
GAO United States 
General Accounting Office 
Washington, D.C. 20548 

Resources, Community, and 
Economic Development Division 

B-262140 

September 29, 1995 

Congressional Requesters 

In April 1994, leaders from more than 117 countries signed 
the Final Act of the General Agreement on Tariffs and 
Trade's (GATT) Uruguay Round negotiations. The Uruguay 
Round agreement represented the first time that 
participants had addressed substantial reform of 
agricultural trade. In an attempt to stabilize the world 
agricultural market and liberalize trade, the agreement 
requires member countries to make specific reductions in 
three areas --market access restrictions, export subsidies, 
and domestic support--over 6 years, from 1995 through 2000. 

To reduce restrictions on market access, the United States 
and other GATT-member countries agreed to certain 
provisions. Exporters of dairy products to the United 
States will gain a 30,992-metric ton increase in the import 
quota for cheese, from 110,999 metric tons to 141,991 
metric tons. For this additional imported cheese, the 
United States also agreed to increase the proportion of 
cheese for which exporting countries may select a U.S. 
importer. In addition, the United States will reduce both 
the volume subsidized and the level of subsidy offered on 
exports through its Dairy Export Incentive Program (DEIP). 

One issue not resolved by the Uruguay Round agreement was 
the treatment of state trading enterprises. These 
enterprises are generally considered to be governmental and 
nongovernmental enterprises that are authorized to engage 
in trade and are owned, sanctioned, or otherwise supported 
by the government. While state trading enterprises are 
generally subject to GATT provisions, some U.S. 
agricultural producers are concerned that state trading 
enterprises, especially those with a monopoly on imports or 
exports, may operate in ways that bypass the Uruguay Round 
agreement and adversely affect U.S. agricultural producers. 
You expressed particular interest in the operations of one 
state trading enterprise-- the New Zealand Dairy Board--and 
asked us to report on its operations in the United States. 
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As agreed with your offices, we are providing information 
on (1) the arrangement agreed to in the Uruguay Round for 
an increased allocation of cheese to U.S. importers and the 
effect of this arrangement on the U.S. dairy sector; (2) 
U.S. trade remedies that are available to protect the dairy 
sector and the extent to which they have been applied to 
cheese imports; (3) operations of one state trading 
enterprise--the New Zealand Dairy Board--in the United 
States; and (4) ways that DEIP may best be used as export 
subsidies decline. 

In summary, we found the following: 

-- The Uruguay Round agreement increased the proportion of 
total cheese imports for which exporting countries may 
designate the importer. This agreement allows most 
exporting countries to designate the importers that the 
U.S. Department of Agriculture (USDA) will license to 
import the additional cheese granted access under the 
Uruguay Round agreement. As a result, these designated 
importers will be able to sell their additional cheese 
on the domestic market. For the U.S. dairy sector as a 
whole, this change is not likely to have a significant 
impact on prices or market share. Regardless of who 
imports the cheese, there is no incentive for the 
importer to sell at less than prevailing prices to 
increase market share because the quota system limits 
market access. 

-- A number of trade remedies are available to protect the 
U.S. dairy industry and USDA's milk price support 
program from import competition. Those laws most 
applicable to cheese imports--section 702 of the Trade 
Agreements Act of 1979 and section 22 of the 
Agricultural Adjustment Act of 1933, as amended--allow 
for investigations of trade practices that may 
negatively affect the U.S. dairy industry or USDA's 
milk price support program and provide certain 
remedies, such as quantitative restrictions or fees on 
imports. According to the Department of Commerce, 
section 702 has been used 14 times since 1979, and 
according to the United States International Trade 
Commission, section 22 has been used 3 times since 
1979. As a result of the Uruguay Round agreement, 
section 22 no longer applies to GATT-member countries 
but still applies to nonmember countries. Also, USDA 
is rewriting the regulations that currently provide 
additional protections to importers of "quota cheese." 
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The New Zealand Dairy Board is chartered by the New 
Zealand government to be the sole exporter of dairy 
products. It also operates a wholly owned subsidiary 
in the United States--Western Dairy Products, Inc.-- 
which held the license rights to import 59 percent of 
New Zealand's quota cheese exports in 1994. By acting 
as both exporter and importer, the Board can more fully 
gain the difference between world prices and the higher 
U.S. prices. 

