prices ordinarily set a
ceiling on the wholesale market prices for Cheddar inasmuch as market
prices probably would exceed the CCC resale prices only when Govern-
ment stocks are low.

The dairy price-supporﬁ program has generally ﬁlayed a central

role in determining market prices of Cheddar cheese in the United

1/ Section 709 of Public Law 89-321.
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States in recent years. Market prices have usually remained close to
the Government purchase prices (table10), and the Government frequent-
1y has purchased a substantial share of the domestic output of Cheddar.
During 1953-57 +the U.S. Department of Agriculture purchased about 24
percent of the average annual U.S. output of Cheddar cheese. Since
1958 the share of the annual U.S. output purchased by the Department,
though varying widely from year to year, has generally been much less
than in 1953-57; purchases by the Department were negligible in 1966.
The share of U.S. production of Cheddar cheese purchased by the Gov-

ernment in 1953-66 is shown in the following tabulation:

CCC purchases

U.S. .
Period : production : : Share of U.S.
: : Total production
Million : Million :
pounds : pounds Percent
Average : : .
1953-57===========nn=mmmmnae : 935 : 233 : 2l
Annual: : : :
1958=-=mmmmmmmmm e : 883 : 80 : 9
1959- == === mmmmmmmm o mm e m e 89 : 57 7
1960- == mmmmmmmmmmmmmmmm e 8ok 3 1/
1961-mmmmmm o mmmm e mm oo ---: 1,020 :. 100 : 10
1962-=====mmmmmm o m o m e : 955 : 21l 22
1963mmmmmmmmmm e m 965 : 113 12
K et e E LR L EEE : 1,009 : 129 : 13
1965 mmmm e et 1,005 : Lo 5
1966-------- mmmmmmmmmmmmmmee 1,043 : 11 1/

1/ Lesé than 0.5 percent.
Although the CCC purchase prices for Cheddar cheese were gener-
ally higher than the market prices during the period 1953-57, pro-
ducers of Cheddar cheese sold their aggregate output of cheese at-

prices averaging slightly less than the support price inasmuch as some
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of the Cheddar did not meet Government specifications. ;/ Annual mar-
ket prices generally averaged slightly higher than CCC purchase prices
during fhe period 1958-64; nevertheless, as noted above, the Govern-
ment purchased substantial shares of the domestic output in most of
those years. |

During the last half of 1965 and all of 1966, the market prices
of Cheddar were appreciably higher than the CCC purchase prices. Iﬁ_
the 9 months from July 1965 to March 1966, the monthly average price
for domestic Cheddar cheese at Wisconsin assembly points rose success-
ively from 37.3 cents per pound to 45.7 cents per pound. On
April 1, 1966, the Tariff Commission instituted a supplemental inves-
tigation under section 22 to ascertain whether increased imports of
Cheddar cheese could be permitted without materially interfering with
the Department of Agriculture}s pricé-support program for milk and
butterfat. On April 7 the price of Cheddar cheese at Wisconsin assem-
bly points was reduced to 42.7 cents per pound--the first price reduc-
tion in nearly a year. On April 1, 1966, the Secretary of Agriculture
increased the CCC purchase price for Cheddar cheese from 36.1 cegts
per pouﬁd to 39.3 cents per pound; on June 29, 1966, he further in-
creased it to 43.8 cents per pound where is has since femained. Mean-
while, the monthly average assembly point price advanced from 42.9
cents per pound in May 1966 to L9.L cents in August and September, the

highest level &t which it had been for many years. Thereafter, the

;/ Moreover, trade sources reported that assemblers generally do not
sell to the Government until market prices decline about 1 cent below
the CCC prices.
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price declined; during the period March-July 1967 it averaged LL.9
cents per pound, or about one cent per pound above the support price.
During January-July 1967, both the domestic output and stocks of Ched-
"dar cheese were higher, and imports of Colby cheese larger, than in
the comparable period a year earlier. On July 1, however, imports of
Colby were made subject to the quotas discussed earlier. Purchases of
Cheddar cheese by the Government were larger in January-Sept. 1967 than
in the comparable period of 1966 (table 12).

In recent years, the Cheddar cheese from New Zealand has sold at
lower prices than the domestic Cheddar. In early 1966, the imported
Cheddar sold at about 7 cents per pound lower than the domestic cheese;
in early 1967, about 3 cents per pound lower. beeover, the butterfaﬁ
content of New Zealand Cheddar, which is higher th@n that of domestic
Cheddar by 2 to 5 percent, affords cheese processors additional cost
savings. The additional butterfat in the imported Cheddar serves as
an extender when the imported and domestic cheeses are mixed in making
process cheese. The wholesale prices of Canadian Cheddar in the
United States, however, have generally been 8'to 10 cents per pound
higher than those of the most directly competitive domestic cheese,
NQW'York State sharp cheese. The Canadian Cheddar is probably aged
for longei periods than the domestic cheese.

There are no published prices for imported Colby cheese. The
average unit values of imported Colby, calculated from data recorded
in U.8. import statistics, have increased in recent yéars. Trade

sources indicate that the price of the imported Colby, delivered in
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Wisconsin, has generaliy been at least 1 cent per pound, and sometimes
as much as 4 cents per pound, below the price of domestic Cheddar
cheese. Direct price comparisons, however, are misleading. Like im-
ported Cheddar, the imported Colby has a higher butterfat content than

domestic cheese (about 52 percent compared with 50 percent).

 Foreign production and trade

Virtually all the Cheddar cheese exported to the United States in
recent years has come frém New Zealand and Canada. The annual produc-
tion of cheese in New Zealand has averaged only some 200 million to
230 million pounds in recent years; about 90 percent of the output
consists of Cheddar. New Zealand is the world's largest expérter of
Cheddar. For many years the bulk of the New Zealand exports, which
amoﬁnt to about 90 percent of the domestic production, have gone to
the United Kingdom. Although exports are not subsidized by the Gov-
ernment, they are controlled by the New Zealand Production and Market-
ing Board.

~ The annual production of Cheddar cheese in Canada increased from
about 139 million pounds in 1963 to 167 million pounds in 1966. 'In réh
cent years about 60 percent of the total was made from heat-treated
milk; 35 percent was made from unpasteurized (raw) milk, and the remain-
ing 5 percent from pasteurized milk. Cheddar made from unpasteurized
milk is generally produced in areas of cool climgte because bacteria do
not miltiply rapidly there. In 1965 and 1966 about one-fifth of Canada's
output of Cheddar was exported. Virtually all such exports went to

the United Kingdom, Canada's traditional export market for Cheddar



128

cheese. The Canadian Government subsidizes and controls exports of
Cheddar cheese to the United Kingdom. A Canadian export subsidy of
4 cents (Canadian currency) per pound applies to cheese exported to
all destinations other than the United States. Exports of Canadian
Cheddar to the United States are by private companies. |
Austfalia, the world's second largest exporter of Cheddar cheese,
has only é small share of the U.S. import quota. The annual output of
cheese in Australia has averaged some 130 million to 150 million
pounds in recent years; about 90 percent of the output has consisted
of Cheddar. Like New Zealand and Canads, Australia sends the bulk of

its exports of cheese to the United Kingdom.
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Italian-Type Cheeses

Description

The cheeses considered herein--Romano made from cow's milk,
Reggiano, Parmesgno, Provoloni, Provolette, and Sbrinz--are collec-
tively termell "Italian-type cheeses." 1/ These cheeses, which range
from firm to hard in texture, are made from cow's milk. Italian-type
cheeses are produced and imported in loaves ranging in size from 5 to
80 pounds each; they aré generally sold to the ultimate consumer,
however, in slices, pieces, or in the grated form.

Romano is a sharply flavored; hard cheese which is compact and
without holes or air spaces. The original loaves, which usually -
weigh from 20 to 25 pounds, are cylindrical in shape and have a

' is made

black paraffin coating. Some Romano, often called "Sardo,'
in a ball-shaped lo#f that weighs about 5 pounds. The bulk of Romano
cheese is cured for more than a year and used for grating; some is
cured for a shorter time and consumed as a table cheese.

Reggiano and Parmesano are sharply flavored cheeses which, be-
cause of their extremely hard granular texture, are used principally
for grating; cheeses of this type are sometimes called "Grana." Both

cheeses are made in cylindrical-shaped loaves, which usually weigh

from 35 to 80 pounds. ILoaves of Reggiano are usually smaller than

}] Although some types of cheeses that originate in Italy are fre-
quently referred to as Italian-type, they are not so considered here
and are not discussed in this section. Some of them are made from
cow's milk, while others are made from the milk of sheep and goats.
Such cheeses range from hard to soft in texture and vary widely in
taste and use. Most of these cheeses are not imported into the
United States in substantial quantities.
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loaves of Parmesano. Some Reggiano, often referred to as "Reggianito,"
is made in loaves weighing about 15 pounds. When fully cured (about
14 months to 2 years) Reggiano and Parmesano keep almost indefinitely,
They require neither special packaging for shipping nor extensive
refrigeration. These cheeses are principally consumed in salads and
éoups andvon pizzas, spaghetti, and macaroni.

Provoloni and Provolette are smoked, plastic-curd cheeses that
can Be cut without crumbling. They are made by working, stretching,
and molding the curd while it is in a hot plastic condition. Provo-
loni and Provolette differ from each other principally in shape and
size. Provoloni is molded into a pear-shaped loaf weighing about 1k
pounds. Provolette, on the other hand, is molded.into a spherical
‘loaf, generally weighing about 5 pounds. After molding, the loaves
are smoked. Although these cheeses are mainly for table use, they
are suitable for grating if properly cured.

Sbrinz is a porous cheese that is used mainly for grating. It
is usually cured for 3 years or longer. It is molded into cylindri-
cal-shaped loaves that weigh about 12 pounds. Unlike the other hard
Italian-type cheeses discuséed herein, Sbrinz is not produced in the

United States; small quantities have been imported from Argentina.
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U.8. tariff treatment and other import restrictions

Since August 1963, U.S. imports of Italian-type cheeses have

been dutiable as follows: }/

TSUS |

item . : Commodity Rate of duty
117.40 (pt') Sbrinz cheese----=-===cc-cmooemoannon 25% ad val.
117.55 Romano made from cow's milk, Reg- 20% ad val.

giano, Parmesano, Provoloni, and
Provolette cheeses.

