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Chinag, Taiwan, & the WTO...Income & Global Food Spending
... Processed Food Trade... & the "Green” Industry

China, Taiwan & WTO Accession:
Potential Benefits

Integration of China and Taiwarinto the
World Trade Organization’s (WTQO's)
global trading system would significantly
expand world trade and GDP, according
analysis by USDA's Economic Research
Service. Both China and Taiwan as well
as the U.S. would benefit, mainly becau
the three countries’ resource endowmen
are complementary in the trade arena.

Because of China’s comparative abun-
dance of labor, induction into the WTO
would permit it to further expand produc
tion of labor-intensive manufactured
goods, notably textiles and apparel.
China’s net agricultural imports would
increase significantly as rising incomes
stimulate demand for more varied and
higher quality foods, as labor and other

resources shift out of farming to labor-

intensive manufacturing, and as textile home to 2.5 billion of the world’s 5.8 bil-

the 1996/97 season, are the highest in 4
years and are expected to increase again
by the end of 1997/98 despite higher
expected domestic mill use and exports.

At the beginning of May, USDA suspend-
ed import quotas permitted under Step 3
of the U.S. marketing loan program, end-
ing 80 consecutive weeks of Step 3 quo-
tas. During March-December 1996, cotton
imports totaled more than 700,000 bales,
compared with 1,000 to 20,000 bales per
year during the preceding decade. This
was the result of an unusually high price
premium for U.S. cotton combined with
additional import quotas under Step 3.
The 2-year jump in U.S. cotton imports is
expected to cease in 1997/98.

“Green” Industry Grower Receipts
To Surpass $11 Billion

The U.S. leads the worldh production

production expands. The U.S., with abun-lion people, to compare spending and corftnd marketing of flowers, cut foliage, pot-

dant arable land, would expand its food sumption patterns and their relationship t
income. Comparisons confirmed that, as © . )
incomes rise, a smaller share of expendi-tVely as the “green” industry. U.S. grow-

and agricultural exports, particularly to
China. Nongrain crops (notably cotton)
and processed foods would gain the mostures is devoted to food. The study data

also confirmed the association of rising

U.S. Processed Food Trade

Advances in caloric intake to a point of satiation,

and consumption of higher value foods

U.S. processed food and beverdggade such as meats.

rose to a record $58 billion in 1996 and is
expected to record further gains in 1997. OVer the next decade and beyond, eco-

Exports in 1996 surpassed $30 billion, upPomic growth, coupled with high rates of

3 percent, even as global food safety conPopulation growth and urbanization, is
cerns slowed exports of beef in the latter €xpected to fuel demand for food and
half of the year. But pork and poultry stimulate diet diversification in low- and
exports continued their strong advances.
A healthy U.S. economy and strong de-
mand for a variety of food items drove
imports to nearly $28 billion in 1996, an
11-percent gain over 1995.

al exports to these countries.

Cotton Exports Up in 1997/98,
But Stocks Building

Income Levels Affect

Global Food Spending U.S. cotton exportsire projected up

slightly at 7.3 million bales, despite a

middle-income countries, creating poten- )
tial opportunities for increased agricultur- 1he U.S. ranks 12th in the world for per

ded plants, bedding plants and other nurs-

ery crops, and turfgrass—known collec-

ers’ cash receipts for these products are
projected to reach $11.3 billion in 1997,

incomes with more diverse diets, increase?n increase of 6 percent over last year. For

floral and potted plants, the value of
domestic production has grown only mod-
estly over the past decade compared with
the value of imports, which have risen
sharply over the same period. Since 1994,
the value of imports of these products at
port of entry has increased about $100
million every year, driven primarily by cut
flowers.

capita expenditures on indoor flowers/
plants. However, Americans spend a far
greater amount on outdoor landscaping
plants (environmental horticulture) than
do their counterparts in Europe or Asia.
Industry analysts believe U.S. consumers
are spending 2-3 times more on outdoor

