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THE DEPUTY SECRéTARY OF STATE
WASHINGTON

October 9, 1974

Dear Don:

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 whiech 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 egqually to domestic production
as well as to imports.

Filberts

The House Agriculture Committee is scheduled to
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 subcommittees
(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. Moreover, 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,

Sincerely,

Robert S. Ingersoll
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White House very soon vith a representative
farmers and ranchexs 80 that he can obtain first-hand

their suggestioms as to appropriate government respoase

m;:u-' support levels for fluid milk and it
Nnﬁnmmﬁmwmmuo!m
evidence presented &uring those hearings.

I uwnderstand that, due to voluntary agresments which
vere worked cut with major experting natioans, such as
Austzalia, meat imports are running well below the
Congressionally mandated ceilimg at which pohe import
quotas would be triggered. HMeat imports during the
quarter just comcluded are expected to be lower than
in the first two gquarters.




ax L. ni:d-rndeﬂ
Daputy Assistant
to the Presidemt

The mgwnbh Ed Jo::u
House of Representatives
Washington, D.C. 2031S

Englosurse

bee w/ inc to William E. Timmons - FYI |
boec w/ inc to Warren Rus YI

bee w/ inec to Norm Ros I

MLF:VCL({(cleared with Ross) :EF:ld

ey




) e

4 +BOB PRICE -t ; ' WASHINGTON OFFICE:
i MENBER OF CONGRESS ir 7 FRocM sl
s Cannon Housz OrFice BUILDING

B ; (202} 225-3706
AGRICULTNRE COMMITTEE

iy Congress of the United States Ry Sovion:

310 Post OrFPice BuUlLDING
LIVESTOCK AND Gmun*

Govemmment OrenaTioRs THouge of Representatives (ron) a7%.57e1 e, 2301
ARMED SERYICES coi‘qmrrzz i 208 PosT OFmce BuiLoing
Eiy wasbmgtnn, B.E. 20515 wi ‘\(::;;L;;:;t:‘s 76301

RM. 7, PosT OrricE BulLbing

October 16, 1974 Pampa, TExas 79063

;ﬂ e
%
The President

. The white House
washington, D. C. 20500

{g<, Dear Mr. President:

As I discussed with you at our meeting last week,
‘I would urge that you meet 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.

f /Qespectfully,
BILLSCH;RLE Pls, Cs

BOB PRICE, M. C.

(KEITH G SEBELIUS M. C. CLEM McSPADDEN M. .
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MEMORANDUM FOR; THE PRESIDENT
FROM: - KEN COLE
SUBJECT;: . 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 agree-
ment on his recommendation on countervailing duties. Bill Eberle
has submitted for your consideration a decision memorandum on
the countervailing duty issue (Tab. B).
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Backg round

America's dairymen find themeelves in & tremendous cost-price
squeese.

-

Milk production for the calendar year is projected to be
1-1/2 percent below 1973's 118, 6 billlon pounds.

The number of milk cows on farms has declined frem
11,259, 000 in January to 11,139, 000 ia July. There were
11, 599, 000 milk cows on farms in January 1973, 2.9
percent more than in Jasuary 1974.

The Minnesota-Wisconsin price for manufacturing milk
rose through late 1973 and early 1974 to a high of $8. 15 cwt.
in March and then dropped $1, 86 to $6.29 cwt. in July. The
current M.W price is $6. 69 cwt. compared to $6. 91 cwt.

in September 1973,

The current milk-feed ratio, the pounds of feed a pound of
milk will buy, is 1.2. A ratio of 1. 7 has been historically
necessary to maintain milk production.

Reflecting consumer resistance to high retail milk prices,
consumption of fluld milk was down § percent for the first
half of this year compared to & year ago. Fluid milk sales
are currently 1. 1 percent below 1973 levels. Declines in
fluid milk sales relsased more milk for use in processed
dairy products. Stocks of dalry products have increased,
prices dropped, and the USDA made substantial purchases
under the price support program,

A late, wet spring, dry summer and early frost have reduced
expected graln yields and have caused a bullish market for
feed grains and seybeans. This creates problems for the
entire livestoek industry, including dairymen, until the

next harvest season. Since feeds represent 45 to 50
percent of the cost of producing milk, the uafavorable milk-
feed ratio of 1. 2 will cause hardships for milk producers.
Milk prices are currently 70 perceat of parity,
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Recent developments and actions taken by this Administration
should provide improvement in the outlook for deiry farmeras
who are faced with 2 severe cost-price squesse at this time,

October 8 the Department of Agriculture convened

a national hearing to review minimum levels of Class I
prices to be paid dairy farmers under all 61 Federal
milk marketing orders, This hearing provided an
opportunity for all interested persons to present their
views on milk prices. Evidence presented at the
hearing will be carefully considered to determine
whether a "floor price’ of up to $7. 50 per hundredweight
should be placed under the basic formuls used for
computing Class I prices through March 1975. A
decision will be issued as seon as possible after the
hearing is completed.

The CCC during this marketing year has purchased

31 million pounds of butter, 39 million pounds of cheese,
and 169 milllon pounds of nonfat dey milk, or slightly
more than one billlon pounds of whole milk equivalent.
Butter and cheese purchases have ceased while noniat
dry milk purchases continue.

To alleviate a temporary surplus of barrel cheess, the
CCC for the first time has purchased 35 million pounds
of processed cheese since June,

Through negotiations, the EEC has suspended its export
subsidies on cheese shipped to the United States to prevent
the likely imposition of countervailing duties.

One of the major concerns of dairy farmers has been the rapid
escalation of feed costs over the past several months. The recen:
sffort by Presidest Ford to secure the cancellation of export sales
contracts for $300 millica worth of corn and wheat to the Soviet
Union indicates cur determination to hold future price increases to
s minimum. Further cooperation between Government and grain
exporting companies is expectsd to benefit all Americans at this
time of greatly reduced crop production caused by adverse weather.
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We expect significamt improvement ia milk prices in the months
immediately ahead as the seasonal decline in production continues,
Indicative of this i the Awgust to September increase in the

Minne sota-W iscoasin manufacturing milk price from $6. 39 to $6. 69
per hundredweight. The MW price is used in all Federal orders
as a basis for fixing the minimum prices that processors must pay
dairy farmers for thelr milk,

Talking Polnts

~« I am awars of the cost-price squeese in which America's
dairymen find themselves, [ recently met with a representstive
group of dairy farmers on the one hand and a group of
Congressmen and Senators on the other. They outlined
to me the practical problems that the dairy producers in
their respective States are faced with.

« 1 understand the concern of the dairy producers that the
United States dairy prige system should not be sllowed to
be undsrmined by efforts of foreign dalry producers.

« I recently announced that no action will be taken to change
the present system of dalry import quotas without a
thorough review of market conditions and full opportunity
for our dalry producers to be consulted at that time.

= I am disturbed by the disparity between the reduced earnings
of the dairymen and the higher prices charged to consumers.
I have asked the new Council on Price and Wage Stability to
examine the reasons behind this gap which is paid to the
farmer aand what must be pald on the other end of the line
by the individual consumer.




October 21, 1974

MEMORANDUM FOR; THE PRESIDENT

FROM; KEN COLE

SUBJECT: Dairy Import Quotas and
CQumrvlﬂln. Duties

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

You regquested further research on the third recommended action
which is to give your personal assurance that importation of dairy
productes will not be increased above the quota leveles 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 previocusly submitted for your
consideration a memorandum providing you with his recommendations
on dalry import quotas and countervalling duties (Tab A).

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



THE SPECIAL REPRESENTATIVE FOR
TRADE NEGOTIATIONS
WASHINGTON

MEMORANDUM FOR THE PRESIDENT

FROM: W. D. Eberle

SUBJECT: Dairy Import Quotas and
Countervailing Duties

Background

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 warg
attempt to "roll-over" court stay.

ggtion II - Take formal action under the countervailing
a

duty law.
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.




