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EU Enlargement ... U.S.-Mexico Avocado Trade . ..
the Grape Industry ... & Stafte Trading Enterprises

Ag Trade Prospects
In an Enlarged EU

The prospective enlargemenf the
European Union (EU) into Central and

Eastern Europe (CEE) could add as ma
as 100 million new consumers to the EU

market and double the number of farme
having potentially profound effects on
global and U.S. agricultural trade. Ten

CEE countries, including the Baltic state

have applied for EU membership—
Bulgaria, the Czech Republic, Estonia,
Hungary, Latvia, Lithuania, Poland,
Romania, Slovakia, and Slovenia.

Initial USDA analysis indicates that
accession to the EU and subsequent
implementation of EU agricultural poli-
cies will raise CEE agricultural output,
particularly in the livestock sector,
increasing demand for feedstuffs.
Preferential CEE trade agreements with
the EU, in addition to geographic ties,
could limit U.S. trade potential in this

Taiwan’s Hog Disease:
Ripple Effects

growing market. But the expanding CEE The recent outbrealof foot-and-mouth _ _
feed market will create opportunities for (FMD) disease in Taiwan has precipitated(STE’S) have been important players in

additional U.S. corn and oilseed exports, hans on imports of Taiwanese pork by ~ Wworld trade for decades. Over 30 member-
and the region will be a strong magnet folseveral EMD-free nations. The FMD crisiscountries have reported to the World

U.S. investment in ag-related enterprise

Ban Lifted on Mexican Avocados

The partial lifting of a longstanding ban
on avocado imports to the continental
U.S. from Mexico is viewed in some

guarters as an early indicator of the U.S.

approach to new disciplines on sanitary

and phytosanitary (SPS) measures under
recent trade agreements. The decision fo

lowed comprehensive study of the pest

risks and reflects USDA's commitment to
basing phytosanitary policy on sound sci-
ence, and to adopting risk-reducing mea-

sures that are least trade restrictive.

Quarantine, will allow shipments of avo-
cados from certified groves in Mexico to

S.will also mean some reduction in U.S.

harvested fruits, nuts, and vegetables.
Following production declines in 1996,
grape industry sources from the three
major producing states (California, New
York, and Washington) indicate their 1997
crops appear to be in good condition.

Fresh grape consumption has been trending
upward in the U.S. since the mid-1970’s.
Grape juice consumption and demand for
American wines have also increased,
although per capita growth in domestic

wine consumption in the 1990’s has been
limited, as increased demand combined
with unfavorable weather to push wine
supplies below average. The U.S. remains a
net importer of grapes for all uses except
raisins, but the export share of domestic
grape production has risen steadily from a
9-percent average in the 1970's to 17 per-
cent in the 1990’s, with last year’s export
value reaching $209 million.

State Trading Enterprises & the WTO

Agricultural state tradingenterprises

Trade Organization (WTO) the combined

corn exports as Taiwan’s pork production presence of nearly 100 STE's in their agri-
falls. The U.S. supplies over 90 percent ofultural sectors, and there is concern that
the corn used as feed by Taiwan's pork Some WTO member countries will use

industry.

Reductions in U.S. corn exports are
domestic feed use as hog production
opportunities. In the wake of the FMD

to rise, especially to Japan, Taiwan’'s

expected to be partially offset by a rise in
Expands, enhanced by increased export

problem, U.S. pork exports are expecte

export-oriented STE's to circumvent
Uruguay Round commitments and engage
in unfair trading competition. The lack of
transparency which characterizes the oper-
ations of STE’s makes it difficult to deter-
mine whether they win sales because of
true competitive advantage or because of

d practices such as excessive price cutting.

largest market. Taiwan’s loss in exports toAmong current WTO member countries,
Japan is expected to be about 705 milliorfour STE’s dominate the list of STE

pounds of pork, and the U.S. is expected exporters when ranked by value of major

» _ to capture nearly 40 percent of the gap. agricultural commodities shipped—the
Revision of Q56, the Fruit and Vegetables

Grape Consumption Strong

Canadian Wheat Board, the New Zealand
Dairy Board, the Australian Wheat Board,
and the Queensland Sugar Corporation.

be exported to 19 northeastern states andrhe U.S. is the world'shird-largest grape Also sparking interest in STE's is the
the District of Columbia from November producer, accounting for 10 percent of

through February, beginning in 1997. Theglobal output. Domestically, the U.S.

opening amounts to less than 5 percent
the current U.S. avocado market.

rape industry for the last 10 years has

logged the highest farm value of all

number of countries seeking accession to
the WTO—e.g., China, Taiwan, Russia,
and Vietnam—which use these enterprises
to implement agricultural policies.
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Jack Harrison

Field Crops

Mother Nature Stirs
Up Wheat Market

The wheat market has been on a wild ri
this spring, with wheat prices rising
sharply in mid-April following news of
significant freeze damage in prime winte
wheat growing areas in the Southern
Plains, then partially falling back as crop
prospects improved. The freeze curtaile
what many observers thought would be
blockbuster crops in Kansas, Oklahoma
and Texas. Excellent crop conditions in
these states had pointed to a large boos
hard red winter wheat output from last
year’s drought-afflicted crop. Instead,
USDA's first forecast of winter wheat prg
duction is up just 6 percent from 1996 tq
1.56 billion bushels.

Also contributing to price fluctuation in
recent months was delayed planting in t
Northern Plains, where a large portion 0
the U.S. spring wheat crop is grown.
Chilly temperatures, along with the
extremely wet field conditions following
spring storms and snowmelt, especially
the Red River Valley, slowed spring whe
planting in the region. Recent favorable
weather has allowed farmers to catch uj
As of May 25, farmers had planted 83
percent of the spring wheat crop, in line
with the 5-year average.

With good planting conditions and war
weather, spring wheat plantings could
increase from earlier expectations, offse

production is forecast at 2.26 billion
bushels in 1997, down 1 percent from last
t-year. With larger beginning stocks and

ting the slow start to the planting season.steady year-over-year imports, the U.S.

Recent price strength in the wheat mark
may encourage spring wheat farmers in
the Northern Plains to increase planting
The first firm indication of spring wheat
plantings will be published on June 30,
USDA's Acreagereport. The first produc-
tion forecast for spring wheat (based on
surveyed yields and acreage) will be on
July 11, 1997.

Assuming spring planting intentions
(from USDA's Prospective Plantings
released in March), as well as 5-year
average yields and harvest-to-planted
ratios for spring wheat, total U.S. wheat

etvheat supply in 1997/98 is forecast to rise
almost 3 percent. Ending stocks will build

s.from last year. A rise in stocks relative to
use is expected to pressure farm prices

ndownward in the new marketing year that
begins June 1. The season-average farm
price of wheat is forecast at $3.60-$4.20
per bushel in 1997/98, down from $4.35
in 1996/97 and $4.55 in 1995/96.

Although the market has cooled since the
freeze, prices are expected to be support-
ed in 1997/98 by a moderately tight world
situation. Combined production by the
five major wheat exporters—the U.S.,

U.S. Field Crops—Market Outlook

Area Total Domestic Ending Farm
Planted Harvested Yield Output supply use Exports  stocks price
—Mil acres —  Bu/acre Mil. bu $/bu
dWheat
1996/97 75.6 62.9 36.3 2,282 2,748 1,298 985 465 4.35
1997/98 69.2 61.0 3741 2,261 2,817 1,260 1,000 557 3.60-4.20
¢ Corn
1996/97 79.5 731 1271 9,293 9,729 6,995 1,825 909 2.70-2.80
1997/98 814 75.1 131.0 9,840 10,759 7,360 2,050 1,349 2.25-2.65
d Sorghum
1996/97 13.2 11.9 67.5 803 821 550 215 56 2.30-2.40
1997/98 10.9 9.8 67.6 665 721 424 200 97 2.00-2.40
Barley
t 1996/97 7.2 6.8 58.5 397 531 407 35 89 2.77
1997/98 7.0 6.6 59.7 395 524 417 35 72 2.10-2.50
_ Oats
1996/97 47 2.7 57.8 155 322 245 3 74 1.95
1997/98 5.3 3.2 58.0 187 361 280 3 78 1.40-1.80
Soybeans
1996/97 64.2 63.4 37.6 2,382 2,576 1,556 895 125 7.35
h 1997/98 68.8 67.5 38.5 2,600 2,730 1,580 890 260 5.50-7.00
if Rice Lbs./acre ———Mil. cwt(rough equiv.) $/ewt
1996/97 2.82 2.80 6,121 171.3 206.9 104.7 78.0 24.2 9.85-10.05
1997/98 2.88 2.82 5,762 162.5 199.2 106.6 71.0  21.6 9.75-10.75
X Lbs./acre Mil. bales c/Ib.
I Cotton
a  1996/97 14.6 12.9 707 18.9 22.0 10.9 7.0 41 69.50
1997/98 14.5 133 670 18.5 22.6 11.0 7.3 43 *
p  Based on May 12, 1997 World Agricultural Supply and Demand Estimates.

*USDA is prohibited from publishing cotton price projections.

See table 17 for complete definition of terms and data

Economic Research Service, USDA

for prior years.
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Canadathe Eubpean UnionAustralia,
andArgentina—is pojected to dop 6 per
cent.While gains elseher in the vorld
neaty offset the deline for major &-
porters, ending stoks for the vorld will
remain elatively low.

DennisA. Shields (202) 219-0768 and
James Banes (202) 219-0711
dshields@econggov
jbarnes@econggov

For fur ther information, contact
Dennis Shields ancathes Banes,domes
tic whea; EdAllen, world whea and £ed
grains;Allen Baker and te Riley,
domestic éed gains; Nahan Childsyice;
Scott Sandrd and Mak Ash, oilseeds;
Steve MacDonaldworld cotton; Bob
Skinner and Les Mer, domestic cotton.
All are & (202) 219-0840L%]

Livestock, Dairy & Pouliry

Hog Disease in
Taiwan Affects U.S.
Pork & Corn Exports

The ecent outleak of bot and mouth
disease (FMD) ifTaiwan,which resulted
in a ban on impas of Taiwanese pdr
by several counties, has bcused world
attention onTaiwan’s pok industy. Pork
dominaes both megproduction and
consumption ifaiwan.

Before the FMD outheak in edly 1997,
hogs were Taiwan’s most impdiant ari-
cultural commodity accounting ér 29
percent of the alue of livesto& and cop
production,and since the ta 1980% the
leading aricultural export commodity
Before the ecent FMD bansTaiwan was
expected to xport 360,000 metc tons of
pork this year—28 perent of poduction.

For centures ha production vas an inte
gral pat of faming in Taiwan, absorbing
family labor, waste bods,fam byprod-
ucts,and other synlus esouces,and in
retum, providing supplemental cash
income and maure for eniching the soil.
Since the e 19605, Taiwan’s hay indus

Economic Research Service/USDA 3
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World Commaodity Market Outlook

Year Production1 Exports2 Consumptionl’3 Carryoverl
Million tons
Wheat 1996/97 581.2 113.0 577.1 109.3
1997/98 578.4 110.8 572.4 115.3
Corn 1996/97 588.8 68.0 570.2 84.6
1997/98 598.5 71.7 591.3 91.8
Barley 1996/97 153.2 15.2 149.1 23.0
1997/98 148.1 155 151.1 20.1
Rice 1996/97 377.4 18.5 375.8 51.8
1997/98 377.3 18.5 377.5 51.7
Oilseeds” 1996/97 257.8 45.4 216.7 17.5
1997/98 273.0 NA NA NA
Soybeans4 1996/97 132.5 34.9 114.7 14.2
1997/98 NA NA NA NA
Soybean meal® 1996/97 91.0 32.7 91.3 83
1997/98 NA NA NA NA
Soybean oil* 1996/97 20.4 5.9 20.5 2.2
1997/98 NA NA NA NA
Million bales
Cotton 1996/97 88.0 26.7 86.4 375
1997/98 87.5 27.2 88.5 36.5

NA = Not available.

1. Aggregate of local marketing years. 2. Wheat, July-June; coarse grains, October-September; cotton,

August-July. Rice trade is for the second calendar year.

All trade includes trade among countries of the

former Soviet Union. All grain trade excludes intra-EU trade; oilseed and cotton trade include intra-EU
trade. 3. Crush only for soybeans and oilseeds. 4. Brazil and Argentina adjusted to October-September.

Economic Research Service, USDA

try has undegone damdic changs simi
lar to those in the 1$. hog industy.

In 1960,about 94 perent ofTaiwan’s
farms rised hgs, but with an &erage of
only four head peradm. By 19950nly 3
percent of Taiwanese dms ised hgs,
but the peifarm average had inceased to
402 headAlthough dout two-thirds of
Taiwan's hay opeetions had less than 20
head larger faims with heds of over
1,000 head accountedrf57 pecent of
the total iventoly—close to the 61 per
cent of irventoly held in the US. by oper
ations of tha size.

This rapid growth (gbout 600 pesent
from 1960 to 1995) and accompary
structural transbrmation in the hg indus
try have biought signifcant danges in
procurement of inputs yp hog produces,

paticulady feed Raher than supping
their ovn feed most poduces hae shift
ed to puchasing mitrient and érmula
feeds,of which impoted coase gains
and sgbeans & key ingredients. Cur
rently, Taiwan poduces onl about 5 per
cent of its coare gain requirements and
less than 1 peent of its sgbean needs.
As a esult, Taiwan has become a major
o maiket for feedstufs.