These rates are currently applicable to imports from all coun-
tries (except the Philippine Republic) other than those designated
as being under Communist control. g/- 

Under the Tariff Act of 1930, U.S. imports of these Italian-type
cheeses were dutiable at the rate of 7 qents per pound but not less
than 35 percent ad valorem (par. 710). Pursuant to concessions
granted by the United States under bilateral trade agreements and
the General Agreement on Tariffs and Trade (GATT), this rate was
reduced to 5 cents per pound but not less than 25 percent ad valorem
for Sbrinz and 5 cents per pound but not less than 20 percent ad
valérem for the other cheeses considered here (table 20). When the
Tariff Schedules of the United States (TSUS) were adopted in 1963,
the specific rates were eliminated and the ad valorem rates retained.

The existing rate of duty on Sbrinz cheese, in original loaves,

is one which the United States bound in the sixth (Kennedy) round of

l/'For the statutory description see table 19 in the appendix to
this report.

2/ Imports from those Communist-controlled areas are dutiable at
the rate of 35 percent ad valorem.
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trade negotiations in the GATT. The binding became effective Janu-
ary 1, 1968. Other Italian-type cheeses were not affected by the
sixth (Kennedy) round of trade negotiations.

Since July 1, 1953, imports of these Italian-type cheeses in
original loaves have been subject to an annual quota under section 22
of the Agricultural Adjustment Act, as amended (see item 950.10 of
the appendix to the TSUS). Initially the quota amounted to 9,200,100
pounds; it was increased to 11,500,100 pounds in 1960. Argentina was
allocated about 56 percent of the quota and Italy the remainder in

the quota year ending June 30, 1967. 1/

U.3. consumption

The annual U.S. consumption of the Italian-type cheeses con-
sidered herein (whether or not in original loaves) is estimated to
have increased from 68 million pounds in 1961 to 89 million pounds in
1966 (table 30). The consumption of certain soft so-called Italian-
type cheeses (which are not included herein) increased considerably
more during those years than did the consumption of the hard types,
largely because of the increased use of the soft types in such foods
as pizzas, lasagna, and cheese sandwiches. In 1964, the latest year
for which data are available, about 40 percent of the I£;lian-type
cheese consumed was Prévoloni, %0 percent was Parmesano, and most of

the remainder was Romano.

l/rPursuant to Presidential Proclamation No. 3790 of June 30, 1967.
the quota year {euding June 30) was changed to a calendar-year basis.
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U.S. production

The domestic output of Italian-type cheeses increased from about
60 million pounds in 1961 to 81 million pounds in 1966. Such cheese
accounted for 4 percent of the U.S. output of_all cheeses in 1966.

In that year.lesé than 1 percent of the milk produced in the United
States was used in the production of fhese cheeses.

Some 25 U.S. producers make Romano, Reggiano, Parmesano, Provo-
loni, and Provolette cheeses; most of them are located in Wisconsin
and nearby States. Plants manufacturing Italian-type cheeses rarelj
' produce other types of cheese because of the problems associated with
bacteriai»contamination. Few, if any, U.S. producers have foreign

affiliates producing Ttalian-type cheeses.

U.S. exports and imports

U.S. exports of Romano, Reggiano, Parmesano, Provoloni, Provo-
lette, and Sbrinz, whether or not in original loaves, are believed‘to
have been negligible in recent years.

Annual U.S. imports of Italian-type cheeses ranged from 8 mil-
lion to 10 million pounds in 1962-66. The imports accounted for 9 to
13 percent of U.S. consumption of such cheeses in each of those
years (table 30). Imports of the Italian-type cheeses in original
loaves, which are subject to section 22 quotas, accounted for nearly
all of the imports. The annual import quota for such cheeges was-
from 64 percent to 87 percent filled during the 1962-66 quota years

(table 31).
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In recent years about 60 percent of the imported Italian-type
cheese in original loaves has come from-Italy. Provoloni and Provo-
lette have accounted for about three-fourths of the imports from
Ttaly; Parmesano has accounted for the bulk of the remainder. During
the period 1962-66, Italy used from T3 percent to 96 percent of its
énnuél quota. In recent years, particularly in 1964 and 1965, the
production of cheese in Italy has been somewhat lower than in earlier
yearé because of drought conditions and the strong demand for meat
animals; prices in the domestic (Italian) market were generally more
attractive than export prices.

Argentine has supplied about 4O percent of the U.S. imports of
Italian-type cheese in original loaves in‘recent‘years. Romano has
accounted for nearly three-fourths of the impérts‘from Argentina; the
bulk of the remainder has been Reggiano. Imports of Sbrihz, all of
which came from Argentina, have been small in recent years.

Imports from Argentiné have generally been smaller than the vol-
ume authorized to be imported from that country under the section 22
quofa. During the period 1962-66 Argentina used from 55 peréen% to
85 percent of its annual quota. Ita‘lian-type cheeses from Argéntina.
are congidered By the trade to be lower in quality than sthose pro-
duced in Italy. Argentina has no aging standards, and the Argentine
producers oftén sell their Cheese before it is adequately ripened.

In recent years U.S. imports of the Italian-type cheeses not in

original loaves have been small. They amounted to 322,000 pounds in
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1964, 97,000 pounds in 1965, and 451,000 pounds in 1966 (table 32). 1/
Such imports accounted for 5 pércent or less of total imports of
Italian-type cheeses and supplied less than 1 percent of U.S. consump-
tion of such cheeses in each of those years. ‘In January-June 1967,
however, imports'of these cheeses not in original loaves amounted to
959,000 pounds, compared with 110,000 pounds in the corresponding
months of 1966.

In 1964-66, Argentina and Ttaly together accounted for virtually
all U.S. imports of Italian-type cheeses not in original loaves.

That imported from Italy has génerally been in pieces or wedges and
has been used as table cheese or for grating; it is generally higher
in price than both Italian-type cheeses imported from other countries
or those produced in the United States. That from Argentina has been
; imported chiefly in grated forms; it is lower in price than both
cheeses from Italy or those produced in the United States.

According to the trade, Italian-type cheeses had generally been
imported before the early 1960's in original loaves because the
chéeses retained their flavor longer and were less subject to spoil-
age in that form than after they had been cut or grated. In recent
years, however, improvements in packaging have permitted cut or
grated Italian-type cheeses to be held for considerable periods of

time without appreciable spoilage or loss of flavor.

1/ Statistics on annual imports of these cheeses not in original
loaves in years before 1964 are not available; it is unlikely, how-
ever, that the trade was appreciably larger in those years than in

196L4-66.
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More than 200 U.S. firms impbrt Italian-type cheeses; only a few
of them currently import such cheeses not in original loaves. Those
firms that account for the great bulk of the imports do not produce
such cheeses. Most of the importers are long-established dealers in
several kinds of domestic and imported cheeses. Some of them grate,

mix, and package both imported and domestic cheeses.

Channels and methods of distribution

Many U.S. broducers of Italian-type cheeses sell the cheese
while unaged to assemblers who age, grate, and package it for market-
~ ing under well-advertised brand names; some producers perform such
opgrations themselves and market the cheese uﬁder‘their own brand
names. Virtually all of the imported Italian-type cheeses in origi-
:nal loaves from Argentina and a large part of sucﬁ cheeses from
Italy are grated either by the importer, wholesaler, or retailer;
they are then packaged in retail-size containers. Some of the éheese
from Ttaly is cut into small pieces and individually wrapped for
grating by the consumer. Most of the importeéd Italian-type cheeses
npt in original loaves have consisted either of pieces wrapped in a
transparent plastic film or grated cheese. Importers generally pack-
ége the grated cheese in retail-size containers.

At the wholesale ievel, about three-fifths of the Italian-type
cheeses sold in the United States, whether imported or domestic, has
been either in the grated form or cut into pieces; much of thé

remainder probably has been cut or grated by the retailer before sale
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to the consumer. The original loaves are, for the most part, too
large for use by the housewife; furthermore, many consumers do not

wish to grate these hard cheeses themselves.

Prices

The wholesale prices of domestic and imported Italian-t&pe
cheeses in the United States have been increasing in recent years.
The following tabulation shows the average annual wholesale price

ranges ‘at Chicago for imported (Italian) and domestic Parmesan and

Provoloni cheeses during 1962-66 (in cents per pound): 1/

. Parmesan ) Provoloni
Year ; : : : :
; Imported i/ ; bomestic ; Imported l/; Domestic
1962 mm e : 89-103 : 62-73 85-93 : ho-s5h
1963-=mmmmmmmmmmmman : 92-105 : 62-76 88-93 : Lh-sh
196U mm e e eeay 112-124 61-75 : 98-108 : 50-55
1965--==mmmmmmmmmmany 139-151 :  65-76 :  112-125 : 46-57
1966-==cmmmcmacaenae : 2/ 145-163 71-84 3/ 131 : 51-66
l] Believed to be largely cheese imported from Italy.
2/ Wholesale price at New York.
3/ Only the average wholesale price was reported for most of 1966.

The average wholesale price ranges of the imported cheeses were sub-

stantially above those of the domestic cheeses.

In recent years, the wholesale prices for Italian-type

cheeses

from Ttaly have been about twice as high as those for the comparable

domestic varieties. The cheeses from Argentina generally sell at

}7 Compiled from Wednesday price quotations reported in Dairy

Market Statistics, U.S. Department of Agriculture.
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wholesale for somewhat less than the comparable domestic varieties.
Prices of Argentine cheese fluctuate substantially in contrast to the
prices of the cheese from Italy or that produced in the United States

which frequently remain unchanged for long periods.

Foreign production

The annual output of cow's milk cheeses in Italy increased from
about 665 million pounds in 1964 to 770 million pounds in 1966. The
great bulk of the output is believed to have consisted of the Italian-
type cheeses here under discussion. The output of all cheeses (in-
cluding that made from sheep's and goat's milk) amounted to about 990
million pounds in 1966. The annual production of hard cheeses in
Argentina has averaged slightly more than 100 million pounds in
recent years. The bulk of the output is believed to have consisted
of italian-type»cheeses. Thevoutput of all cheeses in Argentina

amounted to 370 million pounds in 1966.



139
Swiss or Emmenthaler Cheese with Eye Formation

Déscription

Swiss cheese with eye formation is a hard, natural cheese made
from cow's milk;.it is distinguished by the large holes, or eyes,
which are developed by the action of certain bacteria. Swisé cheeseA
was first made in the Emmanthal Valley of Switzerland, from which its
original name, Emmenthaler, was derived. Swiss cheese without eye
formation, i.e., process Swiss cheese,.is classifiable with "other"
cheeses and is covered later in this report.