Discussion

To take formal countervailing duty action now even
if no additional dAuties are actually imposed, without
simultaneously announcing Tariff Commission examination of
Section 22 quotas, ensures a political confrontation,
since a number of Furopean 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 crfticism 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, OMB, CIEP, and the Domestic Council.
Secretary Butz agrees in principle. 4

Approve

Disapprove

Other




ATTACHMENT A

C nent of Settlement Accepted by Senate Finance Comhf%teo
and Major rarm an§ Dalry Organizations

The compromise package includes commitments by
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 involve:

sss@limination 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

ssselimination of the wide-open House provision that
the Administration could withhold countervailing duty
action in all fields for up to four yvears, and
replacing this provision with a new, very tightly
circumscribed discretion provision.
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o September 6, 1974
DAIRY AND COUNTERVAILING DUTIES

Major changes in the concept of the countervailing sections
of the Trade Reform Act have been introduced in the Senate
Finance Ccmmittee and tentativelv accepted by the Administra-
tion. These changes are all designed 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:

. vw.. €limination 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, even though the
Administration 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

guctas 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 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-
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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-
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.

How would this discretion provision affect dairy? Right
now, EC subsidies have been suspended.¥*

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

eeeo 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 befeore without
substantial modification of its export program -
as it applies to the U.S.

.+e« If the EC proposes a major change in its export
program, such as establishment 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.



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.

**% ' Advantages of a compromise:

... 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.
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October 2, 1974

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

Dear Senator Nelson:

You have asked about the status of any discussions be-
tween officlals of the U.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 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 regarding resolution of the problems arising out
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
discussing. The compromise package, as we have outlined it

to you, composed of the attached memorandum 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 elements
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 - TAB B




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 apprcach to dealing
with a most delicate problem without prejudice to the interests
of other American farmers or to our national economic interecsts.
This latter point is important because we are very much concerned
with the need to avoid poasible spillover effects on other
American economic interests, particularly agricultural interests,
of a confrontation with our trading partners.

Sincerely,

Harald B. Malmgren

* &

Aade whas i ae by g Ve ey



Dear Seraters Wolcon and Mendale:

"I have kaen asked for tha views of tha Treasuxy
Dopartoont concorning hew proposed armondnents to the
counturvw‘l’r cuty law xﬂlu.iAq to a linited condi-
tional d¢5c:euionar3 *‘bigrlt. in the Treasury Ropartmont
not to apply countcervailing daities during the period of
negotiations under thno “rada Reform act mi it atfect the
pending Tronsury investleniion 6f dairy inuort 7rom the
Duropean Ceomanunity and what future action can be c¢xpected
regarding tcthis case,

As you know, we arce committed to procgeding imme-
diately under tha countervailing duty law should the LC
rbiustxhh ¢ tho expert payments on dalry preducts they
guspaied on J.ulj 12 on cunecse and- previcusly on othor
products. I do not balisva that this coumitmant would
be aficcted in any Lay by cnactment of ony of ¢hd amoend~-
rento o ths law novw Lelhg contenplated by ths Senate
Pinance Commitico. :

rny aftCﬂQt o cvold ox delay the Impozition of
countervailing dutlas by the nore subterfuge of suboti-
tuting one incontive progranm for another, with no sionif-
icant d;ff-rﬂnCCb natseﬂn tha two, would, in ouxr orinion,
Lo treated as Launnh the abovo~desceribed cuport payments
bad been rocwned. In his ovent, a rapid cetsrndnation
counld be wade within the tima limits sct forth in the
Julily 13 5 ¢WL“uizon betveen tha Treasuxy and Lhe mpla‘v~
ant in the C airy Caga. :

Chould the }urope ang prosasce o put in place & new
expc"“ policy or profgranm, an *ﬁa 2izal of ¢he factual

tuation would ncod Lo k2 mada and matechod to tlie oriteria -

sat focth in the lovw, as anmeanded, Such an avpraigal vould
ba given high pri ority. Agsvrming this new scahcne uware
found o co;ztltsto a bounty or granh w;tuin {h2 raaning
of tha ccuntervailing duty law, the EC wounld be rowvunired
to take stows to substantial;; reduce or eliminate tue

" ATTACHMENT B - TAB C




clfacks of S progron oy the U.S:“alry indagtry to aveld
Ll ANUGRILIon Df oiicutting goeiibidnnl duuieg. Tha
finding reloting to ?u, Stenes vould Lo rmade anly after
very closs consuliations by the FExccutive Drmsci“Tlfl
Sovaeutic alugtyy ot c~nc:rJCJ lombers ©f Copgroze. It
viould poet 40 Lo glsarly shovws that tho proalcrb Gf Diba
procucers hod Leen sukstantially relievad., Any Catelndina~
tion not to ILmmrose suditional cutlen bcqausa of the steps
taken to roduce or eliminate the ffoctg of the inc "AulVP

Provren wouls oo "p"*o?rlabe only 1£ it zryeared that th
Inposition ¢f zuch gdutics would ceriously jeoupardizo trac

atione and would bo subject to Congresegional overrido
uncer the provisions of tha ancendneat.

?J.

I Lielieve that the proposad amendment vould rrovide
an croellent tool for achiloviag the equally important
objactivae of protecting comestic adustry from foxrcign
.nfalx trade vractices, uhlle at the samo tise nxovAﬂing
sufficient flexibility during tho peried of negotiation.
The Lr asury Lopartrent vould support an hdcitxonul amend-
ment making countervailing éuty orders effcctive immediately.
Taak io, cud;tlonal dutice would be imposed on thae cay after
publicaL*md in tha Yederal Register of a final affimaative
detericinaticon, Tads change would provide for the irnediate
offbbutiug o aenyv bounty or grant beding bastowed on the
merchamiise in gquastion, rather than permittinq puch mere
chardisze to continue to enter the UG.8. frco of agditicnal
dutics for a significant’'period fellowing such a final
determination,

You can he sure that vwhatover the ancndnents to the
countervalling duty 12w, they will bhe applied during this
pexriod in such a way as to prevent injuricus subsidized
daivy imports from the. Burowpean Communliy.

] .
Sincerely,

7s/David R. .».Jcbov)a‘rl

David R. Hacdonald
Asglstant Sacxyoetary
{(Enforcement, Gporations,

and Tariff Affairs)

The Jlonorable Goylord YNelron
-y - )
naa

Tho oncrable Valter 3. o

ale :
*Unitel States Ssnato

Vashington, D. C. 205190 d n
S:LEOTA:DRMacdonald:mln ~

ces Leg. Lhffairs, Hr. Suchman



Tentative Finance Committee
Decision on Countervailing Duties

Strike permanent provision allowing discretion to avoid

countervailing where guantitative restrictions are an
adequate sunstltute for counLelvalllng dutleo.

Time limits on countervalllng: , 5

== within 6 months from 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.:

’

‘Tenporaly provision while nogotlatlon ‘are in progress:

a. after issuance by Treasury of Lentatlvc decision
that bounty or.grant exists, negotiations are entered
into with foreign country on substantial reduction or
elinination of adverse effect of the bounty in the U.S.

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

c. the impbsition.of countervailing duties pay be
suspended . & ’

-~ for the rcmainder of the period of negotiations
under section 102 . (a maximum of four years if
dealing with a petition filed the day that the
trade bill is enacted, a shorter time in the case
of all subsequent petitions)

only if two conditions are met:

(1) adequate steps have heen taken ﬁb reducec
substantially or eliminate the adverse effect
of the bounty or grant as a bharrier to or
distortion of trade in that merchandise in the
U.S. for the period of the negotiations;.and

(2) there is a reasonable prospect that success-
ful trade agrecments will be entered into under
section 102 to reduce and eliminate foreign
barriers to trade, and to countervail would
seriocusly Jcopawdl7e the satisfactory completlon
of the ncgotiations.

ATTACHMENT B - TAB D




d. the suspension méy be ended at any time but must
~be ended if the above two conditions do not continue
to be met. ) ;

e. the suspension decision is subject to veto by

either house of Congress by majority vote, resulting

in the mandatory imposition of countervailing duties.
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 view a bounty or grant exists,
the final countervailing duty order must be issued.’

4

"~
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Oectober 13, 1974 |
o

MEMOBRANDUM FOR: MR. L. WILLIAM SEIDMAN 1
o) >t
FROM: TERRY O'DONNELL t
SUBJECT: Jim Hastinge Phose Call
29 Doiry Prices

Bill Timmens soked me te it in whea the President talked to Jim Hastings

and take notes on the phene call The call was made at 11130 a.m., Wednssday,
October 23, sad coucluded at 11150 a.m. The President firet talked to Cen-
gressman Hastings, then to Jerry Milliman, sad perhape te cae or twe more
dalrymen and then concluded with Jim Hastings.