Hogs accountdr most of the coungts
feed needsyith poultry a distant second
Com is the dominantefed gain, and most
com—95 pecent— is impoted Com
imports increased durfold in the 197,
then douked duing the 198@. By the
eaty 19905, Taiwan’s con im-pots Sur
passed 5 million tongitting a ecod 6.3
million in the 1994/95 m&eting year
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The Nature of Foot & Mouth Disease

Foot and mouth disease (FMD) is higltdontagious, affecting pimatrily cloven-
hoofed animals (g., catle, she@, gods, hogs). The disease ishamcteized by
the formation of Histers on the tongudips, cheekspalae, and other tissues of the
mouth (educing apetite and hindérg food cowersion),and on the skinksove
the daws of the éet.The cause is a vis,which can bedund in the lod and
other bodiy secetions,suc as salia, milk, and ume. The virus can be spad ly
mary different cariers, including humanstlies, ticks, most meaproducts,
marure, semenfeedswater, and soil Although deghs of adult animals ém
FMD are not odinaiily high, the infected animals arusualy destoyed

To avoid infecting their n heds,naions ban impds of live doven-hoo&d
animals,and feesh,chilled, and flozen meés of those animal$tom aeas &peii-
encing outbeaks of FMD Under these banenly canned and cad megs from
susc@tible animals mg be impoted fom FMD-afected countes. Loss of fesh
and dilled med makets causes economic losses dounties where outbeaks

The US. is the leading supplier of caar
grain (mosty com) and sgbeans to
Taiwan, with makket shaes of wer 90
percent br both commodities. In 1996,
the US. exported 5.8 million tons of
coase gain and 2.6 million tons of ge
beans toraiwan,ead accountingdr
about a tenth of total 1$. exports of those
commodities. US. com exports to Taiwan
have averaged 212 million lushels per
year in the 199@) reading 234 million
bushels 6r the 1995/96 méeting year

Growth in the hg industy has made
Taiwan a major pde exporting county,
with virtually all exports going to dpan.
Expotts of slaughter hgs b@an in the
19505, but Taiwan iemained a small
exporter thiough the 197@. After an out
break of FMD in Denmérin 1982,
Taiwan made laye cains in the dpanese
pork maiket, becoming the leading suppl
er with a 46-pazent maket shae.

Taiwan’s eport situdion is complicéed
because of intense competition andedif
ent maketing stetegies among the man
supplies in Bpans lucitive pok mar
ket—2.05 billion pounds of pkrimpotts,
fresh and lilled, in 1996.Taiwan sup
plies all six patis of the hg cacass—
butt, picnic, loin, tendeloin, belly, and
ham—uwhile the US. is pimaiily a sup
plier of major pats products lile loins.

Taiwan has duieved gowth in maket
shae by becoming inceasingy sophisti
caed in meeting@anese consumer spe
ifications. For example some dpanese
consumes hare demonsated a pefer-
ence br Taiwanese pd, which tends to
have a daker color and aweeter taste
compaed with US. pok. Improved tet-
nology has also helped the@iwanese to
increase rpotrts of higher alued fesh
and dilled products. Duing 1978-84,
fresh and killed products accountedf
only 8 pecent ofTaiwan’s total pok
exports. By 1992-95these poducts
accounteddr ebout a thid.

Because ofecent delines in dpanese
pork production,fresh and leilled impotts
have increasingy substituteddr domestic
pork in Japan’s retail makets. Taiwan’s
geagraphic adiantaye has contbuted to
its dominance in supying fresh and
chilled products to dpan. Havever, the
U.S. has been ¢ehing up ly using
improved tetinology and poviding spe
cific cuts br the dpanese tale maket. In
1996, Taiwan and the 8. ead supplied
about half of dpans 162,000-meic-ton
fresh and killed pok import maket.

By March 20, Taiwan had akad; export-
ed 88 million pounds (caass wight) of
the 794 million pounds it had been
expected to ship toapan in 1997The
imposition of bans offaiwanese pde

resulting fom the FMD outheak has left
a“gap” of gpproximately 705 million
pounds in dpanese pdrimports—rough
ly 235 million pounds of &sh and
chilled, and 470 million pounds of dzen
pork, based orfaiwan’s recent &port
shaes. USIA estimdes tha higher pok
prices in &pan,Japanesedod saéty con
cems,and possibilitiesdr substitution
will lik ely reduce fesh pok impotts by
10 pecent and fozen pok impotts by
approximately 30 pecent.Thus,total
Japanese impas for 1997 could be
around 1.8 billion poundsjown 8 pecent
from the nedy 2 billion pounds drecast
eatier this year

Expectaions ae thd the US. will gain up
to 90 pecent of the post-FMD 199Tesh
pork maiket in Bpan,or up to 557 million
pounds. Canada andka should
account 6r most of the balanc&he US.
is ex-pected to tad a 20-pearent shae of
thefrozen market, or ebout 241 million

c poundswith Denmak expected to tak
almost 50 perent and Canada andiea
shaing most of theemainder

The impact of FMD s likly to be &It
most in 1997; FMD-fee poducing coun
tries ae epected to ina@ase supplies
enough to stailize piices in 1998.
Taiwan’s pok industy should e-emege
with larger, more coodinated poduction
and pocessing unitdyut the industy is
not expected to ecover its full pe-FMD
shae of the dpanese méet. Rork suppli
ers in competing counes will likely
forge relaionships thawill permanenty
cgoture maket shae. The US,, in pattic-
ular, should @in maket shae for fresh
and dilled pok.

Even bebre the outbeak of FMD several
factos dhallenged the futue gowth of
the ha industy in Taiwan.With virtually
all exports going to Jpan,the industy
was vulneable to fluctudions in the
Japanese p&rmaiket. Moreover, after
three decades opid growth, the indus
try was faced with high land costs and
labor shotages,as vell as inceasing
domestic emironmental conceis bought
on by densey paked ha fams and gars
of ervironmental nglect. In adlition,
demand has been mountingrir Taiwan’s
trading painers for agricultural trade
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U.S. Livestoc k and Poultr y Products —Market Outlook

Beginning Total Ending Consumption Primary

stocks  Production Imports supply Exports stocks Total Per capita  market

price

Million Ibs. Lbs. $lewt

Beef 1997 377 25,293 2,330 28,000 1,910 3175 25,715 66.7 66-69
1998 &S 24,906 2,400 27,681 2,140 350 25,191 64.7 70-76

Pork 1997 366 17,126 595 18,087 1,355 380 16,352 47.3 56-58
1998 380 18,357 605 19,342 1,580 380 17,382 49.9 53-57

c/lb.

Broilers* 1997 641 27,199 3 27,843 4,835 700 22,308 72.3 59-62
1998 700 28,953 g 29,656 5,025 750 23,881 76.7 58-63

Turkeys 1997 328 5,444 1 5,773 479 350 4,943 18.4 65-68
1998 350 5,680 1 6,031 485 325 5,220 19.3 62-67
Million doz. No. c/doz.

Eggs** 1997 8.5 6,531.7 5.0 6,545.2 263.0 12.0 5,369.9 240.4 80-84
1998 12.0 6,705.0 4.0 6,721.0 266.0 10.0 5,505.0 244.3 72-78

Based on May 12, 1997 World Agricultural Supply and Demand Estimates.
*Cold storage stocks previously classified as “other chicken” are now included with broiler stocks. **Total consumption does not include eggs used for hatching.

See tables 10 and 11 for complete definition of terms.

Economic Research Service, USDA

liberalization bebre allaving Taiwan to
join theWorld Trade Oganizdion. Laige
commecial opegtions hae beneted
from trade bariers ajainst pok impoits.
Liberalization would likely open uprai-
wan’s pok maiket to outside supplisr

Taiwan is a dtical com maket for the
U.S, and the dect of the FMD outlak
on Taiwan’s con impots is a US. con
cem. The FMD cisis in Taiwan will mean
some eduction in US. com exports, but
will be patially offset ty increased
domestic ¢ed use as 3. hag production
increases toilf part of the export gap left
by Taiwan.Timing of the outbeak is also
limiting its impact onTaiwan’s 1996/97
com impots—half of the tade year
(OctoberSeptember) vas complete befe
the poblem developed

USDA's forecast offaiwan’s con impots
for 1996/97 priginally set &4 6 million tons
before the cisis, curently stands 85.5
million. Despite the lwver forecast—equi-
alent to 20 million bshels—aiwan would
still be the verld’s thid-largest impoter
this year behind dpan and South étea.

Although Taiwan has canceled or degé&d
some com shipmentsit has contimed to
malke nev purchasesdr future delvery.
Domestic pok consumption is high in
Taiwan,and &en with some FMDelaed
dedine should emain stong enough in
the 1997/98 m&eting year to lee feed
needs elatively high. Neverthelessthe
trade impact isxpected to be mer
appaent in 1997/98. USA is projecting
Taiwan'’s 1997/98 car impotts & 4.5 mit
lion tons,the lovest since 1988/8&nd
down 22 pecent flom the 1993-95weer-
age of 5.8 million tons.

Leland Southat, hogs (202) 501-8553;
Pete Rilg, cormn (202) 501-8512
southad@econ.g.gov
pariley@econ.g.gov

For fur ther information, contact:
Leland Southat coodinaor; Ron
Gustafsoncattle; Leland Southat; hogs;
Mildred Halg, world pork; Jim Miller,
domestic dajy; Richad Stillman,world
dairy; Milton Madison,domestic poulty
and ggs; Darid Hawvey, poultry and gg
trade aquacultue. All are & (202) 219-
0713.

Specialty Crops

Food Safety
Concerns for U.S.
Fruits & Vegetables

With growing awareness ofdod saéty
issuesthe US. fruit and \egeteble indus
try, consumer aganizaions,and gvem-
ment ae reviewing various options to
reduce theisks of bodbone illness fom
produce One option dr reducing isks is
the adoption of a hazhmanaysis and dt-
ical contol point (HACCP) system.
Under HACCR firms & various levels of
the poduction and m&eting dhain exam-
ine their opeations and identify dod
sakty hazaids and the spedif stps or
points tha pose the geaest potential
health isks.The irms then estdish ciiti-
cal hazad limits, and pocedues br mon
itoring and corective action to enser
pathogen contol.

Foodbone pdhogens,mainly bacteia,

parmsites and virsescan cause acute and

chronic illnessesangng from mild
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digestive poblems to sapus food pot
soning kidney failure, or even deéh.
Food saéty concens egarding fruits and
vegetables hae been enhanced becent
highly pubicized outbeaks of bodbone
illness,sud as thehepatitis A virus
among shooldildren in Michigan ealier
this sping which was taced to fozen
strawberies seved in stiool lundes.An
outbreak on the wst coast laséfl,
involving the bactéa E. coliin unpas
teurized aple juice resulted in wer 60
illnesses and one dita Recentl passed
laws require the US. med, poultry, and
seabod industies to adopt HECP wer
the nat several yeas (AO May 1996,
July 1996).

If regulations ae adopted ypthe poduce
industy, HACCP could bang opesting
procedues & several levels in the fuit
and \egetable production and meting
chain—in the feld, padkinghouse pro-
cessing plantand in bod-sevice and
retail evironments. But the initialocus
would likely be on points Were fruits and
vegetables come into contact with soil
(and hencepotential hamful bacteia)
during production or haresting Also of
concen are foodbone vilusessud as
hepatitis A, which are usual¥ a result of
contamindon by contact with an irdcted
food handler or ater or sludg contami
nated with sevage. Under HACCR
imported fluits and egetables,a substan
tial portion of which ae supplied dung
the of-seasongould also beaquired to
meet some equalent type of dod saéty
monitoling.

Although contaminion of produce can
occur all along the mketing dannel,it
can often be &ced to contact with soil
and/or animal-maure fertilizer & hawvest
or & the pakinghouseWhile most fuits
are nomally hawvested Iy hand and do
not come into diect contact with sail,
workers ma scoop up fuit tha has
dropped to the pund bebre or duing
hawvest.Animal-marure fettilizer has
been cited as a sa# of bactdal con-
tamindion in unpasteuzed gple juice
and cider Cider consideed the least jor
fitable use br goples,is often made tim
fruit tha has dopped fom trees nturally.

Padinghouse opeitors (fresh maket)
and pocessas commory rely on water

flotation bahs to eceve fruit. Fruit tha
has inadertently been contamiriad a
hawvest can pass thugh the system and
potentialy contaminge other fuit if the
bathwater is not stdlized and is used to
receve subsequent load&dding dlorine
to water for sanitéion and/or iltering the
produce bthwater ae tetiniques tha
reduce theisk of closs-contamintéon.

Some fuits and egetables, before ging
to the fiesh maket, are gven a cold-wvater
shaver or dendh to emove field hed and
thereby reduce pashability. Vegetables
that may receve this cooling teament
include geen beansspinat, and carots.
The water used dér cooling is oftenecy-
cled to sae on efrigeration costswhich
can mise theisk of cross-contamiri#on

if previously rinsed poduce vas contami
naed dumng hawvest.Water sanitéion
procedues (eg., chlorinated water) can
lower the isk of contaminton by
pathogens br most shaver-drenched
vegetable products.

Some fesh-maket fruits and egetables,
sud as stawberries,raspberies, blue
beries,grapes,melons,sweet con, let-
tuce broccoli,and caulifower, are often
padked in the ield duing hawvest. Be-
cause ield pading does not typicajl
involve linsing or vashing poduce befre
shipping to méket, there is isk of con-
taminants eading the consumeAs with
most flesh poduce careful havesting
methods and ashing can minimiz piod-
uct damage as vell as contamirtion.

Improper teament duing maketing can
also pomote contamirtéon of fresh fuits
and \egetables. In the Ie 19808, an out
break of bodbone illness vas taced to
Texas-gown melons vhich had been cut
and stoed impopety on salad ba:
Melons ae ndurally in contact with soil
until the time of harest.The estauants’
tempesture and the melongiigh sugr
content encowaged high bacteal growth.
The esult was an outl@ak ofsalmonella
poisoning in seeral southen stdes.
Careful washing of the melons bwk
cutting is a dtical contiol point for
pathogen contol.

The overall impact of HACCP on the
fresh fuit and \egeteble industies would

depend on thexdent of ay regulaions or
voluntay HACCP pogram adopted Yo
firms. For mary fam and pakinghouse
opetions, standadized poduct testing
and documentin ae likely the bigyest
changs tha HACCP would introduce
However, regulaions could alsoaquire
produce vashing and/or @ter sanitéion
at pakinghouse and/otidld padking
opemtions. In the case ofdld padking
opemtions tha do not alead/ wash po-
duce sud a equirement could adi con
sidemble cost,which would likely be
reflected in etail pices br those
products.

HACCP would probadly affect the po-
cessing indusyrless than the ésh po-
duce and nonpastéred juice industes.
Pathogen contol is less of an issue in
much of the pocessing sector because
product steifization is alead/ pat of the
production pocess to @seve quality and
reduce isks of bodbone diseases.

Fresh-cut popduce—a apidly growing
segment of the fuit and \egeteble mar
ket—has eceved considable food
sakty dtention. Fesh-cut poduce
includes salad egetables like bioccoli,
cabbage, cauliflower, carots,and lettuce
and fuit sud as oanges,grapefruit, and
melons. Because these items aonsid
ered to be dread to ed” product,con
sumes ak less lilely to wash the po-
duce Poper sanitdon duing preparation
(at centalized distibution warehouses,
food-sevice esthlishmentsand poduce
depaitments of etail food stoes),along
with adequége refrigeration to pevent
bacteral growth, reducesdodbone
sakety fisks.