In recent years, about 85 percent of the Swiss cheese iﬁported
from Switzerland, the principal supplier, has been in the form of "
the 180-200 pound "wheels" in which it was produced; 10 percént has
been in the form of.8 to 10 pound blocks and 5 percent has been in
the form of sandwich slices which are vacuum sealed in plastic pack-
ages. Of the imports from other countries (Finland, Austria, and
Denmark), about 30 percent have been in the form of ofiginal wheels,
60 percent blocks, and the remaining 10 percent sandwich slicesi

In recent years a large part of the domestic output of Swiss
cheese has been made by a special patented process in the form of
80-100 pound rectangular blocks which are sealed in plastic and often
called "rindless Swiss." Swiss cheese in the form of blocks is more
conducive to conventional chainstore marketing than such ch;ese in
the form of wheels; the wheels are difficult to slice because of their

heavy rind, and hard to cut into uniform sizes because of their shape.
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Rindless Swiss is not produced in countries other than the United

States.

U.S. tariff treatment

Swiss or Emmenthaler cheese is dutiable at the rate of 1k per-
¢cent ad valorem under item 117.60 of the Tariff Schedules of the
United States (Tsus) (table 19). The rate is applicable to imports
from countries (except the Philippine Reéublic) other than those .
designated as being under Communist control. 1/

Under the Tariff Aét of 1930, imports of Swiss or Emmenthalgr'
cheese with eye formation were originally dutiable at the rate of 7
cents per pound, but not less than 35 percent ad valorem (par, 710).'
This rate was reduced to 4 cents per pound, but not less than 16 per-
cent ad valorem (table 20) pursuant to concessiong granted by the
United States in bilateral trade agreements and the General Agreement
on Tariffs and Trade (GATT). When the TSUS was adopted in 1963, the
specific rate was eliminated and the 16 percent ad valorem rate
retained. That rate of duty is one on which.the United States
granted a concession in the sixth (Kennedy) round of trade negotia-
tions under the GATT. The rate of duty will be reduced in 5 annual
stages, from 16 percent ad valorem (the rate in effect on December 31,
1967) to the final stage of 8 percent ad valorem. The first-stage

rate (14 percent ad valorem) became effective January 1, 1968.

i/ Imports from these Communist-controlled areas are dutiable at
the rate of 35 percent ad valorem.



141

There are no quantitative restrictions on U.S. imports of Swiss

or Emmenthaler cheeses.

U.3. consumption

Apparent annual U.S. consumption of Swiss cheese increased from _
122 million pounds in 1962 to 151 million pounds in 1966 (table 33).
The increase in annual consumption is attributable largely to the
continued popularity of cheese sandwiches and to the promotional

efforts of domestic and foreign producers and importers of Swiss cheese.

A large share of both the domestic and imported Swiss cheese
(except that from Switzerland) is used to manufacture process Swiss
cheese. The natural cheese used for processing is generally that.
which develops imperfect eyes or holes while being produced. Swiss
cheese from Switzerland is generally consumed as natural cheese in

sandwiches, hors d'oeuvres, or as dessert cheese.

U.S. production

The annual U.S. production of Swiss cheese, which has been
increasing gradually for several decades, rose from 109 million
pounds in 1962 to 137 million pounds in 1966. In volume of output,
Swiss cheese ranks fourth among all cheeses (excluding cottage
cheese) produced in the United States. The domestic production of
SBwiss cheese is surpassed only by the output of Cheddar, Colby, and
the soft Italian-type cheeses. In 1966, Swiss cheese accounted for
7 percent of aggregate U.S. output of cheeses.

A large part of the domestic Swiss cheese traditionally was

produced in Wisconsin in the form of large 180-200-pound wheels. In
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recent years, however, much of the domestic output of Swiss cheesé
has been accounted for by blocks of rindless Swiss. Many plants
which formerly produced wheels of Swiss cheese do not have the
patent rights to produce rindless Swiss; some of these plants héve
begun producing Cheddar cheese. 

The number of U.S. plants that produce Swiss chéese declined
from 147 in 1962 to 119 in 1966. 1In 1958, Illinois became the first
State to produce more Swiss cheese than Wisconsin; from 1958 to 1966
Illinois was the leading producing State. In 1966 Illinois produced
38 percent -of the domestic oufput, while Wisconsin produced 30 per-
cent; Ohio and Pennsylvania produced large quantities.

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

however, are also large importers of such cheese.

U.S. exports and imports

Although U.S. exports of Swiss cheese are not separately
reported, they are believed to be small.

Annual imports of Swiss cheese declined from 12.5 million
pounds in 1962 to 10.4 million pounds in 1965; in 1966, however,
they amounted to 14.8 million pounds. Imports supp;ied.from 8 to 10
percent of annual consﬁmption during the period 1962-66.

In recent years about half of the U.S. imports of Swiss cheese
have come from Switzerland (table 34), although the share of tﬁe total

imports supplied by that country has declined. The bulk of the
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remaining imports have come from Finland, Austria, and Denmark. Fin-
land and Denmark supplied the bulk of the increase in imports that

occurred from 1965 to 1966.

Channels and methods of distribution

As mentioned earlier, the domestic Swiss cheese that is'retailed
as natural cheese is prepackaged in small portions for conventional
chainstore marketing. However, a large part of the U.S. output of
natural Swiss cheese, aé well as the imports thereof from countries
other than Switzerland, is made into process Swiss cheese; this
cheese is also prepackaged by assemblers and marketed through con-
ventional chainstore channels.

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

marketing.

Prices

The wholesale prices of domestic and imported Swiss cheeses in
the United States have been increasing in recent yearé. The follow-
ing tabulation shows the range of wholesale prices in New York City

for Swiss cheese produced in the United States, Switzerland, Finland,
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Austria, and Denmark in 1962-66 (in cents per pound): 1/

: ‘United : Switzer- : :

Year . States : land Finland.; Austria ; Denmark
1962 mmmmcmmme 5155 1 90-97 : 59-65 : 61-67 :  56-63
K )C [ : 52-56 : 89-96 : 59-65 : 61-T0 : 58-64
Y s 51-56 : 91-96 : 58-64 : 60-T0 : 63-67
1965 mm s : 54-58 : 95-98 :  59-65 : 64-73 :  65-69
1966-c-mmmmmm e ma : 61-66 : 96-101L : 63-68 : 66-T2: 65-69

The cheese from Switzerland has been higher priced than that imported
/ from other countries or that produced in the United States. Consump-
tion of Swiss cheese (domestic and imported) in the United States has

‘been increasing, however, notwithstanding higher prices.

Foreign production and trade

The Swiss Cheese Union, an organization of Swiss farmers, milk
bu&ers, and. cheese dealers, closely supervises the production and ex-
portation of Swiss cheese in Switzerland. The annual output of Swiss
cheese in Switzerland amounts to about 65 million pounds, of which
about half is exported. The United States takes about one-fourth of
the exports; a larger amount generally goes to Italy than to the
ﬁnitéd States.

The annual output of Swiss cheese in Finland.has amounted to
aboutlm)million pounds'in recent years; the output in Denmark has
averaged some 160 million pounds. Data are not readily available on

the output of Swiss cheese in Austria. The aggregate output of cheese

v l/'Compiled from the Wednesday price quotations reported by the
Dairy and Poultry Market News, U.S. Department of Agriculture.
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in Austria, however, has averaged about 77 million pounds in recent
years. .

In recent years the United States has taken sbout 9O percent of the
Swiss cheese equrted.by Finland, about 7 percent of tﬁat exported by
Austria, and -a smaller amount of that exported by Denmark. These
countries have generally exported more Swiss cheese to other countries,

particularly to Italy, than to the United States.
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Blue-Mold Cheese

Description

Blue-mold cheese, commonly referred to as "blue" cheese, is a
mold-ripened, blue-veined cheese. Blue cheese is semisoft in texture
and generally made from cow's milk. "Gorgonzola" and "Stilton"
cheeses are specialty varieties of blue cheese. Gorgonzola is pro-
duced both in the United States and abroad, whereas Stilton is pro-
duced exclusively in the United Kingdom. Roquefort cheese, the ohly
other blue cheese of importance, is made from sheep's milk; it is
discussed later in this report.

Gorgonzola, which has a sharper flavor and a stronger odor than
the other blue cheeses, is declining in popularity; consumers in the
United States generally prefer a milder cheese. Stilton is a high-
quality, specialty cheese that is imported principally for use during
the holiday seasons. Imports of Stilton have been small for many

years.

U.S. tariff treatment and other import restrictions

Since August 1963, imports of blue-mold cheese have been duti-
able at the rates of 15 percent ad valorem (tfur cheese in original
loaves) and 20 percent ad valorem (for other blue cheese) under items
117.00 and 117;05 of the Tariff Schedules of the United States (TSUS),
respectively (table 19). These rates have been applicable to imports

from countries (excepl the Philippine Republic) other than those
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designated as being under Communist control. i/ The United States
did not grant concessions on the aforementioned rates in the sixth
(Kennedy) round of trade negotiations under the General Agreement on
Tariffs and Trade (GATT).

Under the Ta?iff Act of 1930, imports of blue-mold cheese
originally were dutiable at the rate of 7 cents per pound, but not
less than 35 percent ad valorem (par. 710). Pursuant to concessions
granted by the United States under bilateral trade agreements and
the GATT, the rate was reduced to 3 cents per pound but not less than
15 percent ad valorem when applicable to cheese in original loaves
and to 5 cents per pound but not less than 20 percent ad valorem for
all other blue cheese (table 20). When the TSUS was adopted in 1963,
the specific rate was eliminated and the ad valorem rate retained.

Since 1953 annual imports of blue-mold cheese g/ have been
Subject to a quota under section 22 of the Agricultural Adjustment
Act, as amended. In March 1962, the quota was increased from
4,167,000 pounds per year to 5,016,999 pounds (see item 950.07 of the
appendix to the TSUS). In the year ending June 30, 1967, 94 percent |
of the quota was allocated by the U.S. Department of Agriculture'to
Denmark;.h percent to Italy; and the remaining 2 percent to'Norway,

Sweden, and France, combined. 3/

1/ Imports from these Communist-controlled areas are dutiable at
the rate of 35 percent ad valorem.

2/ The quota restrictions apply to "blue-mold (except Stilton)
cheese and substitutes for cheese containing, or processed from, blue-
mold cheese."

§/ Pursuant to Presidential Proclamation No. 3790 of June 30, 1967,
the quota year (ending June 30) was changed to a calendar-year basis.
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U.S. consumption

In recent years, the annual apparent U.S. consumption of blue
cheese increased steadily, rising from 19.2 million pounds in 1962 to
a record level of 25.4% million pounds in 1966 (table 35). The
guantity of blue cheese consumed in manufactured salad dressings and
in other proceésed foods has increased substantially in the United
States during the past decade. Most of the blﬁe cheese used in
procéssed foods is domestic cheese; imported blue cheese, which is
higher priced than the domestic product, is not generally used in
manufactured products inasmuch as the cheese so used ordinarily loses
its original identity. In recent years U.S. producers of blue cheese
and the Danish Cheese Export Board have undertakeﬁ extensive promo-

tional efforts.

