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AUTHOR’S PREFACE

This is a study of the effects of the tariff on the dairy industry.
Parc T is devoted to a brief review of some general considerations
which should be kept in mind when studying the effects of recent
tariff changes on prices, production, and trade. Part II is a study of
the butter industry and the benefits and burdens of recent duties.
Pare TIT consists of an analysis of butter substitutes, the effect of sub-
stitution on butter prices, and the control of substitution. Part IV
is an appraisal of recent cheese duties and their effects on the do-
mestic cheese industry. Part V is devoted to an analysis of the effects
of recent tariff changes on other dairy products, particularly milk
cteam, casein, condensed and evaporated milk, and milk powders.
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No attempt is made to use the highly deductive mathematical
approach involved in the formula method of measuring the effects of
a duty on price, imports, and domestic production of the taxed ar-
ticle.  Many of the data required in the use of the formula method
are 0o conjectural in the case’ of “the printipal dairy products to
render the results obtained significant. The procedure followed in
this study involves the principle of measuring the difference between
domestic prices and foreign prices, and attributing the differential
in tavor of domestic prices to the influence of the taciff after the in-
fluence of other principal price-making factors has been considered.
Changes in the butter, Swiss cheese, milk, and cream duties from
1920 to 1930 make it possible to compare price differencials existing
before the duty was changed with those existing afterwards, while
the period as a whole is characterized by relatively stable prices.

The author makes grateful acknowledgment to Professor John
R. Commons, Professor B. H. Hibbard, and Professor W. A. Morton
of the University of Wisconsin, under whose guidance this work has
been prepared; and to Mr. W. T. Rawleigh, President of the Raw-
leigh Foundation. who made the study possible. For the many sug-
gestions and criticisms offered by other members of ¢the staff making
the taciff investigations at the University of Wisconsin and to Miss .
Jane Greverus and Mr. R. B. Whiting, the author is gratetully in-
debted,

Roland R. Renne

Bozeman, Montana
September, 1933
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THE AGRICULTURAL TARIFF SERIES

This volume, The Tariff on Dairy Products, represents the sec-
ond of a series of monographs dealing with the most important agri-
cultural duties in the United States and their effects upon prices,
producers and consumers.

The first study of this series, The Tariff on Sugar, by Lippert
S. Ellis, was published by The Rawleigh Foundation; the remain-
ing stock of this monograph available for distribution has, however,
been turned over to the Tariff Research Committee which, in addi-
tion to The Tariff on Dairy Products, will publish the following
numbers of the series as rapidly as possible:

The Tariffs on Barley, Oats and Corn by Theodore W. Schultz,
Iowa State College, Ames, Iowa. (Will be ready about De-
cember 1, 1933)

The Tariffs on Pork, Lard, Sheep, Lamb and Mutton, by Chatles
K. Alexander. (Will be ready about January 1, 1934)

The Tariff on Lumber by Edwin M. Fitch.

The Tariff on Wool by Haldor R. Mohat.

The Tariffs on Beef and Beef Cattle by Charles K. Alexander.
The Tariff on Long Staple Cotton by James G. Maddox.
Tariff Institutions and Tariff Theory by Walter'A. Morton, Uni-

versity of Wisconsin.

These books will contain abaut 125 pages, on the average, and
will be available in an inexpensive but attractive paper binding at
50 cents per copy, postage prepaid. A discount will be allowed for
quantity orders as well as to recognized book stares and dealets.

Orders may be sent now and payment deferred until the book
ot books have been published.

Address all orders or inquiries (including those relating to The
Tariff on Sugar and The Tariff on Dairy Products) to—

THE TARIFF RESEARCH COMMITTEE
Madison, Wisconsin
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EDITORS’ INTRODUCTION

This monograph by Professor Renne shows that while the duties
on the different dairy products vary in cheir effects, they are on the
whole of some benefit to the farmer. The extent to which a duty
on any product tends to increase its price is, however, conditioned
by the particular circumstances affecting the individual commodity
on which it is levied. In recent years the possible benefic of the rariff
has been somewhat reduced by the tendency toward increased dairy
production throughout the United States. Owing to the profitable-
ness of dairying in comparison with other lines of agriculture, many
farmers in the South and West have shifted into this field. The in-
crease in herds, together with better breeding and increased efficiency,
has brought about a supply of dairy products more than adequate
for present domestic needs, Since, however, dairy production has
increased at about the same rate as population, there has been no
general overproduction necessitating any large exports. Present low
prices are primarily due not to overproduction, but to underconsump-
tion due to the general public’s lack of purchasing power.

Unlike sugar, the tariff on which is fully effective because we
import one-half of our consumption, and the feed grains, the tariff on
which is ineffective because they are on an export basis, the efective-
ness of the duty on dairy products varies because their production
and consumption is on a domestic basis. Since imports and exports
are negligible, we are on the bordetline between an import and an
export basis; a little greater production will necessitate exports, and
a lirtle less will encourage imports. Prices are, consequently, con-
tingent upon the potential demand and the buying power of the
domestic market. The increasing favor which these commodities
have been finding with the public in recent years shows that the
American people are willing and anxious to consume a large volume
of dairy products. The potential demand of many American families
tor milk and butter is in excess of their present purchasing power,
and unlike some other products whose sales must be pushed, milk
products need comparatively lictle advertising, although a certain
amount of propaganda has resulted in the past in distinct increases
in their consumption. At present the working people of America are
not consuming enough dairy products to preserve their health.
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Since production on a per capita basis is relatively stable, the
recent price decline beyond all doubt is due primarily to unemploy-
ment and declining factory payrolls. A large volume of employment
at good wages is, therefore, a more potent faccor in creating good
prices for dairy products than tariffs or legislation of other kinds.
Whether or not, however, reasonable prices for dairy products will
lead to increased production is dependent in part upon the prosperir
of other agricultural enterprises. No portion of any industry is en-
tirely free from the troubles of the others. Low prices for any given
agricultural products create an incentive to shift into those lines in
which the rewards appear greater, and this in turn tends to undet-
mine prices of the latter. Dairy farmers are concerned both with em-
ployment and wages, and with prices of other agricultural products.

Butter. The present duty of 14 cents per pound on butter is
partially effective in raising the price of butter above that existing in
the world market. The effects of the tariff vary from time to time,
but only occasionally does it raise prices by the full amount of the
duty. The relative ineffectiveness of the duty at particular times can
be readily surmised from the fact that there have been times during
the depression when butter has sold as low as 15 cents a pound in
retail stores. Those who say that the tariff is fully effective in raising
the domestic price would, therefore, be forced to contend that in its
absence butter would have been selling at one cent a pound.

Butter is definitely on the borderline between an exporr and an
import basis. Consumption, though it varies from season to season.
is relatively stable from year to year. The price at which butter is sold
largely follows the general price level and business conditions. On
the whole the same amount of butter is consumed from year to year,
although the price paid varies with consumer purchasing power.

In this monograph Professor Renne has analyzed in detail the
price effects of the tariff on butcer during the past decade. Before the
war our chief competitor was Canada. Now the small amount of but-
ter imported (Imports have been less than exports each year since
1928, although neither exceeded .2 per cent of consumption during
this time—Table 4) comes from Denmark and New Zealand. The
comparison of butter prices in New York and Londen shows that the
New York price tends to remain above London by an amount which
is usually less than the duty.” It is not feasible to estimate to what ex.
tent this differential between London and New York is a real benefic
to American producers in the sense that it is due to a rise in the Ney
" tSee Table 7.
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York price and not to a fall in the London price. Such calculations
would require a knowledge of foreign and domestic elasticities of sup-
ply and demand, information which is at best largely conjectural.

For all practical purposes it may be said that the tariff really
creates an American market largely independent of the world market;
i. e.. that the tariff is high enough to make domestic supply and de-
mand practically the sole determinants of price. This is not the case
with commodities which are definitely on either an import or an ex-
port basis. The feed grains and other agricultural commodities, for
instance, are on an export basis, and their price in spite of the tariff
is largely determined by world conditions. Sugar, on the other hand,
is on an import basis, and its domestic price is directly determined
by and fluctuates wich the world price, though it remains higher
than the world level by the amount of the duty. Consequently,
when a commodity is on an export basis the tariff is, except in cerrain
incidental and unimportant instances, wholly ineffective, and the
domestic price is related to and made in the world market; when on
an import basis the tariff is effective, and though the domestic price
is related to the world market, it is above the world price by the
amount of the duty. Butter prices are, under present circumstances,
practically unrelated to the world marker. International economic
price relationships are not so exact thar the extremely small volume
of imports relates our butter prices to the foreign market. The
future effectiveness of the tariff is, therefore, largely dependent upon
purely domestic conditions.

It is, of course, one of the protectionist theories that the fune-
tion of a ariff is to give the domestic market entirely to domes
producers, and the benefit which those producers can get from the
tariff is wholly dependent upon supply and demand in the domestic
market. If producers can control supply, they may benefit; if not,
the tariff speedily becomes ineffective. On the other hand, the pub-
lic is presumably prorecred against exploitation by competition among
producers. Producers may respond to these conditions in several
ways: (1} They may increase their production to such an extent that
competition among themselves may reduce prices to approximately
the world level in spite of the tariff. In this case foreign and domestic
prices, though determined in independent markets, may be approxi-
mately the same. (2) They may increase production moderately,
so that domestic prices will be higher than world prices by only a part
of the duty. In fact, the domestic forces of supply and demand have
been such that the domestic price has been higher than the foreign
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price by only a part of the duty, Since both exports and imports
have been negligible, it appears that domestic forces will continue to
determine the price of butter. The domestic price is related to the
world price only during the winter season. (3) They may hold pro-
duction in check to such an extent thar domestic prices will rise by
the full amount of the duty. In this case importation will be en-
couraged, and a rise greater than the amount of the duty will be
prevented by foreign imports. Thus, in the latter case. the consum-
er may claim that he is exploited to the full extent of the tariff. As
indicated above, however, the relation between production and price
is not simple and direct, but is dependent upon the response of con-
sumers to higher prices. Prices cannot be increased simply by con-
trol of production unless consumers are willing and able to pay these
higher prices. There seems to be little doubt about the willingness
of consumers to use more butter, but the prospects of great unem-
ployment may make it difficult to increase the price materially in the
near future. One of the checks upon rising butter prices is the
power of consumers to substitute oleomargarine, and animal and
vegetable oils.

Oleomargarine.  Oleomargarine competes with butter not be-
cause of its intrinsic merits, but because of its low price. The pur-
pose of oleomargarine legislation is the same as that of the butter
tariff. The latter seeks to exclude the potential competition of for-
eign butter producers; the former seeks to render less effective the
competition of domestic oleomargarine producers. The annual per
capita consumption of butter is about 18 pounds, while that of oleo.
margarine is about 2 pounds. Oleomargarine prices are only about
half those of butter. The effects of oleomargarine legislation have
been negligible, chiefly because the penalties have not been sufficient
to affect seriously production costs, and thus make oleomargarine
relatively more expensive. If, however, as requested by some incer-
ests, legislation were enacted which would outlaw this product en-
tirely, it is doubtful that the demand for butter would be proportion-
ately increased. Many of the people who use oleomargarine do so
because they cannot afford butter, and if they could not procure i,
would resott to some other substitute, such as lard, or other animal
or vegetable fats. If it were not available, some other types of fats
and oils would be used as well as butter. The possibilities, therefore,
of oleomargarine legislation are decidedly limited unless it is accon.
panied by higher purchasing power for those classes of our popula-
tion who, because of limited means, are forced to use this substitute.
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Animal and Vegetable Oils. Because animal and vegerable
oils form both direct and indirect competition with butter, dairy pto-
ducers have sought to limit their importation. These oils are used
for various types of food products, shortenings, oleomargarine and
soap. It is, however, only their use as food which has led the dairy
inrerests to request a tariff on them.

At the present time the oils duties are largely ineffective because
coconut oil, the chief import, enters the United States from the
Philippines duty-free. So long as large quantities of this product can
be so imported, tariffs on the other oils will probably be of little or
no value. They will not burden consumers, injuce soap or oleomar-
gatine producers, not help dairymen. This fact has led to an agita-
tion among some interests to grant independence to the Philippines
in order that their coconut oil (and sugar) may be subject to duty.

Even though the rate on coconut oil should be raised to prohib-
itory levels, the benefit co dairymen would be very small. Even the
proposed duty of 45 per cent, if applied to the Philippines, would
increase the cost of coconut oil only 2.4 cents per pound. This in
turn would increase the cost of producing oleo about 1.3 cents per
pound, and even if imports of coconut oil were prohibited entirely,
there is enough oleo oil, neutral lard and other substitutes to permit
the manufacture of all oleomargarine which can be sold. In fact,
some of these products are now exported. When it is realized that
the most important factor in the price of butter is consumer purchas-
ing power, and that the prohibition of oleomargarine would not do
a grear deal for the dairy industry unless accompanied by greater
purchasing power, the relative insignificance of the imports of copra
and coconut oil can be readily seen. Furthermore, heavy duties on
coconut oil would burden the soap industry and probably the soap
consumets. This burden would fall largely on the poorer classes of
the population, and would be of practically no value to the farmer.

Cheddar Cheese. More cheddar cheese than any other kind
is produced and consumed in the United States. Since, however, it
is almost wholly on a domestic basis, imports and exports being neg-
ligible, its price and the effectiveness of the tariff are largely depend-
ent upon the same set of conditions as affecr burter. Unlike the
butter and milk markets, the demand for cheese is limited in this
country by consumer habits, and cannot be easily increased. Our
prices are sometimes above, sometimes below, the world price.

The present tariff of 7 cents per pound, not less than 35 per
cent ad valorem, probably increases the price of cheese to domestic
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consumers by a small amount, and the benefit to producers under
the mose favorable method of calculation fluctuates around 10 to 15
per cent of their total income from Cheddar cheese. On the basis of
the most favorable interpretation possible, the American farmers in
1932 received about $9,687,000 from rthe Cheddar cheese tariff,
whereas if it had been fully effective they would have received
$30,000,000. These figures indicate noe thac che farmer is receiving
a remunerative price, but merely that it 15 probably not quite so low
as it might otherwise be.

Sactre Cheese. The price effect of the duty on imported Swiss
cheese is not measurable, although it appears that it is effective in
raising the price received for American Swiss. Since the consumer
is willing to pay higher prices for Switzerland cheese than for Amer.
ican Swiss, it is possible for importers to pay the Basel price plus the
35 per cent American duty, and market this cheese in this country
at a price higher than that of the domestic product. The domestic
producer is, however, benefired to the extent that the higher price
for the foreign product increases the ptice of his own. Since im-
ports persist, however, the Switzerland cheese tariff is also a sales tax
for the benefit of the Treasury.

Milk and Cream. The prices received by the farmer for
milk and cream are largely dependent upon the prices of butter and
other dairy products. Nevertheless, nearly one-half of all the milk
produced is consumed in fluid form. The tariff on milk and cream
has two purposes: to prevent importation of milk and cream for
manufacture into butter and other dairy products on this side of the
border; and to prevent the competition of fluid Canadian milk in
the eastern markets. Owing to heavy freight costs, Auid milk can-
not be transported over long distances. There is, therefore. lictle
international commerce in milk. More Canadian milk would be
shipped into Boston, New York and Philadelphia, were it not for the
duty, and would have some slight effect on prices in these areas.

Whatever slight benefit accrues from the milk duty goes, there-
fore, to producers in a limited eastern territory.  They and mid-
western dairymen also probably receive a slight benefit from the
cream duty, which has, in recent years, enabled the latter to ship
some cream to the eastern markets. Since, however, part of the
benefit is absorbed by freight rates, the value of che duty to mid-
western farmers is clearly very small.

Casein. The casein tariff seems to have much more political
than economic effect. From the viewpoint of the milk producer. it
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1s an insignificant and unimportant product, and its price has a prac-
tically negligible effect upon the prices received by farmers for their
milk. Formerly the Argentine product was superior but in recent
years domestic casein seems to be of equally good quality.

Since the principal use of casein is as a coating for paper, the
extent to which its price can be raised is dependent upon the ability
of the paper industry to use substitutes. On the most favorable in.
terpretation possible, the maximum possible benefit of the casein
duty to the milk producers is less than .07 per cent of the total value
of all milk products, and if the increase in price received for casein
were returned to the farmer in higher milk prices, he would have

received abour .08 cent more per hundred pounds of milk than he
did in 1932.

In spite of these facts these microscopic benefits have been mag-

nified for political purposes to such an extent that the public has
gained a false idea of their importance.

Candensed and Evaporated Milk and Milk Powders.
The domestic industry exports a portion of all these products. Im-
ports are insignificant. A rtariff is consequently of no importance,
and even were it effective, the benefic would be insignificant com-
pared with those received from the other duties.

CONCLUSIONS:

The conclusion that the dairy farmer receives some benefits
from the tariff should not blind him to the fact thar so long as the
major fatm products are in competition with the world, there is a
constant tendency to undermine the small benefits he now receives,
Nor are these apparent benefits compensatory for the loss suffered
by him with all classes of society by the breakdown of world trade
and the consequent internal economic disorganization. It affords
little consolation to the domestic dairy industry to know that its pres-
ent low and unremunerative prices are still a bit higher than those
existing elsewhere. The farmer should, however, realize that he is
now paying for the folly of that economic philosophy which believes
in creating practically insurmountable crade barriers between those
who would buy and sell. To the extent that these trade barriers
have destroyed the foreign markets for grain and meat, they have
given the dairy farmer new competitors. To the extent that they
have helped to destroy the purchasing power of the grain and cotton

farmers and have created unemployment in our export industries,
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they have undermined agriculture as a whole, and with it the eco-
nomic prosperity of the entire nation.

The logical consequences of our tariff policy were delayed by the
process of credit inflation ending in 1929. By this process the cre-
ation of fictitious values in both foreign and domestic securities in-
creased the purchasing power of the world. With the loins we made
abroad, Europe was able to buy our products. When these loans
stopped, our exports fell. Now we must face the decision of re.
adjusting to a new, purely internal economy, or reviving world trade
by the repeal of tariffl barriers or perhaps by forgiving previous loans
and making new ones.

Furthermore, it appears that the farmer is paying too high a
price for the small benefits he receives. The last tariff bill raised
the rates on many of the products the farmer buys, and while some
of these rates are ineffective, he is obliged, because of the Hawley-
Smoot tariff to pay higher prices on many manufactured goods. Bv
the process of logrolling, the farmers’ representatives exchanged
purely nominal high agricultural duties for higher industrial sched-
ules.  So long as the proponents of tariffs could point out that the
nation was prosperous, that workers were employed and could buy
the farmer’s products, little effective resistance could be offered in
opposition to the steady paralysis of world trade by legislative action.
Now it seems to be apparent that tariffs did not create prosperity, bur

elped to destroy it. If in the past they had had the beneficent in-
fluence claimed for them, then certainly their effects should now be
felt, since world tariff barriers.are at present higher than ever.

The picayune benefits obtained from the tariff on agricultural
products considered singly are as nothing compared with the direct
and indirect cost of the rariff system to the American farmer. The
gains which would accrue to dairy as well as other farmers from a
revival in world trade and industry far outweigh the small advantage
received from rates on particular products. Yet since these small
benefits are visible ro the producer and the indirect losses are not,
the farmer still appears to be a defender of a system which is con-
tributing to his ruin.

John R. Commons

Benjamin H. Hibbard
Madison, Wisconsin Walter A. Morton
September, 1933
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PART I. INTRODUCTORY

Chapter I.  Aspects of the Dairy Tariff
Importance of Dairying

The importance of the dairy industry in the United Stares is
attested by several significant facts: its geographical extent, the vast
number of dairy cattle, the volume of milk production, and the
farm income derived therefrom.

While this industry is mare significant in some sections of the
country than in others, nearly every farmer, with the exception of
those living in the Cotton Belt, produces some milk. Thus 80 per
cent of all farms in the United States keep dairy cattle, the total
number of which now approximates 34,000,000 head. The esti-
mated annual production of milk is 120 billion pounds, from which
the American farmer derives 16 per cent of his total cash income,
If allowance be made for the value of dairy products consumed at
home, and for receipts from dairy cartle, it means that between 20
and 25 per cent of the income of farmers comes from the dairy. In
1930 farmers received for dairy produces about $1,422,000,000,
or approximately §250 per farmer. In addition, something like $75
worth of dairy products per farm are consumed at home. Thus the
dairy, all told, ranks at the head of the list in the farmer’s income. In
view of the importance of the dairy industry it is clear that the work-
ing of dairy tariffs, or their failure to work, is a major consideration
in the tariff issue as viewed by the farmers as a group. The annual
cost of dairy products to the consumer exceeds three billion dollars,

or §25 per person. This is a little over twice the sum paid to farm-
ers for their products.

Foreign Trade of the United States in Dairy Products

From 1850 to 1905 the United States was on a strictly export
basis in dairy products as a whole, with butter and cheese the prin-
cipal exports. However, from 1881 to 1914 nec exports gradually
decreased, owing mainly to the increased importation of cheese dur-
ing this period.

From 1914 to 1919, the War period, exports of dairy products
were large. The heavy demand for condensed and evaporated milk
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brought about a large expansion of the industry in the United States,
and exports of these two products chiefly account for the large ex-
port balance from 1916 to 1920. Since 1920 exports of condensed
and evaporated milk have greatly decreased. This decrease, com-
bined with greatly increased cheese imports, is the chief factor in
the heavy import balance from 1921 to 1928.

Figure 1 shows the excess of exports or imports of dairy prod-
ucts for the United States for 1851-1931.

Butter. The earliest dara available showing foreign trade of the
United States indicate that butter was exported even in colonial days.
The years following 1790 show a gradual gain in exports until the
peak year, 1880. After 1880 they declined more or less trregular-
ly, but after 1907 turned sharply downward. Imports, which had
ranged from 2 to 6 million pounds a vear in the sixties, declined
until at the opening of the present century they had become almost
negligible. About 1910 larger amounts of butter began to come in
from Denmark, Canada, and New Zealand, and by 1921 the United
States was no longer on an export basis. From then until 1928 the
United States failed to supply its own needs in butter, but since that
ume exports have exceeded imports.

Cheese. The United States was on an export basis in cheese
until shorely after the beginning of the present century, reaching the
high point in exports between 1875 and 1884, Imports turned
sharply upward after 1890 and, with the exception of the World
War period, have gradually increased until in 1929 about one-fifth
of all the cheese consumed here was imported. Imports consist main-
ly of types not made in the United Stares or of certain less usual va-
rieties in which our production falls below domestic demand.

Milk, Condensed, Evaporated, and Powdered. Foreign
trade in condensed and evaporated milk was insignificant prior to
1910. Exports developed remarkably during the World War, reach-
ing a half billion pounds in 1918. The peak was 853,000,000 pounds
in 1919, since which time there has been a constant decline until
now only about an eighth as much is being sold outside the country
as then. About two-thirds of our total exports of canned milk are
evaporated (unsweetened) milk.

Milk and Cream, Fresh.  Prior to the World War impotts
of fresh milk and cream were rather insignificant. Then came a con-
siderable increase. but since 1930 a low point has again been reached.
Exports are unimportant.

Casein or Lacterene.  Imports of casein are not recorded in
official reports prior to 1904, but from then until 1930 they increas-
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ed rapidly. Since 1930 imports have been very much smaller. No
€XpOorts or re-exports of casein have been recorded since 1921.

Equivalent Tariff Rates

Milk may be marketed in several different forms. It may be
sold as fluid milk or manufactured into whole milk powder, evaporat-
ed milk, sweetened condensed milk, or whole milk cheese. Also it
may be separated into cream and skimmed milk and the cream sold
as fluid cream or manufactured into butter or powdered cream. The
skimmed milk may be sold either in its original liquid form, or manu-
factured into powdered skimmed milk, cheese, or casein.

Any or all of the above products may be produced in foreign
countries and exported to the United States. The form in which
milk will be shipped to the United States depends on the relative
amount of the duty on the various products. If, for instance, there
is a 14-cent per pound duty on butter and only a 20-cent per gallon
duty on cream, butterfat from nearby territory will enter the United
States not as butter but as cream since the 20-cent per gallon cream
duty is equivalent to a duty of but 5 cents per pound on butter.

There are three different bases upon which tariff rates on dairy
products may be equalized: (1) the amount of butterfat contained
in the product; (2) the content of solids nor fat; (3) manufactur-
-ing costs. The butterfat basis is the easiest method of calculating
equivalent rates. It is almost sufficiently complete in itself to insure
adequate protection to the dairy industry, since butterfat is the most
valuable commercial element of milk, But skimmed milk is lefr after
removing the cream. This skimmed milk is used to make powdered
skimmed milk, casein, and other products and should carry an equiva-
lent rate. The equivalent rates shown in Table I are computed on
the basis of both the bucterfat and the skimmed milk contained in
the product. Espedially in the case of such products as powdered
whole milk and evaporated and condensed milk there undoubtedly
are differences in manufacturing costs between the United States
and foreign countries. Since no accurate analysis has been made of
these costs, however, and because the United States exports consider-
able quantities of these products, indicating that she can meet compe-
tition on the world market basis, the manufacturing costs have not
been included.

The equivalent rates shown in the table may or may not be nec-
essary to keep out imports of the different dairy products. Theoreti-
cally, it would appear that these rates would be necessary to prevent
the shipping of potential butter into this country in the form of milk,
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or cheese in the form of milk or skimmed milk. But differences in
manufacturing costs between the United States and foreign countries
and other factors such as transportation costs and petishability may
make a smaller rate on some products fully as effective as a larger
equivalent rate on other products. In the following pages the
effects of present rates on production, prices, and trade of each of
the principal dairy products will indicate the need and probable
effects of the equivalent rates determined in Table 1.

TABLE 1

Present Tariff Rates and Equivalent Rates
of Specific Dairy Products

Product (8 awi;{’gi{i‘{i&%ﬁ‘g 3031 Bate needed to equalize the tariff o

Butter 14e Ib, 14c 1b,

Milk 6.5¢ gal, Te gal. (based on content of
3.5% butterfat and 85% skim-
med milk, would equalize 14c 1b.
rate on butter and 3e lb. rate on
powdered skimmed milk.)

Cheese Te 1b, not less than 8¢ th. (would equalize above

35% ad val. rate of 7e gal. on milk. 100 lbs,
milk make 10 1bs. cheese,)}

Cream 56.6¢ gal. 56e gal. (would equalize 14c

(409% buiterfat) 1b, rate on butter.)
Powdered whole f.5¢ lb. 6.5¢1b. (would equalize Te gal.
milk rate on whole milk., 100 lbs. of
whole milk make 1215 Ibs. of
powdered whole milk.)

Evaporated or Unsweetened, 1.8¢ 1b. 2¢ 1b. ( would equalize e gal.

oondensed Sweetened, 2.75¢ 1b, rate on whole milk, 214 ibs. milk

whole milk make 1 lb, evaporated or con-
densed milk. Caleulated for un-
sweetened only, sugar content
not included in above rate.)

Powdered eream 12.3¢ Ib. 10¢ 1b. (would equalize ldelb.

{729 buttertat) rate on butter.)
Casein 5.5¢ b, 10c¢ 1b. (would equalize 3¢ 1b.
_rate on powdered skimmed milk,)

Sources: _171at Congress, 2nd Bession, Homse Document No. 276, * Tarift Act of 1030',
Copy of Public Law No. 361.. Washington, D. C,, 1930; 2 computed on basis of both the
butterfat and skimmed milk contained in produet.

History of Dairy Tariffs

The first tariff act of the United States, passed in 1789, made
cheese dutiable at 4 cents per pound and “all other” dairy products



Peye 28

dutiable at 5 per cent ad valorem. Since that time all of our tariffs
have included clauses prescribing rates on dairy products. The early
rariffs applied specifically to cheese, but other products have been
added as they have become more important in international trade.
The present tariff applies to 13 specific dairy products. The last two
tariff laws, the Fordney-McCumber Tariff of 1922 and the Hawley-
Smoot Tariff of 1930, contain a “flexible clause” which makes all
rates subject to change by the President of the United States. Table
2 shows the rates of duty on various dairy products under the tariff
acts from 1909 to 1932 inclusive.

TABLE 2
United States Duties on Specific Dairy Products

Under Tariff Acts, 1909-1932

Commodity | 1930 1922 | 1921 ] 1913 1909
Buttor lde 1b, 8c 1b. Ge Ih, 2.5¢th, 6e 1h,
Buttermilk 2.05egal. | legal. | .o |
Casein or 55¢tb. | 25elb. | o | | e

Lacterene
Cheese Te1b. Se 1b. 23% 20% Ge b,
Cream, o 9 ; cral®
fresh or Sour 56.6e gal. | 20¢ gal, Be gal. Free 5¢ gal.
1\'.[]“{, o onl & 3 & . n
fresh or sour 6.5(.3 zal, | 2.5¢egal, ¢ gal Free 2¢ gal.
Milk, condensed
or evaporated”
(in air-tight 1.8¢ 1b. lelb. 2¢ 1h. Free 2e 1b,
containers—
unswectened)
Al i}
Milk, same as above® | 975011 1 1501b, | 2¢lb. Frec %2¢Th
(sweetened)
Dried whole milk 6.08¢ 1b, Selb., | i | e
Dried cream 12.3¢1b. Telb. | o | s
Dried skimmed milk ..
& buttermilk 3elb. 15elb, | s | e
lIaltcd milk 35% 20% NP _

# Frosh only.

b 1930 Act reads: '‘all other, 2.53 cents per 1b."’

1913, 1921, and 1922 rates takem from T, S,
separate from Yearbook, 1922, Ne, 879.

1930 rates taken from 7T1lst Congress, 2nd Session, House Document Neo. 470,
of 1930°", Copy of Public Law No. 361, Washington D. C,, 1930,

Source: 1909,

Department of Agriculturs.

Tariff Act
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Self-Sufficiency in Dairy Products

If a nation 1s to establish a high tariff barrier which will keep
out certain products it must be reasonably certain that it can produce
a sufficient supply of these goods to satisfy its needs, or that the
products so shut out are not essential to the welfare of its people
and can, therefore, be prohibited without ill effects on the citizens.
For centuries, milk and its products have been recognized as an al-
most indispensable food for mankind. It is one of the most whoie-
some and valuable of all foods, and barring it would certainly result
in ill effects on the nation if a sufficient supply could not be pro-
duced at home.

From all data available it would appear that the United States
is able to produce dairy products sufficient to meet all domestic
needs. The only important one in which the United States is not
at present self-sufficing is cheese and, were it not for mere matters
of taste, domestic production could easily satisfy the demand.

Dairy Tariffs and Farm Relief

When farmers in certain lines of agriculture receive relarively
lower returns for their efforts than farmers in other lines there is a
tendency to shift to the more profitable enterprises. For example,
if beef is low in price and dairy products relatively high, there will be
a noticeable shift ro dairy products within a few years. When egg
prices are low farmers will cut down on egg production. On the
other hand. it is difficult for cotton or wheat farmers to shift to higher
priced products, and consequently they do so more slowly.

The following pages will show the effects of present duties on
prices of dairy products, the possibility of increasing prices by in-
creasing the duties. and the possibilities of further enlargement of the
domestic markee chrough displacemenc of imported dairy products.
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TABLE 3

United States Production of Creamery Butter by Months, 19221832
(in thousand pounds)

Month

! 1822 | 1928 | 1024 | 1926 | 1926 | 1927
Total.............| 1,158,615 | 1,242,214 | 1,356,080 | 1,361,526 | 1,451,766 | 1,466,852
damaary._] - 73,605] 83,688| 87468| 87,121| 97,8931 94,347
February.. .. 67,405 | 74,134| 86,7311 80,218] 94922] 83142
Mareh.. o 79,5321 883111 95,760 923021 112432] 109259
April 86,623 100,547 | 106,012| 107,023| 121,049] 120,770
May o, 132,351 | 134,350 | 139,954 | 145478 155,912 165313
TN 150,0341 158,371 | 161,992 | 164,253 | 178,276 | 184,035
Judyo ] 185,281 138.278| 164433 | 158.920| 159.554 163,903
Angust.... .. 1141601 1208021 137,836 | 136,738 | 133,204 | 143464
September | 92,350 | 102,2731 115,102 | 108325 | 116,732 | 113555
Oetobor Poo83070( 89,297, 100,536] 104,520 103,068] 104,665
November...._ 68,628 74909| 77,292| 05492| 88481 86,238
December........| 70,614| 77,254 __82964] 91,136| 90853] 83164
B [ 1828 { 1m2s | 1as0 | 1931 | 193za |
Total ... . .. | 1,487,049 [ 1,597,027 | 1,595,231 : 1,667,452 " 1,653,250 |
Januarvo. [ 10,0451 103,519 108,382 118.354] 121,685
Februayy._ 99,3941 99,963| 102,252] 109,596 ‘ 119,404
Mavehoo ] 11,777 114,404 | 115,679] 196,792 | 120,198
April | 118,849 133,684 133,271 145367 137,923
May. oo 156,204 174,341 | 184,385 | 183783 | 184,134
June | 181,037 ) 192,869 189,788 104,25G| 186736
July 167,601 | 185,31?{ 167,569 | 161,296 | 159,162 |
Augnst 145,430 152,192 137,420 140,395| 143.763 |
September..__ [ 1194997 123,582 | 122,580 120,936] 124.012 |
October.......__| 105894 118,116( 120.247 | 126,569 1 119,327 |
November.. . | 87,745' 97,186 101,974] 117,035| 108927 |
Decerher....... .| 92484| 101,854] 111694] 123,073| 118979

a Pl;elirﬁin_.;a,ry.
Source: V. & Department of Agriculture, Handbook of Dairy Statistics, 1028,
b 38 for data through 1926. Trom 1926 te 1939 from U. 8. Departnient of Agri-
culture, Burean of Agricultural BEeonomics,

normal).” In general, production moves up from the low point of
November and December until peak production is reached in June,
from which there is again a decline until November.

Consumption. Normally our consumption is approximately
equal to our production. Both exports and imports are small: from
1830-1915 exports amounted to less than 3 per cent and imports to
less than one per cent of domestic consumption. Since 1923 the
trend of both exports and imports has been downward.’ (See Fig-

! 8nadgrass, Katherine, Margarine as a Butter Substitute, Food Research In-
stitute, Stanford University, California, December, 1930, . 209,

2 During the World War exports increased and remained large between 1919
and 1923, the period of relatively large imports. (A large proportion of our
cxports go to the West Indies and Central Ameriean Countries, Some of this
movement is maintained in years of net imports becavse of permanent trade con-
neetions,)
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U, & Imports and Exports of Butter, 1890-1932
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Figure 3, Normally our consumption of butter is approximately equal to our
production. During the World War exports increased and remained large be-
tween 1919 and 1923, the period of relatively large imports, but since that time
the trend of both exports and imports has beem dowanward. Our exports go
largely to the West Indies and Central American countries and even in Years
of net imports some of this movement is maintained because of permanent trade
connections,

ure 3.) Table 4 shows U. S. total and per capita consumption of
butter, net imports as absolute amounts and as a percentage of toral
butter consumption, and oleomargarine consumption as a percentage
ot the total butter and oleomargarine consumption for the years
1920-1932. From this table it can be seen that United States im-
ports of butter amount to a very small percentage of our total con-
sumption and in some years, especially those since 1929, were actu-
ally exceeded by exports. Table 4 brings out the significant facr
that while the United States in 1932 actually exported more butter
than she imported, oleomargarine consumption was more than 8 per
cent of her total butter and oleomargarine consumption.

The consumption of butter is relatively stable from year to year,
but there is a seasonal variation in both consumption and price. This
indicates that the price at which varying quantities can be sold at
different times changes considerably. Consumption, although it fol-
lows the same seasonal variation as production, does not fluctuate as
widely. Thus consumption (based on the period 1917-1929) varies
from 80 per cent of normal in February to 120 per cent in May.’
Cold storage makes possible preservation from surplus to deficiency
seasons and tends to lessen seasonal fluctuations in price. Much
butter is put into storage during the summer months and taken our
in the winter months.

3 Snodgrass, Op. Cit., p. 216.
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TABLE 4

U. 8. Consumption of Butter, Total and Per Capita
Net Butter Imports, Total and as % of Consumption
Oleomargarine Consumption, Total and as % of Combined Butter and
Oleomargarine Consumption, 1920-1932

Butter Consumption Ner Imports %g;’;ﬁflﬁﬁ'
Per cont
Year A t 13 | Amount l E;rt;’:aﬁt Amount hg{tggt::m
(1,000 1bs.) | Capita | (1.0001bs.) | consutmp. | (1,000 1bs.y | eloomar-
tion consump-
| __tion
1,553,590 14.7 19,996 1.28 359,966 | 18.81
1,725,733 16.1 10,544 .61 210,210 10.86
1,796,053 | 165 3,980° 22 179,627 9.09
1,876,770 17.0 17,885 95 225,461 10.72
1,976,905 174 11,148 .58 229,872 10.42
2,006,303 174 1,869 .09 232,363 | 10.38
2,088,150 17.8 2,646 A2 242,710 10.41
1,990,842 17.6 4,017 .20 274,577 12.07
2,080,316 17.3 761 (04 317,465 13.24
2,111,530 176 | 951 58 353,129 14,29
2,119,452 17.8 482+ 02 321,360 | 1317
2,173,066 18.3 1¢2s 004* | 226,792 .45
19: p— ::2,1_98,335"_ _ 18.4p 591~ 03 1 198232 8.27

a Net exports.i
L Preliminary.

Source: U. 8, Department of Agriculture, Bureau of Agricultural Eeonomies; and
I". ¥, Department of Commeree, Bureau of Foreign and Domestic Commerce.

This seasonal variation in sales is not explained wholly by in-
creases or decreases in oleomargarine consumption. It appears that
the consumption of fats is relatively inelastic, and that when butter
consumption is curtailed the consumption of other fats is increased.
However, “it must be remembered in this connection that there are
many other ways of obtaining fat in the diet than through spreads
for bread. In winter the consumption of meat is relatively high, and
gravies are used more freely than in summer. These are both im-
portant ways of increasing the fat in the diet. In summer, on the
other hand, sandwiches and vegetables, both of which require but-
ter or a similar spread, probably increase in use. These seasonal
dietary variations help to explain the relatively low consumption of
butter in the winter months. (If in a diet one must depend on the
vitamins in the spreading materials, then butter must be chosen and
not margarine.)
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“But there can be no doubt that price plays a very important
patt in determining the rate of consumption of butter. Because of
the inevitable seasonal characteristic of butter production, butter
prices rise markedly in the winter, as compared with the summer.
Primarily because of this rise, but for other reasons too, as noted
above, consumption is much curtailed in winter. Among those fam-
ilies where butter is used as a spread it is spread thinner; among those
who also use it for cooking it is used less generously than in

RN
sumimer,

Factors Determining Prices.  In view of the comparative
stability of annual production and consumption the price movements,
other than seasonal, are due chieflly to changes in general business
conditions, price levels, and factory payrolls. Demand has been a
more important factor than supply during the last few years, because
the purchasing power of the public has changed more radically than
has the production of butter. Approximately the same amount of
butter per capita will be sold during good times as during bad times.
It is the price, not the quantity, which varies.

There is a close correlation between butter prices and business
conditions. This is true whether business conditions are measured
by composite economic series in the form of an index of business
activity, or an individual series such as factory payrolls. An examin-
ation of the movement of factory payrolis and butter prices shows
that these two series move closely together.” This does not necessar-
ily indicate that fluctuations in butter prices other than seasonal are
due solely to fluctuations in factory payrolls. They are probably due
to changes in business in general with all that they entail. Observa-
tion, however, does indicate that factory workers are affected much
more by changes in their pay envelopes than are other more pros-
perous classes.

Another factor determining the price of butter, discussed more
in detail hereafter, is the substitution of oleomargarine for butter.*
Some substitution occurs normally among some people at all times
and may, therefore, be termed “normal substitution”. Additional sub-
stitution occurs when people who do not ordinarily use oleomargarine
begin to substitute it for butter because (1) the price of butter has
risen or (2) their purchasing power has been reduced due to business
depression and unemployment. Substitution due to a rise in price

*+ 8nodgrass, Op. Cit., p. 252,
%See Vial, E. E. The Dalry Situation and Outlook, December, 1832, U. 8.
Department of Agriculture, Washington, D. C., Mimeographed Ruport, p. 3.

8 Ree Chapter 1V,
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may be termed “price substitution” or “price competition”, and sub-
stitution due to business depression may be termed “cyclical substi-
tution”, since it occurs with the business cycle.

Oleomargarine is used as a spread, not because it is preferred
to butter, but because it is cheaper. Since it is also used for cooking,
it does not follow that if the production of oleomargarine should be
entirely prohibited the consumption of butter would be increased pro-
portionally.  Other oils or fats would be used more than now for
cooking. Furthermore, since many laboting people use oleomar-
garine because they cannot afford butcer, the price of butter would
not be greatly and certainly increased merely by prohibiting the sale
of oleomargarine. Higher butter prices are conditioned upon a
higher income for the working population in order that the workers
may have the ability as well as the desire to buy butter.

Competition

Before the World War, Canada was our chief competitor for the
United States market. For the five year period, 1909-1913, over
half of our butter imports came from Canada. Toral imports during
this period, however, were very small and were exceeded by exports.
Since the War, Denmark and New Zealand have displaced Canada
as the principal source of United States imports.

TABLE 5

United States Butter Imports from Principal Countries,
Average 1909-1913 and annual 1920-1931

Period I Denmark | Canada ] Zelgf::d { Australia i Argentina g;f::ﬂ‘?'
19409~ I I :

1513 ...} 232 545 8 54 | . 1,040
1920_.. ... ' 19,935 9,236 645 3 4,049 37,454
1921, ... | 12,238 2,846 969 1,434 696 18558
1922 .. 2,805 2,151 . 995 641 202 } 6,957
1923, ... 8,822 5,931 4,706 137 2,001 23,741
1924 .. [ 7,192 2,807 4,313 89 3,189 19,405
1925 ... 502 3,626 2,395 90 354 7.212
1926, ... I 1,497 340 2,088 456 1,024 | 8,029
1927.......... 1,103 392 3,408 3 334 8460
1928, ... 722 354 2,728 139 84 4,639
1929 . 983 156 1,343 37 63 | 2,773
1930......... | 911 188 970 129 2,472
1831.......... | 197 664 844 4 2 1,882
a Average.

Source: 1. S, Department of Commerce, Bureau of Foreign and Domestic Com-
neree, Annual Reports,
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Canada. Canada continued to ship on the average about 5
million pounds of butter to the United States each year from 1920
to 1926. Between 1926 and 1931 Canada shifted to an import basis
and during these years only negligible quantities were shipped to the
United States. During 1931, however, Canada returned to an export
basis, thereby increasing the competition between domestic and
Canadian butter producers.” (See Table 5.)

Denmark. From 1920 to 1924 Denmark was the chief ex-
porter to the United States, but since 1925 New Zealand has occu-
pied first place. In 1931 nearly half of the United States butter im-
ports came from New Zealand. Denmark can ship to England and
Germany cheaper than to us. Moreover, Denmark secures the top
quotation in London, which is the world’s largest butter marke:.
Since 1927 a strong British demand for Danish butter has kept ship-
ments to the United States very low. On the other hand, New Zea-
land can ship to the United States just as cheaply as to England, and
the possibility of diverting to the United States shipments en route
for England, or vice versa, strengthens her competitive position.

New Zealand.  Undl the summer of 1930 New Zealand and
Australia had preferential trade agreements with Canada which en-
abled them to ship butter into Canada with a duty of only one cent
per pound. In 1929 New Zealand shipped 34 million pounds of
butter to Canada. Considerable quantities of her butter were di-
verted to Canada during the period 1926-1930. However, on Octo-
ber 12. 1930, the Canadian tariff on New Zealand butter was raised
to 4 cents per pound and later increased to 8 cents. These duties
virtually checked New Zealand butter shipments to Canada and in-
creased the relative importance of the United States as a market.

Imports from Denmark are spread throughout the year, while
those from New Zealand are concentrated in the four winrer months
from December to March. It is during these four months that im-
ports have their greatest effect on prices, because demand is very sen-
sitive under the high prices characteristic of the winter season. Im-
ports from New Zealand, therefore, because of their large total vol-
ume and concentration in a limited period, constitute the chief for-
eign competitive element in the United States industry.

Our imports of butter in 1932 were the lowest since 1918, Ex-
ports exceeded imports by approximately one million pounds in

" The Canadian balance of trade in butter shifted from a net importation of
4,200,000 pounds during the first eight months of 1930 to a net export balanee
of 2,400,000 pounds dering the same period of 1031. See Olsen. Nils A.. The
Outlook for the Dairy Industry—Address given before the National Dairy Feder-
atien, Chicago, Tllinois, Necember 3, 1031, Mimeographed publication of the (.
R, Departwent of Agrienlture, Burean of Agricultural Feonomics. p. 7,
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1929, by one-half million pounds in 1930, by one-tenth million
pounds in 1931, and by one-half million pounds in 1932, ({See
Table 6). These data indicate that competition from foreign coun-
tries is comparatively small and that it is smaller now than ic has been
for several years. Table 5 shows the United States imports of but-
ter from principal countries, average for the period 1909-1913 and
annually from 1920 to 1931.

TABLE 6
U. 8. Imports and Exports of Butter, 1890-1932 (in thousand pounds)
(Endil}?.‘?;ne 30) l Tmports l Exports | (Endiane.?ufne 30y | Tmports l Exports
1890............. 76 | 20,748 | 1913 1,162 3,586
1891 oo 381 | 15,187 1914 .| 7842 3,694
1802 .| 114 | 15047 1915...o....... / 3,898 9,851
1893 ... 73 8,920 1916} 713 | 13487
1894 . 144 | 11812 1917.........,......’ 524 | 26835
1895, .. 72 5,599 1918......coooo.. 1,806 | 17,736
1896 _......... 52 | 19374 | 1919, 1131 | 33,740
0 _ J_;
1808777 % | 3o | 102 20771 | 2m1s6
1899, 24 | 20248 | 19l 34 L 7,820
1900... ... 50 | 18266 | cgoq

1901 04 | 93044 y 8L 18008 | S
1902 ... 454 | 16,002 1095 T oot Saa0

------------- Ay - ¥
1903 207 8806 || yo7u 15 405 b
1904 oo 154 | 10,718 | gedeee Yot K aas
1905 593 | 10071 | g 599 583
1906 .......... 197 | 27,361 Togp T | 460 V343
1907 .. 42 | 12545 Togg T 659 %298

- o 2] ¥
1908 ... 781 6,463 1929 5773 3794

1909, .. 646 5,981 e 2T ,
1990 1,360 3,141 1930............| 2472 2,954
1911 .| 1,008 4,878 1931 1,382 1,984
1912 | 1026 6,092 1932....... 1,014 1,605

Source: I_I._S._Dgﬁft_ment of —Cf;m—ﬁerce, Bureau of Fbﬁign and Domestic Com-
merce, Monthly and Annual Reports.

