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• THE WHITE HOUSE 
WASHINaTON 

For yo~ 1nfo:rmation: __ x_x_. ____ _ 

Opmments: 



Dear Don: 

THE DEPUTY SECRETARY OF STATE 

WASHINGTON 

---

October 9, 1974 

----

The Department understands the House Agriculture 
Committee is very likely to report out favorably on 
Wednesday, October 9, H.R. 9419, the Foreign Dairy 
Quality Act, and H.R. 2933, the Filbert Bill. 

This Department and HEW 'are on record before the 
Committee in opposition to the Foreign Dairy Quality 
Act. We also understand that USDA is now sending a letter 
to Chairman Poage opposing the bill. The bill would 
require that all dairy products imported into the United 
States be inspected for wholesomeness, and the farms and 
plants in which such products are produced or processed 
comply with sanitary standards established by USDA. The 
Department is opposed to the bill because: 

--Under existing legislation, imported dairy 
products are inspected and are not permitted to enter 
the United States . unless they conform to the standards 
that apply to similar domestic products. 

--In addition to these product standards, some 
Federal process standards exist for dairy products, but 
they are voluntary, not mandatory. The mandatory Federal 
inspection and surveillance requirements which this bill 
would impose on imports would not apply to domestic 
products traveling in interstate commerce. 

--The imposition of new mandatory process standards 
on imports, while domestic production is not covered by 
the same standards, is perceived by our foreign suppliers 
as a non-tariff barrier to trade. The tariff rates on 
the products covered by the bill have been bound, to many 
countries, in tariff negotiations. The bill, if enacted, 

The Honorable 
Donald Rumsfeld, 

Assistant to the President, 
The White House. 
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will be viewed as an impairment of those bindings in 
that, if the measure were truly required for health 
reasons, it would apply equally to domestic production 
as well as to imports. 

Filberts 

The House Agriculture Committee is scheduled to 

2 

take up on October 9 legislation (H.R. · 2933) which would 
result in the imposition of restrictions on the importa-
tion of filberts. The legislation is motivated by a 
desire on the part of the domestic filbert industry to 
reduce import competition. One of its subcollltlittees 
(Domestic Marketing and Consumer Relations) has reported 
the bill favorably to the full Committee. While the 
dollar amount of our import trade is relatively small 
($6 million) only Turkey, the principal supplier, would 
be affected in any meaningful way. The legislation is 
not needed as imported filberts are not adversely 
affecting the domestic trade as they are different and 
nuts which do not meet the strict United States standards 
for wholesomeness prescribed by United States pure food 
laws are prohibited from entry. ~reover, the bill would 
establish a new trade barrier contrary to our program of 
expanding trade, which is of special importance to 
American agriculture as a whole, and would have a 
detrimental effect on the impending multilateral nego-
tiations to reduce and eliminate non-tariff and other 
trade barriers. Finally passage of this restrictive 
legislation would come at a delicate time for u.s.-Turkish 
relations and could be misinterpreted by the Turks as 
retaliation for other actions. ' 

Both these bills have important foreign policy 
implications for us and do not in our view accord with 
our broad economic interests. Accordingly I hope the 
President through the White House congressional liaison 
staff will make an effort to head off the favorable 
reporting out of these bills by the House Agriculture 
Committee. 

With best regards, 

Since rel~ 

Roberts. Ingersoll 
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October 16, 1974 

The President 
The White House 
Washington, D. c. 20500 

Dear Mr. President: 

As I discussed with you at our meeting last week, 
·I would urge that you m=:t with a select group of 
reliable and knowledgeable cow-calf ranchers and 
livestock feeders so that they may convey to you, 
firsthand, the problems they face in the livestock 
industry. We have had numerous requests asking for 
such a meeting with you for this purpose. 

I should appreciate your letting me know when your 
schedule would permit such a meeting and how many 
you would care to have attend the meeting. 

espectfully, 

M. C. 

A, 
TV SEBELIUS,~ c. 2McSPADDEN, M. C. 

- .. A!Z.,.,, ,«.~:fl . 

--

• ~ERT!Af~, M. C. 

{) l"-?'1v i V:1Vfh'~ 
W-: KP r . M. C. 

:QONAL~B 
• I,.\.. ti'" . 
TIM LEE CARTER, M. C. 



BOB MATHIAS, M.C. 

GARNER E. SHRIVER, M.C. 

DICK SHOUP, M. C. 

WILLIAM J. RANDALL, M.C. 

ED JONES, M. C. 

BILL ALEXANDER, M. C. 

BOB BERGLAND, M. C. 

,, 



MEMORANDUM FOR1 

.FROMa • 

SUBJECTs 

October Zl, 1974 

THE PRESIDENT 

KEN COLE 

Dairy Import Quota• and 
Countervailing Dutie• 

On October 11, you met with leader• who preeented 
a case for the dairy larm•r• on th• agricultural economy. The 
Congressmen propo•ed three Executive actions that could be taken 

·to lend aupport and stability to the co•t•prlce squeeze ln which the 
dairymen find themaelvea. 

You requested further research on the third recommended action 
which la to give your assurance that importation of dairy 
products will not be increased above the quota levels for the next 
12 month•. On. October 16, you announced that no action will be 
taken to change the pre•ent of impo?t quota• without a 
thoPough review ol current ma,-ket conditions. and a chance for 
out" dairy producer• to be consulted on thi8 ieaue. 

The Secretary of Agriculture previously submitted lor your 
a memo,-andum p,-oviding you with hi• ?ecommendation• 

on dal,-y impo,.t quotas and countervailing duties (Tab A). 

While the,-e agreement with Sec,-etary Butz' a recommendation 
on the announcement on dairy lmpo?t quotas, tbe1"e was not agree• 
ment on his ,-ecommeudation on countervailing dutlea. Bill Ebet"le 
baa aubmitted for your a decision memot'andum on 
the cowitervailing duty bauo (Tab. '8). 
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MEMORANDUM .roa. 
J'ROMa 

SUBJECTs 

October 21, 1974 

THE PRESIDENT 

KEN COLE 

Dairy Import Quota• •• 
Counter•alll• Dutle• 

On October 11, you met wttb COJlln••lonal leader• who pr•••at•d 
a caaefor th• dairy farmer• on tb .. Ptcnalt\aral economy. The 
Co91reaamen pPopoeed thrH Eaee11tlv• action• t1'at eould be taken 
to lea4 euppcwt and nabllttJ to the coat•pPlc• •••••• In which tll• 
dalpY'ftWa find tbemHI•••· 

You ... ueated furtheP •••earcb on tu tlllrd recommended action 
which le to 11ft JO'II' pereoaal •• all!'&ac:e tllat importation of dairy 
pl'04het• wUl not be lacr•••ed alk,ve th• quota l•••la for the next 
12 month.a. On October 16, JOU &IUIOllaeed that no action will be 
taken to clla111• the P"••• •J•tem of lmpon •ut•• without a 
tlloroua)a •••I•• of c11r1'Ult rna•ket condttlona, a.nd a clt.ance for 
our dairy p o uce • to be couw.ted on till• laaue. 

The SecrM&pY of A1rlcoltare baa pnriouly eubmltted for your 
coa1l .. •atlo• a memoraadw.n pMn4ilal JCMl with hi• recornmendationa 
on dairy lmpori quota• and coater•allhw dutt•• (Tab A). 

While d:le!'e a,rNmeet wtth Secretary But••• reeommeadatton 
on the annoaeement on d&lry import quota.a, there waa not acrff• 
ment on hla recommea4atton on couater•alllaa dlltl••· Bill Eberle 
ha• for your coa•l4eratloa a cleclalon memorandw:n on 
the cowate1'va1U111 duty laaue (Tab lt). 

l. 



THE SPECIAL REPRESENTATIVE FOR 
TRADE NEGOTIATIONS 

W ASH l,NGTON 

MEMORANDUM FOR THE PRESIDENT 

Background 

FROMi w. D. Eberle 

SUBJECT: Dairy Import Quotas and 
Countervailing Duties 

Dairy producers have for some time been unhappy 
with Administration policy, particularly in regard to 
domestic milk-price supports and dairy imports. 

On the trade side, their unhappiness began with 
the periodic emergency actions taken in 1973 and 1974 
to increase dairy imports for anti-inflationary reasons 
as recommended by the Cost of Living Council. This 
discontent surfaced in two areas: Senate deliberations 
on the Trade Reform Act, and, separately, the Federal 
Courts, where dairy producers pressed for Treasury 
action on a 1968 complaint alleging subsidization of 
EC dairy products. The court action sought to force 
Treasury to countervail against EC exports. Action on 
the complaint was suspended by Treasury with dairy 
industry consent, after quotas were imposed in the late 
1960s. 

Rather than face a political showdown with the 
u.s., the European Community warned that a trade war 
could be in the offing but agreed to suspend dairy 
export subsidies to the u.s. This temporarily removed 
the pressure for a court action against Treasury, but a 
court stay requires immediate action if the EC resumes 
subsidy payments. 
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In the meantime, the Adminiatration was working with 
the Senate Finance Committee on the Trade Reform Act to gain 
adequate discretion to negotiate longer-term solutions in 
export subsidy situationa. Present law, written in 1897, 

no Executive discretion and does not require 
injury to a domestic in<!uetry. Treasury avoided counter-
vailing only by delaying action on complaints. 

Administration officials have negotiated a delicately 
balanced settlement of dairy countervailing duties and 
Section 22 in the context of the Trade Bill, worked 
out with repreaentatives of the major farm and dairy 
organization• and the Senate Finance Committee. (Section 22 
contains the import quota proviaiona of the Agricultural 
Adjustment Act of 1933.) Commitments in that settlement are 
consistent with the CIEP decision to preserve maximum flexi-
Mlity for Administration actions in order to help prevent 
trade wars from developing with other dairy producing nations. 
The compromise package is summarized in Attachment A. 

Dairy producer groups and the Senate Finance Committee 
have accepted this package as a reaaonable compromise on 
dairy trade policy. However, they remained worried about 
possible future emergency actions (for anti-inflationary 
reasons) to liberalize dairy import quotas. The statement 
you issued in Kansas City, promising consultations prior to 
any future quota liberalization, should allay this fear. 

Alternatives 

Option I - Continue present P<?licy. 

Follow existing trade policy, continue discussions 
with the European Community to try to avoid a trade war, 
attempt to •roll-over• court stay. 

9'tion II - Take tormal action under the countervailing 
duty aw. 

Since the EC is no longer subsidizing dairy exports, 
Treasury would issue a conditional negative determination 
which would result in the automatic levying of additional 
duties if the EC resumes subsidy payments. 

Inflation Statement 

Imposing countervailing duties while keeping quotas 
results in excessively high u.s. dairy prices and will 
subject the Administration to criticism that it is working 
against its own anti-inflationary program. 
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Discussion 

To take formal countervailing duty aotion now even 
if no additional duties are actually imposed, without 
simultaneously announcing Tariff Commission examination of 
Section 22 quotas, ensures a political confrontation, 
aince a number of European Ministers would consider such 
action a direct threat to their own political positions. 

However, any quota liberalization would offend dairy 
producers, who consider Section 22 quotas important to their 
welfare. Thus, any domestic political gain of countervailing 
would be offset by domestic crtticism of Section 22 
liberalization. Moreover, any commitment to aid the dairy 
industry ia likely to be criticized at this time. Also, to 
proceed without quota liberalization is likely to cause an 
open us-EC confrontation and may result in EC retaliation 
on other American agricultural products, such as tobacco, 
citrus, and soybeans. This in turn would split the farm 
organizations and lead to indeterminate, but probably negative, 
domestic political effects. 

Recommendation 

That we proceed on our present course, no formal 
action on countervailing duties, and your statement on 
quotas. The following agencies agree with this course of 
actions State, Treasury, 0MB, CIEP, and the Domestic Council. 
Secretary Butz agrees in principle. 

Approve 

Disapprove 

Other 



ATTACHMENT A 

The compromise package includes commitments by 

. - ' 
Committee 

Treasury, my deputy (Harald Malmgren)and the Administration. 
Attachment B includes a memorandum and letters from 
David Macdonald, Assistant Secretary of the Treasury·and 
Harald Malmgren, Deputy.STR, to Senators Nelson and Mondale. 
The commitments involves 

••• elimination of the House provision which allowed 
the Administration to withhol~ countervailing 
action if import quotas were in effect 

•.• new assurances, to be supplied in legislative 
history, that the Administration would not imple-
ment major quota program changes resulting from 
international negotiation without positive action by 
Congress, even though the Administration presently 
has considerable flexibility under existing law 

••. elimination of the wide-open House provision that 
the Administration could withhold countervailing duty 
action in all fields for up to four years, and 
replacing this provision with a new, very tightly 
circumscribed discretion provision. 



*** 

*** 

September 6, 1974 
DAIRY AND COUNTERVAILING DUTIES 

Major changes in the concel=lt of the c·ountervailin·g sections 
of the Trade Reform Act have been introduced in the Senate 
Finance Ccrmnittee and tentativelv accented bv the Administr(t-
tion. 'l'hese changes are all desig:ied to meet the :special 
problems of the dairy industry, but without fundamental 
damage to the broader trade objectives of the Administration 
in relation to other agricultural sectors and industry. 
These changes include: 

. . .. 

. . . 

... 

elimination of the House provision which allowed 
the Administration to withhold countervailing . 
action if import quotas were in effect 

new assurances, to be supplied in · legislative 
history, that the Administration would not 
implement major Section 22 program changes 
resulting from international negotiation without 
positive action by Congress, ~ven though the 
~dministration presently has considerable flexi-
bility under existing . law 

elimination of the wide-open House provision 
that the Administration could withhold counter-
vailing duty action in all fields for up to four 
years, and replacing this provision with a new, 
very tightly circumscribed discretion provision. 

Why is any discretion· necessary? The Administration points 
out that the European Community already faces-quotas on 
entering the U.S. market, and considers countervailing 
action on top of quotas as protectionist overkill. _Resti-
tution payments, or as we call them, export subsidies, 
are a fundamental part of their agricultural system, re-
lated directly to their dairy price. support levels as our 
quotas are related to our price supports. They are able 
politically to negotiate their export payment program in 
the context of overall trade negotiations and/or in the 
context of a new international solution to the world dairy 
trade problems many countries face. But the EC is not 
politically willing to give up its whole export payment 
system unilaterally, without a broad negotiating cover, 
and is prepared to fight the U.S. to protect its political 
position in relation to U.S. farmers. 

The EC has offered to be reasonable, by suspending the 
present export subsidies as of rnid-Juiy, and has offered 
to discuss longer term solutions. They have also warned 
they will attack other American farm interests if the U.S. 
is not reasonable in its approach. (They can retaliate 
in many ways, without necessarily harming themselve·s poli-
tically or without acting illegally e.g. in tobacco, 
soybeans, canned fruits.) 

ATTACHMENT B - TAB A-



*** 

In sum, the Administration wants to avoid a form of dairy 
action which will lead to damage to other farm interests, 
but the Administration ne·gotiators are determined to re-
duce the pressures of unfair subsidies on the -American 
dairy market. 

The Administration also wants to negotiate a basic improve-
ment in ·the international rules and practices regarding 
subsidies and countervailing· duties, in connection with 
all of world trade. This is one of the major objectives 
of the Trade Reform Act. To negotiate effectively, the 
Administration wants a degree of leeway in how it conducts 
countervailing duty policy during the period of upcoming 
negotiations. • 

now, 
rovision affect dair? Right 

If these subsidies are resumed in the present 
situation, Treasury will definitely ~ountervail. 