U.S. production

The annual domestic production of blue cheese has been increasing
largely because of the growing demand for such cheese and the re-
strictive effect of the section 22 gquota on imports. Annual U.S.
output increased from 1%.5 million pounds in 1962, the year that the
quota was enlarged, to 20.2 million pounds in 1966. The output in
1966 was larger than production in any other year, notwithstanding
the fact that imports in 1966 were larger than they had been in any
earlier year.

The number of U.S. firms producing blue cheese declined from 21

in 1962 to 14 in 1966. Firms in Wisconsin produced slightly more
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than 60 percent of the U.S. output in 1966; firms in Minnesota, I1li-
nois, Indiana, Iowa, and Oregon accounted for the bulk of the remain-
der. In 1966 about 0.2 percent of the milk produced in the United

States was used in the production of blue cheese.

U.S. exports and imports

U;S. exports of blue cheese have been negligible or nil for
many years.

Anmual U.S. imports of blue cheese ranged from 3.9 million pounds
to 4.7 million pounds in 1962-65; they supplied from 19 to 24 percent
of annual_consumption in that period. In 1966 the imports amounted
to 5.2 million pounds--equivalent to about 20 percent of consumption.

About 90 percent of the blue cheese imported in recent years has
consisted of such cheese in 5- to 6-pound original loaves. Some
cheese not in original loaves has been imported regularly; it has
consisted principally of 3-, 4-, or 8-ounce pieces wrapped in a
transparent plastic film that adheres to the cheese. Blue cheese in
small packages wrapped in paper or foil spoils more easily than.that
in original loaves. In recent years, however, the spoilage of blue
cheese in small packages has been reduced by wrapping the cheese in a
plastic film.

In the past few years more than 100 U.S. firms have imported
blue cheese; 10 firms, however, have accounted for about 70-percent
of the total imports. Most of these importers are long-established

dealers in several kinds of domestic and imported cheese; some are
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large retailers. Generally, the importers of blue cheese do not pro-
duce that type of cheese.

Approximately 95 percent of the blue cheese imported into the
United States has been Danish Blue; the great bulk of the import
quota is allocated to Denmark. The Danish product has generally been
superior to, and more uniform in quality than, the bulk of the domes-
tic blue cheese. In most recent quota years (ending June 30), Denmark
used 96 percent or more of its quota (table 36).

Italy, the second leading source of U.S. imports, has supplied
2 to 3 percent of the U.S. imports of blue cheese in recent years.
The blue cheese from Italy has consisted of Gorgonzola exclusively;
all U.S. imports of Gorgonzola have come from Italy. The cheese has
entered the United States in the form of 10- to 20-pound original
loaves. Italy has not utilized its quota for blue cheese as effec-
tively as Denmark (table 36). Imports of Stilton cheese, which have
come only from the United Kingdom, supplied about 1 percent of the

imports of blue cheese in 1966.

Channels and methods of distribution

Most blue cheese, regardless of origin, is produced in the form
of 5- to 6—pouﬁd loaves. Most of it is marketed in ﬁhat form; a
small part is marketed in 3- to 8-ounce separately wrapped pieces.
The bulk of the blue cheese is sold to consumers through retailers
(mostly chainstores); some goes to cheese variety stores, restaurants,

hotels, and manufacturers of prepared salad dressings and other
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pfocessed foods. Chainstores generally repackage the loaves of blue
cheese in small wedges, which they wrap in a plasfic film; a small
part of the blue cheese sold at the retail level bears the brand name
of the firm that produced the cheese.

Gorgonzola ahd Stilton cheeses are marketed mainly through
cheese variety stores, luxury resﬁaurants, and hotels. Gorgonzola is.
difficult to market through conventional chainstore channels becausé
it is highly perishable. - The high price at which Stilton retails in
the United States tends to limit its purchase mainly to connoisseurs

of cheese.

Prices

The wholesale prices of domestic and imported blue cheeses in
the United States have generally been increasing in recent years.. The
following tabulation shows the average annual ﬁholesale price ranges
in New York City for imported and domestic blue cheese (other than

Gorgonzola or Stilton) during 1962-66 (in cents per pound): 1/

Year Imported Domestic
1962~ =====-- 67-72 55-64
1963-===mm=m- 65-T1 56-614
1964-m e e e e 62-68 56-64
1965--------- 62-67 58-66
1966--------~ 65-71 63-70

The average wholesale prices of the imported blue cheese have been

above those of the domestic cheese, although the difference has been

1/ Compiled from Wednesday price quotations réported by the Dairy
and Poultry Market News, U.S. Department of Agriculture.
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narrowing. The Danish Cheese Export Board controls both the quality
and the price (c.i.f. U.S. port) of the blue cheese exported from
Denmark.

The wholesale prices of the imported Gorgonzola have averaéed_30
to 35 cents per pound more than Danish blue cheese in recent years.
Stilton cheese is higher priced than either Danish blue or Gorgonzola‘

cheeses.

Foréign production and trade

The annual output of blue cheese in Demnmark has averaged some 23
million pounds in.récent years, only slightly more than the output in
the United States. About 4O Danish firms produce- blue cheese. - In
1966 about three-fifths of the blue cheeée produced in Denmark was
exported. About 35 percent of the exports went to the United Kingdé --
Denmérk's traditional large export market for blue cheese--and 25 per-
cent went to the United States. West Ggfmany was Denmark's third
largest»ekport market for blue cheese.

As mentioned earlier, all U.S. importg of Gorgonzola are from
Italy and all imports of Stilton are from the United Kingdom. The
»pyoduction of Gorgonzola cheese in Italy declined from 46 million
pounds in 1964 to 38 million pounds in 1966. Thé'anpual output of
Stilton in the. United Kingdom has averaged sbout 6 million pounds in

recent years.
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‘Edam and Gouda;Cheeses

Description

Edamvand Gouda are semisoft-to-hard cheeses made from cow's milk.
The Standards of Identity established by the Food and Drug Administra-
tion require, among other things, that the solids of Edém cheese shall
contain not less than 40 percent of milk fat and those of Gouda not
less than 46 percent. Both imported and domestic cheeses must conform
to these standards to be labeled and sold as Edam or Gouda in the
United States.

Natural Edam cheese is usually made in a ball-shaped loaf of about
5 pounds; }t is sometimes made in a rectangular loaf of about 2 pounds.
Natural Gouda cheese is made in loaves of several sizes. The larger
loaves are shaped like short cylinders, with rounded ends; they cus-
tomarily weigh from 5 to 25 pounds each. The smallest loaves of Gouda

' are made in thick disc-like shapes,

éheeses, referred to as "Baby Goudas,'
usually weighing less than a pound. Virtually all loaves of Edam and
Gouda cheese are covered with an inedible protective coating of wax and
are wrapped in a transparent film. The wax coatings on Edam and "Baby
Gouda'" cheeses are invariably red in color, whereas those on the.larger
Gouda cheeses are orange.

Process Edam and Gouda cheeses differ markedly from the natural
cheeses from which they were made. The texture of the natural cheeses
is changed substantially by processing; process Edam and Gouda is
smoother and more homogeneous than the natural cheesé. Many deem that

the flavor of the preocess cheese is more bland than that of the natural

cheese. Some process Edam and Gouda is flavored with ingredients such
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as onions and spices, which are added during the processing; natural
Edam and Gouda rarely, if ever, contain added ingredients. Process
Fdam and Gouda cheeses--nearly all from abroad--are largely in the
form of small foil-wrapped wedges or blocks that weigh no more than a

few ounces each; small quantities are in the form of link shapes.

U.S. tariff treatment and other import restrictions

Since August 1963, U.S. imports of Edam and Gouda cheeseé have
been dutiable at the rate of 15 percent ad valorem under item 117.25
of the Tariff Schedules of the United States (Tsus) (table 19). That
rate is currently applicable to imports from all countries (except
the Philippine Republic) other than those designated as being under
Communist control. 1/

Under the Tariff Act of 1930, imports of Edamland Gouda. cheeses
were dutiable at the rate of 7 cents per pound but not less than 35
percent ad valorem (par. 710). Pursuant to concessions granted by
the United States under bilateral trade agreements and the General
Agreement on Tariffs and Trade (GATT), the rate was reduced to 3 cents
-per pound but not less than 15 percent ad valorem g/ (table 20).
When the TSUS was adopted in 1963, the specific rate was eliminated

and the ad valorem rate retained.

;/ Imports from these Communist-controlled areas are dutiable at the
rate of 35 percent ad valorem.

g/ The concession rate was applicable only to Edam and Gouda cheeses
containing 40 percent or more of butterfat. Edam cheese containing
less than 4O percent butterfat and Gouda cheese containing less than
46 percent butterfat cannot be labeled and sold as such in the United
States.
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The existing rate of duty is not one on which the United States
granted a concession in the sixth (Kennedy) round of trade negotia-
tions under the GATT.

Since 1953, U.S. imports of natural (but‘not procéssed) Edam
and Gouda cheeseé have been subject to an annual absolute quota im-
posed under section 22 of the Agricultural Adjustment Act, as amended
(see item 950.09 of the appendix to the TSUS). 1In 1960, the annualv
quota of 4,600,200 pounds was increased to 9,200,400 pounds. For the
quota year ending June 30, 1967, 92 percent of the quota for these
2 cheeses was allocated to the Netherlands, 3 percent to Denmark, 2
2 percent to Sweden, 2 percent to Argentina, and the remaining 1 per-

cent to Finland, Portugal, and Norway_combined.';/

U.S. consumption

| The annual U.S. consumption of Edam and Gouda cheeses, which has
been increasing for many years, rose from about 12.2 million pounds
in 1962 to 13.9 million pounds in 1965 (table 37); consumption
amounted to 18.5 million pounds in 1966. During the period 1962-66,
imports of Edam and Gouda cheeses supplied from a half to three-
fifths of consumption. Although both annual domestic production and
annual imports increased from 1965 to 1966, imports--mainly cheese in
original loaves--supplied the bulk of the increase in consumption

that occurred in the latter year. Imports of process Edam and Gouda,

27'Pursuant to Presidential Proclamation No. 3790 of June 30, 1967,
the quota year (ending June 30) was changed to a calendar-year basis.
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which supply virtually all of the domestic consumption of such cheese,

have been increasing gradually in recent years.