Ttholmmm lletening than taiking, buts summary of his remarks
follows:

- thdu‘mmd“ﬂh«ﬂ-pﬂ«W

- 1 bave had several mestings pecontly regarding this prshienm,
mmammvl&thmbun of the House Delry
Sebcommiites, and with a dalry farmar in Oklahemns.

» w-anm»ulpu-mtmmmmw
of Agricuitars, and an sxhaustive stedy.

- The Cemmedity Credit Cerpervation has respeaded and has bess
helpfel.

« v.mwbhalnmumpnn.

- Threugh our efforts, the EEC has taken faverabls actiea sugnFang
cheese subsidles.

. n.mm.nuuuwmunmnmmmm’
of dalry quetas in the near future. No acties s centemplated,
be recommendsd

RS VAL Wags

r

howsver, should such actien &9 that taken last yes




It appears to me the T0% parity (s "inequitable™ under tadey’s

A study wes shown me in Oklshems that 2 dalry farmer with an
80-cow hard aRer all his supenses was serning enly 35 conts

per hour which is away bolow the minimam wage.

-
-

CC: Mr., Timmens



THE WHITE HOUSE

WASHINGTON

October 29, 1974

MEMORANDUM FOR THE PRESIDENT

FROM: KEN@/

SUBJECT: 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 considerationa 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).






prepared October 15, 1974

MEMORANDUM FORs . TH= PRESIDENT

FROM; . _ EARL L., BUTZ
SUBJECT: Dairy Import Situation
A, Imports

Background

The past two years, for well known reasons, ware not
noymal, During this period milk production declined,

prices rose and spot shortages of dalry products occurred. - -
To deal with these recurring situations, U.S, dairy import
quotas were temporarily increased, The nonfat dry milkk -
guota was increased through four separate actions in 1973
by 265 milliea pounds, Between March 4 and June 30, 1974,

. it was increased by anocther 150 million pounds; however,

only 114 milliom pounds were actually impoxted. The .
cheese quotas were increased by 50 percent in 1973, and a
further import of 100 million pounds of cheddar chesse was
authorized during the firsk quarter of this year, The guotas
for butter and butter oil wers inereased in late 1973 by

84 million pounds, butter equivalent,

The U, S, dairy situation has changed radically since the
spring of 19743 mamfaciuring milk supplies turned upward
a3 a rasult of falling finid consumption, and dairy prices
{211 to near support levals, CCC began to aequire dairy
products undey the price support program. In mid-June -
I announced that I was advising the President that further
increases in the import quota for nonfat dry milk wers not



B,

neceasary or advisable and asked that no further action

.on the rsport of the Tariff Commission be taken at this

time,

Recommendalion

| Given the current éniry situation, aay further increass

at this tirme in U, S, dairy import quotas would almost
certainly result in interfsrence with the Department's

price support pragram jor milk, No action should be taken
on the Tariff Commission report ot this time. However,
recognizing the possibility that dairy supplies might again

be tight, the aituation should be followed closely and reviswed
in enxly 1975, .

Countervailing Duties
Backgyound

Laat July, faced with the threat of countervailing duty action,
the SDuropean Communitysswhich is by far the largest foreign |
supplier of dairy preductsevindeiinitely suspended subsidies

on dalry exports o the United States, The ZC, howsver,
reserved the right to reinstate the subsidies after 90 days.

Previcus cormmereial conitracts wera, of course, not affected,

azd some ahipments under them ares siill coming in, But
they are tapering off and will scon bs {inished, If the EC

rosumes dairy export subsidies, the Treasury Departmant

‘will react promyptly to countarvail.

As far a» othey smaller =upplivrsare concerned, it appears
that some of them alse subsidize, although the facts aves pot -
entiyely clear, The Trsaasury Depariment is currently looking -
into somse such cases, i the mannsy prescribed by the law,

On October 8, the Trsasury Depariment informed the -
Government of Switzerland and Austria that a complaint hasg -
been reeeivad alleging that estports io the U, S, of Emmenthaler

‘and Gruyere cheeses from those countries ars receiving

bounties or grants within the mesning of the countervailing
duty law, A prelimimary inquizry is currently underway.



- Racommendation

‘The Faderal Covesrnment has the anthority to mulliiy for=ign

subsidies by the imposition of additicnal dutles--callad comnter-
vailing cudes——equal to the ameunt of the aubsidy. This

. Administraiion is pledged to use that apthority, 28 the

Treasary Deparkment has publicly stated, This action wonld -
apply fo Lmperts of aubsidised dairy pyoducts, payticulsxrly - -
from the Enrepesan Commmunity and other Western European

-






THE SPECIAL REPRESENTATIVE FOR
TRADE NEGOTIATIONS

WASHINGTON

MEMORANDUM FOR THE PRESIDENT

FROM: W. D. Eberl&[ \W,

SUBJECT: Dairy Import Quotas and
Countervailing Duties

Background

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.



.-

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.

Option II - Take formal action under the countervailing

duty law.

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.



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, OMB, CIEP, and the Domestic Council.
Secretary Butz agrees in principle.

Approve

Disapprove

Otherxr




" ATTACHMENT A

Component of Settlement Accepted by Senate Finance Committee

The compromise package includes commitments by
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 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

«..€limination 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.
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September 6, 1974
DAIRY AND COUNTERVAILING DUTIES

Major changes in the concept of the countervailing sections
of the Trade Reform Act have been introduced in the Senate
Finance Committee and tentatively accepted bv the Administra-
tion. These changes are all designed to meet the special
problems of the dalry industry, but without fundamental
damage to the broader trade objectives of the Administration
in relation to other agrlcultural sectors and industry.

These changes include:

5% 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, even though the
Administration presently has considerable flexi-
bility under existing law

«+. elimination of the wide-open House provision
that the Administration could withhold counter-
vailing duty acticn 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 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 1llegally -- e.g. in tobacco,
soybeans, canned fruits.)

.

ATTACHMENT B - TAB A-
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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-
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.

How would this discretion provision affect dairy? Right

-now, EC subsidies have been suspended.¥*

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

ees 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 befodre 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 establishment 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—Jﬁly, 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.

*** ' Advantages of a

... 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.

Pl
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October 2, 1974

The Honorable Gaylord Nelson
United States Senate
wWashington, D.C. 20510

Dear Senator Nelson:

You have asked about the status of any discussions be-
tween officials of the U.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 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 regarding resolution of the problems arising out
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
discussing. The compromise package, as we have outlined it

to you, composed of the attached memorandum and draft Treasury
letter, represents a comprehensive approach to meeting the
special problems of the dairy industry.

Moreover, the Special Trade Representative's OQffice
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 elements
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 - TAB B °




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 dealing
with a most 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, particularly agricultural interests,
of a confrontation with our trading partners.

Sincerely,

Harald B.‘Malmgren

-



Dear Sonaters Helcon and kondale:

" T have been asked for tho views of the Treasury
Depaxtoant concerning how proposaed armcondnents to the
countervailing duty law relatdng ¢o a linited condi-
tional discretionary cuthorlty in the Treasury Dopartmont
not o apply countorvailing dttles during {he period of
negotiations uncer tho Yrada Reform act night affect the
pending Tronsury investiogaticen of dairy lrports Trom the
Zuropcan Comamnily andg what future action can boe expected
regarding chis casc. S

As you know, we are committed to proceeding irme-
dately under tha countervailingr duty law chould tha LC
reinstitute thoe axncrt payrmonts on dalry precducts thwey
suspended on July 12 on cuecse and previcusly on other
products. I do not baliove that this commitmant would
be affccted in any wey by cnocstment of any of ¢had amonds~
nents o the law now beilhg contemplated by tho Senate
Finance Commitico. g

tny atfenpt o avold ox delay tha Inpozition of
countervailing dutios by the nore subterfuge of substi-
tuting one incontive program for anothey, with no sionif-
icant diffevences haotweon tha two, would, in our opinion,
be treated as tiough the above~desceribed export payments

had been reocuned. In €aisg event, a rapid doternination
could ba made within the timo Ilimits sct forth in ¢h
July 13 stivulation between thoe Treaauxy and the complain-

ant in the EC dairy casa. &

Should the Europeans pronose o put in place a2 new
cxpoct policy or program, an appraisal of the factual
gituation wvould nced to b2 made and matchicd o tha crigeria -
get foxrth in tha law, as anendcd. Suchi an eppraigal vwould
boe given high pricrity. Agsvring this now schone vward
found to counztituta a bounty or grant within the moaning
of thae ccuntervailiue cduty law, the IEC veuld ke revuirced
to take stons to substantially reduce or eliminate tao

h Cakedl )

-
LT
3

Q
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w

-
-

.