During the last few months of 1931 the unusual financial de-
velopments in several foreign countries changed the relationship be-
tween domestic and foreign prices and increased competition from
foreign countries. The abandonment of the gold standard by
England and other north European countries widened for a short
time the margin of domestic over foreign prices to the extent of the
import duty rates.®

87Tn the middie of October, the expert priees of butter at Copenhagen and
No. 1 butter nt Montreal were about 15 cents lower than the price of H-score
butter at New York, and several carloads of Canadian butter were imported over
our l4-cent tariff wall. The decline in domestic prices during the latter part of
October, however, reduced the margin of domestie over foreign prices and stopped
imports.””  Sec Olsen, Nils A.. op. e¢it, p. 7.
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Methods of Measuting the Effects of the Duty

It was indicated above that domestic production and consump-
tion of butter are quite evenly balanced. Imports and exports are
almost negligible. Consequently, unlike cotton, wheat, corn, and
pork, which are definitely on an export basis, or sugar, which is defi-
nitely on an import basis, butter is practically on a domestic basis.
With the exception of a few imports, principally from New Zealand,
the American producer has the American markee, To what extent
is this due to the tariff? How much does it benefit the farmer? An
attempt will be made to answer these questions in the following pages.

The purpose of the duty on butter is to protect domestic pro-
ducers from foreign competition. Propagandists often assume, rath-
er naively, that any increase in any duty will bring about an increase
in price. The fallaciousness of this contention has been abundantly
demonstrated in recent years. A duty may affect imports and prices
greatly, moderately, or not at all.

Difficulties in Measuring the Effects of the Duty.
While the effect of a duty on imports is partly revealed in the statistics
of imports, its effect on price is not so easily discernible. Moreover,
its effect on imports and prices is not necessatily correlative. A duty
may prohibit or greatly restrict imports without significantly changing
the domestic price. On the other hand, as in the case of sugar, 50
per cent of the domestic consumption may enter over the tariff wall
and domestic prices increase by virtually the amount of the duty.

The effect of the butter tariff cannot be assumed; it must be
demonstrated, It operates differently under different circumstances.
Since many circumstances affect supply and demand and, therefore
price, it is difficult if not impossible to determine to what extent these
absolute price movements are due to the duty, or to say whether
prices are absolutely higher than they would be if the rariff did not
exist. It is possible, however, to ascertain to what extent prices are
higher in this country than abroad and to make some estimate of how
much of this difference is due to the tariff and of the benefits to the
American producer. This analysis will show thar during the last dec-
ade the burtter duty has been to some extent the cause of higher .
prices. The price differential has usually been less than the amount
of the duty and has varied from time to time.

The Price-differential Method. If there were no rariff
barriers and if trade movements were free and undisturbed, prices
for the same freely exchangeable commodities in the different mar-
kets of the world would tend to be equal. Any great differences
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would result either in increased or in restricted movements of com-
modities from surplus to deficit areas until prices got back into line.

A comparison of the domestic price of 9Z-score butter in New
York and the price of New Zealand butter in London will show
whether or not American prices are lower, equal to, or higher than
the world price. If the domestice price is below or equal to the
world price, it is almost conclusive evidence that the tariff has had
no direct effect upon domestic butter prices—it has neither raised
nor lowered them. While the direct effect of a duty may be nil or
negligible, it cannot, except under extraordinary circumstances, be
negative. If the American price is higher than the world price after
due allowance is made for other factors, the price differential may
safely be attributed to the tariff.

Ascertaining the effect of a duty by measuring the difference
between domestic and London prices and attributing the differential
in favor of domestic prices to the influence of the duty, allowing for
other price factors, may be called the price differential method. This
method is particularly applicable in the case of burter. The duty on
butter has been changed four times since the World War. Thus,
ptice differentials existing before the tariff was changed may be com-
pared with those existing afterwards, while the period as a whole is
characterized by relatively stable prices.

The tariff on butter was raised from 2.5 to 6 cents per pound
in 1921, to 8 cents in 1922, to 12 cents in 1926, and to 14 cents in
1930.  As a result, the years 1923-1925 inclusive and 1927-1929 in-
clusive present two periods characterized by a relatively stable price
level, the former with an 8-cent duty, the latcer with a 12-cent dury.
It the principal price-making forces during these two periods are an-
alyzed and properly appraised, the approximate influence of the 8-
cent and 12-cent duties on domestic butter prices can be determined.

After the appraisal of the ptice factors has been made. the re-
sultant differential is not what might be expecred. Usually a duty
will create a full differential between foreign and domestic prices, if
the product is on an import basis. Butter is imported, bur the actual
differential is an amount entirely different from the amount of the
duty. Sometimes it exceeds the duty; at other times there is even a
differential in favor of the foreign country; but most of the time the
differential is equal to only a part of the duty.

This partial differential can be explained by the fact that we are
virtually on a domestic basis. If we were on a definite import basis
there should be a full differential (a differential equal to the amount
of the duty), and if we were on a definite export basis there should
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be no differential unless there were centralized control of the domes.
tic market which could dump our surplus in the world marker.

A little more domestic butter than normal puts us on an export
basis or a little less puts us on an import basis. We are so close to
the boundary line that we may be actually on an export basis for a
given month as a whole and yet find it profitable on certain days dur-
ing that month to import butter. Figure 4, which shows daily whole-
sale prices of 92-score butter at New York from November 1, 1930,
to February 28, 1931, indicates that domestic prices fluctuated by as
much as 9 cents a pound within a given month during this period.

Daily Wholesale Prices of Butter, New York
CENT B

1 <| Figure 4, Demestic hutter pricos in
our principal markets change consid-
’ 272bly from day to day, fluctuating by
- a3 much a: 9 copts a pound within a
given month in the New York whale.
sale market during the period covered

kets aiso show fairly wide shert-time

- 7 in the figure. Prices in foreign mar.
F1.3 = \ J uuctuations, and since these do not
~ N : always coincide with Auctwations in

A Ht‘! ul:l

domestic Prices alert traders find a
acofit in shipping butter to New York

B : - ducing some manths when the aver.
| . age price would indizate a loli. Priges
: used in Fiyure 1 are for 92 score.

“T'.'-u'mmum. wri."_mn“uuumlmllullau-n'n'lllluluuuu;lm :m.l-.m.u?&‘"
DEC JAN FEB
193 1930 [1:2 1] Ha
Prices in foreign markets also show fairly wide short-time fluctua.
tions, and since these do not always coincide with the fluctuations in
domestic prices alert traders find a profit in shipping butter to New
York during some months when the average price would indicate a
loss.” The author just cited, Mr. Wright, proceeds in pages 159 and
160 of his book to show clearly some of the factors causing prices in
the domestic market to fluctuate widely within a given month. Afrer
considering daily receipts, daily prices, and all imports or expected
imports in the New Yotk market for the months from November to
April. 1924-1927, he draws the following conclusions:

1. “Receipts from domestic sources vary greatly from week to
week and even from day to day. The receipts on two successive days
or for two successive weeks sometimes differ by as much as a million
pounds. Imports for an entire week are generally less than the daily
flucruations in receipts from domestic sources.

2. “The daily fluctuations in price vary much less than the
daily fluctuations in receipts from either domestic or foreign
sources, and appear to have little or no connection with them. That

®*'In 1924 though the average in New York was only 1.1 cent higher than
the averape price of Danish butter delivered in New York, snd in spite of anm
cight-cent Jduty, imports of butter amounting in all to 19.3 million pounds, were
receivad.’’ See Wright, P, 3., The Tarif on Animal and Vegetable Oils, New
York. 1928, p. 156.
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is, an increase in receipts is about as likely to be followed by an in-
crease in price as by a decrease. The reason for this independence
is to be found in the fact of cold storage. If the price shows a ten-
dency to decline because of large receipts, butter goes into cold stor-
age; if the price shows a tendency to rise because of small receipts,
butter comes out of cold storage and appears on the market.

3. “The dominance of the New York market is not so great as
s usually contemplated. Other markets, especially Chicago, have an
independent price-determining influence. . . . .

4. “The fluctuations in price are not based simply on conditions
of supply and demand in the New York market but are based on the
varying estimates of New York dealers, estimates which take into ac-
count many factors—reports as to production, actual and prospective,
in creameties; prices in Chicago and in foreign markets; receipts, im-
mediate and prospective from domestic and foreign sources; stocks
in the hands of the ‘trade’; and the normal seasonal demand.”

Weekly Wholesale Prices of 92 Score Butter at New York and

of Finest New Zealand Butter at London—January-Dec,, 1931
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Figure 5. The differential between domestic and foreign butter prices fluctuates
from day to day and from week to week within g givenr month. The fact that
we are intermittently on an export and aun import basis, keeps the differential in
4 constant state of flux and cqual, on the average, to but a part of the duty.

Figure 5 shows weekly wholesale prices of 92-score butter at
New York and of finest New Zealand butter at London, January-
December, 1931, From this figure it can be seen that the differen-
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tial between domestic and foreign prices fluctuates from week ro week
within a given month. Thus the relationship between prices in do-
mestic and foreign markets is in a constant state of flux. For very
short periods, prices in domestic markets may rise high enough above
world market prices to permit profitable importation. But with in-
creased receipts of domestic supplies we may be on an export basis
the following week and domestic prices may fall to a point below the
profitable importation level. If this condition lasted for any consid-
erable length of time domestic prices would soon adjust themselves
to the level of prices in the world market, Or if we stayed on an
import basis for any considerable length of time, domestic prices
would soon adjust themselves to a level above world market prices
by the amount of the duty. But since we are intermittencly on an
export and an import basis, or so close to the neutral zone between
the two that we are virtually on a domestic basis and our markets
are, for a time at least, subject to purely domestic factors, an average
differential equal to only a part of the duty usually prevails between
domesic and foreign prices.*

As evidence for these conclusions the seasonal character of the
differential may be cited. In the winter months when we are ordi-
narily on a much more decided import basis than during the summer
months, the differential between domestic and world market prices is
greatest. This indicates that when we are on an import basis for a
considerable period, domestic prices tend to rise above foreign prices
by the amount of the duty. But during the summer months when
heavy domestic supplies may bring us to an export basis, domestic
prices tend to equal world matket prices, and in seasons of unusually
heavy domestic supplies may go somewhat below them.

In the following chapter the effects of each of the recent duties
on domestic butter prices will be discussed. The reader will find
from these pages that during most of the time under each duty a dif-
ferential between domestic and world market prices equal to only a
portion of the duty was maintained. To explain this partial differen-
tial, not only will the factors causing fluctuations in domestic and for-
eign butter prices be analyzed, but also an attempt will be made to ex-
plain why prices in these markets do not by any means always fluctu-
ate together, causing the differential to vary from time to time.

ln every month in the entire period 1920.1932 there were both imports
and exports, Accordiag to Wright, ‘‘some of this trade is te be accounted for
by differences in quality and by established trnde comnections. Danish butter is
somewhat different in its composition and flavor from 92-seore creamery and is
imparted in substantial quantities even when its priee js higher. Exports eon-
sist partly of canned butter for the tropics’’. Wright, P. G., op cit, p. 155.
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TABLE 7

Prices: 92-Score Butter at New York and Finest New Zealand Butter

at London, by Months, 1922.1932

1922 | [ 1925 ‘;:
Month |y g | Bow ot v | g | B v | e [
don don dan f:‘
Average....| 40.7|37.3] 3.4|468(37.7| 9.1 42.6)/38.7| 3.9 453 413| 4.0
Janoary... | 37.5) 259116 52.2;41.0]11.2Jr52.9|40.7}12.2‘40.6;37.2, 3.4
February....|37.2]27.6| 9.6 711504385 11.9[(40.8.38.4} 2.4
Mareh.........| 38.4131.9| 65 6.9 46.9[335|134)476 393 83
April..... 377365 1.2 125138813091 79,447 381 66
May...... .36.8(34.8 2.0 29.9[11.7 1 38.7 | 33.3 5.4J 429:37.6! 5.3
June 36.7140.3|-3.6)38.4/31.6| 6.8]41.5/342] 7.3]426 408' 13
July.... . 36.2143.41-7.2139.2(33.3| 5.91405|47.21-0.71424 428 04
August......... 35.4140.5]-5.1 1368 7.1138.4141,01-2.6435 43.6 ' -0.1
September._.| 41.0 | 42.7 | -1.7 39.8| 6.237.9 1421 [-42]/47.6. 450 2.6
October........| 46.0 42.8‘ 3.2 396} 7.9(38.5/45.0| 65510 486! 2.4
November__{ 50.7 ]| 42.8| 7. 39.9112.5/42543.8]-1.350.6 455 5.1
December..... 542381161 54.7{42.0112.7(|44.7{44.2| .6/ 49.238.7 1 10.5
1926 1920
Average......| 44.4(36.7| T.7(47.3(36.7/10.647.4|385| 8.9145.0,37.3 7.7
448138.0] 6.8 11.5148.8 13.8(47.9 401} 78
448(382| 6.6 13.5] 46.6 10.7149.9 376 12.3
431379 5.2 1531 49.4 11.5] 48.5 . 36.3 1 12.2
39.637.9| 1.7 17.3(/45.5 81(451135%. 9.6
| 409|372 3.7 8.5 44.9 7.6143.5.361 7.4
41.2]383] 29 6.3( 441 5.5048.5 368 6.7
J405]37.2| 33 6.3 44.9 45(424137.21 52
416(379| 3.7 5.1|/46.9 63435 374 6.1
September..J 44.3 135.8| 85 6.6 48.8 85/46.2 386 78
October. .| 46,7 |32.1]14.6 9.7( 47.8 797456393 6.3
November...| 50.3[32.6 | 17.7 1.3| 50.6 11.7! 4271375 52
December....| 54.537.3|17.2 521505 1051411 35.2:.5.9
1030 1 |
36.528.3| 8.2|28.4(243| 4.121.0{17.3] 3.8’
36.6133.8| 281285/26.3] 221236{162| 7.4;
35.7132.71 3.0 12]225(17.2( 53
37.3130.01 7.3 17(122.6| 3.7
.. 385274111 1.0/ 20.1 9
| 348(28.01 68 -11718.8 16
32.9128.8| 4.1 -2.2117.0 1
13521298 5.6 -1.0)182 8
38.9129.0) 9.9 230203 25!
September...| 39.8|27.6]12.2 8.2 208 18.6]| 2.2
October........ 40.0 124.9115.1 11.6]20.7(181!) 2.6|
November.. | 36.1]23.4|12.6 20.3110.6y 23.3(15.3| 8.0.
December.... | 322124.0| 8.0]306/17.3113.3/241[13.7]10.4

Source: New York Prices from TU. S,
Agricultural Economies,
Tariff Commission,
from U, 8. Depart

Department of Agriculture, Bureau of
London prices from 1922-1928 inelusive from U. 8.
Aunual Report, 1929, p. 188. Londen prices from 10826 ta 1932
ment of Agriculture, Burean of Agricnltural Economies.



Chapter III.  Effeces of the Burter Duties, 1920-1932

This chapter will discuss the influence on prices, production,
and trade, and the benefits to producers and burdens to consumers
resulting from the butter duties.

Price Effects of Recent Duties

Comparable grades of butter quoted in New York and London
will be used to make comparisons for the purpose of measuring the
price effects of the tariff. New York prices are those quoted on 92-
score butter and London prices are those quoted on finest New Zea-
fand butter,” and reduced to American cents by using the average
monthly rates of exchange as quoted in Federal Reserve Bulletins,
The gross differential between these prices will be shown by a com-
parison of monthly average prices.” (See Table 7). This differen-
tial is plotted in Figure 6 and shows when New York prices are above
London prices and when they are below. -

Monthly Average Wholesale Prices
of 92-score Butter at N. Y. and of finest New Zealand Butter at London 1922-1932
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! Members of the butter trade are divided on the question of the ecomparn-
bility of prices of best New Zealand butter in London and prices of 92.gcore
butter in New York. New Zenland butter usually sells a little below 92-score
butter prices in New York but a little above 91-seore butter prices, so that prices
of New Zegland butter in London are not exaetly comparable with either 92-
sepre or 9l-score butter prices in New York. But since prices of 92-score butter
in New York seem to be the standard or norm around which prices of all other
domestic butters tend to fluctuate, New York prices for 02-score are used in pref-
erenee to prices for 91-score.

2The reader should keep in mind the fact that the differential hetween
lomestic and world market prices varies greatls within the moath. In spite of
this shorteoming these datn are the best obtainable since London daily quotations
are nut available,

Page 45
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When New York prices are equal to or below London prices,
allowing for freight and other factors, it is obvious that the tariff is
wholly without direct effect on American prices. As will be shown
below, the tariff was virtually ineffective’ from the summer months
of 1924 until the latter part of 1925.
When New York prices are above London prices it is necessary
to inquire whether the differential is due to the ducy. It is clear of
course, that the size of the differential may change from rime to time
for any one or a combination of the following four reasons:
1. A rise in the New York price due to—
a. An inctease in domestic demand.
b. A decline in domestic supply.

2. A fall in the New York price due to—
a. A decline in domestic demand.
b. An increase in domestic supply.

3. A rise in the London price due to—

a. A decline in the world supply.
b. An increase in the world demand.

4. A fall in the London price due to—

a. A decline in the world demand.
b. An increase in the world supply.

It is possible that the influence of a combination of the above
factors might cause the differential between domestic and world
market prices to exceed the duty. Obviously, when the differential
exceeds the duty it cannot be attributed wholly to the influence of
the duty. For example, a duty of 12 cents cannot, in and of itself,
maintain a differential greater than 12 cents. But a differential less
than the duty may be taken as a measure of the direct or actual
effect of the duty on domestic prices since without the duty prices in
domestic matkets would tend to equal prices in world markets. Inso-
far as various price-making influences affect the size of the differen-
tial so that it is less than the duty, they have, so to speak, “offset”
in part the theoretical influence of the duty, which is to maintain a
differential equal to itself.

The following discussion will point out the price factors that
were at work in the domestic and world markets in order to deter.
mine the direct or actual effect of the butter duties in maintaining
domestic prices above world market prices during 1920-1932,

3 By the term ineffective is meant that the duty had not sufficient influence
to make domestic prices higher than foreign prices. In other words, in epite of
a tariff wall, other price-making forces in the two markets exerted sufficient
influence to either raise foreign prices or lower domestic prices so that mo dif-
ferential between New York and London prices occurred.
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The Tarsff of 1921, Because of disturbed market conditions,
tt is practically impossible to measure the influence of the duty in rais-
ing domestic prices above world prices between May, 1921, and Sep-
tember, 1922, Indications, however, are that the duty was probably
more negligible than important.

The sudden drop in farm prices in 1921 was attributed by some
to imports from foreign countries. Whatever the cause may have
been, it was less simple and much more fundamental than a mere
matter of importations. On May 27, 1921, the Emergency Tariff
Act increased the duty on butter from 2.5 to 6 cents a pound. The
average differential of New York over London prices for the remain-
ing seven months of 1921 was 2.5 cents per pound, as compared with
8.5 cents per pound for the corresponding monchs of 1920.' Thus,
New York prices in relation to London prices were actually lower
under the 6-cent duty during 1921 than they were under the 2.5-
cent duty during 1920. This lower differential was due chiefly to
the fact that the decline in New York prices following the inflatcion of
the World War period lagged behind the decline in London prices
so far as to result in the wide differential noted for 1920. In 1921,
when London prices had reached their lowest point and had begun
to turn upward, New Yotk prices were still falling, and the differ-
ential in favor of New York was continually decreasing. In other
words, prices in the two markets were out of line during this read-
justment period. During such periods, when prices in both markets
are falling, but one more slowly than the other, a mere comparison
of the differential gives no approximation of the influence of the
duty. The differential cannot be auributed solely to the duty, be-
cause other known and unknown factors, largely incapable of meas-
urement, were at least in part responsible for the price spread. The
differential theory is, therefore, not easily applicable to this period.

The Tariff of 1922. On September 21, 1922, the Fordney-
McCumber Tariff Act was passed, increasing the duty on butter from
6 to 8 cents a pound. At this time London prices were above New
York by 1.5 cents a pound, but in October, one month after the duty
was increased, New York prices were 3 cents a pound above London
prices. In November they were 7 cents and in December, 16 cents
above. In other words, New York prices moved decidedly upward
following the increase in the duty. This does not prove that the in-

* These differentinls represent the spread between prices of 92-score butter
in New York and best Danish butter in London and are U. 8, Department of

Agriculture figures. (Depmark was our principal competing country during 1920,
121, and 1922
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crease in the duty caused New York prices to rise, since other factor
may have determined the direct trend, although it may be that th
duty kept New York prices above London prices by preventing th
markets from equalizing.

Just before the enactment of the tariff, prices in both New Yorl
and London had taken an upward trend, but the movement it
New York was enough faster to put the two markets about on a pa
by September. Conditions in the United States toward the latte;
part of 1922 were very favorable to better prices. The all-commod
ity price index in the United States rose from 138.3 in January, 1920
to 156.2 in December, 1922, indicating that the United States wa
recovering from depression and was embarking on a period of indus
trial prosperity. England, although she had begun to recover from
the effects of depression sooner than the United States, came upon :
temporary slump already beginning to be evident toward the close of
1922. The pound sterling dropped from $4.65 in January, 1923, to
$4.36 in December. In addition to this change in financial condi
tions, net exports of butter of the principal exporting countries were
much heavier in 1923 than in 1922, and Germany imported less than
three million pounds, so that there was a relatively heavy supply in
the London market which undoubtedly depressed London prices.
Briefly, the improvement in domestic demand tended to increase
New York prices at the same time that the increase in the world
supply and a decrease in the world demand tended to decrease Lon-
don prices. These factors working behind the 8-cent tariff wall are
principally responsible for the increase in the differential of New
York prices over London prices in the autumn of 1922 and for their
holding that increase during 1923.

If the tariff had not been raised in September, 1922, the differ.
ential probably could not have been as great as it was. The higher
tariff wall kept the two markets from equalizing and maintained a
greater average spread under these conditions than a lower tariff
would have done. Nearly 24 million pounds of butter were imported
into the United States in 1923 in spite of the increased duty, as com-
pared with approximately 7 million pounds imported in 1922, This
relatively large importation was induced by the wide differential be-.
tween New York and London prices, which averaged 9.1 cents dur-
ing 1923.° Obviously the duty was not the sole cause of such a
large differential because an 8-cent tariff, in and of itself, could not

*During five months of 1923 (January, April, May, November, and De-
cember) the differential averaged more than 11 cents, and during three months
(April, November, and December) it averaged more than 12 cents,
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raise New York prices 9 cents above London prices. The above-
mentioned price-making forces caused the differential to be as much
as 12 cents during some months and as low as 6 cents during others.
The 8-cent duty, however, helped to maincain an average differential
of 9 cents by hindering the adjustment of the markets except at a
differential higher than that at which they would have tended to ad-
just through imporcation with a lowér duty.

During most of 1924 London prices equalled or exceeded those
in New York. Consequently, it appears that the tariff had no im-
portant effect on American prices during that year. This change
from a differential favorable to New York to none at all, or one in
favor of London, was caused by certain factors tending to lower New
York prices and by others tending to increase London prices. The
factors tending to lower New York prices were an increase in do-
mestic supply and a decrease in domestic demand. On the other
hand, a decided increase in foreign demand, coupled with improved
business conditions in England, tended to increase London prices.

The index for United States production of butter in 1924 rose
to 151, with production in 1920 as 100. Butter in storage reached a
new high point in September, which gives some indication of the
glutted condition and increased domestic supplies in our markets in
the last eight months of 1924. The all-commodity price index fell
nearly 10 points from June, 1923, to June, 1924, and per capita but-
ter consumption decreased slightly from the previous yearly increase
over 1920.° This tapering off of the yearly increase in demand,
coupled with the increase in domestic supplies, depressed New York
prices so far that the influence of the tariff was completely nullified.
No matter how high a tariff the American farmer had had during the
last half of 1924, it would have been of no benefit. From May to
December of that year, exports were greater than imports and for five
months in a row (July-November) New York prices were actually be-
low London prices.

In addition to the decline in New York prices due to the above
factors, an improvement in general business conditions in England,
together with an increase in the German demand for butter, tended
to increase London prices. The improved condition of business in

" Per capita butter consumption was 17.38 pounds in 1924 gs compared
with 17.0 pounds in 1923, 16,5 pounds in 1922, 16.1 pounds in 1921, and 14.7
pounds in 1820. Thus, while the per capita consumption in 1924 was greater
than per eapita consumption of any of the previous four vears, the increase from
1013 tn 1924 was not as great as the yearly increase in any of the four previous
years
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England is indicated by the rise in the rate of exchange of the pound
sterling from $4.27 in January, 1924, to $4.70 in December, 1924,
Evidence of the increase in the German demand is the increase in
imports into Germany, which totalled 118 million pounds in 1924, as
compared with an importation of less than 3 million pounds in 1923,
Germany is the second largest butter-importing nation in the world,
and increased demand thete reduces accordingly the supplies which
are likely to reach the English market. This increase accounted for
much more than the increase in exports from the principal exporting
countries and consequently decreased the amount shipped to Eng-
land. These domestic and foreign conditions evidently were of suf-
ficient importance to change the differential in the summer of 1924
from one in favor of New York to one in favor of London, so thar
the 8-cent tariff was wholly without direct effect on American prices.

During 1925 continued heavy production in the United States,
with a static per capita consumption,’ kept New York prices down
close to the London level during 1925. On the other hand, London
prices were strengthened by a great increase in German demand (the
German market took nearly twice as much butter in 1925 as in
1924) whichdecreased the supply shipped to England, at the same
time that exports from several of the leading exporting countries
either remained static or decreased slightly.

New York prices averaged only 4 cents above London prices
during 1925, and only 7 million pounds of butter were imported.
During the greater part of the year the United States was virtually
on a domestic basis, although for a short period in the summer
months she was on an export basis and for short periods at other
times throughout the year (especially during March and December)
she was on an import basis. The differential ranged from 10.5
cents above London in December to .4 cent below in July.

The Flextble Tariff of 1926. On March 6, 1926, Presi-
dent Coolidge raised the duty on butter from 8 to 12 cents a pound,
effective April 6, 1926. Under this 12-cent duty New York prices
averaged 9.1 cents above London prices for the period of 1927
1929, as compared with an average differential of 5.7 cents for the
three years 1923-1925 under an 8-cent duty. This amount should
not be taken as the exact measurement of the direct or actual effect
of the duty on domestic prices, however, because during three
months in this three-year period, the differentiai exceeded the duty

7The produetion of butter in the United States increased from 1,356 mil-
lion pounds in 1924 to 1,361 millien pounds in 1925, Per capita consumption
wns approximately the same in 1925 as in 1924 so that the usual annual inerease
ot ubout w half pound per person did not occur to strengthen prices,
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by as much as 3 cents,® indicating thar other factors were exerting a
direct influence on the differential.

New York prices started upward immediately after the 4-cent
increase in the duty became effective, and in November, 1926, were
nearly 18 cents above London prices. The principal factors account-
ing for this increase in the differential are two: (1) the improvement
in general business conditions and demand in the United States, and
(2) the depressed business conditions and decreased demand in Eng-
land and Germany.

Industrial prosperity marked the year 1926 in the United
States. Wages and employment conditions were good, manufactur-
.ing enterprises showed an upward trend in production and profits,
and the stock market was strong.  The purchasing power of the
masses was high and demand was firm. These factors tended to in-
crease domestic butter prices.

On the other hand, 1926 witnessed a reversal in the London
market from the strong demand and good prices typical of the latter
part of 1924 and the early part of 1925 to0 weak demand and low
prices. The English coal strike was a large factor bringing about this
reversal. Great Britain did not increase her importations by any-
thing like the rate of the previous year. The same can be said of
Germany."  As a result, the demand for butcer in these two markets
was not as great in 1926 as it had been in 1925 and prices declined.
World production was much heavier relative to the demand in 1926
than in 1925. Consequently, London prices tended to fall,

The 12-cent tariff did not keep out imports in the winter months
of 1926.27. Two million pounds a month came in during Decem.
ber. 1926, and March and April, 1927. Just twice as much butter
was imported during the five months of December, 1926, and Janu-
ary, February, March, and April, 1927, as was imported during the
same months of the previous year. It is impossible to say how much
would have been imported in 1927 had we had an 8-cent instead of a
12-cent tariff. It is significant, however, that imports dropped from
more than two million pounds in April, 1927, to less than 300,000
pounds in May, when the differential dropped from 17 cents to 8.5
cents. It would still have been just about worth while to export to

*In March, 1927, the differential amounted to 15.3 cents, in April of the
same Year to 17.3 cents, and in the following December to 15.2 cents.
®in 1926 Germany increased her imports of butter by less than three million
pounds. whereas in 1925 she had increased them more than 85 million pounds,
tircat Britain inereased her imports but 10 million pounds in 1926, as against
© million pounds in 1925,
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butter prices improved, increasing from 33 cents a pound in June,
when the 14-cent tariff was passed, to 40 cents in September. The
differential in favor of New York prices increased during the same
period from 4.1 to 12.2 cents.

At the same time, prices of New Zealand butter in London de-
clined, due principally to the accumulation of large stocks of this
butter in London,™ and to the withdrawal of Canada as a market for
New Zealand butter.’® Prices of 92-score butter in New York aver-
aged 15.1 cents above prices of finest New Zealand butter in London
in October, 1930. This price spread was such as to make sizable im-
potts from the southern hemisphere possible over our 14-cent tariff
wall.  Domestic prices, however, receded before imports began com-
ing in," due principally to an increase in domestic supplies, coupled
with continued business depression and unemployment, which weak-
ened domestic demand.

During the winter of 1930-31, the differential in favor of New
York was so small that the 14-cent tariff was almost wholly without
direct effect on American prices. Continued business depression and
a weak demand for butter together with a further increased domestic
output™ caused New York prices to fall atr the same time that de-
creased world supplies'® caused a rise in London prices.

In 1931 and 1932 the differential between New York prices
and London prices averaged much less than the amount of the duty,
and the slight United States foreign trade that occurred was pre-
dominantly export trade. The differential ranged from virtually

11 The spread between Danish and New Zealand butter prices in London om
October 23, 1930, reached 9.1 cents per pound. The usual spread is from 2 to 4
cents.

12 Inereases in the Canadian tariff virtually checked New Zealand butter ship-
ments to Canada, The Canadian tariff on New Zealand butter sinee 1926 had
been one cent per pound but this was raised to 4 cents on October 12, 1930 and
later increased to & cents.

*3In November, 92-score butter in New York averaged but 12.5 cents above
finest New Zealand hutter in Londoen and in December averaged but 8 cents
above, New York prices further declined until they averaged but 3.5 cents above
London prices in January and but 1,% cents above in February, 1931, Prices of
best Danish butter in London averaged 2 cents and 3.5 cents per pound abowve
prices of 92-score butter in New York in January and February, respectively.

14 From the beginning of Novemher, 1630, domestic butter production showed
n cumulative rate of increase each month over the preceding vear because of the
mild, open winter, The January, 1931, output sas the largest on record up to
that time. )

15 Stoeks of butter held im Great Pritain on January 24, 1981, amounted to
16.873,000 pounds, as compared with holdings of 25,975,000 pounds on Januarv
25, 1930, a decrease of approximately 35 per cent,
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nothing during the summer months'® to nearly the full amount of
the duty or even more than the duty during the late fall and early
winter months. "’

This seasonal character of the 1931 and 1932 differentials is
quite characteristic of the average differential. In the fall and winter
months we are ordinarily on a‘'much more decided import basis than
during the summer months when, because of the seasonal character
of domestic production, we usually have a surplus of butter which
is either put into cold storage or exported. When domestic supplies
relative to demand are light, butter prices rise, and if domestic sup-
plies are insufficient to meet home requirements, our prices tise above
world market prices frequently by an amount more than the duty.
Thus importation occurs, decreasing domestic prices and bringing
them back into line with the world marker. When domestic supplies
are more than sufficient to meet domestic requirements some butter
may be exported and prices fall to the level of, or even below, world
markec prices. The periods when the differential in favor of New
York is more than the duty, or the petiods when New York prices
are just equal to or below London prices, are comparatively short, as
will be seen from Figure 6. During most of the months shown in
this figure there was a differential in favor of New York, but it
amounted to only a part of the duty. This is because we are general-
ly so close to the boundary line of supply and demand in butter that
we are continually going from an import to an export basis and back
again, with the result that the differential maintained by our butter
prices during the period 1922-1932 has amounted, on the average, to
only a part of the duty.

In summarizing the effect of the 14-cent duty it must be stated
that the duty did not maintain an average differential in favor of
New York prices by an amount equal to itself. There were
times during 1931 when the duty was virtually ineffective, but there
were other times when it was fully effective. The fact that New York
prices maintained a differential above London prices of more than 12

16 0n June 26, 1931, 92-score butter in New York averaged 24.00 cents g
pound and New Zealand butter in London averaged 23.58 cents. On July 23,
#2-score butter in New York s0ld for 24.80 cents a pound and New Zealand butter
in London for 24.80 cents, During June, 1832, New York prices averaged 17.0
cents a pound and London prices 16.9 cents,

1T On November §, 1931, 92-score butter in New York sold for 20.25 cents a
peund and New Zealand butter in London for 19.58 cents & pound. On December
17, 1931, 92-score butter in New York sold for 30.50 cents and New Zealand bat-
ter in London for 14.19 cents a pound. In December, 1932, New York prices
averaged 24.1 cents a pound and London prices 13.7 cents.
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cents for four consecutive weeks™ is proof that the 14.cent duty was
more effective in increasing domestic prices than a 12-cent duty
would have been. With a 12-cent duty importation would probably
have occurred in sufficient amounts within the four or five weeks to
cause a decline in domestic prices to within 12 cents of foreign prices.
The 14-cent duty helped to maintain an average differential of nearly
15 cents during December, 1931, by preventing prices in domestic
and foreign markets from adjusting to each other at a differential
as low as that at which they would have adjusted through importa-
tion with a lower duty.”

Table 8 presents in a summarized form the differential of New
York above London butter prices and the principal price-making in-
fluences in world and domestic markets for the three years 1923-
1925, under an 8-cent duty, for the three years 1927-1929, under
a 12-cent duty, and for the two years 1931 and 1932 under a 14-
cent duty.

The above table shows that the periods 1923-1925 and 1927-
1929 are strikingly similar, in that each begins with a large diftferen-
tial in favor of New York which grows smaller as the period draws to
a close. However, the second period is characterized by a larger and
more uniform spread between New York and London prices. This
would indicate that supply and demand factors in the world and in
the domestic markets did not offset the influence of the higher duty
to the same extent that they did the influence of the lower duty in
effect during the period 1923-1925. In other words, the 12-cent
duty exerted a greater direct effect on American prices than the 8-
cent duty. The differential between New York and London butter
prices averaged 9.1 cents a pound from 1927 to 1929 with a 12-
cent duty, as compared with a differendial of 5.7 cents for the years
1923-1925 with an 8-cent duty.

18 New York priees on December 10, 1931, were 14.70 eents above London
prices; on December 17, 16.31 cents; on December 24, 15.95 cents; and on Decem-
her 31, 12,96 cents,

19 The wide margin between New York prices and London prices, which
reached 16.31 cents on December 17, 1931, can be attributed primarly teo the un-
usually heavy supplics of New Zealand butter that arrived at London or were in
progpeet at that time. Shipmeunts afloat from New Zealand, Australia, and Ar-
gentina totalled 59,637,000 pounds as of December 3, 1931, against 42,813,000
pounds on December 3, 1930, and 30,744,000 pounds on December 7, 1929. These
heavy supplies coupled with very poor business conditions and weak demand
caused New Zealand butter in Londomn to fall to 14.1¢ cents per pound on Decem-
her 17, 1931, (See U. 8. Department of Agriculture, Foreign Crops and Markets,
Dcecember 28, 1931, p, 1069). :




TADBLE 8 Summary of Butter Price Differential of New York above London and the
Pr‘izlc::g! Price-making Inﬂug&ces in these Two Markets, 1923-1925 inclusive, 1927-1929 inclusive, 1931 and 1932

Difter- X
Eﬂthl FRINCIFAL PRICE-MAKING INFLUENCES
Period ‘(cﬂl.\-’} - . —_— . o
shens In the London Barket i In the N. Y. Market
1. Decreased demand (a) Bad financial conditions in England, 1. Increaged demand (a) Renewed prosperity and in-
= § 91 | 2. Increassd supplies (n) Incremsed exports from chief exporting countries. (b) creased industrial activity. (h) Increased per capita
Elg - Gernian market dull, imported less than 3 million pounds and made the supplies consumption.
&'4—: available for the English market heavy.
o { - 1. Increased demand (s) Improved general business conditions in Fngland. 1. Deacreased demgnd (8) Temporary busincan deprea
a g 3.9 |2 Decreased supplies (a) Marked recovery in German market which teok 118 sion. (b) Decline in rate of increase of per capita
| - million fha. and reduced the supplies available for English market. consumption.
'_g _ 2. Increased supplies (a) Increased production.
& ﬁ 1. Further decreased suppliea {a) Garman importa doubled, (213 millien poands) | 1. Continued dull demand (a) Business activity dull.
&\ 4.0 and reduced accordingly the supplies available for English market. (b) Exports (b} No inerease in consumption.
= of lending countries remained unchanged or deelined, 2. Continued heavy supplies (a) Continued heavy pro-
ver.| 5.7 e oo . | duetion. e
RN 1. Decreased demand (a) Depressed Fnglish market due to English conl strike. 1. Increased demand (a) Inereased per capita congRump-
s gg 10.6| 2. Increased supplies (a) Fleavy werld production. (b) Decline in rate of increase tion. (h) Tncreased industrial prosperity.
ot : of imports of (jermany so that supplies available fer London market were rela- | 2. Decreased supplles (a) Decline in rate of increase of
=l tively heavier than in two preceding yreaTE. butter produwetion.
;i' o0 1. Increased demand (a) Rucovery of the English market, 1. Decreased demand {a) Decreased per capita con-
— S 8.9 |2 Decreased supplies (a) Decline in rate of increase of produetion in leading ex- sunption. (b) Increasing nnemploynient.
A = ‘ porting rountries. (b) Increased imports by Germany reducing the supply avail-
AN able for Fnglish market.
j % 7.7 1. Continued keen demand (u) Continwed keen demand in England. 1. Further decrease in demand (a) Business depresgion.
ﬁ *" | 2. No increase in supplies (&) Normal world productien. (b) Continaed keen de- {b) Ineressed oleomargarine consumption, .
- - — mund in (iermany so that available supplies for English market were not in- [ 2. Increase in supplies (u) Increased produetion.
Aver. 91| crevea. 7 T | )
1. Dacreased demand (&) General world-wide depression. (b) England’'s abandon- | 1. Further decrease in demand (a) Increased unemploy-
&:1_' g ment of gold standard latter part of 1931, ment, redueced purehnsing power and severe Lusiness
HiS 4.1 (2 No tncrease in supplies {(4#) Normal world production. deprexsion,
[ 2. Iucreased supplies (a) Record production, expecinlly
during winter (119:30-31) because of mild weather,
B B ] N _
— g as L. Continned world-wide depression, 1, Reduced purchasing power, incrcased unemplesment
2 i 2. World produetion normal. and very low prices,
X 2. Continued heavy production.
Aver.| 3. Rs

LG efsg
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Benefits and Burdens of the Duties

Method of Galculation. The preceding pages have shown
clearly the inadequacy of taking the average annual domestic pro-
duction multiplied by the average annual differential between do-
mestic and world market prices, as an accurate measure of the benefits
of the butter duty. Production varies, on the average, from 70 per
cent of notmal in November and December to 150 per cent of nor-
mal in June. Consequently the heaviest production occurs when
the differental is smallest, and the benefits must be calculated in
such a way as to allow for the seasonality of production. '

"The most accurate method of measuring the benefits accruing
to producers from the duty would involve using daily domestic pro-
duction figures and the daily differential. Bur daily production data
are not available. Moreover, to take the acrual differential would
give a very liberal or somewhat exaggerated measure of the benefirs,
since when the differential is greater than the duty, obviously the
entire differential is not due to the duty. In the light of these short-
comings the best practical measure of the benefits resulting from the
duty is obtained by using monthly production figures and the aver.
age monthly differential, except whete the differential exceeds the
duty, in which case the amount of the duty should be taken as the
average differential attributable to the influence of the duty for that
month. Of course, when no differential in favor of domestic prices
existed for a given month, there was no price benefit to the farmer.

Similarly, the most accurate method of measuting the burdens
to consumers resulting from the duty would be to use daily domestic
consumption figures and the daily differential. But the same prac-
tical shortcomings confront us in measuring burdens as in measur-
ing benefits. Therefore, the best practical measure of the burdens
resulting from the butter duty is obtained by using monthly con-
sumption figures and the average monthly differential except where
the differential exceeds the duty, in which case the amount of the

duty should be used.

Benefits to Producers. Using monthly production and the
average monthly differential in those months when it did not exceed
the duty and the amount of the duty in those when it did, the total
annual benefits to farmers from the butter duties were computed for
the 8 years 1923-1925, 1927-1929, 1931 and 1932. These years
permit the compatison of the benefits accruing to farmers under the

8-cent duty, the 12-cent duty, and the 14-cent duty. These data
are shown in Table 9.
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TABLE 9
Benefits of the Butter Tariff to Producers in the United States

in Dollars and a5 a Percentage of the Total Income Received from Butter, by Months, 1923
1925, 1927-1929, 1031 and 1932,

Difter- ] 0y
er- ne- Differ- 2
Butter | Price | T lential| g, |fits a8 Butter | Price | {018l lantial,} g, . | s a8
Produc- :.'m itncome :."";: fits due tletﬂlt Produc- r,“d incame | Ne¥ [t due| o0
Month | tlon b | 150" " frem |00 Ita duty | g2l 1 Month | fign 1 | GO~ | Tipg | york [to duty | farm
(mlililen | JUCS | butter |70 ((mitlion] j0T (million | 2482 | putter | 190V million| 'jnT
lbs. (¢ Ib.) (millian| g0 05 $) come 1bs.) ¢ Ib.) tmillion don 7 [3] come
2 [(eib) ‘ from (c th.} from
butter butter
(1923) {1924}
Jan. 12781430 56550] B.0a| 10.2]186 JFan, | 12891449| 57.9] 80s] 10.3]17.8
Feb, 1182 | 42.0| 476 7.1 8.0|16.9 iFeb. 127.8144.4| 56.7| 8.0a] 10.2(18.1
Mar. 185.3 | 416 56.3 6.9 9.3 | 16.6 | Mar, 141.1(43.2| &1.0| 8.0af 11,3185
Apr, 153.5140.8] 62.6] 8.0s) 12,3 |10.6 iApr. 156.2 | 40.3 | 6291 7.9 12.2119.6
May 205.2|20.4) B1.0| 8.0a] 16.4]20.3May 206.3 |38.3( 79.1) 54 11.1 1141
June 242.0|87.0} 01.7| 6.8 16.517.9 “Juna 2387 (3463 86.7| 7.3 17.4120.1
Jaly 211.3|37.0| 782)| 5.8 12.5115.9 July 242,41 37.07 89.7 b
Aug. 184.5|38.0| T0.1] 7.1 13.1 | 18.8 'Aug. 203.1{37.7| 76.6 b
Sept. 1582|402 628 6.2 | - 9.7 | 15.4 | Bept, 169.7 | 382 | 64.8 h
Oct. 135014221 57.31 7.9 10.7 [ 18.9 |0(:t. 148.2 |138.8| 57.5 b
Nov. 114.5|44.3| 50.7| 8.0a 9.2 | 18.0 Nov. 113.9 | 89.3| 44.8 b
Dec. 118.0 ) 45.8| 54.0] B.0a 9.4 |17.5 iDec. 112.2 | 41.8| 46.9 .6 a1 1.5
Total | 1,887.4(41.0(777.9 137.3 | 17.9 | Total )1,988.5|40.0 | 794.4 73.4] 9.2
(1025) ' (1927)
Jan, 127.4 | 41.3] 52.6( 3.4 4,31 8.2 Jen. 132.9 144,01 58.5 (115 16.8 | 26.1
Fab, 117.3 | 38.7| 45.4| 2.4 28| 6.2 ||Feb. 131.2 | 43.7| 57.4[132.0a| 15.7|27.5
Mar, 134.9 (30,5} 53.3( 8.0a; 10.8]20.3}|Mar. 154.0 | 48.5| 67.0 [12.0a| 18.6|27.6
Apr, 156.4|39.7] 62.1} 6.6 1.3 ] 16.6 | Apr. 170.2 [ 43.4| 73.9(12.0a] 20.427.6
May 212.8|30.5| 84.1| 5.3 11.3113.4 || May 23290421 981 835 1981 20,2
June 2402 138.2| 91.8] 1.8 4.3 | 4.7||June 259.3140.4|104.7] 6.3 16.3 /15,6
July 232.4130.2] 911 b July 230.8}140.3] 93.0] 6.3 14.515.6
Ang, 200.0 | 40.0} B0.0 b Aug. 202.1140.3] B1.5] 5.1 10.3 | 12.7
Sept. 158.4 | 41.1| 65.1| 2.6 4.1] 6.2 Sept. 160.0 [ 41.7| 867.0) 6.6 106158
QOect. 152.8144.21 67.5| 2.4 37| 5.4|Oct. 147.4148.4| 64.0)] 9.7 14,3224
Nov, 130.6 [46.1( 64.4( 5.1 7.1111.1 [ Nav, 121.5(44.5] 54.0]11.3 13.7}25.4
Dec. 133.1 46,0 61.2( 8.08f 10.6 | 17.3 | Deec. 124.2 | 457} 56.8]12.0a] 149 |26.3
Total | 2,006.3(41.1|824.2 69.3 | 8.5||Total |2,066.5|42.8]875.9 1841.3 ) 26.8
(1928) . (1229)
Jan, 140.7 l 45.2] 63.6112.0a} 16.9|26.5|Jan. 141.1|45,3] 639 7.8 11.6} 17.2
Feb. 1388439 60.9|10.7 14.9 | 24.4]iFeb. 136.3 | 45.21 61.6]12.0a| 16.4]26.5
Mar, 156.1[43.9( 68.5|11.5 17.9 | 26.2 | Mar. 156.0 1452 70.5|12.0a) 18.7|26.5
Apr, 166.0 | 44.0( 73.0( B.1 13.4| 18.4 | Apr, 182214441 809 9.6 17.56 | 21.6
May 21831420] 93.7] 7.6 16.6 | 17.7| May 237.6|43.611063.6| 74 17.6 | 17.0
June 252.842.21106.7| 5.5 13.9(13 Ol June 262.9 |1 425 111.7| 6.7 17.61| 158
July 234.1 | 42. 99.2 | 4.5 10.5 | 10.6 [July 252.6 (42611076 | 5.2 13.1112.2
Aug. 208.1)42.8) 86.9| 6.3 12.8 | 14.7|| Aug. 195.5 (429} 838] 6.1 11.8]14.2
Sept. 1080|443 73.9( 8.5 14.2 [ 19.2 |[Sept. 168.2 [43.7] 735 7.6 128117.4
Oct. 14791 45.2| 68.8| 7.9 11.7 | 17.5}| Oet, 161.0 (4491 72.3[ 6.3 10.1}114.0
Nov, 1067 |45.6| 48.6 [11.7 12.6 | 25.7{{Nov. 132.5|44.4] 58.8] 5.2 6.9|11.7
Dec. 120,21 46.3 | 50.8 |10.5 13.6 | 22.7 {| Dec, 138.9|43.0| 59.7] 5.9 8.2113.%7
Total | 2,060.8 | 44.1 | 008.7 168.9 ) 18.7 |Total |2,164.8143.8|948.2 161.8117.1
(1931) (1932)
Jan, 156.7|31.01 48.6| 2.2 3.4] 7.1{Jan. 161.4 | 26.3| 42. T.4 11.9128.1
Fab. 1456,1128.11 4087 1.2 1.7]| 4.3 Feb, 158.4 234 | 37.1] 5.8 841227
Mar. 1870|204 | 48.4| L7 2.9 5.8 Mar. 171.4 | 23.0( 394| 3.7 631161
Apr, 1625202 582 1.0 1.9 3.4|Apr. 183.0121.9| 401 .9 1.6} 4.1
May 243.3|250| 63.0] b | May 2443|202 493|176 | 39| 70
June 267.2124.4] 62,8 b |June 247.7|18.6) 46.1 A .2 .5
July 213.6|24.7| 52.8 b i July 211.2 (184 389 .8 17 4.4
Aug. 1850|259 4817 2.3 4.3 8.91Aug. 190.7 | 19.7| 37.6| 2.5 48| 12.7
Sept. 18011279 | 44.7| 8.2 13.1]29.4 Sept, 164.5119.9 | 32.71 2.2 3.6]11.1
Oct. 18474301 50.8|11.6 19.4 38.3‘F00t. 1583202 320/ 2.8 4.1])12.9
Nov. 1549 |209| 46.3]10.8 16.4 ] 35.4 | Nov, 14451204 295 8.0 11.6 ] 39.2
Nec. 18201202 47.6]13.3 21.7 | 45.8 | Dee, 157.9721.2] 83.6 104 16.4 ) 48.8
Total |2,907.7|28.0 6118 4.8 | 13.9 |Total |2,198.3 |21 | 458.7) 74.5 163

1 Representa both farm and factory production. Monthly farm butter production was
¢nleulated by taking the percentage of the yemrly total of factory butter whick was produced
+ach month during ench yoar and multiplying this percentags by the total ftarm produetion to
&t the farm butter produced each month.