U.S. production

The domestic production of Edam and Gouda cheeses is estimated
to have increased from 4.0 million pounds in 1958 to 4.6 million
pounds in 1960, the year in which the import quota on Edam and Gouda
was enlarged by 100 percent. Since then, domestic production has
continued to increase. During the period 1962-66, the estimated
annual output increased each year from 5.6 to 7.6 million pounds
(tabie 37). No more than 6 plants, all located in Wisconsin, produce
Edam and Gouda cheeses in the United States. The bulk of the output
is accounted for by 1 producer. Most of the domestic output in
recent years has been of the "Baby Gouda." Little process Edam and

Gouda cheeses are produced in the United States.

U.S. exports and imports

U.S. exports of Edam and Gouda cheeses have been negligible or
nil., Prices of sﬁch cheeses in foreign markets generally have been
lower than the domestic prices of the U.S. product.

Annual U.S. imports of natural and process Edam and Gouda
cheeses increased irregularly from 6.7 million pounds in 1962 to 7.6
million poundé in 1965; in 1966 they amounted to 10.9 million pounds.
The share of the total imports supplied by natural Edam and Gouda

declined from 84 percent in 1962 to 73 percent in 1966 (table 38).
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The utilization of the section 22 quota for natural Edam and
Gouda cheeses declined from 65 percent in the 1962 quots year (ending
June 30) to 57 percent in 1965; it amounted to 77 percent in the 1966
quota year (table 39). Imports of process Edam and Gouda are not
subject to quota'restrictions.

In each of the years 1962-6l4, about half of the U.S. imports of
natural Edam and Gouda entered Puerto Rico; in 1965 and 1966, how- |
ever, about one-third of the imports entered Puerto Rico. The bulk
of the remainder entered at New York in all of those years. Most of
the imports into Puerto Rico were hard-cured (natural) Edam, speci-
ally packaged to retard spoilage when stored without refrigeration
in areas with warm and humid climates. Inasmuch as refrigeration-has
become more widespread in Puerto Rico in recent years, consumers
‘have been substituting other more perishable types of cheese (parti-
cularly Cheddar) for Edam and Gouda.

Over 90 percent of the natural Edem and Gouda cheeses imported
into the United States in recent years has come from the Netherlands
(t#ble 39); the bulk of the remainder has come from Denmark, Sweden,
and Argentina. Although U.S. imports of Edam and Gouda cheeses from
the Netherlands have been increasing somewhat in recent years, the
annual quota allocated to that country has not been filled since the
quota was enlarged in 1960. The share of the Netherlands' alloca-

tion used by importers declined from 87 percent in the 1960 quota 1/

1/ Ending June 30 of the year shown.
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year to 57 percent in the 1965 quota year. In the 1966 quota year,
however, 79 percent of the allocation was used. The decline in the
quota utilization in the early 1960's resulted in part from the
keener competition of domestic Edam and Gouda and Cheddar cheeses
shipped to Puerto Rico from the U.S. mainland. Part of this decline
may also be attributed to the failure of some importers to transfer
their licenses to permit their shipments to enter the U.S. mainland
rathér than Puerto Rico. The Holland Cheese Exporters Association,
which has been promoting the sale of Edam and Gouda cheeses in the

" United States, predicts that the Netherlands will fill its quota in
the near future.

The bulk of the imports of process Edam and.Gouda cheeses have
come from Denmark, West Germany, Norway, Ireland,'and the Netherlands.
Only the Netherlands has been allocated a substantial share of the
annual import quota for natural Edam and Gouda; Ireland and West Germany
have no share. The following tabulation presents data on the amount
of natural Edam and Gouda permitted entry under the quota, the actual
U.S. imports of such cheese, the amount of tﬁe quotas unused, and

imports of process Edam and Gouda cheeses, by the principal suppliers
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of the process cheese, in the year ending June 30, 1966 (in thou-

sands of pounds):

Natural Edam and Gouda

: ¢ U.S. imports
: Aggregate im- : H ¢ of process
Country :ports permitted: Actual : Unused : Edam and

: under the ¢ imports : licenses : Gouda,

: quota : : :
Netherlands------ : 8,412 :+ 6,6h2 1,770 : 117
Denmark----=--=-- :, 406 ¢ 195 : 211 1,231
West Germany----- : - -t - TS
Norway--========= H 11 @ 10 : 1: 2ho
Ireland---=-====-- : - - - 171
‘All other-------- : 371 : 226 145 72

H 2,279

Total-------: 9,200 : 7,073 : 2,127

'As shown above, the four largest foreign suppliers of process Edam
and Gouda (which is free of quéta)--Denmark, West Germany, Norway, and
Ireland--were each allocated only a small share, or ndne, of the quota
for natural Edam and Gouda cheeses. Imports of process Edam and Gouda
from the Netherlands were small in volume compared with the quantity
of nétural Edam and Gouda that was licensed for entry from that coun-

try but not imported.
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Channels and methods of distribution

Natural Edam and Gouda cheeses are invariably marketed in the
United States in the form of the loaves in which they are produced.
Although the bulk of the cheese is marketed through supermarkets and
chainstores, such cheese is also sold in cheese variety shops, hotels,
and restaurants. A large part of the Edam and Gouda is marketed
under the brand name of tﬁe firm that produced the cheése. The "Baby
Gouda," which accounts for the greater part of the U.S. sales, is
conducive to conventional chainstore marketing, since it is a small
cheese that requires no cutting or packaging by the retailer. The
wedges, blocks, and links of process Edam and Gouda cheeses (virtually
all imported) are ready for immediate sale at the retail level. They
are marketed in boxes, or in gift packages that frequently contain &

variety of cheeses, meats, and other specialty foods.

Prices

The wholesale prices of domestic and imported Edam and Gouda
-cheeses in the United States have been increasing in récent years.
The following tabulation shows the average annual wholesale price ranges
at Chicago for imported and domestic Edam cheeses during 1963-66 (in

cents per 2-pound loaf): 1/

Year Domestic Imported
1963-=--cmmmmm e 56-66 65-T2
1964 e e e 54-66 70-76
1965==========-=- 56-66 69-79
1966--======nom=n 64-75 69-8k4

}/ Compiled from Wednesday price quotations reported in Dairy Market
Statistics, U.S. Department of Agriculture.
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The average wholesale price ranges of the imported Edam cheeses
have been substantially above those of the domestic cheese.

Prices for comparable sizes of Gouda cheeses are not reported.
The average annual wholesale price ranges at Chicago for the domestic
"Baby Gouda" (in'8-ounce.loaves) and the imported cheese (in 10-ounce

loaves) are shown in the following tabulation (in dollars per

dozen): 1/
Year - Domestic Imported
1963--=mm=mmm- 4.21-4.29 6.20-6.95
196kecmmanaaan 4.06-4.38  6.68-7.45
1965===nmmumn- 4.07-4.83 6.35-7.68
1966==mmmmmmun 4.28-5.47 6.37-8.05

On a product-weight baéis, the imported "Baby Goudas" are only
slightly higher in price than the domestic cheeses. This small dif-
fefepces in the prices.of the domestic "Baby Gouda" as compared with
.the prices of the iﬁported cheese, reflects both the high quality and
the aggressive marketing of the U.S. product.

The Holland Cheese Exporters Association controls exports of
Edam and Gouda cheeses from the Netherlands to the United States. It
also collaborates with the Netherlands Government in controlling the
export prices of Edam and Gouda cheeses.. The prices of Edam and
Gouda exported from the Netherlands to the United States are gener-
ally higher th;n the prices of such cheeses exported to other coun-

tries. The Association maintains, however, that the differences in

}]'Compiled from Wednesday price quotations reported in Dairy
Market Statistics, U.S. Department of Agriculture.
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prices are attributable to differences in quality, unit weights,

packaging, and freight charges.

Foreign production and trade

The annual output of all cheese in the Netherlands averaged
about 470 million pounds in 1964-66. The bulk of the total output
is believed to have consisted of Edam and Gouda. During that period,
the Netherlands exported annually about 150 to 175 million pounds of
Edam and Goude cheeses. West Germany, the Netherlands' largest cus-
tomer for Edam and Gouda cheeses, took 36 percent of the country's
exports in 1966. The Belgium-Luxembourg Economic Union took 24
percent; France, 12 percent; the ﬁnited Kingdom, 10 percent; and
Japan, 4 percent. The United States, Holland's sixth largest cus-
tomer, took 3 percent of that country's exports of Edam and Gouda in
1966.

The annual output of Edam and Gouda in Denmark has averaged
about 4O million pounds in recent years. Data on the output of Edam
" and Gouda in Sweden and Argentina are not readily available. The
annual output of all cheese in Sweden has averaged only 130 million
ﬁounds in recent years. The annual output of semihard cheese (which
‘includes Edam and Gouda) in Argentina has averagéd slightly over 100

million pounds in recent years.
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Gruyere-Process Cheese

DescriEtion

Gruyere-process cheese is made from natural Gruyere or from a
blend of natural Gruyere and natural Swiss cheeses. In fhe latter sit-
uation, the Federal Standards of Identity require that the blend must
contain not less than 25 percent by weight of natural Gruyere (21 CFR
19.750). Natural Gruyere cheese is discussed later in this report.

Gruyere-process cheese has a distinctive sharp flavor imparted by -
the natural Gruyere used in its production. In recent years the bulk
of the Gruyere-process cheese marketed in the United States (mostly im-
ported) has consisted of small (about 1 ounce) individual wedge-shaped
pieces that are foil-wrapped and packed in circular boxes. Gruyere-
process cheese in this form is intended for consumption as
hors d'oeuvres or as a dessert cheese. In 1966 substantial quantities
of such cheese in 5-pound loaves were imported. In this form the
cheese is used principally by the institutional trade (restaurants,
hotels, and hospitals) in cheese sandwiches; sbme of the loaves, par-
ticularly the small quantity imported from Switzerland, were marketed

at the retail level for use in sandwiches.

U.S. tariff treatment

Gruyere-process cheese is dutiable at the rate of 1l percent ad
valorem under item 117.60 of the Tariff Schedules of the United States
(TSUS) (table 19). The rate is applicable to imports from all coun-

tries (except the Philippine Republic) other than those designated ASY
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being under Communist control. ;/ There are no quantitative restric-
tions on imports of Gruyere-process cheese.

Under the Tariff Act of 1930, imports of Gruyere-process cheese
originally were dutiable at the rate of 7 cents per pound but not
less than 35 percent ad valorem (par. T710). Pursuant to concessions
granted by the United States under bilateral trade agreéments.and the
General Agreement on Tariffs and Trade (GATT), this rate was reduced
to L4 cents per pound, but not less than 16 percent ad valorem
(table 20). Mhen the TSUS was adopted in 1963, the specific rate was
eliminated, and the 16 percent ad valorem rate retained. That rate
of duty is one on which the United States granted a concession in the
sixth (Kennedy) round of trade negotiations under the GATT. The rate
of duty will be reduced in 5 annual stages, from 16 percent ad valorem
(the rate in effect on December 31, 1967) to 8 percent ad valorem.
The first-stage rate (14 percent ad valorem) became effective Janu-

ary 1, 1968.