-- USDA has recently made several changes to DEIP to make 
it a more useful tool in maintaining the level of U.S. 
dairy exports in the post-GATT environment of declining 
export subsidies. In particular, USDA now allows 
exporters to use DEIP in Asian markets, and it makes 
subsidy allocations on a regional, rather than country- 
specific basis. Exporters stated that they support 
these changes but would like some additional changes-- 
such as further regional consolidations--to increase 
the program's flexibility. Even with these changes, 
exporters and producers said that the long-range 
benefits of DEIP for market development will be limited 
unless domestic prices come more into line with world 
prices. 

BACKGROUND 

As part of the market access provisions of the Uruguay 
Round agreement, the United States has converted nontariff 
trade barriers (import quotas) into tariffs for selected 
commodities. The agreement requires that a limited level 
of imports be permitted at a low tariff rate and that any 
imports beyond that level be assessed a tariff at a higher 
rate. (These tariffs are collectively known as tariff-rate 
quotas.) In the case of cheese, the United States agreed 
to increase the amount of cheese eligible for the low 
tariff rate by 30,992 metric tons, from 110,999 to 141,991 
metric t0ns.l (Enc. I describes the additional access by 
country and cheese type under the agreement.) The lower 
tariff rates start at about 10 percent ad valorem' and vary 

'Total U.S. cheese imports in 1994 were about 151,392 
metric tons, representing 4.76 percent of total domestic 
cheese consumption. About 70 percent of the imported 
cheese was subject to quota restrictions. 

2An ad valorem duty is a duty expressed as a fixed 
percentage of value. 
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by type of cheese. The second, higher tariff rate is 
equivalent to about 100 percent ad valorem. The United 
States will reduce this second tariff by 15 percent over 
the next 6 years to rates that are equivalent to about 85 
percent ad valorem. This is the minimum reduction required 
under the agreement. According to USDA, this tariff will 
remain prohibitively high and therefore is not expected to 
increase market access beyond that allowed by the low 
tariff rate. 

As part of the export subsidy provisions of the Uruguay 
Round agreement, the United States agreed to reduce its use 
of DEIP to subsidize U.S. dairy exports. DEIP, established 
by the Food Security Act of 1985, provides subsidies for 
certain U.S. dairy products to allow them to compete with 
subsidized products from other countries. In 1995, USDA 
allocated DEIP subsidies for sales of milk powder, 
butterfat, and certain types of cheese in targeted markets. 
Under this program, an exporter negotiates a sales price 
with a prospective buyer in an eligible country. The 
exporter then submits a request (bid) to USDA for a subsidy 
that would allow the sale to take place at the agreed-upon 
price. USDA accepts or rejects the exporter's bid, 
depending on the competitiveness of the sale in that 
particular country and the level of subsidy requested. An 
acceptable bid must fall within the minimum sales price and 
maximum subsidy levels set by USDA. These levels are based 
on commercial sales activities in that market. The subsidy 
is paid after the exporter furnishes evidence that the 
specified commodity has been exported to the targeted 
country under the terms of the agreement. 

URUGUAY ROUND CHANGES TO OUOTA CHEESE ALLOCATIONS 
AND THE EFFECT ON CHEESE IMPORTERS 

The Uruguay Round agreement gave the countries that 
received increased access to the U.S. cheese market the 
right to designate the importers that could import this 
additional cheese. This provision increases the proportion 
of tariff-rate quota cheese for which the exporting country 
may designate the importer. 

Countries were first given the right to designate importers 
for the increased cheese exports as a result of USDA 
regulations that were implemented following the Tokyo Round 
agreement of GATT. This agreement was signed in 1979. 
Under these regulations, USDA was permitted to allocate no 
more than 50 percent of the new tariff-rate quota on cheese 
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created by the agreement among historical licenseess3 USDA 
allocated the remainder to importers designated by 
exporting countries or importers chosen through a random 
lottery.4 Before 1979, historical licensees had been the 
primary beneficiaries of new and increased cheese quotas. 
Importers not designated by exporting countries to import 
the additional quota cheese have limited opportunities to 
increase their imports unless they (1) purchase an existing 
company that already holds historical licenses or (2) gain 
access to the limited number of tariff-rate quota cheese 
licenses that are issued every year as renewable or random 
lottery licenses. These licenses represented about 16 
percent of the pre-Uruguay Round cheese quota. U.S. 
importers that hold historical licenses to import cheese 
will not lose their current level of access to the U.S. 
market by virtue of the Uruguay Round agreement. Any 
changes that might affect those licensees would be the 
result of changes made to USDA regulations governing the 
import of tariff-rate quota cheese. 