If the new trade bill becomes law", and the EC 
resumed subsidies Treasury could theoretically 
withhold countervailing action for up to six 
months. However, Treasury has assured me they 
will not exercise this discretion if the EC 
simply resum~s doing what it did before without 
substantial modification of its export program 
as it applies to the U.S. 

If the EC proposes a major change in its export 
program, such as establishIJlent of a minimum 
export price program for the U.S. market, the 
Executive Branch would engage discussions with 
the EC to determine whether an adequate remedy 
could be found for the transition period during 
broader trade negotiations. The adequacy of 

• this remedy would be subject to Congressional 
• review, and therefore subJect to the dairy 
• industry's review. The new draft provision 

would provide for a Congressional override (by 
either House or Senate) if the exercise of 
discretion by the Executive Branch was based 
on an alternative remedy which was judged to 
be inadequate by the Congress. The Administra-
tion, knowing this possibility of override exists, 

* Some prefixed subsidies, set ·before mid-July, may still be 
operable, but time is rapidly running out on what is believed 
to be a small-scale problem. 
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would have to work closely with the dairy industry 
in any of its negotiations on interim remedies for 
dairy imports. Moreover, the Administration has 
assured the ~ongress it will voluntarily consult 
with the dairy industry on any negotiated transi-
tional compromises. 

*** : Ad,ranta<J"e·s· ·of a· c·ompr·omise: . 

... 

... 

avoidance of damage to other American farm interests 

development of a new, cooperative, continuous 
relationship between . the dairy industry, ,Congress, 
and the trade negotiators 

avoidance of fundamental damage to other trade 
negotiating objectives of the·Executive Branch, 
and avoidance of undue delay of the ·Trade Bill, 
which is vital to a wide range of American 
agricultural as well as national interests. 



.. 

20506 

The IIonorabie Gaylord Nelson 
United States Senate 
Washington, D.C. 20510 

Dear Senator Nelson: 

October 2, 1974 

You have asked about the status of any discussions be-
tween officials ot the o.s. government and the European 
Community as regards the resolution of the problem of E.C. 
dairy export subsidies. When the E.C. suspended its resti-
tution payments, Treasury and the Court determined that no 
further Treasury action was called for under those circwn-

• stances. The E.C. has asked what would be done in the future 
in the light of possible changes in the law (under revisions 
incorporated in the Trade Reform Act), and· we nave said that 
we shall have to wait to see what the Congress will provide. 
I can assure you that there have been no private or public 
agreements regarding resolution of the problems arising out 
of the pending countervailing duty case in relation to imports 
from the E.C. In particu~ar, we have not made any·assurances, 
or even raised hopes, of any adjustments in the dairy import · 
quota situation in connection with the proposed compromise 
package which S.T.R. and you and Senator Mondale have been 
discussing. The compromise package, as we have outlined it 
to you, composed of the attached memorandwn and draft Treasury 
letter, represents a comprehensive approach to meeting the 
special problems of the .dairy industry. 

Moreover; the Special Trade Representative's Office 
would not recommend any changes in quotas in connection with 
trade.policy without prior consultation with you and the 
representatives of the dairy industry whatever the el~ents 
of such a settlement insofar as they affect dairy farmers. 

The compromise proposal which results from our common 
effort with you is a package with which we can live and to 
which we can give support in conference if it is agreeable 
to the Senate. 

ATTACHMENT B - TABB 
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I recognize the real problems and special circumstances 
of the dairy industry. It is in relation to this recognition 
of the problems, and of your own concerns, that we have made 
a major effort to tailor this special approach to deal.ing 
with a most delicate problem without prejudice to the interests 
of other At~erican farmers or to our national economic interests. 
This latter point is important because we are very much concerned 
with the need to avoid possible spillover effects on other 
American economic interests, particularly agricultural interests, 
of a confrontation with our trading partners. 

Sincerely, 

Harald B. Malmgren 
. ,. 

-.. ·- ...,J,. •' -· • ';:J , \ 



Octolmr 3, 1974 

I hilv~ br.!c-n ,~n!:od for t:l:.".: v:l.m1s of t~10 Trc?!f;Ur'.f 
Dc~ntrtt.'f:nt c~w:.:crnir.~r how p::-opo:w:<.1 ar-.~nt:~1tmt::; to tho 
counb:~rv:d li1:g ,:uty 1.--,i.·: l:c:!l, .. i·.i:1g to a lltiitcc1 condi-
ti.onnl c~.i~cr-ction.ar.y ~u~lo.ri ty :i.n the frrc~sur1-- D.:--p~rt."1'~nt 
ljOt to n;:,-,pl.y cou.fl~(!):"'itUilinq d•ltie.?1 du:rln7 thw l;Criod of. 
nc•~oti,..~•1.•,,,, . ..,. ,.,._,~(•~ t'-·() C';•,•e,,/I,-, ,..,,.,fO.,..J·l ··,c'· T"ii-.h4- ... ~~r,,,_,..t t 1l.~ .. U\... •.,.,•J,J,.;.1 .. ,.,,,._ ;,...,._ :!. -J...~.,.,.~.I .t\l~ - • II \- •I. ~••Ii• '-&.L.1..\::.,\a. • \.~ 

pN1tlir1.<J !',;'rc~nr::tu:_y invor:;ti0a-cion of d.:,.iry ix.,portc f.ro1~ the 
I:m:op0~n cc::,1:n.mit:y wi.d w!rnt fu.turc nctic.:,:.1 crin 1-,c o:•;pcctad 
rcgard5.n~ this- c,1sc. 

1' ... r.. you kn.0t·1, 'ilC nra conr:d tted . to proca~din'J ir.mo-
c1intoly unc::,~r t:h a countcrv:til:!.n\) <1uty li.lw chould th'-~ r;c 
r .,..., --•·t..; .... ,. t·~ .,.~ ... ,.. ... 1,.. .. -~ 1, ... ,,..,, ....... t••ff o~• ,·1·,iru I"rcc·,•cf-r- ~-'icy l.;.J~f••• •"-\..,\..\ V ~.v ~~"'\.!.V"-1., l.-4,f.._.:.a_;,,.""°J ,.,1; _ ..... J.• .., \,,~ '-""..I \...4. 

mwpcndec.i on J.uly l2 on ci.lecu,.:; nnd· previously on other 
prodt~ct:r,. r do not b~liov~"l t..'1.:l t thi:1 co11m1i trl\~nt wcula. 
be Af£ect:cc.'t in einy \~\?.y by ent,ctmcht: of vnY of: t:r.6 mr.r:r.a-
1:cntu {:o tl1:;:, lm-t no-., boihg cn::itcroplatcd by tho 5m1ntQ 
Finance Co;:m~it-t;co. 

Tm·t r,.i:t:cnpt to c.volu or de.lay thn ir:ifo::si t:fon of 
coun.tcrvail.tnq c.uti::J~ by the nor~: c;ubtcrfugo of ~;ubt.}t,;;.-
tuting on,:; .5.nc!)ntivc p.ro<;r~-~!! ::or imotlHJ.:t:"r with )~O rd.0nif ... 
icant dif. f<.!!):cvcc,_; hct;•w~r .. m t.l:a t~,:o, '.·:ould, in m.l~ o;_-,i,,ion, 
be t.J:cn.tcd n3 Ll:c:,:1.gh t..'1<: nbov-c1-c1c-~cr ibed cxpo,:t p.::.yr.ient:!l 
ha<l been r~:=ur.1c<l. In thi~1 ovun.t,. u rapid e~tm:::-:~in~-.tion 
coultl l.iu rri&~f.l within the tir:in 1:il'tlt::: r.;ot forth- in tha 
Jn.ly_ 13 ;;t:'q .. ·,uln.t.icm br;:t\lecn t.11~ r;r~a.£Ju~y r~n.d t..~c CO!-.:pla!ri-
ant in the !~C dairy cu~o. 

Dhould the J..,;uroponris p:;:o~')(rno to p~t in. pl~ca n new 
c~:port policy or J.':.ro[,:r~!:i , nn wrpr.:'!i::t1.l of the f.:..ctual 
.sittw.tion ~:ould l~c.':cd to ,?:;~ ~;vk: rmcl r:-iatchccl to t}~;;.1 cr1tc:ria 

· fo;:th in tbc 1~-;;, ;w m~cn,.:.cd. t;tH.:!i ai1 a}:;prnill<'-.d ,;-ould 
} -""!!..-• c·r'-1"" ..... ~n \..l.',-l"' ..-..-•1•,.,..,..rlt'" -;t~,;-,,,!""6i"",.... t 1".if-" y;r,~.1 '"'c:-,..-,:~·n \;•~re 
., ... ;J•~" -- u :f-- ;'.!. '-'•·~ ..(. • .. ....... ·-·-~· ••. ~· ,t-., ............ ,_~ . . .. 
-f'o•., .... ,, .:,o CC">",.rA1.· '--t•4-.-,. .,, bot'1nt•1 0..,.. ::ir-"f- , .• {-!~.(.,., t. •. .., ..... y,~~n1.'n,.. _, ""' ... u '""' -1 -·"'..,J,"""" '- .1"',. ., ... . l •.1. ... t..!1,- 7 • ._.,.,_,j, .a,_ -J.: .. a..:.4a 'J 

. or tha CCtn.t,.:!rV~iJ.i::~7 c.ut·1 1D'i1r the r:c t.'ould i::-e I'~f!Uirc.d 
to t.n.ko sto~js to r;ub~tnntially rcdtica o~ climina.te tl1c 
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cf-~ .... c'~_, <.)f -::.·~:.~ r.1rc-;:,:~_:J:\ til tl;..~~ u .. :;, C0.l~ti- i11c~ .. ..t~t-r:l to .z:.\.roiC 
•i;~ .... - ~· .:,_;;., ___ • ; .. -)~~· o.,:_~!-.: .. i.:.t.i~:.r; ~--~r::!. ;!_c::.~~l ~~l1~:-1.~~J. '.:!:.-~ 
fi:1.c!i!1.q rcl~.:.·ti~q t:o tr:.o;-;,~ r,t~~~:-:; ,:--0~1,1 ];u 1:- - Uc c:!1l•/ ,t:[t.cr 
Hf' 1·,, ,..1.· o·· :, C''ll· . 1-1 ., ,f•" 0·1·· 1 • v ... h,.,. --,. xr,cut" , 1 .... ·,,~A .... .,.-c·:;-1 ,~:-l.· .,_h 
"- •• - ... _ '\• ).,;J~ \,.-..... _.,. .. ,... u.s 1..-~ ... ,_ .... ..... .L. "-- •-c...\•-' .. .. i.,..,, 
~t6""Y , ... , ;~ ·!· .. , - 4···-,· ,,..,, .... -. r--, .. ,---.,.._, .. _,,__ .. l , .. _, ...... \-.-.."""",.. o.f: c,...,,,,,., ... ~---- ........ t r .............. _..i.-..,_:.., ...... ~,,..w(.--- , ... J.:t_ <..... .. .:.\..!. ......... , .... _.t--:t,.,;¼. ........ u..,,•.;.•w· ·- ..;~~·;:•"''- .::.. 

'\•c·,~A ..,~..,.c.~ -'•.-. '-·• c 1 •· ... .,.1\• ,.-:.._~•-- '•·11-~• t1•, 0 • ...... :t.:O~)J.. , .. ., •• 0~ ,.. r ' :.,...,. .. .,L •;, ... ,..\,;:;-. , .. ;,._;._ ,.._~._.,J ••• .J ...,._..,\..1i • .._,. (....• !..t•.,. •--.r !.'.., , -.;, .. ·.;;, ;. LJ••-le 

p:::cC:.ucGr~ !1~1..! L-~(.!n ::'.11i.:::;tantiall~ reliuv,:-:d. 2\.n'I cct,.:'t"r.iin.::-:.--
tion 11ot to lr~t,~::ic ~mlitional <.~atic~ bccmJno cf. the Etep:-; 
t~]i:cn to r~;ci.•Jc•~ 01.· cli?·!":fnt?.tc t;1a cffocts of th~~ inccntiv.~ 
prr.srr.~·.n ,-:oulc:. ;:-.~ ~prro~~~iatc-1 only if it .:!'!::;;c--;i.rQd Uw.t t!~o 
ii:!1.:.o;..;i1;io!1 of :uch r.i~ticn \·:oulcl r:(;.:riously jcopard.i::~0 trac:c 
ncgoti~itio:n:; nr:tl , .. 0-.11.J. b-3 cubjcct to Congrassional ovex·rido 
unte.r t!~o provisions of tho ru:1e:ndn0:nt. 

I belit!VC: that thn rroponod <1rncmd~ont ,-muld provide 
D.n o>:cnllcnt tciol for ,,.cl!i.ovh1g t.!1a eq\w.lly i:;:port.m'!'c. 
ohjt:ctivi.:rn of protecting do-r-cstic inuuGt.ry frc!·11 f:orc:i.gn 
\mf ah: tnv";i:~ ::,r.--~ctiee:1 r ,:hilc n.t the Gano ti:::c pro,;ir!ing 
rmf fic.i.cnt flc:,:ibility C:1.~ring the- i?CriccJ o!: negotiation. 
'l'he ?renr.:ury l>-ipnrtr::cnt ,;ould support -an iHJci tJ.ont1.l ,1,::1.~r..d-
mcnt mn'king co-..:.ntcl·v.:,iling <luty o:;:cl~rn ef fecti vo • ir.r1,e:<liatcly. 
·'1'1'!at is, 1J.i:ditionul ~1utie~ \1onld b1:r im~~osc)a. oii th~ C:nv after. 
puL15.cation in tll•:l Fcc:.eral P.cgi.:-;tc~ of: .. n f:.i.nal nf~i:t.":=1~-.ti,;c 
dotcx;!:i,mticn. TJ;.d.1; c~1nncro t:ould provitJc for tho ir;·nccl.i.atQ 
of.f ::'(,;t.ti:ng of: e,ny bounty or g:.:ant b~inq i:.>er;t.owed or;. U1a 
mcrcJ1.:'lnc.iinc l.i'l qun!";tion, :r.:lther. t!-1nn pen.ii ttlnq nuc:i l"~r-
chandl~c to continue to t;ntc,: t:ho u .. s . .rrco oj: ?ji'<l:i.tio~al 
duticr.1 fo.r. n r-:l.9113..fic:,.nt • pcric,:l follr_-ming r.m.ch a f h1al 
dc.tcl.""'lninn tion .. 

You can ba ot.u:·c that whntcvr•r. tr.i:? m-,i~nc!n0nts to t.ha 
cou::1tcrvai.ling clut:-l -la·.-1, ~10:r will be applied du.rin0 thi3 
porl<,d in i3uc:, a \·1.1y as to prcwr~nt injuriol!G uubr.ddi~;c-d 
dair:, irnpo1:ts f :com t:?ic. I:..n:opcan Cor::~ur.i ty. 

.. 
Since.roly, 

1/s/Dnvid R. },facdm1:iM 

D~vi<1 n. Nacd.onl'.lcl 
Anaiatnnt ~acrctary 

(En<-c)-cr,·r.- n11J.· ('•~,...," - ~-°'on" ..,. . .L ..._ ..... ._., .I._J..._.,,,i.\. .. -a. JI 

and T:.u:if[ Affairn) 

'rhc no:-lora1)1 e G~y!ord !Jcl::on 
The 1:01!ol·ablc) t!i.tJ:i:.~r r:• .. l~ondalo 

·United State~ s~nuto 
1:unhingto;i, D. c. 20510 

OS:EOTA:DRM.acdonald:n.ln ·-

.. 