2 EMimated price received by producers on the fifteenth of the maonth.

% The average differential ia the actual average differential except in those eases where
the averags differential exceeds the duty, in which cases the mmount of the duty is taken as
the average differentlal sttributable to the duty,

& Amount of the duty.

b No differentinl (New York prices below or only equal to London prices).

Soeurces: 1T, H5. Department of Agricalture, Bureau of Agricrultura! Economics: = U. 8,
Department of Agriculturs, Burean of Agricultural Economies, Crops and Marksts.
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According to the above method, farmers received benefits from
the 8-cent rariff to the extent of $137,342,126, $73,408,212, and
$69,420,267 or 17.9 per cent, 9.2 per cent, and 8.5 per cent of
their total income from bucter during 1923, 1924, and 1925, re-
spectively. If the duty had been fully effective, they would have re-
ceived $§151,799,440, $159,881,440, and $160,428,720, or 19.5 per
cent, 20.0 per cent, and 19.4 per cent for the same years. In 1927,
1928, and 1929, under the 12-cent duty, farmers received benefits
totalling $234,405,757, $168,870,719, and $161,829,537, or 26.8
per cent, 18.7 per cent, and 17.1 per cent of their total income from
butter. They would have received $247,986,600, $247,267,080,
and 259,753,560, or 28.5 per cent, 27.2 per cent and 27.4 per
cent, during the same years if the duty had been fully effective, that
is, not offset at all by other supply and demand factors in world and
domestic markets. In 1931 and 1932, under the 14-cent duty, farm-
ers received benefits totalling $84,897,573, and $74,655,328, or 13.9
per cent and 16.3 per cent of their total income from butter. They
would have received $309,043,280, and $307,055,000, or 50.6 per
cent and 66.9 per cent during the same years if the duty had been
fully effecrive.

In 1929 American farmers would have received nearly 100
million dollars, or 10.6 per cent more for their butter than they did
receive, had the 12-cent duty been fully effective. This 100 million
dollars was not secured, principally because a decrease in domestic
demand due to the business depression which reduced purchasing
power and induced increased oleomargarine consumption, coupled
with an increase in domestic supplies due to heavy United States pro-
duction, depressed American prices and materially reduced the direct
effectiveness of the 12-cent duty. In 1931 and 1937 American
farmers would have received 224 million and 232 million dollars or
36.7 and 50.6 per cent respectively more for their butter than they
did receive had the 14-cent duty been fully effective.

The method of using the differential (when it does not exceed
the duty) as a measure of the direct effect of the tariff, is based on
the assumption that without a duty prices in domestic and foreign
markets over a period of time would tend to be equal. This method
makes no allowance for the fact that the United States duty when
effective probably tends ro depress the world price. Or, stated in
other words, if our duty were removed, the London or world price
(assuming that London and New York prices would be about equal)
would be somewhat above the present price. If the American mar-
ket were open to New Zealand and Danish producers, this market
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could absorb more butter than it now does and London prices would
not be forced to their present low level. United States per capita
consumption of butter would rise, because while the per capita con-
sumption of fats tends to remain fairly stable, more butter and less
inferioc grade fars would probably be consumed. Consequently, the
figures obtained by the price differential method represent maximum
possible benefits; the actual benefits to American producers may be,
and probably ate, somewhat less than those shown in Table 9.

In order to determine accurately the actual benefits of the buc-
ter duty to American producers it is necessary to show quantitatively
how much of the spread between domestic and foreign prices is due
to a decline in foreign prices and how much to an increase in do-
mestic prices following the imposition of the duty. The data neces-
sary for this are not available and it is impossible to ascertain just
how much less the actual benefits would be than those computed in
Table 9. This same shortcoming applies in the case of burdens.
Thus, Table 10 shows the maximum possible burdens. The reader
should, therefore, keep in mind that the benefits and butdens cal-
culated by the price differential method in these pages represent the
maximum possible, not the actual, benefits and burdens.

Burdens to Consumers. Using monthly consumption in-
stead of monthly production, the annual burdens to consumers from
the bucter duties for the 8 years 1923-1925, 1927.1929 and 1931
and 1932 were computed by the same method as was used to com.
pute benefits. These burdens are shown in Table 10,

Table 10 shows that under the 8-cent duty consumers paid
$136,844,530, $72,004,690, and $73,826,800, or 13.2 per cent, 7.0
per cent, and 6.7 per cent more than they would have paid for their
butter without a tariff in 1923, 1924, and 1925, respectively. If
the duty had been fully effective it would have cost them $150,141,-
600. 3158,152,400, and $160,504,240, or 14.4 per cent, 15.5 per
cent and 14.6 per cent more than they would have paid in the ab-
sence ot a tariff. During the years 1927, 1928, and 1929, under
the 12-cent duty, consumers incurred burdens to the extent of $183,-
831,620, $177,311,270, and $158,158,740, or 16.6 per cent, 15.1
per cenc and 13.6 per cent respectively more than they would have
paid for their butter without a tariff. Had the duty been fully effec-
tve, they would have incurred burdens totalling $238,901,040,
$249.637.920, and $253,383,600, or 21.6 per cent, 21.2 per cent,
and 21.7 per cent. In 1931 and 1932 under the 14-cent duty con-
sumers paid §91,104,940, and $78,456,060, or 11.9 and 13.? per
cent respectively more than they would have paid if there had been
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TABLE 10

Costs of the Butter Tariff to all Consumers in the United States
in Dollare and as a Percentsge of the Total Amoént Paid for Bitttsr,
by Months, 1923-1925, 1927-1929 and 1931 and 1932,

Difor- Tariff; . Differ- Tarifi
Butter | Prios [ g gnﬁfﬁ. Costa | 105t Butter | D068 | Total [entlal, | gouts | cost
s, | | st W) B0 e S iy R | e
- eon- n ump- eon- ar cen
Month tionnl cor- sum“ers al:'l:.:‘e dﬂ}‘-" of || Month @ Qs e | sumers | above nf.':lt-"“ of
tmittim | TS | (mittion Lon, {miion Jotar (n;li’lli)on e (million | Lo (mfie Jota)
5. [ 5. 11} r
) ey ® (@ 1b.) eost {elby| 31 | don )
(1923) I (1924)
Jan, 133.0(59.1 78.6| 8.08] 10.6113.5"Jan. 145.9 | 61.3 80.4| 8.0a! 11.7[15.1
Feb, 116.8!57.7 6741 7.1 8.8112.8;Febh. 133.4160.2] 80.3] 8.0a) 10.7)133
Mar. 1359 1 5%.6 78.3{ 6.9 9.4112.0 Mar, 143.9 [ 58,0 83.5| 8.0al 11.5)138
Apr, 148.1|57.3 84.9| 8.0a] 11.9]14.0"Apr. 158.3150.1| 79.3| 7.9 | 125(158
May 19471521 | 1014 8.0s| 156|154 May 196.8 | 46.1 80.7| 5.4 | 10.6(11.7
June | 186.5]50.0 9321 6.8 | 12.7]13.8 June 192,5|48.6|] 936| 7.3 | 14.1]15.0
July 181.8140.1 803! 59 | 107 12.0a[July 181.4]49.5 80.8] b
Aug. 18221518 944 7.3 | 12.9|13.7Aug. | 179.8(483{ 868! b
SBept. | 161115501 8861 6.2 | 10.0 11.3)8ept. | 17111485 830 b
QOct. 155.7(86.21 4761 7.9 [ 12.3[14.1;0ct. 163.9 ) 47.0 78.5{ b
Nov. 141.8 | 58,0 83.21 8.0a!l 11.3 13.6‘|Nov. 151.0 | 48.9 73.8| »
Dec. 139.7160.3) 84.2] 80| 11,2)13 3/ Dee 158.8 | 52.5 83.4] .6 | 10.0]11.4
Total {1,876.8 | 56.4 [1,039.7 | 136.9 | 18.2|/Total {1,976.28 { 51.7 [1,022.0 721 7.0
(1925) {1927)
Jan, 145.7 1 52,3 76.21 3.4 5.0| 6.5:Jan. ’ 1459 (58.4| 8521115 | 16.8[16.7
Feb, 132.7 | 50.6 67.1) 2.4 3.2| 4.7 'Feh. 136.0 | 58.8! 80.0112.08 163|204
Mar, 15411585 855! 800 12.3[14.4 Mar, 154.3159.2) 91.311%.0a] 185|203
Apr. 162.7 | 53.2 B6.T| 6.6 | 10.7]12.4(iApr. 165.8| 58.4| 96.8 |12.00] 198|205
May 205.1151.0] 1064 53 | 109102\ May 149.7|53.4) 799 85 ] 12.7]15.9
June 194.4 | 527 10241 1.8 8.5| 3.4 June | 198.2(51.81 101.6( 6.3 { 12.4]122
July 187.8 | 53.2 99.6] b {daly 1789 (51.4| 619 6.3 | 11.3{12.2
Aug, 181.1154.1 98.0{ b “Aug. 186.1151.4) 957} 5.1 25| 9.8
Bept. | 1752 55.8 97.8| 2.6 4.6| 4.7|/Sept. |} 179.89|53.4 96.1| 6.6 { 1101124
Oct. 170.6 [ 50.4| 101.3] 2.4 4.1 4.0i0et. 178.2 | 55.7 98.11 9.7 [ 17.1[17.4
Nov. 144,5 | 59.7 86.3] 5.1 7.4| 8.5/ Nov. 1585564 89.4(11.3 1 179200
Tee. 152.9 | 58.6 89.61 8.0a| 12.2113.7iDec. 163.3158.4| 954 12.0a] 196205
Tsotal (2,006.3 64,8 (1,099.5 73.9 6.7 'Total {1,990.8 | 55.8 /1,106.9 183.9 ! 16.8
(1928) ] (1929)
Jan, 156.6 1 57.81 90.5(12.0a( 18.8 20.8 [Jan. I 157.5|57.7{ 009 78] 12.3)13.5
Feb. 146.5 | 56.3 82.5(10.7 | 15.7 | 19.0 Feb. 143.2 | 58.5 83.8112.0a] 17.2]20.5
Mar., 160.5 | 57.3 92.0]11.5 | 18.5]|20.2|Mar, 157.7158.4| 92.1[12.0a] 1891205
Apr, 1644 (551 906|811 12.3114.7 {Apr. ITO.T 558 952({ 9.6 | 18417.0
May 2008 1548| 114.5] 7.8 | 15.9]113.9'May 203.8154.5] 111.1| 74 | 15.1{13.&
June ! 20281353901 1008) 551 11.2 10.2 [June 192.0)53.8] 103.3} 6.7 ) 12.6)125
Tuly 185.9 154.3| 100.0| 4.5 841 8.31July 241.2[53.4 1288 5.2 | 12.5] 9.7
Aug. 189.2 1554 | 104.8| 6.3 | 11.9]11.4]Aug. 185.7 | 53.8 99.9] 6.1 | 11.3111.2
Sept. { 176.9(57.6] 101.9( 85 | 15.0 14.8 Sept. | 174.2 { 54.8 85.5{ 7.6 | 13.2]/13.9
Oct. 17191575 988 7.0 7 13.6 13.7)| Oect. 172.9 | 5.7 96.3] 68| 109113
Nov. 158.9158.3] 92.6(12.7 ) 18.6]20.6 Nov. 153.1|53.5 81.9] 52 80| a7
Dec. | 157.0159.3] 93.1)10.5 | 16.5 17.7YDec, | 160.5151.6' 82.8] 58 | 9.5!114
Total [2,080.4 | 56.51,175.4 177.4 | 156.1;Total |2,112.5 | 55.1 {1,161.8 158.2 | 13.8
(1931) ' (1932)
JTan. 116.4 1 37.7 43.9’ 2.2 2.6] 5.8Jan, 157.1132.3] 5071 7.4 | 11.8]22.0
Feb. 155.8 { 36,3 56.6 1.2 191 3.3 Feh. | 158.1)295) 4sp) 53 8.3{18.0
Mar. 175.5 | 37.8 65.5] 1.7 3.0] 4.6 Mar. 170.5 1 29.5 50.3] 3.7 6.3]12.5
" Apr. 186013520 @g55] 1.0 1.9 2.8)Apr. 176.7(26.8] 47.4! 9 1.6) 3.4
May 2208|3121 689 b{0) IMay 223912511 56.21({ 1.4 3.6} 6.4
June | 208.0]30.90 64.31b(0) ]]June 202.4]24.1 48.8) 1 2 A
July 197.7{ 31.8 62.9 | b(o) i July 197.1)239] 47.1) 8 18] 3.4
Aug, 203.7194.4 70.1| 2.3 4.7| 6.7 /Aung, 202.7]26.8 5431 2.5 51| 9.3
Sept. | 189.5[36.8! 697) 82 | ‘155 22.3,.Sept. 187.7 | 26.9 50.5| 22 41| 8.2
Oct. 187.1{39.9 74.6 [11.6 21.7 | 29.110¢t, 1828267 488 28 48[ 9.7
Nov. 160.6 | 37.3 59.9110.6 | 17.0|28.4 Nov, 172.5127.6 476 8.0 | 13.8(20.a
Dec. 172.0136.5) 62.8/13.8 | 220! 36,4 Dee. 168612851 480|104 | 17.5| 365
Total [2,173.1 |36.4 | 764.7 91.2111.9 Total [2,198.2 [27.3( 695.7 78.6 | 13.2

J

1 Represents apparent consumption and is the ameopnt of product moved into consump-
tion channels.

2 Average retail prices,

¥ The average monthly differential is the sctual differentia] except in those cases where
the average differential exceeds the duty, in which cases the amount of the duty is taken
as the average differential attributable to the duty,

2 Amount of the duty.

b No differential (New York prices below or only equal to London prices).

Sources: 177, A, Department of Agriculture, Bureaw of Agricultural Economics; 2 (7. &
Department of Labor, Burean nf Labor Statistics.
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no duty. Had the duty been fully effective they would have paid
$304,229,240, and $307,766,900, or 39.8 and 51.6 per cent re-
spectively more. These burdens are computed by the differential
method on the assumption that without any duty there would have
been no differential between domestic and world prices.

Net Benefits to Farmers.  In calculating the net benefirs ac-
cruing to American farmers as a class from the butter duties, the in-
creased cost of butter resulting from the duties which is borne by
farmer consumers must be subtracted from the benefits accruing to
farmers from higher prices received for their butter. Table 11 shows
these costs and benefits, together with net benefits to farmers for the
years 1923-1923, 1927-1929, 1931, and 1932.

TABLE 11

Net Benefits to Farmers From the Butter Tariff
1923.1925, 1927-1929, 1931 and 1932

Net benefts

] Costs ot the Costs of the

Benefits to Net Benefits at percentage

Year i duty to &il duty to farmer producers from to farmers of total farm

) COnRLMErs ! cansymerst the duty as a class ) i“c%Tr:tef:om
1923 ... $136,844,530 | $38,863,847 | $137,342,126 | 08,478,279 12.7
1924 .| 72,004,680 | 20,089,309 | 73,408,212 | 53,318,903 6.7
1925 ... | 73,826,800 | 20,298 543 69,420,267 49,191,724 6.0
1927 ... 183,831,620 | 48,347,716 | 234,405,757 | 186,058,041 21.0
T8 ) 177,310,270 | 45,746,308 163,870,719 | 123,131,411 13.6
1929 . 158,158,740 | 40,014,161 | 161,829,337 | 121,815,376 128
1931 | 91,004,940 | 22504,025%) 4,897,573 | 62,303,548 | 10.2
1982 o] TBA56,060°| 19.457,103%( T74655,328°| 55198225 | 120

1Losts to tarmer consumers were determined by taking that proportion of
the total costs to all consumers which the farm population makes of the total
United States population. According to the Bureau of the Census, the farm
prpulation comprised 29.9 per cent of the total population in 1920 and 248 per
cent in 1830, The poereentages for the vears hetween these two census VCATS
were computed by straight interpolation.

a Fstimated from preliminary copsumption figures.

bOn the basis that the farm population comprised 24.8 per cent of the total
pepulation.  Thix is the 1930 census figure, the lust ¥ear for whiech darn are
avarlable,

¢ Estimated trom preliminary production ligures,

Table 11 shows that farmers received a net benefit of 898,478, -
279, 53,318,903, and $49,191,724, or 12.7 per cent, 6.7 per cent,
and 6.0 per cent of their total income from burter during the years
1923, 1924, and 1925 respectively from the 8-cent duty; a net bene-
hr of $186,058.041, $123,131,411, and §121,815,376, or 21.0 per
cent, 13.6 per cent, and 12.8 per cent of their total income from but-
ter during the years 1927, 1928, and 1929 respectively from the 12-
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cent duty and a net benefit of $62,303,548, and $55,198,225, or
10.2 per cent and 12.0 per cent of their total income from butter
during the years 1931 and 1932 respectively from the 14-cent duty.
In other words, the 8-cent, 12-cent, and 14-cent duties were profit-
able to farmers as a class to the extent indicated by these net annual
benefits.

Conclusions

The differential of domestic above foreign prices maintained
by the burter duties during the period 1922-1932 has amounted, on
the average, to only a part of the duties. The differential in favor
of domestic prices under the 8-cent duty averaged 9.1 cents, 3.9
cents, and 4.0 cents for the years 1923, 1924, and 1925, respec-
tively. Under the 12-cent duty it averaged 10.6 cents, 8.9 cents,
and 7.7 cents for the years 1927, 1928, and 1929, respectively. In
1931, under a 14-cent duty, the differential averaged 4.3 cents and
in 1932, 3.8 cents.

These partial differentials are due to the fact that we are vir-
tually on a domestic basis in butter. We are so close to the boundary
line, where a little more puts us on an export basis and a little less
on an import basis, that most of the time we are oscillating from one
to the other. Prices in domestic and foreign markets cannot adjust
to each other promptly and accurately under these conditions; con-
sequently a spread would obtain from time to time if for no other
reason than sluggishness of adjustment.

The direct effects of the duties on domestic butter prices are de-
cidedly seasonal. In the fall and winter months, when domestic pro-
duction is lowest, we are ordinarily on a much more decided import
basis, with the differential between domestic and world market prices
greater than in the summer months when domestic production is
heaviest. Thus, when we are on an import basis for any consider-
able period, domestic prices tend to seek a level above world market
prices by the amount of the duty. When we are on an export basis
for any considerable period, domestic prices tend to seek the level of
world market prices, and in seasons of unusually heavy domestic
supplies may even go somewhat below.

The butter tariffs of the past 10 years have been important
factors in keeping domestic prices, on the average, somewhat above
world market prices. During the summer months, when domestic
supplies were sufficient or mote than sufficient to meet domestic
requirements and we were on an export basis, no duty could accom-
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plish this. Bue in the fall and winter months, when domestic sup-
plies were lowest, the duties have kept the differential higher than it
would have been without them. The duties prevented adjustment
of domestic to world prices by keeping out any considerable importa-
tion until the differential approached the height of the tariff wall,
The effectiveness of the duties has made possible the maintenance of
a differential above world prices, although the primary influences
determining the trend of prices both here and abroad were the va-
rious demand and supply forces operating in domestic and world
markets. In other words, operating behind the tariff wall, these de-
mand and supply conditions have accounted for the differentials as
has been shown. Consequently, the tariff is a complementary fac-
tor, and without the duties a similar differential would not have been
possible.

It is only during the past 10 years that the United States has
been as balanced as she now-is between an export and import basis
in butter. Increased domestic production has not been solely re-
sponsible for this condition; changes in the character of the demand
from time to time have been important and, at tmes, the principal
facrors.

Butter production has increased during the period 1922-1932.
Creamery butter production in 1932 was estimated at 1,653,250,000
pounds as compared with 1,153,515,000 pounds in 1922. But on
the whole the increase from year to year has not greatly exceeded
the amount required to maintain a stable per capita conhsumption.

The increase in production during the past 10 years has been
due in part to the relatively high prices received for butter compared
with prices received for many other agricultural products. The de-
creased demand on the part of foreign buyers since the World War
has tended to keep domestic prices of such products as grain, cot-
ton, pork, and lard (products largely absorbed by foreign markets)
depressed to comparatively low levels. The domestic dairy industry
is affected much less by foreign markets, and prices maintained a
comparatively high level during the relatively prosperous period
from 1923 to 1928. This high level brought about a shift on the
part of some western and southern farmers into dairying. The tariff,
insofar as it preserved the domestic market for American producers,
increased this shift.

In the winters of 1929-30 and 1930-31 the domestic supply of
butter was sufficiently heavy to cause our prices to fall to within 2
or 3 cents of the London level, and the possible benefits of the tariff
were virtually nullified. The heavy supplies were due as much rto
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a drop in domestic demand as to an increase in our production. The
business depression beginning in 1929, which reduced the purchas-
ing power of the public, made it impossible to move domestic sup-
plies except at greatly reduced prices. This radical change in pur-
chasing power since 1929 has been much greater than the change
in domestic production and has consequently been a more important
factor in the decline of butter prices. Domestic production actually
declined in 1930 but, because of the great drop in purchasing power
resulting from depression and unemployment, 1930 butter prices
averaged 8.5 cents a pound below 1929,

In spite of the low prices in the United States in 1932, Ameri-
can farmers received abour $55,198,225, or 12.0 per cent of their
total income from butter, in net benefits from the 14-cent duty.
These benefits were secured mostly during the fall and winter months,
as domestic prices were, on the average, about equal to world prices
during the summer. This $53,198,225, or 12.0 per cent in net re-
turns, indicates that the butter duty is of considerable importance to
dairymen. The question remains whether in the future its impor-
tance will increase or decrease. '

At the present time the United States is in a period of depres-
sion. Prices of all commodities are [ower than they have been for
years, and purchasing power is extremely weak. Domestic produc-
tion during 1931 was more than sufficient to meet the demand even
at the low prices prevailing. As long as such conditions exist our
average annual prices will be too low to induce heavy importation.
But during the fall and early winter months prices may, and prob-
ably will, be high enough to induce some importation. Prices
throughout the world have fallen just as ours have. Moreover, the
heaviest production of our principal competitor, New Zealand, comes
in the winter months when the difference between New York and
London prices is greatest. As a result, if the tariff were removed,
imports, even under present domestic and world conditions, would
tend to be greatest and depress prices most at the one season when
American producers get their principal benefit from the duty.*

26 In considering competition from our three prineipal rivals, Denmark, Canads, and New
Zealand, it may be said that Denmark is a comparatively small country and has already nearly
reached her limit of production. Conditions of produetion in Canada are so much like ours
that, while Canadian competition may be considerable, it is not likely to he ruinons, The case
of New Zealand, our principal eompetitor, is guite different. Costs of nroduction in that coun-
try are considerably less than ours, duse principally 1o the mild climate whieh reduces the costs
of winter fesding and shelter, Moreover, their penk season comes at the point of our lowest
Production, Finally, in spite of the long distance, transportation costs from New Zealand to
the New York market are approximately the same as those from Minnesots, On the other hand,
New Zealand iy a small country with less than 6 per cent a8 many dairy cows ns the Trpited
States, and it iz estimated that about half of the area suitabls for dairying is already heing
used for this purpose. (For a statement of progpeetive compatitive conditions in bufter see
Wright, P. G, op. cit,, pp. 224-228.)
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If business conditions recover and the 14.cent duty is main-
tained, it seems that American farmers need have no apprehensions
about losing their home market to foreign competitors. While our
prices may be expected to improve materially with general recovery
of business, world market prices will probably recover also. More-
over, the recent tendency of western and southern farmers to shift
into datrying indicates that we may expect to continue virtually on a
domestic basis in burter. If for any considerable period our sup-
plies cannot meet the demand and our prices rise to a level above
world prices by the amount of the duty, home production would un-
doubtedly increase promptly and our prices would decline. The
seasonal fluctuations in the differential between domestic and for-
eign prices which have existed in the past may be expected to con-
tinue in the future, with the result that the differential will ordinari-
lv average for any given year an amount considerable less than the
duty.



PART III. BUTTER SUBSTITUTES
Chapter IV. Oleomargarine

The consumption of oleomargarine has averaged 13 per cent
of butter consumption in the United States during the last ten years.
This competition takes the form of substitution which may be classi-
fied as (1} “normal substitution” of oleomargarine for butter due
to its notmal cheapness in price, and (2) “price substitution”, which
occurs when the price of butter rises (either absolutely or relatively)
so that those who normally use butter shift to oleomargarine.

The price of oleomargarine is usually but abouc half that of
butter and many of our lower paid classes use the substitute because
with their limited means it furnishes a rather significant method of
economizing on the cost of the diet. These people ordinarily eat
oleomargarine the year around and consider butter a luxury entirely
beyond their means. Qur wealthier classes do not eat oleomargarine
regardless of how high the price of butter rises. They eat butter
the vear round. But in the fall and winter months, when butter
prices rise to fairly high levels, many citizens of moderate means
shift to oleomargarine and, with the decline in butter prices in the
spring and summer, return to burter. It is in the effort to hold the
patronage of this middle class that butter producers find the greatest
competition with oleomargarine. Thus, the possible substitution of
oleomargarine for butter among people of moderate means limits
the extent tariff or ocher factors can raise domestic butter prices.

The purpose of the tariff on butter is to reduce or eliminate
the competition of Danish and New Zealand butter producers so
that higher domestic butter prices may be maintained. Oleomargar-
ine taxes seek to achieve the same end by increasing the cost of pro-
ducing and distributing oleomargarine, thereby lessening its price
advantage and, consequently, its competitive advantage over butter.
The tollowing factors will, therefore, be considered in order: (1) do-
mestic and foreign production and consumption of oleomargarine,
{2) the effect of “normal” and “price” substitution on butter prices,
and (3) an appraisal of the success of controlling oleomargarine
competition by such legislation as taxes and duties.’

Uhe author is indebted to the publishers of the Dairy Tribune for per-

0 to use some of the material in this chapter and Chapter V. A summary

ot sutne of the principal ideas in these two chapters, including Figure $, was
published in the Dairy Tribune for Janusry, 1931,
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. Production and Consumption

Daomestic Production and Consumption. The United
States has produced, on the average, more than 300 million pounds
of oleomargarine annually from 1927 to 1931, In 1932 production
totalled 203 million pounds. Virtually the entire production is con-
sumed within the United States, as exports have averaged less rhan
one million pounds annually since 1926. Impotts are insignificant.

The general trend of oleomargarine production during the 44
years from 1888 to 1932 has been decidedly upward, as indicated
graphically in Figure 7. '

POUNDS Production of Oleomargarine in U, S, 1888-1932
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Figure 7. The general trend of oleomargarine produection has heen decidedly up-
ward ever since it began to be manufactured in this country, The average out-
pat from 1927 te 1931 exeeeded 300 million pounds. More than 809, or the
United States production is produced in the five states of l1llinois, California,
New Jersey, Ohio and Kansas.

The five leading oleomargarine producing states are Illinois,
California, New Jersey, Ohio, and Kansas. These five states pro-
duce more than 80 per cent of the total United States producrion,
ot which Illinois alone accounts for half.

Per capita consumption of oleomargarine in the United Srates
amounted to less than 21 5 pounds in 1932, This is small in compari-
son with European countries. Consumption varies considerably
from one section of the United States to another. On the basis of
the number of retail dealer licenses issued per capita, a recent study
indicates that consumption is probably largest in the Middle and Far
West and not so important in industrial New England or the other
Eastern states except Delaware and Maine.* The explanation of this

* Snodgrass, Knatherine, Margarine as a Butter Substitute, pp. 100-107.
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condition is probably thac under a system of commercial agriculture
the farmer tends to sell his high-priced butterfar and purchase the
cheaper product, oleomargarine, for his own use.

The production and consumption of oleomargarine in the
United States is decidedly seasonal. For reasons which will be men-
tioned below, oleomargarine production and consumption tend to
vary inversely with butter production and consumprtion. During
those months when butter production and consumption is large,
that of the substitute tends ro be relatively small, and vice versa.
Oleomargarine production and consumption are normally at 2 maxi-
mum in November and a minimum in July.

Foreign Production and Consumption. In recent years the
total European consumption of oleomargarine has fully equalled that
of butter. In the eight principal oleomargarine consuming coun-
tries of the world, excluding the United States, (Germany, Great
Britain, the Netherlands, Denmark, Sweden, Norway, Belgium, and
Finland) production of oleomargarine in 1928 is estimated to have
been at least 2,240,000,000 pounds, while butter production in those
same countries approximated 1,800,000,000. The present volume
of oleomargarine production is fully twice that of the last pre-war
years.

Foreign consumption of oleomargarine affects American prices
indirectly. It decreases the demand for New Zealand and Danish
butter in Great Britain and Germany, so that there is more of this
butter available for competition in the American market. At the
present time, Danish and Dutch exportable surpluses of butter are
considerably increased and the British and German demand consid-
erably decreased by the extremely heavy oleomargarine consump-
tion in these four countries.*

As long as a strong demand for butter in the British and Ger-
man markets is maintained (Great Britain and Germany are the two
largest butter importing nations of the world), less butter is avail-
able for shipment to the United States. It is possible that oleo-
margarine substitution in European countries may reach a point

“UL X, Department of Agriculture, Bureau of Agricultural Eeongmies, For-
eign Crops and Markets, August 10, 1931, p. 107.

+ Consumption of oleomargarine in Demnatk in 1920 totalled 50 pounds per
person, or approximately four times butter consumption. The per ecapita con-
swmption of vleomargarine in the Netherlands inereased from 12 pounds in 1022
to approximately 20 pounds in 1830. In Germany in 1928 it amounted to 13
pounds, as compared with 12 pounds of butter. During the poriod 1920-10:40
Great Britain impotted, on the average, more than 114 millien pounds of olea-
margarine § year,
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where the resulting heavy supplies and weakened demand may so
reduce butter prices in foreign markets that the United States will
receive large shipments of foreign butter. They have by no means
gone so low as to make profitable the shipment of large foreign sur-
pluses to the United States over our 14-cent tariff wall. At the be-
ginning of 1933 butter prices in European markets were lower than
they had been since 1913, affording, consequently, more effective
competition with oleomargarine, and apparently checking expansion
of the oleomargarine industry.

TABLE 12

Oleomargarine Consumption as a Percentage of Butter Consumption,
1889-1932.

e e——— - = ——u— im = - T e e A= =

o Par | Per © T Per " " T Par LT Per
Year lcantageaﬁ: ¥ear |centagesi| YeAT |cantage s Year |centagas| Vear 'centage =

1889 | 31 . 1898 | 3.6 . 1907 | 4.4 . 1916 | 8.9 [ 1925 | 116
1890 | 2.6 11899 | 55 1908 |' 50 1917 | 1560 | 1926 | 116
1891 | 3.6 | 1900 1 7.1 11909 | 56 ¢ 1918 | 2L5 | 1927 | 131
1892 | 3.6 | 1901 | 67 11910 | 86 ' 1910 | 226 | 1928 ' 169
1893 | 51 1 1902 | 7.8 1911 \ 75 11020 | 240 ! 1929 1 187
1894 | 51 1903 | 42 | 1912 | 7.6 | 1921 | 122 © 1930 | 152
1895 | 35 | 1904 | 2.7 h 1913 | 8.9 [ 1922 | 10.0 § 1931 . 10.4
1896 | 3.0 1 1905 | 27 V1914 | 85 | 1923 | 121 | 1932 9
1857 | 31 11906 | 27 1915 | 85 ! 1924 1 116 |

» Butter figures applymfo calendar years; those for olcomargarine tu fiseal
years up to and including 1920 and after that te calendar years,

Source: 1880-1920 data taken from Bnodgrass, latherine, Margarine as a Butter
Substitute, Food Research Institute, Stanford University, Califurnia, December,
1930, p. 245, 1920-1932 data compiled from U. S, Department of Commierce. Bu-
reauw of Foreign and Domestic Commerce, Survey of Current Business,

Effects of Substitution on Butter Prices

Extent of Substitution in the United States. It is difficule
to ascertain precisely the effect of oleomargarine consumption on
butter prices. Oleomargarine consumption in the United Srates in-
creased from 3.1 per cent of butter consumption in 1889 to 16.9
per cent in 1928. In 1931 it was 10.4 per cent and in 1932, 9.0 per
cent. These data are presented in Table 12, At first glance it
might be assumed that this substitution depresses the consumption
and price of bucter. The question may be asked, “Would the ab-
solute prohibition of oleomargarine appreciably affect the price of
butter?”” This question cannor be answered definitely because it in-
volves two unknown variables, (1} the purchasing power of oleo-
margarine consumers, and (2) the extent to which these consumers
would substitute other fats rather than return to butter. Some oleo.
margarine consumers might find it impossible to purchase butter
because of their low purchasing power. Therefore, their potential
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demand would be ineffective, and the extent to which other fars
would be substituted is unknown. If oleomargarine consumption
were entirely prohibited, butter consumption would be increased,
but it by no means follows that the increase would be proportionate.
The dairy industry must stll face the competition of other fats, and
it will seill be adversely affected by a general low level of purchasing
power,

An examination of Table 12 shows that competition between
oleomargarine and butter has been especially pronounced since 1917.
During the period 1918-1920, under the influence of high war
prices, per capita consumption of butter declined to the unusually
low figure of 14 or 15 pounds annually, while that of oleomargarine
increased from 1.5 pounds to 3 or 4 pounds. It has been said that
during the war, butter interests lost to the oleomargarine industry
approximately one-sixth of their potential market and more than
one-tenth of their usual marker.’

TABLE 13
Price of Butter and Per Capita Oleomargarine Consumption,
1887-1932.
j c:ril;;l, E ’ | ca.Ppel:a cgpeiia cf;:iia
cop- | con- B~ com
sarp . Fric in- i | Price e Price . Prica
e:{dn:g _O:e‘:_u;'? Hon of a}:g?;g ,°{ebrl;"'ltsf;!$l;r " en;?;g 0{01:}3- &%‘:l;ri efgf:g Oie‘:_'it*' tion pf
June 30;(::1 ou::g: June 3”;'(:: ) il :{::: ;.Tuno 30 (clb) ::::: l_-June 30 (c1b) g::-
J arine | | garine !‘ garine [ garine
! Iba.) } ; {lba} ' {lba,} | {ibs.}
1887" 26.3] 0.35 | 1899 | 202 1.04 i 1911 | 26.7 | 1.26 i 1923 | 4511 1.85
1888 - 273 .53 1 1900 | 23.0| 1.36 L1812 { 30.8] 1.32 ; 1824 | 46.11 2.11
1889 ~ 26.0 04 11901 | 218 1.30 © 1913 | 322! 1.48 ; 1925 11.8] 1.87
1896 233| 49 | 1502 | 238 1.5¢ | 1914 | 28.0| 1.46 f 1926 | 15.01 2.12
1801 " 23.7] 6711903 | 247, .81 21915 | 312 142 ' 1927 | 47.3 | 2.17
1892 25.7" 72| 1904 | 220] .54 j[ 1816 | 31.3| 147 | 1928 | 46.6 | 246
1893 ' 2751 .97 ) 1905 | 2421 53 1917 | 38.1] 2.23 | 1929 5.0 2.79
1594 0 241 .97 (| 190G | 22.8] .51 | 1918 | 45,01 3.11 [ 1930 | 39.9 2.84
1895 © 224 68 | 1907 | 27.0] .76 | 1919 | 57.3| 3.28 | 1931 28.3| 2.20
ISG 203 .64 | 1908 | 28.0( .89 ( 1920 | 63.8] 3.49 | 1932 | 21.0' 192
IX07 1831 57 § 1909 | 28.0| .99 | 1921 50.6| 2.58 ’ )
1848 19.5] .73 | 1910 | 30.3| 1.51 1 1922 | 40.6| 1,73

* Average wholesale price of 92-score butter at New York.

b Eight months, November 1, 1886, to June 30, 1887.
Source: U. 8. Department of Agriculture, Statistical Bulletin, Ng. 23, Dairy Sta-
tistics, for both butter prices and olcomurgarine consumption from 18871926
Olecmargarine consumption from 1926 to 1932 from U. 8. Treasury Department,
Bureau of Internal Revenue, Annual Reports of the Commissioner. Butter prices
from 1026 to 1832 from U. 5. Department of Agriculture, Bureau of Agricultural
Economics,

" Roodgrass, Katherine, op cit., p. 244,
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The hold which the oleomargarine industry secured during the
war has been partially retained. In the last few years per capita
cansumption of oleomargarine has averaged between 2 and 3 pounds
a year in the United States as compared with 1 to 1.5 pounds be-
fore the war. (See Table 13). The ratio of oleomargarine con-
sumption to butter consumption has risen from aboutr 8 per cent
before the war to about 16 per cent during 1929 and 1930. The
principal cause of this increased substitution will be found in the
cheapening in the price of oleomargarine as compared with butter.

Cheapness of Oleomargine. The supetior qualities of but.
ter are everywhere recognized. The outstanding reason for oleo-
margarine consumption is not the instrinsic merit of the product,
but its low price. Table 14 indicates that on the average for the
29 years, 1901-1929, oleomargarine prices have been only 55.8 per
cent of butter prices. It also shows that after the war they declined
in relation to butter prices, until in 1929 they were only 46.9 per
cent of butter prices.

TABLE 14
Ratio of Wholesale Prices of Oleomargarine to Wholesale
Prices of Butter, 1901-1928
{cents per pound)

0Qleo- i ~ " 0lgo- Oleo-
.| But- ;J t i Buts But-
Year n:_?;f:’ ter b | Ratlo | Year |n:?;§: l ter b | Ratio 1 Year | MABA 0% Ratio
Prices | TTices . | Priceg | Frices | Prices | Frices

1901 { 132 [ 211 | 626 | 1911 | 17.5 | 26.4 | 6G3 1+ 1921 | 21.6 | 40.0 | .540

1902 | 155 | 241 | 643 (1912 [ 175 | 29.7 | 589 11922 | 18.8 | 37.7 | .499
1903 | 13.2 | 23.0 | 574 1913 | 17.5 | 30.8 | .568 | 1923 | 21.4 | 44.4 | 482
1904 | 126 | 218 | 578111914 | 17.9 | 27.3 | .856 (1924 | 224§ 39.9 | 561
1905 | 13.2 { 243 | 543 | 1915 | 18.8 | 27.4 | .686 11925 | 225 | 42.6 | .528
1906 | 13.5 | 24.6 | 549 [1916 | 18.8 | 31.8 | .5391 | 1926 (213 | 414 | 514
1907 | 13.0 | 27.6 | 471 II 1917 | 23.5 | 40.3 | 583 1927 | 21.1 | 44.3 | 476
1908 | 14.4 | 26.9 | 535 {1918 | 27.6 | 48.9 | .564 1928 | 21.0 | 44.9 | 468
1909 | 14.6 | 289 ] 505 | 1919 | 33.6 | 57.2 | .587 } 1929 | 205 | 43.7 | .489

1910 | 175 | 298 | . 568 | . .
*» Based on prices of butterine at Chicago prior to 1922, and of animal fat
margarine sinee thesn,
"Based on wholesale prices of butter at Elgin, Illinois, 1900-1913, and of
butter, extra, at Chicago, since 1914.
Source: Snodgrass, X, op. cit, p. 248.

587 [ 1920 | 32.5 | 56.8 | .572 '

The consumption of oleomargarine in 1932 amounted to 198,
232,000 pounds as compared with 321,360,000 pounds during 1930.
This decrease of more than 100 million pounds was due principally
to the great decline in butter prices, which averaged more than
15 cents a pound lower in 1932 than in 1930.°

w Wholesale prices of 92-score butter at New York averaged 21.0 cents g
pound during 1032 as compared with 365 cents and 28.4 cents during 1930 and
1031 respeetively,
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TABLE 15
Consumption of Oleomargarine and Price of Butter,
by Months, 1920.1932

Consump.

n Price Consump- Price Cansumop. rice Consumop- ice
Month sieomar. W3 oleomar I ,:;;; oleamar- ::;;
B e g LR g W g W
00d i) (000 1b) |
1920 i 1921 . 1922 | 1923
Januarv..... | 34643 ) 5 i 22,688 | 525 © 16,887 | 37.4 = 20,633 | 52.2
February......| 34,000 | 66 20297 | 472 127105 | 37.3 19792 | 49.5
March.......... 36,548 | 67 21,361 | 48.1 . 15,262 | 38.2 . 19,722 | 49,6
April.......| 33947 [ 71 ; 20,814 | 455 13,686 [ 378 18,033 | 46.3
May. .o 32,205 | 61 | 12317 | 31.8 | 12,765 | 36.6 18454 | 41.6
June.. ..o 22310 1 57 | 7,614 | 327 10040 | 369 14261 | 384
July ) 24,046 | 57 ! 11,120 | 40.4 14974 | 36.3 11,616 | 392
Avpast...... ... 28,141 | 55 || 17,803 | 42.7 11,754 | 356 18,081 | 439
September.......... 29819 | 59 17,723 1 431 16,113 | 41.2 - 19.854 | 46.0
October............. 28,249 60 | 21,497 ! 47.0 16,180 | 45.7 21,236 | 475
November.. ... 32,009 | B3 § 17,565 | 44.9 , 19,806 | 50.8 24101 | 52.4
December... ... 23,869 | 55 | 19,411 | 43.8 19,965 | 543 19,748 | 547
1924 | 1926 wes ye2r
January........ 23,841 ' 52,9 | 19,109 | 406 21501 | 44.8 21,859 | 49.2
February.. 23,616 | 50.4 | 15,846 | 40.8 © 21,481 | 448 20,356 ! 51.5
] 23,345 | 469 | 20,125 | 47.6 © 21,268 | 43.1 © 27.234 | 50.2
| 20,083 | 388 | 17,000 | 447 . 20445 | 39.6 * 23267 | 504
| 17,493 | 387 | 18542 | 429 16,646 | 409 20,799 | 43.5
June.. [ 14,011 | 415 | 14,623 | 426 17,901 | 412 21171 i 42,5
July ] 15,085 1 405 0 14,704 | 424 15906 | 405 16797 | 41.7
August..._.... 15,857 | 384 ¢ 17,068 | 435 17,204 | 416 19,387 | 418
September.....| 20,202 | 37.9 1 20,057 | 47.6 © 20172 | 44.3 23,981 | 46.5
October.............| 19,217 | 385 | 25,612 | 51.0 21,766 | 46.7 26,823 | 48.4
November.......... 19,115 | 425 | 24,974 | 50.6 | 23,800 | 50.3 26,256 | 49.8
December........[ 19,997 | 44.7 | 24,353 | 49.2 | 24,530 | 545 | 26717 | 51.9
- 1928 ! 1929 i 1938 T TR
JHnuTY .o 27,720 | 488 | 27,847 | 47.9 | 30,309 | 36.6 27,937 | 285
Februavy .| 26,327 | 46.6 | 32,713 | 499 * 30,793 | 357 19751 | 28.4
Mareh. .. 27,427 149.4 | 28260 | 485 23890 | 373 10573 | 389
April 22,800 | 455 | 27,067 | 45.3 © 20654 | 385 17,150 | 26.1
May....oom, 23,381 | 44.9 ) 20,008 | 435 © 22526 | 348 15460 | 237
June ......| 23926 { 141 [ 23379 | 435 22178 | 329 13180 | 933
Jaly. e 20,490 | 449, 24972 | 424 1K782 ;359 glagg | 25
August........... 24,965 | 46.9 | 25788 | 435 24,672 | 389 16483 | 281
September....._.. 29,002 | 48.8 § 31423 | 46.2 27,194 | 298 19,499 | 32.5
October.........1 30,137 | 47.8 | 34,591 | 45.6 33,138 | 0.0 23401 | 338
November | 50.6 | 35,281 | 427 30,631 | 361 22838 | 30.9
| 50.5 { 32,800 | 411 . 27,593 | 322 | 32831 | 30.6
19,892 | 23.6
18,351 | 225
17,703 | 226 | Source: Uleomargurige cousumption  from
16.769 | 20.1 : L. 8. Depactment of Commerce, Bureau of
14293 | 188 . Foreign and Domestic Commerce, Monthly
10945 | 17.0 | ll;epnrts of the Survey of Current Bustness,
T 01360 12 Baer prices e for foseure at Now Vark
August .| 15,020 | 203 . T D ep Tprument o
Seprember. | 16211 | 208 | Eeononen . PUfeesof agricultural
Qetober............ | 19391 ¢ 20.7
November.......; 20,048 | 233
December..........| 18,269 ' 241
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Seasonal Character of Substitution. The competition of
oleomargarine does not make itself felt uniformly throughout the
calendar year, but is greatest during the months of relative scarcity
of butter and least during the months of peak butter producrion.
From Table 15, which shows butter prices and oleomargarine con-
sumption in the United States by months, 1921-1932, it is evident
that fluctuations in both series are decidedly seasonal, both rising in
the winter and falling in the summer. (See Figure 8).