Exporters that designate their own subsidiaries will be 
able to earn profits both as exporters and importers of 
their tariff-rate quota cheese. According to USDA, 
exporting countries are likely to designate for the 
additional tariff-rate quota importers that their cheese 
traders believe will best promote and distribute their 
products. Some countries, such as Australia and Sweden, 
are expected to designate U.S. importers that are not 
subsidiaries of firms located in the exporting countries. 
Others, such as New Zealand and Norway, are likely to 
designate subsidiaries of their dairy cooperatives or 
boards in the United States. 

Domestically, the provision to allow exporting countries to 
designate importers will primarily affect cheese importers. 
Designated importers will be able to sell more imported 
cheese in the domestic market, while those that are not 

31mport firms holding licenses issued by USDA are known as 
licensees. These licenses, which are renewed annually, 
authorize an importer to import a particular type of cheese 
from a particular country. Those licensees who had 
imported cheese before the imposition of quotas are known 
as historical licensees. 

4Some 
use a 
than 

countries, most notably 
lottery system to distr 

'to designate individual 

the European 
,ibute import 
importers. 

Union, chose 
rights rather 

to 
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designated will not gain additional tariff-rate quota 
share. 

Allowing exporting countries to designate importers is not 
likely to significantly affect prices and market share for 
the U.S. dairy sector as a whole. Imported cheese would be 
sold at lower prices only if sellers believed that they 
could increase market share. The allocation process only 
changes who sells the cheese, not how it is sold. Because 
the quota system limits access to the U.S. market, imported 
cheese is still likely to be sold at prevailing U.S. 
prices. Furthermore, the additional cheese tariff-rate 
quota that exporting countries can designate--25,017 metric 
tons--represents less than 1 percent of U.S. cheese 
consumption.5 Therefore, it is doubtful that the change in 
the allocation process will influence the price of cheese, 
the price of milk, or the dairy sector as a whole.6 

TRADE REMEDIES AVAILABLE TO PROTECT 
U.S. CHEESE MARKET 

A number of trade remedies are available to protect the 
U.S. dairy industry from import competition--principally 
section 702 of the Trade Agreements Act of 1979 and sectiol 
22 of the Agricultural Adjustment Act of 1933, as amended. 
Section 22 no longer applies to GATT-member countries but 
still applies to nonmember countries. Other trade remedy 
laws still available to the U.S. dairy industry are 
discussed in a report we issued recently.7 

5Although the total amount of additional cheese granted 
access was 30,992 metric tons, only 25,017 metric tons will 
be designated by exporting countries. Exporting countries 
will not designate the other 5,975 metric tons because the 
increase in access granted to Mexico, 5,550 metric tons, 
can be used by unlicensed importers, and the balance will 
be issued to importers by lottery. 

6For information on how the dairy pricing system operates, 
see Federal Dairv Proarams: Information on Dairv Pricinq 
and Related 1995 Farm Bill Issues (GAO/RCED-95-97BR, 
Mar. 27, 1995). 

'See GAO/OGC-95-24 (July 28, 1995) for a discussion of 
these other laws. They include sections 201-204 and 
sections 301-309 of the Trade Act of 1974, as amended; 
antidumping laws, countervailing duty laws, and section 332 
of the Tariff Act of 1930, as amended; and section 232 of 
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Section 702 is applicable only to cheese subject to tariff- 
rate quotas. If they believe that an exporting nation's 
quota cheese exports are subsidized and undercutting U.S. 
prices, petitioners (such as importers or producers) can 
request that USDA initiate an investigation. The Secretary 
of Agriculture and the Secretary of Commerce must complete 
their investigations within 30 days after receiving a 
petition. If the Secretary of Agriculture determines that 
the complaint is valid, the Secretary must advise the U.S. 
Trade Representative to negotiate with the foreign 
government. The foreign government has 15 days to 
eliminate the subsidies or price undercutting at issue or 
face additional fees. The Department of Commerce reports 
that it has conducted 14 investigations since 1979. The 
Uruguay Round agreement did not change the availability of 
this remedy.* 

Section 22 of the 1933 act, as amended, enables the 
Secretary of Agriculture to investigate imports that are 
believed to interfere with USDA's domestic commodity 
programs, such as the milk price support program. Under 
section 22, the U.S. International Trade Commission 
investigates these charges and reports its findings. On 
the basis of the Commission's report, the President may 
impose fees or quantitative restrictions on the imports in 
question. According to the Commission, it has conducted 
three investigations for dairy products since 1979. 
According to USDA, cheese was either not the subject of 
these investigations or was only the subject of a minor 
definitional change in the tariff system. In our 1993 
report, we noted that agency officials commented that this 
remedy was more complex and time-consuming than the section 
702 remedy. As noted above, section 22 no longer applies 
to GATT-member countries. 