Chares Plummer (202) 219-0717 and
John Love (202) 219-1268
cplummer@econggov
jlove@econ.g.gov

For fur ther information, contact:

Linda Calvin,Susan Bllack, andAgnes
Perez, fruit; Gawy Lucier, vegetebles; Ron
Lord, sweetenes; Doyle ohnsongree
nuts and geenhousefmrsery; Tom
Capehat, tobacco; Larrene Glaser
industial crops.All are & (202) 219-
0840.
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Prospects
Favorable

For U.S.

Grape Industry

The U.S. is one of the world’s lead-
ing grape producers, accounting
for 10 percent of the world’s grape
output—third largest after Italy and
France. The U.S. grape industry is also
significant component of the domestic
fruit and vegetable sector, with its farm
value registering highest among all fruit
nuts, and vegetables harvested for the |
10 years.

During 1996, U.S. growers produced
5.54 million tons of grapes valued at $2
billion, about 20 percent of the total farn
value of fruit and nut production and
about 11 percent of fruit, nut, and veg-
etable production. Orange production
ranked second, with a value of $1.9 bil-
lion, followed by apples, valued at $1.8
billion.

USDA's National Agricultural Statistics

Service surveys grape production in 13
states, but nearly 90 percent of the U.S
grape crop is produced in California. Ne
York and Washington are the next-large

producers, each harvesting about 3 pert

cent of all domestic grapes. Grapes gro
in these two states are used mainly for
juice and wine production.

About 85 percent of domestic grape pro
duction is processed, nearly two-thirds ¢
which is used in manufacturing wine.
More than a quarter is dried for raisin
production, while less than 10 percent is
used for juice. Additional small quantitie

wharge 1997 Crop
Should Cool Prices

U.S. grape production used for fresh and

L processing markets in 1996 was 5.53 mil-

flion tons, down 6 percent from 1995 and
down 8 percent from the record 1992
crop. Lower yields resulting from unfa-
vorable weather, primarily in California

s and Washington, accounted for most of

go into other processing uses such as jarifee decline. U.S. fresh-market grape pro-

and jellies. Less than 1 percent of
processed grape output is canned.

duction declined nearly 2 percent from
1995's record output of 852,900 tons.

Fresh grapes, although comprising a miidReduced production, coupled with in-

smaller share of total production acreag
and output, remain a vital part of the U.9
grape industry. For grapes sold in the
fresh market, maintaining consistently
high quality is a challenge. Higher pro-
duction costs and higher product value
fresh grapes reflect production practices
that are more intensive than for grapes
grown for processing. In 1996, growers
California received $718 per ton for fres
grapes, compared with $410 for grapes
used for wine and $231 for those used f
raisins. In 1996, 64 percent of the
California grapes sold fresh were table
varieties and 31 percent were raisin var
eties. Wine-variety grapes made up the
rest of fresh use.

ecreased domestic and export demand in

5.1995 and 1996, helped strengthen fresh
grape prices to growers, with the U.S.
average rising from $581 per ton in 1994
to $620 in 1995, reaching a record $727

hfin 1996. Prior to 1996, the highest price
growers had received for fresh-market
grapes was $678 in 1992.

n

hProduction of processing grapes also
declined in 1996, leading to grower prices

OIL6 percent higher than in 1995, with the
season average reaching $348 per ton, the
highest on record. Strong demand for U.S.

- wines also supported grape prices as an 8-
percent decline in California’s wine-type
grape output led to some diversion of

ur

<¥)

[NEY

5

15%

85%

Quantity*
*Fresh-weight equivalent.

Summary, January 1997,
Economic Research Service, USDA

€U.S. Grape Production Is Used Mainly for Processing

Processed

Value

VSource: National Agricultural Statistics Service, USDA, Noncitrus Fruits and Nuts Preliminary
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raisin, table, and juice-type gpes.Wine
processos used 50 peent moe raisin-
type gapes and 3 peent moe teble-type
grapes in 1996 than the gmious year
although total gppe use ér wine 10se
only 1 pecent.

Despite inceased useof wine the small
er 1996 US. grape cop reduced total -
cessing use ofrgpes to 4.69 million tons
7 pecent belav the pevious year and the
lowest since 198 Although gape use dér
canning ose 3 pazent flom 1995.use of
grapes br juice (induding small quanti
ties useddr processing jamgellies, etc)
dedined 27 pecent,and gapes useddr
raisins &Il 17 pecent.

Grape industy souces fom the thee
major poducing stees (Calibmia, New
York, andWashington) indicg tha their
1997 cops gpear to be ingopd condi
tion. Weaher has beerelaively favor-
able for the n&v crop. There is stong
potential br a lager California ciop this
year while nomal ciops ae likely for
Washington and Ne York.

California gapevines ae geneally report-
ed to h&e high,and lage, cluster counts
this season. Lasteprs diy, mild fall
induced some elyrwinter bud breaks,
and the dy, mild weaher this februaly
and Mach was ideal ér pollinaion and
has also supptad ealy and vigprous
vine gowth. Heay rains in edy Janualy
1997 caused oplminor damge to some
grape gowing aras in NpaValley and
San daquinValley, while a fiost in ealy
April did not result in ag significant
damaye. If the xpected lager California
crop is ealized grower pices will likely
see some denward pressue.

Last year grape poduction totaled
144,000 tons iWashingtondown 44 per
cent fom the stie’'s 1995 cop. In con
trast,New York’s output of 189,000 tons
was up 14 peent flom the pevious year
This years relatively mild winter bought
vely little injury to grape cops in either
stae. Increased demanaif wine gapes
has encowged vingzard expansion and
new plantings inWashington. Bak haf
vest in the st® is xpected l mid-
September In New York, no bud breaks
were reported as of the end @fpril, but
blooms ae epected to peakybmid-lune

Based on theundes thahave formed
expectdions ae thd the Nev York crop
will be of average siz.

Fresh Giape Consumption
On Upward Trend

Analysis indicdes a long-ten rise in per
cgpita consumption of &sh gapes in the
U.S. Part of this gowth may be dtributed
to the heightened intest in healthful
diets among\merican consumerand to
increases inegal disposhle income
Domestic consumption merthan douled
from 3.61 pounds per N in the mar
keting year 1975/76 to aecod high of
7.94 pounds in 1989/9This upward
trend eversed in the edy 19905, reflect
ing several yeass of reduced poduction,
but in 1995/96 a 5-peent incease in
fresh gape poduction outweighed con
tinued gowth in exports, increasing gail-
able domestic thle-grape suppliesp 4
percent flom the pevious year Fresh
grape consumptionecovered nedry 3
percent tha seasonand bllowing a simi
lar recovery in 1994/95 brought con
sumption to 7.52 pounds per pen.

Trends in domestic consumption of
processed i@pe poducts ary. U.S. grape
juice consumption iseneslly up in the
19905—consumptionase fom 2.51

pounds per pspn (fesh-weight equia

lent) in 1990/91 to 4.1 pounds in 1995/96.

Larger shaes of impots going to juice
production in the 19968’compaed with
the past tw decades helped meet both
domestic and»port demand dr juice

U.S. consumption ofaisins,on the other
hand has emained eldively stable in the
19905 a 8-9 pounds per pson (flesh-
weight equvalent). The US. has seen
limited growth in per caita wine con
sumption in the 1998; as inceased
demand ér American wines has com
bined with weaherinduced poduction
dedines of US. wine-type gapes,to push
wine supplies bels average. Canned
grape consumption has dewd.

U.S. Exports
Gaining on Impolts

Most gapes poduced in the L& ar
used domestical] and the US. remains a
net impoter of gapes br all uses xcept
raisins.The port shae of domestic
grape supplies hassen,however, from
an average of 9 pecent in the 197@'to
12 pecent in the 1988’ and 17 peent in
the 19908. U.S. grape &ports (both fesh
and pocessed) ineased 18 peent in
value betveen 1990 and 199@iith last
years total rahing $208.6 million,

Nearly Two-Thirds of Processing Grapes Are Used for Wine

64% 8%

1%

28%

Quantity*

76%

5%
1%

18%

Value

I E Wine E Raisins

- Canned E Juice

*Fresh-weight equivalent.

Source: National Agricultural Statistics Service, USDA, Noncitrus Fruits and Nuts Preliminary

Summary, January 1997,
Economic Research Service, USDA
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accounting &r 9 pecent of the alue of
domestic poduction.

Imports hare made fesh thle grapes
available yearround in the US,, with
shipments mostlfrom Chile lut also
from Italy, New Zealand Peru, and
Brazil. Most of the US. domestic ppduc
tion is maketed fom May through
DecemberBegginning in Decemberas the
U.S. suppy bagins to detine, shipments
stat to arive from Chile From Jruary
throughApril, Chilean gapes dominte
the maket. Since 1994small shipments
of grapes hae also aiived from South
Africa duing the winter months.

In May and dine the US. fresh gape
crop aain becomeswailable in limited
suppl from the CoaleellaValley in
southen California. Giapes also &
imported from Mexico duting these
months. Both mpwer and etail piices
geneally move davn after My as
domestic and Mdcan supplies aive.
From August to Neemberthe US.
maiket experiences the laest aailable
suppl of fresh gapes,when cental
California gapes ae hawvested Pices
usually bottom inAugust when domestic
production is highesthen peak in
November as supplies diminish.

U.S. impotts of fresh téle grapes bse 8
percent betveen 1994 and 1996ut
tighter supplies of Chilearrgpes and a
dedine in Mexican poduction held
growth to 3 pecent betveen 1995 and
1996.With a lage ciop epected this gar
in Mexico, U.S. impoits of Mexican
grapes could inaase in 1997. Coupled
with the lage ciop epected in Coawella,
an dundance of fsh gapes could be on
the maket this sping.

The U.S. wine
industry

In an upcoming issue
of Agricultural Outlook

U.S. Signs Grape Protocol with China

On May 14,1997,the Secetary of Agriculture announced tha&hina has greed

to open its maets to Calibrnia fresh thle grapes. Calibrnia famels can sell
grapes to China as dgras this gars cop, which will begin hawvest in dily.
Access of US. fresh fuits to the China m&et has peviously been limited to Red
and Golden Deliciouspples fom WashingtonOregon, and Idahoand teries
from Washington.

The Chinese whibition on Calibmia fresh gapes had been basedrmpaiily on
concens @&out the Mediteranean fuit fly. Growers in Caliioria will be imple
menting a pogram of tiapping in vingards to monitor ér ary fruit fly problems.
Chinese inspecterwill visit California in mid-dine to inspect thedpping

program.

Initially, only grapes fom Kem, Tulare, Fresno,and Madea Counties will be
allowed into ChinaThese 6ur counties grduce &out 85 perent of Calibrnia’s
fresh gapes. Kings County will mbebly soon be aded to this goup. Riverside
County will be econsidegd for enty into the pogram in 1998.

Although plytosanitay issues hee beenesohed California gapes will still face
a stif Chinese taff of 55 pecent with a 13-p&ent \alue-adled tax. Despite the
high taiff and undeeloped nture of the maket, the Calibrnia Table Grape
Commission gpects China to be an imgant maket for California gape poduc
ers and plans to lgin maket development actiities in China to ¥pand consumer

demand
Linda Calvin (202) 501-8449
Icalvin@econ.g.gov

Table-grape eports hare been gowing
slowly throughout the ninetieS.he arer-
age anmial gowth rate of less than 1 per
cent eflects the sting impact of the
Canadian m&et on total fesh gape
exports. Shipments to Canadae major
U.S. maket, fell an aerage of 6 pecent
per year betveen 1990 and 1996s con
sumer demanceaded séuration and
began to deline. While shipments to
Hong Kong the second-lgest US. grape
export maiket in 1996.are only 44 per
cent of the amount sent to Canaiiteg,
Hong Kong maket has beenrgwing &
13 pecent yeaty and is &pected to con
tinue to gow.

Taiwan and the Philippinesanked thiid
and pburth in 1996 among |$. grape
export makets,have shevn average
anrual gowth rates of 6 perent and 29
percent since 1990 andeaexpected to
contirue stong Other Southeagtsian
markets,including Thailand Malaysia,
and Singpore, while curently small,are
expected to in@ase in impdance br
U.S. table-grape tiade in the futue The

recent opening of the Chinese keirto
California fresh gapes will likely provide
an impotant boost togorts. The
California Table Grape Commission is
targeting the egion for its export promo-
tion program.

Latin America also dfers potential
growth for U.S. teble-grape eports.
Mexico slipped to become thdth-
largest maket for U.S. table grapes in
1996 as it contined ecovering from
economic asis. Havever, with U.S,
grape &ports to Mico growing & an
anrual average rate of 67 pecent this
decadeexports should pik up as the
county’s econorng improves.Among
U.S. fresh fuit exports to Meico in
1996,only apples and pearexceeded

grapes.

Phytosanitay issues & preventing some
SouthAmerican counties from impoting
large amounts of L&. fresh gapes. In the
last year however, Colombia,Argentina,
and Chile hae opened their mkets.The
contiruing gowth of SouthAmerican
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economies in combitian with the
counteseasonality of 5. and South
American gape poduction could aae
an inceasing demancf U.S. grapes.

The US. is the vorld’s laigest misin po-
ducer and second gnto Turkey in raisin
exports. The United Kingdom (WK.) has
been the major mket for U.S. raisins,
receving over 20 pecent of total US,
raisin ports thioughout theifst half of
the 1990s.

In 1996,however, raisin shipments to
Japan &ceeded those to the Kl If the
Japanese m&et contirues to gow 6 per
cent annally, as it has since 199@,may
become the major destiian for U.S.
raisins. OtheAsian destingons hae also
shawn rapid increases in demanadrf U.S.
raisins,especialy Hong Kong Taiwan,
and Singpore—aeas of siong pomo-
tional eforts under USB's Maket
Access Rogram.The US. does not
import mary raisins,but most of its
imports come fom Mexico and Chile

The US. is a net impder of gape juice
with most coming fom Chile and
Argentina. Gape juice impots soaed
between 1995 and 1996-sing by over
150 pecent—br several reasons.
Supplies vere reduced i poor gape
crops inWashington and Migigan,the
major juice poducing sttes,and ly the
diversion of juice gapes to il a shotage
of grapes br wine poduction.At the
same timea decease in the domestic
suppl of apple juice a substitutedr
grape juice increased demand

The US. does gport some gape juice
although it constitutes the smallest comy
nent of US. grape poduct eports. Giepe
juice eports, however, are gowing & a
faster ate than both fsh gape and aisin
exports. Duiing the 199, grape juice
exports inceased wan anoial rate of 6
percent in \alue and 4 peent in wlume

Canada is the major destiwn for U.S.
grape juice Unlike the Canadian mieats
for fresh gapes andaisins,which gopear
to have readed a swaration point,
Canadas gape juice maket is gowing
by 10 pecent annally.

