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U.S. TRADE POLICY -
IMPLICATIONS FOR THE DAIRY INDUSTRY 

By 
Truman F. Graf 

(10/1/79 to 4/1/80 at average B. F. test). Largely as a result of their dairy 

price support program , EEC milk production is increasing, and was up 2% in 1979 . 

The pressure of EEC dairy surpluses on U.S . domestic markets will therefore con

tinue -- and l ikely intensify. 
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(d) Other dairy exporting countries such as New Zealand and Australia also 

have dairy surpluses. They al20 have phenomenally low farm mi l k prices compared 

to ours $3.78 per cwt. in New Zealand for manufacturing milk , and $5.30 per 

cwt. in Australia for all milk in 1978. These low milk pr ices , coupled with 

surpluses, combined to create severe U.S. dairy import pressures. 

(e) Continuing dairy export-import deficits appear likely because of continued 

dairy surpluses abroad. This is in sharp contrast t o overall U.S . agriculture, 

which had exports of $34.7 billion resulting in an agricultural trade surplus of 

$18 billion in calendar 1979, and an anticipated agricultural trade surplus of 

about $20 billion in fiscal 1980. This agricultural trade surplus is critical to 

the entire economy as a way of offsetting a staggering nonagricultural trade deficit , 

which reached $45.5 billion in 1979. The agricultural trade surplus of $18 billion 

reduced the 1979 overall trade deficit to $27.5 billion. This overall trade surplus 

reached an all -time monthly peak in February 1980 of $5.57 billion -- largely brought 

on by sky high oil prices and surging auto imports. Thus, the agricultural trade 

surplus helps ease the downward pressure on the dollar, and in the battle against 

inflation. 

(f) This need for the U.S. to maintain large agricultural trade surpluses to 

pay for nonagricultural trade deficits led to passage of the 1979 U.S. Trade Act, 

under which the U.S. agreed to ease import restrictions on U.S. dairy imports -

specif ically cheese. Cheese accounted for 70% of the 1979 dollar value of U.S. 

dairy imports and casein for 27%. The U.S. has thus far refused to impose import 

quotas on casein . Thus, the U.S. dairy industry is faced with a reduction in pro

tection, or no protection at all on 97% of its dairy imports, as a way of maintain

ing large agricultural trade balances, to partially compensate for nonagricultural 

trade deficits. 

In this presentation I will discuss what I believe are the three major trade 

policy factors affecting the U.S. dairy industry : (1) the 1979 Trade Act, (2) un

limited casein impo rts, and (3) impact of inflation and recession on trade regulations 

~Qen.e.r.aJ_]Jl.._~~~~~~~~~~~~~~~--~-------'-----------------------
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1979 TRADE ACT 

The Multi-Lateral Trade Agreement (MTN) consurrmated in Geneva, Switzerland, 

on Apri l 12 , 1979,and enacted into U.S . l aw as the 1979 Trade Act on July 26, 1979 

went into effect on January 1 of this year (1980). 

We reduced dairy tariffs on butter, butter products, and Swiss, Cheddar and 

Itali an s tyle cheeses. However, these duty reductions are not expected to have an 

i mpac t on U.S . imports of these products, since all have import quotas. The 

t ariff on casein mixtures was reduced 1.3 cents per pound, to .2 cents per pound. 

In addition , we granted Australia a 4 .5 million pound import quota or. chocolate 

crumb, a butterfat produ ct used in candy-making and as an ice cream mix. However, 

t hese were relat~vely minor adjustments and did not generate much opposition in 

the U.S. dairy industry . 

However, increased import quotas on cheese did generate opposition -- and a 

lot of i t. This is the change the U.S. dairy industry feels will hurt it most. 

It was primarily done in response to EEC requests, reflecting their 15% d_airy 

surplus, which as indicated earlier costs them about $6.4 billion annually, compared 

to our cost last year of $244 million. 