USDA's regulations governing the import of dairy products 
under the tariff-rate quota contain certain protections for 
cheese importers. Currently, if an importer cannot use at 
least 85 percent of its license within a given year, USDA 
may require the importer to forfeit some portion or all of 
the license amount. However, USDA can exempt an importer 

the Trade Expansion Act of 1962. 

'For more information on the trade remedy laws, especially 
section 702, see Remedies to Counter Dairv Imoort 
Comnetition (GAO/RCED-93-82R, Apr. 21, 1993). 
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from such reductions if the importer can show that it did 
not import the required amount-because of an exporter's 
discrimination in making the product available. No 
importer has formally sought relief under this regulation. 
Some members of the dairy trade have recommended that USDA 
clarify these regulations to better identify the types of 
behavior that constitute discrimination against importers. 
Since USDA is revising these regulations, the exact nature 
of the provisions that protect cheese importers from 
discriminatory treatment by exporters may change. 

OPERATIONS OF THE NEW ZEALAND DAIRY BOARD 
IN THE UNITED STATES 

The New Zealand Dairy Board is chartered by the New Zealand 
government as the sole exporter of New Zealand dairy 
products. The Board purchases and markets dairy products 
intended for export and distributes net returns to 
contributing producers. It sells products in export 
markets directly through a worldwide network of holding 
companies and subsidiaries. Its U.S. holding company--Milk 
Products Holding (North America), Inc.--has a number of 
operating subsidiaries, including Western Dairy Products, 
Inc. (Western). This subsidiary is the North American 
company that handles New Zealand cheese subject to U.S. 
tariff-rate import quotas. All the cheese New Zealand 
exports to the United States is cheddar, cheeses similar to 
cheddar, or other American-type cheese and is generally 
used in processed cheese products. 

Western imports some quota cheese under its own licenses. 
In 1994, imports by Western accounted for 59 percent of New 
Zealand's cheese quota of 17,442 metric tons. By the end 
of 2000, Western is expected to hold licenses to import 69 
percent of New Zealand's 22,552 metric tons of tariff-rate 
quota cheese. The Board also arranges for sales of the 
remaining New Zealand tariff-rate quota cheese to the other 
U.S. license holders. The Board prices its cheese exports 
to the United States on the basis of prices set on the 
National Cheese Exchange in Green Bay, Wisconsin.g Since 
1990, the Board's quota cheese sales to the United States 
have generally peaked in May and June of each year. This 

'The National Cheese Exchange establishes prices for 
cheddar cheese in the United States. Traders buy and sell 
cheese on this exchange every Friday, and the price set 
through trade that week is an indicator of the supply and 
demand for cheddar cheese. 
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is primarily because (1) New Zealand's cheese production is 
seasonal, (2) New Zealand's dairy marketing year ends in 
May of each year, and (3) U.S. importers request more New 
Zealand cheese at this time of the year. These cheese 
sales generally occurred when prices for cheese in the 
United States were relatively high but had not yet peaked. 
(See enc. II for seasonal trends in New Zealand's milk 

production, cheese sales, customs entries of cheese, and 
U.S. cheese prices.) 

The Board, like exporters in other quota-holding countries, 
can take advantage of the difference between world and U.S. 
prices. (See fig. II.5 in enc. II for more information on 
price differences.) These higher prices are due to the (1) 
U.S. dairy program, which keeps domestic prices higher than 
they would otherwise be, and (2) cheese import quota 
system, which restricts the supply of generally lower- 
priced imports. The Board's structure--as both exporter 
and importer of New Zealand cheese--enables it to more 
fully take advantage of this price difference. As the sole 
exporter, the Board ensures that the price of New Zealand 
cheese is not bid down by numerous New Zealand cheese 
processors competing with one another for overseas sales. 
When importing through its subsidiary, the Board also gains 
profits that would otherwise go to unaffiliated U.S. 
importers. 