Japan is the second-lgest maket for

U.S. grape juice &ports, but following a
rise in ports to &pan edly in the
19905, the maket thee has ddmed
recenty, reflecting the poor pedimance
of Japan’s econorg during the last éw
yeass. US. grape juice &ports to dpan in
1996 dout equaled the amount shipped
1990. kKorean demandof U.S. grape
juice, on the other handhas gown rapid-
ly in the 19905, accounting ér 20 pecent

of shipments in 1996.

Susan Bllack (202) 219-0505 andgnes
Perez (202) 501-6779
pollack@econ.g.gov
acpeez@econggov
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Upcoming Reports—USDA’s
Economic Research rvice

The following reports will be
issued electronically on dates
and aft fimes (ET) indicated.
June
13 Cofton & Wool Outlook
(4 pm **
Feed Outlook (4 pm)**
Oil Crops Outlook (4 pm)**
Rice Outlook (4 pm)**
Wheat Outlook (4 pm)**
Livestock, Dairy, & Poultry
(12 noon)
Sugar & Sweeteners*
Agricultural Outlook*
U.S. Agricultural Trade
Update™**
Europe Update*
Agricultural Income &
Finance™
27 China*
*Release of summary, 3 pm.
**Available electronically only.
***Release of text only, 3 pm.
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World Agriculture & Trade

Courtesy Canadian Wheat Board

State Trading
Enterprises:
Their Role in

World Markets
he Uruguay Round Agreement on
Agriculture, completed in 1994,
subjects member countries to rule

on market access, internal support, and
export subsidiesAO December 1996).
However, the lack of transparency in the
pricing and operational activities of agri-
cultural state trading enterprises (STE's
has generated growing concern that sor
World Trade Organization (WTO) mem-
ber countries will use STE’s to circum-
vent Uruguay Round commitments on
export subsidies, market access, and
domestic support.

Also sparking interest in STE’s is the

number of countries seeking accession
the WTO which use these enterprises td
implement agricultural policies. Notable
examples are China, Taiwan, Russia, ar
Vietnam. Little is known about the tradin
practices of STE's in these countries.

Agricultural STE's have been important
players in world trade for decades. The
rules of the General Agreement on Tarif]
and Trade (GATT), which govern global
trading in goods and services, have rec

nized state trading enterprises as legiti-
mate participants in international trade
while establishing guidelines on their
behavior.

These guidelines—contained in Article
XVII of GATT 1947—require STE’s to
conduct their export or import trading
activities according to the principle of
nondiscriminatory treatment and “in
accordance with commercial considera-
tions.” The principle of nondiscriminatory
treatment requires WTO member coun-
tries to extend the same trading privileg
to all member countries.

The Uruguay Round Agreement defines
STE’s as “governmental and non-goverr
mental enterprises, including marketing
boards, which have been granted exclu-
sive rights or privileges, including statutg
ry or constitutional powers, in the exerci
of which they influence, through their

of imports or exports.”

Membership in the WTO requires that
member countries annually provide info
mation on commitments, changes in pol
cies, and other related matters as requit
by the various trade agreements to the
WTO—a process called “notification.”
Based on the Uruguay Round’s working
definition of an STE, over 30 member
countries have reported to the WTO the
combined presence of nearly 100 STE'S
in their agricultural sectors. Examples
include the Canadian Wheat Board (an

n%ogistik or BULOG (an importer). In its
notification to the WTO, the U.S. also
reported the Commaodity Credit Corpo-
ration (CCC). The number of reported
STE's is likely to grow as member coun
tries adhere more closely to the WTO d
inition of an STE.

[2)

toExport-oriented STEghe subject of this
article, differ greatly from import STE’s,

he chief concern with export-oriented

95TE's is whether they use their exclusiv
power of domestic monopsony (operatirn
as the sole purchaser of domestic prodt
tion) and/or export monopoly (operating
as the sole exporter of domestic supply

Sengage in unfair trading competition. Th
lack of transparency which characterize

xporter) and Indonesia’s Badan Urusan

especially in terms of related WTO rules.

to determine whether they win sales
because of true competitive advantage or
because of practices such as excessive
price cutting. This contrasts with the
explicit export subsidies of the U.S. and
the European Union, which will be
reduced significantly by 2001 in accor-
dance with provisions of the Uruguay
Round.

Grains and dairy products are the chief
exports of the agricultural STE’s reported
to the WTO—16 STE’s export wheat and
sl 0 export dairy products. Two of the
major export STE's—the Canadian and
Australian Wheat Boards—accounted for
more than 30 percent of world wheat
-exports from 1992 to 1995. By compari-
son, the U.S. and EU share 50-60 percent
of world wheat trade.

sé-or dairy product exports, STE’s reported
to the WTO by Australia, Canada, New

purchases or sales, the level or direction Zealand, Poland, and the U.S. controlled

30-40 percent of world skim milk powder
exports and about 25 percent of world
cheese exports in 1993. The chief world
_cheese exporter is the EU with a 50-
i-percent share of the world market in
e41993. The EU also accounts for about
30 percent of world skim milk powder
exports.

The Big Four
Of STE Agricultural Exporters

Among current WTO member countries
(excluding the U.S.), four STE’s dominate
the list of STE exporters of agricultural
commodities. Ranked by value of major
commodities exported, the Canadian
Wheat Board is the largest STE, with
exports averaging $3.2 billion annually
(wheat and barley combined) during
rf1992-94. The New Zealand Dairy Board
is a distant second, with annual average
exports valued at $1.8 billion (1992-94),
followed by the Australian Wheat Board
at $1.4 billion (1993-95), and the
Queensland Sugar Corporation at $925
million (1993-95).
e
gThe Canadian Wheat Board (CWRBJas
icestablished under the Canadian Wheat
Board Act of 1935 to market Western
toanadian grain. The CWB ranks as the
efourth-largest exporting company in
s Canada. It handles 96-99 percent of all

PGhe operations of STE’s makes it difficul

Canadian milling and durum wheat



12

Economic Research Service/USDA

Agricultural Outlook/June 1997

World Agriculture & Trade

expotts, issues licenseof the emainder
and ports all Canadian bky. Whed
and baley exports accountedadr 70 per
cent of Canadian kea production and
25 pecent of baley production duing
1992-94.

The CWB is mandad to abieve thee
main objectves though its opeations:to
market as nuch grain as possib & the
best pice thd can be obtained; to @ride
price staility to grain poduces; and to
ensue tha ead producer obtains an egu
table shae of the @ailable grain maket.
On behalf of its pvduces, the CWB is
authoized to luy, take delvelry of, store,
sell, transkr, and ship wea and baley
produced inAlberta, Manitoba,Sas-
katchewan,and the Bace Rier ara

of British Columbia.

Four STE Agricultural Expor

TheNew Zealand Daiy Boad (NZDB)
was esthlished in 1925-27 anceconsti
tuted under the DajrBoaid Act of 1961
to “maximize the income of Ng Zealand
dairy famers though ecellence in the
global maketing of daiy products. The
Board makets all major dair products
for its member coopatives,including
butter, cheesenonfat dry milk, whole
milk powder, and most minor dajr
products.

Expotts of these mrducts aeraged 85-90
percent of poduction duing 1992-94.
The NZDB also adises the N& Zealand
govemment on tade issues andosks
hand-in-hand with it to combarotection
in dairy import maikets.

ters Dominate the WTO List

STE
annual average
Country/STE? Commodity export value Years
$ million
Over $1 billion
Canadian Wheat Board Wheat 2,900 1992-94
New Zealand Dairy Board Dairy products 1,800 1992-94
Australian Wheat Board Wheat and flour 1,400 1993-95
Over $500 million - $1 billion
Queensland Sugar Corporation Sugar 925 1993-95
China:COFCO Corn 704 1993-95
Over $100 - $500 million
China: COFCO and other STE'’s Sugar 368 1993-95
New South Wales Rice Board Rice 361 1993-95
China: Native Products and Animal
By-Products Import and Export Company Tea 308 1993-95
Canadian Wheat Board Barley 301 1992-94
South Africa Deciduous Fruits Board? Deciduous fruits® 286 1992-94
China: COFCO Rice 261 1993-95
New Zealand Kiwifruit Board Kiwifruit 237 1992-94
South Africa Maize Board? Corn 194 1992-94
New Zealand Apple and Pear Board Apples and pears 192 1992-94
South Africa Citrus Board? Citrus fruits 184 1992-94
Turkey Soil Product Office Wheat and flour 157 1992-94
China: COFCO and other STE'’s Soybeans 141 1993-95
Australian Dairy Corporation Dairy products 131 1993-95
Israel Ornamental Plants Board Cut flowers 129 1993-95

1. Except for China, all STE'’s listed were reported to the WTO by its member countries. China is seeking
accession to the WTO. The value of exports for each is an average of the most recent annual export values
reported to the WTO and, for China, an average of 1993-95 export values.The U.S. Commodity Credit
Corporation is not included in this table. 2. South Africa is liberalizing the functions of some of its marketing
boards and, in some cases, eliminating the exclusive authorities of marketing boards. 3. Apples, peaches,

pears, plums, apricots, and grapes.
Economic Research Service, USDA

The Australian Whea Boad (AVB)was
estdlished under the N#onal Secuity
Act of 1939“to purchase sell,and dis
pose of vhed and whed products,and
handle store, and ship vmaed.” TheAWB
cumently opegrtes under authdy of the
Whea MarketingAct of 1989. It is the
sole eporter of Australian whed and
flour. Australian whed exports averaged
more than 70 p&ent of vhea production
in the 1993-95 m&eting yeas.

The Queensland Sy Corporation
(QSC) a stae-level maketing boad,
opemtes under the authity of Australia’s
Queensland Sy Industy Act of 1991,
which took efect on dily 15,1991. (The
QSC wvas esthlished initially as the
Queensland Sig Boad in 1923.)The
QSC is esponsike for the acquisition and
storage of Queenslandawv sugar, negoti-
ating shipping amangementspverseeing
the maketing of eports, distributing the
proceeds fom salesand coodinating
production egulations.

All raw sugar exports from Queensland
are underaken ty the QSC. Beteen 75
and 80 perent ofAustrlia’s raw sugr
production is gported, and the emainder
is refined pimaiily for domestic con
sumption,although pivate refiners nav
export small amounts.

A large rumber ofother STE's export
agricultural products alued betwen $100
million and $500 million dung 1992-95.
Commodities ceered by these STE
include fowers, fruits, and mets, as vell
as daiy products and i@ins,from eport-
ing countres as dierse as Chindsrael,
SouthAfrica, andTurkey.

An even lager goup of STES eports
products alued on gerage & less than
$100 million per gar (1992-95). Manof
the xport STE’s of Cental Euopean
counties sut as the Cech Repulic,
Poland and Slwakia use subsidies to
expott agricultural products vhile allowv-
ing private trades to export unsubsidied
products.The maket stdilization agen
cies in these coun#s puchase and sell
specifc agricultural commaodities to sha-
lize domestic commodity [@es.
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Compaing the
Major Export STE’s

What are the similaities and diferences
among thedur lagest STE gporters?
Which STES contol domestic mdeets as
well as &ports?Are eport, impott, or
domestic polig tools impotant means of
reinforcing the bur STEs'’contiol of
export pricing? Hav do the bur STES
differ in tems of poducts maketed and
govemment evnership?To wha extent do
they impact intenaional trade?An exam
ination of their espectie maket ewiron-
ments as wil as their institutionalltarac
teristics my address these questions.

Market regimes Market regime refers to
an STES contol over four actvities:
expotts, domestic maceting, commodity
procurementand pocessinglf an STE
regulaes all these adfities, its ability to
impact intenational makets is lilely to
be much greder than if it contolled a
pottion, or none

The CWB NZDB, AWB, and QSC a all
single-desk xporters—i.e, they have full
contol of exports of whed (CWB and
AWB), bailey (CWB), dairy products
(NZDB), and Queenslanaw sugar
(QSC). Some of these S0 not han
dle ports themseles,but contact with
private firms for export. For example the
QSC contacts with a pvate compap,
CSR Limited to conduct its xports of
Queenslandaw sugar to all destin@gons
except New Zealand

Contolling domestic maeeting may
allow an eport STE to pice disciminate
between domestic anaifeign consumes,
while contol of commodity pocurement
for export enhances the ST&leverage in
competing with domesticuyers for pro-
duction.The CWB has xclusive authoity
to maket whed for human consumption
and br malting baley. None of the other
three major STE is authadred as the
sole domestic méeter in its espectre
counts. All four STES piocure their
respectie commaoditiesdr export, which
may represent the bk of domestic
production.

Of the top bur export STE’s, only the
NZDB has some cortl over the pocess
ing of agricultural commaoditiesThe
NZDB contols the maanfactuing of

Price Pooling—An STE Advantage

Price pooling allevs an STE eaer flexibility in export pricing relative to pivate
grain trading companiegaticulaly when pool pgments ag¢ underwitten by the
govemment or the STE comtis domestic supplies asWas a&ports. All f our of
the lagest STES practice somedrm of plice pooling to enseerpiice staility for
their pooduces and to contl the maketing of their espectre commodities.

Underpooling produces coered by the CWRB for example recevve an initial
payment equal tolaout 80 perent of the ihal projected pice & or aound the
time the commodity is delered to the CWB eletor. One or moe adlitional pay/-
ments a¢ made to mduces & a laer dde after the pool ofgicultural product
has been méaeted provided tha the pice receved for the commodity is rgaer
than the initial pgment plus handling and admingtive costs.

The Canadianayemmentguarantees the initial CWB pool pment If the initial
pool pgyment to poduces exceeds theventual pool eceipts less costs—a situa
tion knavn as d'pool defcit"—the Canadian gvemment is obgated to under
write pool lossesThe CWB deftit for its whea pools totaled $695 million in
1990/91,more than half the CWB diit for its total vihea and baley pools br
the peiod 1968 to 1991TheAustrlian govemment guaaintees a peentaye of
AWB borrowing for its opeations, but does not undenite an initial pice to
growers, which can tiang thioughout the seasomheAustralian govemment will
discontirue the guaantees in 1999yhen theAWB will restucture itsWhed
Industy Fund as a gital base ér commecial borowing.