Even the Administration concedes that there will be losses to the U.S. dairy 

industry as a result of the 1979 Trade Act -- primarily because of the increase in 

cheese imports. Estimates of annual increased permissable dollar imports of dairy 

products and ensuing farm milk price costs to the U.S. dairy industry,compared to 

gains in exports for other sectors of U.S. agriculture, resulting from the 1979 

Trade Act are: 

Livestock 
Tobacco 
Oilseeds 

Fruits & Vegetables 
Grains 
Dairy 

+$252 mil 1 ion 

+$85 mi 11 ion 

+$83 mi 11 ion 
+$63 mi 11 ion 
+$26 mil 1 ion 

- $316 mi 11 ion 
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This helps explain why the dairy industry stands almost alone in questioning 

the agreements reached in the Geneva MTN, and subsequently ratified into U.S. law 

in the Trade Act of 1979. 

New Dairy Import Regulations 

The 1979 Trade Act permits a 14% (34 million pound) increase in U.S. cheese 

imports over 1978 imports, of 242 million pounds, for a tota l of 276 million pounds 

annually . The Act increases annual cheese import quotas 92% (117 million pounds), to 

a new level of 245 million pounds, compared to the old level of 128 million pounds. 

Sheep and goats milk cheeses, ~heeses such as Bryndza, Garrmelost, and Goya, 

and soft cured chee~e such as Carrmembert and Brie are exempt from import quotas . 

Imports of these cheeses are expected to total about 31 million pounds annually, 

which, with the new 245 million pound quota for other cheeses, results in the new 

level of cheese imports of 276 million pounds. Swiss type 11 price-break 11 cheeses 

previously exempt from import quotas if priced 7 cents or more per pound above the 

support level for American cheese, are brought under the new increased quota. 

The new Act also amends the previous countervailing duty statute which 

prevented damage to the cheese and other industries from subsidized imports by 

mandatory imposition of countervailing dut ies of the same magnitude as the export 

subsidies . Under the new Act, only nonquota cheese (11% of total cheese imports) 

would be subject to automatic countervailing duties when subsidized for export. 

Foreign nations would be allowed to subsidize their cheese exports covered by our 

import quotas as long as the resulting prices did not undercut prices of domestically 

produced cheese . The domestic cheese industry and other U.S. industries would 

therefore be required to prove price undercutting before quota imports could be 

restricted . Thus, domestic 11 injury 11 will have occurred before r emedial action can 

take place. 

In this connection, the International Trade Corrmission is holding a Hearing 

May 21 of this year, to determine if EEC and Non-my cheese export subsidies are 
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injuring the U.S. dairy industry. If so, t he subsidies can be ordered termi nated 

under penalty of cessation of imports of the products. Under previous law, the 

U.S . could have automatically counterveilled as soon as the EEC and Non-1ay started 

subsidizing their cheese exports. This illustrates the weakening in dairy import 

protection under the 1979 Trade Act. 

Impact of New Dairy Import Regulations 

Allowable cheese import increases amount to 343 million pounds milk equivalent. 

Unless corrunercial demand expands, tnat additional amount would end up being pur

chased by CCC under the price support program. This would increase government 

costs, and in the long run further jeopardize the price support program -- and in 

turn be detri mental to U.S. dairy farmers. 

Since cheese factory pay prices comprise about 75% of the Minnesota-Wisconsin 

manufacturing milk price (M-W), a fall in cheese prices because of added cheese 

imports will also result in a substantial fall in the M-W pri ce. Since the M-W 

price is the base price for Class I, II and III prices in most state and Federal 

milk orders, a fall in the M-W price will also result in a decrease in Grade A 

blend prices to farmers . Manufacturing mi l k prices all over the U.S. will also 

drop, since cheese prices are its main determinant. Thus, an increase in cheese 

imports would impact adversely on dairy farmers -- and in turn on agriculture 

generally, since farm mi l k sales last year totaled $14.7 billion , approximately 

12% of the U.S. fann income . 