U.S. consumption

The annual U.S. consumption of Gruyere-process cheese averaged
about 5 million pounds during the period 1962-65. In 1966, however,
consumption apparently‘doubled, probably amounting £o 10 million
pounds in that year. Imports have generally supplied the bulk of the

consumption of Gruyere-process cheese. U.S. production has been small

l/ Imports from these Communist-controlled areas are dutiable at the
rate of 35 percent ad valorem.
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and exports have been nil. The sudden rise in consumption is attrib-
utable largely to the promotion of Gruyere-process cheese in loaf form

by the importers and foreign exporters.

U.S. production

As mentioned earlier, the U.S. outpﬁt of Gruyere-procesé cheese
has been small. Only 1 U.S. firm produces Gruyere-process cheese.
That firm, which also imports such cheese, is a large producer, im-
porter, and distributor of various other cheeses. Gruyere-process

cheese accounts for only a small part of the firm's sales of cheese.

U.S. imports and prices

Annual U.S. imports of Gruyere-process cheese increased graduélly
from 4.8 million pounds in 1962 to 5.3 million pounds in 1965; in 1966
they rose sharply to a record level of 9.1 million pounds (table L40).
A large part of the increase in annual imports of Gruyere-process
cheese that occurred from 1965 to 1966 was accounted for by entries of
such cheese in 5-pound loaves rather than in the traditional small
wedée-shaped pieces. Nonetheless, the bulk of the imports of Gruyere-
process cheese in 1966 consisted of the small wedges.

Switzerland has been the leading supplier of Gruyere-process
cheese in the United States for many years, although the share of the
total imports supplied by Switzerland declined from about 63 percent
in 1965 to Ll percent in 1966. Nonetheless, the total imports from
Switzerland, like those from ail countries, have been increasing.

Gruyere-process cheese produced in Switzerland is of higher quality
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and contains larger amounts of natural Gruyere than such cheese pro-
duced in any other country. The bulk of the Gruyere-process cheese in
5-pound loaves came from countries other than Switzerland. Imports of
Gruyere-process cheese from Finland, the second largest U.S. supplier,
increased from about 21 percent of the total imports in 1965 to 33 per-
cent in 1966. Austria, Denmark, and West Germany have accounted for
the bulk of the remaining imports.

Altogether 80 or 90 U.S. firms have imported Gruyere-process
cheese in recent years. The bulk of the increase in imports that
occurred in.1966: were made by firms which generally had not previously
been large importers of Gruyere-process cheese.

The unit values of imported Gruyere-process éheese from all‘coun;
tries have declined somewhat in recent years (tableho), Gruyere-proc-
ess cheese from Switzerland sells at substantial premiums over that
from other countries. In most recent years, imports of Gruyere-proc-
ess cheese from Finland have sold at prices which approximate those of
such cheese produced in the United States; imports from the remaining
countries, however, generally sell at prices éomewhat higher than

those of the U.S. product.

Channels and methods of distribution

Boxes containing the traditional wedge-shaped pieces of Gruyere-
process cheese are sold. largely through chainstores, although some of
the cheese is marketed by specialty cheese shops, restauraﬂts,‘and
hotels. The Gruyere-process cheese in 5-pound loaves, however, is

sold primarily to the institutional trade for use in making cheese
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sandwiches. Some of the loaves of such cheese from Switzerland, how-
ever, have been cut into 6 to 8 ounce pieces and marketed through
chaingtores. Gruyere-process cheese, particularly from countries
other than Switzerland, was closer in price to domestic'Swiss and

Cheddar in 1966 than in earlier years.

" Poreign production and trade

The annual production of Gruyere-process cheese in Switzerland,
the largest supplier of éuch cheese to the United States, has amounted
to about 20 million pounds in recent years. The United States is
SWitzerlaqg's largest export market for such cheese. Italy, Canada,
~and Great Britain are also important importers of Gruyere-process’
cheese from Switzerland. Although data are not readily a&ail&ble, it
is believed that the output of Gruyere-process cheese in Switzerland
is larger than that in other countries that export such cheese to the

United States.
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Sheep's Milk Cheeses (Except Roquefort) :

DescriEtion

In the United States, sheep's milk cheeses (virtually all of
which are imported) are usually considered to be specialty-type
cheeses, which are only slightly competitive with domestically pro-
duced cow's milk cheeses.

Bryndza is a soft, white, sharp-flavored cheese that 1is similar
to Roquefort in texture; Bryndza does not, however, contain blue véins
of mold. In the United States it is generally consumed as a cheese
spread on bread or crackers, although it is sometimes dried, grated,
and mixed with other sheep's milk cheeses such as Pecorino Romano.
Bryndza is normally imported in casks or barrels that each contain
several hundred pounds of cheese.

‘Sheep's milk cheeses in original loaves sﬁitable for grating are
cheeses that are hard in texture. Such cheeses do not spoil easily;
because of their sharp flavor, they are particularly suitable for use
as a grated cheese in well-seasoned foods. The bulk of U.S. imports
of sheep's milk cheeses suitable for grating have consisted of
Pécorino Romano, a sharp cheese that is generally cured for two
years or-more.' It is usually imported in cylindrical loaves weighing
from 15 to 30 pounds. Some grated sheep's milk cheege packed in small
jars is imported.

Sheep's milk cheeses not suitable for grating (other than
Bryndza) are softer than those used for grating. They have a mildexr

flavor than the grating types and are often consumed as table cheeses.
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The bulk of the U.S. imports of this type consists of Feta , a moist,
white, table cheese that has a mild flavor. Feta is usually imported
in triangular-shaped original loaves that have been packed in barrels
of brine; each loaf generally weighs from 5 to 7 pounds. Several
other types of cheese not suitable for grating, such as soft Ricotta
made from sheep's milk and Kasseri, are usually imported in loaves

weighing from 5 to 10 pounds.

U.S. tariff treatment

U.S. imports of sheep's milk cheese (except Roquefort) are

dutiable under the Tariff Schedules of the United States (TSUS), as

follows: 1/

TSUS

item Commodity Rate of duty

117.10 Bryndza cheese---=casmccccmcmcemcaan= 15.5% ad val.

Other cheeses made from sheep's milk:

117.65 In original loaves and suitable 11% ad val.
for grating.

117.67 Pecorino, in original loaves, 15% ad val.
not suitable for grating.

117.70 Other-me-emem e 19% ad val.

" These rates are currently applicable to imports from all coun-
tries (except the Philippine Republic) other than those designated as
being under Communist control. g/ When the TSUS was adopted in 1963
the specific rates were eliminatea and the ad valorem rates retained.

Under the Tariff Act of 1930 U.S. imports of sheep's milk cheeses

were dutiable at the rate of 7 cents per pound but not less than 35

}/ For the statutory description see table 19 in the appendix to
this report.

g/ Imports from those Communist-controlled areas are dutiable at
the rate of 35 percent ad valorem.
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percent ad valorem (par. 710). Pursuant to concessions granted by the
United States under oilateral trade agreement and in the General
Agreement on Tariffs and Trade (GATT), this rate was reduced (table 20).
The rates of duty oﬂ sheep's milk cheese are ones on which the
United States gave concessions in the sixth (Kennedy) round of trade
negotiations in the GATT. The rates of duty will be reduced in 5
annual stages; the first-stage rates (shown above) became éffective
Januafy 1, 1968. The rates in effect prior to January 1, 1968 and the

final-stage rates are:

TSUS Rate prior to Final-stage

item January 1, 1968 rate
117.10======~ 17.5% ad val. 8.5% ad val.
117 .65-====== 12% ad val. 9% ad val.
117.67======- 16% ad val. 12% ad val.
117.70=====-- 20% ad val. 15% ad val.

U.S. consumption and imports

U.S. consumption of sheep's milk cheeses is virtually all sup-
plied by imports. There is no known commercial production of such
cheeses in the United States.

Annual U.S. imports of sheep’s milk cheeses (except Roquefort)
increased irregularly to a peak of 18.1 million pounds in 1962, and
then declined, amounting to 15.8 million pounds in 1966 (see table 41).
The decline in annual imports resulted largely from Aecreased imports
of cheeses suitable for grating; nonetheless, such cheeses accounted
for almost 70 percent of the total imporits of sheep's milk cheeses in

1966. Annual imports of the cheeses not suitable for grating in-

creased somewhat during 1962-66. Impcrts of Bryndza have been small.
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Nearly all of the sheep's milk cheeses imported have been in original
loaves.

In recent years Italy has supplied about 95 percent of the U.S.
imports of sheep's milk cheeses suitable for grgting (chiefly Pecorino
Romano) and about ﬁalf of the imports of cheeses not suitable for
grating or not in original loaves. Virtually all imports of Bryndza
have come from Czechslovakia. Smaller amounts of sheep's milk cheesés
have also been regularly imported fromvBulgaria, Greece, Rumania, and

Yugoslavia.

Channels and methods of distribution

Virtually all the sheep's milk cheese consumed in the United
States is imported in original loaves. The bulk of the cheese--that
suitable for grating, mainly Pecorino Romano--is then grated by im-
porters or food distributors; most of these dealers also trade in sev-
eral varieties of cow's milk cheeses (usually the Italian-types). The
grated cheese is generally marketed at retail in cylindrical cardboard
containers or small glass jars each containing a few ounces of cheese.
The grated cheese sold at retail is used in a variety of foods such as
lasagna and pizza.

Bryndza, which spoils rapidly when removed from the casks or
barrels in which it is shipped, is generally sold at wholesale in
plastic containers holding about 5 pounds of cheese. It is then re-
tailed in small plastic cups that contain one-half to 1 pound of
cheese. Other sheep's milk cheeses (except Feta) are generally im-

ported and sold at wholesale in 5- to 1lO0-pound original loaves. Feta
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is marketed in-glass jars of various sizes or is sold over-the-counter
in pieces cut from the original loaves. In order to maintain the
freshness of the softer cheeses, retail establishments often cut por-
tions from the original loaves only as needed for sale to individual
consumers.

Most of the sheep's milk cheese consumed in the United States is
sold at retail in stores specializing in cheeses or Italian;type foods.
Such étores are located principally in large metropolitan areas having

sizable numbers of people of Mediterranean or Balkan birth or extrac-

tion.

Foreign production and trade

Although cheese made from sheep's milk is not commercially pro-
duced in the United States, numerous varieties are produced in other
countries throughout the world. These cheeses, which frequently take
the name of the town or community in which they are made, are often
produced on farms or small establishments and consumed chiefly within
the surrounding area.