Under the pool systempyices to poduces ma/ be aeraged acoss gades and
quality differencestime of year and in some casefseight daiges.The degree to
which pools ae sgmented i grade quality, marketing peiod, and loc&ion
defines hav much flexibility the STE has in pcing products ér export. For exant
ple, the CWB aerages pices br a wide ange of maketing peiods, grain quali
ties,delivery locaions,and maketing costs. In condist,the AWB opegtes special
pools br 45 specit grades andlasses of Wwed, and discounts pducer pool
prices Dr freight and other m&eting costs.

The NZDB bases its panents to member cooftives on the marfactuing cost
of the poducts supplied to the Bahand the drecast milkét and potein \alue of
the poducts. NZDB member coopives mg receve pemiums br production of
highly demanded mducts,or their pgments mg be discounted if the quality of
the pioduct delered is belav the contact specitation. The QSC maintains v
pools br raw sugar, which originally were intended to discountipes of sugr
deliveries tha exceeded m-estalished delery quotasWhen the pice differen
tial between the tw QSC pools is phased out after the 1998-9%eateny season,
only one pool will emain.

dairy products ly contiacting with its
member coopetives in Nev Zealand ér
specifc quantities of psducts br export,
by encouaging production of pefered
products though a system of pmiums
and discountsand ly estdlishing joint
ventues and subsidias in mag coun

eign counties, patticulally counties tha
contol impott access surcas the EUJ
Japan,and the US.

Policy regimes.STE's hare access to
various polig/ tools—eport subsidies,

tries to futher piocess prducts tailoed
to their specit makets.The NZDB
advocaes this system as a means of
developing long-tem relaionships in ér-

pricing, suppy contols, tariff-rate quotas,
guantitaive restictions on tade and mas
keting arangements—thaenhance their
ability to compete in intarational mar
kets.All these instuments a& pemitted
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under the Unguay RoundAgreement in
one brm or anotherthough some ma
have geder potential than othsito dis
tort trade

Expott subsidiesllow STE's to pice

their pioducts laver in port maikets
than their cost of mcurement. None of
the top bur STES usesxplicit export
subsidies to enhance thekpeits,
although suls subsidies ha been used ir
the pastThe last sule explicit subsid/
reported to theWTO, theWesten Grain
Transpotation Act rail subsig¢y of Canada,
was eliminged by the Canadianayem-
ment onAugust 1,1995. But questions
persist dout the pactices thapotentialy
give a competitie ad/antaye to eport
STE’s in world agricultural makets.

Secegy in administeing intemational
market transactionsoupled withcontrol
of domestic andx@ort marketsgives
STE's the paver to pice disciminate—
i.e., chage different pices in diferent
markets br the same commoditiPiice
discimination allovs STES to maximie
retums on salesybchamging a higher pce
to countres tha are less pice-sensitie
and a lover piice to counties tha are
more pice-sensitie. Plice discimination
is commony practiced ly commecial
firms,although most commeial firms
face geaer risk than some STE'in
procuing commaoditiesdr export.

Under the ®&rious polig/ regimes,domes
tic price suppor programsguamantee po-
duces a pice for their poduct.The
CanadianAustralian,and Nev Zealand
govemments do not opate domestic
price suppar programs. Havever, the
Canadian gvemments underwiting of
the CWBS initial pool pgments can be
consideed a brm of supporto Westen
Canadian mpin famers.

Domestic suppl contiol policiesallow
an STE to maintain domestic rkat
power and conwl the level of product
exported The CWB manges supplies
through a mixtue of contact delvery
calls (where poduces under conact
may be called to delier all or a paion
of their contacts ly specifed ddes) and
produces’ delivery quotas.

Economic Characteristics of Major STE Exporters

STE characteristics

Canadian Wheat
Board

Market structur e
Contml of expots

(expots directly or contracts with

other firms for expd)

Expott shae of poduction

Contmol of domestic
consumption

Contmpl of processing

Policy instruments
Expott subsidies

Import quotas, tariffs,
other nontariff bariers

Domestic supply corat

Domestic price suppbr

Long-term ageements
with impoter nations

Government guarantees

for expot credit

Products

Ownership

96-99% for milling and durum wheat
Issues licenses for remaining wheat
100% for feed and malting barley

70% for wheat; 25% for barley
100% of wheat for human consumption

and of malting barley

None

None

TRQ's for wheat and products, and barley

and products
Lower NAFTA duties for U.S. and
Mexican products

Delivery quotas for orderly marketing

Price pooling—government guarantees
advance payments to wheat growers
in CWB pools

Annual supply agreements with Japan
Five-year agreement with Indonesia for
annual sales of 1-1.5 MMT of wheat

Government guarantees for some
portion of CWB loans to selected
importers

Milling wheat, durum wheat, feed,
and malting barley

Crown corporation governed by 5
government-appointed commissioners
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New Zealand Daity
Board

Australian Wheat
Board

Queensland Sugar
Corporation

100% of dairy product exports

Authorized in 1992 to set conditions
under which companies may
export independently

85-90%

None

Through member cooperatives in N.Z.
and subsidiaries/joint ventures in
foreign markets

None

None

No domestic production controls

Price pooling—equates domestic prices

with export returns by establishing
national prices to guide domestic
marketing decisions

No government underwriting of losses

No long-term agreements
Subsidiaries establish long-term
relationships with importers

None

Major dairy products—buttecheese
casein, nonfat dry milk, whole milk
powder and minor dairy products

Producer-owned board

100% of wheat exports

70% of wheat

No exclusive authoritybut accounts
for 75% of domestic sales

Commercial joint ventures for milling
and processing in foreign countries

None
Quarantine standards for imports,

transportation, storage, and
processing of grains

No control of domestic supplies

100% of Queensland raw sugar is
exported by the QSC or its agent
Refined sugar is exported by private

firms

75-80% of Australian raw sugar
production

No exclusive authority
QSC sells Queensland raw sugar to
domestic refiners

None

None

Tariff will be eliminated July 1, 1997

Acreage allotments which no longer
constrain supplies

Price pooling for 45 grades and classesPool pricing for Queensland raw

Pools may be closed and reopened at

lower prices
Government will guarantee loans for
AWB operations until 1999

Examples:
Japan, 900,000 M%’for 1997
China, 3 million MT5 for 1996-98

sugar by grade
No government underwriting of pool
losses

Negotiates and signs long-term
agreements with importers

Semi-private agency issues guarantees None

for AWB loans to selected importers

Wheat (exclusive exporter), field peas, Queensland raw sugar

chick peas, oats, rye, gium,
lupins, fava beans

Commonwealth corporation run
by producers

Incorporated in Queensland and
financed by producers
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The QSCprior to 1991 limited Queens-
land raw sugar supplies ¥ estdlishing a
maximum amount of sugy thd a cane
mill could deliver to the QSCAny addi-
tional su@r delivered to the QSC wuld
receve a laver pice. The QSCs contol
of raw sugar supplies no lorey binds the
quantity of ew sugar produced since the
Queensland@remment gpanded the
amount of land assigned to theg@uction
of raw sugar in Queensland anddauced
the pice differential betveen ew suar
delivered under the quota and outside th
quota.This piice differential will be elim
inated after the 1998-99 niating sea
son. Neither the NZDB nor th&WVB con
trols domestic aerage or poduction.

Import tariffs and taiff-rate quotage-
inforce an STES domestic m&et paver,
patticulaly when thg are administezd
by an STE. Hwever, CanadaNew
Zealand andAustmlia hare few impott
bariers to einforce the authdty of the
CWB, NZDB, AWB, and QSC .

In Canadathe Dgpatment of Foreign
Affairs and Intemaional Trade not the
CWB, administes WTO taiiff-rate quotas
for whea and vihea products as wll as
for batey and baley products. In adi-
tion, Canadas duties ér impotts of U.S.
or Mexican poducts hae been lwered
or eliminged under the Néi American
FreeTradeAgreement. N& Zealand has
no impot barriers for daily products.
Austrlia maintains quantine standals
for impot, transpotation, storage, and
processing of gains.Australia also has an
import taiff for sugr, although it will be
removed on dily 1,1997.

Lastly, all four top STES use eithelong-
term suppy agreements orxort credits
and cedit guaanteesas &port enhance
ment tools in interaional makets. for
example the CWB signs anral suppy
contracts with the d&an odAgeng for
whea and baley, and has greed to sup
ply Indonesia with 1-1.5 million tons of
whea anrually for 5 yeass stating in
1996.The Canadian@ayemment guaan
tees some ption of CWB loans to select
ed impoters. TheAustralian Expot
Finance Insueince Coporation (EFIC,a

semi-pivate ggengy) also ceers some
portion of the loan gncipal or the gport
value of loans to selected impiog coun
tries. EFIC dfers similar sevices to pr-
vate eporting firms.

Product regimes.Product egime is
another indictor of a frm’s cgacity to
contol trade Presumaly, if an STE has
exclusive authoity to trade in seeral
products,it has moe leverage in manipu
lating makets though cpss-subsidiz#on

€between poducts and in pee discounting
of selected mducts.

The CWB NZDB, andAWB ead exports
more than one mduct.The CWB conr
trols exports of milling and durm whea,
feed baey, and malting bdey, although
retums for ead type of vhed and baley
are averaged in sparte pools.TheAWB
is the &clusive exporter of whed but
competes with othemxgorters to tade in
otherAustrlian gains. The AWB also
purchases other couls’ grains to main
tain its standing as a consistent supplie
during perods of dought inAustralia.
The NZDB &ports a \ariety of brand-
label and gneic daity products. On} the
QSC &ports a single prduct—iaw Sugtr.

Owneiship regimes The avnership stuc-
ture of an STE can impact intetional
trade in seeral ways. For instancea
govemment-avned aeng/ or coiporation
might be moe concemed with pice stdi-
lization and poducer income suppiothan
with “commerial” objectives. But gv-
emment evnership is ast fding or all
four major &port STEs’,which will place
more responsibility 6r their fnancing in
the hands of mduces, and could discon
tinue govemment underwting of pool
deficits to suppdrfam prices. In some
casesproduces who believe thd they are
not adequiely seved by the STES mar
keting systems arpessing or reform.

All four STES, however, have made lear
the bendfs of single-desk>gorting and
are unlikely to relinquish their stas.

The CWA incormorated in 1935 as a
Crown Coporation, is govemed ly five
Commissiones who report to Padiament
through Canada’Minister ofAgriculture

andAgri-Food A famerelected CWB
Advisory Committee adises the Boar
on issues and poljamdters dealing with
its opertions, but has no contl over the
Board. Legislation was intoduced last
year to eplace the CWB Commissioreer
with a poducerelected boat of directos
in order to incease the CWRB’account
ability to westen Canadian mduces.
Before the Igislation was passedowev-
er, new naional elections re called ér
June 2 All pending lagislation was eased
from the ecod and will need to beer
introduced after the mePadiament is
formed

The avnership stucture of the NZDB is
changng rapidly in the wake of recent
meigers betveen the NZDBS member
coopestives.Two of the NZDBS eleven
member coopetives nav account or
more than 75 peent of the milk
processeddr export. In adlition, the
NZDB is nav required under the
Companiegict of 1993 to adherto Nev
Zealands nev laws for private firms.

TheAWB, a Commonwalth coporation
directed ly one govemment oficial and
eight whea industy officials, is expected
to be pivatized on dlly 1,1999,when
tradedle shaes of theAWB’s Whed
Industy Fund (curently financed ly
assessments @ustrlian whed growers)
will be issued tAAustralian whed grow-
ers and nonttdedle shaes mg be issued
more bioadly to the pubic. The QSC,
incomporated in Queenslands run by a
boad of nine pivate-sector membsr

Although the éur major STES ae well
estdlished a gowing number of STES
in prospectve WTO member counigs ae
likely to come under satiny through the
accession mrtessWith this in mind sev-
eral countres, including the US,, contin-
ue to epress integst in geder trans
pareng of the actiities of STES.
KarenAdkerman (202) 501-8511,
Praveen Dixit (202) 219-0654nd

Mark Simone (202) 219-0823
ackerman@econ.ggov
pdixit@econ.g.gov
msimone@econgegov
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Callifornia Avocado Commission

USDA Lifts
Import Ban
On Mexican
Avocados

he U.S. decision to partially lift a
long-standing ban on avocado
imports from Mexico to the conti-

an early indicator of the U.S. approach {
new disciplines on sanitary and phytosa
tary measures under recent trade agree
ments. After 6 years of carefully evaluat
ing the pest risks associated with impor
ing Mexican avocados, USDA's Animal
and Plant Health Inspection Service
(APHIS) announced in February that it
would allow entry of some Mexican avo-
cados into the continental U.S. for the
first time in 83 years.

Quarantine, will allow shipments of avo-
cados from certified groves in Mexico to

be exported to 19 northeastern states ang

the District of Columbia from November
through February, beginning in 1997. Th
public comment period that preceded th
APHIS ruling yielded a wide range of

opinions from various stakeholders on tl
advisability of revising Q56.

California and Florida avocado growers

cados. Representatives from the avocad
industry acknowledge that wholesale
prices for U.S. avocados are well above
those for export-quality avocados from
Mexico, but argue that the ban shields
them from risk of pest infestation rather
than competition.

On the other hand, U.S. agricultural
exporters expressed concern that failure
revise Q56 would establish a stringent
regulatory standard for risk managemen
that would subsequently be adopted by

exports of wheat, citrus, apples, peache
cherries, and other products to foreign
markets. Elected officials from some no
approved states have expressed disap-
pointment that their constituents would
not have access to Mexican avocados,
while brokers and shippers in border
states have noted that partially lifting the
ban would benefit their operations.

The revision of Q56, with its geographic
and seasonal restrictions on Mexican a
cado imports, will open less than 5 per-
cent of the current national market to
Mexico. Nonetheless, interest in this de
sion was heightened by the perception
that it was an important indicator of how
the new sanitary and phytosanitary (SP

r?|policy decisions.