Consumption of Oleomargarine and the Price of Butter by Months, 1921-1932
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Figure. 8. The consumption of oleomargarine tends to fluetuate with the priee
of butter. During 1932 oleomargarine consumption was more than 100 million
pounds less than during 1930 due prineipally to the great decline in butter prices
whieh fell more than 15 cents a pound during this period, :

Seasonal Consumption of Oleomargarine and the Seasonal Index
of Butter Prices, 1920-1930
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The seasonal relationship between the two is further illustrated
in Figure 9, which shows the average seasonal consumption of oleo-
margarine and the seasonal index of butter prices for the period
1920-1930. During the fall months, beginning in August and Sep-
tember, the price of butcer rises considerably, reaching its peak in
November and December. Oleomargatine consumption follows chis
rise very closely, and represents “price substitution’’, which occurs
because people of limited means cannot or will not pay the high fall
and winter prices. The price of butter is lowest in June and July
and substitution drops off correspondingly. The oleomargarine con-
sumption occurring in summer when butter prices are lowest repre-
sents “normal substitution” by those people with small incomes who
consider butter a luxury at any time. “Normal substitution” has very
lictle effect on butter prices because the people who eat oleomar-
garine the year round could buy only the cheapest grade of butter
if they were to buy any ar all. But “price substitution,” which in-
creases when butter prices rise in the winter, does definitely limit
the height to which they can rise.

TABLE 16
Seasonal Consumption of Oleomargarine, 1920-1930

Month Snuﬁ%:})nm |-,. Month Seas(l:i%:.})ﬂase : Month Seaaa:;:{}]&asét
January .......23,961,800 May ......._20,58200 ~ September ....23,180,900
February ... 22,935,500 : June ... 7,014,000 1 October . 25,255,800
Mareh .....24,274200 ! July ... ... 17,067,800 || November ...26,014,400

April .......22,087,700 || August -eeeen-19,878,000 Decewber ....25,010,400

Source: These sensonal indices were calculated by the modified median link rela-
tive method by Mr. Charles Alexander. Data taken from U. 8. Department of
Commerce, Survey of Current Business,

Table 16 shows the average seasonal consumption of oleomar-
garine during the period 1920-1930. This table shows that substi-
tution in the fall and early winter months (October, November, and
December) averaged about 8 million pounds a month more than in
June and July. If production could be curtailed so that no more
oleomargarine were consumed in the fall and winter months than is
consumed in the summer, or if it were completely prohibited, would
buwter prices rise very much above their present fall and winter
levels? This question will now be considered.

LEffects on Butter Prices of Curtailing or Prohibiting
Substitution. It is virtually impossible to state exactly what would
happen to butter prices if the manufacture of oleomargarine were
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curtailed or prohibited.” The immediate effect of a curtailment of
the supply of oleomargarine would presumably be an increase in
the price of butter as a result of increased demand. If bucter prices
rose high enough to make importation over the 14-cent tariff wall
profitable, such imports would in time reduce the price. Prohibition
of oleomargarine consumpuion would have lictle effect on butter
prices if the tariff were low. If both a prohibitive rariff and a prohib-
itive oleomargarine law were effected, the only limitation on butter
prices would be the domestic demand. But since butter under
present living conditions is not an indispensable commodity, this
demand is definitely limited. If oleomargarine were prohibited and
our l4-cent tariff maintained, butter prices would at times rise high
enough so that a large group of consumers could not afford to use
butcer. This group would probably turn to such substitutes as lard,
jams or jellies, and the like. Elimination of oleomargarine would
increase the demand for butter by only a portion of the amount of
the oleomargarine consumed, but no one could forecast the exact net
effect on butter demand or butter prices.’

The influence of oleomargarine substitution on butter prices is
negligible in the spring and summer months when domestic butter
output is so large as to put the United Staces on a domestic or even
an export basis. But during the fall and winter months, when the
14-cent tariff is most effective, oleomargarine and foreign burter act
as the two principal supply factors limiting the height of burter
prices. Thus, it may be concluded that oleomargarine substitution
is an imporeant factor in butter prices but that there are other factors
of equal and, at times, greater significance.

Control of Substitution by Legislation

Taxes and Impurt Duties on Oleomargarine. On Aug-
ust 2, 1886, Congress imposed a flat tax of 2 cents per pound on
oleomargarine. Provision was made for tax-free exportation, and
a 15-cent per pound internal tax was levied on imports.

The Federal Law of 1886 did not satisfy dairymen, since oleo-
margarine could go to market in a highly colored form and be sold
as butter. They believed that oleomargarine should be sold in its

7 A number of emrelations were attemnpted in order to Jetermine the quan-
titative relationship hetween the price of butter and the consunption of oleo-
margarine. These were not suecessful and no relationship other than seasonal
was established. The other clements in the Price and consumption relationship
seem 10 be wholly capricious and do not lend themselves to quantitative analysis.

& Sce Snodgrass, Kathkerine, op. cit., pp. 255-256.
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uncolored form so as to be easily distinguishable from bucter, which
they thought would discourage its use. In 1902 Congress imposed a
10-cent per pound tax on colored and a .25-cent per pound tax on
uncolored oleomargarine. The provisions of the Law of 1886 for
free exportation and an internal tax of 15 cents a pound on imports
were retained.

That law was not changed until the passage of the Brigham-
Townsend Bill on March 4, 1931, effective 90 days later. This new
law states that all oleomargarine which fails to pass the Lovibond
tintometer color limit test of 1.6 degrees will pay a tax of 10 cents
a pound. The law was necessitated when on November 12, 1930,
David Burnett, Commissioner of Internal Revenue, issued a ruling
which permitted oleomargarine manufacturers to use unbleached, re-
fined palm oil to color oleomargarine yellow in imitation of buccer
without payment of the 10-cent tax previously Jevied on artificially
colored oleomargarine. This amendment in no way affects the ocher
provisions of the Act of 1902.

Effects of Legislation en Substitution. The Federal Law of
1886 with its flat tax of 2 cents per pound was not the primary fac-
tor determining the amount of oleomargarine consumed during the
period 1886-1902. The primary factor was the price of butter. In
spite of the tax, fluctuations in oleomargarine consumption during
this petiod followed quite closely fluctuarions in butter prices. Fig-
ure 10, which shows the price of burtter and the per capita consump-
tion of oleomargarine for this period, indicates that in general butter
price movement conditioned the movements of oleomargarine con-
sumption. While the 2-cent tax may have tended to keep down the

Prica of Butter and Oleomargarine Consumption in the U, 8.
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Figure 10, The offorts to check oleomargarine consumption by legislation
(principally by taxes on the colored product) have not been successful and sub-
stitution has ardinarily followed fluctuations in butter prices, inereasing when
hutter prices rise and idecreasing when they fall,




Page 80

consumption of oleomargarine, it did not check it materially, Oleo-
margarine consumption continued to vary with variations in butter
prices.

The increase in the tax on colored oleomargarine in 1902, how-
ever, seems to have caused a temporary reduction in consumption.
From 1903 to 1906, inclusive, oleomargarine consumption was ex-
ceptionally low, averaging about one-half the consumption of the
previous four years. This reduction was not, as some believe, due
to lower butter prices. The average yearly price of butter for the
period 1903-1906 was more than a cent per pound higher than
the average price for the period 1899 to 1902. Reduced substitu-
tion was due primarily to the great decline in the manufacture of
colored oleomargarine caused by the 10-cent per pound tax on this
product. A few years were required to get the consuming public
adjusted to using white or uncolored oleomargarine in place of the
colored product. However, once these adjustments had been made,
oleomargarine consumption again tended to fluctuate with che fuc-
tuations in butter prices.’

Oleomargarine consumption started upward in 1907, following
fluctuations in butter prices quite closely until the war period, 1916-
1920, when consumption was greatly increased. Extremely high
butter prices and a general desire on the part of the consuming public
to cooperate with the government in thrift and saving in order to
help win the war were the chief causés of this sharp rise.

From 1920 to 1928 fluctuations in oleomargarine consumption
followed butter prices, but between 1928 and 193] consumption of
the substitute greatly increased without proportional increases in but-
ter prices. This increased consumption represents the additional sub-
stitution brought about by the reduction in purchasing power and
increased unemployment which resulted from the present business

epression. Substitution is likely 1o decline with a general recovery
in business conditions which will increase the purchasing power of
the consuming public and reduce unemployment. With such a re.
covery, substitution will probably decline to a level approximating
that maintained during the period 1923-1928. Under ordinary cir-
cumstances the large majority of American consumers prefer but-
ter to oleomargarine and, except in periods of severe business de-
® The 10-cent per pound tax has heen effective in keeping the manufscture

of colored oleomargarire to a minimum, Only 9 million pounds of colored as
compared with 269 million pounds of uncolored oleomargarine, were manufae-
tured in the United States in the year ending Jume, 1831. The .25-cent per pound

tax on uncolored oleomargarine has had virtually no effect in checking the con-
sumption of this preduet,
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pression or wars, consumption of the substitute will probably aver-
age between 10 and 12 per cent of the domestic consumption of but-
ter as it did during the relatively normal period, 1923-1928.

Oleomargarine manufacturers recently attempted to evade the
10-cent tax on colored oleomargarine, but dairymen believe the
passage of the Brigham-Townsend Bill to be entirely sufficient to
keep the production of colored oleomargarine to a minimum. The
chances of fraudulent sale have been decidedly reduced and virtually
all of the oleomargarine produced is consumed by those who use it
knowingly and purposely as a substitute for burter.

In appraising the effect of legislation on the substitution of oleo-
margarine for butter it can be said that the taxes levied have, on the
whole, had very little effect in checking substitution. They have not
offset materially the price advantage of oleomargarine, and substitu-
tion has ordinarily followed fluctuations in burter prices, increasing
when butter prices rise and decreasing when they fall.

Conclusions

Oleomargarine and foreign butter are the two principal supply
factors affecting butter prices. Which is the more effective competi-
tor of the dairy industry is difficult to say. Our small imports of
butter are not sufficient proof that oleomargarine (consumption of
which is many times greater than butter imports) is the stronger
competitor. Imports of butter are small because of the tariff barrier.
How large they would be without any tariff we do not know; but we
do know that without a tariff our bucter prices during the winter
months would tend to approach the level of world prices.

The influence of oleomargarine substitution on butter prices is
negligible in the spring and summer, when our butter production is
ordinatily so large as to cause our prices to equal or go below world
market prices. Thus, if no tariff existed, oleomargarine would have
very little, if any, effect on butter prices. But with our 14-cent butter
duty, which permits considerable spread between domestic and for-
eign prices in the fall and winter months, oleomargarine substicu-
tion increases as prices rise and tends to keep the differential less
than the 14 cents intended by the tariff.

The attempts of the dairy interests to crush the oleomargarine
industry by taxation have not been successful. The 10-cent tax on
colored oleomargarine has kept production to less than 15 million
pounds annually during the past five years, but production of un-
colored oleomargarine, which is taxed only .25 cent a pound, averaged
about 300 million pounds a year from 1927 to 1931 and in 1932
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totalled 203 million pounds. Oleomargarine prices averaged about
21 cents a pound below butter prices from 1922 to 1929. The very
small tax on the uncolored substiture has virtually no effect on oleo-
margarine production in the face of such a great price spread. Sub-
stitution under these conditions fluctuates with butcer prices and tax-
ation is a minor and, apparently, an ineffective factor.

If the manufacture of oleomargarine were prohibited, Ameri-
can butter prices with our I4-cent tariff would, during the fall and
winter months, rise high enough so that many could not afford but-
ter and would probably substitute other spreads. Thus, elimination
of oleomargarine would increase the demand for butter by only a
portion of the amount of cleomargarine now being consumed and
the net effect on butter prices would be less than the amount of
present oleomargarine consumption might indicate.

With our taxes on oleomargarine and our 14-cent butter rariff,
the consumption of oleomargarine will probably average between 8
and 12 per cent of butrer consumption in comparatively normai or
ordinary periods, fluctuating above or below this range from year
to year with fluctuations in butter prices. During war periods or
business depressions it may change decidedly due to high butter
prices, war thrift and saving, reduced purchasing power, or in-
creased unemployment. The additional substitution of oleomargar-
ine for butter during the present depression brought total consump-
tion of the substitute to more than 15 per cent of roral domestic bur-
ter consumption in 1930.

Virtually all the oleomargarine now consumed is used admittedly
as a substitute for the higher priced butter. Dairymen can no long-
er rely on the fraudulent sale argument nor the inferior nutrition
argument as weapons against oleomargarine competition.”” But they
can rely on the superior aroma and flavor of butter to make most
Americans use it in preference to oleomargarine if it is not too much
higher in price. While farmers should make every possible effort to
produce high quality butter at low cost, this is not the whole solution
of the problem of oleomargarine competition. Butter prices at the
beginning of 1933 were the lowest in many years, 92-score butter at
New York averaging but 20 cents a pound in January. The dairy
farmer is injured by the general low purchasing power resulting from
the depression. The substitution of oleomargarine in spite of ex-

10 Existing legislation insures the sale of oleomargarine on its own merits.
and oleomargarine bas already been manufaetured which has been demonstrated
to contain Vitamin A, while Vitamin D can be contributed by the process of
irradiation, Moreover, the average American’s diet is so diversified that he does
not have to ‘depend on spreads for his vitamins,
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traordinarily low butter prices is the result of consumers being forced,
margarine. Ordinarily a difference between the two prices as small
difference between oleomargarine and butter prices in favor of oleo-
because of low purchasing power, to take advantage of any small
as thac existing at the beginning of 1933 would not induce wide-
spread substitution. Not until the purchasing power of the masses
is improved can the competition of oleomargarine be expected to be
materially reduced and the general condition of the dairy farmer
bettered.



Chapter V. Animal and Vegetable OQils

Duties on oils, like taxes on oleomargarine and the tariff on
butter, are intended to benefit the dairy industry. They are intended
primarily to increase the cost of oils to oleomargarine manufacturers,
thereby increasing the cost of oleomargarine to consumers and lessen-
ing its price advantage over butter. As will be seen in the following
pages, they have not achieved this purpose.

Oleomargarine is only one of several products made from ani-
mal and vegetable oils. Some of these products, such as lard com-
pounds and salad oils, are used as food and compete indirectly with
butter. Others, such as soap and paint, are inedible and do not
compete directly or indirectly with butter. But because many of the
fats and oils resemble each other so closely thar they can, to a con-
siderable extent, be substituted for one another! it is necessary to
have 2 rariff on all oils and fats if any one of them is to be affected.
Consequently, the following factors will be considered in order:. (1)
the chief types of oils and fats used in the United States and their
sources, whether produced at home or imported; (2) effectiveness of
the present duties on the various oils and facs; (3) the possibility of
making tariffs on oils effective; and (4) the possible benefits and
burdens of effective duties. |

Domestic Production and Consumption

Present Use of Oils in the United States. According to
presént uses, the oils and fats may be conveniently divided into
three groups:*

! Tn general an oil or fat can be only partially replaced by another, or .com-
bination of others, because such charaeteristics in the finished product as taste,
color, texture, hardness, etc., might be changed by the substitution. The hydro-
genation process, i e,, hardening of the oils by chemijcal addition of hydrogen,
enables the liquid oils, especially cottonsced, soy-bean, and marine animal pjls
to compete more direetly with the solid animsl fats, especiallv lard and tallow.
{See U. 8. Tariff Commission, Summary of Tariff Information, Schedule 1, Chemi-
cals, Oils, and Paints, Washington, D, C., 1929, p. 254) :

*There is no essential differcnce botween a vegetable oil and amimal fat.
Both are glvcerides, which are a combinafion of ' glveerine ‘with various fatty
acids such as stearie, oleie, palmitie, and others. The combinafions which ‘are
liquid at ordinary temperatures are known as oils. while those which are solid at
ordinary temperstures nre called fats. Ibid, p, 254,

.Plulv B3
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(1) Edible: (a) lard compounds, (b) oleomargarine, {c}
salad oils.

(2) Inedible: (a) soap, (b) paint.

(3) Specialties.

The principal oils and fars in the edible group are olive, corron-
seed, coconurt, peanut, corn, oleo oil, oleo stearine, palm kernel, and
soya bean oils, and burter, Jard, and beef tallow. In the inedible
group the soap oils include all the edible oils of too low quality for
edible purposes, and in addition low-grade tallow, vegetable oil foots,”
marine animal oils, and greases, including garbage and tankage
grease. The paint oils include linseed, china wood or tung, perilla,

TABLE 17
' United States Factory Production of Animal and

Vegetable Fats and Oils, 1927-1931
: {(in thousand pounds)

Fat or Oila _1e27 | 1928 | 19=8 | 19s0 | 1981

Cottonseed, erude. ...

1,806,757 | 1,460,269 | 1,581,631 | 1,616,102 | 1,417,226

|

y
Cottonseed, refined.........| 1,592,889 1,330,764 | 11450,772 | 1457 561 | 1.202.767
Peannt, erude and virgin....J 16,590 12,439 16,131 25,495 13,730
Peaunat, refined.........____| 8,512 8,546 10,680 18,946 10,658

Coconut or copra, erude..! 281,654 311,181 | 352,654 | 352,727| 303,434
Coconut or copra, 1'0ﬂnod..,’ 243,094 | 295909 | 334,567 300,405 | 272,471

Corn, erude...oo 0 117,441 124327 | 133,680 120,747 113,145
Coru, refined.. ... | 92,871 104,87 121451 103,148 | 104,014
Soya bean, erude........... { 3,088 | L7116 1L009 | 14387] 39,129

] 8581  1438] 1,003  2184] 1638

Olive, cdible...
................. oo | T12{ 18542

Palm kernel, ernde..............|

Paln kernel, vefined .| 5356 16,607 | 15567 32151 25,150
Lard, neutral. . 48,116 52991 43508 26957 22,965
Lard, other edible..._|1,608,195 11,799,976 | 1,813,354 | 1,575,548 | 1,658,445
Tallow, edible..............._... 48892|  41,047]  43727| 41676 66,771

1,178,995 | 1,143,349 | 1,220,102 | 1,211,268 [ 1,152,874

Lard compounds and oth-
er lard substitutes ...

Oleo oil .o 127,504 124105 122,527 116,430 98,372
Animal stearine, edible_. . 67,325 61,262 59,753 55,815 | 46,614
Tallow oil............... 12,466 11,231 19,684 7,947 | 9,994
Lard oil ..o 26,688 22,161 29,855 17,253 19,891
Oleomargarine® ... 257,157 294,699 | 333121 349,124 [ 274,461
Butter® ... .........1466852] 1,487,049 | 1,597,027 | 1,514,892 | 1,667,452

a The__u-bo_v.éiﬁgums inelude all production other than that of lard, tallow, and
grease in households, on farms, and by small loeal butchers and meat markets.

b From Annual Reports of the Commissioner of Internal Revenue, year end-
ing Junc 30,

< Creamery butter production, from . S, Department of Agriculture, Bu-
reau of Agricultural Economies.
Source: T. 8. Department of Agrieulture, Bureau of Agrieultural Economics,
Foreign Crops and Markets, July 25, 1032 p, 124,

3 Foots are the residucs resulting from the refining of better grade oils.
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menhaden, and soya bean. The most important in the specialty
group is castor oil, which is used in medicine, lubrication, and the
textile industry. Others in the specialty group are croton, cod liver
and rape oil.

Many of the oils are used for several purposes. Cotronseed
oil is used in lard substitutes, salad oils, oleomargarine, and soap;
coconut and peanut oils for lard substitutes, oleomargarine, and
soap; soya bean oil for lard substitutes, oleomargarine, soap, and
paint; oleo stearine in lard substitutes and oleomargarine; and corn
oil in lard substitutes and salad oils, and to a limited extent in soap
and oleomargarine. Thus many of these oils can to a limited extent
be substituted for one another.

Table 17 shows the United States factory production of animal
and vegetable fats and oils, 1927-1931,

Competitive Position of the United States. The United
States is more than self-sufficient in its supply of animal fats and oils,
but is by no means so in vegetable fats and oils. Table 18 shows
that on the average for 1928-1931 we have exported nearly five times

TABLE 18
Total U. S. Imports and Exports of

Animal and Vegetable Fats and Oils, 1928-1931
- {(Short Tons)

1929 I 1830 : 1931

1928
i Imports | Exports| Imparts | Exports || Imports (Exports Irli; Importy l Exports
Baw !
Materials | : [
e |_906,993] 8,076 1,129,748) 9,012) 788,253 6,997] 816,024 23,62

il Equiv,

ii 101,277| 3,515| 485,104 3,778| 373,037 3,388) 363,730, 11,944

I
|

!
I{
ggg'gag;g,! 409,903 65,785‘ 578,546| 52,174| 508,796] 55,363 450,631*i 51,804
d ! !
Total: |
il Equiv. of ’ ! ‘

Rov Matls.| 811,180) 59,300|,1,063,650 55,052) 881,833| 58,751 814,361, 62,748
| : F
' |

Fats & Oils i

i
. N |
| I

| | | !
phnimat | 83,374%4?3_,638” 92165/505,607,  97,964405,468, 108,157 365,983
] ; !

I‘
Tatal

| | |
Avtma  SO35:4542,938°1,115.815/561,559 9?9,?9?,[464,219} 922,518'429,731
_Plts & Olls o | = JE [ R L § — [_,____ = -—ln- ———roe— -J_—““‘-'*--—--J =i
Source: U. 8. Department of Agricnlture, Bureau of Agrienltural Economicx. For.
eign Crops and Markets, July 25. 1932, 1. 120 and Angust 1, 1939, p. 162,




TA

BEas 19

U. 8. Imports and Exports of the Principal Animal and Vegetable Fats and Oils, 1926-1931
(Short Tons)

Classification

Seeds, Nuts and Kernels
Total raw materialsa ...
Oil equivalent ...

Vegetable Odls & Fats
Chinese wood il
Coconut o1l ..
Cottonseed 011
Olive oil, Odlblt'&lm‘rllblc
Palm & palm kernel oil
Sovn bean oil e
Peanut otl
Other expreossed oils b,
Total vegetable fats & oils

Animal Fats & Oils
Oleo 0il ot
Oleo stoek
Tallow .
Lard & lard suhstltutes
Oleo & lard stearine
WUleomargurine
Butter
Other animal fats & oils !
Total animal fats & oils__...

Grand total..........oooeeeeeee .

" Principally ﬂax%ced and copra.
bineludes linseed, rapeseed, and perilla oil

¢ Re-oxports,

Source:

1928

1929

Imports t Exports |»Imports\ Exports 8_i Importsl Bxports_

B 1930

006,093 | 8,076
{401 277 | 3,515
54,611 ( 3,003¢:
145,218 | 15,5024
25 851
65,608 |
111,520
6,558 3,571
23y
24,0641 17,478
400,903 | 65,786
31,400
| 3,390
7,11909) 1,606
394,002
e 1 1942
] 328 |
2,162 1049

1926 1927 )
Imports | Exports Imports| Exports f
1,008,240 7,848 980,380 9,940 .
122,804 | 3,280 416,082| 4,158
)
41,502 | 2,700c 44825| 2,548¢
122,564 | 4, 8114 148, 685 13,1374
)0 450 1,001
64,366 . 62,076}
102,864 101,444
15,356 T84 i 7458 oi22
4,140 1,424
42,805 | 24,165 25,4841 18,016
393,697 | 53,000 389,416 71,416 ‘
48,451 39,390 |
6,080 | 5056 |
6,8244| 5314 . 64544 3,305 |
363,829 4 355,344
e 3,659 e 2824
726 1 308
386410 2742 1 49298 2,162
58,380 41,281 78,668 46,786
68,568 472,082 89,350 166,165
884,969 ‘528 362 894,848 531,740 !

July 25, 1032, p. 129; and August 1, 1932, p, 163,

894 554 1542, 938 |

74,0031 38,943
83,374 1473,638 |

Il
h
L

i-i

t
!
]
1
i
i
|
1
|
|
il
|

|
1,120,748

485,104

39,839
205,068

76,502
165,862
9,744
1,616
59.015

| 578,616

8,511d

L

1,323
88,130
97,964

11,115,815

9,212 |;ss v
2,778 3;5( ¥iT
3,006¢ l 6% 162| 3,130¢:
15,4364 158,960 | 13,4374
13,018 14,140
81,440 |
158,204
2084 F 4,174 2481
7,782
16,620 | 34,990 | 22,166
52,174 ;608,796 | 55,363
34,104 08,242
4,050 3,400
1,920 312d§ 2,797
425,750 329 926
1,966 e | 2,566 !
451 346
1862 | 1,258 1,472
35,504 | 96,394 36929
505,607 || 97,964 |405,468
561,569 |978,797 (164,219 |

|
3,997 |816,ll24
3,388 13637

1931

a0

39,6046
162,087

50 /82
Ll?.),.) 17
2408
7,440
n,.ZhS
|450 631 |

e

€

i 1,882
10(1,...: 5]
‘108 167

922,518

23,620
11,044

2,01
9,584
11,284
i

9740
2,725
2,551
22312
51,804

23,661
3,962
1,332

289 071

3,421
273
1,984
41,379
365,983
429,731

1 From U 8. Depdrtmont of Commerce, Bureau of ]"ormgn &
Domestic Commerce,

¢ [f any, included in **Other animal fats and oils.”’
t Largely marine oils,

U. S. Department of Agriculture, Burcau of Agrvicultural Feuvnomies, Foreign Crops & Markets, August 17, 1931, pp 246-250;

fg 27eg
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as much animal fats and oils as we have imported. At the same
time we imported nearly 15 times as much vegetable fats and oils
as we exported. For the two combined IMpPOrts were approximate-
ly twice as large as exports for these three years.

Table 19 shows the United States imports and exports of the
principal animal and vegetable oils and fats, 1926-1931. Cotron-
seed oil, oleo oil, oleo stock, lard and lard substitutes, and oleo and
lard stearine are decidedly on an export basis, and coconut oil, palm
and palm kernel oils, soya bean oil, and peanut oil are decidedly on
an import basis. The largest exportable surpluses are found in lard
and lard substitutes, oleo oil, and cotronseed oil. The largest im-
ports occur in coconut, palm, and palm kernel oils.

Qils Used in Oleomargarine Manufacture
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Figure 1L There has been g great inerease in the use of coconat oil and a de-
eline in the use of amimal oils in oleomargarine wanufacture since 1916. This
shift to cocomut oil has oceurred largely for two reasons: (1) coconut oil has
become progressively chegper both absolutely and in relation to other oils Jdue
largely to the favored tariff position of the Philippines which encournged them
to incvease their production, and (2 its physienl characteristics make it prefer-
able to other vegetable and many animal oils in cleomargarine manufacture,
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Effectiveness of Present Duties

Tariff Rates, 1909-1952. Table 20 shows the rates of duty
on the principal animal and vegetable oils, 1909-1932. The follow-
ing oils, which undoubtedly compete with domestic oils, were left on
the free list in the 1930 tariff: palm, inedible palm kernel, inedible
olive, inedible seasame, inedible sunflower, inedible rapeseed, and
Chinese wood oil, Copra and palm nuts and kernels were left on
the free list. The rate on coconut oil is not applicable to imports
from the Philippine Islands. Imports of Chinese wood, coconut,
palm, and palm kernel oils constituted approximately three-fourths
of the total United States imports of vegetable oils in 1930, and the
continued free admission of these oils has tended to diminish the
effectiveness of the duties on the other oils.

The Shift in Raw Materials Used in Oleomargarine
Manufacture. Figure 11 shows the amount of each of the prin-
cipal animal and vegetable oils used in oleomargarine manufacture
from 1916 to 1932. This figure indicates a great increase in the
use of coconut oil since 1916, and a decline in the use of animal
oils (oleo oil,' olea stearine,' and neutral lacrd’}. In 1916 coconut
oil comprised less than .3 per cent of the total materials used in
oleomargarine, whereas in 1932 ir made up 52 per cent. In 1916
the combined-use of oleo oil, oleo stearine, and neutral lard com-
prised more than 55 per cent of the total, while in 1932 they made
up but 12 per cent. In 1916 only 563,000 pounds of coconut oil
were used in oleomargarine, as compared with 128 million in 1932,
an increase of nearly 230 fold. During the same period the use of
oleo oil, oleo stearine, and neutral lard declined from 104 million
pounds 0 30 million pounds, a decrease of more than 70 per cent.
Since the output of oleomargarine more than doubled during this
period, it is evident thac oleomargarine manufacturers have relied
upon the increased use of coconur oil to expand their production.

(See Table 21.)
Explanation of the Shift in Raw Materials. The Tariff

Act of 1922 removed crude coconut oil from the free list and made it
dutiable at 2 cents per pound. Refined coconut oil also carried a duty
of 2 cents per pound in this act. The Tariff of 1930 left these duties
unchanged. But these rates did not apply to the Philippine Islands
and, since they can ship in duty-free oil while other importations

t Made from bheef fat.
3 Made from hog fat,
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ABLE 20

Payn 01

United States Tariff Rates on the Principal An'mal and
Vegetable Oils and Raw Materials, 1909.1932

. Tariff Act
Commodizy | —d830 7 “iezr 1921 | 1918 | 1vo9
Animal Oils: | ;
Olcootl..oon 1elb. 1c b e 1 189 25¢;
Oleo stearine.................. lc lb. leih. ... I Free Free
Lard......ccc.] 3elb. lelbh, | - ... ‘ Free 1% 1b.
Lard comp. or substit's| 3¢ 1h. delb. Free Not pro-
i[ ' vided for
Tallow ... ..., Yoe lb. Yoeolb, ' ... ' Free 15e b,
{rrease. 20¢r 20¢7, .! ....... ' Tree Free
Vegetable Oils: \
Castor.........ccooeevee .l 3e b, delb, | .. 1%elb. | 433¢lb.
Chinesenut....c..........|  Free Free | ... Frec Free
Coconut, erude.............. 2¢ b2 2elb.* 224¢ |b.2 Free Free
Coconul, refined............ 2¢ bh.® 2elb2 | 225¢1b.2 | 3%oclbt | 31he lb.
Cottonseced. ... 3c b, 3elb. : 234¢1b.!  Free Free
Linseed......o..ocooeo 4loeih. | 33elb. . . i Llie b, 2e b,
Olive, inedible............. Free Free || __________ Frec Free
Olive, edible, in bulk®....| 6Yelb. | 6lse lb. | Slgelb. | 224elb. | 53¢ b,
Palm. Free Free | ... Free Frec
Palm kernel, edible....... lelh, Free — i Free Free
Ialm kernel, inedible...| Free Free @ ... [ Free Free
Peanut .......o...ooovviee 4e b, delb. :37/15elb.| 44elb. Free
Perilla..coooeiein, Free Free + ... Free 25%
Rapeseed........................ 4c 1b. i5¢lb, | ... | 46elb. | 1laclb.
Sesame..............| 3elb, Free ... ¢+ lelh. Free
Sova bean............. 3%elb, | 2i%e b, i 22%¢1b. | Free Free
Raw Materials: ]
Castor beans....... . Lie th. selb, 15e bu. of | 25¢ bu. of
50 lhs. 50 lbs,
Copra..........coeeee.|  Preo Free .. Free Free
Cottonseed... ... lae Ib. elb, | ... Free Free
Flaxseed......... ... ~165¢perbu, [40cperbu, 30ecperbu.| 20ebu. | 25¢ by, of
of 56 1bs, | of 56 ihs, [ of 56 1bx, | of 56 1bs. | 56 lbs.
Palmnuts .. .. Free Free . Free Frec
Palm nut kernels........... Frec Free . . Free Free
Peanuts, shelled............. Telb. 4e th. 3e th. 3¢ b, lelb.
Peanuts, unshelled.. ... 414¢1b, 3e b, delb. | 3elb. Lae ib.
Peritla seeds.................. Free Free ... 20¢ bu. of | 26¢ bu. of
 561bs.® | 56 Ibs.c
Rapeseced.................. Free Free ... Free Free
Sesame seods...... Free Free 20¢ b, of [ 25¢ bu. of
56 1bs.® | 56 lhsr
Sova beaus................... 2¢1b. Loelb, ... Free 45¢ bu. of
. 50 1bs.
AL L —— Free | Free | Letbe | lelhe

"Weighing with the immediate container
40 pound Hmit similar tu thay of 1922

Seurces:

s Not applicable to imports from the Philippines.

% The following smounts were considered not in b
lows: Act of 1809, ''In bottles, jars, kegs, tins, or other
lons sach, 62y c per 1b.""; Acts of 1913 and 1921, 5 gallon
varrying duty of 4 cents & pound

¢ Not sprcially provided for.

T

1922, 1921, 1913, and
and Vegetabls Oils, New York 1
~racion, House Pocument No. 476, Taniff Act of )
[ERT I I I

in 1913 Act and 63%¢
less than 490 pou
Act Lut carrying d

1909 ratea taken from Wright, I (.,
LLIAE T PO KT

LS rates jecured f

930 -Copy of Public

ronl

ulk in the various mots and taxed as fol-
packages, containing leas than 3
limit similar vo that of 1906 Act bure
8 pound in 1921 Act: Act of 192,
nds, 7% ¢ per paund ;" Act of i,
uty of W% cents per pound.

The Tariff on Animal
TIxt Congrens, 2nd

Law No, 383, Waeshing.-



TARLLE 2

1

Materials Used in U. 8. Oleomargarine Manufacture 1916-1932
(In Thousand Pounds) (Year Ending June 30)

Sou rce:

U. 8, Departmont of Agruulturc, Year Books— 1916- 1922.

1922 Year Book, p.

19212 data from U, 8, Treasury Department, Burean of Internal Revenne, Annnal Reports of the Treasurer.

. Material N 1916 11817 | 19018 | 1919 | 1920 | 1821 | 1pe2z | 1823 | 1924

b Y 7 OO O USROS .| 188,444 | 273,764 | 356, 882 | 393,439 | 412 572 | 341 956 | 233 929 [ 257, 023 | 204,463
0160 Oibevor oo 68,989 | 96,652 96,378 | 97,464 \ 89,842 | 19,676| 40,980 | 46,645 :u._n .
Coconut o1l e, 863 | ]9,763 61,773 69,640 80,784 103,112 | 57,384 | 6A,656 'I 13,00
Cottanseed oil... 49,960 | 63,652 36454 37 84(1 | 394501 18,533 | 15,430| 18,757 | ‘_.’ll,(i-ltl
1Y 1§ USROS 21,3491 24,410 61,128 68,000 76, ﬂﬂ{l i Y9716 | 53,939 59,83:') I G9,000
Peanut oil 53361 10,498 | 01,503 | 38764 48.346] 16332 11.625| 69221 5636
S8 oo e e oo 4088, 6115 18279] 214321 248641 25.365| 16.262) 17.998 | 20,543
Oleo stearine ... 2,036, 2494 34271 2456( 2,132 4,838 4574 4,815| 5,317
Nentral Jard ... .| 33,4406 42,401 45,702 45,764 3R456| 29,268 | 27,057 29,568 32,210
Oleo stoek . - weed] 397 ] 3408 7,526 6,342 | 5,804 2,065 2143 2322 2,756
Butter... 2,152 3,303| 4,548 5,680 6,845 “ 1,499 1107! 1576|1900
Mlstel]aneous et s i 147! 1 008 7, 4;-} 51 L 49| 11,532] 3,417 2,999 | 0rr

Material - 1 1926 | 1926 | 1927 | 1828 1 1920 | 19830 | 1e31 | 1832 |
Tatal ..o | 266,234 | 307,460 | 316,085 | 361,069 ' 410,937 | 424,648 | 334,891 | 247,365 |
Oleo 0l 4,102 4T 418 | 48,741 | 45,477 47,185 45,322 28,040 15,415
Coeonut oll....oo e 79,449 | 98,307 107,654 | 141,000 | 171,412 | 185,066 | 155,904 | 127,967
Cottonseed 01l i) 200966 26,608 | 23372 24,801 28,173 30,2141 22,037 | 14874
MK e esneseermeeeee] 619241 T2662 | 73,700 | 83115 94,752) 97.753| 77.250| 54,257
Pttt 0l.ceoeeeeeeeeeeees o] 43921 5,257 4,872| 5459 6,617| 5,714| 5291 3,780
Sl | 18,725 20,593 21,683 | 25,024 27,3111 28,800 22,9811 14,659
Oleo SEAriNe. ..ooooooooooeooeeoeeoeeeeoeooeoeo | 5,250 | 5,314 5,145] 5532| 5,834 ‘ 6,260 54851 4.337
Neuatral lard. . . 25,674 | 25,172 | 24872| 25,036| 24,189 | 19,632| 10,180 10,557
Oleo stock. ..o 3,183| 3,082| 2552 1,738 1,294 1,189 1,025 641
Butter... et am et e ee e meneans 1,509] 2330] 2,070 2484 2611 2,616 1,013 39
Mlscellaneouq . 1, 060 I L7 1, 494 1,403 1,559 | 1,983] 5,635 839

59, 10"3 10"8 1528 Year Book p. 999; 19"9

aSe I
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must stand a 2-cent duty, the entire soutce of our supply of coconut
oil has shifted to the Philippines.®

But the significant question is, why has coconur oil replaced
animal oils and others in oleomargarine manufacture? There are
two principal reasons: (1} Coconut oil has become progressively
cheaper, both absolutely and in proportion to other oils, and (2) it
is preferable to other vegetable oils and many animal oils in oleomar-
garine manufacture,

In 1913 and the early War years, the price of coconut oil was

higher than that of cottonseed, peanut, soya bean, or oleo oils, or
lard, but since the War has declined until in 1931 it was the cheapest

TABLE 22
Wholesale Price Per Pound of Some of the Principal Fats and Oils,
1913-1931
i Cottonsasd Soya
Yer | Gudoer | ofiPrime | POl | veadon | Lat prime, | Oler ol
' New Yorks yellow (N.Y.) I‘.O.B.mjn| New York y Chicago i

1913............, 12.0 73 | ... 6.1 11.0 115
1914............] 122 66 | ... - 6.3 10.4 10.9
1915..........| 123 6.8 6.3 34 | 122
1M6............ 151 10.6 1l.0 8.9 13.5 j 1.0
1917 ... 17.1 15.4 15.3 14,2 21.7 21,7
1918 ... 181 201 18.2 - 18.3 25.5 25.7
1,19 17.4 241 18.7 16.7 29.0 30.6
1926, . 17.4 15.4 13.5 15.2 20.0 | 214
21 ... 101 7.9 6.9 7.9 111 ' 113
1922 ... 8.6 10.1 9.6 10.9 115 1 107
1923............ | 9.5 11.3 13.1 11.7 123 | 128
1924, ... ! 101 108 11.8 12.4 13.3 poo151
1925 .. .. ' 11.5 10.8 10.6 13.2 16.8 | 138
1926..... . 10.6 11.8 ; 11.3 12.6 15.0 | 120
1987 .. 9.7 9.7 | 11.3 12.0 12.6 [ 134
1928 .. 9.5 9.9 | 9.6 12.2 123 | 111
1829 8.5 97 | 9.0 1290 12.0 109
930 7.2 81 ! T2 10.1 109 | 105
1931. . 5.3 6.0 } 6.2 6.6 80 | 6.4

aIn tank ears up to and inclﬁding 1921. After 1922, spot, in barrels,

Source: U. 8. Department of Labor, Bureau of Labor Statistics, Bulletic No. 367
for data from 1913-1923, and Bulletin No. 493 for 1923-1928 data, 1929-1832 data
taken from U, 8. Department of Agriculture, Bureau of Agricultural Economics,
'Fovetgn Crops and Markets, August 10, 1931, p. 219 aud July 25, 1932, p. 128,

¢ The Tnited States imported 412 million pounds of cocomut oil in 1929 and
318 milliou pounds in 1930, All of this came from the Philippines free of duty.
In 1914 only 59 million pounds were imported and less than half of this came

from the T<land.,
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of these oils (see Table 22). The grear expansion of production in
the Philippines,” which has been encouraged by their favored posi.
tion compared with other producers, is the principal cause of the
present low price of coconut oil. In addition, the admission of copra
(dried coconut meat from which the oil is obtained) duty-free re.
gardless of source is a further cause of the decline of prices below
those of such oils as soya bean and peanut, which carry effective
duties on both the oils and the raw materials.’

Coconut oil is peculiarly adapted to the production of burrer
substituces, since in combination with such oils as cottonseed, peanut,
corn, and soya bean it permits the manufacture of a satisfacrory oleo-
margarine from purely vegetable oils, Cottonseed, peanut, corn,
and soya bean oils are all liquid at ordinary temperatures, and oleo-
margarine manufactured from them would also be liquid. Coconut
oil is solid at ordinary temperatures and, when combined with the
vegetable oils of low melting points, produces a good quality of oleo-
margarine.

The increasing use of coconut oil in recent years is the principal
reason for the cheapening of oleomargatine as compared with but-
ter. In Chapter IV it was found that it was chis cheapening which
largely accounted for the increased consumption of the substitute
since the war. Many high-grade oleomargarines are made from
animal fats and oils which are much more expensive than the vege-
table oils; but the cheaper grades use coconut oil chiefly and their
low costs affect the average for all grades. This explains whv the
1922 and 1930 tariff acts have failed to accomplish the purposes
which dairymen anticipated. Production costs have not been in.
creased by the oils duties and competition with butter has not been

checked.

77‘Except in 1913, the Philippine area reported as cultivated in coeonuts,
the primary produet yielding copra and coconut oil, in¢reased annually in un-
broken progression during the fiscal years 1910 to 1928. The aren so cultivated
increased from 514,936 acres in the fiscal year 1011 to 1,273,310 acres in 1928
a gain of 758,374 acres or 147 per cent.”’ Sce U. 8, Tariff Commission, Report
No. 18, SBecond Series, United States-Philippine Tariff and Trade Relations, Wash-
ington, D, C., 1931, p. 33.

sP. G. Wright in The Tariff on Animal and Vegetable Oils concludes that
the duties on so¥a beans and sova bean oil are virtually fully effoctive, Regard-
ing the duties on peanuts and peanut oil, he concludes that these duties have
kept imports to & minimum and have inereased the price of domestie virgin pea-
nut oil.  Cottonseed oil, oleo ¢il, and lard all show Iarge exportable surpluses,
tinking the duties on these products ineffective,
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Possibility of Making the Duties Effective

Proposed Duties. In the hearings on the 1930 tariff the
dairy interests, through their representatives, requested Congress to
impose a duty of 45 per cent ad valorem on all extracted oils and a
duty of 40 per cent ad valorem on the raw macerials regardless of
the uses for which the oils were intended or of their country of
origin. The Hawley-Smoot Tariff passed in June, 1930, made no
substantial changes in the oil rates, however, and left coconut oil
trom the Philippines and copra from any source on the free lisc.

Possible Effects an Use of Coconut Oil. If a 45 per cent
ad valorem duty were placed on coconut oil from any source and a
40 per cent duty on copra, it is doubtful that oleomargarine manu-
facturers would cease using coconut oil. In 1931, the wholesale
price of coconut oil at New York averaged 5.3 cents per pound. As-
suming that the 45 per cent duty were fully effective, the cost of
coconut oil would be increased by about 2.4 cents per pound. In
spite of this additional burden coconut oil would still be cheaper than
lard but more expensive than peanut and soya bean oil, (The aver-
age wholesale prices of lard, peanut, and soya bean oil at New York
in 1931, were 8.0 cents, 6.2 cents, and 6.6 cents per pound respec-
uvely.) Cottonseed and oleo oil would be but about 1.5 cents per
pound cheaper. The use of cottonseed oil in oleomargarine manufac-
ture is limited because it imparts its characteristic flavor to the finished
product, but oleo, peanut, and soya bean oil would probably be used
in larger quantities than at present. Nevertheless, it must not be fot-
gotten that coconut oil is peculiarly adapted to the manufacture of
oleomargarine, and would have to become considerably more expen-
sive than these oils before its use would be discontinued or even great-
ly curtailed. The proposed duties would not be sufficient to do this.

Probable Effects on Oleomargarine Consumption. It is
not likely that the possible increase in the cost of making oleomat-
garine resulting from the levy of the proposed duties discussed
above would be sufficient to curtail oleomargarine consumption to
any considerable degree. At the present time a pound of average
grade nut oleomargarine is 52 per cent coconut oil. If the proposed
duties were fully effective they would increase the cost of each pound

#* For the yvear ending June 30, 1932, a total of 247 million pounds of ma-
terials were used in manufacturing oleamargine in the United States. Of this
amonot 128 million pounds, or 52 per cent, was coconut oil. See Report of the
Commissioner of Internnl Revenue for the fiseal year 1932,
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of oleomargarine by about 1.3 cents.” This figure is based oa the
assumption that the use of coconut oil would continue, since even
with the 45 per cent duty it would still be nearly as cheap or cheaper
than most of the other available oils and fats. However, if oleo-
margarine manufacturers ceased to use coconut oil and replaced the
128 million pounds used in 1932 with such products as o'co oil, neu-
tral lard, and cottonseed oil, of which we have large exporcable sur-
pluses, the increased cost would, if anything, be less than 1.3 cents a
pound. Certainly it would not be more, or the manufacturers would
continue to use coconut oil. This 1.3 cents is but a very small pro-
portion of the present or past price spread between butter and oleo-
margarine. During the eight years from 1922 to 1929, oleomar-
garine prices averaged about 21 cents a pound below butter prices.
Chapter IV showed that a 2.cent per pound tax on oleomargatine
apparently failed to decrease consumption, and it is difficult to be-
lieve that a pessible increase in cost of 1.3 cents would accomplish
what the 2-cent tax could not. Furthermore, it is possible that the
manufacturers could absorb the proposed tariff charge and still sell
oleomargarine at its present ratio to butter prices.

If the importation or use in oleomargarine manufacture of coco-
nut oil were prohibited, it would not necessarily follow that oleomar-
gatine consumption would be greatly or even slightly reduced. With
large exportable surpluses of such prime first-class oleomargarine
izgredients as oleo oil and neutral lard, oleomargarine manufacturers
would have only to increase their use of these materials combined
with increases in cottonseed oil, oleo stock, and tallow, all of which
show exportable surpluses, in order to maintain the present output
of oleomargarine. Our exportable surplus in lard alone is more
than double the amount of coconur oil now used in oleomargarine.
If oleomargarine were made entirely from animal fats and oils, the in-
creased cost would not be as much as 3 cents per pound.” This
maximum possible increase is abour one-seventh of the average price

1¢1n 193], the average wholesale price of coconut oil at New York was 5.3
cents per pound. At this price the 45 per cent duty would increase the cost of
a pound of coconut oil 2.4 cents. Since oleomargine in 1932 was 52 per cent
coconut oil, the inereased eost of a pound of oleomargine wonld be 1.2 cents.
Allowing 10 per cent profit on this additional cost, a pound of olcomargarine
would cost not over 1.3 cents more tham at present.