.• 
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'fen ta ti ve l-"i~ance Co~T.i ttee 
Decisio11 on C0u:1tcrv.:'.ilinq Dut ies 

1. ~trike perma~ent provision allowing discretion to avoid 
countervail ing where auanti t ative restrictions are an 
~dcquatc substitute f6r countervailing duties. 

2. Tim~ limits on count~~vailing: 

within 6 months from filing of petition, tentativrr 
decision is issued on whether bounty or grant exists. 

-- within 12 months from filing of petition final decision 
is issued on whether bounty or grant exists., 

. , 
3 . . Temporary provision while ncgotiations·are in progress: . . 

a. after issuance by Treasury of tentative decision 
that bounty or-grant exists, negotiations are entered 
into with foreign country on substantial reduction or 
elimination of adverse ef feet of the boun.ty in the U.S. 

b. final countervailing decision is.still issued no 
later than.12 months from filing of complaint. 

c. the imposition .of countervailing duti8s i:oay be 
J suspended • ' 

for the remainder of the period of negotiati~ns 
under section 102 . (a maximum of four years if 
dealing with a ~etiticin filed the day that the . 
trade bill is enacted, a shoiter time in the case 
of all subsequent petitions) 

. 
only .:i_f two conditions are met: 

{1) adequate steps have been taken t"o reduce 
substantially or eliminate the adverse efrcct· 
of the bounty or grant as a barrier to or 
distortion of trade in that merchandise in the 
U.S. foi the period of the negotiations; . and 

{2) there is a reasonable prospect that success-
ful trade agreements will be entered into under 
section 102 to reduce and eliminate foreign 
barriers to trade, and to countervail would 
seriously jeopa::rdize the satisfactory completion · 
of the ncg9tiations. • 

•. 
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d. the suspension may be ended at any . time but must 
-be ended if the above two conditions do not continue 
to be mGt. 

e. the suspension ~ecisiori is subject to veto by 
either house of Congress by majority·vote, resulting 
in the mandatory imposition of countervailing duties. 

4 . Where there is a negative determination -- that no bounty 
or grant exists -- that determination is subject to judicial 
revie\-1 . • If the court determines that, contrary to the 
Secretary's finding, in its view a bounty or grant exists, 
the final countervailing duty order must be issued . -

.· .. 
. • 

; 

... . .. 

. .. 
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MEMORANDUM FOR 

FROM: 

SUBJECT: 

THE WHITE HOUSE 

WASHINGTON 

October 29, 1974 

THE PRESIDENT 

KEN~ 

Dairy Import Quotas and 
Countervailing Duties 

On October 11, you met with Congressional leaders who 
presented a case for the dairy farmers on the agricultural 
economy. The Congressmen proposed three Executive actions 
that could be taken to lend support and stability to the 
cost-price squeeze in which the dairymen find themselves. 

You requested further research on the third recommended 
action which is to give your personal assurance that 
importation of dairy products will not be increased above 
the quota levels for the next 12 months. On October 16, 
you announced that no action will be taken to change the 
present system of import quotas without a thorough review 
of current market conditions, and a chance for our dairy 
producers to be consulted on this issue. 

The Secretary of Agriculture has previously submitted for 
your consideration a memorandum providing you with his 
recommendations on dairy import quotas and countervailing 
duties (Tab A) . 

While there was agreement with Secretary Butz's recommendation 
on the announcement on dairy import quotas, there was not 
agreement on his recommendation on countervailing duties. 
Bill Eberle has submitted for your consideration a decision 
memorandum on the countervailing duty issue (Tab B). 



A 
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~iEMORANDOM FOR, 

FROM, 

SUBJECT: 

Backgl:"Ound 

• prepared October 15, 1974 

T!..JE PR.ESIDENT 

EARLL. BUTZ 

Dairy :gnpc,:n Sltt&ation 

The pa.t ye&1"s~ fo-, wdl kDO'Wll .:reaaoJ18.., wie:re not 
noJ'mal. Doring this period milk p2'0duc:tiOD dedined, 
p:ri~"$• re•e atid spot •hortage• oi dairy prodGCts ocC'U'red. ... 
To deal with the•e :rec:uning altaationa, U. s. dairy h:npo:rt • . 
quota• went temporarily i.m:reaaed., The nonfat dry m.ilk • 
quota wa• increased th:rotsgb fOG:P sepante actions in 1973 
by 265 mWioa poatad•. Between Much 4 and june 30, 1974~ 

, . it -mu 1-nc~eued by another JSO mi}Uon pounds; howevei-., 
. \ only 114 nilll1on pounds we.r9 actually imported. . The . . 

' cheese ~ta.a were increased by 50 percent in 1973., and a 
fUJ"the:r impon o.t l 00 mUllon poua,ls of cheddar cheese wa• 
autborbed during the flr•t quarter of this year. The quota:, 
for butte.I' a.ad bii.tte:i- oil wa•$ increased in late 1973 by 
84 mHU011 poa.nd•t bf&tte7 equivalent. 

The U.S. dauy :,ltaatioa c;ha»ged :ndlcally since the 
spring of l manufacturing· milk supplies tm-ned upwari 
as a :rs~ of talUna fluid conaumptiozi. and daby prices 
f~ll to nea..r Appo.n 1.wel•~ CCC begaa to acquire dairy 
pi-odttcta UMeT the price su.ppo:rt p:ro~ In rnid...TWle-
I announced that I waa advising the -Pl"eaideut that £rathe:P 
increase• bl the import quota fol' nonfat dyY milk were not 



..: 

n$c:e•~ oi- advi•able al2d aa1"d that w:> funbei- action 
. on th• :hpori ol the Tariff Conuxdeaion be b.ken at thi• 
tim~ 

RecornmemlatiOd 

Giv~a th. ~nt Ollby •ltaation.. ft.utbel" in<::rea .. 
at thi• time bi o .. s. 4aby impori qaotas would abnoat .. 
ceriai.Bly Ye.ult b iateriet-~e with tn. Depa:tt:rnent• .s 
price s~t p•ag:nm J.o• millt. No a.ctlon ehollld be talcea . 
Oil the Ta.rift Ce«nml••loe 1-epon at W• tim• .. Howevet,. 
recogmalf\8 the poHiblllty that daby npp1ie• might agam 
be tip.t. the aiivadon should b• followed closely ud rm.wed 
in euly 197.S. 

Baclg.rOlmd 

La•• J''Gl.y, facttei lPnh 1119 tueat ot eo~ duty acttoa.,. • 
th& Gaimm~••wh!c:h i• by tu the la.-gen foiietp ., 
sup_pll.ff of daby p~••indefilllt-17 eppencled •uh.We• 
OD da1.ry ellpe>.ta to tlle Umted s~ The EC. how~.-. 
re~""" the rlpt to ~ew-W. the RNldi•• dteY 90 day._ 

~•nial comracb were. of~•~ not aftecte4 
~Del ahipm.eab 'Llllde~ them a:n atiU eoml.Dg in.- Ba.t : , 
they aYe tapering ott and will HOB be fln11hed. If tne J!C 
re~..,. daU'y e:rpon •~•-- -~ Trea~ Deparime- ·_ . 
.will react J'l'Oi•lp\ly to ~-,n,aU,._ 

As faY aa ot&e. ~lw COAC&ned• it~• • · • 
that &ome of the= al"9 aw,aW ... although th• facts ai-. • • 
enti:,ely cl~- 'l1ie T~ ~eat l,a (.Ul'Ntntly loolcJ.ng ·, 
into sosn. Neb CUH• bs the- t»a?21>6lf P•Mcribed by tlwt la-9, .. 

On Octoltd a. the T)teaaury D~eot blo:rmecl the • · . 
G0Yer:nm1nt ofSwit:e~land aJm Auatria that a co,np)aint ·ba• · 
b4ten reee1T9d th.al flliipom to the U.S. of Etnmeathale~ 

• and G1uyer• cheeeea U'CD'l tbo-ae countries a.2;e :receiving . • 
bow:rti .. or granttt wttb.iJl the ~8 of the counterv.allb:tg 
duty law,. A p:reliminary inqui:ry l• cu~:rently u::uie:rway. 



- 3 -
- -

The Fetu~nl Go-r.,:n:m:,.eQt ha3 the ~thority to :mll!iy £0:relp. _. 
sul,.$idi.e• bJ' the lm.PQ:J.itio~ of additional dut:les--callad co~- • . : . 
valllng d.ii.._ef¼Wll t:o th9' a.."'.N>1int of the ~\1hsidy. Thi• 
,Adn,j-..i,a~ a pl.dged_ to U.e that 3.\lthority~ as the . • ••.•• ' • 
Trea~o.zy ~-=t ha~ JJu.blic:ly :,!.at:~ This ~ction wotlld .-,_ • · ;;. 
apply i:o imporis (li aubaidbed d-4-y p~•,. ,ariicula;d7 -· .- • •• 
from the .Etu-cp,9an ~ty a=d ot:heJi' W'!:!st:e:rn ~pean 
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THE SPECIAL REPRESENTATIVE FOR 
TRADE NEGOTIATIONS 

WASHINGTON 

MEMORANDUM FOR THE PRESIDENT 

Background 

FROM: W. D. Eberl~ 

SUBJECT: Dairy Import Quotas and 
Countervailing Duties 

Dairy producers have for some time been unhappy 
with Administration policy, particularly in regard to 
domestic milk-price supports and dairy imports. 

On the trade side, their unhappiness began with 
the periodic emergency actions taken in 1973 and 1974 
to increase dairy imports for anti-inflationary reasons 
as recommended by the Cost of Living Council. This 
discontent surfaced in two areas: Senate deliberations 
on the Trade Reform Act: and, separately, the Federal 
Courts, where dairy producers pressed for Treasury 
action on a 1968 complaint alleging subsidization of 
EC dairy products. The court action sought to force 
Treasury to countervail against EC exports. Action on 
the complaint was suspended by Treasury with dairy 
industry consent, after quotas were imposed in the late 
1960s. 

Rather than face a political showdown with the 
U.S., the European Community warned that a trade war 
could be in the offing but agreed to suspend dairy 
export subsidies to the U.S. This temporarily removed 
the pressure for a court action against Treasury, but a 
court stay requires immediate action if the EC resumes 
subsidy payments. 
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In the meantime, the Administration was working with 
the Senate Finance Committee on the Trade Reform Act to gain 
adequate discretion to negotiate longer-term solutions in 
export subsidy situations. Present law, written in 1897, 
provides no Executive discretion and does not require 
injury to a domestic industry. Treasury avoided counter-
vailing only by delaying action on complaints. 

Administration officials have negotiated a delicately 
balanced settlement of dairy countervailing duties and 
Section 22 quotas in the context of the Trade Bill, worked 
out with representatives of the major farm and dairy 
organizations and the Senate Finance Committee. (Section 22 
contains the import quota provisions of the Agricultural 
Adjustment Act of 1933.) Commitments in that settlement are 
consistent with the CIEP decision to preserve maximum flexi-
bility for Administration actions in order to help prevent 
trade wars from developing with other dairy producing nations. 
The compromise package is summarized in Attachment A. 

Dairy producer groups and the Senate Finance Committee 
have accepted this package as a reasonable compromise on 
dairy trade policy. However, they remained worried about 
possible future emergency actions (for anti-inflationary 
reasons) to liberalize dairy import quotas. The statement 
you issued in Kansas City, promising consultations prior to 
any future quota liberalization, should allay this fear. 

Alternatives 

Option I Continue present policy. 

Follow existing trade policy; continue discussions 
with the European Community to try to avoid a trade war; 
attempt to "roll-over" court stay. 

o1tion II - Take formal action under the countervai1i•ng 
duty aw. 

Since the EC is no longer subsidizing dairy exports, 
Treasury would issue a conditional negative determination 
which would result in the automatic levying of additional 
duties if the EC resumes subsidy payments. 

Inflation Statement 

Imposing countervailing duties while keeping quotas 
results in excessively high U.S. dairy prices and will 
subject the Administration to criticism that it is working 
against its own anti-inflationary program. 
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Discussion 

To take formal countervailing duty action now even 
if no additional duties are actually imposed, without 
simultaneously announcing Tariff Commission examination of 
Section 22 quotas, ensures a political confrontation, 
since a number of European Ministers would consider such 
action a direct threat to their own political positions. 

However, any quota liberalization would offend dairy 
producers, who consider Section 22 quotas important to their 
welfare. Thus, any domestic political gain of countervailing 
would be offset by domestic criticism of Section 22 
liberalization. Moreover, any commitment to aid the dairy 
industry is likely to be criticized at this time. Also, to 
proceed without quota liberalization is likely to cause an 
open US-EC confrontation and may result in EC retaliation 
on other American agricultural products, such as tobacco, 
citrus, and soybeans. This in turn would split the farm 
organizations and lead to indeterminate, but probably negative, 
domestic political effects. 

Recommendation 

That we proceed on our present course: no formal 
action on countervailing duties, and your statement on 
quotas. The following agencies agree with this course of 
action: State, Treasury, 0MB, CIEP, and the Domestic Council. 
Secretary Butz agrees in principle. 

Approve 

Disapprove 

Other 



ATTACHMENT A 

Component of settlement Accepted by Senate Finance Committee 
and Majo•r Fa·rm ·and n:a·lry Org:an·i:z·a:t'i'ons 

The compromise package includes commitments by 
Treasury, my deputy (Harald Malmgren)and J:he Administration. 
Attachment B includes a memorandum and letters from 
David Macdonald, Assistant Secretary of the Treasury and 
Harald Malmgren, Deputy STR, to Senators Nelson and Mondale. 
The commitments involve: 

... elimination of the House provision which allowed 
the Administration to withhold countervailing 
action if import quotas were in effect 

... new assurances, to be supplied in legislative 
history, that the Administration would not imple-
ment major quota program changes resulting from 
international negotiation without positive action by 
Congress, even though the Administration presently 
has considerable flexibility under existing law 

... elimination of the wide-open House provision that 
the Administration could withhold countervailing duty 
action in all fields for up to four years, and 
replacing this provision with a new, very tightly 
circumscribed discretion provision. 



*** 

. . 

*** •, 

September 6, 1974 
DAIRY AND COUNTERVAILING DUTIES 

Major changes in the conce·pt of the ·countervailing sections 
of the Trade Reform Act have been introduced · in the Senate 
Finance Committee and tentativelv accepted bv the Administra-
tion. These changes are all designed to meet the spe~lal 
problems of . the dairy· industry, but without fundamental 
damage to the broader trade objectives of the Administration 
in relation to other agricultural sectors and industry. 
These changes include: 

elimination ·of the ijouse provision which allowed 
the Administration to withhold countervailing 
action if import quotas were in effect 

... new assurances, to be supplied in legislative 
. history, that the Administration would not 

implement major Section 22 program changes 
resulting from international negotiation without 
positive action by Congress, even though the 
Administration presently has considerable flexi-
bility under existing law 

elimination of the wide-open House p~ov1s1on 
that the Administration could withhold counter-
vailing duty actic.n in all fi°elds

0

for up to four 
years, and replacing this provision with a new, 
very tightly circumscribed discretion provision. 