USES OF DEIP IN THE POST-URUGUAY 
ROUND ENVIRONMENT 

DEIP subsidies will be reduced over the next 6 years as 
part of the United States' compliance with the Uruguay 
Round agreement to reduce agricultural export subsidies. 
The United States will reduce its budget outlays for export 
subsidies by a total of 36 percent and the volume of 
products receiving export subsidies by a total of 21 
percent. These reductions will occur in six equal annual 
increments beginning in 1995. (See enc. III for more 
detailed information on the annual allowable export 
quantities and expenditures.) 

Despite these reductions in subsidies, exporters believe 
USDA's recent changes will allow easier use of the program. 
Most notably, exporters stated that the use of DEIP to 
subsidize sales in growing Asian markets is important 
because rising populations and rapid economic growth in 
Asia are fueling demand for dairy products. Exporters were 
also pleased that USDA had adopted their recommendation to 
use regional DEIP allocations, rather than country-by- 
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country allocations. They believe that regional 
allocations provide more flexibility for exporters to meet 
demand, thus allowing greater use of the allocations. In 
the past, an individual country's allocation was sometimes 
not used if demand was too low, while demand in neighboring 
countries sometimes exceeded allocation levels. 

Although exporters support USDA's changes to DEIP, they 
believe that further modifications are needed to make the 
program more flexible. They would like to see further 
regional consolidations and changes to the way USDA 
approves bids. Exporters stated that USDA's current 
process of approving each individual bid limits sales. 
They would prefer that USDA automatically approve a bid as 
long as the required subsidy is within USDA's maximum 
allowable subsidy for that destination. USDA is currently 
evaluating industry comments on changes to DEIP made in 
response to an Advance Notice of Proposed Rulemaking 
published on June 26, 1995. 

Even with improvements, these exporters and some 
representatives of dairy producers we spoke with said that 
the long-term benefits of DEIP for market development are 
limited. They view the program as a valuable transition 
tool in the post-GATT world but believe domestic prices 
must become more in line with world prices if the United 
States is to expand its dairy exports. 

AGENCY COMMENTS AND OUR RESPONSE 

We provided a draft copy of this report to USDA for its 
review and comment. We received written comments from the 
Acting Administrator of USDA's Foreign Agricultural 
Service. (See enc. IV.) USDA said that, overall, this 
report fairly characterizes the framework for importing 
tariff-rate quota cheese. There were two primary areas in 
our report that USDA suggested be modified: (1) the idea 
that the Uruguay Round agreement resulted in a major change 
in the licensing procedures for tariff-rate quota cheese 
imports and (2) the treatment of section 22 of the 
Agricultural Adjustment Act of 1933, as amended, as a 
remedy for unfair trade practices or for producers seeking 
import protection. To address the first point, we added 
clarifying language to explain that the precedent for 
allowing exporting countries to designate importers was 
actually set in 1979, following the Tokyo Round agreement. 
To address the second point, we emphasized that section 22, 
as amended, is not a remedy for unfair trade practices but 
rather is used to protect U.S. commodity price support 
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programs from interference by imports. USDA did not 
comment on the descriptions of the New Zealand Dairy 
Board's pricing policies or the timing of its sales. USDA 
suggested several additional specific changes to the draft 
of this report, which we discussed with USDA officials and 
incorporated, where appropriate, into the final report. 

SCOPE AND METHODOLOGY 

To address our objectives, we reviewed legislation and 
regulations concerning cheese imports, dairy export 
subsidies, and trade remedies. We interviewed USDA 
officials to discuss how the Uruguay Round is likely to 
affect the importation of tariff-rate quota cheese and how 
regulations governing those imports have changed. We also 
discussed trade remedies available to protect the domestic 
cheese market with officials from USDA, the U.S. 
International Trade Commission, and the Department of 
Commerce. 

We also spoke with several large U.S. importers of New 
Zealand cheese about how they conduct business with the New 
Zealand Dairy Board. To obtain information about the 
Board's operations in the United States, we spoke with, and 
obtained documents from, representatives of the Milk 
Products Holding Company and Western Dairy Products, Inc. 
We also obtained the views of dairy exporters on DEIP and 
the changes they have recommended to the program's 
operations. 