*11n 1981, only one of the principal oils or fats used in oleomargarine was
s much as 2.5 cents per pound higher than cocommt oil. This was lard, which
sold at wholesale in New York at 8.0 cents a pound, as compared with 3.3 cents
for cocomut ¢il, At the same time, oleo oil sold for 6.4 ceénts, peanut 0il 6.2
cents, soya bean oil 6.6 cents, and cottonseed oil 6.0 cents, The average price
of all these oils, excluding coconut, was 6.6 cents, or but 1.3 cents per pound
niore than the price of coconut oil.
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spread between oleomargarine and butter. Oleomargarine would
still be about half as expensive as butter and its consumption would
probably not be materially decreased.

Possible Benefits and Burdens of Effective Duties

Possible Benefits. The possible benefits accruing to Ameri-
cans from effecrive duties on oils and fats may be grouped under
two heads: (1) benefits to dairymen, and (2) benefits to producers
of domestic oils or their raw materials.

It seems evident from the preceding pages that the proposed
duties would not secure the results dairymen hope for. A compari-
son of Figures 12 and 13 indicates the small possible reduction of the
present spread between butter and oleomargarine prices as a result
of a tariff on Philippine coconut oil or its elimination from oleomar-
garine manufacture. These figures also show clearly the relative im-
portance of the tariff and oleomargarine substitution as butter price
factors. It is obvious that the proposed duties on oils, which would

Effectiveness of United States Butter Tariff {Pigure 12. The aversge differential Ie.

{Cents Por Pound) tween tlumei:;tic and foreign Thutter

. prices which is maintained DLy the

© =2 10 '—":’ 20 2{5 - 30 tariff ordinerily averages only a part
h i tof the duty, but in the fall and winter

i months when domestic production i<
' smallest the duty is frequently fully of-

i SCORE BUTTER AT M D

fective or nearly so. On Janwumry 1.
m 1932 this differential was almost 17

+ T : cents & pound {the duty is 14 cents 2

\ CURRENT 'rpmrr/T:RI.rr p.‘)“';df)' tTh‘" ‘“rli:;f: is “1“ °fl.t'l“’] prin-
| C1pal I1actors ensbling domestic hutter
PROTECTION INEFFECTIVE) prices to maintain a higher level than
4 vlvomargarine prices (see Figure 13),

NEW ZEALAND BUTTLR
AT LONOON

JANUARY | {932

Possible Reductions in Spread Between Butter

and Oleo Prices by Tariff on Coconut Oil or by Figure 13. & prohibitive

its Elimination from Oleo Manufacture tariff on coconut oil] elimi-

nating it rom  plromar-

{Cents Per Pound) garine  manufacture would

0 5 1o 15 20 25 30  reduce but by ahont one-
i T - T Tt~ fourth the spread between
‘ . I butter and oleomargarine

exist. The levying of a pro.

SPREAD BETWEEN OLEO !
| posed duty of 45% ad va-
AND BUTTER PRICES | lorem on coeonunt oil wounld
! | reduce the spread by hut
! shout 10%. A comparisen

92 SCORE BUTTER AT NEW YORK l prices which ordinarily

J L ‘ of this fu_lzure with Figure 12
hows clearly the relative
) MAXIMUM INCAEASE MAXIMUM SNCREASE ;3 i
i IN COST OF OLEO IN COST OF OLED impertance of the tarift n_nnl
FROM 45 % DUTY FROM  ELIMINATING L oleomsargaring  gubstitution
O~ COCONUT oL COCONUT O as laitter price factors,

JANUARY 1, 1932
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reduce by but about 10 per cent the present large spread between
butter and oleomargarine prices, would be of comparatively insignifi-
cant benefit to American dairymen.

If the proposed duties raised the cost of coconut oil high enough
to eliminate it from oleomargarine manufacture, or if its use were
prohibited, the benefit to American producers of cottonseed, soya
beans, and peanuts, or beef and pork is doubtful. Our exportable
surplus of lard alone is more than twice the amount of coconut oil
now used in oleomargarine. Cottonseed oil and oleo oil show export-
able surpluses. Also, the use of cottonseed oil in oleomargarine is lim-
ited because its characteristic flavor cannot be neutralized. In the
United States soya bean oil is a relatively unimportant by-product,
and the great bulk of the domestic peanut crop is grown for purposes
other than oil production. Any attempt to raise the price level of
all domestic oils and fats by increasing the price of the 128 miilion
pounds of oleomargarine ingredients represented by coconur oil will
be futile if for no other reason than the existence of large exportable
surpluses in the United States of such prime oleomargarine ingre-
dients as oleo oil and lard.

Possible Burdens. The proposed duties on coconut oil and
copra would result in burdens to the American public greatly in
excess of any possible benefirs derived from them. In 1931, 867,
911,000 pounds of coconut oil™ were used in the United States”
Since more than 60 per cent of our consumption is in the manufac.
ture of soap”, at least 520,747,000 pounds of this oil were used in
soap-making in 1931, Assuming that the 45 per cent ad valorem
duty would be fully effective and increase the price of coconut oil by
about 2.4 cents per pound", the burdens to consumers from the in-
creased cost of soap would amount to approximately $12,500,000.
Since the proposed duties would not macerially check oleomargarine
consumnption nor benefit dairymen or producers of domestic oils and
their raw materials, there is no benefit to any home group sufficient

12 Represents factory consumption. Taken from U. 8. Department of Agri.
culture, Bureau of Agrieultural Economics, Foreign Crops and Markets, July 25,
1932, p, 125.

12 Bee Wright, P. G, op. cit.,, p. 87, or U. &, Tarift Commission, Summary of
Tariff Information, 1929 Schedule I, Chemicals Oils, and Paints, p. 277,

11 Based on 1931 prices of erude coconut oil at New York of 5.3 cents per
pound,
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to offset this burden'’.

Out of the 868 million pounds of coconut oil imported. only
156 million were used in oleomargarine manufacture in 1931 and
521 million pounds in soap manufacture, leaving approximately 191
million pounds to be accounted for in other uses. About 5 per cent of
our total consumption is used in making lard substitutes'* and smaller
quantities in che confectionery and baking industries, and in the prep-
aration of emulsions, cosmertics, and perfumes'’, The increased cost
of these products resulting from the proposed duties would amount to
about $4,584,000. In addition, the increased cost of oleomargarine
in 1931 would have amounted to approximately $3,744,000. Con-
sequently the toral burdens to the American public in 1931 would
have amounted to almost $21,000,000.

Conclusions

The duties on animal and vegetable oils in the tariffs of [9? I,
1922, and 1930 have failed to fulfill the objects of dairymen in
limiting the competition of oleomargarine. Access to adequate
amounts of duty-free coconur oil and copra has largely offset any
possible effectiveness of the duties on other fats and oils used in mak-
ing butter substitutes. The favored position of the Philippines en-
couraged increased production of coconut oil, so that it has become
progressively cheaper both absolutely and in relation to other oils,
The resulting increase in its use in recent years is the principal reason
for the relative cheapening of oleomargarine compared with bucter,
which in turn largely accounts for the increased consumption of the
substitute since the War.

15 The argument has been advanced that if the price of coconut oil were
increased by making all cocomut oil and copra dutiable, soAp manufacturers
would shift to cottonseed oil and our southern cotton farmers would benefit.
Soap manufacturers claim that they must have cocerut oil to mgke s white so/p
with the best lathering qualities obtainable. In 1912 the laundry soap busi-
ness wWas u yellow soap business and cottonseed oil was its most important single
conmstituent. Since that time white soap has come to the fore and coftansecd oil
iIs now used in very minor quantities. (See statement of F. M. Barnes in
Tariff Readjustment 1929, Vol. I, Schedule I, Chemicals, Oills and Paints, Wash-
ington, D. C., 1929 p. 646). TIn 1012, 132 million pounds of cottonseed oil out of
n total of v41 millien pounds of oils were used in the United States soap kettle,
In 1928 only 20 million pounds out of a total of 1,644 million pounds were used,
At tho present time about 95 per cent of the cottonseed oil used in the United
States iz used for edible purposes, chiefly in the manufacture of lard substi-
tutes,  As an edible oil it commands a better price than when used for soap,
and since cocoput oil is better adapted to our present white soap requirements,
it is highly improbuble that soap manufacturers would shift to cottonseed oil
if an incrcased tariff should rnise the price of coconut oil 2.4 cents a pound.

1€ 8ee Wright. P, G., op. cit., p. 92,
3 See U N, Tarilf Commission, op. cit., p. 277,
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However, it is reasonable to believe that the consumption of
coconut oil and oleomargarine would have been somewhat greater
after the War than before even without this stimulus, since during
the War oleomargarine consumption was greatly increased and a
portiont of its new users would probably have continued to use it.
Nevertheless, the favored position of coconut oil and copra in our
recent tariff acts has greatly stimulated consumption, and oleomar-
garine manufacturers have relied entirely upon it to expand their
production,

In order to protect the dairy industry from the competition of
cheaper fats and oils, particularly those of foreign origin, the re-
striction not only of coconur oil, but peanut, palm kernel, palm,
soya bean, and ather oils would be necessary. In addition, the seeds
and nuts from which these are secured would have to be restricted.
From a tariff viewpoin, it should be realized that the fats and oils,
domestic and imported, form a series of overlapping products—a
homogeneous group. To secure protection for dairymen from such
competition involves many difficulties, since many other industrial
groups—oil refiners, soap manufacturers, confectioners, bakers,—
besides the consuming public, would be opposed to it. The fact that
the 1930 tariff left copra and palm kernels, as well as Philippine
coconut oil and several inedible. oils on the free list is proof that this
oppasition was too powerful to be overcome.

Even if it were possible to secure such legislation, it is doubtful
that an effective duty of 45 per cent ad valorem on coconut oil
would cause manufacturers to shift ro other oils or would raise the
price of oleomatgarine enough to reduce consumption materially,
and if they should shift, it is very unlikely that either dairymen or
domestic producers of oils and their raw materials would be benefited
appreciably, because we now have large exportable surpluses of
prime oleomargarine ingredients.

The burdens resulting from the proposed tariffs on coconut oil
and copra would greatly outweigh any possible benefits received from
them. In 1931 the total burdens to the American public resulting
from the increased cost of those products in which coconut oil is
used~—principally soap, oleomargarine, and lard substitutes—would
have amounted to at least $21,000,000, and moreover, these bur-
dens would be borne chiefly by the pooter classes of our population.



PART IV. CHEESE
Chapter VI. Cheddar Cheese

Between 3.5 and 4 per cent of all the milk produced in the
United States is manufactured into cheese. There are a great many
varieties of cheese, and a considerable portion of the international
trade in this product is in the nature of an exchange of varieties.

The amount of cheese made in the United States has increased
steadily from about 100 million pounds annually during the Civil
War period to between 400 and 500 million pounds in recent years,
Imports since 1922 have ranged from 60 to 80 million pounds an-
nually, with the trend generally upward to 1928 and downward since

TABLE 23

United States Imports and Exports of Cheese, 1890-1932
(In thousand pounds)

Tear ended Jane Sl)'f_lmporta |P Exports -| Yoar ended June 30| Imports | Experts ’
1890............] 9264 95,376 | 493388 | 2,599
.-l 8864 | 82134 | 63,784 | 92,498
8,305 82,100 50,139 | 55,363
10,196 81,351 30,088 | 44394
8,743 73,852 | 14,482 | 66,050
10,276 60,448 | 9,839 | 44,303
10,723 36,777 | 2,442 | 18,795
12,319 50,945 17,914 | 19,378
10,012 53,167 . 16,585 | 10,826
11,826 38,199 ' Year Ending
13,456 48,418 -~ December 31
15,329 39814 1921 ... 26866 | 11,772
17,068 27,203 ' 1922.. 46,573 | 5,007
20,671 18,987 1923... 64,420 | 8,331
22707 23,335 - 1994 59,176 | 4,299
23,096 10,134 - 1975 62403 ' 9,190
27,287 16,562 " 19%.... 78417 ' 3903
33849 | 17285 1927.... 78796 ' 3410
32,531 | 8,439 1928 81 402 2,600
33,548 { 6,823 76,382 ' 2646

40,818 2817 68311 | 1964
45,569 10,367

, | 61991 | 1,673
_ 1912 | 46542 | 6338 53623 | 1408

Sn;r;_IT 8, Department of Commeree, Burpr;u of Farcign and Domestie Com.
meree, Monthly and Annual Reports.
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U. 8. Imports and Exports of Cheese

POUNDS : |
MMLLIONS] I
A ! B
0
\
80 N et ¥ -
A\
70 \ -
\ ExeonTs i
okt -\ Iy -
| YR Y: v i WMPORTS
40| i¥d \’ b /] _l 4
- T T W
- A I W .
o \\/JL ! : I
20 v— —+ L .
IOW/ \v{-\\- A I' \[r"'\ I -
o i ~ N (W N
oiillll!l!l! M S M D Y Y e 1
1890 aes 1900 1903 1910 181% 1920 925 1930 1935
Figure 14, The United States was on an export basis in cheese until 1902 Since

that time imports have exceeded exports except during the World War peried
when exports increased greatly. The increasing importation of such types as
Gorgonzola, Cacioeavallo, Edam, Gouda, Camembert, and Roquefort since the war
has resulted in a heavy ‘et import balance. These types are imported over our
*¢7l4 cents per pound, but not less than 35% ad valorem’' tariff wall because
we eannot, or at least have not, supplied them by domestie producetion and con-
sumers are willing to pay a considerable premium to obtain them.

that time. Exports have steadily decreased from 66 million pounds
in 1917 to less than 2 million pounds in 1932. (See Table 23 and
Figure 14.)

The principal hard cheeses on the American market are Ched-
dar, Swiss, Italian Parmesan and Gorgonzola, Roquefort, and Dutch
Edam and Gouda. The principal soft cheeses are Limburger, Ca-
membert, Cream, and Neufchatel. Cottage cheese, although im-
portant, is, due to its perishability, chiefly a local product. In 1930
about 80 per cent of the total United States output consisted of the
Cheddar or American type; about 614 per cent consisted of Brick
and Munster; about 6% per cent Cream and Neufchatel; about 5
per cent Swiss; about 114 per cent Limburger; about 1!% per cent
Italian varieties; and about 1 per cent all ochers.

Americans have never been as large consumers of cheese as
are the people of many European countries. The 4 pound per
capita consumption in the United States is low compared with 24
pounds in Switzerland, 12 pounds in Italy, and 10 pounds or more
in Norway, Germany, Denmark, and Great Britain. In Canada and
New Zealand it is about 3!% pounds.” Thus, it would appear that

1 These data are for either 1927 or 1928 and are taken from Pirtle. T. R.,
Supplement to Handbook of Dairy Statistics, Washington, D. C., April, 1930, p. 6.
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TABLE 24
United States Cheese Imports, Classified by Country of Origin,
1622-1931
(In Thousand Pounds)

Yeur 4 Italy 81?::.:;:- l France l lﬁ:ﬂl;:' ’ Canada 1 Afl%?' l mAhl:“ ’ Total
1922 16,628 [ 12,011 3,259 | 2,254 6,351 3913 1 2157 | 46,573
1923 . - 28,034 | 16,982 | 5121 ) 2,498 | 3,105 | 4,343 | 4337 ' 64,420
1024 31,256 : 13,632 | 4,444 2,899 984 1,048 4913 © 59,176
1925....... 033,829 | 15,993 | 5,567 | 2,937 210 89 3,778 | 62,403
1926, . © 35,026 | 16,736 5,424 | 3,471 | 11,835 232 5,693 ' 78,417
1927 ... 31,938 | 19,066 | 4,678 I 3,696 13,268 595 | 6,553 | 79,796
1928 . 38,008 [ 18,564 | 6,663 | 3,712 | 7488 | ... | 6968 ' 81,403
1929 32,602 18,839 | 5,948 3,196 8,279 R 7518 © 76,382
1930, ... 33,2568 | 17,947 | 4,983 L2541 3143 | ... 6,438 | 68,311
32'31 32,670 | 14,414 | 4,485 | 2,525 1,511 233 6,253 | 61,9_?1

Source: U. S. Department of Commerce, Bureau of F&-éign and Domestic Com-
hieren, Meonthly reports,

in the older European countries where many varieties are produced
consumprion is much greater than in the newer countries where pro-
duction is largely confined to a few varieties.

From the standpoint of foreign competition (see Table 24) the
numerous varieties of cheese consumed in the United States may be
grouped into three general classes:

(1) Those types virtually the whole domestic consumption of
which is produced in the United States. Such are American Ched-
dar, Limburger, block Swiss, and fancy processed cheese.

(2) Cheese of the Emmenthaler or round Swiss type, of which
abour half of our demand is supplied through imports and half
through domestic production.

(3) Those types of cheese which are mainly imported, such as
Italian Gorgonzola and Caciocavallo, Dutch Edam and Gouda,
French Camembert and Roquefort. American production of these
types amounted to less than 2 per cent of total domestic production
in 1931. Imports are nearly three times as large as domestic produc-
tion because there are people willing to pay a considerable premium
to obtain them. They are imported over our tariff wall because we
cannot, or at least have not, supplied them by domestic production.
Although there is some direct competition between these types and
corresponding types produced in the United States, they will not
be considered in any greater detail here since they are of so little
importance in domestic production. The two types most important
from a tariff viewpoinc are Cheddar and Swiss because both are pro-
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duced in this country in considerable quantities and because imports
of each are appreciable.” Cheddar will be discussed in this chapter
and Swiss in Chapter VIL

The Domestic Industry

The Cheddar Process. The term “Cheddar” designates a par-
ticular kind of cheese, which is so named from the village of Cheddar,
in Somersetshire, England, where it was first made. An important
point in its manufacture is the fact that the milk is allowed to develop
some degree of acidity before it is converted. Rennet extract is
added to cause coagulation or curd formation and the curd is “ched-
dared,” the chief distinctive feature of this method of manufacture.
It consists essentially of two operations: (1) piling or matting and
packing of curd and (2) cutting curd into strips and continuing the
operation of piling and repiling. The object is two-fold: control of
the moisture content by regulating the removal of whey, and forma-
tion of a characteristic body and texture in the curd.” Cheddar cheese
is made in many sizes and shapes, some of which are called Flats,
Twin Daisies, Single Daisies, Young Americas, and Long Horns.

Production. The United States produces more than twice as
much Cheddar cheese as any other nation. It can be successfully
made under our factory system, so that the United States has a great-
er competitive advantage than in the manufacture of some of the
fancy varieties requiring more hand labor and skill.' Approximacely
two-thirds of the United States total production is Cheddar cheese,
most of which is made from whole milk.

2The U, 8, Tariff Commission has recentty completed a study of cheese ¢‘ex-
cept of American or Cheddar and Swiss or Emmenthaler types’ and the reader is
referred to this report. See Report of U. §. Tarif Commission No. 21, Second
Series, Washingten, 1. C., 1031,

? For a discussion of the scicnce and practice of making American Cheddar
Cheese, see Van Slyke, L. L., and Price, W. V., Cheese, New York, 1027. For
description of different varieties of cheese, including Cheddar, see U. 8, Tariff
Commission, Tartf Information Surveys—Dairy Products, Washington, D. C., 1921,
p. 49.

4 The manufacture of the highest quality of faney varieties of c¢heese involves
A difficult and delicate process calling for considerable pitticnee and skill. There
rmust be uniform and progressive development of the ripening agents, and proper
conditions of humidity and temperatare must be maintained, subject to regulation
in order to develop the necessary bacteria, yeasts, and mold. In the case of Ro-
quefort cheese, the peenliar interior mold is developed by interspersing layers of
especially prepared moldy bread with rheecse, {(See U. 8, Toriff Commission Re-
port, Tariff Information Surveys—Dairy Products, 1921, p. 56). Certain sections
in Europe are especially adapted to making some varicties of fancy cheese be-
cause they have favorable climatic conditions, wide dissemination of the neees-
sary molds and baeteria, comparatively cheap labor skilled in the handling of the
theese, and natural eaverns where the cheese ean be properly and cheaply cured.
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The Tariff Problem

Competitive Conditinns. Cheese exports from the United
States, in 1880 the largest in the world, have declined steadily, ex-
cept for the War years, until in 1932 less than two million pounds
were exported. The average annual exports for the period 1880-
1884 were 123 million pounds. This very greac decline was due
largely to an increase of domestic consumption over production, but
was also hastened by the export of filled cheese,’ which, made mostly
of oleo oil and skimmed milk, greatly injured the reputation of all
American cheese in foreign markets. Canada and New Zealand
have replaced the United States as the source of supply for Great
Britain, the world’s greatest cheese importing country.

What Cheddar cheese the United States imports comes chiefly

from Canada. In 1931 the amount was about 115 million pounds,
or less than .4 per cent of our total production.

Unlike the United States, Canada does not consume her entire
production. In 1931 she exported about 85 million pounds, most
of which was shipped to Great Britain. However, while Canada is
still on a decided expore basis, her exports are declining.” Industrial-
ization, with its attendant enlargement of the home market, was
earlier and more complete in the United States than in Canada, but
the process is still going on in Canada and domestic markets will con-
tinue to absorb more and more of the domestic output.

Canada is declining not only in total exports but also in relative
importance as a source of our imports, In 1922 approximately 14
per cent of our imports came from Canada, but by 1931 they had
dropped to less than 27% per cent (see Figure 15}. The increase in
the United States tariff on butter from 8 to 12 cents pet pound, effect-
ive in April, 1926, caused a temporary shift from butter to cheese in
Canadian exports to this country in 1926 and 1927.

A comparison of Montreal and New York prices alone is not
sufficient to measure the effectiveness of the cheese tariff in checking
imports. For instance, under our 7-cenc tariff, if New York prices
are 10 cents a pound above Montreal and London prices are only

5U. 8, Tariff Commission. op. eit., p, 53.

§Tn 1926 Cannda exported 133 million pounds, while in 1920 she &'xpurtml nn])'
80 million pounds. the lowest figure sinee 1888, In 1931 exports rose to R mil-
lion pouads,

7 Total cheese imports from Capada for the Inst six months of 1926 amounted
to 12 million pounds, ns compared with 96,000 pounds for the first six nmnth::
This heavy importation continued throughout 1927 with a total for the vear of 13
million pounds, 1n 1928, however, imports declined to

v million pounds aml in
1951 totalled only 1.5 million pounds,
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7 cents above, Canada would ship her cheese to London, where she
pays no duty.” Obviously, New York prices must be compared with
London prices in order to determine at what periods the New York
price is high enough to induce Canadian producers to export to us
over our tariff wall instead of shipping to Great Britain.

Method of Measuring Effects of the Duties. Domestic
production and consumption of Cheddar cheese about balance. Im-
ports and exports are negligible. Consequently, the United States is
for all practical purposes on a domestic basis in Cheddar cheese just
as she is in butter. With the exception of a few imports from Canada
the American producer has the American market. To what extent
this is due to the duty and how much it benefits the producer will be
considered in the following pages.

§ The Ameriean market is closer to Canada than the T.ondon market and the
difference in shipping charges from Canada to New York and from Camada to
London amounts to between 1 and 2 cents a pound. Assuming this difference to
average about 114 eents a pound, New York prices must average abont 515 cents
above London prices in order to induce Canadian shippers to ship to New York
and pay the 7-cent tariff, rather than to ship to London.



Page 107

The reader will recall that in measuring che effects of the butter
duties, the price differential existing between domestic prices and
foreign prices for a period before the duty was changed was com-
pared with that existing for a period after the duty was changed. It
Is not possible to measure the effects of the Cheddar cheese duty
by the same method, since during the entire period of relatively stable
prices from 1923 to 1929 the Cheddar cheese tariff was unchanged.
Consequently, it will be necessary to attribute the price differential
between domestic and foreign prices over a number of years to the
influence of the tariff. The shortcomings of this method are set
forth in Chapter III, where it is shown that since many citcumstances
affect the supply and demand and, therefore, the price of a product
it is difficult, if not impossible, to determine to what extent price
movements are due to the duty, or to say whether or not the prices
are absolutely higher than they would be if the tariff did not exist.
It is possible, however, to ascertain the extent to which domestic
prices ate relatively higher than foreign ptices and to make some
estimate of how much of the difference is due to the duty. The
analysis will show that during the last decade the Cheddar cheese
duty has been of some benefit to the American farmer. The benefit
has been variable, and usually less than the amount of the duty. But
the appraisal of the price-making factors is not the only problem
involved in isolating the effect of the duty. It will be found that
the differential becween foreign and domestic prices has at different
times been equal to, less than, or greater than the duty, and has at
times disappeared entirely.

It will be recalled that a partial differential was also found in
the case of butter, and that it was explained by the fact that our
markets are so balanced between an import and export basis that
they are subject, for a time at least, to purely domestic factors. A
similar condition exists in the case of Cheddar cheese.” The seasonal
character of the differential is not so pronounced as in the case of
butter. although the differential in favor of domestic prices tends to
be greatest in the fall and winter months when domestic supplies are

® The Cheddar cheese problem closely resembies the butter tariff problem in
another respect, namely, that both exports and imports are ordinarily recorded
for each month in the year, As in the ease of butter, some of this trade is ac-
counted for by established trade connections, Most of our expoerts go to Mexico,
Panama, Cuba, and the Philippine Islands,

The reader should also keep in mind that there is a elose relationship between
prices of each of the principal dairy products, showing that changes in production
from one product to another respond quite promptly from an oversupply of ome
product to a shortage of another, For short periods there may be a disparity

between relative changes in butter prices compared with relative changes in
cheese prices but over long periods of time they follow the same general trend.



Page 108

lightest. During the spring and summer months our heavy domestic
supplies may put us on an export basis and bring our prices to a
level approximately equal to world market prices, or may even send
them below.

In the following pages the effects of each of the recent duties
on domestic Cheddar cheese prices will be analyzed. The factors
causing fluctuations in domestic and foreign prices will be considered
in an attempt to explain why these prices do not by any means always

fluctuate together. )
& Effects of Recent Duties

The prices of comparable grades of Cheddar cheese in New
York and London will be used to measure the price effects of the
Cheddar cheese tariff. New York prices are quoted on No. } Fresh
American Cheese (Single Daisies), and London prices are average
top prices of Canadian cheese™ converted to American cents at
monthly average rates of exchange as published in the Federal Re-
serve Bulletins.  The gross differential between these prices will be
shown by a comparison of monthly average prices. ' (See Table 25
and Figure 16.)

Wholesale Prices of Cheddar Cheese at New York and Canadian
Cheese at London, 1921-1932
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Figure 16. When New York prices are lower thun London prices by an amount
cqual to ur greater than 1.5 cents a pound the tariff is wholly without direct ef-
fect on Ameriean prices. (Shipping charges from Canada to New York and to
London avernge about 1.5 cents a pound in favor of New York.) The tariff was
virtually jncffective during the late winter and spring months of 1923, 1926,
1928, 1929, 1931 and 1932 and fully effective during the fall and early winter
months of 1926 and 1097,

10 Neither Camadian No, 1 or Ne. 2 is exaptlv comparably with American No.
1. Canadian No. 1 scores from 92 teo 94, and Canadian No. 2 from 87 to 91.
American No. 1 scores from 89 1o 92.  Also, American cheese, singe it is cured
differently from Canadian cheese, and for a shorter time, does not suit the highest
elass London trade as well as Canadian cheese,

11 The reader should keep in mind the fact that the differential between
domestic and world market prices varies considerably within the month. In spite
of this shortcoming these are the hest datn available, since Londan daily quota-
fions are not published,
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Wholesale Prices of Cheddar Cheese at New York and London,
by Months, 1921-1932

(cents per pound)

1621 o 192?_ 1923 1924
Moxth i v"‘;‘: il..ondon L;:élo};;r :‘:ﬂx :Lnndnn.‘:.gﬁt:l";én #:‘: ;L“unn[ll_::?.a‘:::iénl; :‘:’: ’I.Mdan l.::h;l“a:‘:n
Average...215 [22.8]-13 216 [21.2| .4 240 {2L5| 3.4'214 |19 15
danunry.....|23.7 274 |-17 20.7 185 2.2 28.0*)27.T] 3244 (2L0| 34
February...1252 |27.4{-2.2-204°1202| 2.26.2 |28.0 -1.8123.8 | 210 | 25§
March.. ... 25.7 |27.0 | -L372L7 |216] .125.7 |29.2 -3.5,22.6 [205] 2.1
April......[224 127.8|.54.18.6 {19.9{-13'227 | . | . . l20.2 | 206! ~ 4
May......... 17.2 1264 1-92.17.7 119.0{-1.3 228 |19.5] 3.31191 |20.4-1.3
June. ... ~|16.3 |18.41-21,195 {1841 11 243 |185| 58/204 [17.4] 3.0
July . 19.7 120.91-1.2/20.6 |19.2] 14,236 {19.8] 358 203 [189] 1.4
Augnst........ 20.7 122.31-16°20.1 |18.0| 21 245 {22.8] 1.7 20.8 |19.4] 14
September...|20.6 |19.3| 1.3 216 [18.4| 3.2 256 [252| .4 21.3 [190] 23
October......... 211 {18.11 3.0.25.0 (200 50,259 [23.5( 24,208 [19.8] 1.0
November...122.0 [18.6| 3.4]25.8 |24.9 .9"25.4 21.7] 37211 {20.1] 1.0
December....|20.9 {1981 1127.4*[25.9] 15/23.6[219] 172255 |21.0] 15

1925 b 1926 F 1927 j 1828
Average ..|24.4 |24.0] .4(23.3 |22.1] 12)958 [22.4| 84254 [247] 7
January..... (244 (2217 23(259 [28.0]-21(26.4 |223} 111268 [23.6] 32
February... 242 |22.2| 2.0,25.5 |246| 9263 (229} 3.4 24.4 (240( 4
Mareh.. ... 244 1234] 1.0 233 [245(-1.2/245 [22.1| 2.4 246 [243] 3
April......... 243 (243  0]20.8 [24.3(-35124.2 (21.4| 2.8/236 (247 |11
May ~|28.7 (237 01207 |241]-3.4}23.9 |21.4| 255(23.9 | 25.01-11
June |28 121.6| 22/214 [204] 1.0/238 |210] 19,259 [257] 2
fuly............. 238 [24.1 _.3'21.7 19.8( 1.9[24.0 [21.5] 2.5(26.4 [24.3] 2.1
August........|244 12401 41221 [19.2| 29'253 |20.9] 4.4[263 (248] 15
Scptember...|244 |24.6] —2'232 1194 38 267 |23.1] 3.6 27.0:| 255 15
October........ 254 1264 [-1.0/242 [19.4] 48 281 [23.7) 44,262 [25.1] 11
November.... 253 | 26.1| 8246 |10.6] 5.0.27.5 [238| 3.7(247 |24.8] -1
December . 25.3 |25.2| .1126.0 [22.4] 3.6 29.04(24.0| 5.0 260 24.8| 12

1920 | 1830 i 1931 (i 1952
Average....|25.6 |23.3| .3,10.7 |20.3] -6/15.4 |154] 0]12.8 114} 11
January..... 247 |25.0] —.3,214 |222] _8 17.0 17.8| -.8/135 111.3| 2.2
February ../241 1246 -5,213 |225|-1.2 165 [17.9|-1.4 129 {11.6] 1.5
Mareh......... 200 |248| -8 21.0 [226-1.6 16.0 |17.6|-1.6:127 [127] 0
April.... 23.6 1245] 9203 |224].21 154 |17.4]-2.0112.0 | 13.2]-1.2
May.... H23.0 124515 20.0 {231 [-4.1'13.8 117.2] 3.4 11.8 |12.9] <11
June 23.3 {24.3]-1.0 185 |22.6| 41 142 [17.3]-3.3/11.3 [12.4-11
Jualy ... 226 |241]-1.5 17.9 |18.8| -9 146 |17.1| 250118 [10.0]-1.8
August........ 23.0 [20.1] 29:19.0 [185] 57161 (141] 2.0'138 [16.0] 38
September...|23.9 {214 25 20.0 118.0] 2.0 166 {132] 3.4 137 |10.2! 35
October......[245 22,0 25 19.4 [17.8] 1.6 15.9 |12.6! 3.3 13.4 | 105! 2.9
November..|239 1223 16/19.2 |17.7| 15:14.6 [121] 25 129 | 106! 2.3
December....|230 1223] .7017.7 |17.6] .1414.3 {109 34;134 {107] 27

& Flats

Source: New York prices aro wholesale prices of No. 1 Fresh American Cheese

1 Single Daisies) and Loudon prices are average top prices of Canndian cheear.

Data from 1921-14926 for both New Vork amd London
of Agriculture, Statistical Bulletin No. 25, pp. 152-13

prives from 1.8, Department
4.

1026-1932 data from U. S,
Department of Agriculture, RBureau of Agricultural Economies,
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Since New York is closer than London to Canada, shipping
charges from Canada are lower. They average about 1.5 cents a
pound in favor of New York, and as a result, in the absence of
tariff barriers, New York Cheddar cheese prices would normally
average about 1.5 cents a pound below London. Consquently, when-
ever New York prices are below London prices by more than 1.5
cents a pound it is obvious that the tariff is wholly without direct
effect on American prices. Whenever the differential in favor of
London is less than 1.5 cents, or is acrually in favor of New York, it
is necessary to determine, if possible, whether or not the higher New
York prices are due to the duty.

The Tariff of 192)1. During the period in which the 1921
duty of 23 per cent ad valorem was in effect (May 27, 1921, to
September 21, 1922) prices in New York and London were out of
line due to readjustments following the World War. In the dis-
cussion of the influence of the 1921 butter duty in Chapter III it was
shown that during such periods, when prices in both markets are
falling bur one more slowly than the other, a mere comparison of
the differential between prices in the two markets gives no approx-
imation of the influence of the duty. Not until after 1922 did condi-
tions in the United States and England become sufficiently readjust-
ed to permit a fair evaluation of the price effects of the duty.

The Tariff of 1922. On September 21, 1922, the Fordney-
McCumber Tariff Act was passed, increasing the duty on cheese from
23 per cent ad valorem to 5 cents a pound but not less than 25 per
cent ad valorem. This duty was maintained until the passage of the
Hawley-Smoot Tariff on June 17, 1930,

For the entire seven years, 1923-1929 inclusive, under the 5-
cent tariff, New York prices averaged approximately 1.5 cents a
pound above London prices, whereas under normal conditions and
in the absence of any tariff barriers they would have averaged about
1.5 cents a pound below. Consequently, it would appear that the
tariff was about 60 per cent effective, on the average, in securing
higher prices for American producers.

The differential between domestic and foreign prices varied
greatly from year to year within this seven-year period and from
month to month within each year. In 1923 New York prices aver-
aged 3.4 cents a pound above London prices; in 1924, 1.5 cents; in
1925, .4 cent; in 1926, 1.2 cents; in 1927, 3.4 cents; in 1928, .7
cent; and in 1929, .3 cent. From these average yearly differentials
it would appear that the duty was partially effective during these
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years and for two years fully s0.”* In order to determine why the
differential varied as it did for these years and how much of the
differential is due to the duty, it is necessary to analyze the domestic
and foreign price factors ar work during this period.

The average differential of 3.4 cents a pound in favor of New
York prices during 1923 was due principally to a fall in London
prices coupled with an increase in New York prices. Eatly in 1923
London prices were higher than New York prices, but a relatively
great fall in London prices without a corresponding decline in New
York™ caused a spread in favor of New York of as much as 5.8
cents a pound in June. Increases in New York prices over the 1922
level'* kept them above London prices throughout the remainder of
1923. The United States was recovering from depression and was
embarking on a period of industrial prosperity, while England, al-
though she had begun ro recover sooner than we, came upen a tem-
porary slump in 1923. The improved business conditions in the
United States tended to increase domestic prices, while poorer busi-
ness conditions in London were tending to lower London prices.
These factors largely account for the wide spread between cheese
prices at home and abroad during 1923. Obviously the S-cent duty
was not the sole cause of the 5.8-cent differential which existed dur-
ing June.

The decline in the differential in favor of New York from 3.4
cents in 1923 to 1.5 cents in 1924 was chiefly due to a drop in domes-
tic prices. New York prices averaged 3.5 cents per pound lower in
1924 than in 1923, while London prices averaged only 1.5 cents low-
er. The decline in New York prices was primarily due to a decline in
business conditions in the United States in 1924." At the same time
an improvement in general business conditions in England, coupled
with a decided improvement in the German market, tended to keep

12 The 3.4 cents average differential in favor of New York prices plus the 1.5
cents a pound transportation differentinl makes the total spread between prices
at home and abroad approximately 5 cents a pound.

'3 London prices fell from 29.2 cents a pound in March to 185 cents in June,
while New York prices during the same period fell only from 25.7 cents to 94.3
conts,

14 New York prices averaged 24.9 eents a pound in 1023, as eompared with
216 conts in 1922,

15 The all-commodity price index fell nearly 10 points from June, 1923, to
June, 1924,
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London prices from falling." These domestic and foreign factors
evidently were suffictently important to reduce the direct effect of
the tariff in 1924 by approximately 2 cents a pound.

The further decline in the differential during 1925 to an average
of less than .5 cent in favor of New York prices was due largely to a
relatively grear increase in London prices compared with New York
prices. New York prices were approximately 3 cents a pound higher
in 1925 than in 1924, but London prices were more than 4 cencs a
pound higher. The higher London prices were in turn due largely to
the great strength shown by the German market,'” although general
business conditions in England contributed to the rise. In response to
the declining differential, Canadian shipments to the United Staces
declined from 3 million pounds in 1923 to 210,000 pounds in 1925.
The small 1924 and 1925 differentials with a 5-cent duty were not
sufficient to induce Canadian producers to ship to us.

In the summer of 1926 London prices dropped and New York
prices rose, until in November there was a 5-cent differential in favor
of New York. During the last six months of 1926 New York prices
averaged 3.7 cents above London and during 1927, 3.4 cents above.
The principal factors in this increase are three: (1} the improvement
in general business conditions and demand in the United States,
(2) a decrease in domestic supplies, and (3) the depressed business
conditions and decreased demand in England and Germany.

Business conditions in the United States improved in 1926 and
a peried of industrial prosperity set in which continued through all
of 1927. General purchasing power was high and demand firm. At
the same time domestic production of Cheddar cheese declined.”> On
the other hand, 1926 witnessed a depression in the London market.
The English coal strike was a large factor in this reversal, which
continued through 1927, In addition the German market was de-
cidedly weak; instead of continuing the increase of 1924 and 1925,
imports in 1926 were actually lower than in 1925,

16 The hwproved eondition of Fuglish business is indicated by the rise in
sterling exehange during 1924 from $4.27 in January to $4.70 in December. Evi-
dence. of the Smprovement in the German market is the ineronse in cheese im-
ports which totalled nearky 97 million pounds in 1924, as compared with less than
25 million pounds the previous vear. More specifically and immediately, the
frospect of resuniption of government payments, brought about hy United States
loans made to Germany whieh enabled her to stabilize prices and return to the
gold standard, was the major influence. Germany is the second largest cheese
hmporting nation in the world and an inerease in her demand reduces accordingly
the supplies which are likely to reach the Fnglish market.

17 Germany imported 149 million pounds of cheese jn 1925 as compared with
87 million pounds in 1924,

1% United Btates Cheddar cheese production declined from 847.240.000 pounds
in 1925 to 335,915,000 pounds in 1926 and to 307,777,000 ponands in 1927,
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In response to the increased differential between New York and
London prices during 1926 and 1927, Canadian cheese shipments
to the United States increased from the 210,000 pounds shipped in
1925 to about 12 million pounds in 1926, and more than 13 million
in 1927. Also, the increase in the United States duty on butter
from 8 to 12 cents a pound in April, 1926, caused a shift in Cana-
dian exports to the United States from buccer to cheese.'"

The average differential of New York above London prices
declined to .7 cent in 1928 and to .3 cent in 1929. The principal
factors accounting for this decrease are: (1) an increase in domestic
production,” (2) a decrease in domestic demand,”’ (3) a marked
recovery of the English market, and (4) mote favorable quotations
for Canadian cheese than for other types in the London market.*
The first two of these factors tended to lower New York prices, the
last two to raise London prices.™

With the decreased differential between New York and London
prices during 1928 and 1929, caused largely by the above four
factors, Canadian shipments to the United Scates declined from more
than 13 million pounds in 1927 to 7.5 and 8 million pounds in 1928
and 1929 respectively.

# The decline in Canadian butter exports 1o the United States from 3,626,000
pounds in 1925 toe 240,000 pounds in 1826 would tend to eonfirm the contention
that the increase in the butter duty eaused u shift in Canadian exports from bat-
ter 1o cheese, The duty on cheese had remained unchanged.  Morcover, the in-
crease in the butter tariff helped to keep out butter from other cowntries which
vndoubtedly would have come in ander the N-cent daty, in view of the depressed
condition of the London market during the latter part of 1926 and all of 1927,
Thiz shutting out of butter imports permitted prices to he higher than would
have been possible with the previous 8-cont duty, Higher hatter prices tended
ta inerease United States cheese prices, heenuse ordinarily there is a elose rela.
tionship between prices of each of the principal dairy products, and an increase
in butter prives is usually reflected in an increase in cheese prices,

-y

20 United States produetion of Cheddar cheese inereased from 307.777.000
pounds in 1927 to 335,253,000 pounds in 1928 and to 270,314,000 pounds in 1%20,

2t Per capita consunmption of cheese of all varieties in the United States de.
clined from 4.14 pounds in 1927 to 4.11 pounds in 1928 and to 3.79 pounds in 1929,

22 The increased consumption of wmilk, cream, apd ice eream in the United
Kingdonm in the last few venrs has reduced the production of English and Scoteh
Chediinr cheese, and the quality of Canadian cheese is sueh as to make it more
suitable for supplying this shortage than other imported cheese, so that its priees
in the last two ar three vears have risen, In 1927 the spread between the prices
of Canadian cheese aud prices of New Zoalund cheese in London (New Zealand
is Canmda’s greatest competitor) averaged L7 cents n pound, while in 18920 it
aversgeld 2.6 cents a pound,

22 The inereased spread hetween prices of Canadian and other cheese is a
factor expluining the decreased differential between New York nnd Lendon Prives
during 1928 and 1920, hecause the cheese used for the London price in the analy
si¥ i» Canndian,
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The Tariff of 1930. The Hawley-Smooc Tariff passed in
June, 1930, increased the duty on Cheddar cheese from ‘5 cents a
pound, not less than 25 per cent ad valorem,” to 7 cents a pound,
not less than 35 per cent ad valorem.” This increase has not raised
domestic prices, nor has it increased the spread between domestic and
foreign prices. New York Cheddar cheese prices declined from 18.5
cents a pound in June, 1930, to I1.3 cents in June, 1932, averaged
about equal to London prices duting 1931, and about one cent above
in 1932.

The decline in domestic prices in spite of the increase in the
duty was due primarily to the depression which began in 1929. The
purchasing power of the public was so reduced that it was impossible
to move domestic supplies except at greatly reduced prices. This
radical change in purchasing power was much more important in the
price decline than was the slight increase in domestic production
which occurred during 1930 and 1931. Prices of Canadian cheese
in London were consistently higher than New York prices until the
latter part of 1931, primarily because of the continued shortage of
high quality Cheddar cheese in England. For the first eight months
of 1931, New York prices averaged 2.1 cents a pound below London
prices. In other words, the 7-cent duty was completely ineffective
in maintaining a differential in favor of domestic prices during this
period.*

For the last four months of 1931, New York prices averaged
3.2 cents a pound above London. This sudden change in the differ-
ential is due chiefly to England’s abandonment of the gold standard
in September, which resulted in a decline in sterling exchange, and
low London prices in terms of gold. The margin between New York
and London prices was more influenced by fluctuations in exchange
rates than by changes in prices in foreign countries.” This condi-
tion continued during 1932 and, with reduced domestic production,
enabled New York to average between 2 and 3 cents above London
during the winter and fall months.

While New York prices were low, and the spread between do-
mestic and foreign prices was narrow, Canadian shipments to the
United States declined from 8 million pounds in 1929 to 114 million
pounds in 1931. New York prices were not enough higher than

24 The reader should keep in mind that ordinarily, in the absence of any
tarifi barriers, New York prices would average about 1.5 cents s pound below

T.ondon prices.
25 The extent to whieh exchange rates entered into marging between domestic

and foreign prices during this period is indicated by the fact that the pound *
sterling on Deeember 17, 1931, was quoted at $3.39, or 70 per cont of par (R1.87).
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London pr_ices to artract Canadian cheese over our 7-cent tariff wall
and Cana-(’illan producers shipped the bulk of their cheese to London
duey-free.™

Benefits and Burdens of the Duties

There have been times during the years 1922-1932 when the
price factors discussed above have so lowered domestic prices in re-
lation to London prices that the rariff has been completely without
direcc effect. At other times they have raised domestic above for-
eign prices by more than the duty. Obviously at such times the
entice differential cannot be attributed to the duty. But a differen.
tial equal to or less than the duty can be taken as a measure of the
direce or actual effect of the duty on domestic prices, since without
the duty prices in domestic markets would tend to equal prices in
world markets. From 1922 to 1932 the differential in favor of
domestic prices was usually less than the amount of the duty.

Method of Calculation. The method of calculating benefits
and burdens of the Cheddar cheese duty will be the same as that
used for the butter duty in Chapter III.  This method involves using
monthly production or consumption figures and the average monthly
differential except where the differencial exceeds the duty, in which
case the amount of the duty is taken as the average differential at-
tributable to the influence of the duty, with due allowance for trans-
portation costs. However, the reader should appreciate the short-
comings of this method®’ and realize that the results obtained by its
use represent the maximum possible, not the exact benefits and bur-
dens.

Benefits to Producers. The monthly and annual benefits to
American farmers from the 1922 Cheddar cheese duty were com-
puted for the 9 years 1923-1929, 1931 and 1932, according to the
above method. These benefits are shown in Table 26, pages 116-118.