Why is any discretion· necessary? The Administration points 
out that the European .Community already faces"'quotas on 
entering the U.S. market, and considers countervailing • 
action on top of quotas as protectionist overkill. Resti-
tution payments, or as we call· them, export subsidies, 
are a fundamental part of their agricultural system, re-
lated directly to their dairy price.support levels as our 
quotas are related to our price supports. They are able 
politically to negotiate tr,eir export payment program in 
the context of overail trade negotiations and/or in the 
context of a new international solution to the world dairy 
trade problems many countries face. But the EC is not 
politically willing to give up its whole export p~yment 
system unilaterally, without a broad negotiating ~over, 
and is prepared· to fight the U.S. to protect its political 
position in relation to U.S. farmers. 

The EC has offered to be reasonable, by suspending the 
present export subsidies as of mid-July, and has offered 
to discuss longer term solutions. They have also warned 
they will attack other American farm interests if the U.S. 
is not reasonable in its approach. (They can retaliate 
in many ways, without necessarily harming themselves poli-
tically or without acting illegally e.g. in tobacco, 
soybeans, canned fruits.) 

ATTACHMENT B TAB A -



In sum, the Administration wants to avoid a form of dairy 
action which will lead to damage to other farm interests, 
but the Administration negotiators are determined to re-
rluce the pressures of unfair subsidies on the American 
dairy market. 

The Administration also wants to negotiate a basic improve-
ment in the international ru~es and practices regarding 
subsidies and countervailing duties, in connection with 
all of world trade. This is one of the major objectives 
of the Trade Reform Act. To negotiate effectively, the 
Administration wants a degree of leeway in how it conducts 
countervailing duty policy during the period of upcoming 
negotiations. 

*** How wottld this -at·scr·et'ion provision affect dair ? Right 
• now, EC su een suspended. 

If -these subsidies are resumed in the present 
situation, Treasury will definitely countervail. 

If the new trade bill becomes law, and the EC 
resumed subsidies Treasury could theoretically 
withhold countervailing action for up to six 
months. However, Treasury has assured me they 
will not exercise this discretion if the EC 
simply resumes doing what it did before without 
substantial modification of its export program 
as it applies to the· U.S. 

If the EC proposes a major change in its export 
program,· such as establisrupent of a minimum 
export price program for the U.S. market, the 
Executive Branch would engage discussions with 
the EC to determine whether an adequate remedy 
could be found for the transition period during 
broader trade _negotiations. The adequacy of 
this remedy would be subject to Congressional 
review, and therefore subJect to the dairy 
industry's review. The new draft provision 
would provide for a Congressional override {by 
either House or Senate) if the exercise of 
discretion by the Executive Branch was based 
on an alternative remedy which was judged to 
be inadequate by the Congress. The Administra-
tion, knowing this possibility of override exists, 

* Some prefixed subsidies, set before mid-July, may still be 
operable, but time is rapidly running out on what is believed 
to be a small-scale problem. 
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would have to work closely with the dairy industry 
in any of its negotiations on interim remedies for 
dairy imports. Moreover, the Administration has 
assured the ~ongress it will voluntarily consult 
with the dairy industry on any negotiated transi-
tional compromises. 

avoidance of damage to other American farm interests 

development of a new, cooperative, continuous 
relationship between.the dairy industry, ~ongress, 
and the trade negotiators 

avoidance of fundamental damage to other trade 
negotiating objectives of the·Executive Branch, 
and avoidance of undue delay of the Trade Bill, 
which is vital to a wide range of American 
agricultural as ~ell as national interests. 
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The Hon~rable Gaylord Nelson 
United States Senate 
Washington, o.c. 20510 

Dear Senator Nelsona 

October 2, 1974 

You have asked about the status of any discussions be-
tween officials of the u.s. government and the European 
Community as regards tho resolution of the problem of E.C. 
dairy export subsidies. When the E.C. suspended its resti-
tution payments, Treasury and the·court determined that no 
further Treasury action was called for under those circum-
stances. The E.C. has asked what would be done in the future 
in the light of possible changes in the law (under revisions 
incorporated in the Trade Reform Act), and we have said that 
we shall have to wait to see what the Congress will provide. 
I can assure you that there have been no private or public 
agreements rega~ding resolution of the problems arising ou~ 
of the pending countervailing duty case in relation to imports 
from the E.C. In particular, we have not made any·assurances, 
or even raised hopes, of any adjustments in the dairy import 
quota situation in connection with the proposed compromise 
package which S.T.R. and you and Senator Mondale have been 
discusaing. The compromise packag~, as we have outlined it 
to you, composed of the attached memorandum and draft Treasury 
letter, represents a comprehensive approa~h to meeting the 
special problems of the dairy industry. 

Moreover, the Special Trade Representative's Office 
would not recommend any changes in quotas in connection with 
trade policy without prior consultation with you and the 
representatives of the dairy industry whatever the eleinents 
of such a settlement insofar as they affect dairy farmers. 

The compromise proposal which results from. our common 
effort with you is a package with which we can live and to 
which we can give support in conference if it is agreeable 
to the Senate. 

ATTACHMENT B - TABB' 
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I recognizo tho real problems and special circumstances 
of the dairy industry. It is in relation to this recognition 
of the problems, and of your own concerns, that we have made 
a major effort to tailor this special approach to dealing 
with a roost delicate problem without prejudice to the interests 
of other American farmers or to our national economic interests. 
This latter point is important because we are very much concerned 
with the need to avoid possible spillover effects on other 
American economic interests, particulo.rly agricultural interests, 
of a confrontation with our trading partners. 

Sincerely, 

Harald B. Malmgren 
.. 
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•rcntati ve l:.,ir.nnce Co~!ni ttee 
Decis1.on on C-:)u:1t.crv~.ilinq Duties 

1. ~trike perma~ent provision allowing discretion to avoid 
countervcJ.iling \\·here quantitative. r~strict~ons are an 
~dcquatc substitute for countervailing duties. 

2. Tim~ limits on count~~vailing: 

within G months f~om filing of petition, tentative 
decision is issued on whether bounty or grant exists. 

-- within 12 months from filing of petition final decision 
is issued on whether bounty or grant exists., 

. , 
3 . . Temporary provision while ncgotiations·are in progress: . . 

a. after issuance by Treasury of tentative decision 
that bounty or-grant exists, negot{ations are entered 
into with foreign country on substnntial reduction or 
elimination of adverse effect of the boun.ty in the U.S. 

b. final countervailing decision is.still issued no 
later than.12 months from filing of complaint. 

c. the imposition of countervailing duti~s may be 
suspended • -4 

• 

•. 

for the remainder of the period of negotiations 
under section 102 . (a ma~imum of four years if 
dealing with a betiti6n filed the day that the 
trade bill is enacted, a shoiter time in the case 
of all subsequent petitions) . 
only if t'irlO conditions are met: 

(1} ac1equu.te steps have been taken to reduce 
substantially or eliminate the adverse efrcct 
of the bounty or grant as a barrier to or 
distortion of trade in that merchandise in the 
U.S. foi fhe period of the ncgotiations,.and 

(2) there is a reasonable prospect that success-
ful trade agreements will be entered into under 
section 102 to reduce and eliminate foreign 
barriers to trade, and to count8rvail would 
seriously jeopardize the satisfactory completion· 
of the neg9tiations. • 

•. 
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d. the suspension may be en~ed at any time but must 
··be ended if the above two conditions do not continue 
to be met. 

e. the suspens{on q.ecision is subject to veto by 
either house of Congress by majority·vote, resulting 
in :the mandatory imposition of countervailing duties . . 

4. Where there is a negative determination -- that no bounty 
or. grant exists -- that determination is subject to judicial 
review. If the court determines that, contrary to the 
Secretary's finding, in its v~ew a bounty or grant exists, 
the final countervailing duty order must be issued. -

.· .. 
.. 

.. 

.. 
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U.S. DEPARTMENT OF AGRICULTURE 

USDA ISSUE.5 DECISION ON FWID MILK PRICF.S TO FARMERS IN ALL FEDERAL ORDERS: 

WAS HOOTON, NoT. 13 -A reconmended deci eion not to raise mini.mum "floor" prices 

tor COllpUting fluid aillc (Class I) prices paid to farmers under all 61 federal milk 

aarketing orders "48.S issued by the U. S. Department of Agriculture (USDA) today. 

USDA officials said the decision, made on the basis of evidence presented at 
-

a public hearing at Roseaont, Ill., Oct. 8-10, would continue present pricing pro-

cedures for fiuid use ( Class I) milk. 

Umer current pricing procedures, specific differentials are added to the 

Minnesota-Wisconsin aanufacturing price to establish the fluid-use (Class I) mim.Jll1Ull 

price in each order. The M-W price-which reflects average prices ~aid by process-

ing plants in the t"NO states for manufacturing grade milk-is now rising seaeonal.ly, 

reflecting an increase trom $6.29 per 100 pounds in July to $6.82 in October. 

Otficials said further seasonal rises are expected during the rest of this year 

and into early 1975. Wholesale butter and cheese prices have strengthened since 

llidyear, although nonfat dry milk remains at Comnodity Credit Corporationfs (CCC) 

support purchase levels. Wholesale dairy product prices will likely show further 

seasonal increases into early 1975. 

Officials said the decline in milk production, which has been occurring for 

sore time, has slackened. Milk production was up al100st 3 percent in September, 

the shai,,eet increase in almost a decade. This followed production gains during 

July and August. Larger marketings of milk by farmers in the third quarter, along 

with lower fluid milk sales, pushed more milk into manufacturing uges, particularly 

for butter and nonfat dry milk. 

-more-

USDA 3273-74 
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Fluid milk consumption has been hit hard by the rapidly rising retail milk 

prices, officials noted. Fluid milk sales in federal order markets fell about 

5 percent in .the first half of 1974. 

Officials said the CCC has purchased substantial quantities of dairy products 

under the price support program this year. Purchases of nonfat dry milk continue 

sizable and some cheese is still being purchased. CCC inventories of nonfat dry 

milk are rising at a rapid rate, and reached about 135 million pounds at the end 

of October. A year ago, CCC had no stocks. 

In announcing this recommended decision, USDA emphasized that there is no 

ceiling on prices received by farmers through the federal milk marketing order 

program. Minimum prices under present order provisions will likely increase and 

dairy farmers may freely negotiate for prices above those minimums. 

Today's recommendations denying the proposed amendments will appear in the 

Federal Register Nov. 19. Until Dec. 4, comments may be filed, in four copies, 

with the Hearing Clerk, 112-A, U.S. Department of Agriculture, Washington, D.C. 

20250, where anyone may review them. 

Copies of the recommended decision may be obtained from the market administrators 

of the orders, or from the Dairy Division, Agricultural Marketing Service, U.S. 

Department of Agriculture, Washington, n.c. 20250. 

USDA 3273-74 
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support purchase levels. Wholesale dairy product prices will likely show further 
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Officials said the decline in milk production, which has been occurring for 

some time, has slackened. Milk production was up al100st 3 percent in September, 

the eharpeet increase in almost a decade. This followed production gains during 

July and August. Larger marketings or milk by farmers in the third quarter, along 

with lower fiuid milk sales, pushed more lllilk into manufacturing uses, particularly 

for butter and nonfat dry milk. 
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Fluid milk consumption has been hit hard by the rapidly rising retail milk 

prices, officials noted. Fluid milk sales in federal order markets fell about 

5 percent in the first half of 1974. 

Officials said the CCC has purchased substantial quantities of dairy products 

llllder the price support program this year. Pur~hases of nonfat dry milk continue 

sizable and some cheese is still being purchased, CCC inventories of nonfat dry 

milk are rising at a rapid rate, and reached about 135 million pounds at the end 

of October. A year ago, CCC had no stocks, 

In annollllcing this recommended decision, USDA emphasized that there is no 

ceiling on prices received by farmers through the federal milk marketing order 

program. Minimum prices llllder present order provisions will likely increase and 

dairy farmers may freely negotiate for prices above those minimums. 

Today's recommendations denying the proposed amendments will appear in the 

Federal Register Nov. 19. Until Dec. 4, comments may be fiied, in four copies, 

with the Hearing Clerk, 112-A, U.S. Department of Agriculture, Washington, D.C. 

20250, where anyone may review them. 

Copies of the recommended decision may be obtained from the market administrators 

of the orders, or from the Dairy Division, Agricultural Marketing Service, U.S. 

Department of Agriculture, Washington, D,C. 20250. 
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_fe-Fll~_ 
. I l <L-

Neith.er the President nor his staff sho:u,ld see· the milk people. 

The relevant statutes entrust the miL1< marketing order dec~sion~ . · 
to the Agriculture Secretary, or his delegate, who must decide 

. • after a hearing and "upon the evidence introduced at such hearing.'~ • 
7 U.S. C. 608(c)(4). Anything said to us would not be "evidence 
introduced. at such hearing 11 and could not properly be considered_ 
by the Secretary; it would, therefore, be improper for us to . 
communicate to him anything to~d us by the milk people. The milk . 
interests would, of course, say that they just_want to be_ sure that 
the President understands the gravity of their situation. But such 
understanding is relevant only insofar. as it affects the Secretary's 
decision, and that decision must be made ·on the whole record made 
at th~ specified hearings and not on the bash~ of particular communi-
cations to the White House. • 

The statutory procedure is designed to give ·every aff~cted interest, 
including consumers, an equal crack at involvement in the decision 
making process. Where a statute requires that a decision be made 
~n _the record of ·specified public hearings, then that is the only 
permissil>le procedure. 

Beyond these statutor·y considerations, there is another reason for 
declining a visit froin the milk people. _The public impression would 
be that they and we were somehow engaged .in the same .improprieties 
suspected (and more?) of the previous Administration. ; 



..... MILK PRICE SUPPORT PROGRAM OPTIONS 
.,, 

After a comprehensive review of the dairy situation, we have concluded there 
are two feasible courses of action at this time. · 

OPTION 1 - Take no action 

Neither higher support prices nor higher Class I prices are needed 
to assure adequate milk supplies. Mi_lk production is currently in 
excess of commercial requirements. Large quantities of dairy 
products a~e· in commercial storage ·and the Commodity Credit Corporation 
(CCC) continues to buy nonfat dry milk and cheese under the price 
support program. Quantities of nonfat dry milk purchased by CCC are 
already greatly in excess of domestic requirements for school lunch 
and family feeding programs. 

OPTION 2 - Increase ·support price for manufacturing milk to $7.23 per 
hundredweight (80 percent .of the December 1 parity price). 

The support price of manufacturing milk for the 1974/75 marketing 
year (April 1, 1974--:March 31, 1975) ·is $6.57 per· hundredweight (cwt.). 
This was 81 percent of_ April l parity and is 73 percent of December 1 
parity. Raising ·the support price to $7.23 per cwt., 80 percent of 
the current parity price, would increase both Class I and manufacturing 

,. milk prices. (Manufacturing milk prices averaged $ 6.97 per cwt. in • 
November.) It also would increase c~c•s support purchase prices, ·the 
quantity purchased under price support operations and budget outlays. 

. . 
While higher support prices are not necessary to assure adequate 
supplies of milk at the present time, the argument is made that higher 
support prices may be necessary to relieve the severe cost-price 
aquceze dairy farmers are now experiencing and to assure adequate .. 
supplies of milk in the future. 

The pros and cons of these two options follow: 

OPTION 1 - Take no action. ·' 

(a) 

-
' 

PRO 
1.~ ... \-' 

Supplies of both _Class I and manufacturing milk for commercial .. 
market needs are adequa·te at this time. CCC' s price support 
purchases represent quantities surplus to commercial market . • •· 
needs. and through November 29 totalled 219 million pounds of 
nonfat dry milk, 63 ·million pounds of cheese and 31 million . 
pounds of butter (Table 2). CCC is· currently buying nonfat dry 
milk and cheese_ and some further purchases are anticipated. 