.
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elfsnts of Yhe mrogron bu tho U.5 €aldry indastey Lo avold
Ris Shonsied 6 oilructing a'f’b Ganl Jduties. Tha
finding Lniut“nﬂ to thooe stape would Le male gnly cfter
very close conou taticns by the Fxecutive Dranch it
Gorculic ﬁuu*uhrj &ng cuticeEncd F:mbars of Conrspse. At
VELEA noed o bs Sleariy shown that t1e3prob1"ﬁs of U.S.
procducers A“! Leon sustentially relievad, Any datelmnina-
tion not to. irmnone euditional éutics Lecause of the steps
taken to reduce or eliminate tho effocts of the incantive
Lrooren wﬂhig e aprropriste. enly Lif it anpeaxed that tho
Iuvesitien ¢f such dutics would "“flOUnl“ jeopardiza trade
necotiations and would ba subjech to Coungreseional override
uncer the provisions of the anmendneant.

I believe that tho proposaed

an creelleont too) foy achioving
ochiactivas of 310L9ctiug domesti
mfaly trade vractices, vhile at

sufficiont fleaxibility during tho

The ¢rﬁamury Bopnrtncnt vould support an udcitaonal.h

zrendmont would provide

the equally *unorunnt

¢ industry Zrom forcign
the same tise providing
aoriocd of ncaotia tion.

end-~

ment making counterxvailing aéuty oxders effcctivo: ivrcdlafcly
That is, additional dutice would be imroscd an the cay after

publication in tha
detericination.,. Tais

Federal Regizter of a final affimzative
cihnnaa wounld provice £or the irnediate

offoetting of any bounty or grant bcing Dest

owed or tho

merchandiise i aguastion, rathor ¢

han pexndtting scuch rer-

chanrdlse to continue to gntcr the U.8. fxce of apditicnal
duties for a significant'period following such a f£inal .
dctcrminntion. '

You can bhe sure
ntorvailing duty

¥y b

cou

that whatover tha ancndments to the
Iaw, thoy will bhe applied during this

pexriod in such a way as to preovent injuricus subsidized
dairy imports from the Duropcan Compmunity.
4 >
: Siacerely,
7s/David R, Macdenald
L
David R. Macdonald
Agslstant acrcuﬂvy
{(Enforccerent, Geoerations,
and Tuariff affairs)
The Jlonorable Gaylord ! bl
‘tho Honorable o alxnr ¥, “gnudle
United States Sonato .
Was .lxiz,guou, I, C. 20519 1 .
.
OS:EO0TA:DRMacdonald:mln ~
cc: Leg. Lffairs, lr. Suchman



Tentative Finance Committee
Decision on Cou 1kbiv01]1n7 Duties

Strike permanent provision allowing discretion to avoid

countervailing where guantitative restrictions are an
adequate suost1tute for counLeivailing duties.

Time limits on countexvailing: : :

== within 6 months from 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.:

4

. Temporary provision while negotiations are in progress:

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

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

¢. the imposition of countervailing duties may bo
suspended :

~- for the remainder of the period of negotiations
under scction 102. (a maximum of four years if
dealing with a petition filed the day that the
trade bill is enacted, a shorter time in the case
of all subsequent petitions)

only if two conditions are met:

(1) adequate steps have been taken to reducc
substantially or eliminate the adverse effect
of the bounty or grant as a barrier to or
distortion of trade in that merchandise in the
U.S. for 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 countexvail would .
sericusly jcopardi?e the satisfactory completion’
of the negotiations

ATTACHMENT B - TAB D




d. the suspension méy be ended at any time but must
~be ended if the above two conditions do not continue
to be met. : :

e. the suspension decision is subject to veto by

either house of Condgress by majority vote, resulting

in the mandatory imposition of countervailing duties.
Where there is a negative dectermination -- 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 view a bounty or grant exists,
the final countervailing duty order must be issued.’

7

»t



Baker  (202) LL7-7587
MoDavid (202) 4AT7-4026

U.S. DEPARTMENT OF AGRICULTURE

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

WASHINGTON, Nov.]3 ——A recommended decision not to raise minimum "floor" prices
for computing fluid milk (Class I) prices paid to farmers under all 61 federal milk
marketing orders was 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 Rosemont, I11., Oct. 8-10, would continue present pricing pro-
cedures for fluid use (Class I) milk.

Under current pricing procedures, specific differentials are added to the
Minnesota-Wisconsin manufacturing price to establish the fluid-use (Class T) minimum
price in each order. The M-W price--which reflects average p:r;lces paid by process-
ing plants in the two states for manufacturing grade milk--is now rising seasonally,
reflecting an increase from $6.29 per 100 pounds in July to $6.82 in October,
Officials said further seasonal rises are expected during th; rest of this year
and into early 1975.~ Wholesale butter and cheese prices have strengthened since
midyear, although nonfat dry milk remains at Commodity Credit Corporation's (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
some time, has slackened. Milk production was up almost 3 percent in September,
the sharpest increase in almost a decade, This followed production gains during
July and August. Larger marketings of milk by farmers in the third quarter, aleng
with lower fluid milk sales, pushed more milk into manufacturing uses, particularly
for butter and nonfat dry milk.

=Rore-
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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, D.C. 20250.

USDA  3273-Th
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U.S. DEPARTMENT OF AGRICULTURE

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

WASHINGTON, Nov.}3 ——A recommended decision not to raise minimm "floor" prices
for computing fluid milk (Class I) prices paid to farmers under all 61 federal milk
marketing orders was 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 Rosemont, I11l., Oct. 8-10, would continue present pricing pro-
cedures for fluid use (Class I) milk.

Under current pricing procedures, specific differentials are added to the
Minnesota-Wisconsin manufacturing price to establish the fluid-use (Class T) minimum
price in each order. The M-W price-—which reflects average pr_ices paid by process-
ing plants in the two states for mamufacturing grade milk--is now rising seasonally,
reflecting an increase from $6.29 per 100 pounds in July to $6.82 in October.
Officials said further seasonal rises are expected during the rest of this year
and into early 1975. Wholesale butter and cheese prices have strengthened since
midyear, although nonfat dry milk remains at Commodity Credit Corporation's (CCC)
support purchase levels. Wholesale dairy product prices will likely show further
seasonal increases into early 1975.

Officlals said the decline in milk production, which has been occurring for
some time, has slackened. Milk production was up almost 3 percent in September,
the sharpest 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 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
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. j

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, D.C. 20250.
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WASHINGTON

Novémber 27, 1974

MEMORANDUM FOR: . . BILL BAROODY ¥

- : . © DICK CHENEY &
KEN COLE » I R
BILL SEIDMAN )0 g

_FROM: - °  PHILLIP AREEDA I-

' Neither the President nor his staff should see the milk people.

. The relevant statutes entrust the milk marketing order decisions . - .
to the Agriculture Secretary, or his delegate, who must decide ~= - - 3 y >

"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" and could not properly be considered

- by the Secretary; it would, therefore, be improper for us to 4

communicate to him anything told us by the milk people. The mllk

. 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 the specified hearings and not on the basis of pa.rtlcular communi -
cations to the White House. '

The statutory' procedure is designed to give every affected interest,
including consumers, an equal crack at involvement in the decision
making process. Where a statute requires that a decision be made

on the record of specified pubhc hea.nngs, then that is the only
permissible procedure.