" Along with other major agricultural

| exporting nations, the U.S. strongly adv

" cated international rules for the use of
SPS measures in negotiations for the
North American Free Trade Agreement
(NAFTA) and the Uruguay Round
Agreements (URA) of the General
Agreement on Tariffs and Trade. The
eventual decision to allow limited acces
to the U.S. market for some Mexican avi

pest risks reflects USDA's commitment t
basing phytosanitary policy on sound sg
N@nce, and to adopting risk-reducing mea

sures that are least trade restrictive. The
€two principles are found in both trade
Eagreements.

ne

The Scientific Basis

vigorously opposed entry of Mexican avpqr Revising Q56
0

U.S. phytosanitary officials originally
banned entry of Mexican avocados in
1914 when seed weevils—pests that
destroy the seed and contaminate the
flesh—were discovered in Mexican
groves. During the 1970’s, the govern-
ment of Mexico twice petitioned USDA
to lift the ban on avocados produced in
feertain regions, but U.S. authorities were
not persuaded that the fruit could be

t safely imported.

other countries restricting access for U.5.In 1990 Mexico renewed its request, fol-

Slowing several years of an export registra-
tion program administered by its plant
N-quarantine authorities. The program had
allowed participating Mexican growers to
export avocados to Asian and European
markets. In the view of Mexican phyto-
sanitary officials, modern pesticides and
¢ cultural practices used in the registered
groves had eliminated the rationale for
total U.S. prohibition on Mexican
avocados.
0_

APHIS based its 1997 decision to modify
Q56 on the results of research undertaken
Cly USDA's Agricultural Research Service,
as well as the results of its own quantita-
tive risk assessment of nine “pests of
Sluarantine significance.” A quarantine
pest is defined by the North American
Plant Protection Organization as “a pest
of potential economic importance to the
area endangered thereby and not yet
h-present there, or present but not widely
distributed and being officially con-
trolled.”

APHIS studied the risks associated with
the introduction of eight species of pests
which are not present in this country.

5 These included five species of “host spe-
O<cific” pests that attack only avocados, and
three species of fruit flies. It also evaluat-
Oed risks posed by a fourth species of fruit
i-fly, Anestrepha ludensr Mexican fruit

-fly, which is present in this country
2S@ederal or state authorities operate pest
management programs in those areas to
mitigate the risks).
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Will Pests Be Imported Along with Avocados?

APHIS’s risk assessmenésults indicted tha with no egu-
latory contiols except for standadt pott-of-ently inspections,

Virginia,Virginia, Ohio, Michigan, Wisconsin,lllinois,
Indiana,and Kentudy. This reduces the liglihood tha

a stem weevil outbreak might occurvery 7 monthsa fruit
fly outbreak might occur oncevery 72 years, a seed wevil
outbreak might occur\ery 95 yeass, and a seed moth out
break might occur\very 355 yeas.

The net step for APHIS was to galuae the isks posed ¥
importing Mexican avocados under a systemgpagad
which fedured the 6llowing satguads.

» Host esistance to frit flies. Fruit fly infestdion of the
Hass aocado is not knen to occur outside the baratory.

Field sunveysfor stem and seedeavils and fuit flies.
Orchards will receve or be denied céfication for export
on the basis of suey results. Sureys must shev munici-
palities to be fee of tageted seed pest$ a 95-pecent
confidence leel.

» Trapping andield bait treatmentsfor fruit flies.

Field sanitdion practices including routine emoval of
fallen fruit and puning, to decease theltances of wevil
or fruit fly estdlishment.

Post-hawvest sadguards sud as taps to ceer fruit, and
structural requirements ér pa&inghouses (@., screens
and doule doos) to guad egainst fuit flies and other
hitchhiking pests.

Winter shippingto decease the mbability of escgpe and
suwival of hitchhiking pests.

» Packinghouse inspection anduft cuttingto detect vee
vils or fruit flies. If ary pests a& detectedthe entie ship
ment will be ejected

« Port-of-arrival inspectionof fruit and cetification docu
ments.

Limited distibution to the Distict of Columbia and 19
northeastem stdaes:Maine, New Hampshie, Vermont,
MassabiusettsConnecticutRhode IslandNew York,
New Jersey, Pennsyhania,Delavare, Maryland, West

transpoted pests will swive, because of cold tempser
tures and the ldcof suitdle hosts in these s&s betveen
November and €bruary.

APHIS’s quantitéive lisk assessment indieal tha the sta
tistical pobability of avocados impded under thisegulao-
ry regime causing a seed pest auififly outbieak would be
less than oncevery 1 million yeas. A stem weevil outbreak
might occur oncewery 11,402 yars under thisegulaory
regime, accoding toAPHIS’s anaysis.

Critics of this systemspproad ague thait will not pro-
vide suficient piotection fom the sk of pest ingéstaion
because of the economic incers br Mexican poduces
and US. shippes to deiate from this egime, and because
effectively monitoing compliance with the sefuads will
require increasingy scace pulic-sector esouces. In
responsgUSDA’s plant health dicials point out theadmin
istrative details of the mgram reduce or eliminiz incen
tives to cut carers, while providing suppor for efective
suwveillance

For example the incentie to supplement shipment®ifin
approved ochards with asocados fom other goves is
diminished ly the fact tha if a seed pest is detected in a
shipmentgexports from the entie municipality will be cut
off until eradicaion eforts hare been successfulcomplet
ed Similaly, U.S. shippes who might be tempted toans
ship Mexican asocados fom the notheastem stdes to points
further west or south willihd tha in order to escpe detee
tion by USDA's Agricultural Marketing Sevice inspectas &
terminal makets thg would first hare to emove a stiker
from eab individual aszocado thaindicaes the fuit’s oigin.

In geneal, the fact tha the M&ican industy is required to
estdlish a tust fund thapays for on-site monitang by
APHIS emplgees aeadt staye of asocado poduction and
distribution in Mexico will make it substantiayl more diffi-
cult for growers, paders, or shippes who might vant to cir
cumwent the saguads.

First, APHIS assessed thegtability of
infestaions withoutary regulaory con
trols beyond standat pot-of-entry
inspections. It thenvaluaed the dicacy
of a“systems pproac” to mitigate the
risks of pest iréstaions.A systems
approach compises a sequential imple
mentdion of sabguads—eg., a require-
ment to ship the @it in sealedrefrigerat-
ed containes—which are designed to pr
gressvely reduce the liklihood of into-
ducing injuious pests to an insigigant

level. Systems aproades ae considezd
when an gpotting region does not qualify]
as a pest-fre aea,and when post-harest
treaments to eadicde the pests dgade
the fuuit or leave unaccptable chemical
residues.

The outcome oAPHIS’s quantitéive risk
assessment of a systenppmad with
nine specit sakguads indicaed tha
Mexican arocados impded under this
regulaory regime posed an insigndant

pest isk. The iegime allovs Mexico to
export the Hass ariety of asocado—a
variety which exhibits a néural resistance
to fruit fly infestdion prior to havest—if
stringent citeria ae met br monitoed
insect populton levels; for havesting
pading, and shipping mctices; anddr
inspections.

Geagraphic and tempal restictions on
shipments of Mgican arocados constitute
two other impotant sagguads tha
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further diminish the liklihood th& quar
antine pests could become étithed in
the US. A hitchhiking pest wich arives
in cold weaher thousands of milesvay
from suitdle host méerial would be
unlikely to suwvive and become edta
lished in the impdng region, which was
an impotant factor in USIN's 1993 deei
sion to allev Mexico to ship Hassw@ca
dos toAlaska.

The US. is not the onf county willing

to rely on a systemspgproad to mitigate
plant pestisk. The US. exports citrus to
Japan,plums to Meico, and gples and
peas toTaiwan under prtocols thaspee
ify different systemspproaces to mini
mize plant pestisk. APHIS also uses sys
tems @proades to &cilitate intestae
commece For example citrus fruit

grown in aeas ofTexas tha are seasonal
ly infested with the Mdcan fuit fly can
be shipped to mkets thoughout most of
the continental LS. under the tens of a
systems ptocol (which identifes the
requisite stps for mitigating risk).

Economic Impacts
Of Revising Q56

Mexico’s asocados & epected to be
competitve in the US. maket. Mexico is
the world’s leading wocado poducer
accounting ér éout 40 perent of the
world’s production. Meican gowers
typically produce betwen 700-800,000
tons of aocados edtyear, about our
times the amount pduced ly the US.
industy. However, most of M&ico’s
avocados & pioduced 6r the domestic
mairket: their siz, appeaance and pove-
nance (fom aeas vhere pestisk cannot
be sgisfactoily mitigated) male them
unsuitdle for the intenational maket. As
a consequenc¢dlexican domestic\aca
do piices ae substantiayl lower than
intemational maket piices,and Me&icans
consume ma than 95 peent of the
domestic ocop eab year

Even soMexico is still the vorld’s see
ond-lagest aocado &potter, trailing
Israel lut ahead of the otheotir major
exporters—SouthAfrica, Spain,Chile,
and the US. According to a stug pub
lished ly theAmerican Farm Bureau,
Mexico’s aility to compete in intara
tional makets stems &m land labor,
and water costs thiaare lover than its
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competitos’ and substantiafl lower than
costs in Calibrnia, which produces bout
90 pecent of the US. avocado cop.

The cost diferentials ae reflected in a
compaison of the viholesale pce for
California Hass wocados in Ne York
City with the prce of Mexican Hass wo-
cados in Monial,the dosest teminal
market to Nev York City which curently
allows sales of Meican asocados.
USDA's Agricultural Marketing Sevice
reports thd the lavest quoted Wwolesale

prices br Mexican Hass wcados in
Montreal in Aruaty, Februaty, November
and December of 199amged from $0.18
to $0.23 per poundvhile the lavest quot
ed wholesale gces br California Hass
avocados anged from $1.65 to $2 per
pound

A USDA Economic Reseah Sevice
study reports tha U.S. avocado pices
fluctuae makedly between yeas.
Nonethelesshese pice dda sugest
that Mexican gowers will be &le to

Mexico's Avocado Production Tops U.S. Output

By Four to One . ..
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... and Its Export Volume Is Also Nearly Four Times Larger
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profitably export avocados to the ntremn
region of the US. even though thg must
pay a taiff of 3.58 cents a pourdwhich
under MAFTA will be gradually phased
out by 2003.

The sgment of Me&ico’s industy tha

will be competing with US. growers is
located in Michoacana stde in southvest
Mexico. Although Michoacan accounts
for two-thirds of M&ico’s output,only a
small fraction of the indusyrthere patic-
ipates in the gport registration program
administeed by Mexico’s plant potection
ageng/. These gport-oriented Me&ican
growers hare chosen to incur the ald
tional costs of sophistited gove man
agement,padking, and shipping factices,
in order to @in access to migets in
Europe Canadaand &pan.

This sgment of the Mgican arocado
industry planted ner groves thoughout
the 19808, principally with the Hass ari-
ety (the \ariety tha accountsdr 85 per
cent of Calibrnian poduction).These
trees hae readed full beaing potential,
heightening Mgico’s inteest in fnding
additional export markets.

The impact on the I$. industy of allow-
ing seasonal impts of Mexican avocados
will be mitigated by the fact tha Mexican
growers will be competing withdreign as
well as domestic sooes of suppl in the
northeastem aszocado maket duing the
winter shipping seasoithe US. is a net
importer of asocadostypically exporting
approximately 5 pecent of domestic jor
duction while impotting gpproximately 10
percent. Chile gports moe avocados to
the US. than ag other county, and in
recent yas has been the dominant sup
plier to the natheasten maket duing
these 4 months.

California is the second-lgest supplier in
this maket, although its winter shipments
to notheasten makets neer totaled 5
percent of Calibrnia’s output dung the
1990-94 peod. The Notheast is not the
primary destindion for California Hass
avocados; pproximately 80 to 90 pesent
of California’s pioduction is typicalf
shipped to stas outside the desigiea
area. Moeover, the NovemberFebrualy
petiod falls outside the peak haasting

and shipping seasonifCalifornia Hass
avocados—hout 65 pecent of the avp is
sold betveen Mach andAugust.

APHIS’s anaysis of the economic impac
of the Q56 evision suppats the viev tha
the egulatory chang will have a limited
impact on Calibrnian avzocado poduces.
APHIS anayzed the impact under dér-
ent scenaos, vartying the quantity of vo-
cados Meican gowers would divert from
other breign destindons to the US. and
the quantity of domesticvacados the
U.S. industy would divert from the noth-
easten region to the nongproved stées.
For example if Mexican poduces redr
rected 30 paent of the anmal average of
1990-94 socado &ports to the pproved
staes duing NovemberFebruaty, con
sumes would benet since pices in the
approved and nonaproved stées would
fall by 25 and 2 paent. Poducer losses
would total proximately $3.9 million.

APHIS’s angysis indicaed tha estimaed
grower lossesanged from $1.4 to $6.4
million under the diferent scenaos,
which represented 0.5 to 5.4 pgmmt of
the fam value of the Calibrnia Hass eo-
cado cop duing the 1990-94 péyd.
APHIS’s anaysis also indicged tha esti
mated consumerans could ange from
$3.3 to $19 million under diérent impot
scenaios. Under all scenans, estimaed
consumer gins were laiger than poducer
losseswith net economic benigfesti
maes angng from $1.9 to $12.5 million.

The revision of Q56 is rpected to hee
an ezen smaller economic impact on
growers in Floida and Havaii, which
account br gpproximately 10 and less
than 1 perent of US. avocado output.
Florida gowers ae geneally the thid-
leading soure of supp) in nottheasten
markets betveen Noember and €bruary,
but maket staistics indicae thee is little
substitution in consumption beden the
larger geen-skinnedacado warieties
produced in Flada (and Caliémia)

and the higher jred Hass eocado.
Consumer willingness to pa lage pice
premium br Hass @ocados has been
obseved in teminal makets ly anaysts
for numemous yeass, suggesting thacon
sumes hare a stong peference ér Hass
avocados wer other gocado arieties.

High humidity levels in Floida pevent
produces from gowing the higher pced
Hass waiiety. Instead Florida pimarily
supplies a nice maket of Cental

t American and Cabbean immigants on
the east coastho pefer the lager geen-
skinned warieties.

A phytosanitay quaantine pevents
Hawaiian poduces from shipping their
avocados to the mainlando seasonabf-
eign shipments of Hass@cados to the
Northeast will hae no efect on thasey-
ment of the domestic indugtr

New Disciplines on Sanitay
& Phytosanitay Measues

Following APHIS’s proposal to evise
Q56,the gyeng/ held a sees of heangs
across the Us. in 1995 to elicit comment
from the pubc, which induded rsk
assessmeniperts and uniersity ente
mologists as vell as gowers and con
sumes. APHIS also solicited vitten
remaks duing an etended 105-da
official comment peod. A number of
respondentsxpressed concartha
APHIS appeaed to hae a“new man
date” under the ecent tade libealization
agreements todcilitate intenational

trade a departure from its histoical man
date to pevent the intoduction and eska
lishment of quaantine pests. Othgmposed
a moe direct questionasking if the Q56
revision “resulted fom” NAFTA.