(b) Milk ·production, compared with a year ago, has increased the 
last four months -- reversing the results experienced during 
the previous 21 months (Table _l). 

(c) Average prices ·received by farmers for manufacturing milk have -
risen from a low of $6.41 per cwt. in July 1974 to $6.97 in 
November (Table 3) . . Prices normally increase further during the 
winter months, but because of recent decline i~ market prices for 
cheese, may not increase further in ·next several months. 
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CON 

(a) This ignores the severe cost-price squeeze dairy farmers are now -
experiencing. Some argue that an immediate increase in the 
support price is necessary to meet rising production costs, prevent 
wholesale liquidations of dairy herds, and thereby assure the •• 
adequate future supply mandate of the 1973 Farm Act. This action, 
it is argued, will help prevent later, larger price increases than 
would likely result from . the immediate increase in support price·. 

(b) Increasing the support price would result in only a relatively 
small increase in net Government outlays since the nonfat dry 
milk could be used to substitute for other, commodities ~hipped 
\Dlder the P. L. • 480 programs'. 

1,. 

OPTION 2 - ~ncrease ·support price for manufacturing milk to $7.23per cwt. 
(80 percent of the December 1 parity price). 

'· 

PRO 

(a) An increase in the support price is recommended by nearly every 
segment of the· dairy industry. 

(b) Would gi ve/irnmediate relief to the present cost-price squeeze. 

(c) Would help assure production of adequate supplies of milk in the 
future . . 

(d) Would indicate that Administration is genuinely concerned about 
dairy farmers' problem without being legislated into a change. 

I 

(a) 

(b) • 

I 
• CON ·. 

. . 
Raising support prices would increase consumer prices for fluid 
milk and dairy products, leading to charges that the Government 

• was taking an inflationary action. 

Would increase consumer prices of fluid milk at a time when consump-
tion is already lagging and more milk is being diverted to 
manufacturing uses. 

(c) Would raise CCC's purchase prices (and commercial market prices) 
of manufactured dairy products at a time when commercial stocks 
are·at or near record levels and CCC is purchasing nonfat dry 
milk under the price support program. CCC purchases and outlays 
would be increased (Table 4). 

(d) Would give dairy farmers an advantage over other livestock producers, 
who have no price support program, in competition for reduced 
supplies of high-priced feed -- possibly leading to increased produc-
t~on of a product (milk) that is al~eady in excess supply. • • 
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i . 

(e) Would generate expectations and pressure for a continuation of 
dairy price _suppor~ at 80 percent of parity in 1975/76. 

. . 
(f) Would set a ·precedent for. the Administration voltmtarily raising 

dairy support prices at a time when the manufacturing milk price 
was near support and CCC was buying significant quantities t.mder 
price support operations. · Previous increases in support prices 
during the marketing year occured·after Congressional action or; 
in one· case, when miik •supplies were tight and prices were welt 
above the support level (Table 5). 

J 

.-

·, . 
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.. 
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Table 1. Milk Production on F~nns--Percentage' Change fron Year Earlier 

January 
February 
March 
April 
May 
·June 
July 
August 
September 
October 
November 
December· 

·1972 ·1973 
P e r c e n t 

+ 1.5 
+ 4.4 
+ 2.3 
+ 1.4 
t 1.0 
+ 1.2 
+ 1;5 
:+ 1.2 
+ 1.1 

.1 
1.0 

.7 

1.4 
4.5 
2.3 

- 2.3 
- 2.4 

3~4 
- 3.8 
- 5.1 
, 5.8 
- 5.3 
- 3.4 
- 3.6 

• ·1974 

3.2 
2.9 
2.7 

- 2.2 
- 1.9 

.6 
+ .3 
+ 1.3 

_· + 2.7 
+ 2.2 

Table 2. • CCC' s Purchases of Daicy Products., • April 1-November 29 

Product . 

Butter 
Cheese 
Nonfat dry milk 

Million Pounds 

Table 3. Manufacturing Grade Milk: Prices Per Hundredweight Received 
by Fart!lers, Adjusted to Average Annual Butterfat Test 

• January 
February_ 
March 
April 
May 
June 
July 
August 
September 

-.. October • 
November 
December 

1972 

5.02 
5.05 
5.06 

• 5.03 
• 5.00 
• 5.00 . 
5.04 
5.09 
5.13 
5.20 
5.31 
5.40 

1973 
Dollar per cwt. 

1974 

5.45 
5.50 
5.59 
5.62 
5.66 
5.70 
5.83 
6.39 
6.95 
7.35 
7.62 
7.87 

' 8.00 
8.10 
8.12 
7.82 
6.98 
6.50 
6.41 
6.50 • 
6. 71· 
6.94 

• 6.97 

,. 

.. ... 
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ESTTI~A.TED USDA PURCHASES OF DAIRY PRODUCTS 1974-75 ~,P.RXETUIG Y"P....AR . ... . 

Table 4. If Support is Continued at $6.57 Per HunlU'edweight • 

Product Purchases April 1-!-Tov. 29 - Purchases Nov. 30-Ma.r. 31 Total. Purchases 
Qu.a:itit;[ z:.':!.ce Cost; Qu.a.ntitz ?rice Cost Quantity Cc3t 

Mil. Cents/ Mil. Mil. Cerrts/ Mil. Mil. .Mil. 
lbs. lb. dol. lbs~ l.b. dol. . lbs. dol. 

Butter 31 60.6 18.8 0 ·"' 0 3l. 18.8 

Cheese 63 • .70.75 ' 44.6 17 I 70.75 12.0 8o 56.6 

Nonfat d:ry 
milk 219 _ 56.6 124.o 3l. - 56.6 17.5 250 • 141.5 

Total 187.4 29.5 · _216.9 

' If St..ronort is Increased to $7.23Per Hundredweight (8~ of CUrrent Parity) .·. =• 
" Butter 31 60.6 - 18.8 19 y 75.5_ 14.3 50 33.1 

Cheese 63 .70-75 44.6 37 77.5 28.7 100 73.3 

Nonfat d:ry • 
milk 219 56.6 124.o . . 56 !/ 56.6 : 31.7 275 155.7 

TotaJ. 187.4 262.1· ., ,. . 
Difference 45.2 

: . - . y The prelimfo.a._-ry deteI'!!li.na.tion to place all of the increase in support on . . 
the butter purchase :price (market prices · are about 8.5 cents over support) , : .. • <;; 

a.nd none on nonfat c:ry milk is subject to . review. 

ASCS/CMO/Dairy/11-29-74 

• 

'\ 



.. . 

.. . 

... 

Table 5. Previous Increases in Manufacturing Milk Support Price During 
Marketing Year 

DATE 

April 18., 1956 

September 16, 1960 

June 30., 1966 

'· 
August 10., 1973 

I ' 

.. .. 

AMOUNT OF INCREASE 

10¢ per cwt. 

16¢- per cwt. 

50¢- per cwt. 

32¢' per cwt. 

. . 

REASON FOR INCREASE 

President increased 
after vetoing bill passed 
by Congress which would 
have ·increased support pric• 

By .Act of Congress. 

By administrative action. 
Milk supplies were, tight 
and prices were well above 
support. 

' _ By Act of Congress., · 
increasing minimum support 
·price for 1973/74 • and 1974/ 
to so ·percent of parity. 

11/29/74 
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IMPLICATIONS OF RAISING MILK PRICE SUPPORT TO 80% OF PARITY 
~: ;:~. ·!_._ .• ~:· .·• , ..... 

: ' . '!' .•• 

·Many dairy farmers are 
price squeeze as production 
been increasing much faster 

currently caught in ·a severe· cost- -~..-;:·-· 
costs,· particularly · feed costs, · hav_e 
than milk prices. 

This proposal would incr~ase the milk support . price to 
• $7.23 per 100 pounds, or 80 percent of the most recent parity· (Nov.) 
.level, th rough March 197 5, compared with the ·current $6. 5 7 
support ptice. ·This action would . increase pric~s to all .milk ~~-
producers, rather than just fluid producers in Federal · order . , .. 
markets. A final decision has not as ·yet been made ·relative . to -· 
the October \hearin~ which considered raising Class . I prices 
in Federal order markets through March 1975. Milk price increases 
would help assure · m~re adequate· miik supplies in coming months . . . . . . , 
I . . Estimated USDA Purchases of Dairy . Products and Associated . . .. 

Costs 

Raising supports to $7.23 would increase CCC purchases . and :~~-
costs under the dairy price · supp~rt ~program in the 1974/75 • 
marketing year (ending. March . 31) as .. follows: ,· "'·· . . ·, . . '. ... . . . . • ' 

Product . Total purchases and costs 
at $6.57 support 

• Mil. lbs_._. ·.· 
•I• • • • 

. Additional purchases 
and costs at $7.23 su 

.. 

A. Purchases ••• :: '.!"t~::l 1\:.' ·, ')? ;\T? ',:: ; . ' · / 1:,S.L : '
1

; ,,:; :"' :'ft·:' • '1. 

•• . 
2~g > .. i. ,,.·. ; >· • t):.t.s/~:J,~:::})r:· Butter 

American cheese 
Nonfat dry milk 

Mil. · dol . . • :. :,-,,,·. , .;- ,,.·. ?··:t ;:·1 Mil. dol. : ·•: • .. .- ,: 

B. .Cos ts • ,116 .g. ')\;:' :~? :,Y,\Ift~1:;:.~r;i(~lti'.,/?i{i~ 
11. · · Estimated Net Cost to . U.S. Government ·in ·.FY -1974 •'(::·.,._, • .;. Mil. Dols. 

---·-· 

• • . ; • • • • \ 1 :--•• • :-;_:· ' ::· 

A. · Total Dollar Re·q~irement . for School Lunch . Program :··~'.~ 412.0 
Total Commodities Purchased or Committed as 11/19/74 · 316.6 

Balance to be paid in •cash or .commodities : 95.4 
- . ·, •.•. · ... . : . . .• . • . 

, . 
B. · Of this ' $95.4 million, $45 ~illion ha~ tentatively been · 

committed to the purchases of ' additional beef. If this 
beef is purchased, a tot~l of · $50.4 million would . remain 
for cash distribution . or _commodity -purchases. :·, ,.;;°'".}/ ;: tt). :•::; /:'\ ... 

·-t ••• 
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C. 
.! 

If the price support level is raised to ·ao percent of ·. :1• • •• 

parity, it is estimated that add_it_ional quantities . of ·.-:,·/ __ .'·,' 
_butter · and cheese worth $31 million would be acquired • • ,... ·: 
in FY 1975. This can all be distributed to schools· 
and will .count toward the $50. 4 ·million remaining in 
II-B above. There would then be a remainder ~f $19.4 · 
million for cash -distribution or additional commodity 
purchases. 

D. The additi"onal quantities of nonfat .- dry milk purchased 
cannot be used in the schools.- - -Net government cost of 
raising . the support price to 80 percint of parity can 
be reduced to the extent that nonfat dry milk acquired 
can be used·to meet PL-480 commitments. 

III. Estimate~ Inflationary Impact 

This action· would likely boost farm prices · of manufacturing 
milk about 30-35 cents per 100 pounds from current _projected 
levels dµring .D~cember through. March 1975, assuming the acti~n • 
is effective in early December. · wholesale prices of butter 
would be inc~eased about 6-1/2 cents per pound from the current 
69 cent level and American cheese would -be raised around 2-1/2 . 
cents · from the present 75 cent _ price. However, .wholesale nonfat 
dry milk would not _ be changed. Because of the lag in calculating 
fluid milk pric~s, Federal orde~_Class I prices would ~ot be 
affected until February and March when ·minimum· prices would be_·· 
inc re as e d around 3 0- 3 5 c en t s f r om cur r · en t 1 eve 1 s . . • ,., •• 

.• "-.- ,. • . • • ···~ :• ••. ~-~! -:.;. ·_,·-:• :~, .. -,,_.,:,/i~ 
... "'::_ .... 

Retail dairy prices · are likely to be ;rising : seasonally in.-• .. :_., :.:.~ 
coming months even unde_r current ·programs. ·· This - action wo'Ll:l_d · ·.:•-, .... 
likely raise retail . dairy prices about 2 percent from expected .· ,.~-·· 
1evels. For . the average consumer, this would me~n an increase .- ·- ·;· ., 
in his food budget of around · 0.3 percent. The largest •' impact · •. • .. 2~:;:-.: 
would be on b·utter with retail prices likely to i_ncrease around _:;,~~:·· _ _.;,,~. 
7 percent. ·However·, margarine . prices are likely to continue -~½.1 
rising, and butter should remain · favorably priced with margarine. ···:-
But t er sales have increased in ·recent months ·because of . its • _._ ... 

·relatively favorable price. ·· Cheese pric·es may rise around · 2 • 
.percent, ·and ic~ cream will likely also·. go up although more 
because . of rising sugar irices . . Retail fluid milk ·prices ~ould 
rise -approximately 1 to 2 percent as . a resu_lt of this action. 
However, since cooperatives , in most markets have negotiated 
fluid milk prices above ·the Federal order minimums, the impact 
would likely be less than the full 30-35 cent increase at the 

level. · Nonfat"dry milk use has been down materially ~his 
year, and this action would not ' change nonfat dry milk prices. _ . . . 

, . ' .• , . 
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MILK .PRICE SUPPORT PROGRAM OPTIONS 

,P. 

After a comprehensive review of the dairy situation, we have concluded there 
are two feasible courses of action at this time. 

OPTION l · - Take no action 

Neither higher support prices -nor higher Class ·1 prices are needed 
to assure adequate milk supplies. Milk production is currently in 
excess of commercial requirements. Large quantities of dairy 
products ar.e· in commercial storage ·and the Commodity Credit Corporation · 
(CCC) continues to buy nonfat dry milk and cheese under the price 
support program. Quantities of nonfat dry milk purchased by CCC are 
already greatly in excess of domestic requirements for school lunch 
and family feeding programs. 

OPTION ·2 - Increase ·support price for manufacturi~g milk to $7.23 p~r 
htmdredweight (80 percent .of the December 1 parity price). 

The support price of manufacturing milk for the 1974/75 marketing 
year (April 1, 1974-March 31, 1975) 'is $6 .57 per· hundredweight (cwt.). 
This was 81 percent of .April 1: parity and is 73 percent of December 1 
parity. Raising ·the support price to $ 7. 23 per cwt., 80 percent of 
the current parity price, would increase both Class I and manufacturing 

, milk prices. (Manufacturing milk prices averaged $ 6.97 per cwt. in • 
November.) It also would increase cc;c's support purchase prices, ·the 
quantity purchased tmder price .support operations and budget outlays. 

While higher support prices are not necessary to assure ·adequate 
supplies of milk at the present time, the argument is made that higher 
support prices may be necessary to relieve the severe cost-price 
Squeeze dairy farmers are now experiencing and to assure adequate 
supplies of milk in th_e future . . 

The pros and cons of these two options follow: 

OPTION 1 - Take no action. 

(a) 

PRO . , . 

Supplies of both _Class I and manufacturing milk for commercial q 

• market needs are adequate at this time . CCC' s price support . 
purchases represent quantities surplus to commercial market . ·· 
needs, and through November 29 totalled 219 million . pounds of . 
nonfat dry milk, 63 ·million pounds of cheese and 31 million 
potmds of butter (Table 2). CCC is currently buying nonfat dry 
milk and cheese and some further purchases are anticipated. 