Beyond these statutory considerations, there is another reason for
declining a visit from 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. .

g e



MILK PRICE SUPPORT PROGRAM OPTIONS .
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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. 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 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 requlrements for school lunch
and fam11y feeding programs. ‘ '
OPTION 2 - Increase support price for manufacturifig 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 1 parity and is 73 percent of December 1

parity. Raising ‘the support prlce 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 CCC'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
aqueeze dairy farmers are now experiencing and to assure adequate
supplies of milk in the future.

The pros and cons of these two options follow: 3 e

OPTION 1 - Take no action.

PRO - |

(a) Supplies of both Class I and manufacturing milk for commercial . . vy

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.
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 experlenced 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 further during the
winter months, but because of receént decline in market prices for

cheese, may not increase further in next several months.

IAe
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(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 shipped
under the P. L. 480 programs.

OPTION 2 - Increase support price for manufacturing m11k to $7.23 per cwt.

(80 percent of the December 1 parity price).

PRO

(a) An increase in the support pr1ce 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 productlon of adequate supplies of milk in the
future. -

(d) Would indicate that Administration is genuinely concerned about
ldairy 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 taklng an inflationary actlon.

(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. : . , ! o

(¢) 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-
tion of a product (m11k) that is already in excess supply



(e)

(£)

S S .
Lid

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

Would set a precedent for the Administration voluntafily 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 milk supplies were tlght and prices were well

above the support level (Table 5).

e
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Table 1. Milk Production on Fafms——?efcentage’Change fron Year Earlier

‘1972 1973 1974
Percent

January 4+ 1.5 - 1.4 - 3.2
February + 4.4 - 4.5 - 2.9
March 3 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 .- B *

July + 1.5 - 3.8 + .3
August + 1.2 - 5.1 + 1.3
September + 11 - 5.8 A
October w o] . = 5.3 + 2.2
November - 1.0 . - 3.4

December’ o= o] - 3.6

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

Product : * Million Pounds
Butter : 31

Cheese ' 63.

Nonfat dry milk 219 -

Table 3. Manufacturing Grade Milk: Prices Per Hundredweight Received
by Farmers, Adjusted to Averagze Annual Butteriat Test

1972 1973 = - 1974

Dollar per cwt. L2

" January 5.02 5.45 "~ 8.00
February. 5.05 5.50 - 18.10
March - 5.06 5.59 8.12
April -5.03 5.62 7.82
May - 5.00 5.66 6.98
© - June "5.00° 5.70 6.50
July 5.04 5.83 6.41
August " 509 - 6.39 690 -

' September 5.13 6.95 6.71
.. October " 5.20 7.35 6.94
November 5.31 7.62 - 6.97
December 5.40 7.87
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Table 4. If Support is Continued at $6.57 Per Hundredwe:.ght

Product Purchases April l-‘LIOV. 29 - Purchases Nov. 30-Mar. 31 Tota.l Purche.ses

Quentity >ice Cogt Quantity Price Cost Quantity Cost

Mil. Cents/ Mil. Mil. . Cemts/ Mil. "Mil. = Mil.

1bs. 1b. dol. 1bs. b, ~dol. . 1lbs. = dol.

Butter 31 . 60.6 18.8 N -G W B e AR

Cheese 63 70.75 44.6 17 , To.75 12.0, - 8 - 56.6
Nonfat dry - ‘ ; S e » e

milk 219 5.6 12ko0 . 3 %.6 17.5 -250 _uA.5

Total | o ABpE o T 295 ., 2169

If Surport is Increased to $7.23Per Hundredweight (807 of Current Parity) -

Butter 3 60.6 18.8 19 1/ T5.5 1h.3 5015 taay

Cheese 63 .76.75 4.6 : M 4 77.5 28.7 100 '737.3 :

Nonfat dry 5 o | NG
milk 219 %.6 12k.0. . 5% 1/ 5%6.6- 317 215 - 155.7
bt 0o campae T SRR ST Rl R ey
Difference | e e, gt 'l;s_.z '

_/ The preliminary determination to place a.l.‘l. of the increase in sunport on
the butter purchase price (market prices-are about 8.5 cents over suppo*'t)
and none on nonfat dry milk is subaect to renew.

ASCS/Q10/Dairy/11-29-Th
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Table 5.

Previous Increases in Manufacturing Milk Support Price Durihg' : i

Marketing Year

DATE

April 18, 1956

September 16, 1960

~ June 30, 1966

e .

August 10, 1973

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. P -

By Act of Congress,"

increasing minimum support

price for 1973/74 and 1974/

to 80 percent of parity.

11/29/74



Product '~ _Total purchases and costs . Addltlonal purchases

~B. Costs P | 216 9

I1. Estlmated Net Cost to.U. S. Government Al FY 1974.

~m~- '~ beef is purchased, a total of $50.4 million would remain

IMPLICATIONS OF RAISING MILK PRICE SUPPORT TO 80%Z OF PARITY

ANy
B e

%

‘Many dairy farmers are currently caught in‘a severe’ cost- ‘*;:
price squeeze as production costs, particularly feed costs, have
been 1ncrea51ng much faster than milk prices.

ThlS proposal would increase the mllk support price to

'$7.23 per 100 pounds, or 80 percent of the most recent parity (NOV )
level, through March 1975, compared with the current $6.57

support price. This action would increase prices 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 ‘hearing which considered raising Class. I prices

in Federal order markets through March 1975. Milk price increases
would help assure-more adequate milk supplies in coming months.
I. Estimated USDA Purchases of ‘Dairy Products and Assoclated

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.. o

at $6.57 support and costs at $7.23 suppor
- Mil. 1bs...-- - -~ "Mil. 1bs.

T e B B ot ; &
o ol o e £ MOER Y A . . 5

A. Purchases

Butter ST

American cheese ‘ 80 -

Nonfat dry milk L 250

Mil, dol.;”

.Mil. Dols.

A. Total Dollar Requlrement for School Lunch Program ",TL{412.0

Total Commodities Purchased or Committed as 11/19/74 316.6 .
: " Balance to be pald in - cash or commodltles Fuel L. I e T95.4

."0f this $95.4 mllllon, $45 mllllon has tentatlvely been
committed to the purchases of additional beef. If this

for cash dlstrlbutlon or commodity purchases.,“ =
: Y : % N




C. 1If the price support level is raised to 80 percent of:‘h'i'
parity, it is estimated that additional quantities'of{'&ﬁg
‘butter and cheese worth $31 million would be acquired I Bl
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 commodlty
purchases.

D. The addltlonal quantities of nonfat dry milk purchased-

’ cannot be used in the schools. - Net government cost of
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 .December through March 1975, assuming the action -

is effective in early December. "'Wholesale prices of butter

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 prices, Federal order_Class I prices would not be ]

affected until February and March when minimum prlces would be’ .

increased around 30-35 centsufrom current levels.x ol e b e e

-

T 5 - Ty o
oy EREE .

=¥ 5 4 1

Retail dairy prices‘are likely to be’rising'seasonally iniﬂg;;k
coming months even under current programs.  This- action would’ .
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'lmpact”
-would be on butter with retail prices likely to increase aroundu
7 percent. However, margarlne prlces are likely to continue
rising, and butter should remain favorably priced with margarine.”
Butter sales have increased in ‘recent months ‘because of . its
relatively favorable price. Cheese prices may rise around 2
.percent, -and ice cream will likely also.go up although more
because. of rising sugar prices.. Retail fluid milk prices could
P rise .-approximately 1 to 2 percent as.a result of this action.
s 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
~farm level. Nonfat'dry milk use has been down materially this
. year, and this action would not:change nonfat dry milk prices.

o pale S
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" MILK PRICE SUPPORT PROGRAM OPTIONS

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. 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 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 requlrements for school lunch
and family feeding programs. ¢ '

OPTION 2 - Increase‘support price for manufacturifig 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 8l percent of April I 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 CCC's support purchase prices, - the
quantity purchased under price support operations and budget outlays.

While higher support prices are not necessary to aésure'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
uceze dairy farmers are now experiencing and to assure adequate
supplies of milk in the future. :

The pros and cons of these two options follow: ¥ = i

(a)

(b)

(c)

OPTION 1 - Take no action.

PRO

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
pounds of butter (Table 2). CCC is currently buying nonfat dry
milk and cheese and some further purchases are anticipated.