How much will dairy farmers lose as a result of the 1979 Trade Act? Every 

500 million pounds of milk equivalent imports resul~ in a 9 cents per hundredweight 

(cwt.) loss for each dairy producer, according to U.S. Department of Agriculture 

calculations. ("The Impact of Dairy Imports on the U.S . Dairy Industry, 11 USDA 

Agricultural Economi c Report 278, January 1975.) Therefore, the 343 million pound 

increase in milk equivalent imports will cost U.S. producers $76 million annually, 

and will cost each producer 6.2 cents per cwt., or about $390 annually (with average 

midwest volume . 
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Each dairy farmer lost an additional 35 cents per cwt., because last year's 

milk equivalent imports exceeded exports by 1 .936 billion pounds. This is about 

$433 million annually to U.S . dairy farmers. 

Proponents of the trade package say dairy losses will be only short term because 

Swiss type "price break" cheese, previously exempt from import quotas, will now come 

under quotas . They point out imports of this previously quo.ta exempt "price break". 

cheese have been increasing steadily. Therefore, they contend total cheese imports 

would reach the 276 million pounds permitted in the new Trade Act, by 1980 or 1981, 

anyway, and thereafter would be larger than permitted by the 1979 Act. Price break 

cheese imports were over one-hal f of total cheese imports in 1979 . 

I don't think short tenn comparisons of cheese impo rts tell the whole story about 

the impact of the import quota increases. Fanners need import protection wh en farm 

milk prices are l ow. The argument that the new Trade Act affords as much or more 

dairy import protection than exis ted before, is based on the assumption of continued 

high prices for cheese attracting cheese imports at 7 cents over support prices, 

continued increase in per capita consumption of cheese that have been occurring, a 

high level of economic activity, and no recession or depression . These developments 

are by no means certain, but without them, the new Trade Act offers less import 

protection than existed before it became l aw. 

Proponents of the 1979 Trade Act are projecting future cheese imports from 

"base" imports of 242 million pounds in 1978, including 108 million pounds of "price 

break" cheese. On that basis they conclude cheese imports would soon be less with 

·the 1979 Trade Act than without it. In my opinion, "base" imports should be 128 

million pounds -- the total annual cheese import quota prior to the 1979 Trade Act, 

and not the 242 million pounds actually imported , including 108 million pounds of 

"price break" cheese . The new import quota of 245 mi 11 ion pounds therefore represents 

a 92% increase over the old quota, totaling 117 million pounds of chees e -- 1.18 

billion pounds of milk equivalent. To each fanner, that represents an i mport 
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quota protection loss of about 21 cents pe r cwt., or about $1 ,320 annually. 

Therefore, in my. opinion, the 1979 Trade Act offers considerably less import pro

tection for the dairy industry than existed under previous leg islation. 

Administration proponents of the agreement also say that only about 3% of the 

· permitted additional cheese imports will be cheddar, so resulting competition from 

increased import quotas to our major cheese industry will be minimal. 

The problem with that argument is that displacement of dairy products caused by 

imports means that surplus milk will largely go into cheddar cheese, and will therefore 

adversely affect the entire U.S. chese and dairy industry anyway. 

The U.S. already has less import protection than do countries to which we attempt 

to sell agricultural and other products. Easing import controls on dairy products as 

a way of maintaining or increasing other exports into countries that already have far 

more stringent import restrictions than we do, puts the full burden of increased 

exports on the U.S. dairy industry. This is something the U.S. dairy farmer feels he 

can ill afford . 

CASEIN IMPORTS 

Section 22 of the Agricultural Adjustment Act of 1935 provides for import 

limitations whenever imports of a product (a) render ineffective or material ly 

interfere with agricultural programs, or (b) reduce substantially the amount of any 

product processed in the United States from an agricu ltural conmodity subject to such 

government programs. In accordance with this law, import quotas are currently in 

effect for all dairy products except casein and lactose. Section 22 import 

restrictions on casein could be avoided only if imported casein has not displaced 

the use of domestic nonfat solids or natural cheese . 