(b) Milk production, compared with a year ago, has increased the 
• last four months -- reversing the results experienced during 
the previous 21 months (Table _l). 

(c) Average prices received by farmers for manufacturing milk have 
risen from a low of $6.41 per cwt. in July 1974 to $6.97 in 
November (Table 3) . . Prices normally increase further during the 
winter months, but because of recent decline i~ market prices for 
cheese, may not increase further in next several months. 
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CON 

(a) This ignores the severe cost-price squeeze dairy farmers are now • 
experiencing. Some argue that an immediate increase in the 
support price is necessary to meet rising production costs, prevent 
wholesale liquidations of dairy herds, and thereby assure the •• 
adequate future supply mandate of the· 1973 Farm Act. This action, 
it is argued, will help prevent later, larger price increases than 
would likely result from .the immediate increase in support price. 

Cb) Increasing the support price would result in only a relatively 
small increase in net Government outlays since the nonfat dry 
milk could be used to substitute for -other, commodities -~hipped 
under the P. L. 480 programs'. 

OPTION 2 - ~ncrease ·support price for manufacturing milk to $7.23 per cwt. 
(80 percent of the December 1 parity price). 

'· 

PRO 

(a) An increase in the support price is reconnnended by nearly every 
segment of the · dairy industry. 

(b) Would give/immediate relief to the present cost-price squeeze. 

(c) Would help assure production of adequate supplies of milk in the 
future . . 

(d) Would indicate that Administration is genuinely concerned about 
dairy farmers' problem without being legislated into a change . . .. . . 

CON • 
. . . 

(a) Raising support prices would i~crease consumer prices for fluid 
milk and· dairy products, leading to charges that the Government 

• was talcing an inflationary action. 

Cb) · Would increase consumer prices of fluid milk at a time when consump-_ 
tion is already lagging and more milk is being diverted to 
manufacturing uses. ':. • 

.(c) Would raise CCC's purchase prices (and commercial market prices) 
of manufactured dairy products at a time when co1_111Ilercial stocks 
are at or near record levels and CCC is purchasing nonfat dry • 
milk tmder the price support program. CCC purchases and outlays 
would be increased (Table 4). 

(d) Would give dairy farmers an advantage over other livestock producers, 
who have no price support program, in competition for reduced 
supplies of high-priced feed -- possibly leading to increased produc-
t~on of a product (milk) that is already in excess supply. • 
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(e) Would generate expectations and pressure for a continuation of 
dairy price support at 80 percent of parity in 1975/76. 

(f) Would set a precedent for- the Administration voluntarily raising 
dairy support prices at a time when the manufacturing milk price 
was near support and CCC was buying significant quantities under 
price support operations. Previous increases in support prices 
during the marketing year occured -after Congressional action or, 
in one case, when miik supplies were tight and prices were welt 
above the support level (Table 5). 

/ 
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' ·Table 1. Milk Production on Fa.rms--?ercentage·· Change fror:i Year Earlier 

'1972 ·1973 • • ·1974 
p e r c e n t 

January + 1.5 - 1.4 - 3.2 
February + 4.4 - 4.5 2.9 
March + 2.3 - 2.3 - 2.7 
April + 1.4 - 2.3 - 2.2 
May ;-f- 1.0 - 2.4 - 1.9 
June + 1.2 3~4 .6 'l-. 
July + 1.5 - 3.8 + . . 3 
August + 1.2 - 5.1 + 1.3 
September + 1.1 , 5.8 + 2.7 
October - .1 - 5.3 + 2.2 

·November - 1.0 - 3.4 
December· - .7 - 3.6 

Table 2. CCC' s Purchases of Dairy Products., • A_pril 1-Ifovember 29 

Product . 

Butter 
Cheese 
Nonfat dry milk 

• Million Pounds 

31. 
63. 

229. . 

Table 3. Manufacturing Grade Milk: Prices Per Hundredweight Received 
by Farners, Adjusted to Average Annual Butterfat Test 

• 1972 

January 5.02 
February 5.05 
March 5.06 
April • 5.03 
May • 5.00 
June 5.00 
July 5.04 .. 
August 5.09 
September 5.13 

-. October 5.20 
November 5.31 
December 5.40 

• 1973 
Dollar per cwt. 

5.45 ' 

5.50 
5.59 
5.62 
5.66 
5.70 
5.83 
6.39 
6.95 
7.35 
7.62 
7.87 

1974 

8.00 
8.10 
8.12 
7.82 
6.98 
6.50 
6.41 
6.50 
6.71 
6 .. 94 

• 6.gr 

-
.. ... 



:-

.. . 

h 

ESTJl'.~TED USD.~ FURCP1'.SES OF DAIRY PRODUCTS 1.974-75 !ft.AF.KETilIG Y-P...AR 

Table 4. If' Support is Continued at $6.57 ·Per Hund:!:-edweight 

Product Purchases April 1.-!-Tov. 29 • Purchases Nov. 30-Mar. 31 TotaJ. Purchases 
. ~:itity i~ .. !.ce Cost Qt:antit;-( ~.;"01 .Cost · Quantity Cost ----'--

Mil.. Cents/ Mil.. Mil. Cents/ Mil. Mil. --m-. 
lbs. lb. dol. lbs~ l.b. dol. lbs. ·dol. 

Butter 31 • 60.6 18.8 0 
-~ 

0 31 J.8.8 

Cheese 63 • .70.75 "44.6 J.7 70.75 12.0 . 8o 56.6 
·' 

~onfe.t dry 
milk 219 .. 56.6 124.o 31 56.6 J.7 .5 • 250 • 141.5 · 

Total. 187.4 29.5· 216.9 

. 
; 

'· 
If' Support is Increased to $7.23Per Hundredweight (8~ of Current Parity) .·. • 

.... 4 ., -~-

Butter 31 60.6 J.8.8 l.9 !/ 75.5_ J.4.3 .50 33.1. 

Cheese 63 .70.75 44.6 37 77.5 28.7 l.00 73.3 • 
. . . 

Nonfat dry • 
milk 219 56.6 124.o . 56 !/ 56.6 : 31.7 275 l.55-7 . . 
TotaJ. 187 .~. . ~-- .262.1 

" . 
!' • 

Dii'f'erence 45.2 

!/ The prelimina._7 determination to pl.ace all of the increase in suppo~ on 
. the butter p"ll!'chase price (:market prices · are about 8.5 cents . over support) :: _.. 

and none on nonfat dry milk is subject to . review. 

. . 
ASCS/a~O/Da.iry/ll-29-74 
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Table 5. Previous Increases in Manufacturing Milk Support Price During 
Marketing Year 

DATE 

April 18, 1956 

September 16, 1960 

Jtme 30, 1966 

'· 
August 10, 1973 

.. .. 
, 

AMOUNT OF INCREASE 

• . _10¢ per cwt. 

16¢ per cwt. 

50¢ per cwt. 

32¢ per cwt. 

.I 

. , 

. i 

REASON FOR INCREASE 

President increased 
after vetoing bill passed 
by Congress which would 
have increased support price 

By .Act of Congress. 

By administrative action. 
Milk supplies were, tight 
and prices were well above 
support. 

By Act ·of Congress, 
increasing minimwn support 
price for 1973/74 ·and 1974/ 
to 80 percent of parity . 

11/29/74 
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IMPLICATIONS OF RAISING MILK PRICE SUPPORT TO 807. OF PARITY 
• .. , .:• • • • , • , •. : -~ r-.. • . 

.. i .• • • .. • 

. . 
·Many dairy farmers are 

.. .. : ,,. 
:; . f: • • r 

currently caught in ·a severe· cost-
price squeeze as production 
been increasing much faster 

cos ts>·. particularly ·feed cos ts, have • ••• 
than milk prices. 

This proposal would increase the milk support price to 
• $7.23 per 100 pounds, or 80 percent of the most recent parity· (Nov.) 
1 evel, through Mar ch 19 7 5, compared with the ·current $6. 5 7 
support ptice. This action would . increase pric~s to all .milk ~-
producers, rather than just fluid producers in Federal - order · . 
markets. A final decision has not as -y-et been made relative to •• • • 
the October ··hear~ng- which considered raising Class . I prices 
in Federal order markets through March 1975. Milk price increases 
would help assure · more adequate· miik supplies in coming mont~~-: ~ 

I . . Estimated USDA Purchases of Dairy : Produ~ts and Associated 
Costs 

Raising supports to $7.23 would increase CCC purchases 
costs under the dairy price · supp(?rt ': program in the 1974/75 

and . ·•. •. 

marketing year (ending March . 31) as _. follows: . ,.._.•;.,;;. ·> 
•. ··:·. •. ... .• ·.•. ' 

Product Total purchases and costs 
at $6.57 support 

. Additional purchases 
and costs at $7.23 su 

• Mi 1 . 1 b s .. _ - . • • Mil. lbs. 

A. Purchases 

Butter 
American cheese · 
Nonfat dry m_ilk 

B. Costs 

. . . 
A. Total Dollar Requirement for School Lunch . Program 

Total Commodities Purchased or . Committed as 11/19/74 ; 
Balance to· be paid _ in cash or .commodities · 

. , . .. ; . . ... . .. . . • -

~- 412. 0 
316.6 
95.4 

B. · Of this ' $95.4 million, ·$45 million has tentatively been 
committed to the purchases . of addition~! beef. If this 
beef is purchased, a tot,1 of · $50.4 million would . remain 
for cash distribution . or · commodity -purchases·. :·, • 

or 

• •. ,,{;:~<?i \trt ,, .,,,.;, :,:{ •• -:. .. ' .. 
• • • ~~!l 

:: ; 
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If the price support leve1 is raised to ·so ~ercent of 
parity, it is estimated that additional quantities ·of •·· 

_butter · and cheese worth $31 mi1li~n would be acquired 
in FY 1975. This can all be distributed to schools· 
and will count toward the $50.4 million remaining in 
II-B above. There would then be a remainder of $19.4 
million· for cash distribution or additional iommodity 
purchases. 

D. The addit{onal quantities of nonfai . dry milk purchased 
cannot be .used in the ~chools:·~et government cost ~f 
raising . the support price to 80 percent of parity can · 
be reduced to the extent that nonfat dry milk acquired 
can be used · to meet PL-480 commitments. 

III. Estimated Inflationary Impact _ 

This action· would likely boost farm prices of manufacturing 
milk about 30-35 cents per 100 pounds from current _projected 
levels during .D~cember through March 1975, assuming the acti~n • 
is e f f e ct iv e in ear 1 y D e c em b er . • • Who 1 e s a 1 e p r i c ·es of b u t t er 
would be increased about 6-1/2 cents per pound from the current 
69 cent level and American cheese would be raised around 2-1/2 
cents · from the present 75 cent . price·. However, .wholesale nonfat · 
dry milk would not . be changed. Because of the lag in -calculating 
fluid milk pric~s, Federal order _Class I price~ would ·~ot be 
affected until February and March when ·minimum prices would be·, .. 
increased around 30-35 cents ~from curr·ent levels . . :. _·. • .• • ....... .. -::. 

. • ·t~ ... ,. :_1_,• - ,· .•• . . • ·, ·_ • •• - _ .- .. ~!--:~ ...... ; : ,.i_,. • • •_ .. :,.,_ .,.-=._;~,,.,-

·Retail dairy prices -are likely to be frising =seas6nally in~ ~0 
coming months even under current •programs. · This - action would ' -/,.',,_ .. 
likely raise retail · dairy prices about 2 percent from -· expec.ted : 
levels. For the average consumer, thi~ would mean an · increase : \. 
in his food budget of around · 0.3 percent. • The larges_t ·impact •• ._~~i:?{; 
would be on butter with retail prices likely to increase around .::.·.);:Z,t 

. • . • ..::--.~~t "'i--. 

7 percent. However, margarine prices are likely to continue :·:·~:ti 
rising, and butter sh~uld remain . favorably priced with margarine.~~ 
Butter sales have increased in ·re·cent· months because of its • , - • •• ·j· .... 
·relatively favorable price . • , Cheese pric·es may rise aroun.d 2 .... • • 
.percent, and ic·e cream will. "likely also· go up · although more . • 
because . of rising sugar irices . . Retail fluid milk ·prices ~ould 
rise -approximately 1 to 2 percent as . a resu_lt of this action. 
However, since cooperatives - in most . markets have negotiated 
fluid milk prices above the Federal order minimums, the impact 
would likely be less than the full 30-35 cent increase at the 

-~~rm level. Nonfat"dry milk use has been down materially ~his 
year, and this action would . not • change nonfat dry milk prices. . . . . . ·., .. ·:, ·f :, ... .. . . ,._. .. ;, .. 

• • ~· : • : , ·-· 
'1 ,: .' •, ;' ... ·~· , j •• . . . . . 



ALAN GREENSPAN, CHAIRMAN 

WILLIAM J. FELLNER 
GARY L. SEEVERS 

COUNCIL OF ECONOMIC ADVISERS 
WASHINGTON 

December 3, 1974 

MEMORANDUM FOR: NORM ROSS 

Secretary Butz met with the EPB-Executive Committee 
this morning. Roger Porter can give you an "official" 
report of the outcome. It was my understanding that 
the entire Executive Committee (Ash, Eberle, Simon, 
and Greenspan) opposed taking any action. Al Rees 
and I both favored that too. Seidman and Cole were 
not present. Butz argued in favor of raising the 
support to 80 percent on the grounds that it could be 
left there next April 1. If it is not raised, Congress 
is likely to legislate an 80 percent minimum rather than 
letting it fall to 75. 

Because of the diversity of views, it was agreed 
that Secretary Butz will have to take this to the 
President, which I assume he will do. 

Attachment 
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COUNCIL OF ECONOMIC ADVISERS 
WASHINGTON 

ALAN GREENSPAN, CHAIRMAN 

WILLIAM J. FELLNER November 30, 1974 GARY L. SEEVERS 

MEMORANDUM FOR: EPB-Executive Committee 

SUBJECT: 
,/ 

Milk Price Support 

y In October, USDA held public hearings on a dairy 
industry proposal to raise the 11 floor" under Class I 
milk prices to $7.50 cwt. from the current floor of 
$6.57 cwt. In mid-November, USDA announced a 
preliminary decision against the proposal and invited 
comments by December 4. From a procedural standpoint, 
the final decision must be made by the Secretary of 
Agriculture, based upon the public record. 

The Department of Agriculture has raised the 
possibility of taking some action to support milk 
prices. The Executive Committee h3s been asked to 
examine the economic implications before any action 
is taken. 

The attached paper prepared by USDA considers the 
pros and cons of two options. Option 1 would be to 
hold-fast with 11 no action." The major economic arguments · 
in favor of this option are: 

1. Milk supplies already exceed commercial demand 
at current prices and the CCC is purchasing substantial 
.quantities of dairy products. 

2. Taking action (Option 2) would raise dairy 
prices to consumers by an estimated 2 percent. Dairy 
products hav~ a 3 percent weight in the CPI. 

Option 2 would increase the support price to 
80 ~ercent of parity (it was set at 81 percent on 
Aeril 1, but has since fallen to 73 percent) for all 
milk, not just Class I. The argument in• support of this 
action is essentially equity. Dairy producers are being 
squeezed and have a serious cash-flow problem. To a 

{4'~ourr:, 
i # 

'"ls-191° 
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major extent their prices are Government-regulated 
and have been depressed partly because of earlier 
actions that allowed temporary increases in import 
quotas. Their problem is similar to the utilities 
(regulated price system and sharply higher costs) 
except in this case the market will not support higher 
prices. 