'Milk production, compared with a year ago, has increased the

last four months -- reversing the results experlenced during
the previous 21 months (Table 1).

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.

- L u’ml-,ﬂj f'{v

After a comprehensive review of the da1ry 51tuat10n we have concluded there




(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.

-

-~
e

(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 shlpped
under the P. L. 480 programs.

OPTION 2 - Increase support price for manufacturing m11k to $7 23 per cwt.
(80 percent of the December 1 parity price).

PRO -

(a) An increase in the support prlce is recommended by nearly every
segment of the dairy 1ndustry. -

(b) Would give/immediate relief to the resent cost-price squeeze.
give, P P q

(c) Would help assure productlon of adequate supplles of mllk 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 1nf1at10nary actlon

(b)- Would increase consumer prices of fluid milk at a t1me when consump-
tion is already lagging and more milk is being diverted to )
manufacturlng uses. ; . e ot

(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). : i

— (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-
tion of a product (milk) that is already in excess supply.



(e)

)

e B . - =, ; S
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Would generate expectations and pressure for a continuation of
dairy price support at 80 percent of parity in 1975/76.

Would set a precedent for the Administration voluntafily 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

dur1ng the marketing year occured-after Congre551ona1 action or,
in one case, when milk supplies were tight and prlces were well
above the support level (Table §).

et
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‘Table 1. Milk Production on Fa'rms--—?e.rcentage" Change from Year Earlier

3972 - 1973 1974
Percent g

January S - 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 .= «b *
July + 1.5 - 3.8 + . .3
August 1.2 - 5.1 + 1.3
September = 1.1 = 5.8 S el e
October = 1 . =5.3 + 2.2
‘November - 1.0 - 3.4
Decenber’ - o= W7 - 3.6

Table 2. CCC's Purcheses of Dairy Products, April l-November 29

Product . ' g * Million Pounds
Butter s -m

Cheese * i 63.

Nonfat dry milk 219 -

Table 3. Manufacturing Grade Milk: Prices Per Hundredweizht Received
y by Farmers, Adjusted to Averagze Annual Butteriat Test
1

1972 1973 7 1974
Dollar per cwt. ~
January 5.02 5.45 © 8.00
February 5.05 5.50 8.10
March - 5.06 5.59 - 8.12
April 5,03 5.62 7.82
May " 5.00 5.66 - 6.98
June 5.00 310 . 6.50
July . 5.04 5.83 6.41
August - 5,098 6.39 6.50
September 3.13 - 6.95 6.71
. October - 5,20 7.35 6.9%
November 5.31 7.62 ©6.97
December 5.40 7.87
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Table 4. If Support is Contlnund at $6.57 Per Hundredweight '
Product t>u::cha.ses April l-TIov. 29 - Purchases Nov. 30- Mar. 31 Total Pu.rchases :
’ .Quantity rrice Cost Quantity Price Cost Quantity Cost
Mil.  Cents/ W1, Mil. . Cemts/ Mil. TMil. Mil.
Ibs. - _1b. dol. 1bs. by  @ol,  7-1bs. “dol.,
Butter .31 . 60.6 18.8 0 SR B Rk
Cheese 63 70.75 h.6 7, 70.75 120 80 5.6
Nonfat dry - o1 F el * : R die 7
milk 229 5.6 12k.0 31 56.6 17.5° 250 - 1.5
Total ' ©187.k T gee 216.9

3

If Support is Increased 4o $7.23 Per Hundredweight (80‘”3 of Current Da.'f-ir.y)

Bietbas w6 I8 38 U755 ks h o o 33 L

Cheese 63  70.75 W6 3T . .5 28.7 100 73.3.

Noﬁ; g 219 = 6.6 124.0 . _-‘56 - _1] 566 3.7 -3 1'55‘-,7
Total : _ . 187.k | T ; f -..}- . ",:‘a6‘2.1 |
Difference x e S C T '..’ k5.2

y The prel:.mi. gy determ:.na.t:.on to place all of the increase in support on
the butter purchase price (market prices are about 8.5 cents over suppo*t)
and none on nonfat d.ry milk is su’baec‘b to rev:.ew.

ASCS/Q10/Deiry/11-29-Th |



Table 5.

Previous Increases in Manufacturing Milk Support Price Duriﬁg e

Marketing Year

DATE

April 18, 1956

September 16, 1960

 June 30, 1966

August 10, 1973

REASON FOR INCREASE

AMOUNT OF INCREASE

" 10¢ per cwt.

16¢ per cwt. ~

50¢ per cwt.

32¢ per cwt.

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 minimum support
price for 1973/74 and 1974/
to 80 percent of parity.

baten— L

11/29/74
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1I. fEstimated Net Cost to U.S. Government in- FY 1974

~a= ' beef is purchased, a total of-$50.4 million would remain

IMPLICATIONS OF RAISING MILK PRICE SUPPORT TO 80%Z OF PARITY

S
.

‘Many dairy farmers are currently caught in-a severe cost- Tate

_price squeeze as production costs, particularly feed costs, have
" been 1ncreas1ng much faster than mllk prlces.

Thls proposal would increase the mllk support price to

"$7.23 per 100 pounds, or 80 percent of the most recent parity’ (Nov )

level, through March 1975, compared with the current $6.57

support price. 'This action would.increase prices 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 ‘hearing which considered raising Class . I prices

in Federal order markets through March 1975. Milk price increases
would help assure- more adequate milk supplies in coming months..

I. Estimated USDA Purchases of Dairy Products and Assoc1ated
Costs : St i

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..‘ ,,gf,
Product O Patal purchases and costs . Additional purchases
. at $6.57 support and costs at $7.23 suppor
- Mil. 1bs. ... © . ' Mil. 1bs.

A. Purchases

'“%¥31f-;.

Butter v
American cheese" co 807 L
Nonfat dry milk J zsovﬁw_
Mll dol
B. Costs - . .. 216, 9

;.Mil. Dols.

A. Total Dollar Requlrement for School Lunch Program j w 412.0

Total Commodities Purchased or Committed as 11/19/74: 316.6

Balance to be pald in cash or commodltles i) T 95.4

B.-0f this $95.4 mllllon, $45 mllllon has tentatlvely been
committed to the purchases ‘of additional beef. If this

i d

for cash dlstrlbutlon or commodlty purchases.._ '
RN : B 0 % Lk *!\:"".'




e
v e ¢

> )

C. If the price support level is raised to 80 percent of . .
. parity, it is estimated that additional 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 distributlon or additional commodlty
purchases.

B. . The addlclonal quantities of nonfat dry milk purchased~

; cannot be used in the schools. -~ Net government cost of
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.

I1I. 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 December through March 1975, assuming the action -
is effective in early December. 'Wholesale prices of butter "
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: calculatlng
fluid milk prices, Federal order_Class I prices would mnot be
affected until February and March when minimum prlces would be’
1ncreased around 30-35 centsufrom current levels.: uqﬂk-wﬁl gl ;u_f'
‘Retail dairy prices are llkely to be ri51ng seasonally in .vﬁ i
coming months even under current -programs.  This- action would ., =
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 butter with retail prices likely to increase around
7 percent. However, margarlne prlces are likely to continue .
rising, and butter should remain’ favorably priced with margarlne.;
Butter sales have increased in recent months because of its s
relatively favorable prlce.' Cheese prices may rise around 2
.percent, and ice cream will likely also go up although more .
because of rising sugar prices. Retail fluid milk prices could
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
~farm level. Nonfat'dry milk use has been down materially this
year, and this action would not:change nonfat dry milk prices._

s .
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COUNCIL OF ECONOMIC ADVISERS
WASHINGTON

ALAN GREENSPAN, CHAIRMAN
WILLIAM J. FELLNER
GARY L. SEEVERS

«
727-191®

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.

Gary L. Seevers
Member

Attachment

%
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COUNCIL OF ECONOMIC ADVISERS
WASHIN.GTON

. - .

ALAN GREENSPAN, CHairman

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

MEMORANDUM FOR: EPB-Executive Committee

SUBJECT: Milk Price Support
b / |

* In October, USDA held public hearings on a dairy
industry proposal to raise the "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 has been asked to E
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 "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 have a 3 percent weight in the CPI.