Average annual casein imports in the last three years (1977-1979) were up 

41% over the 1960-69 l evels, and totaled 151 million pounds in 1979. Much of the 
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increase in casein imports was used in food products, thus causing the dairy 

industry much concern. 

Based on protein equivalency, the 151 million pounds of casein imported in 1979 

equates to about 450 million pounds of domestic nonfat dry milk. This does not mean 

that casein imports are displacing 450 million pounds of domestic nonfat dry milk. 

Nonfat dry milk would not likely be used in most industrial products that casein is 

used in. However, nonfat dry milk could be used in some of the human food and animar 

feed that casein is used in if both had comparable prices. An International ' Trade 

Corrunission Report entitled "Casein and its Impact on the Domestic Dairy Industry," 

based on its casein import Hearfng in 1979, concluded that 79 % (356 million pounds 

of nonfat dry milk equivalent) of casein imports in 1978 went into production of 

food and feed products. 

Nonfat dry milk or nonfat solids would likely be interchangeable with at least 

one-half of the imported casein used for food and feed products, if prices were 

comparable. This equates to potential displacement of about 180 million pounds of 

nonfat dry milk in 1979. 

Since domestic nonfat dry milk has been in surplus supply every year since 1949, 

nonfat dry milk displacement by imported casein must be purchased by the USDA through 

its price support program. At the current April l, 1980 support price for nonfat dry 

milk of S.895 per pound, 180 million pounds of nonfat dry milk would cost the govern

ment about $160 million. Thus, substantial government expenditure would appear to 

mand~te invokir.g Section 22 import restrictions on casein. 

Approximately one-fourth of U.S. fann milk is used in cheese. The problem of 

imported casein interfering with the domestic agricultural program for cheese is of 

particular concern because of the rapid increase in production of imitation cheese -- a 

major user of imported casein. Current U.S. production of imitation cheese is 

generally estimated to be in exces s of 100 million pounds annually. Further rapid 
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increases in production of imitation cr.eese a~e ar ticipated because of price 

savings, in turn attributable in part to use of lower priced imported casein 

priced at only ·about one-third the price of domestic dairy components. 

Testimony by casein advocates at the recent ITC and House Hearings indicated a 25% 

to 50% price savings for imitation cheese, compared to natural cheese . One specific 

·wholesale price comparison was $.79 per pound for imitation cheese, compared to $1 .52 

per pound for natural cheese -- a 48% price savings. 

Casein in imitation cheese is therefore displac ing nonfat so l ids in domestic 

natural cheese. Imi t ation cheese made in part with imported casein is in turn 

displacing some natural cheese. Domestic American cheese which canr.ot be sold 

commercially will have to be purchased by USDA through the price suppor.t program. 

Therefore, imported casein used in imitation cheese can result in increased USDA 

cheese price support purchases, which in turn would appear to mandate i mpo rt 

quotas on casein under provi·sions of Section 22 . USDA net removals of American 

Cheese in 1979 were 40.2 million pounds - - approximately 1 .8% of U.S. production, 

which at the April 1, 1980 support price of $1.325 per pound for American cheese, 

would cost the U.S. government approximately $53 million. 

Although the U.S. International Trade Commission did not reconvnend casein 

import quotas after its 1979 hearing, it has been directed to reopen the inquiry 

by t he House Ways and Means Committee. The outcome of the casein import quota 

controversy is therefore uncertain at present, but from a lega l standpoint it would 

appear that some type of import quota is mandated under Section 22 provisions . 

INFLATION- RECESSION IMPACT ON TRADE PO LICY 

The MTN Geneva Accord , and 1979 U.S. Trade Act reduced trade restrictions. 