The commercial production of sheep's milk cheese is concentrated
principally in the Mediterranean and Balkan countries. Italy, which
produced about 95 million pounds of sheep's milk cheese in 1966, is by
far the leading exporter of such cheese. 1In recent &ears about 20
percent of the quantity produced in Italy has been exported, chiefly
to the United States. Other leading producers of cheeses made from
sheep's milk include Greece (Feta), Bulgaria, Yugoslavia, Rumania, and

Czechslovakia.(Bryndza).
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Roquefort Cheese

Description

Roquefort, a semisoft cheese made from sheep's milk, is charac-
terized by a salty, piquant flavor and a whife body mottled by
bluish-green veins of mold. The cheese is produced and cured in
natural limestone caves in the Community of Roquefort, France, where
the product originated. Under a French law adopted in 1925, the only
cheese that may be sold in France as "Roquefort" is sheep's milk
cheese made in, and certified by, the Community of Roquefort. The
certification mark "Roquefort" is registered with the U.S. Patent
Office. U.S. impqrts of blue-veined sheep's milk cheese made in
other areas of France or in other countries, and blue cheese made
from cow's milk, are classified as blue-mold cheeses.

Virtually all the Roquefort cheese consumed in the United States
is imported in the original loaves in which it is produced; Roquefort
cheese keeps better when in the original loaves than when cut into
pieces. These loaves are round with a flat top and bottom; they
ordinaiily weigh 5 to 6 pounds. The bulk of the Roquefort that is
sold by retail stores or restaurants is in 3;ounce, l%—ounce, and
3/h-ounce wedges that have been custom wrapped in foil. Roquefort is
used both as a table cheese and in making prepared salad dressings;
such salad dressings may vary widely in appearance and taste, depend-
ing upon their other ingredients. Both the cheese wedges wrapped in

foil and the bottled Roquefort dressing are required to bear the
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"Roquefort, France" certification mark and a characteristic red sheep

seal.

U.S. tariff treatment

U.S. imports of Roguefort cheese are dutiable under the Tariff

Schedules of the United States (Tsus), as follows: i/

item Commodity Rate of duty
Roquefort cheese:
117.45 In original loaves-------===========--c-=-- 10.5% ad val.
117.50 Other-=---mem-meecmccmmm o e mce oo m e —m—m e 18% ad val.

These rates are currently applicable to imports from all coun-.
tries (except the Philippine Republic) other than those designated as

being under Communist control. 2/

Under the Tariff Act of 1930, U.S. imports of Roquefort cheese
were originally dutiable at the rate of 7 cents per pound but not
less than 35 percent ad valorem (par. 710); Pursuant to concessions
granted by the United States under bilaterai trade agreements and
the General Agreement on Tariffs and Trade (GATT), this rate was

reduced to 3 cents per pound but not less than 12 percent ad valorem
(for Roéuefort cheese‘in original loaves) and 5 cents per pound but

not less than 20 percent ad valorem (for other Roquefort cheese)

l/'For the statutory description see table 19 in the appendix to
this report. ' '

g/ Imports from these Communist-controlled areas are dutiable at
the rate of 35 percent ad valorem.
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(table 20). When the TSUS was adopted in 1963, the specific rates

were eliminated and the ad valorem rates of 12 percent (item 117.45)
and 20 percent (item 117.50) were retained. These rates of duty are
ones on which the United States gave concessions in the sixth (Kennedy)
round of trade negotiations in the GATT. The rates of duty will be
reduced in 5 annual stages, the final-stage rates being 6 percent ad
valorem (item 117.45) and 10 percent ad valorem (item 117.50). The
first-stage rates (lO.S percent and 18 percent ad valorem, respec-

tively) became effective January 1, 1968.

There are no quantitative limitations on U.S. imports of Roque-

fort cheese.

U.S. consumption and imports

U.8. consumption of Roquefort cheese is supplied entirely by
imports from France; there is no domestic production.

Annual U.S. imports have not changed significantly in recent
years; such imports averaged 2.1 million pounds during the pe;iod
1962-66 (table 42). The domestic consumption of Roguefort cheese is
divided approximately as follows: about 50 percent qf the quantity
imported is consumed as table cheese, 25 percent is used as an
ingredient in salads, and the remaining 25 percent is used in making
commercially prepared Roguefort dressing.

Roquéfort is usually considered to be a specialty-type cheese

only slightly competitive with domestic blue cheeses made from cow's



176

milk. The annual imports of Roquefort have been equivalent to about

15 percent of the annual U.S. production of blue cheese.

Channels and methods of distribution

The producers of Roguefort cheese export their product through
a French export agency; the agency employs a producers' representa-
tive, known as The Roquefort Cheese Association, in the United States.
TheAAssociation promotes the use of Roquefort cheese in this country,
guards against infringements of the "Roquefort" certification mark,
and issues licenses to authorized importers and distributors of
Roquefort cheese and products made therefrom.

Some 30 U.S. firms import Roquefort cheese. Most of the im-
porters are located in New York, Chicago, and Los Angeles, the cities
in which most of the custom packagers of such cheese are located.
The‘largest importers of Roquefort cheese are also large producers
and distributors of various domestic cheeses. The smaller importers
usually sell the cheese to food distributors or chainstores.

About 45 percent of the loaves are cutbinto wedges at the whole-
sale level by importers and distributors; the bulk of this cheese is
'distribpted to hotels, restaurants, and chainstores. Some 30 per-
cent of the loaves are sold as such; part of this cheese is then cut
into portioné by chainstores. The remaining 25 percent of the
cheese is further processed by manufacturers of prepared salad

dressings.
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Prices

The producers in France control the price of the Roquefort
cheese imported into the United States. Their stated objective is
to maintain the price of Roquefort at a high: level reiative to other
types of cheese, and to regard any decline in the price of Roquefort
as detrimental to its reputation and prestige. They claim that the
maintenance of a high-quality image is essential to compete success-
fully with the imported and domestic blue cheeses.

The wholesale price of Roquefort ingreased by one-third from
1963 to mid-1966; since mid-1966 the price has increased only
slightly. The increase in the wholesale price has followed an in-
crease in the unit value of imports; the wholesale price has gener-
ally been about 4O percent greater than the unit value of imports.
Roquefort generally sells in the United States at somewhat over twice
the price of either imported or domestic blue cheese and this differ-
ence in price has widened since 1963. The following tabulation shows
the unit value of imports and the range in the New York wholesale
prices of Roquefort and domestic blue cheese for specified periods

in recent years:

(Per pound)
? Unit value ' New York wholesale price 1/
Year © of imports -

. of Roquefort ' Rogquefort ' Domestic Blue
1962-===mmmmmmm e ee e ; $0.84 : $1.15-1.20 $0.55-0.64
1963===mmmmmmmmm e e 8l . 1.15-1.20 : .56- .65
196U m e mm e : .98 :  1.38-1.k2 : .56- .63
1965 mmmmmm e 1.09 : 1.50-1.57 : .58- .66
1966 - mmmmmmmmmm e 1.13 :  1.56-1.62 63- .69

}/ Prices given are those during the first week of July.
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Foreign production and trade

The supply of ewe's milk and the available cave space for curing
cheese in-the Roquefort area of France limit the annual production of
Roquefort cheese to 25 million to 30 million pounds. There are 25
establishments that may legally call their cheeses Roquéfort; none of
these are a subsidiary of a U.S. firm. The establishments,are
operated by 20 local producers, one of whom accounts for about half
of ‘the annual production of Roquefort cheese.

In recent years about 12 percent of the annual production of
Roquefort cheese has been exported. The United States is by far the
leading market, taking 60 to 65 percent of the exports each year.
Exports go to many other countries, none of which tgkes as much'as

1 percent of the annual production.
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Gjetost, Goya, Gammelost, Nokkelost Cheeses, and Cheeses not
Elsewhere Enumerated (Including Cottage Cheese)

Descrigtion

This section deals with all of the cheeses which have not been
discussed elsewhere in this report. Four of tﬁem~-Gjetost, Goya,
Gammelost, and Nokkelost cheeses--are separately provided for in the
Tariff Schedules of the United States (TSUS); the others are dutiable
under the "basket" provisions of the TSUS for "other cheese and sub-
stitutes for cheese".

Gjetost cheeses are made from whey. Some are made from cow's
milk whey, and some from goat's milk whey. The principal constituent
of Gjetost cheeses is lactose (milk sugar). The cheeses are golden
brown in color; the& have a gritty texture and a caramel flavor. They
are usually sold in the form of half-pound bars that are wrapped in
parchment paper. Neither Gjetost cheeses nor cheeses similar to them
are produced on a c;mmercial scale in the United States.

Goya is a hard grating cheese usually made from cow's milk; it is
produced mainly in Argentina. U.S. imports of Goya have been nil in
the past decade; there has been no U.S. production for many years.

Gammelost is made from sour skimmed cow's milk. It has a brown-
ish rind, a brownish-yellow interior, and a sharp aromatic flavor;
these characteristics result in part from the various species of mold
used to ripen it. Nokkelost is usually made from partly skimmed cow's
milk. It is spiced with cloves, cumin seed, and occasionally caraway

seed. The U.S. imports of Gammelost and Nokkelost are mainly from
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Nbrway; the U.S. output of such cheeses has been negligible or nil for
many years.

There are many other cheeses classified in the group considered
here. iNatﬁral Gruyere and process Swiss cheeses, while mentioned in
the earlier sections of this report on Gruyere-process énd natural
Swiss cheeses, are covered here. Natural Gruyere is a semihard, ex-
tremely sharp flavored cheese made from cow's milk; it is character-
ized By holes or eyes which are much smaller than those in natural:
Swiss cheese. It is used in making Gruyere-process cheese. U.S. pro-‘
duction and imports of natural Gruyere have been negligible. Process
Swiss cheese is made.from natural Swiss that develops imperféct eyes
or holes while being produced.E'U.S. output of prdcess Swiss cheese
has been substantial, and imports of such cheese have been small.

- The bulk of the imports of theé Gther cheeses considered here con-
sists predominantly of specialty-type cheeses of which there is little
.gf nomdomestic production. “They are generally regarded as being only
siightly competitive with domestically produced cheeses because they
ére usually priced substantially above the moét similar domestic vari-
eties. Such cheeses are not consumed widely in the United States.