On the basis of these assumptions, farmers received an average
annual benefit of $8,923,000, or 11.3 per cent of their total yearly
income from Cheddar cheese from the 5-cent tariff in effect from
1923 to 1929. They would have received $16,638,000, or 20.8 per
cent during the same period if the duty had been fully effective, that
is, not offset by other supply and demand factors in the world and

28 With the present tariff rate of 7 cents a pournd, New York prices must be
approximately 5.5 cents a pound above Londou prices in order to make it as
profitable for Canadian producers to ship to New York as-to London with the 1.5
cent transportation costs,

:7 Roe the analveis of Benefits and Burdens of the Butter Duties in (‘hapter

(118
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Benefits of the Cheddar Cheese Tariff to Farmers in the United States in Dollars and as a Percentage of the

Tota.l Income Recewed from _Cheddar Gheese by Months, 1923 1929 1931 a.nd 1932
| T | | e
i Whote: i ota) rarm E;fr:;it Benefits | of“tot.al . Whole- Tatal tarm E#r:cct' Beneft Iol'.:olll
nown | PrEtelent | e, | AL | o | el | mentn | Proficiens | it | mmeten | W oGy | e
. tc (0.} ] fe Ib.) tram (e, (e :;,] trom
. cheddar cacddar
~ _ - cheese o | o ___|_chesie
j 1923 ki 1924 .
Ja | IB002 | 2B.08 | § 4225760 | 1.8 | $ 271636 | 6.4 tJan CO17TI8 | 244 1§ 4323002 | 40 | B 868,182 | 20.1
¥eb, 7. 15326 | 26.2 4 0]._1_412 b ‘Feb. 14,886 |- 23.8 4,494,868 | 4.3 812,098 | 18.1
Mar. . 20,184 | 25.7 5,187,288 b ‘Mar. 22955 | 22.8 5,]87,830 3.6 826,380 | 15.0
April 24,014 | 22,7 5,451,178 ¢ LApril [ 24,507 | 202 4,068,504 1 1.1 270,567 | 54
May 32,942 | 22,8 7,510,776 | 4.8 | 1,580,616 | 21.0 ‘May | 33,657 | 10.1 £.428,487 | .2 67,314 | 1.0
June | 41,382 | 243 | 10,055,826 | 5.04] 2,069,100 | 20.6 ,Ju]w 43,517 | 20.4 8,877,468 | 4.5 | 1,958,265 | 221
July 18,288 | 236 | 9,035963 | 50¢] 1014400 | 21.2 {July 40,716 | 203 | - 8,285,348 | 2.9 1,180,764 | 14.3
August 31,822 | 24.5 7,796,390 | 3.2 1,018,304 | 131 IAugust 33,602 | 20.8 6,980,216 | 2.9 974,458 | 13.9
Sept, 28,648 | 25.6 7,333,888 | 1.9 544,312 | 7.4  Sept, 30,530 1 21.3 6,504,807 | 3.8 1,160,482 | 17.8
Oct. 25,566 | 259 6,621,504 | 3.9 897,074 | 15.1 | Oet. 1 262101 208 5,451,680 | 2.5 655,250 | 12,0
Nov. 18,836 | 254 4,631,944 | 5.0d 911,800 | 18.7 'NO\ 172532 | 211 3,640,172 } 2.5 431,300 | 11.8
Dee, 16 608 | 3.6 3,919,488 | 3.2 531,456 | 13.6 iDee, 15,046 | 225 3,385,350 | 3.0 451,380 | 13.3
308,108 | 24.9 | §76,718,892 | 59,838,718 | 12.8 !‘ 324,695 | 21.4 | $69,484,730 $9,656,440 | 13.9
1925
Jan. 16,834 44 | § 4,707,496 | 28 | § 6GADGIZ | 15.6 1 Represcats whole milk American cheese, Data obtained
Feh. 17,991 | 242 4,352,822 1 3.5 | 629,685 | 14.5 1 from U. 8 Department of Agricatture Yearbuok, 1831, p. 923.
Mar. 21,5498 | 24.4 5260912 | 2.5 | 539,9:’:0 1n.2 | 2 Represents wholesale prices of No. 1 fresh American
April 26,880 | L4 1 6,534,027 | 15 | 402,335 | 6.2 | cheese (Single Daisies) at New York. Data obtained from U. 8.
May AB012 | 237 | 9008844 | 1.5 ATOLIBO | 6.3 .  Department of Agriculture, Burean of Agricultural Economies.
June 47,782 :-33‘3 | 10,395;1},6 3.7 ]“_55:3-”-'_3"‘* 15.5 . 3 Wholesale prices are used to compute total farm income,
July 4'31{06 23.8 10,402,028 | 1.2 524,472 | 5.0 Farin prices of cheddar cheese are not available.
August A7,650 | 244 D,188,796 | 1.9 715,021 | 7.8 ¢ 4 The diff. tial is th tual av dif tia] betw
Sept. 31,548 | 244 | 7,697,712 | L3 410124 5.3 le differential is the actual average differentia] between
: L r Na. 1 fresh American cheese (Single Daisies) at New York and
Oet. 28,253 | 254 | 7,176,262 R3] 141,265 2.0 : :
N 20,340 | o N ! > averige top prices of Capnadian cheese at London (both New
NOov. A 25.3 I 5,148,297 T ]42,443 28 York and I i H btni d f U. 8 Do t £
Dee. 18,619 | 253 | 4.710.607 16 207 904 5.3 ork an omidon prices obtmine rom U. 8, Department o
317,240 | 214 $84,726’560 $6708,505 79 Agriculture, Bureaw of Agrmnltural Feonomies) plus 1.5 conts
| | $84,726,660 | | 4 | 7 (tramsportution costs) except in those cases where the (ifte n-nhul

plus 1.5 cents exceeds the duty, in which ease the amount of the duty is tuken as the differential attributable to the duty.

o Flats,

bNo differential (New York prices helow London prices by more than 1.5

cNo Lnndon quotutmn ’I.Vl'l.ll |bl(~

1 Amount of the duty.

conts u pound),

91 edug
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Tarir Tarift
benefits ol benefity
i % rect %,
. Whole- Yotal farm ;eli'lree:!t Benelits ol‘:oal i Wh?le- i:&:al 'frm:“ effect Benefits of tatal
Manth Figggcltl::r;l lr.i‘el:'}. ch.e"de:::ec:\r:e'rez ll:t'yl due t;e duty i::;::e Manth Pl(.ggﬁll;:'; ! n:i:I:E:’ chcddan:':ch;se:i d:{’ : due ‘: duty i:::‘:‘e
te tb} 3 teib.) 1 from {elb.) {1k} fcao
yeheddar cheddar
| cheese . thertr
T 1826 1927
Jun, 19519 1 230 | § 50554211 b 1§ \ | Jan, 16,660 | 26.4 | § 4,308,240 | 5.04| § 833,000 | 18.4
N OB <t e B B R e 21918 | 245 | 50000 | 39 | 4oy | 159
Mar. 23,7 53, 875,35 7564 3 |[Mar. S ) ;
.\[l;lrru 25:.::1 20.8 3,077,’968 b i T ' April 94,533 | 24.2 5036986 | 4.3 1,054.919 | 17.8
May 28398 | 207 7080786 | " | ‘May 34,704 | 239 8,294,256 | 4.0 1,388,160 | 16.7
June 46020 1 21.4 9,912,480 | 2.5 1,158,000 | 11.7 }June 41489 | 23.8 9,874,452 | 3.4 1,410,626 | 14.3
Tuly 40164 | 217 8715588 | 3.4 1.365.57¢ | 15.7 lJuly | 38,195 | 240 | 9,166,800 | 4.0 1,527.800 | 16.7
‘\ugust 4920 | 921 | 7,431 | 44 | 1462,516 | 19.9 | August 31044 | 26,3 | SOBLE3Z | 5.04] 1597200 | 198
: © 50 | 21.6 |Se 783 | 2 ' i1 | 5.0d 289,15 K
sept, Ewm ‘33.2 9,683,(»88 5.0d¢ 1,440,450 il.{; i%q:t. 2)2,6!}2 _)g.i :3[8,3’221) ggd 11,120 :)33 | igé
Oct. 03,164 | 24.2 5,605,688 | 504] 1,158,200 | 20.7 {Oct, | 23,012 | 281 AB6,372 | 3.0¢ 150,600 | 178
Nov. 16,386 | 24.6 1,030,856 | 5.0¢ 819.300 | 20.3 |Nov. 18717 | 275 1,59 ;,F;g )Od 835,850 182
Dee, 15,295 | 26.0 2076700 | 5.04 764,750 | 19.2 iiDec. 16,337 | 20,08 4,737,730 | 5.0 816,850 | 17.2
335915 | 23.3 | $78,268,195 $8,724,056 | 11.1 Il | 307,777 | 25.8 | $79,406,466 $13,672,722 | 17.1
1928 , 1928
Tan, X010 | 26.8 | B 48260680 | 4.7 ' § 846,470 | 176 |[Jan. | 19,925 | 247 | § 4,221,4;3 12| § 239,300 { 4.8
Feh. 19,005 | 24.4 4,637,220 | 1.9 361,(1]912 ;g ﬂeb. I }‘g,ggg _:i.(l) g,;gﬁga 1.(7) ﬁg,ﬁg .‘4“1}
Mar, 20,451 | 24.6 5768946 | 1.8 422 . ar. 24, 24, 174, . 68, a
A;:il ag 2y | 23.6 6,660,156 | 1 112’,234 %.7 .%pril | 39,12; ggg ;,1?1.3,3(1)3 | 264 724,944 | 10.2
Muy 47124 | 239 5,920,430 4 149,206 7 May | 2, . J,771,000 :
June Gl 959 1 11,658,108 | 1.7 765204 | 6.6 [June | 51,702 | 232 | 12,046566 1 5 258,510 | 2.1
Tuly 10072 { 264 | 10,579,008 | 3.6 1442502 | 13.6 ]iuly ] ig’g?i %28 ] Jg.%;g,.jg; | 4u4 D
At noats | 270e e l’gig’gé:: Bhel e |l Aoass | 358 | 7360938 | 40 | 130060 | 367
?)?tlt' _01 ;34 322 ?;Zssgﬁos 2.6 652454 | 9.9 oo, | °5.061 | 245 6360445 | 4.0 | 1038440 | 163
Nov, | 18012 | 247 1449211 | 1.4 952382 | 5.7 INov. | 19,6551 239 4,607,545 | 3.1 609,305 | 13.0
Dee, 1,440 | 26.08 4,274,400 | 2.7 443,880 | 104 jDec | 20,184 | 23.0 4,612,020 | 22 4H 048 | 06
336.253 | 264 | $851 154 262 | | $7,386,335 87| 1 370 314 | 236 | $87,394,104 | | 86574024 | 75
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Tanft Tariff
Direct b::g%t: i Direct b::n“m'
Whals- Total farm Mect Benet 1 total | Whale. Total farm sftect °
Month | PERS" | i | otddarorees | gob | awai |Jarm | oo | Fioliclnt | RS, | quEmian, | G| el |t
tc Ib.} s income te 18.) s yd [] incema
{c b} from |! {clb.) from
cheddar cheddar
cheese || cheese

1931 ‘.’ 1932
Jan, [ 22,086 | 17.0 | & 3,751,730 T 1% 154483 4.1 'Jan, 20,202 13.5 2,727,270 | 3.7 | § 747474 | 274
Feb. 21,395 | 165 | 3,530,175 | 21,395 0.6 Y.Fcb. 21,569 | 129 2,782,401 | 2.8 603,032 | 21.7
Mar, 28,068 | 18.0 4,450,880 Maur, 25,337 | 127 3,217,709 | 1.5 380,055 | 11.8
April 32,865 | 154 5,061,210 , April 27,686 | 12.0 3,322320 | .3 83,058 | 2.5
May 42,987 | 13.8 5,904,606 May 38,042 | 118 4,505,156 | .4 153,769 | 3.4
June 50,6908 | 14.2 7,199,116 Juno 45,718 | 11.3 5,166,134 4 182 R7e 3.4
July | 41,871 14.6 | 6,1]3,166 July 35,024 11.8 4,239,032 3.3 1,185,402 | 2K.0
August | 34,023 | 16.1 5,477,703 | 3.5 1,190,805 | 21.7 | August 33,603 | 13.8 4,623,414 | 53 1,775,603 | 38.4
Sept. 28,332 { 16.6 4,703,112 | 4.9 1,388,268 | 20.5 |Sept. 31,080 | 13.7 4,259,193 | 5.0 1,544,150 | 36.5
Oct. 20,218 | 15.9 4,645,662 | 4.8 1,402,464 | 30.2 [Oct, 27,584 | 13.4 3,696,256 | 4.4 1,215,406 | 388
Nov. 23,016 | 14.6 3,360,336 | 4.0 020,640 | 274 ‘iNuv. M 880 | 12.9 2,822,620 | 3.8 831,440 | 20.5
Dee. 20,050 | 14.3 2.867,150 | 4.9 982 450 | 34.3 |Dee. 23172 | 13.4 3,105,058 | 4.2 973,224 | 31.2
__._1.374302 | 164 | s57,004846 | | $6,060,505 | 106 | | 352606 | 128 | $44566,643 | | $0.687.121 | 217

BE Represents whole milk American cheese. Data obtained from U. S. Department of Agriculture Yearbook, 1931,_ p- 923.

2 Represents wholesale prices of No. 1 fresh Ameriean cheese (Single Daisies) at New York., Data obtained from U, 8, Departnent
of Agriculture, Bureau of Agricultural Econemics,

2 Wholesale priees are used to compute total farm income,

Farm prices of cheddar cheese are not available.

4+ The differential is the actual average differential between No. 1 fresh American Cheese (Single Daisics) at New York and avor-

age top prices of Canadian cheese at London (both New York and T.ondon prices obtained from U. 8. Department of Agrienlture,
Bureau of Agricultural Economies), plus 1.5 eontw (transportation eosts) exeept in those eases where the differential plus 1.5 eents ex-
ceeds the duty, in which case the amount of the .duty is taken as the diffcrential attributable to the duty,

a Flats. b No differential (New York prices below London prices by more than 15 eents a pound).
¢ No Londen quotation available. d Amount of the duty.
Source: Most of the datn obtained from the U. 8, Department of Agriculture, Bureau of Agricultural Economies,
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Total Amount Paid for Cheddar Cheese, by Months, 1923-1929, 1931 and 1932

%1 r ] I ¢

Total Costs of the Cheddar Cheese Tariff to Consumers in the United States, in Doillars and as 1 Percentage of

i Price | " Direct | Tariff Price - | Direct Tarit
Comums- | Pt | oo n G | comer WA | comme | T | Tomemany | G comat | G
Menth (ow rl'bin P(:“Iﬂhflz oy | ?e' fﬂ’:’; ' 3 .gnt';lotl - (000 1bs.) Pcoe"llfyﬁ ?: ldh":tl!."i L) “tot'alol
) 1923 | 1924
Jaun, 22414 373 | $ 8,360,422 | 18 | § 403,452 4.8 | Jan, 25,280 | 374 | % 9,408,086 | 4.9 | $1,239,161 13.1.
Feh. 21,167 | 37.5 7,037,625 3 iFeh. 23,423 | 37.2 ¥,713,356 | 4.3 1,007,189 | 11.4
Muar. 23,783 | 371 8,823,493 & | ‘Mar. 28,6865 | 36.7 10,520,055 ! 3.6 1,031,940 0.8
April 23,828 | 36.3 K,649,564 b :April 28,386 | 33.6 10,105,416 1.1 312,246 i |
May L 20200 | 355 | 10,397,950 | 4.8 1,405,920 | 13,5 | May 31,349 | 346 | 10846754 | .2 62,608 | ° .4
June 95816 | 36.1 9210576 | 50| 1,200,800 | 13.8 [ June 27,854 | 344 0,581,776 | 4.5 1,253,430 | 13.1
July 22278 | 36.2 8,064,636 | 5.0¢] 1,113,900 | 13.8 ! Tuly 22440 | 344 722456 | 20 651,021 | N4
August 25,817 | 36.3 9,371,071 | 3.2 826,144 8.8 August 24,025 | 344 5,204,600 | 29 696,725 s4
Sept. 31,017 | 37.0 | 1476200 | 1.9 580,323 | 5.1 [Sept. 33,785 | 34.6 | 11,680,610 | 3.8 | 1,283,830 | 110
(et 33,765 | 385 12,900,625 | 3.9 1,716,835 | 10.1 1 Oet. 30,242 | 34.8 10,524,216 | 2.5 756,050 7.2
Nuv, 24,0557 J7.7 9,257,084 5.0¢ 1,227,850 | 183 iNov, | 27473 34.7 9,534,131 2.3 HR6 825 7.2
Dy, L2500 | 37,7 O426,508 | 3.2 NiH),1258 8.0 i Dec. 24,334 | 444 g.402.4066 | 3.0 730,020 8.6
i 308,735 | 36.9 |§113,923,215 $8,974,362 . 7.9 327,236 | 36.3 1$115,513,955 ) $9,711,136 8.4
Jan, 010 ) 359 | % ;,%28?{,690 3.8 | § 008580 | 10.6 & No diﬂ'grcntial (New York prices below London pricex by
(A 23,335 a6.4 3,493.940 3.5 81!5,725 0.8 wmere than 1.5 ecents o |l(lllﬂ(]}.
Mur., 27,709 | 365 10,113,785 | 2.5 602,725 i) ! b No Londen guotation available,
April 25,163 | 36.5 10,279,495 1.9 422 1445 4.1 ¢ Amount of the duty.
May 34,556 | 363 | 12,543,828 | 15 S8R0 | 411 gouce
J}lm* :‘I’Q:‘“ :“":? “";2?’4“! &7 ]’.HR’“DS 15"1 1 Data showing consumption of eheddar eliecse sepaerate from
July 25,631 | 36.6 9,380,046 | 1.2 307,572 .3 consumption of other cheeses are not available. The hly fig-
Aug 27,410 | 36.8 | 10,053,302 | 1.9 519,061 | 5.2 SLmp . o are not aratiavie. 2ae monthly fig
August :-"”-_ ) 004 55 13 OV e ures representing consumption of cheddar cheese were ealcuiated
Hept. 20,715 | 37.0 10,994,550 - 480,280 | o by taking that proportion of the monthly consumption of all
Ot 34,986 ) 47.2 11.014,792 - 174,930 1 1.3 cheose which 1the annual dueti f cheddar chees k
Vov 98,101 | 37.4 | 10500774 | .7 196,707 | 1.9 e w e al production of cheddar cheese makes to
Nov, 58‘, . ui ol ! . B et o the annual produetion of cheese of atl varicties. For the seven
Dee, U686 [ 375 82250 | 1.6 410,178 4.3 vears 1923.1999 inclusive. th dneti £ chedd h
311345 | 86.7 |8125.273.616 $6521814 | Bz I vears 1923-1929 inclusive, the production of cheddar cheese

amounted to 72 per cent, 70 per cont, 70 per cent, 68 per cent, 64

per ecent, 63 per cent, and 64 per cent, respectively, of all cheese produced, Consequently, to obtain monthly cheddar cheese eon-

sumption «during 1023, the monthly ecousumption figures of atl ¢heese wre multiplicd by 72 per cout,

Consieption abata for all

cheese seenred from U, S Department of Agricalture, Burcau of Agricultural Feononies,

2 Avernge retail prices secured from Ul B Department of Labor, Burcau of Labor Statistics.

3 The differentinl is the artual average (ifferential between Noo 1 fresh American Cheese (Single Dadsies) at New York and
avernge top prices of Canadian Cheese at Loundlon (hoth New York and London prices obtained from U, 8, Departmient of Agriculture,
Burcau of Agricultural Feonomies), plus the L5 eent transportation cost except in those cises where the actugl differeatinl plus 1.5
cents oxeeeds the duty, in which ease the amount of the duty is taken as the differential attributable to the duty.
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TABLE 27 (Continued)

Coneump- | FYite | porapaigny | DHrCt | costs of Tarnf® | Consump- | "0 | roratpaidwy | DIt gopa g Tannr
Manth {otlll‘l":bll.) P&“ﬂfﬁ consgman ?: fh“% the guty .:n?glof || Maonth (ulnltl')l}'}“) P&"ﬂ,‘,’f ennm;mm ‘:: ?ﬁ% the guly a:;{;‘,ﬂ
1928 1927
Jan, 26,298 | 37.6 | $ 9,888,048 | *» | § | Jan. | 37,492 | 37.6 | $14,096,992 | 5.0¢| $ 1,874,600 | 13.3
Feb, 27,912 ; 37.5 10,466,990 1 2.4 (369,888 | 6.4 |Feb. 36,047 | 37.6 13,177,672 | 4.8 1,717,303 | 110
Mar. 29,250 | 37.2 10,881,000 ) 87,750 .8 {Mar, 41,747 | 37.3 15,571,631 | 3.9 1,528,133 | 10.5
April 30,837 | 365 | 11255505 | = April 41,588 | 37.1 | 15,429,148 | 4.3 1,788,284 | 11.6
May 33,305 { 36.0 | 11,980,800 | = |May 47,233 | 37.0 | 17,476,210 | 40 | 1880320 | 10.8
June 22522 | 35.7 8,040,354 | 2.5 563,050 | 7.0 !June 44,352 | 37.0 | 16,410,240 | 34 1,307,068 | 9.2
July 27,065 | 35.68 8,635,140 | 3.4 920,210 9.6 §July 33,057 | 36.9 12,630,133 | 4.0 1,258,280 | 10.8
August 29,347 | 35.7 | 10,476,879 | 4.4 1,201,268 | 12.3 [August 41,956 ¢ 37.0 | 15,523,720 | 5.0c| 2,007,800 { 13.3
Sept. 31,469 | 36.1 | 11,360,309 | 5.0¢] 1,572,450 | 13.8 |[Sept. 43,641 | 37.7 | 18452657 | 5.0¢{ 2182,050 | 13.3
Oct. 31,362 | 367 | 11,509,854 | 5.0c¢] 1,568,100 | 13.6 |Oect, 47,212 | 38.3 | 18,082,196 | 5.0¢| 2,360,600 | 13.1
Nov. 28,766 | 36.9 10,614,634 | 5.0¢ 1,438,300 | 13.6 {Nov, 39,777 | 38.6 15,353,922 | 5.0¢ 1,088,850 | 13.0
Dec. 26,507 | 37.4 9,913,618 | 5.0¢| 1,325,350 | 13.4 | Dee. 37,101 | 39.0 | 14,469,390 | 5.0c| 1,855,050 | 12.8
347,126 | 36.6 |$127,048,116 $9,437,366 7.4 491,100 37.6 |$184,653,600 $22 24R,238 | 12.0
1928 1929

Jan, 24,456 ¢ 39.2 | % 9,504,302 | 4.7 | $1,150,372 | 12.0 | Jan, 25,723 | 384 [ § 9877632 | 1.2 | $ 308676 1 3.1
Foeb, 24457 | 39.2 9,587,144 | 1.4 464,683 4.8 | Feb. 23,328 | 38.2 8,011,206 | 1.0 U33,280 | 2.6
Mar, 26,608 [ 38.5 10,244,080 | 1.8 478,944 4.7 | Mar. 23,152 | 38.2 8,462,064 g 155,064 1.8
April 28,008 | 38.2 10,733,436 -4 112,362 1.0 jjApril 25,527 | 38.1 09,725,787 | 24 612,648 6.3

May 29,720 | 38.1 | 11,326,740 | 4 118,916 | 1.0 |May 26,009 | 38.0 9,883,420 [ 0
June 27,520 | 38.1 10,488,549 | 1.7 467,993 4.5 jJune 24,720 | 38.0 9,393,600 D 123,600 1.3

July 22,055 | 38.3 8,447,065 | 3.6 TOL0%0 1 0.4 | TJuly 23,428 | 37.9 8,879,212 | 0
August 23,386 | 384 8,080,224 | 3.0 701,580 7.8 | August 25,250 | 37.8 9,544,500 | 44 1,111,000 | 11.6
Scpt. 31,142 | 387 | 12,051,954 | 3.0 054,260 | 7.8 || Sept. 24,585 | 38.0 9,342,300 | 4.0 983,400 | 10.5
Oect. 27,854 | 388 10,807,352 | 2.8 Ta4.204 6.7 O0ect, 27,001 | 37.9 10,267,489 1 4.0 1,083,640 | 10.6
Nov. 27,204 | 385 10,473,540 | 1.4 ARN, K56 3.6 [Nov, 23,752 | 37.8 8,978,256 | 3.1 736,312 82
Dee, 23,402 | 385 0,008,770 + 2.7 621,554 7.0 [ Dee. 22,845 | 37.9 8,612,565 | 2.2 502,590 5.8
315,940 | 38.5 [$121,636,900 $6,960,034 b.7 - 204,413 | 38.0 |$111,876,940 $5,860,210 52

1 edeg

[T}

0




TABLE 27 (Continued)

Price i Direet Tarif - Price i Direct Tarift
woun | Spmme | e | Toemtby | i | St | S e | Chaen [ e | Tommdw | G| g |
(000 b3 | TNy i {c b 3 totar ! (000 1bsy | FONESE s {c 1)1 $ total
o 1931 | 1932
Jan, 31,702 | 321 | $10,176342 | .7 | § 221,914 | 218 4 Jan. 28,897 | 5.5 | $ T.364,145 | 3.7 | $1,068,523 | 14.5
Feb. 29,266 | 31.2 9,130,092 a 20,266 [ 0.} . Feb. 32,040 | 24.4 7,817,760 | 2.8 897,120 § 11.5
Mar. 36,277 | 203 | 10,890,719 i Mar. 24,241 | 23.8 8,149,358 | 1.5 513,615 | 6.3
April 36,003 | 20.3 | 10,721,749 I April 33,623 |+ 23.3 7,149,358 | .3 100,869 | 1.3
May 42,159 | 27.4 | 11,551,566 ‘May 40,375 | 22.5 9,084,375 | 4 161,500 | 1.8
June 38,053 | 26.5 10,084,045 | June 35,5641 | 223 7,925,643 4 142,164 18
July 33,419 { 26.2 8,755,778 ' July 31,170 | 22.0- 6,857,400 | 3.3 1,028,610 | 15.0
Aungust 34609 | 26.5 9,184,635 | 3.5 1,213,085 | 13.2 | Angust 34,371 | 224 7,767,846 | 5.3 1,821,663 | 23.5
Hept, 34844 | 27.0 0,418,680 | 4.9 1,709,216 | 18.1 | Sept. 34,099 | 22.7 7,740,473 | 5.0 1,704,050 F 22,0
Oet. 36,059 271 10,015,880 | 4.8 1,774,032 | 17.7  Oct, 34,588 | 226 7,816,888 | 4.4 1,521,872 | 19.5
Nov. 30,117 | 26.8 8,071,356 | 4.0 1,204,680 | 14.9 | Nov. 31,476 | 22.4 7.050,624 | 3.8 1,196,088 | 17.t)
Dee. 28,126 | 26.2 7,421,412 | 49 1,387,974 | 18,7 | Dec, 31,295 | 23.3s 7,201,735 | 4.2 1,314,390 | 18.0
412,411 | 28.1 |$115,523,163 $7,640,247 | 6.5 | 401,699 | 23.1 | $92,700,406 $11,471,364 | 124
* No differential (New York prices below London prices by more than 1.5 cents a pound),
®* No London quotation uvailable. ¢ Amount of the duty. )

Sources:

1 Drta showing consumption of cheddar cheese separate from consumption of other cheeses are not available. The monthly figures
reprosenting consumption of cheddar cheese were calculated by taking that proportion of the monthly consumption of all cheese
which the annua! production of cheddar cheese makes to the annual production of cheese of nll varieties, Tor the seven
years 1023-1929 inclusive, the production of cheddar cheeac amounted to 72 per cent, 70 per cent, 70 per cent, 88 per cent, 64
per cent, 64 per eent, and B4 per eent, respectively, of all eheese produced, Consequently, to obtain monthly cheddar cheese con-
sumption during 1923, the monthly consumption figures of all cheese are multiplied by 72 per cent. Consumption data for all
cheese secured from U. 8. Depurtment of Agriculture, Bureau of Agricultural Economics.

2 Average rotail prices sceured from U. ®. Department of Labor, Bureau of Labor Statistics.

3 The differential is the actual average differential between No. 1 fresh American Cheese (Single Daisies) at New York and
average top prices of Canndian Cheese at London (both New Ynrk and Londoa priees obtained from U. 8, Department of Agriculture,
Bureau of Agrienltural FKeonomies), plus the L5 cent transportation cost exeept in those eases where the netual differential plus 1,5
cents exvecds the daty, in which case the amount of the duty is taken as the differential attriltable to the duty.
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domestic markets.” In 1931 and 1932 American farmers received
benefits from the 7-cent tariff to the extent of $6,060,505, and
$9,687,121, or 10.6 and 21.7 per cent respectively of their total in-
come from Cheddar cheese. They would have received $31,823,320,
and $29,971,510, or 55.7 and 67.3 per cent respectively during these
same years had the duty been fully effective.

Burdens to Consumers.  The monthly and annual burdens to
American consumers from the 1922 Cheddar cheese duty, computed
for the 9 years 1923-1929, 1931 and 1932 according to the method
discussed above, are shown in Table 27.

The 5-cent duty cost consumers an average of $9,958,000, or
7.4 per cent of the total cost of their Cheddar cheese annually dur-
ing the period 1923-1929. Tt would have cost them $17,328,000, or
13.5 per cent, had the duty been fully effective. In 1931 and 1932
the 7-cent duty cost consumers $7,540,247, and §1 1,471,364, or 6.5
and 12.4 per cent respectively of the total cost of their Cheddar
cheese. It would have cost them $35,054,935, and $34,144,415, or
30.3 and 36.8 per cent, had the duty been fully effective.

Net Benefits to Producers. Tn calculating the net benefits ac-
cruing to American farmers as a class from the duty, that part of the
increased cost resulting from the duty borne by farmer consumers
must be subtracted from the benefits accruing to them from the high-
er prices they receive because of the duties. Table 28 shows these
costs and benefits, together with net benefits to farmers for the years
1923-1929, 1931 and 1932.

Farmers received an average annual net benefit of $6,510,000,
or 8.2 per cent of their total income from Cheddar cheese, for the
period 1923-1929 from the S-cent duty. They received a net benefit
of $4,190.524, and $6,842,223, or 7.3 and 15.4 per cent of their
total income from cheese, during 1931 and 1932 respectively from
the 7-cent duty. In other words, these are the profits accruing to
farmers as a class from the 5- and 7-cent duties.

Conclusions

The differentials of domestic over foreign prices maintained by
the duties from 1922 to 1932 have amounted, on the average, to
only a part of the duties. We are so nearly on a domestic basis in
Cheddar cheese that for the greater part of the year our prices are

determined by purely domestic factors, and the tariff is not complete-
ly effective.

25 This full effect would have been possible only with New York prices con-
stantly 3.5 cents abeve London,
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TABLE 28

Net Beunefits to Farmers from the Cheddar Cheese Tariff
1923-1929, 1931 and 1032

Net benefits’

Costs of the Duty Eenefitsto  Net benefits % ats lﬁi" of

Year e - T 7, Farmersfrom & to farmers inga?ne?::g]m
To All To Farmer i the Duty | as a class Cheddar

Consumers Consumers 1 | i cheese
1923 $ 8,974,352 | $2548,716 . % 1,838,718 $7. 200,062 - 9.5
1924 9,711,135 | 2,700407 | 9636440 6,047,038 0 10.0
1925 6,521,814 | 1,786977 | G,708505 | 4921528 5.8
1926 9,437,366 | 2,529,214 | BT2056 1 G194842 | 7Y
1927 | 22248238 | 5,851,287 | 13572722 | 7401435 | 07
1925 | 6,960,034 | 1,795,689 i F386335 | 5,590,646 | 6.0
1929 5,850,210 | 1,480,103 ' 65374024 T 5003921 1 5.8
1931 5,601,000 | 1,869,981" i 6,060,305 | 4190524 T3
1932 | 11,471,364% | 2,8M,808" 0 9687 121°| 6,842,293 | 154

s Estimated from preliminary consutaption figures, obtained from U, S, Depart-
ment of Agriculture, Bureau of Agricultural Economies.

b Assuming that the farm population coniprised 248 per cent of the total, This
is the 1930 census figure, the last vear for which data are available,

¢ Estimated from preliminary production figures obtained from U. 8. Depart-
ment of Agriculture, Bureau of Agricultural Fconomies,
Sources: ! The cost to farmer consumers was determined by taking that proportien
of the total cost which the farm population is of the total United States population.
According to the Bureau of the Census, the farm populatior comprised 29.9 per eent
of the total population in 1920 and 24.8 per cent in 1930, The perecntages for the
years between these two census yvears were computed by straight interpolation.

The duties tend to affect cheese prices most in the fall and winter
months and least in the spring and summer months, although the
seasonal characteristic of the differential is much less pronounced
than in the case of butter.

The 1922 tariff of 5 cents a pound was an important factor in
keeping domestic prices, on the average, somewhat above world mat-
ket prices while it was in effect. During months when domestic sup-
plies were not sufficient to meet domestic requirements {usually in
the fall and winter) the duty kept domestic prices higher above world
market prices than they would have been without the duty. It pre-
vented domestic and world prices from adjusting to each other by re-
stricting importation until domestic prices were above world market
prices by approximately the amount of the tariff minus 17, cents.
This restriction kept domestic prices above world prices much of the
time from 1923 to 1929, even though the principal factors in each
market were local demand and supply. The duty was a comple-
mentaty factor, which together with demand and supply conditions
made possible the differential.

The 1930 duty of 7 cents a pound was ineffective in maintain-
ing a differential during the first eight monchs of 1931, principally
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because the depression in the United States made it impossible to
move domestic supplies except at greatly reduced prices. Reduced
purchasing power resulting from this depression was a much greater
factor in the lower cheese prices than was the increase in production,
which was very slight. Better prices are dependent upon increased
general purchasing power and not until normal purchasing power is
restored can demand and supply relationships bring the 7-cent duty
again into full play.

In September, 1931, England’s abandonment of the gold
standard resulted in a decline in sterling exchange, and New York
prices were high in relation to London in terms of gold. Without the
7-cent duty Canada would have diverted shipments of cheese from
London to New York in order to take advantage of the higher New
York prices, thereby increasing domestic supplies, which would have
tended to pull domestic prices down even to the level of London
prices. But the 7-cent duty did restrict importation, with the result
that New York prices averaged considerably above London prices
for the last part of 1931.

The effectiveness of the duty in 1932 enabled American farm-
ers to teceive about $9,687,000, or 27.8 per cent more than they
would have received for their Cheddar cheese without the duty. They
received net benefits to the extent of $6,842,223, or 15.4 per cent of
their total 1932 income from Cheddar cheese. The question remains
whether in the future the duty will be of greater, or less, importance
to dairymen.

Business conditions all over the world are unsettled, apparently
in the process of adjusting to lower general price levels. England, the
leading cheese importing nation, has left the gold standard, and as a
result her prices in terms of gold are considerably below ours. If
our tariff were removed, therefore, United States imports of Cheddar
cheese, principally from Canada, would undoubtedly greatly increase.

If, in the future when general business conditions have re-
covered, the present 7-cent cheese duty is maintained, it may be said
that American farmers need have no apprehensions about losing
their home market to foreign producers. Canadian exports of cheese
are declining and will probably continue to do so as the process of in-
dustrialization continues in that country. Moreover, those to the
United States have declined sharply in the past few years because of
the increasingly favorable quotations in London. The incteasing
consumption of milk, cream, and ice cream in England is reducing
the production of English and Scotch Cheddar cheese and opening
up a relatively large market for the Canadian product. Under these
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conditions it would seem that competition from Canada will continue
to decline.

New Zealand, the largest cheese exporting country in the world,
appears to be a source of great potential competition, although at
present most of her cheese goes to England. Our tariff has been
sufficient to keep out imports from this source but in the absence of
a duty New Zealand would probably export to us, especially when
English markets were depressed.

The tendency of western and southern farmers to shift into
dairving in the past few years indicates that we may expect to con-
tinue virtually on a domestic basis in Cheddar cheese, particularly
since the special adaptation of this variety to our factory methods
gives us a greater relative advantage in competition with other coun-
tries than we have in the manufacture of any other variety. If for
anv considerable period our production does not meet domestic de-
mands and our prices should rise above world market prices by the
amount of the duty, production would undoubtedly increase in re-
sponse to such a stimulus, which would lead back to 2 lower level.
Under average conditions, however, we are likely to be very close to
the boundary line between an export and an import basis, so that the
differential for any given year will tend to equal only a part of the
dutv. or disappear altogether.
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TABLL 29

United States Swiss Cheese Production by States, 1923-1931
{In thousand pounds)

|

State [ 1928 | 1024 | 1925 | 1926 | 1927 | 1928 | loee | 1930 | 1981
Wisconsin........ (18,277 [15,870 119,321 [17,260 14,801 113,761 |16,419 123,744 22,844
Ohio. ... | 2,864 | 2,8101 2,308 1,809 2,184 1,659 | 1,053' 914’ 2,483
New York....| 1,590} 1,305 753 504 383 436 381 271 128
Ilinois.....-...... 839 1,175 789 846 294 346 519 02 392
California....... 518 94 176 179, 163| 234 239 .. [
Pennsylvania. | 411 303| 110 6 5 8 79 76 78
Indiana ... 12 0] .. | 1| ... 47| 245| 226: 18
Oregon............ L A USUUUE) KR [RSUR [ I 104
Idabo..........] .| o] o 260 168 227 337 420 887
Michigan........| | | SO I 3B

OXAS e emeeioceae | e | eeee | e | e | e | e 99| ... |
No.Carolma....| .| .| .|l |l ol ] e 1071 205
Wyoming......... |l SO B A IRNPYOR [ S R | 742
Total U. S......|24,555 |21,844 |23,457 120,883 18,141 [16,718 |19,406 /26,393 ;28,234

Source: U. S Department of Kg;iéaliture, Bureau of Aigrirmrm;;ﬂiEa)ﬁﬁmics.




Chapter VII. Swiss Cheese

The most important cheese imported into the United States is
the Emmenthaler type, known in this country as Schweitzer or Swiss
cheese. It is distinguished by its large holes, or eyes, which are about
the size of a dime and are from one to three inches apart, These
eyes are caused by the action of certain bacteria, which also give the
cheese its peculiarly mild, sweetish flavor.

The Domestic Industry

Production.  Swiss cheese is produced in the United States in
two forms—the original round or millstone shape and the rectan-
gular block. The entire production in Switzerland and the bulk of
that in the United States is of the round or millstone type.
The block form is considered a lower grade and commands a much
lower price than round cheese of good quality.

An industry has developed for the processing of Swiss as well
as other varieties. In this process, cracked, “blind”, or otherwise de-
ficient cheese may be remixed, pressed into small forms, wrapped in
tin-foil. and marketed under a trade name,

About 5 per cent of the total United States production is Swiss
cheese. which is manufactured from less than .2 per cent of the toral
milk produced. Domestic production in 1928 amounted to less than
17 million pounds, the smallest annual output since 1917, but since
then has increased until it reached more than 28 million pounds in
1931.

United States production is concentrated in Wisconsin. In 1931
this state produced approximately 81 per cent of the domestic out-
put; the remaining 19 per cent was produced in varying amounts in
Ohio, Illinois, Idaho, Wyoming, New York, Indiana, Pennsylvania,
and North Carolina. (See Table 29).

Consu mption. Domestic consumption far exceeds produc-
tion. Large importations are necessary, therefore, to supply domes-
tic requirements. Consumption in 1930, the largest year on record,
amounted to more than 44 million pounds,' of which approximately

1 Represents domestic production plus net imports. or the supplies available
for consumption during that vear.
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18 million pounds, or 68 per cent, was imported from Switzerland.
In 1927 and 1928 imports actually exceeded domestic production,
and in 1929 were approximately equal to the amount produced at

home. (See Table 30).

The principal markets for Swiss cheese in the United Staces are
Chicage and New York. Domestic cheese predominates on the
Chicago market and imported cheese on the New York marker. It
is in New York that domestic and imported Swiss cheese meet in com-
petition in greatest volume.

TABLE 30

Production of Swiss Cheese in the United States and General
Imports of Cheese from Switzerland, 1909-1931

= Total Imports | Consumption Tmports as
Year Production frem } (Production percentage of
{Fiscal) Switzerland plus Imports) DProduction
900 | " 12438000 | ...
1910 | a 14,105,000 | ...
1911 f . 15,508,000 l ..........................
1912 | " 15,147,000 ’ .................. oo |
1913 | o 17,372,000 SO
1914 j . 22,490,000 | ..
1915 | ® 14,767,000 | o
1916 i 15,317,000 9,514,000 J 24,831,000 6211
1917 [ 15,434,000v 1,641,000 17,075,000 10.63
(Calendar)

1918 [ 19363000 | 19,363,000 | ...
1919 | 21,602,600 | 12,000 21,614,000 ' RI[H
1920 | 20,430,000 | 802,000 21,232,000 1 3.9%
1921 | 22,678,000 { 2,359,600 I 25,037,000 | 1040
1922 | 19,983,000 ) 12,011,000 31,994,000 | 60.11
1923 L 24555000 | 16,982,000 41,537,000 | 69.16
1922 | 20,844,000 | 13,632,000 35,476,000 |  g247
1925 23,457,000 I 15,993,000 39,450,000 68.1-
1926 20,883,000 | 16,736,000 37,619,000 | 80.14
1927 | 18,144,000 | 19,066,000 37,210,000 | 10506
1928 | IG718000 | 18564000 | 35282000 | 1126
1929 ‘ 19,406,000 | 18,839,000 i 38,245,000 | 97.08
1930 26,393,000 | 17,947,000 | 44310000 | 6800

1931 28,234,000 | J4.414,000° | 42648000 | - 5105

% Production figures not available prier to 1918.
b Calendar years.

¢ A total of 15,683,108 pounds of cheese of the Emmenthaler or Swiss type wore
imported in 1931, the first eomplete year for which data are available showing in-
ports of thig variety, Approximately 13 million pounds were imported from Switzer-
land and the balanece from Germany, Finland, Denmark, Austrin and France.
Source: Produetion data from U. 8. Department of Agriculture, Bureau of Agri-

cultural Economies. Tmport data from U. S, Department of Commerce, Bureau of
Foreign and Domestic Commerce.
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The Tariff Problem

Competitive Conditions. Although some cheese of the Swiss
or Emmenthaler type is produced in France, Italy, Finland, Sweden,
Germany, Austria, and perhaps in a few other countries, it is import-
ed into the United States in substantial quantities only from Switzer-
land.

In spite of her small area, Switzerland is one of the leading
cheese exporting countries of the world, being surpassed only by the
Netherlands, New Zealand, Canada, and Italy. The United States
and Germany are her principal markets, usually absotbing more
than half her total exports, which average from 60 to 70 million
pounds annually. While each country imports about the same
quantity, the American market takes a larger proportion of the high-
er grades.

Switzerland offers very strong competition to the United States
industry. Italy is the only country exporting more cheese to this
country than does Switzerland. The Swiss dairy industty is to a large
extent devoted to cheese production; the output amounts to approxi-
mately five times that of butter, whereas in the United States about
four pounds of butter are produced for every one of cheese.’

Since 1905 the Swiss have increased their ourpur of dairy prod-
ucts about 25 per cent, mare because of increased yield per cow than
a rise in the total number of cows." The Central Union of Swiss
Milk Producers and the Swiss Cheese Union together have a great
influence on the price of both milk and cheese in Switzerland. Swiss
producers make special efforts to satisfy the American marker by ex-
porting only the best of their cheese, which is high in quality, light in
color, with large “eyes” and a mild, sweet flavor.

Imported Swiss cheese regularly sells on the American market
at a price materially higher than that of the most nearly comparable
domestic grade, chiefly because it is superior in flavor, color, and tex-
ture. This quality differential results from more uniform feeding,®
better care of the raw milk used,” and longer aging of the cheese.

28ee U, 8, Tariff Commission, Report to the President of the United States—-
3wiss Cheese, Washington, D, C., 1927, p, 6,

* Ibid,, p. 6.

4In the United States cows are usunlly kept in pasture during most of the
rear, while Swiss ecows are stable-fed almost the vear round, permitting a more
areful seleetion of feed, and sspecially the elimination of pasture weeda and
Hants that injure the flavor of the checse. Ibid., p. 9.

®In Switzerland, more frequently than in the United States, the milk in
auled to the cheese factory immediately after both morning and evening milk-
ng in order to prevent the growth of undesirable bacterin. Ibid., p. 9.
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Method of Measuring Tariff Effectiveness. The method
of measuring the effects of the duty by comparing the spread be-
tween domestic and foreign prices before and after the duty was
changed seems particulatly applicable in the case of Swiss cheese,
since the four changes made in rtariff rates within a few years serve
to make the influence of the duties discernible,

The tariff on Swiss cheese was raised from 20 per cent ad va-
lotem to 23 per cent ad valorem in 1921; to 5 cents a pound, but not
less than 25 per cent ad valorem in 1922; to 7.5 cents a pound, but
not less than 37.5 per cent ad valorem in 1927; and dropped to 7
cents a pound, but not less than 35 per cent ad valorem in 1930.
The years 1923-1926 and 1928-1929 represent two periods of rela-
tively stable price levels. The duty during the first of these periods
was 5 cents, and in the latter 7.5 cents. An appraisal of the principal
price-making forces during these two periods should determine the
approximate influence on domestic prices of each duty.

In the case of both butter and Cheddar cheese, the United
States is virtually on a domestic basis, but Swiss cheese is distinctly
on an import basis. The favorable differential between domestic and
foreign butter prices represents, on the average, only a portion of the
duty, since duting the spring and summer months the United States
ordinarily produces more than enough to satisfy domestic require-
ments, while during the fall and winter months she does not. On the
other hand, we are dependenc upon foreign sources for a large part
of our supply of Swiss cheese throughout the year. Under such con-
ditions a constant differential between domestic and foreign prices
equal to the amount of the duty plus transportation costs, about Z
cents a pound from Basel to New York,* would ordinarily be expect-
ed to prevail.  An analysis of prices will show whether or not this has
actually been the case under the duties in effect from 1922 to 1931,

But the differential in this case is not the measure of the benefit
secured by producers from the duty, because Swiss cheese continues
to come in over the tariff wall. The tariff does not establish two in-
dependent markets as it would if ir were prohibitive, nor does the
continuance of imports insure that the American price will be higher
by the amount of the duty. The duty does shut out some imports

§The U. 8. Tariff Commission in 1922 found the total cost of shipping choese
from Bwitzerland to New York amounted to 2.3 cents a pound. This total was
divided among the following items; (1) packing cost, .7 cent; (2) internal rail
freight to Basel (Berne, Bwitzerland, is the chief eoncentrating and exporting
center for Swiss cheese, although practically all of it goes out of the country
;,:grgugthaseI), .2 eent; (3} oecean freight, 1.3 cents; (4) insuranece, .1 cent,

id.,p.13,
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which might otherwise come in because it raises the price of Switzer-
land cheese. This in turn enables American producers to get a
higher price, although just how much higher is difficult to say.
However, if there were no tariff whatever, it is not likely that
Switzerland and American Swiss cheese would sell at the same price
in New York, plus the cost of transporting the imported product.
Switzerland cheese under these conditions would undoubtedly sell
at a premium because of its superior quality. Therefore, the differ-
ential measures the greatest possible benefit of the duty which actual-
ly is probably smaller than the differential.

