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USDA ANNOUNCES DAIRY SECTOR ACTIONS

WASHINGTON, Nov. 15, 2002 – The U.S. Department of Agriculture today announced several actions affecting both domestic and international dairy program operations.  Specifically, USDA announced program actions affecting imports of American-type cheese, the Milk Price Support Program, use of surplus nonfat dry milk (NDM) for humanitarian foreign assistance, and the Dairy Export Incentive Program (DEIP), as well as the current status of the Milk Income Loss Contract (MILC) program payments.

“The dairy sector is one of the most important to our agricultural economy and it is one of the most complex in terms of program operations,” said Agriculture Secretary Ann M. Veneman. “The programs are closely interconnected and, in taking these actions together, we have tried to make adjustments that will best serve dairy farmers and the entire dairy industry, not only in coming months but also over the longer term.”

The program actions announced today are described below.

Controls Activated for Surging American-type Cheese Imports

USDA announced today that it is applying the volume-based World Trade Organization (WTO) safeguard duty to above-quota imports of American-type cheese.  The duty rises 16 cents per pound to its maximum permissible level through December 31, 2002.  Under the Uruguay Round Agreement on Agriculture, the United States is entitled to apply an additional duty on imports of American-type cheese when imports exceed a specified trigger.  The trigger for cheese, based on a three-year moving average of past imports, allows for growth but prevents sudden unanticipated market penetration.  The trigger quantity has grown over four-fold in three years, from just under 9 million pounds in 1999 to over 36 million pounds this year. 

Imports as of Sept.30 were just over 48 million pounds, well above the trigger level of 36 million pounds.   The additional 16 cents per pound increases the overall duty to $0.64 per pound, or $1.407 per kilogram.  Product en route to the United States will be exempt from the additional duty.

Price Support Product Purchase Prices Adjusted

The Farm Security and Rural Investment Act of 2002  (2002 Farm Bill) extended the Milk Price Support Program to December 31, 2007, at the support price of $9.90 per hundredweight (3.67-percent milkfat).  The Commodity Credit Corporation (CCC) supports the price of milk by purchasing cheese, butter and NDM at announced prices.  To help CCC manage accumulated inventories and control costs from these purchases, the Department of Agriculture is permitted to adjust the balance between the purchase prices of butter and nonfat dry milk up to 

twice each calendar year.  
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CCC has continued to accumulate large supplies of NDM over the past two years, but has not purchased any butter.  CCC purchase prices for butter and NDM currently are out of balance with each other and their respective market prices.  This market misalignment has resulted in CCC accumulation of NDM stocks well above USDA’s ability to use the product, large taxpayer expenditures, growing storage costs, and widening market distortions.  

To bring better balance to the markets for butter and NDM, CCC will increase the price it pays for butter 19.52 cents to $1.05 per pound, and decrease its purchase price of nonfat dry milk 10 cents to $0.80 per pound.  These changes are effective for product manufactured on or after November 15, 2002.  


CCC purchases of NDM in fiscal year (FY) 2002 totaled 619 million pounds, up significantly from the 418 million pounds purchased in FY 2001.  At the end of FY 2002, USDA held an accumulated 1.3 billion pounds of NDM in inventory.  This amount is 166% of annual domestic commercial utilization.  The average annual disposition of CCC inventory over the last three years has reached only 120 million pounds.  This includes donations to international food aid programs, the National School Lunch Program , and other domestic food assistance programs, including donations to institutions such as hospitals and prisons.  This also includes a limited amount of product that has gone out of condition and sold at significant discount for animal feed manufacturing.   To help reduce this cumbersome NDM inventory and to reduce recurring storage costs, USDA recently has undertaken several initiatives.  These include:

· USDA implemented a livestock feed program  in August to assist livestock operators in the states most severely stricken by drought.  The program utilized NDM as a protein source in supplemental feed made available to farmers.  This program has used 75 million pounds of NDM to date and is expected to use over 100 million pounds by the time the program concludes at year-end.  It utilizes the oldest stock in inventory.

· CCC has also made available NDM for the production of casein, a high protein product used in cheese, other food products and some industrial applications.  Just over 1 million pounds of NDM has been used to date for this purpose.   It is anticipated that as much as 50 million pounds could be used over the next 12-month period.    