We obtained aggregate U.S. Customs data on entries of New 
Zealand cheese, U.S. cheese prices, and Uruguay Round 
tariff-rate quota allocations from USDA. We obtained world 
price data from the Food and Agriculture Policy Research 
Institute and production and sales information on New 
Zealand cheese from representatives of the New Zealand 
Dairy Board. All price information in this report is 
expressed in 1994 constant dollars. 

We also discussed the portions of this report that deal 
with the operations of the New Zealand Dairy Board with one 
of the Board's officials who represents both Western Dairy 
Products, Inc. and Milk Products Holdings (North America), 
Inc. Overall, he agreed with our description of the 
Board's operations in the United States and provided 
several clarifying suggestions that we incorporated, as 
appropriate, in the final report. 
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We performed our review 
1995 in accordance with 
auditing standards. 

between July 1995 and September 
generally accepted government 

We are sending copies of this report to 
congressional committees, the Secretary 
other interested parties. We will also 

'report available to others upon request. 

appropriate 
of Agriculture, and 
make copies of this 

Please contact me on (202) 512-5138 if you or your staff 
have any questions. 

ohn W. Harman 
Director, Food 

and Agriculture Issues 

Enclosures - 4 
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ENCLOSURE I ENCLOSURE I 

INCREASES IN ACCESS TO THE U S. CHEESE MARKET 
AS A RESULT OF THE UR;GUAY ROUND 

In 1994, exporters could export 110,999 metric tons of quota cheese 
to the United States. By 2000, the tariff-rate quota will increase 
to 141,991 metric tons. Imports of quota cheese represent 
approximately 3 percent of the total domestic cheese consumption. 
New Zealand held a 15.7-percent share of the overall quota cheese 
imports in 1994, and it will hold a 15.9-percent share in 2000. 
(See fig. 1.1.) The largest percentage increase in access to the 

U.S. market is for cheddar cheese, from 5,536 metric tons in 1994 
to 13,256 metric tons in 2000. (See fig. 1.2.) Imports of cheddar 
cheese, all under quotas, accounted for 0.2 percent of the total 
domestic cheese consumption in 1994. 
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Fiuure 1.1: Distribution of Additional Allocation of Cheese as a 
Result of the Uruauav Round Acrreement, bv Country 
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* “Any” means this total amount of cheese can be imported from any country in the world. 
**“Other countries” combines amounts for countries whose specific tariff-rate quota allocation is 
less than 800 metric tons and a residual for countries that have no specific tariff-rate quota 
allocation. 

Source: GAO analysis of USDA data. 
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Fiaure 1.2: Distribution of Additional Allocation of Cheese as a 
Result of the Urucruav Round Aareement, bv Cheese Twx 
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*“NSPF” is cheese that is “not specifically provided for” and is the amount of quota cheese that 
can enter the United States that has not already been specifically mentioned in the other 
categories. 
**“Unallocated” refers to the amount of cheese that had not been allocated to a specific cheese 
type or to any country as of August 1995. 

Source: GAO analysis of USDA data. 
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NEW ZEALAND DAIRY BOARD'S CHEESE SALES TO THE UNITED STATES 

New Zealand's cheese production and sales are highly cyclical, 
reflecting both the milk production season and the June-May dairy 
marketing year. In New Zealand, most cows graze on rain-fed grass 
rather than feed grains. New Zealand's location in the Southern 
Hemisphere results in a growing season that is opposite to the 
United States' growing season--New Zealand's spring and summer 
months correlate to the United States' fall and winter months. 
Cows calve from August through September, and peak milk production 
occurs from October to the end of December, when grass is most 
plentiful. Two-thirds of a season's milk is produced from October 
through December. 

Cheese production generally begins in August and has peaked in 
November for the last 5 years. (See fig. 11.1.) New Zealand's 
sales of quota cheese to the United States also follow a seasonal 
pattern. From 1990 to 1994, sales generally peaked in May of each 
year, the last month of the dairy marketing year. (See fig. 11.2.) 
Board representatives told us that the peak results from year-end 
sales of the current marketing year's inventory. This allows the 
Board to provide returns to producers within the year of 
production. 

U.S. Customs data indicate a similar pattern for entries of New 
Zealand quota cheese into the United States. Generally, entries 
peak in May, with some additional quantities entering the United 
States in subsequent months. 