The major domestically produced cheeses classified here are vari-
eties ochow's milk cheeses not imported in large quantities. Among
them are cottage and cream cheeses (which are not suitable for lohg-
distance shipment), brick, Munster, Néufchatel, Limburger, and soft

Italian-type cheeses such as Mozzarella and Ricotta made from cow's

milk. Cottage cheese, which accounts for the great bulk of the U.S.
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production of the cheeses classified here, is an unaged chéese.made
from skimmed cow's milk or reconstituted nonfat dry milk. Cottage
cheese supplies protein at a lower cost than most other high-protein
foods. It is used largely in salads in the United Stafes. Creamnm
cheeses are used in cheese dips and other foods in the United Statess
The soft Italian-type cheeses are used mainly in pizza and lasagna.
Most of the remaining miscellaneous cheeses are consumed as natural

cheeses for table‘use.

U.S. tariff treatment

The cheeses discussed in this portion of the report are dutiable

as follows: 1/

TSUS
item Commodity Rate of duty

Gjetost cheese:
117.30 Made from goat's milk whey or 12% ad val.
from whey obtained from a
mixture of goat's milk and
not more than 20 percent of
cow's milk.

117.35 O T L TS S——— 18% ad val.
117.40 (pt.) Goya cheese-==mmmmmmmoomommeoceeeoees 25% ad val.
117.60 (pt.) Gammelost and Nokkelost cheeses-mm=mm==w 14% ad val.

Other cheese and substitutes for
cheese [except Colby/: A
117.75 (pt.) Valued not over 25 cents per pound--- 5¢ per 1b.
117.85 (pt.) Valued over 25 cents per pound-mm—=-- 18% ad val.
These rates are currently applicable to imports from all countries
(except the Philipine Republic) other than those designated-

as being under Communist control. g/» The ad valorem equivalent of the

}7’For the statutory description see table 19 in the appendix to
this report. )

g/ Imports from these Communist-controlled areas are dutiable at the
rate of-35 percent ad valorem except imports classifiable under item
117.75 which are dutiable at the rate of 8.75 cents per pound.
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specific rate on item 117.75 (pt.), based on imports that entered dur-
ing 1966, is 24 percent.

Under the Tariff Act of 1930, imports of the cheeses considered
here were originally dutiable at the rate of 7 cents per pound, but
not less than 35 percent ad valorem (par. 710). Pursuant to conces-
sions granted by the United States under bilateral trade agreements
and in the General Agreement on Tariffs and Trade (GATT), thié rate
was reduced to rates generally equivalent to the various rates shéwn
above 1/ (table 20).

The United States granted concessions in the sixth (Kennedy)
round pf trade negotiations under the GATT on the rates of duty_on
Gjetost, Gammelost, and Nokkelost, and on "other" cheeses (except
Colby) valued over 25 cents per pound. The rates of duty will be
reduced in 5 annual stages; the first-stage rates (shown above) be-
came effective january 1, 1968. The rates in effect prior to Janu-

ary 1, 1968 and the final-stage rates are:

TSUS Rate prior to . Final-stage

item January 1, 1968 rate
117.30-=====- 13.5% ad val. 6.5% ad val.
117.35-====-- 20% ad val. 10% ad val.
117 .60======- 16% ad val. 8% ad val.
117.85-==euu= 20% ad val. 10% ad val.

U.S. imports of the cheeses discussed herein are not restricted

by quantitative limitations.

;/'Effective Aug. 31, 1963, with the adoption of the TSUS, the
specific rates for most kinds of cheese were eliminated, inasmuch as

the dutiable values of imported cheeses had made the specific rates
obsolete. '
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In addition to the duty, imports of filled cheese--cheese made
with an admixture of butter, animal oils or fats, or vegetable or
other oils--classifiable under items 117.75 (pt.) and 117.85 (pt.)
are subject to an internal revenue tax of 8 cents pervpound under sec-
tion 4831(b) of the Internal Revenue Code of 1954; the domestic filled
cheese is subject to a tax of 1 cent per pound under section 4831(a).

U.S. imports and production of such cheese have been nil for many years.

U.S. consumption:

The apparent U.S. consumbtion of the. cheeses herein considered in-
creased from 1,128 million pounds in 1962 to 1,275 million pounds in
1966 (table 43). The increasing consumption of these cheeses has re-
sulted primarily from increased demand for cottage cheese and soft
Italian-type cheeses. The increased consumption reflects a variety'of
factors--rising consumer incomes, the popularity of pizza, improvements
in the quality of products, promotional efforts of both domestic pro-
ducers and importers, and increasing acceptance of many cheese varie-

ties associated with increasing international travel by U.S. residents.

U.S. production

U.S. production of the miscellaneous cheeses increased from 1,126

million pounds in 1962 to 1,264 million pounds in 1966. U.S. output
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is shown in the following tabulation (in thousands of pounds):

f ‘ sort ! : ok :
: Cottage '@ Italian-’ Cream : Brlg. ‘ Other ° 1
Year : cheese l/ * type ‘ cheese ‘ an : types : Tpta
. : : : Munster :
. . cheese . . :
1962----: 812,237 : 107,802 : 116,607 ; L6,728 ; ho,h72 ; 1,125,846
1963----: 820,695 ; 124,092 : 107,831 : 48,009 : LL,498 ; 1,152,125
196!4"'"3 861’869 H lh9’092 : llu’127 : 52,396 H h5,332 : 1,222;786
1965----1 863,943 : 163,793 : 116,266 : 53,030 : 45,166 : 1,242,198
1966"""": 856:71‘3 H 186)883 : 111)191“ : 57;721 513061 :

1,263,602

. .
.

}/ Includes creamed and partially creamed cottage cheese.

In recent years, cottage cheese has accounted for nearly 70 per-
cent of the output of the above-mentioned cheeses; soft Italian-type
cheese accounted for more than half of the increase in annual output
between 1962 and 1966.

The number of plants producing the types of cheeses under dis-
cussion decreased from about 1,600 in 1962 to 1,200 in 1966. Three-
fourths of these plants in operation in 1966 produced cottage cheese.
The plants that produce cottage cheese are located throughout the
United States, particularly in heavily populated areas; those that
produce the other cheeses herein considered are located mostly in the
North Central States. Many plants that produce various manufactured
dairy products make cottage cheese in order to utilize nonfat dry milk
and skimmed milk which are byproducts of the production of butter.
Plants that produce the other types ot cheeses often specialize in the

production of one or two varieties of cheese.
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Uﬁ.eqmms

Aggregate annual U.S. exports of the cheeses considered here de-
clined from 5 million pounds in 1962:to 3 million pounds-in 1966; they
were equivalent to less than 1 percent of the annual préduction of
such cheeses during that period. The bulk of the exports has con-
sisted of process cheese. Canada, one of the principal markets for
U.S. exports of these cheeses for many years, took about a third of
the U.S. exports of such cheeses in 1966. Venezuela, the Philippine

Republic, Panama, and the Bahamas were also major export markets in

1966.

U.S. imports

Aggregate annuél U.S. imports of the cheeses discussed here in-
creased from 7 millibn pounds in 1962 to 10 million pounds in 1965.
Imports were equivalent to less than 1 percent of the consumption of
such cheeses in that period. In 1966 annual imports nearly doubled,
amounting to 19 million pounds; they were equivalent in that year to
about 1.5 percent of consﬁmption. The imports consist in large part
of varieties not produced in the United States, and they are usually
considered to be specialty-type cheeses.

Total U.S. imports of Gjetost'cheeses increased frog 179,000
pounds in 1964 to 257,000 pounds in 1966. Norway was virtually the
the sole supplier. Total imports of Nokkelost cheese amounted to
137,000 pounds in 1964 and to 178,000 pounds in 1965. Virtually all

the imports of Nokkelost cheese in those years came from Norway, the
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traditional U.S. supplier. In 1966, however, U.S. imports of Nokke-
lost cheese increased to 1,099 million pounds; most of the increase
was supplied by Switzerland. U.S. imports of Gammelost ahd Goya
cheeses h;ve been nil or negligible in recent years.

U.S. imports of the other cheeses considered here generally come
from about 20 countries. Denmark has supplied about 4O percent of the
total imports in recent years. In 1963, the latest year on which in-
formaﬁion is readily available, about three-fifths of the imports from
Denmark consisted of Esrom, Harvarti, Camembert, Castello, and Tybo
cheeses. Francé, the second largest supplier, furnished 12 percent of

the total imports in 1966; cheeses from France consisted primarily of

Bombel, Port Salut, and Camembert. Annual U.S. imports of these
cheeses from Denmark doubled from 1965 to 1966, while those from France
also increased. In the latter year, however, U.S. imports of such
cheeses from several countries which had previously not been large

suppliers increased substantially (table uli).

Channels and methods of distribution

Most of the domestically produced cheeses discussed herein are
made by plants that send their output to concerns, known as assemblers,
who market the cheese under their individual brand names.

Although the domesfic varieties of cheeses are generally marketed
in supermarkets and chainstores throughout the United States, tney are
sometimes marketed through specialty cheese shops and gourmet stores.
The imported cheeses, however, are marketéd predominantly through
cheese shops and gourmet stores. Generally, the imported cheeses are

sold at retail in the containers or packages in which they are imported.
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Prices

Data on prices of the imported cheeses considered here are not
regularly reported. As mentioned earlier, however, the imported vari-
eties are usually prices at retail above the most similar domestic

varieties.

Foreign production and trade

In recent years, Denmark, the principal foreign supplier to the
United States of the cheeses considered herein--and a leading world
supplier--has produced some 30 million pounds of such cheeses annu-
ally. West Germany, Denmark's largest market for cheese, has taken
about 50 percent of the Danish cheese exports in recent years. The
United Kingdom, Italy, Sweden, and the United States have generally
. been Denmark's next largest export markets for cheese. The United
States has not been a large importer of these cheeses from Denmark
primarily because many of them are high-priced, and the U.S. market
for the specialty-type cheeses produced in other countries is small.

The output in France--the second largest foreign supplier to
the United States of the varieties of cheeses considered here--is
not reported separately. The production of all cheese in France,
however, has been increasing substantially in recent years. In 1966,
the French output of cheese (excluding Roquefort) amounted to 1.2

billion pounds.
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Condensed or Evaporated Milk or Cream

Descrigtion

Condensed milk consists of milk from which a portion of the water
has been removed by evaporation under a partial vacuum. It usually
has a caramelized flavor since the milk sugar is slightly cooked in
the condensing process. If packaged without sugar being added, it is
known as plain condensed milk; it is perishable in this form, and is
usually sold in bulk. If sugar is added, the product, which is called
sweetened condensedimilk, is usually canned; the sugar content is suf-
ficient to prevent spoilage. Evaporated milk is similar to plain con-
densed milk in that water has been removed by evaporation under a par-.
tial vacuum and no sugar has been added. Evaporated milk, however, is
both homogenized and sterilized; it is generally in hermetically sealed
retail-sized metal containers. The characteristic caramelized fl<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>