Eftects of Recent Duties

Comparable grades of Swiss cheese quoted in New York and
Basel are used for price comparisons to measure the effect of the
Swiss cheese tariff on domestic prices. Both prices are quoted on
round fancy large-eyed cheese, which is the highest grade both in the
United States and Switzerland, and is also the grade usually import-
ed. Basel prices are converted to American cents by using monthly
average rates of exchange as quoted in the Federal Reserve Bulletin.

The gross differential is shown by a comparison of monthly average
prices.” (See Table 31 and Figure 17.)

Prices of Swiss Cheese at New York

e ~
POUND AT OF 1824
23 PER CENT
80 [4 aclt of w2z DECALE of 1821
1 54 PER FOUND T2 % PER POuNO
i NOT LESS THay NOT LESS THAN]
70—t 29 pua cLnt SO0, BEET I o
L\‘
60 N T
K ‘\
A ORI I
o MEORTED o . S
S0 \\ ,’\" lv-’/.h g [ DU . - L,
I e N /
40 “ z o - N
\ v@wslnc — | d \_‘__\A
30 ot o |
20
c 021 2 1924 1924 925 1926 1527 1928 1923 1930 1931

Figure 17. When New York prices are above Busel prices by an amount only
cqual to or less than 2 cents a potnd the tariff is whelly without dircet effect on
American prices. (Shipping charges from Switzerland to New Vork average
nbout 2 cents a pound.) While the duty has been less than 507 effective, on
the average, during the period covered by the figure, it has been fully ineffective,
with the exeeption of an occasional month or two, in only two periods: (1) the
fall and late sumer months of 1922, and (2) the late winter and apring months
»f 1931,

7 The reader should keep in mind the fact that the differentinl between New
York and Rasel prices may vary considerably within the month, but daily queo-
ations in these markets are not available,
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TABLE 31
Comparison of New York and Basel Prices of Swiss Cheese, 1921-1931
S T T 1 3 1922 1923 1924
Month New | Basel %'Iiﬁc'? How {Basal gl;a‘izi i !Basel Eligzei How | Base ;;ir;:-;é
January...... 57 |54 | 3| 49 |44 |51 33 |31 2 “ 40 | 33 | 7
February..... 60 |56 | 4 | 46 (44 | 2| 34 (31| 3 | #1337
181 |58 | 3| 46 |44 | 2 34 {31 |30 40 [3317
61 |57 | 4 (| 41 |32 |9 |37 |31 |6 | 40 |32 |
61 |58 | 3 | 37 |32 |5 38 |30 |8 | 4 |34 | s
63 156 | 7 135 |32]3 139 |30 |8 40346
54 146 | 8 | 32 |32 | 0 |40 32|81 39 [35] ¢
August.....[ 53 |46 | 7 |32 |32 |0 | 40 {33 | 7 |37 361
September...; 51 |47 | 4 L 31 {30 | 0 || 40 133 | 7 || 37 |33 | 4
October......| 50 |47 | 3 [0 31 |31 | 0 | 40 (3¢ | 6 | 37 |34 | 3
November...| 50 |48 | 2 |/ 32 |31 | 1 [ 40 |34 { 6 | 37 |34 | 3
December..... 52 | 49 3 35 |32 | 3 40 | 33 | 7 36 34| 2
: 1925 1026 1927 [ 1928
|
January.....| 36 | 34 | 2 | 39.0] 34 | 50/35.00/28.2| 6.8 39.00/31.50] 7.50
February...| 36 | 34 | 2 | 30.0| 34 | 5.0]35.00/28.0] 7.0 39.00{31.50{ 7.50
March......| 37 |34 | 3 | 385] 31 | 7.5[35.00/28.0| 7.0 * 39.0031.50| 7.50
April........| 39 [ 32 | 5 | 385| 31 | 7.5(35.00(29.7 | 53" 39.0031.50! 7 50
May. ...l 38 |34 | 4 385|310 | 7.535.0031.5] 3.5 :39.00/31.50! 7.50
June.... 39 134 | 5 | 385] 31 | 7.5[35.00/315] 3.5,39.25/31.50] 7.75
July........| 39 | 84 | 5 385) 31 | 7.5)35.00]315| 3.5 39.50/31.50| 8.00
August......... 39 |34 | 5 |350]26 |90 | 36:50] 815 | 5.0,39.50 31.50 8.00
September...; 87 | 34 | 3 | 353 26 | 9.3136.62| 315 5.1 39.50/31.50| 8.00
October....... 38 |34 | 4 | 35.0] 26 | 9.0(38.12/31.5| 6.6 39.50{31.50{ 8.00
November...| 39 [34 | 5 || 35.0] 27 | 8.038.50[31.5| 7.0 30.50(31.50| 8.00
December..{ 39 |34 | 5 || 35.0] 27 | 8.0)38.75/31.5| 7.1 39.50/31.50] 8.00
1920 J 1930 1931 N
January......| 30.5031.50! 8 |3450(31.50( 3 | 34.0[28.6| 5.4]
February.....| 37.50131.50] 6 34.50131.501 3 | 30.0/28.5] 15
Mareh.. ... 37.50)31.50| 6 [34.5031.50| 3 | 30.0|28.4 1.6}
April.._... 37.50i31.50| 6 |34.50{31.50( 3 | 32.0[3L1| .9,
May..........| 37.50[3L.50] 6 | 34.50{31.50| 3 | 30.0}311]|-1.1
June..........| 37.50(31.50] 6 |34.50[31.50| 3 :
Jaly. oo 37.50[31.50] 6 |34.0031.00 3 ! ‘
August.........| 37.50131.50( 6 |34.00{3L.00] 3 | !
September...} 37.50131.50] 6 | 34.00/28.60| 5.4 [:
October. ...... 37.5031.30, 6 | 34.00[28.70| 5.3 '
November....| 37.50(31.50] 6 31.00128.60/ 5.4 !
Deeember..__| 37.50i31.50] 6 | 34.0028.60! 5.4 I

Source: New York and Basel prices from 1921-1928 secured from U. S, Tariff Com-
mission. New York prices from 1929 to 1931 from U. S, Department of Agriculture,
Bureaw of Agricultural Economics. Basel prices from 1929 to 1931 from Emmanthal
Cheese Corporation. 6§ Harrison Street, New York City, This source is alse the
original source of U. 8. Tariff Commission’s Basel priee data, (Data not available
after May, 1831.)
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The Tariff of 1922. The Fordney-McCumber Tariff of 1922
increased the duty on all varieties of cheese from 23 per cent ad va-
lorem to 5 cents a pound, but not less than 25 per cent ad valorem.
This duty applied to Swiss cheese until President Coolidge, under the
provisions of the flexible tariff clause, increased the duty to 7.5 cents
a pound, but not less than 37.5¢ ad valorem, effective July 8 1927

For the four year period 1923-1926 inclusive, under the 1922
duty, New York prices averaged about 5.5 cents above Basel prices.
In the absence of any tariff, transportation costs would ordinarily
raise them about 2 cents above, so that about 3.5 cents can be attrib-
uted to the influence of the tarif. Since a duty of approximately 8
cents a pound was in effect during this period,” the tariff was less
than 50 per cent effective in maintaining a diffecential.

This small differential can be explained by the fact that domestic
Swiss cheese regularly sells at a considerably lower price than the most
nearly comparable imported variety. During the four years 1923.
1926 the Swiss product ranged from 3 to 12 cents a pound above
the American in the New York market, averaging about 7.5 cents
higher (see Table 32 and Figure 18). A taniff of about 8 cents a

New Vork and Basel Prices of Swiss Cheese

CoNts
PER ] [ T T T I
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Figure 18. Domestie Swiss cheese regularly sells at a conmsiderably lower price
than the most nearly comparable imported variety. Prices of the imported prod.
uct averaged B cents a pound nbove the domestic product from 1923 to 1930 anit
correspondingly reduced the effeetiveness of the duties in maintaining a differ
ential in faver of domestic prices,

*This is the only time that a duty has been provided which did not apply
to all varicties of cheese. The rate proclaimed by President Coolidge applivd
only to choese of the Swiss or Emmenthaler type.  The Hawley-Smoot Tariff of
June, 1930, did not differentinte between varicties. )

# The nversge Basel price Juring the period 1923.1926 was ubout 32 cents
and the 25 per cent ad valorem rate made the duty approximately Se a b,
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TABLE 32

Comparison of Prices of Imported and Domestic Swiss Cheese at
New York, 1921-1931

1921 I 1922 1923 i 1924
Month Imp. !‘ Dom. fAII?:)L\’Te” Imp, ;Dom. ;IAIll;]::g'el Imp. ! Dom. glﬂ%ei Imp. IDom. AII?::%B
| | Dom. | i | Dom. | [ Dom. ; ’ Dom,
Average. .. | 65.5/56.1| 0.4 47.687.2110.4 | 46.6 | 37.9 | 8.7{ 46.388.6] 7.7
January........ w87l 160 149 11 43 |33 |10 |44 |40 | 4
February.... /74 160 |14 |57 |46 |11 43 (34 | 9 |45 |a0 | 5
Mareh....174 |61 [13 56 (48 (10 (43 {34 | 0 la5 |40 5
April .| 71 [61 |10 (|50 l41 | ® |44 |37 | 7 V45 |44 | 5
May..._. ~169 [BL | 8 {45 137 |8 47 (38 | 9 (46 |20 | 6
June 174 163 | 9 (44 135 | 9 148 (39 | g 46 |40 | 6
July..os B0 |54 |26 |44 132 |12 |49 |40 | 9 |47 139 8
Angust_.._.. 65 153 (12 143 |32 |11 |49 40 {9 |49 37 |12
September... 65 |51 |14 (43 |81 |12 |47 |40 | 7 |47 |37 10
October........ 65 150 |15 143 |31 l12 |49 |40 | o |47 |37 110
November..| 64 [50 |14 |43 [32 (11 {40 |40 [ 9 (a8 |37 11
December.... 160 |52 | 8 43 |35 | 8 |48 (40 | 8 |47 36 {11

1025 I 1926 I 1827 1928
Average....|47.5|38.0| 9.5)42.0|37.1| 4.9)44.1361] 8.0]47.2/39.3] 7.9

January...... 48 136 |12 [47.0(39.0]| 8.0(38.8]35.0] 3.8]48.0]39.0| 9.0
February.....|48 |36 |12 46.5|38.8] 7.7|38.5|35.0] 3.5(47.2(39.0| 82
Mareh.....148 137 |11 [44.0]385] 5503001350 49]465139.0| 7.5
i 38 9 (425|385 4.0((41.3(35.0| 6.7]465]39.0| 7.5

38 9 425]385] 4.043.0/35.0| 8.0)46.5)39.0, 75

39 8 ] 429385 4.4)44.6|35.0| 9.6)46.8(39.3| 7.5

39 8 1435|385 4.0]46.135.0|111 7.8|39.5| 83
August......... 48 |39 9 1395135.0| 4.5]46.7136.5!102]48.0[305] 85
September . |48 37 |11 138.6135.3| 3.3]48.0!36.6|12.4]47.5]39.5] 8.0
October.......[ 47 138 9 138513501 3.5(47.0!381| 89]47.5(385] 8.0
November. 47 (39 | 8 38.0]35.0] 4.0[47.7(385| 9.2/ 475395 80
December.....; 47 |39 8 139.0]135.0] 4.048.0|38.8] 9.21147.0]395] 7.5

1929 1830 1931
Average | 485]37.7]|10.8 147.3|34.2]13.1

|

January......| 47 1395! 7.5]49.0]345]145 45.0 1 34.0 ! 11.0
February..... 47 1375| 9.5]49.0!345]145) 45.0130.0115.0
March........... 47 13751 95(49.0134.5{14.5] 45.030.0 | 15.0
April.......... 47 1375 9.5)48.01345|135048.5(32.0/165
May..........1 48 |37.5|10.5]48.0|345[13.5) 48.5]30.0 | 185
June... |48 [37.5110.5/ 480345135

Jalyo| 48 [37.5(10.5] 48,0 34.0 1 14.0

Angust.......| 48 [37.5]105]475]34.0]13.5

September...1 49 1375|11.5) 475 |34.0|13.5

October..... 149 1375|1151 45.0|34.6]11.0

November...| 49 |37.5]11.5/45.0134.0]11.0

December....| 49 [37.5]13.5 45.0]34.0111.0]

Source: Data to August, 1929, from U, 8. Tariff Commission, and from that date
to May, 1931, from U. 8. Department of Agriculture, Bureau of Agricultural Eeo-
nomies. Data not available after May, 1931,
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pound was in effect during this period, but because of the 77 ;-cent
spread in favor of the Swiss product, American importers could pay
nearly as much for foreign as for American Swiss, pay the duty and
transportation charges, and still make a profit. In other words, ap-
proximately 7.5 cents of the total duty plus transportation charges
was ineffective in causing a differential, because American consum-
ers were willing to pay that much more for the imported product.
This premium, amounting to more than half of the duty, explains
why the 1922 tariff was less than half effective in maintaining a dif-
ferential from 1923 to 1926."° T also explains why the duty did
not reduce imports. Swiss producers found it profitable to export
to the United States in spite of the tariff. Imports from Switzerland
during this period averaged nearly 16 million pounds annually, or
approximately 70 per cent of home production.

The differential between New York and Basel prices varied
greatly from year to year within this four-year period. In 1923
New York prices averaged 6 cents above Basel; in 1924, 4.7 cents;
in 1925, 4 cents; and in 1926, 7.6 cents. These fluctuations were
largely the result of fluctuations in domestic prices compared with
relatively stable Switzerland prices (see Figure 18). Not until the
lacter part of 1926, when they fell from 31 to 26 cents a pound,
was there any considerable variation in Basel prices. This fall was
due largely to the weakening in European markets, principally Great
Bricain and Germany (see the discussion of the 1922 butter duty in
Chapter III).

New York prices show greater fluctuations than Basel prices
because: (1) the industry in Switzetland is much more highly organ-
ized than that in the United States: and (2) the Swiss product enjoys
a higher reputation for quality than the American.

Swiss producers are powerfully organized under one centralized
group—the Swiss Cheese Union. This organization and the Central
Union of Swiss Milk Producers together have a large influence on
the prices of both milk and cheese in Switzerland. In some years the
producers get a small premium or dividend above the determined

1 The statement that that portion of the duty equal to the amount of the
premium eould huve no possible effect in incrensing American Swiss cheeso Prices
can be challenged on the grounds that if there had been no duty more foreign
Swiss cheese would have been imported and the increased supplies in the domps.
tic market would have depressed American prices, _ Relatively good business
conditions and high purchasing power enabled Amerieana to purcha{le the for
eign product at the higher prices during the years 1923.192, but this does pae
disprove the nrgnment that without the duty and the resulting lower Prices
more of the product would have been consumed, Ne\'erthe_*loss._ the superior qunl
ity of the impaorted product largely accounts for the partial Jdifferential betwapg
New York and Basel prices.
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price; in othet years the central organizations must draw upon reserve
funds established to maintain prices in petiods of depression.”® The
Swiss are able to hold their prices at certain levels for long periods,
which tends to greatly reduce wide year-to-year variations. In the
United States no such central organization exists and prices tend to
fluctuate within a wider range, rising when general business and de-
mand conditions are good, and falling to comparatively low levels
with business depression and reduced putrchasing power.

Only the highest grade cheese, which runs very uniform in
flavor, color, and texture, is exported by the Swiss Cheese Union.
This uniform product has established itself among American con-
sumers and sells ac a much more stable price than the domestic prod-
uct, which has not been standardized as to quality and grade. This,
together with the operations of the Swiss central organizations, ex-
plains the greater stability of Basel prices and the resulting fluctua-
tons in the differential between New York and Basel.

The Flexible Tariff of 1927. The tariff on Swiss cheese
was increased by presidential proclamation to 7.5 cents a pound, but
not less than 37.5 per cent ad valorem, effective July 8, 1927, This
duty remained in effect until the passage of the Hawley-Smoot Tariff
in June, 1930.

During 1928 and 1929 New York prices averaged abour 7
cents a pound above Basel, about 5 cents of which is attributable to
the tarifl. Since a duty of approximately 12 cents a pound was in
effect during these two years,” the 1927 duty, like the 1922 duty,
was less than 50 per cent effective, on the average, in securing higher
prices for American producers.

The differential of New York above Basel prices averaged 7.8
cents in 1928 and 6.2 cents in 1929. The variation in these two
years was due entirely to fluctuations in domestic Swiss cheese prices,
because Basel prices remained stationary at 31.5 cents a pound
throughout the period. New York prices did not fluctuate greatly;
they averaged 39 cents for the first five months of 1928 and 39.5
cents for the last six months. They were stationary at 37.5 cents for
all of 1929 except January, when they went to 39.5 cents. A de-
cline in domestic purchasing power and an increased demand for the
Swiss product are the principal reasons for the decrease in the dif-

11 8ee U. B, Tariff Commission, op cit., for a more complete discussion of the
operation of these central organizations.

12 The average Basel price during these two years was 31.5 cents, so that
the 37.5 per cent ad valorem rate made the duty approximately 12 gents a
pound.
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ferential in favor of New York prices in 1929,

Prices of imported Swiss cheese at New York in 1928 averaged
about 7.9 cents a pound above prices of the domestic product and
in 1929 about 10.9 cents above. This premium, amounting to mote
than half of the duty'" during 1928 and 1929, explains why the 1927
tariff was less than 50 per cent effective in increasing American
prices. It also indicates why the duty did not reduce imports. Swiss
producers found it profitable to export to us, in spite of our increased
tariff, 1815 million pounds in 1928 and nearly 19 million pounds in
1929, or 112 per cent and 97 per cent, respectively, of home pro-
duction.

The Tariff of 1930. The Hawley-Smoot Tariff of June,
1930, increased the duty on cheese from S cents per pound, but not
less than 25 per cent ad valorem, to 7 cents per pound, but not less
than 35 per cent ad valorem. Since no special provision was made
for Swiss cheese, the duty of 7.5 cents a pound, but not less than
37.5 per cent ad valorem proclaimed in 1927 was slightly reduced
in the 1930 cariff.

Imported Swiss cheese at New York has continued to com-
mand considerably higher prices than the domestic product and the
1930 dury, like those of 1922 and 1927, has been less than 50 per
cent effective in keeping domestic prices above foreign prices. For
the latter half of 1930 New York prices averaged somewhat less
than 6 cents a pound above Basel prices. Had the tariff been fully
effective they would have averaged about 12 cents above.”

The business depression with its resultant unemployment and
reduced purchasing power in the United States caused domestic
Swiss cheese prices to decline from 39.5 cents a pound in January,
1929, to 30 cents in May, 1931. During the same petiod prices of

1 Domestic demand weakened considerably in 1929, especially towsrd the
Intter part of the yenr when the stock market crash, decreased industrial
netivity, and inereased uncmployment reduced the purchasing power of the
public,  Also, the Ennnenthal Cheese Corporation inauguruted o nation-wide
magazine advertising ecnmpaign after the inercase in the duty in 1927, This
campaign emphasized the quality of Switzerland cheese and the aame **Switzer-
land Cheese’’ was stamped conspicuously on the rind of the imported product so
that buyers would not fail to distinguish it from the domestic cheese, This cum-
paign increased the price of imported Swiss cheese at New York and maintained
Swiss cheese imports in spite of the inereased duty. Imported Swiss cheese at
Now York averaged approximately 1.5 cents a pound higher in 1929 than in 1928,
(S8ee U, S. Tariff Commission, Summary of Tariff Information, 1929—Schedule 7
Agricultural Products and Provisions, Washington, D, C., 1929, p, 1072.)

1 When the 2-cent tramsportation charge is subtracted from the differential,
the amount of the 12-cent duty made ineffective by the premium was 6 cents in
1928 and 9 eents in 1929,

'3 The average Bascl price during the last six months of 1930 was 29.4 cents,
aad the 35 per cent ad valorem rate made the duty approximately 10 cents a
pound. To this must be added the 2-cent transportation differential.
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imported Swiss cheese increased from 47 to 48.5 cents. In other
words, an increasingly large portion of the duty has been made in-
effective by the large premium on imported cheese during this
period. In May, 1931, the imported product averaged 18.5 cents
above the American and the importer could pay even more for the
Switzerland product than for the American, pay the entire duty of
about 11 cents and the 2-cent transportation charge, and still make a
good profit. When the entire duty can be offset in this way the tariff
is ineffective in maintaining domestic prices above foreign prices.

Benefits and Burdens of the Duties

Method of Calculation. The method of calculating benefits
to producers that was used for butter and Cheddar cheese is here
used for Swiss cheese. This method involves the use of monthly pro-
duction figures and the average monthly differential except where
the differential exceeds the duty, in which case the amount of the
duty is taken as the differential attributable to the influence of the
duty, allowing for transportation charges. As indicated above,’ the
results obtained by this method represent the maximum possible, not
the actual benefits.

The burdens of the butter and Cheddar cheese duties were
measured by the method described above, substituting monthly con-
sumption for monthly production data. However, figures are not
available for either monthly Swiss cheese consumption or average
monthly retail prices. Consequently, the exact cost of the Swiss
cheese duties to consumers or its relation to the total cost of Swiss
cheese cannot be calculated.

Benefits to Producers. The monthly and annual benefits to
American farmers were computed for the years 1923-1926 and for
1928 and 1929 by the method mentioned above. These benefits are
shown in Table 33.

Farmers benefited from the 1922 tariff, on the average from
1923 to 1926, to the extent of about $888,000, or 10.5 per cent of
their annual income from Swiss cheese. If the duty had been fully
effective, they would have received about $1,885,000, or 21.5 per
cent. In 1928 and 1929 benefits amounted to about $979,000 and
$780,000, or 14.9 and 10.7 per cent respectively. Farmers would
have received abour $1,964,000, and $2,280,000, or 29.9 per cent
and 31.2 per cent, during the same years had the duty been fully
effective (that is, not offset at all by other supply and demand fac-

16 See the analvsis of Benefits and Burdens of the Butter Duties in Chap-
ter TII.




Month

Jan,
Feb.
Mar.
April
May
June
July
August
Hept.
Oct,
Nov,
Dec,

Jun,
Fob,
Mur,
April
May
Junw
July
August
Bept,
Uct,
Nov.
Dee.

TABLE 33

Benefits of the Swiss Cheese Tariff to Farmers in the United States in
Dollars and as a Percentage of Total Income from Swiss Cheese,

by months, 1923-1926, and 1928 and 1929
Produc. wWhala. Taotal farm I:&r:&t i Benafity Benefﬁ!sg Produc Whaole- Total farm 2#::" Benofits B’"".!?‘
ot | ke, | gmmmsInm | e W | MAZE wen | deni ) e | gmencion | R SIUR |mad
o [CA[N; __,_____,‘____fi'_“»_’_[ - income ’ {cib.) H tc It} Income
1923 1924
196 | 33 44,680 a PJan, | 293 | 40 117,200 | 5 14,650 | 12.5
199 | 34 67,660 | 1 1,99¢ 2.8 | Feb. | 299 | 40 119,600 1 5 14,950 | 12,5
208 | 34 101,320 | 1 2,980 2.9 || Mar. 325 | 40 130,060 | 5 16,250 | 125
1,018 | 37 376,660 | 4 40,720 | 10.8 | April 727 | 40 200,800 | 4 29,080 | 10.0
2,948 | 38 1,120,240 | 6 176,880 | 15.8 | May 2,862 | 40 1,144,800 | 4 114,480 | 10.0
3,468 | 39 1,352,520 | 6 208,080 | 15.4 |, June 3,873 | 40 1,549,200 | 4 154,920 | 10,0
4,015 | 40 1,606,000 | 6 240,900 | 15.0 || July 4,005 | 39 1,597,050 | 2 81,900 | 5.1
3,683 | 40 1,473,200 . & 184,150 | 12,5 | August 3,577 | a7 1,323,490 a
3,368 | 40 1,347,200 | 5 168,400 | 12.5 || Sept. 3,016 | 37 1,115,920 | 2 60,320 | 5.4
2,756 | 40 1,102,400 | 4 110,240 | 10,0 || Oct. 1,881 | 37 605,870 | 1 18,810 2.7
1,855 | 40 742,000 | 4 74,200 | 10.0 | Nov. 699 | 37 258,630 | 1 6,990 2.7
751 ) 40 300,900 | 5 37,650 | 12,5 )| Dee. 187 | 36 70,520 "
24 666 | 37.9 39,306,346 $1.246,090 | 13.4 | 21,844 | 38.6 $8,431,784 $512,3560 6.1
19256 1924
184 | 16 | GG,240 " Jan. ! 189 | 39 I3 5,670 T
174 | 36 62,640 { o Feb. 175 | 39 68,250 | 3 5250 | 7.7
218 | 37 81,030 | 1 2,190 2.7 i Mar. 252 | 385 97,020 | 5.5 13,860 | 14.3
503 | 39 196,170 | 3 15,090 7.7 [[April 847 | RA8.5 326,095 | 5.5 46,585 | 14.3
2460 | 38 943,800 | 2 19200 | 5.3 | May 3,128 | 38.5 1,204,280 | 5.5 172,040 | 14.3
3,868 | 39 1,508,520 | 3 116,040 | 7.7 || June 4,035 | 38.5 1553475 | 5.5 221,925 { 14.3
4,240 | 30 1,603,600 | 3 127,200 7.7 || July 3,749 | 38.5 1,443,365 | 5.5 206,195 | 14.3
4,110 | 39 1,602.900 | 3 123,300 7.7 [ August 3,231 | 35 1,130,850 | 6.5b 210,015 ; 18.6
3170 | 37 1,1720900 | 1 21,700 2.7 i Sept. 2,635 | 353 030,155 | 6.5V 171,275 | 184
2,582 | 38 u84 460 | 2 51,840 5.3 | Oet. ! 1,827 | 35 569,450 { 6.5b 105,755 | 18.6
1,332 ( 30 19480 | 3 J 860 7.7 I Nov, T95 | 38 278,250 { 6 47,700 { 17.1
605 | 39 235950 | 3 18,150 7.7 | Dee. 220 | 35 77000 | & 13,200 | 17.1
23,457 | 38 88,633,660 | $5674,670 6.7 ; 20,883 | 371 $7,747,693 | $1,219,470 | 18

1 aSug
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TABLE 33 (Contmued)

. D.rect . Direct anefit
oy | Pt [ Vo | i | S gy (Bt ) e | g |t | OS] g [
{000 Ibs.) ?:If:.; Swiss t;heese 1 f'c“fz‘] 3 1:"::::; !l (000 [ba.) :: 'f:‘: p 3 f;‘f{*, N D e

1928 I 1029
Jan. 225 | 34 87,750 | 5.5 12,375 | 14.1 | Jan. 181 | 39.5 71,495 | 8 10,860 | 15.2
Feb, vy | 39 87,360 | 5.5 12,320 | 14.1 j Feb, 180 | 37.5 67,500 | 4 7,200 | 10.7
Mar. 332 | 39 129,480 | 5.5 18,260 | 141 | Mar, 241 | 37.5 90,375 | 4 9,640 | 10.7
April 762 | 39 207,180 | 5.5 41,910 | 14.1 ! April 850 | 37.5 318,750 | 4 34,000 | 10.7
May 2,101 | 39 819,390 | 5.5 115,555 | 14.1 | May 3,037 | 375 1,138,875 | 4 121,480 | 10.7
TJune | 2,055 | 39.3 1,161,315 | 5.8 171,390 ! 14.8 || Junc 3,894 | A7.5 1,460,250 | 4 155,760 | 10.7
July |~ 2,758 | 30.5 1,089,410 | & 165,480 | 15.2 | July 3,448 | 37.5 1,203,000 | 4 | 137,920 | 10.7
August 2,402 | 39.5 948,790 | @ 144,120 | 15.2 | August 2705 | 375 1,048,125 | 111,800 | 10.7
Sept. 2,004 | 39.5 827,130 | 6 125,640 | 15.2 | Sept. 2,342 '%7.5 878,250 | 4 93,680 | 10.7
Qct. 1,756 | 31.5 692,620 | B 105,360 | 15.2 I| Oct. 1,456 | 37. 546,000 | 4 58,240 | 10.7
Nov. 813 | 39.5 321,135 | 6 48,780 | 15.2 || Nov, 689 37.5 258,375 | 4 27,560 | 10.7
Dee. 206 | 39.5 116,920 | 6 17,760 | 15.2  Dee. 203 | 375 109,875 | 4 11,720 | 10.7
16,718 | 39.3 $6 570 174 $97s,950 149 19,406 | 37.7 | $7,280,870 | | $779, 860 107

*No dlf’ferentlal (New York Pl‘l(,(,‘b abO\e Babel prlccs by 2 L(‘nt‘i or lcss)
b Amount of the duty.

Sources:

1 Swiss Cheese (including Block)., Data obtained frem U. 8. Department of Agriculture, Monthly Supplement of Crops and Mar-
kets,

2 Whelesale price of domestic round fancy large-eyed Swiss Cheese at New York, Data obtained from various reports of the U. B,
Tariff Commission.

8 Wholesale prices are used to compute total farm income. Farm prieces arc not available.

4+ Differential of N, Y. over Bascl prices representing direct cffect of duty. The differcntial is the aectual average differential
«minus transporfution costs except in those cases where the differontial exceeds the duty, in which ease the amount of the duty is
used,

0F1 ~dug
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tors in the world and domestic markets.)

For the last six months of 1930 farmers received a benefit of
$671,900, or 12.5 per cent, of their total income from Swiss cheese.
If the duty had been fully effective they would have received $1,634,-
200, or 30.3 per cent, during the same period. ‘

Burdens to Consuniers. Burdens cannot be calculated by
the above method since average monthly consumption data and re-
tail prices of Swiss cheese are not available. However, burdens to
consumers include (1} the cost of the duty on the Switzerland cheese
imported, and (2) the amount by which the price of American Swiss
is raised by the duty. Benefits consist only of the second. Since
imports of Swiss cheese averaged about 70 per cent of domestic
production from 1923 to 1926, the total costs of the 1922 tariff to
consumers may be roughly estimated as amounting to about 70 per
cent more than the total benefits accruing to farmers. On this basis,
the cost to consumers averaged about $1,527,000 annually during
this period.’’

Imports from Switzerland were 112 and 97 per cent respective-
ly of the 1928 and 1929 domestic production. Consequently, the

TABLE 34

Net Benefits to Farmers from the Swiss Cheese Tariff,
1923-1926, 1928, 1929 and 1930

ST emRTEA I o —— R o

} "7 " Net benefits

Coats Costs Benefits Net benesits | o505 POT

Y. to all It £ ge o

o COnElalmGl's 1 t::s\fl:‘]?::ﬂ t:sf:rg::: ‘ t:ﬁ :1;??3? i;ztoi:afj;':m

) . Swiss cheese
1923 | $2118000 | $601,512 | $1,246,090 | 64,578 6.9
1924 f 832,000 232,128 | 512,350 | 280,229 3.3
1925 965,000 261,681 | 574,670 309,976 3.6
1926 ; 2,194,000 87,992 | 1,219,470 l 631,478 8.1
1928 ! 2,075,000 535,350 l;' 978,950 443,600 6.8
1929 : 1,536,000 388,608 779,860 391,252 5.3
1930 | o74000 | 241552 | 671,900 | 30348 | 80

‘s Last six months only,

! Tariff benefits per pound multiplied by total domestic consumption.

# Computed by using the proportion of farmers to total population as a rough
vstimate of the proportion of thoir Swiss cheese consumption to the total, It is
unlikely that the proportion of farm to total Swiss Cheese consumption is the same
s the proportion of farmers to total population, but accurate data are unavailable
‘it these figures nre used as estimates,

7 Imports in 1023 were 69 per cont; in 1924, 6v per_cent; in 1925, 69 per
centyoand in 1006, 80 per cent of domestie praduction, Consequently, the costs
‘oo consumers can be roughly estimated as $2. 118,000, 822000, $365.000, and
= 184,000 for the four vears, respectively,
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total costs of the 1927 duty to consumers can be roughly estimated
as twice the benefits to producers during these two years or about
$2,075,000, and $1,536,000, respectively. Imports declined in 1930
and during the last six months of that year amounted to but 45 per
cent of home production. Consequently, the total cost of the 1930
duty to consumers for these six months can be estimated as amount-
ing to 45 per cent more than the benefits, or abour $974,000.

Net Benefits to Farmers. To arrive at net benefits to Amer-
ican farmers as a class the increased costs borne by farmer consum-
ers must be subtracted from the benefits accruing to them from
higher prices received for their Swiss cheese under the duties. Table
34 shows these costs and benefits, together with net benefits to farm-
ers for the years 1923-1926, 1928, and 1929,

Farmers received an average annual net benefit of about $467,-
000, or about 5.5 per cent of their total income from Swiss cheese
during the period 1923-1926, and a net benefit of about $444,000,
in 1928, $391,252, in 1929, and $430,348 for the last six months
of 1930 which amounted to 6.8, 5.3, and 8.0 per cent of their total
income from Swiss cheese in those years. These net annual benefits
represent the maximum value of the 1922, 1927 and 1930 duties
to fat‘mers as a Class.

Conclusions

The Swiss cheese duties were less than 50 per cent effective in
maintaining domestic prices above foreign prices during the period
1923-1931, chiefly because American consumers were willing to pay
considerably higher prices for imported than for domestic Swiss
cheese. These higher prices, which averaged about 8 cents a pound
above the domestic product from 1923 to 1930, correspondingly re-
duced the effectiveness of the duties in maintaining a differential in
favor of domestic prices.

The duties have failed either to check imports or develop a
domestic industry competent to take care of domestic needs. An in-
creasingly large portion of the duties has been made ineffective since
the beginning of 1929 because the premium placed on imported
Swiss cheese has increased. In the spring of 1931 the premium
equaled the entire duty plus transportation costs. In May, 1931,
imported Swiss cheese averaged 18.5 cents a pound higher than the
domestic product. The tariff under these conditions could not main-
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tain domestic above foreign prices."

Since Americans are willing to pay 2 premium for imported
Swiss cheese principally because of its superior quality, it would seem
necessary to improve the quality of the domestic product in order to
check importations. Past increases in the tariff have not checked
the competition from Switzerland; they have only burdened con-
sumers to a degree out of all proportion to the benefics secured by
producers. If American producers improve their competitive posi-
tion through better production and care of the milk and longer aging
of the cheese, by the organization of strong centralized producing
and selling agencies, by acquainting the public with improvements in
quality, and otherwise attempting to remove the present quality
differential existing between the domestic and foreign product, they
will place themselves in a position to secure the full possible benefits
of the duties in terms of higher domestic prices.

It is true that such improvement in quality would involve addi-
tional cost, but the price spread which prevails between high and low
grades of Swiss cheese more than warrants it. Most of the domesti-
product is low grade. Only about 14 per cent of our output grades
Fancy." Consequently, there is much raom for improvement.
There is no good reason to believe that American producers cannot
produce a cheese comparable with the Swiss product if they adopt -
definite program of quality improvemene, but until such a program
is instituted the Swiss cheese duties probably will continue to be less
than 50 per cent effective in maintaining domestic prices above
foreign prices.

18 Jt would not be correet to say that the duty was completely ineffective
even in the spring of 1931, 1f there had been no duty more foreign cheese prob-
ably would have been imported and the ineressed supplies in the domestic mar-
ket would have depressed Ameriean prices, However, the fact thal pearly 16
million ponnds of cheese of the Emmenthaler trpe were imported during 1831, a
¥ear of business depression and low purchasing power, compared with about 18
million pounds imported in 1928, a vear of general business prosperity and high
purchasing power, indieates that the demand for the imported product is reln-
tively inelastic and that the duty would have to be incrensed to extremely high
levels to keep out imports,

19 In an address, Wisconsin Swiss Cheese Industry at Parting of the Ways,
by William Olsen at the Southern Wisconsin Cheesemakers and Dairvmen’s Cou-
vention, Monrae, Wisconsin, December 8, 1927, it was stated that with respect to
Drum Bwiss cheese during the four years 19221926, only 14 per cent graded
Fancy, while 42 per cent graded No. 1 and 44 per cent graded No.2. (See Silcox,
W. B, and Bakken, H. H., The Foreign Type Cheese Indnstry in Wisconsin, Uni.
versity of Wisconsin Research Bulletin 102, December, 1930, p- 33.)
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PART V.
MILK, CREAM, CASEIN, AND OTHER DAIRY PRODUCTS
Chapter VIII. Milk and Cream

Before the development of our large cities there was virtually
no interstate trade in milk and cream. Each town depended upon ics
own supply or supplemented it to a small extent by wagon receipts
from near-by territory.’ But wich the growth of industry, especially
in the eastern patt of the United States, and the concentration of
more than one-fourth of our population in an area only 5 per cent
of our total (New England and the Middle Atlancic States), the
territory supplying our eastern cities continually widened. At first
the dairy industry in the eastern states was able to shift from butrer
and cheese production to the supply of milk and cream quickly
enough to meet the increasing demand of the cities for fresh milk
and cream, but as these demands have grown cream has had to be
supplied from greater and greater distances, until today it is shipped
to the great cities from all over the New England and Middle Ac-
lantic states and from Canada and the Middle West.

The Domestic Industry

Production. The trend of domestic production of milk and
cream has been upward since 1920. Milk production increased from
90 billion pounds in 1920 to 121 billion pounds in 1926. In more
recent years, 1928 to 1932, cows and heifers 2 years old and over
kept on farms for milk increased from 22,129,000 to 24,379,000

The principal dairy states according to their importance in pro-
duction are: Wisconsin, New York, Minnesota, Iowa, Pennsylvania,

t Before the days of milk transportation by rail the principal source of New
York City's milk and cream supply was from cows kept in the stubles of brew-
eries or distilleries, supplomentod to a small extent hy wagon receipts from Long
Island and Westchester County. Orange County was producing milk in velume,
but it wax consumed principully in butter making. (Sec Department of Agrieu)-
ture and Markets of the State of New York, Bulletin 241, Statistics Relative to
the Dairy Industry in New York State, 1929, Albany, New York, 1930, p. 173)

217, 8, Department of Agricalture, Bureau of Agricultural Ecoaoniies, Sup.
plement to Handbook of Dalry Statistics, Washington. D. C., April, 1932, p. 10

| AUUCTYNN I
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Ilinois, Ohio, Michigan, and California. Milk production is de-
cidedly seasonal, with the peak in May and June and the low point
in the winter months.

Consumptivn. Nearly half of all the milk produced in the
United States is consumed as fluid milk and cream; about a third is
used for the manufacture of butter; the manufacture of cheese, con-
densed and evaporated milk, and ice cream each consume from 3 to
4 per cent; less than .5 per cent is used for all other dairy products;
about 4 per cent is fed to calves; the rest (about 3 per cent) is ap-
parently wasted.

The demand for fluid milk is comparatively stable throughout
the year but cream consumption rises and falls with the consumption
of ice cream and cream for berries. The peak of domestic deman+
comes during the summer months, somewhat later than the peak o”
production. The per capita consumption of whole milk and the
whole milk equivalent of cream used as fluid cream is about 55 gal-
lons annually in the United States. This is considerably higher than
in most other nations, but less than in Finland and Switzerland.®

Prices. Much has been done by producers’ organizations to
adjust milk prices so as to encourage a shift from surplus production
in summer to increased production in the winter. In addition to the
use of a flac price, two plans are in use: (1) the “Basic Rating Plan,”
and (2) the “Use Plan.” The Basic Rating Plan involves the estab-
lishment of a basic quantity for each producer upon which the basic
price determined in conference by dealers and representatives is paid.
Any milk delivered in excess of the basic quantity is paid a lower
price.’ The Use Plan makes the dealer pay for the milk according
to the use which is made of it. Production is divided into the fol.
lowing classes: (1) fluid milk; (2) milk for cream and ice cream;
(3) condensed milk; and (4) milk for butter and cheese. Fluid
milk, the most valuable produet, is always in the first class. Swee
cream is always in the second class. These two prices are determine-l
by the supply and demand conditions of the individual milk shed.

3 Per capita consumption amounts to less than onc-half gallon in Japan, about
7 gallons in Chile, 14 in Spain, 25 to 27 in Great Britain, France, and Germany,
A7 in Australia and New Zealand, 45 in Austria and Czechoslovakia, 50 in
Canada, 55 in the United States, 70 in Switzerland, and about 84 in Finlarad.
Ibid, p. 4.
' ¢ This plan is used by the cooperatives supplying milk to Baltimore and
Philadelphia. The basie quantity used is the average production by each pro-
ducer for the months of October, November, and December. The producer re-
ceives the basie price on this amount for the following mine months and 8 *‘sur
plus price’’ on any éxcess, which is caleulated on the price of 92-score butter
plus a 20 per cent premium, (See U, S. Tariff Commisston, Report to the Presi-
dent of the United States—Milk and Cream, Washington, D. C., 1929, p. 9.)
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but the price in the_ last class must be determined on a national or
world market basis.’

The Tariff Problem

Canadian Competition. Milk and cream are highly perish-

able Pf’OdUCtS a“_d only a ﬂeighboring country can effectively com-
pete with the United Stares by exporting these products in the fresh,

raw state to her markets. Virtually all of the United Stares imports
of milk and cream are from Canada.®

Imports of both milk and cream are insignificant when compared
with the total domestic production, but these imports are concen-
trated in one or two large markets. The only areas in the United
States which are unable to satisfy their own requirements in milk
and cream are the three eastern regions supplying Boston, New
York, and Philadelphia. Practically all of our imports from Canada
originate in Quebec and Ontario within a zone of about 20 miles
contiguous to the border, and no imported milk is ordinarily shipped
as far south as Philadelphia. About two-thirds of these imports are
either separated for cream or manufactured into other dairy products
at receiving border plants, and New York Cicy and Boston receive
most of the balance for fluid use.’

The Shift to the Mid-W est. Ordinarily the supply of fluid
milk and cream in Boston, New York, and Philadelphia is scarce dur-
ing the late summer and early fall monchs, and uncil recent years
this scarcity has been met largely by imports from Canada. In the
past few years, however, an increasingly large part of the regular
seasonal shortage of cream, caused by the greater diversion of the

5 For a diseuwssion of the Trse Plan, see Rehoenfeld, W, A, Some Bceonomic
Aspects of the Marketing of Milk and Cream in New England, U, 8 Departmont
of Agrienlturp, Washington, D, €., Cirealar 16, 1927,

o Tn 1929 a total of 4,246,000 pallons of milk and 2,970,000 gullons of eream
were imported by the United States. 4.160.418 gallons, or 98.2 per cent of the
total milk imported. and 2,963,649 gallons, or 99.8 per cent of the total cream
imported, came from Canada. The remaining 1.8 per eent of the milk and .2
per cent of the eream eame from Norway. the United Kingdom, Mexico, and
ather countries. (See Rtate Department of Agriculture and Markets, Bulletin
No. 241, Statistics Relative to the Dairy Industry in New Vork State, 1929,
p. 156

*The U. 8. Tariff Commission made n study of the disposal of milk imported
from Canada through the Vermont and St. Lawrence customs distriets from May
1, 1925, to April 30, 1926, and found that 284 pet cent of the total milk im-
ported through these districts during this period was shipped tn Boston for fluid
conzumption, 36.86 per eent was shipped to New York City for fluid consumption.
and 60.30 per cent was separated or otherwise manufactured at receiving border
plants. Bee the Commission's Report to the President of the Unpited States:
Milk and Cream, p. 10.



file:///griciilture

Page 148

eastern production from cream to fluid milk market channels, has
been supplied by fresh cream shipments from the Middle West.®
This shift in the source of supply from Canada to the Middle West
has been encouraged by (1) improvement in transportation factlities,
and (2} our tariff policy on milk and cream.

It is now possible with proper handling o ship sweet cream long
distances. As early as 1925 and 1926 fresh table cream moved in
express car lots of 200 40-quart cans each from poines in Kansas,
Iowa, Minnesota, Wisconsin, and Michigan to Springfield and Bos-
ton, Massachusetts. The maximum distance so hauled was 1,700
miles and the running time of the trains, including time spent switch-
ing in Chicago, ranged from 30 to 40 hours.” This is approximately
the same as the running time from the farthermost Canadian supply
points to Boston.” However, the rates from the mid-western points
to Boston ranged from $1.85 1o $2.28"5 per 40-quart can while the
rates from the farthermost Canadian points ranged from 56 to 60
cents.”  Thus, in spite of his ability to ship sweet cream in good
condition to Boston as rapidly as his Canadian competitor, the mid-
western shipper had to pay from 13 to 16 cents a gallon more for
transportation to Boston than the Canadian. As a result, without
the United States tariff policy to offset this transportation differencial
in favor of the Canadian producer, the shift from Canada to the
Middie West as a source of part of the cream supply for the East
would not have occurred to the extent that it has.

The Fordney-McCumber Tariff of September, 1922, placed a
duty of 20 cents per gallon on cream, which in May, 1929, was in-
creased by presidential proclamation to 30 cents per gallon. Conse-
quently, Canadian producers from 1922 to 1929 had to pay 20 cents
a gallon, or slightly more than their transportation advantage over
middle-western producers. But many Canadian farmers are enough
closer to the United States than to the Canadian markers to permit
them to ship to us, pay the 20-cent duty, and still net more than by
shipping to Canadian markets. In spite of a 20-cent duty during
the years when the Canadian advantage in transportation costs over
mid-western producers was only 13 to 16 cents a gallon, Canadian
exports of cream to the United States increased, reaching a peak of
more than 5 million gallons in 1926.

® Milk is not shipped to eastern markets from the Middle West in signifieant
quantities beeause of its comparntively low unit value. Cheaper feed and other
lower eosts of produecing eream in the Middle West offset, to some extent, the
freight charges to castern markets,

9 Schoenfeld, W, A, Some Economic Aspects of the Marketing of Milk and
Cream in New England, p, }9. 10 Ibid,, p. 20, 11Ibid, pp. 64 and 66.
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But great increases in the tariff since 1926 have more than off-
set any advantages the Canadians may have had in transportation or
other costs, and imports have decreased. In 1931, with a duty of
56.6 cents a gallon, only 79,435 gallons of cream were imported
from Canada, and in 1932, 118,000 gallons. Thus, by heavy in-
creases in the tariff, the transportation advantages of Canadian pro-
ducers over mid-western producers have been more than offset, and
the shift from Canada to the Middle West as a source of supply for
the eastern states has been largely completed.’”

Effects of Recent Duties

Recent Milk Duties. Table 35 shows average prices paid to
producers for milk at New York and Montreal, 1922-1931. For
the five-year period 1922-1926 New York prices averaged about 6.4
cents a gallon above Montreal.’® Thus the 2.5-cent per gallon duty
of 1922 was not sufficient to offset the differentials between Amer-
ican and Canadian prices, and imports were the largest on record.™
Nor was it sufficient to equalize the milk, butter, and cheese duties
during this period, and Canadian producers found they could ship
milk into the United States cheaper than they could ship in the
manufactured products, butter and cheese.”