· USDA has also designated up to 441 million pounds of non-fortified, nonfat, low-heat dry milk available for humanitarian assistance through the program carried out under Section 416(b)  of the Agriculture Act of 1949.   (A Federal Register notice published October 31 provides more details.)  Currently, USDA is accepting proposals from U.S. private voluntary organizations and the World Food Program for programs that will use the NDM in beneficial ways. These include: distribution of NDM or products made from NDM to people in need; monetization for proceeds to fund several humanitarian objectives (HIV/AIDS, health, and nutrition); and school feeding programs.  The level of donations in each program will depend on a comprehensive market analysis to ensure that utilization will not affect commercial sales or production in recipient countries. 
USDA also encourages the submission of other proposals that would use more of the existing NDM inventories.


The accompanying fact sheet provides a tabular summary of the new prices.  Further terms and conditions for purchases of dairy products will be contained in subsequent announcements.  
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U.S. Dairy Products Moved to World Markets

USDA also is announcing today the second allocation under the 2002/03 DEIP.  Today's announcement makes available an additional 25,576 metric tons of NDM, 7,912 metric tons of butterfat and 1,137 metric tons of various cheeses.  The total WTO limits for this year’s DEIP are 68,201 metric tons of NDM, 21,097 metric tons of butterfat and 3,030 metric tons of various cheeses.  With today's announcement, USDA has now made available a total of 42,626 metric tons of NDM, 13,186 metric tons of butterfat and 1,894 metric tons of various cheeses under this program.   Individual product and country allocations will be specified in Invitations for Offers, which will be available next week.  Invitations will be posted on the Internet at http://www.fas.usda.gov/excredits/deip.html, or will be available by calling FAS at 202-720-3224 or 202-720-6211.

USDA is utilizing a partial allocation process this year to better manage the DEIP sales program, make more of the product available throughout the entire year, and maximize the use of the program.   The announcement of this allocation will assist U.S. dairy producers to improve their competitive position and build sustainable international markets.

Producer Payments Underway 


The 2002 Farm Bill  added another safety net program for dairy farmers by creating a new national dairy payment program, the Milk Income Loss Contract (MILC) program, that compensates producers when milk prices fall below a Congressionally specified level.  Signup for the new program began in mid-August.  Since October 1, USDA has issued payments of $612 million under this program and expects the total during FY 2003 to exceed $2 billion.  

MILC payments occur in months when the price of Class I milk in Boston under the Northeast Milk Marketing Order falls below $16.94 per cwt.  The payment rate is 45 percent of the difference between $16.94 and the Boston Class I price for that month.

In addition, the Department continues to make payments to dairy producers affected by drought under the Livestock Compensation Program (LCP).   Dairy producers in counties that have received primary disaster designations due to drought in 2001 and/or 2002 are eligible for the program and will receive a fixed payment of $31.50 per head for dairy cows they owned as of June 1, 2002.  To date, USDA has paid $100 million to dairy producers under this program.

“This series of actions will help better balance markets for U.S. dairy producers, improve the sector’s competitive position in world trade, and use U.S. dairy products to meet humanitarian food assistance need,” Veneman said.    
#


Corrected Version (Footnotes were changed)

PROGRAM FACT SHEET
PURCHASE PRICES FOR SURPLUS DAIRY PRODUCTS
(Dollars Per Pound)
PRODUCTS


Produced Before


Produced on or After
November 15, 2002


November 15, 2002
and Offered by


     
November 29, 2002



BUTTER:
U.S. Grade A or higher


0.8548




1.0500
 25-kg blocks, salted 
NONFAT DRY MILK:  1/
Nonfortified



0.9000




0.8000
Fortified (Vitamins A & D)
            0.9100




0.8100
CHEESE:  2/
40-lb. Block Cheddar  3/


1.1314





1.1314
500-lb. Barrel Cheese  4/


1.1014




1.1014
1/
Spray Processed, U.S. Extra Grade, not more than 3.5% moisture, 25-kg bags.  Nonfat dry milk in bags, which are classified as “Type X”, will be accepted at a discount of 0.50 cent per pound.
2/
Standard moisture basis (37.8 to 39.0% moisture).  The prices per pound for bulk cheese, which contains less than 37.8% moisture, can be calculated using the following formula:  (100% - % moisture x base price) divided by 61%; the result rounded to the nearest fourth digit to the right of decimal.  Fifth digit of 5 or more is rounded up, 4 or less is rounded down.
3/
U.S. Grade A or higher, not more than 38.5% moisture.
4/
U.S. Extra Grade, not more than 36.5% moisture.