. Symbolism is important in this decision. The dairy 
industry claims that positive Government action is 
necessary to show that the U.S. Government cares (i.e., 
to keep up morale); otherwise, producers will go out 
of business and not be there to produce in the future. 
On the other hand, a positive action would be directly 
contrary to the anit-inflation program and especially 
to the efforts to eliminate Government restrictions 
that raise prices. 

}(Ja1,, ~· 
Gary L . de ever s 

,. 



MILK PRICE SUPPORT PROG:1AM OPTIONS 

;,, . 
After a comprehensive review of the dairy situation, we have concluded there 
are two feasible ~ourses of.action at this'time: 

OPTION 1 • - Ta.kc no_ action 

Neither higher support prices nor higher Class I prices are needed 
to assure adequate milk supplies. Milk production is currently in 
excess of commercial requirements. Large quantities of dairy 
products are in commercial storage and the Commodity Credit Corporation 

• (CCC) continues t9 buy nonfat dry milk and cheese under the price 
support program. Quantities of nonfat dry milk purchased by CCC are. 
already greatly in excess of domestic requirements for school lllllch 
and family feeding programs. • 

OPTION 2 - Jricrease support price for manufacturing milk to $7.23 per 
htmdredweight (80 percent .of the December 1 parity price). 

• 

The support price of manufacturing milk for the 1974/75 marketing 
year (April 1, 1974-March 31, 1975) "is $6.57 per hundredweight (cwt.). 
This was 81 percent of April l parity and is 73 percent of December 1 
parity. Raising ·the support price to $7.23 per cwt., 80 percent of 
the current parity price, would increase both Class I and manufacturing 

, milk price·s. (Manufacturing milk prices averaged $ 6. 9 7 per cwt. in 
November.) I : also would increase CCC's support purchase prices, ·the 
quantity purchased 1mder price suppor~ operations an~ budget outlays. 

While higher ~upport prices are not necessary to assure adequate 
supplies of milk at the present time, the argument is made · that higher ... 
support prices may be necessary to relieve the severe cost-price • • 

,squeeze dairy farmers are now experiencing and to assure adequate 
supplies of milk in the future. 

The pros and cons of these two options follow: 

• OPTION 1 - Take no action. 

'. PRO 

(a) Supplies of both Class I and manufacturing milk for commercial 
market needs are adequate at this time. CCC's price support 
purchases represent quantities surplus to commercial market . 
needs, and through November 29 totalled 219 million pounds of 
nonfat dry milk, 63 ·million pounds of cheese and 31 million 
po1mds of butter (Table 2). CCC is currently buying nonfat dry 
milk and cheese and some further purchases are anticipated. 

(b) Milk production, compared with a year ago, has increased the 
last four months -- reversing the results experienced during 
the previous 21 months (Table 1). 

(c) Average prices received by farmers for manufacturing milk have 
risen from a low of $6.41 per cwt. in July 1974 to $6.97 in 
.November (Table 3). Prices normally increase fuxther during the 
winter months, but because of recent decline in market prices for 

• cheese, may not increase further in next several months. 
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This ignores the ~evere cost~price squeeze dairy farmers are now 
experiencing. Some argue that an immediate increase in the 
support ;price is necessary· to meet rising production costs. prevent 
wholesale liquidations of dairy herds, and thereby assure the 
adequate future supply mandate of the 1973 Farm Act. This action, 
it is argued, will help prevent later, larger price increases than 
would likely result from .the immediate increase in support price . 

. (b) Increasing the support price would result in only a relatively 
small increase in net Government outlays since the nonfat dry 
milk could be used to substitute for other. commodities shipped 
under the P. L. 4 80 pro grams . • • . 

I 

OPTION 2 - tncrease ·support price for manufacturing milk to $7.23 per cwt. 
(80 percept of the December 1 parity price). 

'· 

PRO 

(a) An increase in the support price is recommended by nearly every 
segment of the dairy industry. 

(b) Would give/immediate relief to the ·present cost-price squeeze. 

(c) Would help assure production of adequate supplies of milk in the 
future. 

(d) Would indicate that Administration is genuinely concerned about 
dairy farmers' problem without being legislated into a change. 

CON · . 

(a) Raising support prices· would increase consumer prices for fluid • 
milk and dairy products, leading to charges _that the Government 

·was taking an inflationary action. 

(b) Would increase consumer prices of fluid milk at a time when consump-
tion is already lagging and more milk is being diverted to 
manufacturing uses . 

. (c) Would raise CCC' s purchase prices (and commercial market prices) 
of manufactured dairy products at a time when commercial stocks 
are ·at or near record levels and CCC is purchasing nonfat dry 
milk under the price support program. CCC purchases and outlays 
would be inc~~ased (Table 4). 

(d) Would give dairy farmers an advantage over other livestock producers, 
who have no price support program, in competition for reduced 
supplies of high-priced feed -- possibly leading to increased produc-
t~on of a product (milk) that is already in excess supply. • 

• '!' 
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·• . 
(e) . Would generate expectations· and pressure for a continuation of 

dairy p:ifice support at 80 percent of parity in 1975/76. 

(f) Would set a precedent for. the Administration volt.mtarily raising 
dairy support prices at a time when the manufacturing milk price 
was near support and CCC was buying significant quantities t.mder 
price support operations. Previous increases in support prices 
during the marketing year occured·after Congressional action or; 
in one case, when miik supplies were tight and prices were weu·· 
above the support level (Table 5). _, 

J 

' . 

. , 
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Table 1. Milk Production on Fa.rms--Percentage· Change fror:1 Year Earlier 
• • '1972 ·1973 • '1974 . P e r c e n t . • -• January + 1.5 - 1.4 - 3.2 

February + 4.4 - 4.5 - 2.9 
March + 2.3 - 2.3 - 2.7 
April + 1:4 - 2.3 - 2.2 
May ,+ 1.0 - 2.4 - 1.9 
June . + 1.2 - 3.4 .6 
July + 1;5 - 3.8 + .3 
August :+ 1.2 - 5.1 + 1.3 
September + 1.1 -; 5.8 . + 2.7 

I 
October - .1 - 5.3 + 2.2 

,I November - 1.0 - 3.4 
.... December· .7 - 3.6 

Table 2. CCC' s Purchases of Daicy Products., • April 1-Ifovember 29 

Product 

Butter 
Cheese 
Nonfat dry milk 

• Million Pounds 

31 
63. 

219 • 

~-. 

Table 3. Manufacturing Grade Milk: Prices Per Hundred~eight Received 
by Fart!lers, Adjusted to Avera3e Annual Butterfat Test 

!lli. 

January 5.02 
February 5.05 
March 5.06 
Apri~ . 5.03 
May 5.00 
June 5.00 
July 5.04 
August 5.09 
September 5.13 

. October 5.20 
November 5.31 
December 5.40 

1973 
Dollar per cwt. 

5.45 
5.50 
5.59 
5.62 
5.66 
5.70 
5.83 
6.39 
6.95 
7.35 
7.62 
7.87 

1974 

8.00 
8.10 
8.12 
7.82 
6.98 
6.50 
6.41 
6.50 
6.71 
6.94 

• 6.gr 

' 

" 
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ESTill.ATED USDA RJRCHASES OF DAIRY PRODUCTS 1971~-75 ?-4.P.R.T<ETil-!G Y,:,__AE. 

·• . 
Table 4. . . If Support is Continued at $6. 57 Per Hunfu-edweiq;ht 

Product Purchases April 1-i:Tov. 29 Purchases llov. 30-Ma.r. 31 Total Purchases 
. Qua:itity ~~'!.C~ Co:::~ Qt:sntitz i'rice .Cost Qt;.antit:,r 

Mil. Cents/ Mil. Mil. Cerrts/ Mil. Mil. 
lbs. lb. dol. lbs. 1b. dol. lbs. 

.. . 
Butter- 31 60.6 18.8 0 0 31. 

Cheese 63 • .70.75 "44.6 17 • 70.79 12.0 8o 

Non:f'at.dry ,I ·.milk 219 . 56 .6 124.o 31 • 56.6 17.5 250 .,.. 
Total. .187.4 29.5 

•. ' 

\. 

I:f Support is Increased to $7. 23 Per Hundr~dwei~t (8o:p of Current Parity) 

Butter 31 60.6 18.8 19 !/ 75.5_ 14.3 50 . 
Cheese 63 .70.75 44.6 37 77.5 28.7 100 

Non:f'at dry • 
milk 219 56.6 124.o . 56 !/ 56.6 : 31.7 275 
Total. 187.4 

Difference 

y The prelimi..~a..ry dete_;rmination to place all of the increase in support on 
. the butter purchase price (market prices are about 8.5 cents over support) 

e.nd none on non:f'at dry milk is subject to . review. 

. . . 

• 

Af!,CS/O.~O/Dairy/11-29-74 

C--· VtJ W 

Mil. 
dol. 

18.8 

56.6 

141.5 
_216.9 

33.1 

73.3 

155.7 
262.1 . .. 
45.2 
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Table 5. Previous Increase$ in Manufac.tur!ng Milk Support Price During 
Marketing Year 

. . 
DATE 

. .. . 
April 18, 1956 

September 16, 1960 
I 

,I 

·,vune 30, 1966 

August 10, 1973 

I • 

.; 

AMOUNT OF INCREASE 

104: per cwt. 

164: per cwt. 

504: per cwt. 

324: per cwt 

. , 

, I 

REASON FOR INCREASE 

President increased 
after vetoing bill passed 
by Congress which would 
have increased ·support pric, 

By Act of Congress. 

By administrative action. 
Milk supplies were, tight 
and prices were we 11 above 
support. 

By Act of Congress, 
increasing minimum support 
price for 1973/74 and 1974/'. 
to 80 percent of parity. 

11/29/74 
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IMPLICAT!ONS OF RAISING MILK PRICE SUPPORT TO 807. OF PARITY 

. -• . . ..... •• • I' 

Many dairy farmers are currently caught in ·a severe cost-
price squeeze as production costs, particularly feed costs, have 
been increasing much faster than mil~ prices. 

This proposal would increase the milk support price to 
•• • $7.23 per lOO·pounds, or 80 percent of the most recent parity (Nov.) 

1 ev~l, th rough Mar ch 19 7 5, comp a red with the ·current $6. 5'7 

• ·-

support price. This action would increase ptices to all milk 
producers, rather than just fluid producers in Federal - order 
markets. A final decision has not as -yet been made relative to 

·the O~tober ·hearing- which considered raising Class I prices 
in .,Federal order markets through March 19 7 5. Milk price i·ncreas es 
would help assure · more adequate milk supplies in coming months. 

I . . Estimated USDA Purchises of Dairy : Pro~u~ts and Associated 
Costs ' I 

Raising supports to $7.23 wbuld increase CCC purchases and 
costs under the dairy price support . program in the 1974/75 
marketing year (ending March . 31) . as .follows: . . ·. : . : "' . 

Product Total purchases and costs 
at $6.57 support 

. Additional purchases 
and costs at $7.23 suppor 

A. Purchases 

Butter 
American cheese 
Nonfat dry milk 

. , . . 
B. Costs 

• Mil. lbs_.. . · 
' ' .. • • . .·. 't· -: • ,. ~. ", . 

!'-{~·_'(,::•:/ .,; :.. ·. 
.... 31 '· :··. · · 

80 . 
250 ·,. .. ' . 

Mil. dol. 

._ 216.9 . 

. .. .. .. 

~~\f ?~·:·:·\\ ?'.'.> ~. 
.t ' 

! I • 

Mil. lbs. 

. , ·! :·. h 
' • ·"t,..i..i ,..-•: .. 

19 
20 

: •, -- •. 25 

.• ,,. ·,. 

II. · Estimated Net Cost to U.S. Government in FY 197f .-·_-_, .. Mil. Dols. 

A. Total riollar Requirement for School Lunch Program 
Total Commodities Purchased or Committed as 11/19/74 

Balance to be pa~d _ in Fash or .commodities 

412.0 
316.6 

95.4 

B. · Of this ·$95.4 million, ·$45 million has tentatively been 
committed to the purchases of additional beef. If this 
beef is purchased, a total of - $50.4 million would remain 
for cash distribut~on or c~mmodity -purchases. 

:--:::: ;',~ / ·~ / ,· . ( \ ' •:: ,.\• ,. . ... ' ' 
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. C. If the price support le~el is raised to 80 percent of 
• par~ty, it is esti~ated that add~tional quantities of 

butter and cheese worth $31 million would be acquired 
in FY 1975. This can all be distributed to schools 
and will count toward the $50.4 million remaining in 
II-B above. There would then be a remainder of $19.4 
million for cash distribution or additional iommodity 
purchas·es. 

D. The additi'onal quantities of nonfat . dry milk purchased 
cannot be used in the schools.- - -Net go"vernment cost of 

, raising th~ support price to 80 percent of parity can 

.... 
III. 

, be reduced to the extent that nonfat dry milk acquired 
can be used · to meet PL-480 commitments . 

Estimate~ Inflationary Impact 

This action would likely boost farm prices of manufacturing 
milk about 30-35 cents per 100 pounds from current _projected 
levels during D~cember through March 1975, assuming the action · 
is effective in early December. ' Wholesale prices of butter 
would be i~creased about 6-1/2 cents per pound from the current 
69 cent level and American cheese ~ould be raised around 2-1/2 
cents from the present 75 cent price. However, wholesale nonfat 
dry milk w~uld not be changed. Because of the lag in calculating 
fluid milk prices, Federal order.Class I prices would not be 
affected until February and March when minimum . prices would be 
increased around 30-35 cents - from curient lev~ls. 

Retail dairy prices are likely to be ;rising ' seasonally in _ 
coming months even under current programs. • This - action wou_ld 

. likely raise retail dairy prices about 2 percent from expected 
levels. For the average consumer, this would mean an increase 
in his food budget of around 0.3 percent. The largest impact 
would be on b~tter with retail prices likely to in~rease around ~.· 
7 percent. However, margarine prices are likely to continue 
rising, and butter should remain . favorably priced with margarine. 
Butter sales have increased in ·recent months because of its 
'ielatively favorable price. Cheese prices may rise around 2 
.percent, and ic·e cream will likely also go up although more 
b e c au s e of r i s i n g s u gar p. r 1 c es . . Re ta i 1 f 1 u id mi 1 k pr i c e s co u 1 d 
rise -approximately 1 to 2 percent as a result of this action. 
However, since cooperatives - in most markets have negotiated 
fluid milk prices above the Federal order minimums, the impact· 
would likely be less than the full 30-35 cent increase at the 

-4tirm level. Nonfat"dry milk use has been down materially this 
year, and this action would not ' change nonfat dry mil~ prices. 

• I 
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MILK PRICE SUPPORT PROGRAM OPTIONS 

After a comprehensive review of the dairy situation, we have concluded there 
are two feasible courses of action at this time. · 

OPTION l · - Take no action 

Neither higher support prices nor higher Class I prices ·are nee-ded 
to assure adequate milk supplies. Milk production is currently in 
excess of commercial requirements. Large quantities of dairy 
products ar_e· in commercial storage and the Commodity Credit Corporation 
(CCC) continues to buy nonfat dry milk and cheese under the price ~-
support program. Quantities of nonfat dry milk purchased by CCC are 
already greatly in excess of domestic requirements for school lunch 
and family feeding programs. 

OPTION ·2 - Increase ·support price for manufacturing milk to $7.23 per 
htmdredweight (80 percent .of the December 1 parity price). 