U.S. cheese prices are cyclical, but the pattern has recently 
changed. Traditionally, prices started to rise in the spring and 
peaked in late summer or fall. However, since 1993, prices have 
peaked twice during the calendar year--in May and in late 
September/early October. It appears that this new pattern of 
double peaks is continuing into 1995. (See fig. 11.3.) According 
to an official in USDA's Economic Research Service, it is not clear 
what factors have caused this change. 

As a result of these import and price cycles, sales of New Zealand 
quota cheese to the United States were high from 1990 to 1994 at 
the same time that U.S. prices were high. (See fig. 11.4.) Before 
1993, cheese sales peaked several months before U.S. prices peaked. 
However, since 1993, sales and price peaks have occurred together. 

U.S. dairy prices tend to be higher than world prices because the 
U.S. dairy program keeps domestic prices higher than they would 
otherwise be, and the cheese import quota system restricts the 
supply of lower-priced imports. (See fig. 11.5.) The New Zealand 
Dairy Board, like any other exporter to the United States, benefits 
from this price differential. 
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ENCLOSURE II ENCLOSURE II 

Ficmre 11.1: Monthlv New Zealand Cheese Production, in Metric 
Tons, 1990-95 
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Source: GAO analysis of New Zealand Dairy Board data. 
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ENCLOSURE II ENCLOSURE II 

Ficmre 11.2: Monthlv New Zealand Ouota Cheese Sales to the United 
States, as a Percent of New Zealand's Annual Ouota, 1990-94 
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Source: GAO analysis of New Zealand Dairy Board data. 
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ENCLOSURE II 

Figure 11.3: Monthlv U.S. Cheese Prices, 1990-95 
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ENCLOSURE II ENCLOSURE II 

Fiaure 11.4: Monthlv Sales of New Zealand Ouota Cheese as a 
Percent of New Zealand's Annual Ouota. CornDared to Monthlv U.S. 
Cheese Prices, 1990-94 
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Source: GAO analysis of New Zealand Dairy Board and USDA data. 

21 CUO/RCED-95-280R, Cher8r Import8 



ENCLOSURE II ENCLOSURE II 

Fiaure 11.5: Monthlv U.S. and World Cheese Prices. 1990-95 
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Source: GAO analysis of Agricultural and Food Policy Center, Texas A&M University data. 
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ENCLOSURE III ENCLOSURE III 

DEIP'S ANNUAL ALLOWABLE OUANTITIES AND EXPENDITURES 
FOR DAIRY PRODUCTS 

Under the Uruguay Round agreement of the General Agreement on 
Tariffs and Trade, the United States will reduce budgetary outlays 
for export subsidies by a total of 36 percent and its quantities of 
dairy products receiving export subsidies by a total of 21 percent 
in equal annual increments starting in 1995 and continuing through 
2000. These reductions will be based on the average level of 
export subsidies from 1986 through 1990, although some of the 
reductions will begin from 1991-92 average levels. Table III.1 
shows permitted levels of subsidized export quantities and budget 
outlays for eligible dairy commodities on an annual basis from 1995 
through 2000. 
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ENCLOSURE III ENCLOSURE III 

Table 111.1: Annual Allowable Ouantities (in 1,000 tons) and 
Emenditures in ($1,000) 

Source: USDA. 
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ENCLOSURE IV ENCLOSURE IV 

COMMENTS FROM THE U.S. DEPARTMENT OF AGRICULTURE 
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ENCLOSURE IV ENCLOSURE IV 

p. 2, p, modify senw 1: As agreed with your offices, we are providing i&mdion on 
(1) whder &e Uruguay Round made any change to the pmcess that expxting countries use 
to allocate illmmed cheese quota..... 

p. 2, 13, @ace sentences 1 and 2 with: ‘The unlguay Round incmMed the pmportion of 
total cheese imports under tariff-rate quota for which expoding countries may choose the 
importer. The entire amount of the additional comtry-specifli cheem TRQ can benefit from 
this provision.” Dciete ‘change” in sentence 2. 

p.3,&: seewm5ntregard&Section22above. AlsoSectioa7O2oftheTfa&Actof 
1979, as amcded, applies to a very specific practice: pric~&rcut!ing of dome&c cheese 
by imparted TRQ cheese which can be shown to have been subsidizd It effectively 
rcplacedccoua-gdntylawforTRQW. 

p. 3, p: reconcile data on Western’s percentage of imports with that on p. 10. 

p. 4, Q,ackltoexp~pamShed: ThesetariffsundtheinqwtaleVdofimpu?7s . . . . 