Nevertheless, trade protectionism is increasing. Why? Because countries throughout 

the world are attempting to protect their domestic industries from unemployment 

accompanying the current inflationary-recessionary situation . Illustrations of 

increasing protectionism : 
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(a) Great Britain imposed ~~pert quotas limiting i~portation of U.S. 

polyester and nylon yarns, and is considering a zero import quota on foreign made 

cars, and restricting imports of shoes from Brazil, Poland and Czechoslovakia, 

claiming "dumping . " 

(b) France vetoed purchase of Japanese container ships, and instead offered 

a $10 mil1ion subsidy so the ships can be built in France . 

(c) Italy is considering restricting imports of Japanese Nissan Motors 

products because they are competitive with Italian Fiats. 

(d) European governments are being charged with unfairly subsidizing their 

steel industries, rr.aki ng it possible for European steelmakers to "dump" steel into 

the United States. 

(e) The United States is having great difficulty getting beef , citrus fruits, 

tobacco, and telecoliTTlun ications equipment into Japan. The Japanese market is 

closed to the U.S. by nontariff barriers, the distribution system , unifonn 

standards, product approval procedures, and government procurement, except for 

U.S. items they want. Nearly 30% of U.S. auto sales are forei gn imports, with 

the majority being Japanese made Datsuns, Toyotas and Hondas . Our trade deficit 

with Japan is expected to be $12 billion this year, and a whopping Sl7 billion 

next year. As a result, mounting protectioni sm trade sentiment against Japan is 

building in the U.S. Congress . 

(f) Over 21 % of world trade in manufactured products is now controlled through 

tariffs, quotas or other barriers, compared to only 13% in 1974. The figures for 

overall world trade now controlled is 46%, compared to 40% six years ago. 

Governments throughout the world appear increasingly willing to give in to 

protectionism pressures , only a year after the Geneva MTN pact was hai l ed as a new 

safeguard against protectionism . Acquiescence by governments for trade protectionism 

appears inevitable whenever peopl e are losing jobs, and imports are still coming in. 

This situation will be advantageous to the U.S . dairy industry in the short 

run, since a general protectionism atmosphere 1tlill likely preclude further 
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loosening of dairy import regulations. However, if and when inflation-recession 

recedes, the U.S. dairy industry will likely again be confronted with "free trade" 

pressures, and to a certain extent this is already taking place in the U.S. 

For example, since February the U.S. government has taken the following 

steps to increase or at least not limit imports: (a) suspended the trigger price 

system on imported steel designed to protect the U.S. steel industry from subsidized 

or low priced steel imports, and through the Justice Department asked the Inter

national Trade Conmission to reject the U.S. Steel Corporation request for import 

protection; (b) refused to limit imports of leather clothing -- announced the day 

before the New York primary election, where much of the domestic leather industry 

is located; (c) declined to impose quotas on imported shoes, again just before 

the New Hampshire primary where shoe production is a major industry; (d) removed 

a 2 cent per pound fee on sugar imports; (e) rejected a petition by Florida 

vegetable growers to restrict Mexican tomato and other vegetable imports being 

sold in this country at below "fa·ir market value;" (f) rejected import quotas on 

fuel efficient foreign cars, and urged Congress not to impose import fees on automobiles 

imported from Japan, even though Japan imposes import fees on U.S. auto imports. 

As previously indicated, imported cars constitute nearly one-third of U.S. auto 

sales. 

Thus, it is by no means certain that current dairy import protection will be 

maintained. Agricultural trade in agricultural products is critically important 

to our overall balance of trade. Dairy products being in surplus supply throughout 

the world offer the most convenient U.S. import target, to help increase exports 

of other U.S. agricultural products . Thus, the U.S. dairy industry will have to 

continue its vigilance with respect to dairy imports. The pressures for increased 

imports will likely intensify over the long run, even though they may abate some

what during the current inflation-recession period. 