The support price of manufacturing milk for the 1974/75 marketing 
year (April 1, 1974-:March 31, 1975) 'is $6.57 per hundredweight (cwt.). 
This was 81 percent of April 1: parity ·and is 73 percent of December 1 
parity. Raising ·the support price to $ 7. 2 3 per cwt. , 80 percent of 
the current parity_price, would increase both Class I and manufacturing 

, milk prices. (Manufacturing milk prices averaged $ 6. 97 per cwt. in 
November.) It also would increase CCC's support purchase prices, ·the 
quantity purchased tmder price support operations an~ budget outlays. 

. . 
While higher support prices are not necessary to assure adequate 
supplies of milk at the present time, the argument is made that higher 
support prices may be necessary to relieve the severe cost-price 
aqueeze dairy farmers are now experiencing and to assure adequate .. 
supplfes of milk in the future. 

' 
The pros and cons of these two options follow: 

OPTION 1 Take no action. 

PRO 

(a) Supplies of both _Class I and manufacturing milk for commercial 
market needs are adequa·te at this time. CCC' s price support 
purchases represent quantities surplus to commercial market . 
needs, and through November 29 totalled 219 million pounds of 
nonfat dry milk, 63 ·million pounds of cheese and 31 million 
pomds of butter (Table 2). CCC is currently buy.ing nonfat dry 
milk and cheese and some further purchases are anticipated. 

(b) ~lilk production, compared with a year ago, has increased the 
last four months -- reversing the results experienced during 
the previous 21 months (Table _l) . 

. (c) . Average prices received by farmers for manufacturing milk have 
risen from a low of $6.41 per cwt. in July 1974 to $6.97 in 
November (Table 3) . . Prices normally increase further during the 
winter months, but because of recent decline in market prices for 
cheese, may not increase further in next several months. 

--------- - ,, 



I" 

(a) 

- 2 

CON 

This ignores the severe cost-price squeeze dairy farmers are now • 
experiencing. Some argue that an immediate increase in the 
support price is necessary to meet rising production costs, prevent 
wholesale liquidations of dairy herds, and thereby assure the 
adequate future supply mandate of the· 1973 Farm Act. This action, 
it is argued, will help prevent later, larger price increases th~ 
would likely result fro~-the irnmediate increase in support price. 

. '\-. 

(b) Increasing the support price would result in only a relatively · 
small increase in net Government outlays since the nonfat dry 
milk could be used to substitute for other. commodities shipped 
under the P. L. 480 programs'. • • 

OPTION 2 - Increase ·support price for manufacturing milk to $ 7 .23 per cwt. 
(80 percent of the December 1 parity price). 

'· 

PRO . 
. . 

(a) An increase in the support price is recorranended by nearly every 
segment of the dairy industry. 

(b) Would give/immediate relief to the present cost-price squeeze. 

(c) Would help assure pr~duction of adequate supplies of milk in the 
future. : 

(d) Would indicate that Administration is genuinely concerned about 
dairy farmers' problem without being legislated into a change . 

• CON 
. . 

(a) Raising support prices would i~crease consumer prices for fluid 
milk and· dairy products, leading to charges that the Government 

• was taking an inflationary action. -

(b) • Would increase consumer prices of fluid milk at a time when consump_-_ 
tion is already lagging and. more milk is being diverted to 
manufacturing uses. • ·~; • _ ~, 

.(c) Would raise CCC's purchase prices (and commercial market prices) 
of manufactured dairy products at a time when co~ercial stocks 
are ·at or near record levels and CCC is purchasing nonfat dry 
milk tmder the price support .program. CCC purchases and outlays 
would be increased (Table 4). 

(d) Would give dairy farmers an advantage over other livestock producers, 
who have no price support program, in competition for reduced 
supplies of high-priced feed -- possibly leading to increased: produc-
t~on of a product (milk) that is al~eady in excess supply. -· 

' 
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(e) Would generate expectations and pressure for a continuation of 
dairy price support at 80 percent of parity in 1975/76. 

(f) Would set a precedent for. the Administration voltmtarily raising 
dairy support prices at a time when the manufacturing milk price 
was near support and CCC was buying significant quantities under 
price support operations. Previous increases in support prices 
during the marketing year occured·after Congressional action or, 
in one· case, when miik supplies were .tight and prices were well' 
above the support level (Table 5). 

.. 
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Table 1. Milk Production on Firms--?ercenta8e'Change fror.i Year Earlier 

·1972 ·1973 ···1974 
p e r c e n t 

January + 1.5 - 1.4 .- 3.2 
February + 4.4 - 4.5 - 2.9 
March + 2.3 - 2.3 - 2.7 
April + 1.4 - 2.3 - 2.2 
May ,+ 1.0 - 2.4 - 1.9 
June + 1.2 - 3.4 .6 ''!-. 
July + 1.-5 - 3.8 + .3 
August + 1.2 - 5.1 + 1.3 
September + 1.1 -;- 5.8 : + 2.7 
October .1 - 5.3 + 2.2 

·November - 1.0 - 3.4 . 
December· .7 - 3.6 

Table 2. • CCC' s Purchases of Daicy Products., April 1-November 29 

Product . 

Butter 
Cheese 
Nonfat dry milk 

• Million Pounds 

·- . 

Table 3. Manufacturing Grade Milk: Prices Per Hundredweight Received 
by Farmers, Ad'justed to Average .AnnualButterfat Test 

• January 
February, 
March 
April 
May 

· June 
July 
August 
September 

. Octobe~ 
-November 
December 

-· 

1972 • 1973 1974 

5.02 
· • 5.05 -

5.06 
• 5.03 
5.00 

• 5.00 • 
5.04 
5.09 
5.13 
5.20 
5.31 
5.40 

Dollar per cwt. 

5.45 
5.50 
5.59 
5.62 
5.66 
5. 70 . 
5.83 
6.39 

' 6.95 
7.35 
7.62 
7.87 

8.00 
8.10 
8.12 • • .• 
7.82 . 
6.98 
6.50 

• 6.41 
6.50 • 
6.71 
6~94 . 

• ~-97 

--r . 

, 
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:ESTIII.ATED USDA RJRCPJ>.SES OF DAIRY PRODUCTS 1974-75 !-~..R.KETTI-TG 'YP.J\.R 

• . 
Table 4. If Support is Continued at $6.57-Per Hund:!-edweight 

Product Purchases April 1-Nov. 29 Purchases Nov. 30-Ma.r. 31 Total. Purchases 

Butter 

Cheese 

Nonfat dry 
milk 

Total 

. Qu.a:itity 
Mil. 
lbs. - -

~:.. .. Cost 
Cents/ Mil. 
lb. dol. 

31 .• 60.6 18.8 

63 •. • .70.75 • 44.6 

219 56.6 124.o 

187.4 

' ! 
' 

Q,.:.antitz 
Mil.. 
lbs: 

0 

17 

31 

..tT •• .; ""'"' --- .Cost Qua."lti t :;; 
Cerrts/ Mil. Mil. 

lb. dol. lbs. 
• 0 31 

70.75 12.0 80 

• 56.6 17.5 250 

29.5 

If Support is Increased to $7. 23 Per Hu.Yldredweight (80% of Current Parity) . 

Butter 31 60.6 _. 18.8 19 !/ 75.5_ 14.3 50 

Cheese 63 .70.75 44.6 37 77.5 28.7 100 

Nonfat dry I -milk : I 219 ,56.6 124.o . 56 y 56.6 : 31.7 275 ·t 

Total · 187.~. 

Difference 

!/ The prelimina..7 detemL'l'lation to place all of the increase in support on • 
. . the butter purchase price (market prices are about 8.5 cents over support) 

8J'ld .none on nonfat dry milk is subject to . review. 

Af!JCS/a~o/Dairy/ll-29-74 

• 

Cost 
~-
dol. 

18.8 

56.6 

141.5 

_216.9 

33.1 . 

73.3 • . 

155-7 
; 

262.1 • . 
1 • 

45.2 
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Table 5. Previous Increases in Manufacturing Milk Support Price During 
Marketing Year 

DATE -
April 18, 1956 

September 16, 1960 

Jtme 30, 1966 

August 10, 1973 

.. -

. . 

AMOUNT OF INCREASE 

_10~ per cwt. 

16~ per cwt. 

. so~ per cwt. 

32t per cwt. 

. , 

REASON FOR INCREASE 

President increased 
after vetoing bill passed 
by Congress which would 
have increased support pricE 

By Act of Congress. 

By administrative action. 
Milk supplies were, tight 
and prices were well above 
support. 

By Act of Congress.t · 
increasing minimum support 

·price for 1973/74 ·and 1974/'. 
to so ·per~ent of parity. 

11/29/74 
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IMPLICATIONS OF RAISING MILK ·PRICE SUPPORT TO 807. OF PARITY 

Many dairy farmers are 
price squeeze as production 
been increasing much faster 

c~rrenily caught in·a severe cosc-
costs, · particularly . feed costs, have 
than milK prices. 

•• ., ... 

This proposal would increase the milk support price to 
• $7.23 per . 100 pounds, or 80 percent of the most recent paricy· (Nov.; 
level, th rough Mar ch 19 7 5, comp a red with the ·current $6. 5 7 
support ptice. This action would . increase pric~s to all .milk -~ 
producers, rather than just fluid producers in Federal - order . 
markets. A final decision . has not as -y-et been made relative to • •• • 
the October :-hear tng- which considered raising Class . I pr ices 
in Federal order markets through March 1975. Milk price increases 
would help assure· more adequate milk supplies in coming mont~s_. 

I . . Estimated USDA Purchases of ·Dairy : Prod_u_cts and Associated 
Costs ·• 

Raising supports to $7.23 would increase CCC purchases _ and 
costs under the dairy price . support . program in the 1974/75 ~=-
marketing year (ending March . 31) .• _as _. follows: .· . _. .. .. . '•;.• . :: .• . ..· . . • ' 
Product . Total purchases and costs 

at $6.57 support 
.. Additional purchases 
and costs at $7.23 suppor 

• Mi l. lb s .• _ - . • · Mil. lbs. 

A. Purchases 

Butter 
American cheese · 
Nonfat dry milk 

·B. Costs 

II. 

-----· 

• Estima.ted Net Cost to . U.S. Government in ·FY · 1974 ;-'.'5-, ;-~ Mil. · Dols. 
• ; • !--. . ..-;.: ... .. . 

A. · Total Dollar Requirement for School Ltinch . Program 
Total Commodities Purchased or Committed as 11/19/74 · 

Balance co· be paid _ in cash or .commodities 
• J • • - : • • • .. .. • 

412.0 
316.6 

95.4 

B. ·Of this '$95.4 million, $45 million has tentative·ly been . 
committed to the purchases of addition~! be~f. If this 
beef ·is purchased, a tot~l of · $50.4 million would remain 
for cash distribut~on or c~mmodi~y -purchas~s·. :~ 



... ,_._._.,.--

2 -

C. If the price support level is raised to ·so percent of · .,.:··,(·::! 
parity, it is estimated that add_i t _ional quantities ·of -:-:·~(,~·: .. • 

_butter · and cheese worth $31 million would be acquired , •.. ····, 
in FY 1975. This can all be distributed to schools · 
and will .count toward the $50. 4 ·million remaining in 
II-B above. There would then be a remainder of $19.4 
million· for cash distribution or additional iommodity 
purchases. 

D. • The addit{onal quantities of nonfai : dry milk purchased : 
cannot be used in the schools.- - ·Net government cost of .... • 
raising . the support price to 80 perce~t of parity can 
be reduced to the extent that nonfat dry milk acquired 
can be used · to meet PL-480 . commitments. 

III. ·Estimatea Inflationary Impact 

This action would likely boost _farm prices of manufacturing ·-:. 
milk about 30-35 . cents per 100 pounds from current _projected . .. 
levels during· ,D·ecemb er · through March 19 7 5, assuming the ac tfon •: -~ :.- , 
is effective in early December. · wholesale prices of butter 
would be inc~eased about 6-1/2 cents per pound from the current 
69 cent level and American cheese ~ould -be raised around 2-1/2 
cents · from the present 75 cent price·. However, wholesale nonfat · 
dry milk would not . be changed. Because of the lag in calculating 
fluid milk pric~s, Federal order_Class I prices would ·~ot be • 

·affected until February and March when ~inim~m -prices would b~· .. 
increased around 30-35 cents .~ from curJ:·ent lev~ls. :·.· . . _;;,,,-: ·.,,.,:: ·,: .'. ·~··-~--•··, 
• . :,. ·: • f-' • • • •• • • • • .-. ·.. • • ' -~ • : • • '-,. :~. • 1 •• • ·.--:}: •• ~}~f:_f 3~:"! ... 

Retail dairy prices ·are likely . to be : rising ·seas~nally 
coming months even under · curre.nt ·programs. ·· This - action woU:ld • .•• _./ .• :·-
likely raise re tail · dairy prices about . 2 percent from , expected ,.>;/=:J 
levels. • For . the average consumer, this would mean an ·. increase ":;·\'.. , . 
in his food budget o: around. 0.3 ~ercent . • The larg_est ~· impact \g{j}}jtt 
would be on butter with retail prices likely to increase around ~y~~ 

. • . .;_ .~ .. ·.":':''"t 1• .,,, 
7 percent. • However, margarine prices are likely to continue 1':-:f;t 
rising, and butter should remain . favorably priced with margari:ne .=,.:·t_; 
Butter sales have· increased in ·re·cent months because of its ';!_.·•·:·: 
.r .elatively favorable price. " Cheese pric·es may rise around 2 • • •• • 
.percent, and ic'e cream will.· likely also·. go up al.though . more . 
beiause . of rising sugar irices . . Retail fluid milk ·prices ~ould 
rise -approximately 1 to 2 percent as . a resu_l t ·of this act ion. ·• 
However, since cooperatives - in most .. markets have negotiated 
fluid milk prices above the · Federal order m~nimums, the impact 
would likely be less than the full 30-35 cent increase at the 

-~~rm level. Nonfat"dry milk use has been down materially this 
year, and this action would . not ' change nonfat dry milk prices . . 

• ·: __ ·;\ ... :· .. .-:.: /:~.:~'.,{\:·~- •• ·.,- .. • • ~-•• ,. ,~:. • 
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U.S. DEPARTMENT OF AGRICULTURE 

USDA REAFFIRMS DECISION ON FLUID MILK PRICES TO FARMERS IN ALL FEDERAL ORDERS: 

WASHINGTON, Dec. 9--The U.S. Department of Agriculture \oday mffirmed its 

earlier recommended decision not to raise minilltDll "floor" prices for computing 

fluid milk (Class I) prices paid to farmers under all 61 federal milk·marketing 

orders. 

USDA officials said the decision was reached_nt..e:c. careful ~onsi.deration 

of exceptions made to the recomended decision, including oral exceptions 

received at the ~s. Department of Agriculture in Washington, D.C., Nov. 26. 

USDA officials indicated that milk supplies continue to be running ahead 

of demand, and Commodity Credit Corporation (CCC) purchases of nonfat dry milk 

and cheese under the price support program continue to increase. 

USDA reiterated that there is no ceiling on prices received by farmers 

through the federal milk marketing order program, and dairy farmers may freely 

negotiate for prices above the minimum prices set by the orders. Officials 

pointed out that since issuance of the recommended decision on Nov. 22, these 

negotiated prices have increased in many areas of the country. 

The recommended decision was issued arter a puofic hearing held in Rosemont, 

Ill., Oct. 8-10. 

USDA 3559-74 • 