P.5, &,addmM swtence: “....salehlthatpadcuhrcQuntry, mrdonfheImlofrhe 
bonusrequu~” 

p. 6,%, replace sente@es 2-5 witk “ti bilated Memonmda of Um which am 
piUtOfth&l8o8yROUlMlagEUllalt~lUll~~grrvsUpUtiUgCOUUtliU 
therighttodesigMeimpoM8fortbetotaloftbecouIl&&i&tiodmarket-ullder 
the TRQ. This effectively ittcmsu thepropdcmoftbeTRQcbeeaeimportsforwbkhthe 
exportingcountymaychoosetlusimporter. Before1979liccnse8forqwtaarti&4wexe 
issucdprimarilytoimporanwhohadim~theprodudpriarrtothaimpositianoftbe 
quotas(socalled’histarical’~),withsmall~setosidcfarnewbpsines#r(in 
theformofarcnewablelottczylicensc). Nomartthan5Opucauofthenewquotaacceu 
created by tbt Tokyo Round was allocated among such bhtorid @orters: the xudndcr 
wasissuedeithertoimpor@ndesignatedbyexporCngcount&sorthnn@arandom 
totterg.” f *-ifY sentenw6: ‘...toimportthtadditionalZRQcheese,havelimited 
oppmmtm to incEase their imports, shon of p-g m 4lzisthg Heme-iwmg 
co~,inchrdlngtirc~~arturdrmttotlrcimpontngtnrrinws..' (Also modifyfootaote4 
torea& About16~6ftheprauiugnayRaundquacpwasiasuedinrenewableor 
mndom Iottcry liccn8e.) 

p. 7, end of 71, add: y...acceu by wtw? of the Uruguay Round tlgnrmcM thc??uelm: 
my change which might c@ct those licmscr would be the rwJt of a n&-ma&&g pmcess. w 
Thisisneakdtocialifytbattbelule-makingpxclcesscanaffset~-. 

p. 7,12, modify: ‘Acceding to USDA, the designation providon pemd& expdng 
coJfn&s to choose i?npo~. . . . . b%nneco~,sucharAwnoltoand~,guutuuy 
designate a nuder of U.S. imports. Othm, such as . . . . are IiLcly to &signae 
subsiMes of their t&dry coo- or bmdv in the U&ted Stam.’ Bxpohg cm&q 
governments do the deignahg, gemally following the wish of their hdustry. However, 
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ENCLOSURE IV 
ENCLOSURE IV 

there is a new element in the pichn-the EC. It is not clear what they will do to allocate a 
relatively small qua&y of TRQ to the potdally very kge number of importers who 
represent mqudg exportm ill the EC-12. 

p. 8, (2: same comment regading Section 22 as above. Also, the former Section 22 quotas 
have~betnreplaotdby~TRQIforwTom~,itsapplicationis~~~to 
nou-WTO suppliers, who am not major dairy prodaccn. 

p. 8, 13, modify first sentewe: “...cheae subject to ZRQ’s.’ 

p. 9, 13, modify sentence 2: ‘somepoftionoraUoftbelianseamaunt.’ 

p. 10, 11, modify sentence 1: ‘No impoar has@taZZy sought relief...” 

p. 10, $2, modify IaM sentens: ‘AIltbecheeseNewZea&r~IexpokstotheUnitedStatc,sis 
cheddar, chcww &dir w &u&r or orlcct Ant&an-gyx cheese, and is...” 

p. 11, ~2,modifysentence2: ” . ..(2)thecha~eimpmtl2?Qsyabm. whichredctstbe 
supply of genenauy lower-priced imports: 

p. 13, Vl, ackltotheendoftbeparagraph: ‘USDAiscurntlyevabdng%&try 
commentsonchangsstotbeDEzpmadeinrtsponsstoanAdv;LaceNotiaofprapossd 
Ruhakbg published on J~IM 26,1995.’ 

P. 14, V2, modify sen@Ec ltocbrifythawedidnotpmvi&iib&iblentrydata(weam 
prohibited from doing so): ‘We obtaid aggmgare U.S. Clutomv &ra on au&s of Nnu 
zt!dlhd cheese....” 

Withregadtoyourtabkx 

Figure I. 1: 
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ENCLOSURE IV ENCLOSURE IV 

(150915) 
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