Disciplines on the use of saniyaaind
phytosanitay (SPS) meases vere
included in the URA and AFTA to pro-
tect and gtend the dgree of gricultural
trade libealization, at the insistence of
major aricultural exporting naions,
including the US. Expoting countres
were concened tha with the tade gree
ments efectively disciplining the use of
other taiff and nontaiff bariers to ayri-
cultural expotts for the frst time impont-
ing countres would resot to the disingn
uous use of health and saf measues to
protect their poduces from competition.
While recaynizing tha ead county has
the swereign light to adopt and eofce
measues necessgito protect humanani
mal, or plant life or healththe agree
ments equire thd these measas adhex
to cetain pinciples.
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The pincipal SPS dicles in the URA
and NAFTA lay out specift requiements
for these meases to be:

 scientifcally based—SPS meases
should be based on arpdicit scientif
ic assessment 0iSKs;

e nondisciminatory—no \varation
should be pplied among ading pat-
neis or betveen domestic anafeign
goods ecept as justiled by differences
in assessedsks;

» least tiade estictive—although edc
county has the seereign tight to
detemine wha level of SPS potection
is accgteble, it should tale into
account the objeate of minimizing
negative trade efects; and

* transpaent—govemments mst notify
other counties of SPS meases which
restict trade and mast lespond to ad
ing patners’ requestsdr adlitional
information.

Another aticle in the tade greements
provides br regionality—regulaory
authoities must allav impotts from pest-
or disease-freareas(or aras vhere the
prevalence of pests or diseases is 30 lo
as to pose insigndant lisk) within count
tries.

If an exporting county successfujl chal
lenges an SPS measuthd violates one
or moie of these dicles bebre a NAFTA
dispute settlement pané¢he impoting
county must either escind the measer
or compendga the tading painer for the
amount of tade lost.

In the viev of the US,, codifying SPS
principles and gactices in the URA and

NAFTA requires US. trading patners to
adhee to the same pfessional standds

asAPHIS when brmulating SPS policies.

Since Congess frst delgated the authar
ty to USDA in 1912 to pohibit or restict
entry of foreign pioducts to guat against
quamntine pestsSPS decisionsybthe
professional stéfof APHIS (and its insti
tutional pedecessai) have alvays been
based on the tast aailable scientifc evi-
dence on theisks. US. quaantine poligy
has also alays been guidedybthe pinci-
ple of“least dastic action’which in-
structs egulaory authoities to potect
domestic griculture from pests \ile
imposing the éwest possile bariers on
commece and tade

Because pest detection anddicdion
technolagy changes wer time quamantine
policies can also bexpected to bange.
The fact tha a sgment of the Meican
avocado industr had adopted innations
in chemical contls and cultual prac
tices,combined with ecentARS reseach
results @out the esistance of Hasveca
dos to fuit fly infestaion, suppoted
APHIS’ assessment ththe isks associa
ed with impoting these @ocados \ere
lower than vinen last eviewed in the
19705. The rvision in Q56 eflected a
chang in actualisk factos and the
undestanding of thoseisk factos—not a
chang inAPHIS’ mandae to potect
American ariculture.

The patial lifting of the ban on Meican
avocadosalthough in cordrmity with the
new disciplines on the use of SPS mea
sures,was not‘caused’by NAFTA, but
rather reflected USIA's long tadition

of basing quantine polig on sound

scienceWith the URA and MFTA in
place the US. will now be #le to obige
its trading paimels to do the same
Donna Robes, USDA-ERS Genea,
Switzrland, 41-22-749-5245
droberts@ustigov

June Releases—USDA’s
Agricultural Statistics Board

The following reports are issued
electronically af 3 p.m. (ET)
unless otherwise indicated.

June

2  Crop Progress (after 4 pm)
3 Dairy Products
4 Broiler Hatchery
Egg Products
Poultry Slaughter
5  Minn.-Wisc. Base Month Price,
Final 1994-96
9  Crop Progress (after 4 pm)
1T Broiler Hatchery
12 Crop Production (8:30 am)
13 Caftle on Feed
Milk Production
Turkey Hatchery
16  Crop Progress (after 4 pm)
18  Broiler Hatchery

20 Cold Storage
Livestock Slaughter
23  Crop Progress (after 4 pm)
24 Catfish Processing
Chickens & Eggs
25  Broiler Hatchery
26  Cherry Production
Peanut Stocks & Processing
27  Agricultural Prices
Hogs & Pigs
30 Acreage (8:30 am)

Grain Stocks (8:30 am)
Crop Progress (after 4 pm)
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exico is the vorld’s lagest aocado

producer and second-tEst
exporter, accounting ér ebout 67 pecent
of global poduction and 24 peent of
world trade in 1995/96. Méco currently
exports @out 7 pecent of total poduc
tion, mainly to Euopg Canadaand
Japan.The US. is the second-lgest
producer of gocados (bBout 15 perent
of world production) and the sixth-
largest exporter (5 pecent of global
trade).The US. exports éout 5 to 7 per
cent of poduction,with the EU Japan,
and Canada the most impemt makets.

Mexican per cpita consumption is
about 7 kilggrams per peson,compaed
with U.S. consumption of less than 1
kilogram. US. per c@ita consumption
more than douled between the edy
19705 and the e&y 19805, but has
remained dirly constant since then.
California has I far the highest per
cgpita asocado consumption in the. 8,
for two piincipal reasonsit is the main
region of U.S. production and it has a
large Hispanic populion with an estia
lished peference ér asocados.

The 19 natheasten stdes where
Mexican avocados will be penitted
under the ecentAPHIS nling ae esti
maed to consume 10,000-15,000 tons
of fresh &ocados anmally and account
for eout 8 pecent of domestic use
Avocados a used gmaiily in fresh
saladsas toppings on soupand as the
main ingedient in guacamolévo-
cados a fich in potassium and vitamin
A and free of tolesteol, but relaively
high in fat and caloies.

In both counties, production is high}
concentated in one st& and on one
valiety. Mexico produces maiyl the
Hass wariety, with over 85 pecent
grown in the stge of Michoacan near
Mexico City. In the US. over 90 pecent
of all avocado tees ae in Calibmia,
with roughly half of U.S. production
located in San Digo County California
produces mosyl the Hass ariety, which
has a pkbly, dak green skin. Most of
the emaining US. output is fom
Florida, mainly a variety of West Indian
origin with a smoothlighter green skin.

Hawaii also gows a small amount of
avocados.

Avocado poduction equires a gea
deal of vater. In San Digo County avo-
cado poduction elies on high-cost ii-
gation. In Michoacanwhere only about
half the ochards hae irrigation sys
tems,abundant ainfall gives Mecican
produces an adlantaye in laver water
costs.

At a ndional level, Mexican yields a&
typically 7 to 9 metic tons per hectay
although a miare orchad with 8-year
old trees gneally averages 15 tons per
hectae. California yields ae slightly
lower & about 5 metic tons per hectar

Production of @aocados canldictuae a
gred deal flom one ar to the nd, due
to the cop’s sensittity to cold leading
to wide \aiiations in pice and in con
sumption lgels. Somewcados alsom
through a beang cycle tha varies the
production wer seeral yeass. Calibria
is cgable of producing substantialol-
umes of mocados garround although
the peak season is usyditom March
to August,with the lovest levels from
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September to DecembeFlorida mar
kets dout 90 perent of its harest
betweenAugust and Decemher

In Michoacanthe pimary hawvest sea
son is October todbruary, although
production is yarround Therefore,
there is some complemeniiyrin the
Mexican and US. production gcles,
although Meico could pose e com
petition duimg Jarualy and Februaty,
when Calibrnia has been ndgrthe sole
supplier

Mexico’s aszocado gowers hae been
looking forward to the oppdunity to
export to the US. for several yeas. In
fact,a rumber of ne trees vas planted
with this goal in mind in the e 1980%
and edly 19905, and these arnav
stating to bear fuit. Producer oganiza
tion has undgone a saes of hanges,
with the MichoacarAvocado Commis-
sion nav the pincipal wice for grow-
ers. In an fort to improve eport pro-
motion,the Meican industy is repont-
edly working with the Midhoacan stz
govemment and theeideal govemment
to develop standats for product quality
and ldeling Reportedly about 15

Chile Has Dominated U.S. Avocado Imports in the 1990's
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growers in Michoacan my eventualy
be @le to ship &ocados to the 1$., but
only 2 or 3 mg be dle to tale adian
tage of the opening initiag)h Michoacan
growers estimge tha 13,000 hectas in
four municipalities in the sta, cagpeble
of exporting 80,000 tonsgould be
approved ty APHIS to export avocados
to the US.

Poor weaher in Meico reduced the
1996/97 cop by approximately 20 per
cent,to 635,000 tons. Hew rainfall,
hailstoms,and cool tempetures in
Michoacan dung the fowering season
caused fuit to fall eaty, and educed
both yields per #e and sie of the fuit.
For the 1997/98 season—thest for
which the ecentAPHIS wling will
apply—Mexican gowers interviewed by
USDA's ForeignAgricultural Sevice
expect output to bounce HaB80 pecent
as higher yields ofteroflow a lov-yield
year

The CalibmiaAvocado Commissios’
March estimae for 1996/97 stz output
was thathe aocado cop would be up 3
percent.Total California shipments &m
November 1996 to M&h 1,1997 were
up 12 pecent flom the pevious year
with prices dovn 3 pecent. for the
Hass waiiety, shipments wre up 10 per
cent and geces davn 5 pecent.The frst
official USDA production estimte for
1996/97 will be eleased inuy.

As with other seasonalaps,prices Pr
Mexican arocados dop duing the peak
hawvest season—N@mber to Ebrualy.
However, these pices eflect the whole
crop as maeeted in M&ico City’s main
wholesale maet. Expot-quality fruit
commands a higher ipe for its gppear
ance and the special handlirepuired
Mexican pices emain lav duting
March andApril as the cop contirues to
be maketed Mexican a/ocado poduc
ers hare a gea deal of fexibility in
timing of hawest becausevacados can
be stoed on the &g often for several
weeks or monthd\vo-cados ipen once
they have been piked softening within
3 to 4 dgs for fruit picked lae in the
season and 3 to 4esks br fruit picked
ealy in the season.
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U.S. Processed Avocado Imports from Mexico

Have Grown Rapidly in the 1990's
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Mexico’s Competitveness
In the U.S.

Under the n& APHIS mles,Mexico
and Chile will fnd themseles in diect
competition in the LS. maket duing
November and Decembérhe US.
imported 25,000 tons of ésh &ocados
worth $23 million fom all souces dur
ing calendar 1996Gbout 15 perent of
domestic demand

In the pastdw years, Chile has been
suppying aout two-thirds of US. avo-
cado impots, mainly during September
DecemberDuring the 199, Chile
exported an serage 13,000 tons of ésh
avocados to the 1$., with 40 pecent
enteing duiing November and Decem-
ber Chilean s&ocados déce a US. taiiff
of 12.9 cents per kiram,as opposed
to the 7.9 cents/kg tiéf for Mexico, and
Mexico’s taiff will be phased outyo
2003 under RFTA.

Some Mgican fresh aocados hee
alread/ been enténg the US. in recent
yeais, coming ly truck through Laedo,
Texas. Havever, these wocado impats,
which readed nedy 1,800 tons in
1996,have been boundybtruck for

Alaska (where impots from Mexico
have been penitted since 1993) orof
Canadapr headed to L$. potts for
other e-eport destingions.

In the last éw yeass, while the patial
lifting of the ban on fesh &ocados \as
being deeloped Mexican porters
have relied on pe-export processing to
maurket their aocado poducts in the
U.S. Processedwacado poducts
include arocado pulpavocado paste
and guacamole in consuragad/ pack-
aging. Avocado pulp comes in tuberf
use in estauants anddod pocessing

Impotts of pocessed\acados fom
Mexico hare grown stiongly in the last
few yeas. The US’s plytosanitay ban
does not pply to processedacadosas
the husk and lge seed hz been
removed In fact,the \alue of pocessed
avocado impats from Mexico is nav
equivalent to US. fresh &ocado impots
from all souces. Pocessed\acados
face a 1997 tdf of 7.9 cents per kg
which will be elimindged by 2003.
About 3 pecent of M&ico’'s avocado
crop goes to pocessing outlets.

Daniel Plunlett (202) 219-0670
plunkett@econ.g.gov
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Special Article

CEE countries will benefit from EU membership through unre-
stricted access to EU markets and higher producer prices for
their farmers. However, membership will not be without cost.
Higher expenditures by the EU will be required to support CEE
agriculture at current EU producer prices, completely open bor-
ders will increase competition with Western Europe’s agro-food
sector, and consumer expenditures on food, already a large pro-
portion of CEE incomes, will rise, having an inflationary impact.

Economic Research Service/USDA

A potential risk is that, with completely open borders between
EU and CEE countries, the CEE agro-food sector will find it dif-
ficult to compete with Western European firms. This is particu-
larly true of the food processing industry. Some CEE food
processors have modernized sufficiently to meet EU product
standards, but for most of the CEE food industry, considerable
investment is still needed. Among raw agricultural products,
CEE livestock will have difficulty competing in the EU market,
as most CEE meat and dairy products do not meet EU quality
standards.

While CEE countries have made significant progress toward
recovery from the recession of the early transition period, con-
siderable restructuring of their agricultural sectors will be needed
for successful integration into the EU. The remaining challenges
include improvement of farm productivity, completion of privati-
zation of state farms and agro-industry, simplification of govern-
ment purchasing and market management practices, training in
agribusiness and quality control, and programs to encourage
rural development and structural adjustment.
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Ag Trade Environment
With an Enlarged

Agencies created in many of these countries to administer mini-
mum prices, export subsidies, or other measures often operate in

he prospective enlargement of the European Union int

European Union
Central and Eastern Europe could add as many as 10(

I million new consumers to the EU market and double th
number of farmers, having potentially profound effects on glg

P a nontransparent way, leading to questions of compliance with
World Trade Organization (WTO) regulations on state trading.
€state policies in Bulgaria and Romania, for example, cause sig-

bafficant distortions in domestic markets. Procurement of bulk

and U.S. agricultural trade. Initial USDA analysis indicates th
accession to the EU and subsequent implementation of EU

akommodities in these countries is still mainly in the hands of
Htate-owned companies that use their market power to hold down

cultural policies will increase agricultural output in Central a dprices. In addition, these governments continue to exert some

Eastern Europe (CEE), particularly in the livestock sector, créatyntrol over retail prices through limits on processing margins.
ing increased demand for feedstuffs, and opportunities for addi-

tional U.S. corn and oilseed exports. On the other hand, CE
preferential trade agreements with the EU, in addition to geo
graphic ties, could limit U.S. trade potential in this growing
market.