Option 2 would increase the support price to
80 percent of parity (it was set at 81 percent on
April 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




. e
v

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 businesc 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.

iy : ‘ /@,&ZJwW~

Gary L. evers



MILK PRICE SUPPORT PROGRAM OPTIONS

N
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. 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 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 manufacturifig milk to $7.23 per
hundredweight (80 percent .of the December 1 parity price).
v

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 parlty 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.) 1I: also would increase CCC'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 '
<queeze 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
pounds of butter (Table 2). CCC is currently buying nonfat dry
milk and cheese and some further purchases are anticipated.

(b) Milk productlon, 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 further during the
winter months, but because of recent decline in market prices for

 cheese, may not increase further in next several months.



oo

(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
adequatc 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 sh1pped
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 pr1ce 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.

co -

(a) Raising support prices'would increase consumer prices for fluid -
milk and dairy products, leading to charges that the Government
" was taklng 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
manufacturlng 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-
tion of a product (milk) that is already in excess supply.




(e).

(£)
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o > ¢

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

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

dur1ng the marketing year occured-after Congressional action ory
in one case, when milk supplies were tight and prlces were well
above the support level (Table S). __
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Table 1. Milk Production on Fafms—-?e%centage'Change from Year Earlier

v

> -

January
February
March
April
May
June .

' July

August
September
October
November
December

1972 ‘1973 1974
‘* Percent ;

- L.5 - 1.4 - 2
+ 4.4 - 4.5 - 2.9
+ 2.3 - 2.3 - 2.7
+ 1.4 - 2.3 - 2.2
+ 1.0 - 2.4 - 1.9
+ 1.2 i 3.4 = -6 =Y

4+ 1.5 - 3.8 + .3
+ 1.2 - 5.1 + 1.3
+ 1.1 = 5.8 ° 4+ 2.7
- - e 503 o e e
- 1.0 - 3.4
- W7 - 3.6

Table 2. CCC's Purchases of Dairy Products, April l-Ndvember 29

Table 3. Manufacturing Grade Milk:

Product

Butter
Cheese

Nonfat dry milk

" Million Pounds

f

31
63.
219 -

Prices Per Hundredweight Received

by Farmers, Adjusted to

Averaze Annual Butterrat Test

January
February
March
April,
May

June
July
August
September

. October

November
December

nunnuuununuununoang

1972 1973 1974
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

NSO O
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_ ESTIATED USDA PURCHASES OF DAIRY PRODUCTS 1971#-75 MARKETTIG YEAR

Table 4. -

Product

Butter
Cheese‘
Nonfat.dry
) Q]]

v

Total

!

I} -

. If Support is Continued at $6.57 Per Hundredweight

F

Purchases April 1-tlov. 29 Purchases llov. 30-Mar. 31 Total Purchases

-

Butter
Cheese

Nonfat dry
milk

Total

Difference

. Quentity Frice  Cogs Quantity ¥rice Lozt Quantity Ccst
Mil.  Cents/ Mil. Mil. Cemts/ Mil. ~Mil. Mil.
1bs. 1b.  dol. 1bs. 1b. dol.  lbs. ~ dol,

31 60.6 18.8 0 - -0 31, 18.8
63 70.75 Wh.6 17 , 70.75 12.0 80 56.6
219 56.6 12k.0 N '5%6.6 17.5 250 .5
1874 . 216.9
If Support is Increased to $7.23Per Hundredweizht (80 of Current Parity)
31 60.6 18.8 19 1/ 75.5 k.3 50 33.1
63 70.T5 L6 37 77.5 28.7 100 73.3
219 %6.6 12k.0 . 6 1/ 56.6 - 3.7 - 275 155.7
187cl!' : ’:. . . T 26‘201
: k5.2

;/ The preliminary determination to place all of the increase in support on
the butter purchase price (market prices are about 8.5 cents over support)

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

AsCS/a0/Dairy/11-29-T4



Table 5.

»

Previous Increases 1n Manufacturlng M11k Support Price Durlng -

Marketlng Year

P
v

DATE

April 18, 1956

September 16, 1960
7 v
d

~wJune 30, 1966

August 10, 1973

.
-

AMOUNT OF INCREASE

REASON FOR INCREASE

10¢ per cwt.

16¢ per cwt.

50¢ per cwt.

32¢ per cwt.

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 80 percent of parity.

11/29/74
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IMPLICATIONS OF RAISING ﬁILK PRICE SUPPORT TO 80% OF PARITY

. Ty,
- . o o o ARt o e G Bt SR
. %

Many dairy farmers are corrently caught in‘'a severe cost=-
price squeeze as production costs, particularly feed costs, have
been increasing much faster than milk‘prices.

This proposal would increase the mllk support price to
'$7.23 per 100 'pounds, or 80 percent of the most recent parity (Nov )
level, through March 1975, compared with the current $6.57
support price. This action would increase prices 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 hearing which considered raising Class I prices

in Federal order markets through March 1975. Milk price increases
would help assure- more adequate milk supplies in coming months

Es - Estlmated USDA Purchases of ‘Dairy Products and Associated
Costs : o AL

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 . Additional purchases

at $6.57 support and costs at $7.23 suppor
de 15 T | T S Mil. 1bs.

A. Purchases

. “
SRl O

) 3 . 2, ‘ ‘ : ‘ <A v. 3y “ = :. s s “_“.-.‘_J';": b
Butter ks TR 3t st .. 18
American cheese - B L s e dr laas Caeey o @0
Nonfat dry milk , ZSOtl’ g P P e B NS
FUTRRNIE " T 1 P St T g

B. Costs wo O Tagg R 4 A MRS D S S el

II. jEstimated Net Cosc to U.S. Govexnment it FY 1975';7,”Mil. Dols.

A. Total Dollar Reooirement for School Luach Program . 412.0

Total Commodities Purchased or Committed as 11/19/74 316.6
' Balance to be pald in cash or commodltles 95.4

B.*Of this $95.4 mllllon, $45 million has tentatlvely been
committed to the purchases of additional beef. If this

-me== ~ beef is purchased, a total of $50.4 million would remain

for cash distribution or commodity purchases.

o Sy Y . X R 7
e & L * , ¥4 o . i
G S Y ra A aniits



ot

>y »

» .

.C. If the price support level is raised to 80 percent of

~ " * pardty, it is estimated that additional 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 commodlty
purchases.

D. The additional quantities of nonfat dry milk purchased
4 cannot be used in the schools. ~ Net government cost of
raising the support price to 80 percent of parity can

N ¢ be reduced to the extent that nonfat dry milk acquired

can be used ' to meet PL-480 commitments.
111, Estimeted‘lnflationary Impact

. This action would likely boost farm prices of manufacturing

- milk about 30-35 cents per 100 pounds from current projected

levels during December through March 1975, assuming the action -
is effective in early December. "Wholesale prices of butter
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 wculd 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 current levels.

Retail dairy prices are 1ike1y to be'rising seasonally in.
coming months even under current programs. This action would
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 butter with retail prices likely to increase 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

relatively favorable price. Cheese prices may rise around 2
percent, and ice cream will likely also go up although more

because of rising sugar prices.. Retail fluid milk prices could
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
~farm 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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MILK PRICE SUPPORT PROGRAM OPTIONS

. g

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. 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 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 requ1rements for school lunch
and family feeding programs. : ‘

OPTION -2 - Increase'support price for manufacturinig 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 1 parlty and is 73 percent of December 1
parity. Raising ‘the support prlce 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 CCC'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
aqueeze dairy farmers are now experiencing and to assure adequate
supplies of milk in the future. )

The pros and cons of these two options follow: . ‘ ik
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
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 exper1enced 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 further during the
winter months, but because of recent decline in market prices for

cheese, may not increase further in next several months.




(2)

(b)

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 than
would likely result from.the immediate increase in support price.