2 In 1925 only 217,000 quarts of cream were received at Boston from states
west of Buffalo, while in 1931 nearly 6 million quarts were rceeived. Receipts
from mid-western points at New York City inereased from less than 2 million
quarts in 1927 to nearly 4 million quarts in 1929, but in 1931 Qeclined to about
the 1927 level. On the other hand, the total United States imports decereased
from 5,374,000 gallons in 1926, to 4,843,000 gallons in 1927, to 3,621,000 gallons
in 1928, to 2,970,000 gallons in 1929, to 1,585,000 gallons in 1930, to 79,000 gal-
lons in 1931, and to 118,000 gallons in 1932. 'The embargo placed on milk and
cream from the Montreal distriet by the United States because of the typhoid
epidemic in 1927 undoubtedly was the chicf reason for the 1927 deerease in im-
ports. TIn 1828 the deeline was due fo a Inrge extent to the sanitary regnlations
of the Lenroot-Taber Act. But the great decline in 1031 and 1932 was due pri-
marily to the increase in the duty from 30 to 56.6 cents a gallon in June, 1930,

13 New York prices averaged $2.88 per hundred pounds compared with an
uverage of $2.13, or 75 cents less, for Montreal. Since one gallon contains 8.6
pounds, New York prices averaged about 6.4 cents a gallon above prices at
Montreal,

1+ About 4.5 million gallons of milk were imported in 1923; over 5 million
in 19245 over 7 million in 1925 and 1926; 4.5 wmillion in 1927; and about 5.5 mil.
lion in 102§,

12 In 1926, 60 per cent of the milk imported from Canada was separated or
otherwize manufactured at border receiving plants and only 40 per cent was
pastenrized, of which 37 per cent was shipped to New York and 3 per cent to
Boston for fluid consumption. A eonsiderable quantity of the 60 per eent that
wis separated or manufactured at border receiving plants was made into con-
densed milk for export, upon which drawhack was allowed. {See Report of
V. 8 Tariff Commission to the Presidtent of the Tnited States, Milk and Cream,
1929, p, 199
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TABLE 35

Average Prices Paid to Producers for Milk
at New York and Montreal, 1922-1931

T ey

New York 1 | Montrea] ¢ | Differen’ in favor v, Y.

Season {c per cwt) | (¢ per cwt) _(?l;l'_c_wm;
1922, spring & summert........ .......| 237 195 42 3.6
1922-23, full & winter . ..o 314 213 101 8.6
1923, spring & summer..... el 283 195 88 7.5
1923-24, fall & winter.. ..o 287 250 37 31
1924, spring & snmmer...........oo........... 238 195 43 3.6
1024-25, fall & winter.......ooooeeee.. 307 195 112 9.6
1925, spring & summer.. - 280 - 195 85 7.3
1925-26, fall & winter.... 315 250 65 5.5
1926, spring & summer .| 285 195 90 7.7
1926-27, fall & winter.............._... 316 250 66 5.6
1927, spring & summer.. w307 203 104 8.9
1927-28, fall & winter....._ | 347 280 67 5.7
1928, spring & summer 308 203 © 105 9.0
1928-29, fall & winfer... oo 340 280 80 51
1929, spring & summer.. .| 336 256 80 6.8
1920-30, fall & winter........ 338 290 49 42
1930, spring & summer. ... 314 232 82 7.0
1930-31, fall & winter ... 307 234 73 6.2

Average .. ... .| 303 228 | 75 | 64

Sources:

1 Pooled prices of milk f. o. b, New York City, from the Dairymen’s League
Cooperative Association. Data for 1922.1826 inelusive, taken from V. 8. Tariff
Commission, Report to the President of the United States: Milk and Cream, 1929,
P- 20. Data for 1927-1931 are basie prices for fluid milk and were taken from U.s.
Department of Agriculture, Grops and Markets,

?Denlers’ quotations of prices paid to producers. Data for 1922-1926 inclusive,
taken from U. & Tariff Commission, Report to the President of the United States:
Milk and Cream, 1929, p- 21. Dnta for 1927-1931 taken from Canadian Monthly
Bulletin of Agricultural Statistics, February, 1932, p- 38. Quoted in cents per Im-
perial gallon and converted to pounds by using 8.6 pounds as the weight of a United
States gallon and five-fourths or 1.20032 times 5.6 pounds as the weight of an Im-
perial gallon,

8 Average of the 6 months April, May, June, July, August and September, -

¢ Average of the 6 months October, November, December, Jannary, February,
and March,
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The milk duty was increased to 3.75 cents a gallon by President
Hoover on May 14, 1929, effective June 13, 1929, and on June 18,
1930, was raised to 6.5 cents a gallon in the Hawley-Smoot Tariff.
The present rates are approximately sufficient to equalize the duties
on milk and on butter and cheese (see Table 1). They atre also
sufficient to offset the differential of New York prices above Mon-
treal prices which existed, on the average, from 1922 to 1930. The
large decrease in milk imports in 1931 and 1932 is evidence that the
present tariff is sufficient virtually to prohibit imports in significant
amounts (see Table 36 and Figure 19).

TABLE 36

U. 8. Imports and Exports of Milk and Cream, 1918-1932
(In thousand gallons)

Yoar Imports fﬁ%‘?kﬂé ]’ Yoar J Imports '-:3 ort&g

Mik | Cream Cream)1 | Mik | Cream Cream)1
1918 865 [ | .. . 1926 7,386 5,374 59
1919 2,753 831 e 11927 4,493 4,843 65
926 | 2521 1,597 | ... 1 1928 5,499 3,621 125
1921 2679 | 2034 | ... 1929 4246 | 2970 | 180
1922 2,023 2,124 190 | 1930 1,837 1,685 189
1923 4,473 3,025 104 | 1931 612 79 101
1924 5,160 4,198 67 | 1932 105 118 36
1925 7,366 3,171 86

1 Not reported separately.

Source: U. 8. Department of Commerce, Bureau of Foreign and Domestic Com-
mereg,

United States Imports and Exports of Milk and Cream, 1918-1932
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Figare 19, Imports of both milk and cream are insignificant when compared with
the total domestie production. bur these importa are concentrated in two or
theee large markets, Ordinarily the supply of flaid milk and eream in Boston,
New York, and Philadelphia is searce during the late summer and fall months,
and until recent years this scarcity has been met largely by imperts from Cannda.
In the past feow years, however, an increasingly large part of the regular sen-

sonal shortage of erenm has been supplied by fresh cream shipments from the
Middle West,
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Recent Gream Duties.  Table 37 shows wholesale prices per
gallon of 40 per cent cream at New York and Montreal, by months,
1926-1931. For the years 1926, 1927, and 1928, New York cream
prices averaged approximately 30 cents a gallon above Montreal
prices. Thus the 1922 duty of 20 cents a gallon could not offset the
differential between New York and Montreal prices and imports were
relatively large.” Nor was it sufficient to equalize the cream duty
with the 12-cent per pound duty on butter in effect during this
period.

The cream duty was increased to 30 cents a gallon by presi-
dential proclamation on May 14, 1929, (effective June 13, 1929)
and to 56.6 cents a gallon in the Hawley-Smaoot Tariff of June 18,
1930.

The present duty of 56.6 cents a gallon is approximately suffi-
cient to equalize the cream tariff and the present 14-cent per pound
duty on butter. It is also more than sufficient to offset the average
differentials between New York and Montreal prices existing from
1926 to 1931. In no month since December, 1926, have New York
prices been above Montreal prices by an amount equal to this rate.
The present cream duty, with the small differentials existing since
1929, is high enough to prohibit significant imports.”

Benefits and Burdens of the Duties

The present duties on milk and cream have succeeded in re-
tricting imports of these products to insignificant quantities. This
shutting out of Canadian milk and cream from the eastern markecs
(the only significant deficit areas in the United States) simply means
that the source of part of the required supply for these markets has
been shifted from Canada to the mid-western dairy states. The prob-
lem thus becomes one of determining how and to what extent this
shift, brought about largely by the duties, has been of benefit to
American dairymen.

18 In 1926, 5,374,000 gallons of cream were imported into the United States.
This is the largest on rvecord. In 1997 imports dropped to 4,813,000 gallons in
spite of an average differential of 42 cents a gallon between New York and
Montreal prices, beeause of the embargo placed on Montreal milk and eream on
acceount of the typhoid epidemic. Imports decreased Turther to 3,621,000 gallons
in 1028 in spite of an average differentinl of 25 cents g gallon between New
York and Montreal prices, principally because of the sanitary regulations of
the Lenroot-Taber Act.

17 New York cream prices averaged but 6 conts a gallon above Montreal
prices in 1929 and 1930 and one eent above in 1931, 1% million gallons were im-
ported in 1930, onily 79,000 gallons in 1931, and 118,000 gallons in 1932 as com-
pared with an average importation of more than 4 million gallons annually dur-
ing the three years 1926, 1927, and 1928,

1
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TABLIL 37

Wholesale Price per Gailon of 40 Per Cent Cream, by Months,
at Montrea] and New York, 1926.1931

BF o TEAmTILS simoremiee oo oo N, . . _
“_‘19%—!"“*“ 1927 | 1928 i 1829
New | Mon- s ¥ LS . N Y.
York 1| treal 2 | "f;:{'l y':ﬁr] <: 1:::'2 e ‘,':g:l Man- | %Y Now | Mon.

Average. ... 1.7411.50

Month

L
treal 2 | pyongey . Yorka ] treal 2 | paoni)

24 201;159| 42 1.85|160| .25 177,171 .06

January....... L75(1.701 05 101|172} 19 191}1.48) 43:1.80|174| .15
February.....| L75|1.70| .05 203'165| 38 1.83 |1 48| 35 197(180] 17
Mareh.......... 1671164 .03 196 1.81] .15-191/170( 21 192|184! 08
April............ 1511164/ -13. 1.96 | 1.60| .36 179|165 14"179|183|—04
May...o...... 1581139 20" 1,71 156 .15(1.75] 145 30,171 L57| .14
June..........|1.66|148| .18 167 148| 19|1.71{153| 18/171|167] 14
July.. ... 15911.35| 24 1.63130| 24|175|1.56| .191.66|163] .03
Angust.......... 1631135 | .28 1.63)1.48) 157183 |1.60| 2311.73|1.68| .07
September.. 117511351 40183 |1.60| .23,1.91|170| .21:182|1.70! .12
October......|1.83/1.39 1 44°187|1.65| .221187|165| .22)180{1.74| 06
November....| 2.00 [ 145| 55-1.96|1.56] .40 12001170 36" 168|174 .06
Decomber....1 216 [1.60 | 56 2.03]1.56| 47'1.9611.70[ 26'1.61|1.741-13

1930 ’ 1931 i - 1

—

Average ... 142/136! .06 1.07|1.06| .01 :L :

January..... | 142 1.62-20  1.08 | 1.92 | .94 | |
February......[ 1.39 1 1.58 | —19 : 1.07 1 1.36 | —.29

Mareh. ... 144148 -.04° 1.09|1.36 | -.27

April.....1150/142| 08, 98[1.28{-.30'

May... ... 1.36|1.30| .06 .88 88| 0 ;
June............ 127(1.22| .05: 87| .85 .02 ;
JULY . 1.3711.22] 15] .94 93| .01. !
August....... 1.5211.22¢ 30° 1.06] 97| 00 ‘:
September....| 1.56 | 1.30 | 26 1.24|1.00{ .24 j
October. | 1.57|1.34| .23"1.30|1.00] .30 1

November.....| 1,40 | 1.3¢| 061117} 93] .24 ;
December...{ 1.24 [1.30{—06)114{ 85| .29 |
Sources:

1The prices of domestic and Canadian cream are based on the price of butter,
The method of computation is as follows: from the wholesale price of 92-acore
butter is subtracted 5 eents for manulacturing costs, The result is multiplied by
120 per cent for churn over-run. To the price of butterfat thus obtained is adde
4.5 cents per pound as a premivm for butterfat in sweet ercam. New York butter
prices are for 92.score and were sceured from Ul 8, Department of Agriculture,
Rurcau of Agricultural Economics, For a discussion of method see 1. 8. Tariff
<ummission, Report to the President of the U. S.: Milk and Cream, p. 33,

2 The priees for butterfut paid at Montreal ure usunlly determined hy subtraet-
g from the price of No. 1 Moutreal butter 5.5 centx for manufacturing eosta, The
resulting amount is then maltiplied by 116.7 per cent for ehurn over-run. To the
price of butterfat thus obtained 4.5 conts per pound is added ns a premium paul for
butterfat in sweet cream. Montreal butter prices are for <*Creamery Solids’' anid
were secured from the Dominion of Canada, Burean of Lnbor, Monthly Bulletin of
Agricultural Statistics.
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Benefits to Eastern Dairymen. United States duties on
milk and cream tend to benefit American producers situated close to
the three large eastern markets—Boston, New York, and Philadel-
phia—whether or not they are sufficient to benefit mid-western
daitymen. Even if the duties are not sufficient to cause this shift to
the Middle West, and imports continue, it is logical to believe that
imports under the duties would be somewhat less than would occur
in the absence of any tariff barriers. Prices in eastern markets, espe-
cially during the late summer and fall months when domestic supplies
are relatively smallest, should tend to maintain a differential above
prices in foreign markets by the amount of the duties.

If the dutes restrict imports enough to shift the source of
supply to the Middle West, eastern dairymen will still tend to receive
benefis, although these are not necessarily equal to the full amoune
of the ducies. The cost of transporting cteam from the Middle
West to the eastern markets averages about 15 cents a gallon more
than from Canada.”® Consequently, any duty high enough to cause
a shift to the Middle West will tend to raise prices in eastern markets
by the amount of the differential in shipping costs. When this hap-
pens, shipments from the Middle West occur in sufficient quantities
to meet the requirements of eastern markets. If the tariff is con-
siderably higher than the transportation differential, supplies from
the Middle West will replace Canadian shipments because importa-
tion will be unprofitable. This is exactly what has occurred in the
past two years under the high milk and cream duties of the Hawley-
Smoot Tariff of 1930. Eastern dairymen receive a benefit of about
15 cents a gallon from the 1930 cream duty—the average trans-

portation differential between the Middle West and Canada.

This increase in cream prices is reflected in better milk prices,
because the price of milk is determined largely by its butterfat con-
tent. Assuming an average butterfat content of 3.5 per cent, milk
prices in eastern markets are increased by about 15 cents per hundred
pounds.””  Since about 12,000,000,000 pounds of milk are pro-
duced in the Boston, New York and Philadelphia regions,” the bene-

1% Shipping costs from the Middle West range from about $1.85 to $2.28 per
40-quart can in carload lots (8,560 quarts equals one car), compared with from
57.5 to 65 cents from Canadian border provinces to eastern United States mar-
kets, or a differenee of from 13.7 to 16.3 cents a gallon,

19 A gallon of 40 per cent cream weighs ahout 8.4 pounds, and contains,
therefore, about 3.4 pounds of butterfat. 100 pounds of 3.5 per eent milk con-
tain 3.5 pounds of butterfat. Consequently, the 15-cent per gallon benefit on
cream increases the price of milk by about 15 certs per hundred pounds,

20U, 8. Tarifft Commission, Report to the President of the United States:
Milk and Cream, p. 7.
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fits to eastern dairymen from the cream duty amount to about $18,-
000,000 annually. '

It is difficule to estimate the benefits from the milk duty be-
cause, even though the 6.5-cent duty keeps out appreciable impot-
tations, milk is not shipped to eastern markets from the Middle West.
The restriction of imports means that the milk produced near the
eastern markets, which would otherwise be skimmed for sweet cream,
must be used as fluid milk; this increases the proportion of sweet
cream which must be shipped from the Middle West to supply the
demands of eastern markets; the milk duty, therefore, indirectly
adds to the effectiveness of the cream rate, in securing better prices
for eastern dairymen.

Benefits to Mid-Western Dairymen. The milk and cream
duties have frequently been classified as nuisance tariffs on the
ground that freight rates absorb any possible benefits to mid-western
dairymen. This is largely true, particularly in the case of milk, but
daitymen in the Middle West may benefit somewhar from better but.
ter prices as a result of shipping to eastern markets cream which would
otherwise be manufactured into butter. While this benefit cannor
be quantitatively measured, the data available indicate thar it is ex-
tremely small. If all imports of Canadian milk and cream during
the period 1920-31 had been shut out, and the entire amount sup-
plied from the Middle West, it would have removed, on the average,
the equivalent of only 15 million pounds of butter from the butter
market each year. This is less than .8 per cent of the United Srates
annual domestic butter consumption.

Burdens to Consumers. Consumers living in Boston, New
York, and Philadelphia pay about $18,000,000 a year more for their
milk and cream than they would if no duties were in effect. This
estimate is based on the transportation differential between the Mid-
dle West and Canada to eastern markets, which is about 15 cents per
100 pounds. More than 12 billion pounds of milk are consumed
annually in these cities.

Conclusions

The present duties of 6.5 cents a gallon on milk and 56.6 cents
a gallon on cream are sufficient to equalize the rates on dairy prod.
ucts, prevent the importation of buctter and cheese in the form of
cream or milk, and offset the differentials that have existed between
domestic and Canadian milk and cream prices since 1926.
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Producers in the Canadian border provinces have an advantage
over Middle Western producers in transportation costs to the east-
ern markets of about 15 cents a gallon on cream, but the present
cream duty more than offsets this advantage. As a result, the source
of a part of the cream supply of eastern United States markets has
shifted from Canada to the Middle West, netting a benefit to eastern
dairymen of abour 15 cents a gallon on cream, which, reflected in
better milk prices, amounts to about $18,000,000 annually, Mid-
western dairymen may have benefited to a very slight degree by
better butter prices as a result of shipping to New England sweet
cream which would otherwise have been manufactured into butter.

The ptesent milk duty restricts imports to an insignificant
amount and increases the amount of sweet cream which must be
shipped from the Middle West to supply eastern demands. It
complements the cream duty in securing better cream and milk
prices for eastern dairymen.

The rates in the Hawley-Smoot Tariff were high enough vir-
tually to shut out milk and cream imports into the United States in
1931 and 1932, and the shift to domestic supplies is almost com-
plete. In view of these facts and the large potential supplies of mid-
western milk and cream, it is obvious that any further increases in
the duties would be entirely ineffective in raising cream or milk
prices in eastern United States markets.



Chapter IX. Casein

Casein is one of the three major proteins of milk. In its pure
state it is snow-white, odorless, and tasteless, although in its com-
mercial form it is a yellowish-white substance. It is commercially
prepared by adding dilute acids to skimmed milk or buttermilk,
usually the former, and then heating to separate the curd from the
whey." Milk contains approximately 3 per cent casein, although
only 2.75 per cent is commercially recoverable.

The Domestic Industry

Production. More than 40 billion pounds of skimmed milk
and buttermilk are available from butter manufacture in the Unired
States each year for potential casein production. Only about 1.5
billion pounds, or less than 4 per cent of the toral skimmed milk
available in the United States, was so used in 1930, when the do-
mestic production was the largest ever recorded.

Domestic production increased from 8 million pounds in 1916
to 14 million pounds in 1919, then decreased to 7 million pounds in
[922.  From that time, with the exception of 1925, production
steadily increased, until in 1930 approximately 42 million pounds
were produced. In 1931, 35 million pounds were produced (See
Table 38 and Figure 20). -

California, Wisconsin, New York, and Vermont together pro-
duced 82 per cent of the total domestic output in 1931, Most of
the remaining 18 per cent was produced in Illinois, Idaho, Min-
nesota, Pennsylvania and Utah. The output of California and Wis-
consin alone comprised two-thirds of the total.

Counsumption. Casein finds a wide use in industry. The
manufacture of coated paper takes 75 per cent of the total domestic
consumption. The next most important use is as an adhesive in the
manufacture of plywood veneer products, such as doors, desks,
chests, and aeroplane propellors. The manufacture of such prod-
ucts as combs, brush backs, umbrella handles, butcons, cigarette
holders, insecticides, paints, artists’ colors, shoe polish, mucilage,

tSer Eckies, €. H., Combs, W, B., and Macy. H., Milk and Milk Products,
Noew York City, 1429, p, o7,
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U. S. Production and Imports of Casein
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Figure 20. For several years the United States relied largely upon imports to
meet its requirements in easein, only 46% of the amount consumed being supplied
by domestic production during the 10 years 1921 to 1980, Since that time, how-
ever, our requirements have been met almost entirely by domestic produetion.

TABLE 38
United States Production, Imports, and Consumption of Casein,
1916-1932
(in pounds)
: Production
Your production Taports Consumption | SBercontage of

1916 8,415,789 10,376,641 18,792,430 44.8
1917 11,055,595 12,319,111 23,374,706 47.3
1918 11,338,484 12,133,855 23,472,339 48.3
1919 14,407,394 17,076,936 31,484,330 45.8
1920 11,526,000 21,238,822 32,764,822 35.1
1921 8,076,000 9,717,238 17,793,238 45.4
1922 6,927,000 14,342,498 21,269,198 325
1923 14,548, 000 26,489,992 41,037,882 35.5
1924 | 20,759,000 17,749,985 38,508,985 53.9
1925 | 16,660,000 18,803,816 35,463,816 47.0
1926 | 16,953,000 26,628,126 43,581,126 38.9
1927 | 18,033,000 24,208,504 42,242,504 42.7
1928 | 22,151,000 98,651,215 50,802,215 43.6
1929 | 30,537,000 27,583,339 58,120,339 52.5
1930 41,965,000 18,498,656 60,464,656 69.4
1931 35,335,000 3,503,249 38,838,249 90.9
1932 | e 1,201,014 | . )

Source: Production data from U. 8. Department of Agriculture, Burean of Agri-
cultural Economics, Import data from U. S, Department of Commerce, Burean of
Foreign and Domestic Commerce.
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cement, medicines, paint removers, and diabetic foods accounts for
a further proportion.”

Consumption in the United States totalled 60 million pounds
in 1930. This is the largest amount on record and exceeds the 1929
figure by 2 million pounds. During the four years 1923-1926, annu-
al consumption averaged 38.5 million pounds, while during the four
years 1927-1930, the average was 53 million pounds, an increase of
38 per cent.

Competition

For several years the United States relied to a considerable ex-
tent Upon IMports to meet its requirements in casein. During the 10
years 1921-1930, only 46 per cent of the amount consumed was
supplied by domestic production. However, domestic production
increased from 22 million pounds in 1928 to 42 million pounds in
1930 and 35 million pounds in 1931, whereas imports declined from
nearly 29 million to 3.5 million pounds for the same years. In 1932
only one million pounds were imported and the United States met
its requirements almost entirely by domestic production. No domestic
exports of casein are recorded.

Argentine Competition. Before the World War most of
our casein imports came from France, but in recent years the source
has shifted to Argentina. While small imports are recorded from
England, France, Holland, Australia, New Zealand, and some other
countries, approximately 80 per cent comes from Argentina. Do-
mestic production is largest in the spring and summer months, while
imports are usually greatest during the fall and winter months be-
cause of the difference in seasons in the United States and Argentina.
Most of Argentina’s production is exported, chiefly to the United
States.

Domestic casein is made from skimmed milk, but this latter is
usually more profitably used in the manufacture of condensed or
powdered milk, and cheese. In regions of large hog production
skimmed milk is most profitable as hog feed, so that very little casein
is produced. In Argentina, casein is the only product made directly
from skimmed milk. Argentina raises relatively few hogs compared
with the United States and, consequently, casein production en-
countets neither so many nor so vigorous competitors as it does in

the United States.

2 For a diseussion of the uses of ensein sce U, S. Tarif Commission, Report
to the President of the U...; Casein, Washington, D, C., 1926,
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Our eastern and middle-western producers possess an advantage
over Pacific Coast producers in their proximity to such large con-
suming centers as Kalamazoo, Michigan, and Holyoke, Massachu-
setts.  Although Pacific Coast producers have an outlet in the ply-
wood veneer manufactures in Oregon and Washington and in the
manufacture of spray insecticides on the Pacific Coast,” considerable
quantities of California casein are shipped to eastern markets, either
by rail or by warer. The rates from San Francisco to New York via
the Panama Canal amount to about 50 cents per 100 pounds, while
the rate by rail is about 2.5 times that amount.’

Shipping coscs from Argentina to Kalamazoo, the largest Amer-
ican consuming center, are as much as 60 cents per hundredweight
more than from San Francisco to Kalamazoo.® The transportation
differential in favor of eastern and mid-western over Argentine pro-
ducers is considerably greater than this, ranging anywhere from $1.40
for New York producers to as much as $1.88 for Michigan pro-
ducers.

Substitutes. When the price of casein is high or a shortage
exists, starch products and hide glue may be substituted in coated
paper manufacture. While they may lower the quality of the paper,”*
they may be used under unusual circumstances, and they tend to
make the demand for casein relatively more elastic and to limit the
extent to which its price can be raised by increasing the duty.

During the hearings in Congress in 1929 on the proposed tariff
rate of 8 cents a pound, many large publishers testified that they
would shift from casein-coated to supercalendered paper if the 8-cent
duty were imposed. Some publications had already changed to
supercalendered paper by the fall of 1929 because of the high prices

3. 8. Tariff Commission, Report to the President of the United States:
Casein, pp. 8 and 9.

4 The U. 8. Tariff Commission found the freight rate on casein in carloads
to be $1.28 per 100 pounds. (See the Commission’s Report to the President,
Casein, p. 9.)

3 The U. 8. Tariff Commission in 1922 found the costs of transporting Argen-
tine casein from Buenos Aires to Kalamazoo totaled $1.88 per 100 pounds. These
costs were divided as follows: eartage and rail freight from factory to ship (most
of the Argentine casein factories are loeated from 100 to 200 miles from Buenos
Atres), 80 cents per 100 pounds; acean freight from Buenos Aires to New York,
30 cents per 100 pounds; export charges, insurance, consular fees, and brokerage,
30 cents per 100 pounds; and rail freight from New York to Kalamazoo, 48 conts
per 100 pourds, (See the Commission’s Report to the President, Casein, p. 9.)

8 It is practically the unanimous opinion of the coated paper manufacturers
that substitutes do not maintain the quality of paperrthat is demanded by the
printer and publisher. (See U. 8. Tariff Commission, op, cit., P 9)
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of casein at that time.” 1In the face of such substitution a duty which
raised the price of casein to very high levels mighe kill the American
casein industry. A duty which gives Americans some protection
from foreign producers and yer does not raise prices to the point
where publishers abandon its use is more beneficial than a much
higher rate. It is interesting to note that on final passage the Hawley-
Smoot Tariff carried a rate of 5.5 and not 8 cents a pound on casein.

Adhesives made from flour and hide glue can be used as casein
substitutes by the plywood veneer manufacturers, The use of seed
meal glues for woodworking purposes has displaced casein to the
extent of some 8 to 10 million pounds a year.’

Prices of Casein at New York and Manchester, Eng.
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Figure 21. The 2.5 cents duty was ineffective in maintaining a differential of
domestic above foreign cascin prices, The inerease in the duty to 5.5 cents in June
1930 has been effective in virtually prohibiting imports and in bringing about an in-
crease in domestic production to meet domestic requirements. The large drop
i domestic prices during the past three years is due largely to the fall in the
peneral price level accompanying the business depression.

? Senator Smoot before the Senate on Qctober 24, 1929, in pointing out the
possible results if an 8-cent duty were imposed, presented: (1) a list of 11 publi-
cations which had recently changed te supercalendered paper, (2) a list of 24
publieations which would change to superealendered paper in the event an %-cent
duty were passed, and (3) a list of 37 publications which would seriously con-
sider a change to supereplendered puper if the casein duty were increased. These
lists were compiled by the National Publishers’ Association and represent only a
part of the publications which use or have used coated paper.

8 8tatement of Mr. A F, Grignon, Vice President and General Manager of
the Casein Manufacturing Company of America, in B letter to the asuthor dated
March 15, 19732,
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TABLE 39
Prices of Casein at New York, and Manchester, England, 1919.1932

(c per lb)
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Effects of Recent Duties

Casein was on the free list in both the 1909 and 1913 tariff
acts, but was made dutiable at 2.5 cents per pound in the Fordney-
McCumber Tariff of 1922,

The 1922 Tariff. Figure 21 shows prices of casein in Man-
chester, England, from 1919 to 1925 and in New York from 1919
to 1932. It is evident that the 2.5-cent duty was not effective in
maintaining a differential between domestic and foreign prices (see
Table 39).

Both domestic production and importts increased during the
years 1922-1929 under the 1922 duty. Approximately four times
as much casein was manufactured and nearly twice as much was im-
ported by the United States in 1929 as in 1922

The Tariff of 1930. The Hawley-Smoot Tariff of June,
1930, increased the duty on casein to 5.5 cents a pound. Under
this duty domestic prices have fallen, domestic production has great-
ly increased, and imports have greatly decreased.

Prices of domestic casein (20-30 mesh) at New York declined
from 16.5 cents a pound in February, 1929, to 5.4 cents a pound in
July, 1932. This 70 per cent drop is due largely to the fall in the
general price level accompanying the business depression in the
United States.

The increase in the duty, combined with the great drop in
domestic casein prices, caused imports to drop from 27.5 million
pounds in 1929 to one million pounds in 1932. Impores for the
hrst 6 months of 1930, when the 2.5-cent duty was in effect, totalled
16 million pounds, whereas only 2.5 million pounds were imported
during the last 6 months of that year under the 5.5-cent duty. The
record domestic production of 42 million pounds in 1930, approx-
imately twice the average production of the preceding five years, and.
the output of 35 million pounds in 1931, indicates that domestic
supplies have largely replaced imports in meeting domestic require-
ments.

Benefits and Burdens of the Duties

Benefits to Dairyinen.  Those who favor a high duty on
casein claim that if imports were kept out more than a billion pounds
of skimmed milk would find an outlet in the manufacture of casein,
which in turn would increase the value of milk praducts and raise
the price paid to milk producers.

Imports during 1931 and 1932 were 24 and 26 million pounds
respectively less than in 1929. During each of these 2 years about
a billion pounds of skimmed milk, or approximately 10 per cent of
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the amount thrown away or not utilized in the United Srates annu-
ally,” would have been required to produce this casein. If the United
States i 1931 and 1932 had consumed as much casein as in 1929,
and this additional 24 and 26 million pounds had been manufactured
entirely from skimmed milk now wasted, the total value of all the
milk products in the United States would have been increased by
about $2,016,000 in 1931 and by about $1,800,000 in 1932." These
sums represent the maximum possible benefits which American dairy-
men could have secured from the 1930 casein duty. It seems plaus-
ible that the actual benefits were considerably less than this for the
following reasons: (1) the decline in domestic demand in 1931 and
1932, coincident with the business depression, reduced domestic con-
sumption of casein to such an extent that the increase in domestic
production did not equal the reduction in imports; {2} the great
decline in domestic casein prices was a contributing factor in check-
ing imports, so that the decrease of 24 and 26 million pounds was
not by any means due solely to the 3-cent increase in the duty;
(3) manufacturing costs take a portion of this $2,016,000 and
$1,800,000; and (4) the increased domestic output probably was not
all made from skimmed milk before wasted, but in part from milk
that otherwise would have been used for another, though possibly
less profitable purpose.

However, even assuming that 2 million dollars represents a
fairly accurate estimate of the average increase in the value of all
milk products in the United States in 1931 and 1932 attriburable
to the 1930 casein duty, there still remains the question of how much
the duty actually raised the prices paid producers for their milk.

The estimated value of milk produces made in the United States
annually is about 3 billion dollars. The 2-million dollar average in-
crease in 1931 and 1932 atcributable to the casein duty is less than
07 per cent of the total value of all milk products. The average
price paid New York farmers for milk was §1.74 per hundred pounds
in 1931 and $1.20 in 1932." Since .07 per cent of this might pos-
sibly be attributed to the casein duty, farmers in New York received,
on this basis, about .13 and .08 more per hundred pounds for their
milk in 1931 and 1932, respectively, than they would have received
withour the duty. Farm prices for milk average higher in New

°U. 8. Department of Agriculture, Bureau of Agricultural Eeonomies,
catimate.

10 The average price of domestic casein (average of 20-30 mesh and 80-100
mesh) at New York was 8.4 cents per pound iz 1931 and 6.9 cents in 1932,

11 Ag reported by the Dairymen’s League and taken from New York State
College of Agricuiture, Farm Economics, February, 1923, p. 1827,
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York than in most other states. Consequently the .13-cent and .08-

cent benefits represent a very liberal measure of the benefits accruing
- . . . 12

to American dairymen from the casein tariff.

While it is uncertain that the entire increase in the value of milk
products attributable to the casein duty is reflected to farmers in
better milk prices, the casein duty may be beneficial in other ways.
At certain times of the year the farmers may not be able to use
skimmed milk on the farm, and would prefer to sell whole milk
rather than just the cream. In such a case a creamery equipped to
use the skimmed milk is in a better position to cater to its patrons
than one not so equipped. Casein manufacture, which requires rel-
atively inexpensive equipment, enables the small creamery which
otherwise could not use the skimmed milk to compete for its business
with its larger competitors who make powdered and other skimmed
milk products.

Burdens to Consumers. Since about thtee-fourths of the
total consumption of casein is used in the manufacture of coated
paper, any increase in casein prices burdens the paper, printing, litho-
graphing, electrotyping, and publishing industries. General busi-
ness conditions have caused casein prices in the United States to
decline approximately 70 per cent from the beginning of 1929 to
the summer of 1932, so that it is impossible to demonstrate the price
effects of the 1930 duty. The duty has been more influential in
shutting out imports and replacing foreign with domestic supplies
than in raising casein prices by the amount of the duty. It is very
likely that casein prices would have fallen lower than they did during
1930, 1931 and 1932 if the duty had been 2.5 cents instead of 5.5
cents, or if no duty had been in effect. But while it is impossible to
state just how much lower prices would have been, it is unlikely that
they would have been enough lower to burden consumers in propor-
tion to the 2 million dollar average benefit received by producers,
since the completeness of the shift from imports to domestic sup-
plies indicates that domestic prices did not rise by the amount of the
duty and importation was unprofitable.

Much has been said by casein users regarding the comparative
qualities of the Argentine and the domestic product. Reliable au-
thority indicates that casein of a quality equal to that made in Argen-
tina can be made in the United States, so that domestic consumers

12 In Wisconsin, the leading casein producing state, farm prices of milk in
1931 averaged $1.62 per hupdeed pounds, or 12 cents less than the average in
New York. See Wisconsin Crop and Livestock Reporting Service, Wisconsin
Dairying, Bulletin No, 120, Madison, Wisconsin, p. 36.
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need not incur added burdens from the casein duty because of che
inferiority of the domestic product."

Conclusions

The 5.5-cent casein duty since its passage in June, 1930, has
been effective in virtually prohibiting imports and in bringing about
an increase in domestic production to meer domestic requirements.
The maximum possible benefit which American dairymen secured
from this reduction in imports and increased home production
amounted to not more than 2 million dollars annually in 1931 and
1932,

This 2 million dollar benefit is less than .07 per cent of the
total value of all milk products. Consequently the 1930 casein tariff
is not a very significant factor in making for a more profitable util-
ization of skimmed milk. With the farm milk prices existing in
1932, the casein duty, assuming that the entire benefit was reflected
to producers in better milk prices, enabled American dairymen to
get about .08 cent per hundred pounds more than they would have
received withour the dury.

Only one million pounds of casein were imported in 1932. Un-
der the present virtually prohibitive duty, with domestic prices de-
pressed to low levels because of the depression, and large quantities
of skimmed milk wasted every vyear, it becomes obvious that any
further increases in the duty at this time would not increase domestic
casein prices or the income of American dairymen. Even with im-
proved business conditions and better domestic prices, the benefits
accruing to American dairymen from the present duty or any in-
creases in it are likely to be comparatively small,

15 Mr, A, F. Grignon, Vice President and General Manager of the Casein
Manufacturing Company of Ameriea, in a letter to the author dated March 15,
1932, states that, *“We have used at times several million pounds of Argentine
casein per year so that we are thoroughly familiar with the quality of that prod-
uct and we ean say upon the best of authority that the Argentine easein runs
good, bad, and indifferent in quality, the same as the domestic casein product
does. There is as good casein made in the United States as in the Argentine and
this country has received large quantities of sccond grade Argentine casein. It
neay be said that there has been a great improvement in the quality of the casein
made in the United States during the last three vears, and there is no reason why
the percentage of good cascin made in this country shoulld not continue to in-
crease.’’ '



Chapter X.  Other Dairy Products
The effects of tariffs on butter, Cheddar and Swiss cheese, milk,

cream, and casein prices have been discussed in the foregoing pages.
Other dairy products, including condensed and evaporated milk,
whole milk powder, cream powder, skimmed milk powder, malted
milk, and milk sugar, carry specific rates in the Hawley-Smoot Tariff
of 1930. Import and export data for this group are combined under
the headings “‘condensed”, “evaporated”, and “powdered” milk.
The only difference between condensed and evaporated milk is that
the former is sweetened and the latter unsweetened, Therefore, the
discussion in this chapter will be under two principal heads: (1) con-
densed and evaporated milk, and (2) milk powders.

Condensed and Evaporated Milk

The Domestic Industry. Approximately as much milk is used
annually in the United States in the manufacture of condensed and
evaporated milk as in the manufacture of cheese. The general trend
of condensed milk manufacture has been downward since 1919, de-
creasing from 605,161,000 pounds in that year to 285,474,000
pounds in 1931. The trend of evaporated milk manufacture for the
same years has been definitely upward, increasing from 1,234,202,-
000 pounds in 1919 to 1,735,214,000 pounds in 1930. Production
in 1931 totalled 1,684,533,000 pounds.

Competition. The domestic industry is on a decided export
basis although exports have declined greatly since the War, when
prepared milk products were in great demand to make up the deficit
in European production. Exports of condensed milk declined from
607,457,000 pounds in 1920 to 11,501,745 pounds in 1932, and of
evaporated milk during the same period from 101,006,000 to 39,-
305.309 pounds. Imports of condensed milk totalled only 699,000
pounds and those of evaporated milk only 489,000 pounds in 1932.

With insignificant imports and comparatively large exports, it
is obvious that the United Scates can and does meet competition on
a world market basis. ““The United States has been a leader in the
development of the condensed and evaporated milk and milk powder

Page In7
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industry. Methods have been invented and perfected, and machines
of all sorts have been developed here to an extent unequalled in any
other country. The fact that a large part of the various processes
are carried through by means of automatic machinery, and that the
labor cost is such a relatively small percentage of the rotal cost (about
10 per cent) is a considerable advantage to American preducers
when competing with Buropean manufacturers even though their
labor costs may be somewhat less. The largest items of expense are
milk, sugar, and cans, and American manufacturers are not ar a dis-
advantage, relative to their competitors in foreign countries with re-

spect to the price and supply of these materials”.’

TABLE 40

United States Production, Exports, and Imports of Condensed
and Evaporated Milk, 1918-1932 (In thousand pounds)

Year Condensed Milk: f Evaporated Milk
Production | PEzports | TImports Production | Exporis | Imports
1918 452,007 h28,759* | 20,927+ . 1,100,050 b ¢
1919 605,161 728,741% | 20,1842 | 1,234,202 b ¢
1920 363,914 607, 457* | 19,081* | 1,052,347 101,0062 c
1921 222 308 147,732% | 19,273* | 1,101,317 114,936= ¢
1922 260,748 56,804 | 2,037* - 1,019,997 | 130,692 ¢
1923 240,918 57,378 | 7,276 | 1,344,528 136,887 ¢
1924 234,710 64,025 | 4,714 | 1,272,527 142,284 1,738
1925 231,565 42,707 | 3,988 | 1,316,012 105,056 633
1926 210,681 38,711 I 343 | 1,245,309 75,838 1,320
1927 201,023 34,981 506 1,375,169 68,047 2,117
1928 333,826 | 38763 | 1,131 1,584,601 76,789 1,478
1929 401,718 | 41,243 | 620 | 1,804,930 | 68,943 2,014
1930+ 345110 | 29648 | 1401 ; 1,735214 | 60811 210
1931 ! 285474 | 19,324 | 619 © 1684533 | 55761 625
1932 | . 502 | g9 | 1T | 39,305 | 489

a Yéa?_e:ffciing June 30.
" Domestie exports of evaporated milk combined with condensed prior to 1920.
¢Imports not recorded prior to 10924,

Source: Production data from U. 8. Department of Agrieulture, Bureaun of Apri-
cultural Economics. FExport and import data from monthly and annua] reports of
the U3, Department of Commeree, Bureau of Foreipn and Domestic Commerce.

Effects of the Duties. The Hawley-Smoot Tariff of 1930
placed a duty of 1.8 cents a2 pound on evaporacted milk and 2.75 cents
a pound on condensed milk. It is difficult to show the need for the
duties, since the United States industry is on a decided export basis
in both of these products. The present rates are sufficient to keep
out imports, which at present are insignificant, and also to equalize

111 8. Tariff Commission, Tariff Information Surveys: Dairy Products, Wash-
ington, D. C., 1921, p, 79,
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the duties on fresh milk, cream, and butter. They are useless as far
as increasing domestic prices or benefiting the dairy industry are con-
cerned, and an increase would prove worthless.

Milk Powdercs

The Domestic Industry. Of the powders manufactured in
the United States in 1931, powdered skimmed milk is the most im-
portant. In 1931, 261,938,000 pounds were manufactured, as com-
pared with 50,535,000 pounds of buctermilk, 19,197,000 pounds of
malted milk, 12,627,000 pounds of whole milk, 9,562,000 pounds
of milk sugar, and 161,000 pounds of cream.

Most of the powdered milk manufactured is made from skim.
med milk, because it keeps betrer than that which contains butterfat.
Powdered whole milk is likely co become rancid unless refrigerated.
Milk powders are used in the manufacture of oleomargarine, ice
cream, confections, and baked goods.

Competition. Import data show milk powders as dried and
malted milk, and export data as dried milk and cream. Separate
data are not recorded.

Since 1927 the United States has annually exported more
powdered milk and cream than she has imported. In 1931 these
exports tatalled 12,790,000 pounds, while imports of both dried and
malted milk totalled but 1,134,000 pounds. In 1932 exports totalled
1,903,993 pounds and imports 596,448 pounds. Obviously the
United States can and does meet competition in the manufacture of
milk powders on a world market basis.

TADLE 41

United States Production, Exports, and Imports of Powdered
Milk and Cream, 1922-1932
(In thousand pounds)

E P 3 Not reported separatels-
Exports | Imports : A
Year ,_%! 39.“‘““5 c].‘ﬁl:mﬁ b Not reported prior to Januy-
Milk . oreamse | Lredms aryv 1, 1924,
1922 1 5,699 | 118 190 @ v ¢ Includes mnlted milk,

1
' Source: Produetion data from 17

|
!
!
1923( 6,560 | 328 | o437
1
|
|
]

J

1924 7,887 | 1,018 | 5529 | 1,870 5. Department of Agriculture, By.
1925 8,931 1 339 | 3.649 | 5430 reau of Agricultural Eeonomiee,
1926 | 10,768 | 331 | 2,661 ) 5,224 Export and import dats frop
1927 1 11.464 | 338 3,396 | G.828 monthly and annual reports uf th,
1928 9605 | 673 ] 4016 1 3885 U. 8 DEpa::tnu:nt of Commere,,
129 113,202 1 294 | 5,342 0 4,186 Burcau of Foreign and Domeutie
1030 | 15440 ' 400 | 6,223 | 2,603 Lommerce.

1931 " aeT 161 ' 12,790 | 1,134°
1030 . 1,904 | 596°
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Effects of the Duties. The Hawley-Smoot Tariff of 1930
placed a duty of 6.5 cents a pound on powdered whole milk, 12.33
cents a pound on powdered cream, 3 cents a pound on powdered
skimmed milk or powdered buttermilk, and 20 per cent ad valorem
on malted milk and milk sugar. These duties, while sufficient to
keep imports considerably below exports, are not prohibitive. They
are sufficient to equalize the duties on fresh milk and cream, butter,
and other dairy products. If they were raised high enough to be
prohibitive, the benefits to the dairy industry would still be insig-
nificant, since it would require only .02 per cent of domestic milk
production to manufacture the powdered milk imported in 1932, and
the present exports could be diverted to domestic use if impores were

prohibited.
Conclusions

Whatever benefits American dairymen secure from the cariff
are virtually all secured from the butrer, cheese, milk, cream, and
casein duties. These benefits have been discussed in Chapters II to
IX, inclusive, and are summarized in Table 42. The duties on all
other dairy products, including condensed and evaporated milk,
powdered whole milk, cream, skimmed milk, buttermilk, malted milk,
and milk sugar appear to be ineffective because the United States
competes in the world market in these products, especially in con-
densed and evaporated milk. However, even if the duties on milk
powders, particularly cream powder and milk sugar,” were fully ef-
fective, the total benefits would be insignificant compared with those
secured from the butter, cheese, milk, and cream duties because of
the minor position of milk powders in the domestic dairy industry.

® Available export and import data indieate that the United States is on a
decided export basis, or is at least not subjected to noticeable competition from

. foreign countrics in powdered whole milk, skimmed milk, buttermilk, or malted
milk,
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TABLLE 42

Estimated Benefits Secured by American Dairymen from the Various
Tariffs on Dairy Products, 1932

Benefits as o of

Product 1930 duty ‘ Benefits total farm income
. ___fio_m groduct
Butter . e 14.0¢1b. ‘ $74,655,000 12.0
Cheddar cheese 7.0¢ 1b. | 9,687,000 2L.7
Swiss cheese ... ieececrareas 7.0elb, ! 1,344,000 12.5
Milk and 6.5e gal.] |

56.6¢ gal. 18,000,000 12.5Y

5.5¢ 1b; 1,800,000¢ 74.2

| Negligible® |

» Estimated for 1932 from data for last six months of 1030. 1031 and 1932 data
nut available.

b Represents percentage of total farm income from nilk and eream in the three
eastern regrons {Boston, New York and Philadelphia), Total farm income in these
regions caleulated by multiplying average yearly milk production (about 12 billion
pounds) by the average price paid New York farmers for milk in 1932 as reported
by the Dairvmen’s League ($1.20 per hundred pounds).

¢ Based on 1931 production of approximately 35 millivn pounds.

@ Includes condensed and evaporated nitlk, powdered whole milk, eream, skim-
med milk and buttermilk, malted milk, and milk sugur.

« The United States competes in the world market in all of these products, ex-
cept possibly in eream powder and milk sugar, for which there are no separate
import and export data available. However, these produets heold a minor positien
in the United States dairy industry.

Source: All of the above bencfits have been ealeulated by the price differential
methaod, i, ., by multiplying the domestic production by the differentinl which ex-
istil between prices at home and abroad, with due allowanee for transportation
and other costg, Thus determined, the benefits shown ahove represent the maximum
possible and not neeessarily the actual benefits, However, for reasons puinted out
throughout this study and particularly in Chapter I11, they are the best available
egtimates of the actual benefits of the duties.
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