The EU has taken a multi-pronged approach in its preparations
for enlargement. It has funded an extensive program of technical
assistance for the CEE region, designing projects to improve
agricultural structures and market mechanisms, food production,
processing and distribution, and infrastructure. In addition, the

Ten CEE countries, including the Baltic states, have applied fo{996/97 EU Intergovernmental Conference is addressing institu-
membership in the European Union and have signed Associatigsha| preparations for enlargement.

Agreements (Europe Agreements) with the EU. These countfies

are Bulgaria, the Czech Republic, Estonia, Hungary, Latvia, | Enlaroement Could
Lithuania, Poland, Romania, Slovakia, and Slovenia. Negotia- i gr EU Ag Reforms
tions between the EU and the applicant countries are not ex eT:'E—gg 9

ed to begin before 1998. European enlargement is likely to dcgis £y is a global player in agricultural trade, and EU enlarge-

:2 a numbeLof stages, V‘I’(ith the CZ?jCh Eemf’b"c' Soland, and ment will inevitably have implications for European agriculture.
ungary—the most market-oriented and reformed countries Pirpe £, one of the world’s largest and most competitive agricul-

the proposed group—favored to join first. The Europe Agreeq y, a1 exporters, is a major force in multilateral trade negotiations.

culture because it is likely to be an impetus for major changes.
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The EuppeAgreementsdrm the basisdr gradual intgra-
tion of CEE counies with the EUThe areements oger
five main agas:political dialogug economic coopetion,
financial assistancadoption of EU lgislation, and tade
liberalization. The frst ggreements wre signed with Bland
Hungary, and Cedoslovakia in 1991with mutual trade
provisions taking dkct the bllowing year and the en@r
agreements taking &fct in 1994 The objectie of all the
agreements is membsrip of the CEE coungs in the EU
All 10 CEE counties—Bulgaria, the Cz2ch Repulbic,
Estonia,Hungary, Latvia, Lithuania,Poland Romania,
Slovakia,and Sloenia—hae formally gpplied for EU
membeship.

The bilaeral trade and coopetion provisions of the Ewpe
Agreements calldr most-tvored ndion (MFN) treament
and gadual elimindon of selectre quantitéive restictions
over a 10-gar peiod, beginning when the greements g
into efect. Sparate piotocols ceer “sensitve sectos;
including ayricultural products,clothing, textiles, coal,and
steel. lr agricultural products,most concessions@aphased
in within 5 yeais and imolve taiff reductions and quota
increases. & example beef pork, mutton, poultry, and
dairy products ae subject to a 20-peent taiff reduction
over 3 yeass, while impott quotas will incease 10 peent
per year br 5 yeais. Hovever, trade in some commaodity
groups,sud as gains,has not been libafized

The two-way preferences wre stuctured to accelete liber
alization for CEE e&ports to the EU Despite thisEU
exports to the CEE hee far outstipped tade in the opposite

Europe Agreements Pave Way to EU Membership

Scheduled CEE “Eur ope Agreements” and
EU Member ship Applications
Europe Agreements EU membership

Signed Effective application
Hungary Dec. 1991 Feb. 1994 Mar, 31, 1994
Poland Dec. 1991 Feb. 1994 Apr. 5, 1994
Romania Feb. 1993 Feb. 1995 June 22, 1995
Bulgaria Mar. 1993 Feb. 1995 Dec. 16, 1995
Czech Rep. Mar. 1993 Feb. 1995 Jan. 23, 1996
Slovakia Oct. 1993 Feb. 1995 June 27, 1995
Estonia June 1995 N/A Nov. 28, 1995
Latvia June 1995 N/A Oct. 27, 1995
Lithuania June 1995 N/A Dec. 8, 1995
Slovenia June 1996 N/A June 10, 1996

N/A = not yet in effect.
Economic Research Service, USDA

direction. In theifst yeas of the greementslack of infor-
mation and amiliarity with EU procedues pevented the
CEE counties from fully utilizing their allotted quotag:he
EU’s quatery administetion of pteferential quotaswhich
hindess full utilization of anmual quotas Wwere seasonal com
modities ae concemned also limited CEE xports. Fnally,
the method of administieilg taiff-rate quotas places CEE
counties d a disadantgge—the quotas @re allocded to
EU impoters rather than CEE@orters. Recentl, the EU
and the assodiad counties b@an eneaotiating their ayri-
cultural protocols to &pand peferences in ater to accom
modde the inal WTO Agreement o\griculture.

The CEE countes hae hug aricultural sectos which, despite
the adlances of écent pars, are generlly less deeloped than
those of the EUThe gplication of curent CommorAgricul-
tural Policy (CAP) metanisms to CEE awuld be ery costly to
the EU Extending the gnepus beneéfs provided to EU poduc
ers would signifcantly increase EU gricultural spendinglt is
increasingy likely, therefore, tha the enlagement will pecipk
tate a svegoing reform, further ieducing pice supparto famers
and &panding upon the limiteceforms undetaken in 1992The
U.S. views this ppspect as an oppanity for the EU to futher
liberalize its ayricultural policies and bild on the accomplish
ments of the Urguay Round greements.

The Euppean Commission hagamined diferent enlagement
scenaios to measww the economic impli¢ens,including impli
caions for the CEE and EUafm sectos. One gproac would
contirue the CAP eform eforts begun in 1992which reduced
producer suppadrprices and compentad poduces with py-
ments,and would extend theseaforms to ceer other sectar
sud as dajy, in an efort to improve EU aricultural competi

tiveness. Sutan pproad implies geder use of diect compen
saory payments to help maintairafm reverues.

USDA also conducted ptiminaly anaysis on the impact of
CEE accession to the Eunder tvo extreme scendos: in ong
the curent CAP aplies to CEEand in the secondamers in an
enlaged EU-19 (intuding the Cedh Repubic, Hungary,

Poland and Slwakia) face vorld prices.The results in both
caseseaveal tha the aricultural economies of the cant EU-
15,and CEEare likely to expeiience major adjustments.

Agricultural commodity pices in the EU a typically above
world prices,while most CEE fces ae curently belov world
prices.The CEE countes will be equird to adopt EU fzes
after accessiomwhich will lik ely stimulate CEE aricultural
output and hinder consumption. If the EU-19 adopteddwv
prices,CEE poduction @ins would be smaller (than under
EU-15 pices),while EU-15 output wuld decease and EU-15
consumption wuld increaseThe efect would be gedest br
commodities with the lgest curent world-to-CEE pice
differentials.
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Economic Growth Still Eludes Most CEE Countries

Per capita
Population Per capita GNP growth
mid-1994 GNP 1994 1994*
Million Uss % per year
Bulgaria 8.4 1,250 -2.7
Czech Republic 10.3 3,200 -2.1
Estonia 1.5 2,820 -6.1
Hungary 10.3 3,840 -1.2
Latvia 2.5 2,320 -6.0
Lithuania 3.7 1,350 -8.0
Poland 38.5 2,410 0.8
Romania 22.7 1,270 -4.5
Slovakia 83 2,250 -3.0
Slovenia 2.0 7,040 NA
NA = not available.
*Adjusted for inflation.
Source: World Bank Development Report, 1996.
M Eu-15 Portugal

[ EU-19 (EU-15 + Czech Republic,
Hungary, Poland, Slovakia)

Other CEE

Under both scenirs, CEE meaprices would increase signif
cantly, spuring production and discoaging consumption. Mea
production wuld shift somehat from the EU-15 to CEE,
increasing the sharof CEE poduction.The EU-19 would con
tinue to hae some gportable supluses of pdc and poulty.
CEE gain pioduction wuld also incease under both sceita,
as CEE poduces respond to higher jmes. Havever, due to the
EU’s mandtory set-aside mgram,the incease in CEE rgin
production wuld be ery small under the cuent CAP and
would be dvarfed by the incease in consumption due ising
feed use pthe livestok sector

If the EU-19 adopted arld prices and bolished the set-aside
the region would become anven lager whed expotrter than the
EU-15,while potentialy importing moe con. It is likely tha
large inceases in EU-19ggicultural production would lead to
lower world prices,dampening futwe poduction @ins slighty.

Growing Market for U.S. Farm Exports

The US. has had aden inteest in the CEE counés from the
beginning of the egion’s transition pocess in 1989. ManCEE
counties hae made signi€ant pogress in their fnsition to
maiket economiesand tade with théMest has boomedU.S.
agricultural expotts to the egion were oughly $400 million in

Denmark

Czech

Ireland Republic

Slovakia

Romania

Slovenia

Greece

fiscal 1996 making the egion one of thedstest gowing mar
kets br U.S. fam products.

The CEE countes iepresent a potentiglllarge export maiket,
with strong gowth potential. Rsspects a uncetain for U.S.
trade however, as EU competition in thesgion presents a major
obstade to inceeased eports. The EU is the most imptant CEE
trading painer and the soae of dout half of all CEE gricul-
tural impots. The EU has bengéd from ndural adzantayes
corveyed ty geagraphic proximity, lower transport costs,Jong-
standing cultual ties,ease of méeting sevicing, and the
oppotunity for frequent diect contact with customer

In 1996,U.S. agricultural exports to CEE counies epresented
only 5 to 10 perent of the CEE mé&et and vere not highy
diversified, consisting pmaiily of whea, feed gains,and pou
try meds. Traditional US. exports of hulk commaoditiespatticu-
larly grains,have dedined since 1990 anduictuae consideably
from year to war depending on domestic CEEajn pioduction.

On the other handhe high-alue-poduct (HVP) shar of U.S.
exports to CEE has beersing. Poultry claims the lagest shag
of HVP expotts, although it has slumped in the last@ag as
CEE counties tale increasingy protectionist meases. Expots
of hides and skins andhiety medas sud as fesh or fozen ofal
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are bajinning to ecover, and US. companies arfinding mar
kets br nev products not tditionally imported by CEE,includ-
ing popcon, other pocessed i@in poducts (suls as ead/-to-
ed cereals),and hoficultural products,especialy nuts.

While the US. suppots EU enlagement,it is also committed to
furtheiing the deelopment of fee tade in the global econgm
Therefore, the US. will work to ensue tha EU tems of acces
sion ae consistent with the Uguay Round greement.

Prospectsdr U.S. agricultural exports to the egion as it
becomes mar integgrated with the EU & favorable in the near
temm, patticulady for high-value poducts. Rising incomergwth
resulting fom EU membeship should inaase werall demand
for agricultural products,and US. exports could ise as total
exports to the egion expand U.S. exports of oilseedspilseed
products,and somededs mg beneit as the Westod sector
expandsAn expanding and modaeizing fatm sector mg also
raise demandof U.S. agricultural inputs.

Oppotunities br increased US-CEE tade will likely be limited
however, by CEE govemment intevention,increased potection,
and stif EU competitionAs CEE counies come under the
EU’s impot regime, shipments to these couiets will encounter
the pinciple of comnunity preference whereby the EU (lile all
customs unions) diseninates aainst thid-county impotts in
favor of products fom member couns.

As EU membes, CEE counties will adopt EU eteinary, sant
tary, and plytosanitay standads. Resictions on tade between
the curent EU-15 and its &ding painers will then also pply to
imports into the n& member countes. This could pesent pob-
lems Pr U.S. access to CEE-10 couiefs.After enlagement,
longstanding UWS.-EU disputes wer homone-teaded meg mea
inspection standds,and moe recenty, geneticaly modified
organismswill have geder impactaffecting nedy all of
Europe

As increased mtection and competitiondm the EU in the mar
ket for agricultural goods ender tade pospects unctain, U.S.
businesses nyafind tha investing in this egion will allow them
to take adantaye of expanding demandVhile the dimate for
investment  agricultural industy varies by county, economic
developments in theegion overall are geneally favorable for
investmentThe egion’s adrantages indude a highy educéed
low-cost workforce, rapidly growing economies withising per
cgpita incomesand dose poximity to major makets in the EU
and the nely indgpendent stas of the drmer Swiet Union.
The ecovering agricultural GDP will enhance irestment and
joint-ventue oppotunities in the a¥as of &m inputs sub as
fertilizers, feed and aricultural madinery, as well as maketing
and bod pocessing

Some obstdes to itvestment emain,however. Political and
economic instaility continue in the egion. Duiing the tansition
processagricultural output has ddiaed, fueling pessue for
protectionism.

Risk is an impaant consideation for potential inestos in the
region. Despite sting gowth, per cgita incomes a still low
relaive to deeloped maket economiesand unemplgment is
high. Makets br land ae not vell developed which increases
risks and tansaction costs. Some couest legal stuctures
may not yet be deeloped br private husiness opetions.
Privatization is not completeespeciay in the @ro-industial
sector The lggging reform of the pocessing and dishution
sectos remains a major bottlenkecinfrastuucture is frequenty
inadequie, patticulady in rural aeas.

On the positie side oppotunities br profitable investment in
agriculture ae linked to inceased mdtanizdion of the &im
sector demand dr high-tet inputs,and land consoliden.
Rising incomes dér oppotunities in high-alue and prcessed
products,and in oilseeds and other inputs the epanding ve-
stok sector

Moreover, EU enlagement will xpand the sig of the maket,
with output of most gricultural products &pected to ¥pand

EU assistance to CEE coues though stactural funds will
address some of the obstas to irvestment thinare aggravated
by an outdged ayricultural infrastucture. At the same timegU
membeship my address some of the pllems dtendant to eco
nomic and political instality and lak of transpagnt economic
and legal systemsteducing isk to investos.

The overall beneits to porters and ivestos in an enlaged EU
are not without costs. CEEgacultural sectos ae Iife with dis
tortions esulting fom maiy yeas of a command-sictured
econony. The EUS CAR even if “reformed” may simply
replace one set of mket distotions with anotherDespite shad¥
term improvement in the aadde outlookEU membeship ma
limit opportunities br U.S. agricultural exports to CEE coun
tries. The best oppadunities in the CEEeagion will remain in
exports of HVP5, tageted lulk commoditiesand irvestment in
cettain sectos. Higher gricultural prices bllowing CEE mem
bership could educe global competittness of bsinesses based
in CEE counties. Despite sutresevations, CEE will contirue
to be an impdant region for U.S. agriculture, as it is an gpand
ing maket for U.S. fam exports and a sitng manet br U.S.
investment.
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