>
Increa51ng the support prlce would result in only a relat1ve1y
small increase in net Government outlays since the nonfat dry
milk could be used to substitute for other, commodities shlpped
under the P. L. 480 programs. B A

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

(a)

(b)

(c)

@
(a)
)

©

PRO

An increase in the support pr1ce is recommended by nearly every
segment of the dairy industry. i S

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

Would help assure production of adequate supp11es of m11k in the
future. . :

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

| CON

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

was taklng an 1nf1at10nary actlon. s v i

Would increase consumer prlces of fluid milk at a t1me when consump-‘

tion is already lagging and more milk is being d1verted to o
manufacturlng uses. : TR, : . Saudsh w e g
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 purcha51ng nonfat dry

milk under the price support program. CCC purchases and outlays
would be increased (Table 4). 3 :

1

-

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-
tion 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 milk supplies were. tight and prices were well
above the support level (Table 5).
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Table 1. Milk Production on Fafms--?efcentage‘Change fron Year Earlier

107y 3893 1974
Percent ;

January + 1.5 - 1.4 - 3
February + §.4 - 4.5 - 2.9
March +i2. 3 - 2.3 - 2.7
April + 1.4 -2.3 - 2.2
May +1.0 - 2.4 - 1.9
~ June + 1.2 - - 3.4 = o8 >
July + 1.5 - 3.8 + .3
August + 1.2 - 5.1 + 1.3
September + 1.1 <= 5.8 Sy
October - .1 _ =5.3" + 2.2
"November - 1.0 - 3.4
December S | - 3.6

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

Product : ° Million Pounds
Butter e ! 31.
Cheese ¢ Y 63.
Nonfat dry milk . 219 °

Table 3. Manufacturing Grade Milk: Prices‘Per Hundredweizht Received
by Farmers, Adjusted to Average Annual Butterfat Test

1972 1973 1974
. Dollar per cwt. = |
- January 5.02 5.45 - 8.00
February. -5.05 5.50 8.10
March - 5.06 5.59 8.12
April -5.03 5.62 7.82.
May 5.00 - 5.66 6.98
- June . "5.00 5.70 . - 6.50
July 5.04 5.83 1 6.41
August -7 5,09 6.39 6.50 -
September L b 6.95 6.71
. October - 5,20 7.35 6.9%
-November . Ss3l ¥ 7.62 - 6.97
December 5.40 7.87 A :
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ESTIMATED USDA FURCHASES OF DAIRY PRODUCTS 137,4-75 MARKETING YFAR

Table 4. Iif Sup'oort is Contlnund at $6.57 Per Hundredweight

Product Purcha.ses April 1-?Iov. 29 Purchases Nov. 30-Mar. 31 Total Purchases
.Quentity r»ice Cost Quantity Price Cost Quantity Cost

- Mil. Cents/ Mil. Mil. . Cemts/ Mil. — Mil. Mil.

lbs. - _1b. dol. Jbs. ib. dol. " 1lbs. ~ dol.

Butter 31 . 60.6 18.8 0 - H B e B e 388

Cheese 63 70.75 Lh.6 17 ., 70.75 12.0 8 6.6

Nonfat dry . ' i _ Ay

milk 219 56.6 12k.0 3 5.6 17.5 2% ° 145

Total , ' T 187.4 = : 29.5 216.9

‘4. p = . z -
If Support is Increased to $7.23Per Hundredweight (80% of Current Parity) -

Butter 31 60.6 . 18.8 19 1Y/ 75.5 1h.3 50 33.1:,

Cheese 63 7075 1.6 3. . 7.5 287 100 B3

Nonfat dry | i Mt e P :
milk ! 219 %6.6 12k.0 . %6 1/ 6.6 - 31.7 275 - 155 s

Pobal-: . ERPEIS . Y L3, -» 262. 37
Difference |

" us.2
_J_./ The preliminary determination %o place all of the increase in supporf on

- the butter purchase price (market prices are about 8.5 cents over support)
and none on nonfat dry milk is subject to rev:Lew.

| Ascs/a#to/nanvy/ni-29-7ls |



Table 5.

Previous Increases

Marketing Year

DATE

April 18, 1956

September 16, 1960

~ June 30, 1966

huﬁust 10, 1973

in Manufaéturingzgilk Support Price Duriﬁg. ' : 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 price

‘By'Act'of Congress.

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

support. Rk

By Act of Congress,
increasing minimum support

price for 1973/74 and 1974/
. to 80 percent of parity.

11/29/74



IMPLICATIONS OF RAISING MILK PRICE SUPPORT TO 807% OF PARITY

“
.

‘Many dairy farmers are currently caught in-a severe cost- 1;J
_price squeeze as production costs, particularly feed costs, have
been 1ncre351ng much faster than mllk prlces. 3

Thls _proposal would increase the mllk support price to
" 57.23 per 100 pounds, or 80 percent of the most recent parity (Nov.,
level, through March 1975, compared with the current $6.57
support price. This action would increase prices to all milk
producers, rather than just fluid producers in Federal-order 1
markets. A final decision has not as “yet been made relative to ~
the October ‘hearing which considered raising Class. I prices
in Federal order markets through March 1975. Milk price increases
would help assure  more adequate milk supplies in coming months.

I.. Estimated USDA Purchases of Dalry Products and Associated
Costs oo '

x ¥ - Raising supports to $7 23 would increase CCC purchases and
costs under the dairy price support program in the 1974/75 2
marketing year (ending March 31) .as follows.tl. R I

Product '~ _Total purchases and costs Addltional purchases
at $6.57 support and costs at $7.23 suppor

-

e Wil ANE, . o Y Coomen Yhe

A. Purchases

L L 2 L Tl

Butter‘ -: f}i31,rﬁ‘ : ; hx 19m
American cheese ~o - 80 f* s Pl A ST
Nonfat dry milk ‘250 WIS T e R s

Mil. dol.' * Mil. dol.’

~B. Costs - A ‘ .: 216 9

iy,

I, “Estimated Net Cost to_U,S, Gouernment ianY'197§‘f%;;Mil.'Dols.

A. Total Dollar Requirement for School Lunch. Program ©:- 412.0
Total Commodities Purchased or Committed as 11/19/74- 316.6
AR ' ~ Balance to be paid in: cash or . commodlties i 95.4
) . B.'0Ff this §95:4 mllllon, $45 milllon has tentatlvely been .
: committed to the purchases of additional beef. If this
~w=-  beef is purchased, a total of $50.4 million would remain e

for cash distribution or commodlty purchases.;”
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 levels. For the average consumer, this would mean an’ 1ncrease*'

- would be on butter with retail prices likely to increase’ around‘

C. If the price support level is raised to 80 percent of =~ .

© . parity, it is estimated that additional quantities'of1?7ijﬂf
‘butter and cheese worth $31 million would be acquired ., =~
in FY 1975. This can 2ll 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 dlstrlbutlon or additional commodlty
purchases.

D. ' The add1tiona1 quantltles of nonfat dry milk purchased:

’ cannot be used in the schools. - Net government cost of..
raising the support price to 80 percent of parity can
be reduced to the extent that nonfat dry m11k acqu1red
can be used ‘to meet PL-480 commitments.

I1d. ’Estlmated'Inflationary Impact

This action would likely boost farm prices of manufacturing -

" milk about 30-35 cents per 100 pounds from current projected

levels during December through March 1975, assuming the actibﬁ‘lifﬂ
is effective in early December. "Wholesale prices of butter
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 prices, Federal order_Class I prices would not be ’

‘affected until February and March when minimum prices would be

increased around 30-35 centsnfrom current 1evels.,f~3$

Retail dairy prlces are 11kely to be’ rising seasonally 1n.euﬁﬁ'
coming months even under current ‘programs., = This. action would ‘
likely ralse retail dairy prices about 2 percent from expected ST

in his food budget of around 0.3 percent. The largest impact

7 percent. However, margarine prlces are likely to continue
rising, and butter should remain favorably priced with margarine.”
Butter sales have increased in ‘recent months because of its * “

relatively favorable prlce.' Cheese prices may rise around 2
.percent, and ice cream will llkely also.go up although more .

because of rising sugar prices.. Retail fluid milk prices could
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
~farm 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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Baker (202) 447-7587
McDavid (202) 447-4026

NEWS

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 gpdqy_gégffifmed its
earlier recommended decision not to raise minimum "floor" prices for computing
fluid milk (Cléss I) prices paid to farmers under all 61 federal milk marketing
orders.

USDA officials said the decision was reached after careful consideration -
of exceptions made to thelrecommended decision, including oral exceptions
received at the LS. 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 after a public hearing held in Rosemont,

I11., Oct. 8-10.
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