Knowledge of the forcethat help deter-

mine food spending patterns can improve

predictions of future demand for agricul-
tural commodities and of subsequent
shifts in international trade flows and
price levels. ERS studied 51 countries,

smaller U.S. crop, as reduced foreign supPlants/flowers than consumers in other
plies afford the U.S. additional export developed countries. And U.S. consumers
opportunities. Production is expected at spend over twice as much on landscaping
18.5 million 480-pound bales, compared Products as on _rorlcuIture items at rgtall
with 18.9 million in 1996. Cotton stocks, outlets ($37 billion vs. $16 billion project-
projected at 4 million bales at the end of €d for 1997).
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Field Crops

Early Outlook
Points to Smaller

plantings in the Southeast and the
Southwest. Extra long staple (ELS)
acreage was also expected to be lower
1997. A revised estimate for both uplan
and ELS cotton area is provided in
USDA's Acreagereport, released June 3(

Despite cool, wet weather which delaye
cotton plantings in many areas across t
Cotton Belt this spring, U.S. plantings
were essentially complete by the end of]
June, in line with the 5-year average.
Meanwhile, the condition of the overall
crop is slightly better this year than in
1996. As of the end of June, 56 percent

concern about plant development and
potential yield problems.
in
I Although a portion of the 1997 U.S. cot-
ton crop remains to be planted and most
-has just started to develop, USDA's cur-
rent production projection is for a slightly
d smaller crop than in 1996. In estimating
neprojected harvested area, 1992-96 average
acreage abandonment by state is consid-
ered as well as therospective Plantings
report, and projected yield is based on
1967-96 state trends, weighted by area.
With 1997/98 harvested acreage estimated
adit about 13.3 million acres, and a national

the 1997 area was rated “good” or “excel-average yield of 670 pounds, U.S. cotton

lent,” compared with 59 percent a year
ago. At the same time, only 13 percent
was “poor” or “very poor” so far this
year, compared with 17 percent in 1996
However, the very cool spring in the
Southeast and Delta regions is causing

production in 1997 would reach 18.5 mil-
lion 480-pound bales. Final 1996 produc-
tion was more than 18.9 million bales.
The first survey-based production projec-
tion for 1997 will be released by USDA
on August 12.

U.S. Field Crops—Market Outlook

__ Area Total Domestic Ending Farm
C o.". on Crop Planted Harvested Yield Output supply use Exports  stocks price
— Mil acres—  Bu/acre Mil. bu $/bu
. Wheat
For the 1997/98 marketing year (August- ™ gq5/97 756 629 363 2282 2748 1298 985 465 435
July), cotton producers again focused on  1997/98 69.2 610 378 2304 284 1250 1025 579 345405
market signals to determine how much
acreage they would devote to cotton. Wit 002296/97 795 731 1271 9293 9729 6995 1,825 909 2.70-2.75
farm program planting flexibility in its 1997/98 814 751 1310 9840 10759 7,360 2050 1,349 2.25-2.65
second year under the 1996 Farm Act, thi
price outlook this season for alternative |  Sorghum
crops was an important consideration in 1996/97 13.2 11.9 67.5 803 821 550 215 56 2.30-2.35
farmers’ planting decisions. As a result 1997/98 10.9 9.8 67.6 665 721 424 200 97 2.00-2.40
prospects are for reduced U.S. cotton Sl
acreage, as early-1997 price expectatiops  1996/97 7.2 68 585 397 531 407 35 89 2.75
for competing crops like corn and soy- 1997/98 7.0 6.6 59.7 395 524 47 35 72 210-2.50
beans encouraged some cotton producer oat
. . a s
to switch acreage to an alternative crop, o e 5= —_— = - s 5 o
1997/98 53 3.2 58.0 187 361 280 3 78 1.40-1.80
The March 31Prospective Plantings Sorb
indi ; oybeans
rchotrt |nd||cat1e4d5tha_t”farmers mtefnd(itd Q" ogere7 642 634 376 2382 2586 1561 895 130 7.35
plant nearly 14.5 million acres or cotton,  4997/98 6868 675 385 2600 2735 1585 910 240 5.60-7.00
compared with more than 14.6 million in
1996. Although intentions suggest cotton g Lbs/acre — —————Mil. ewt(rough equiv.) L
area would be only slightly less than last 199697 282 280 6121 1713 2074 1062 770 242 9.85
year’s planted area, changes were notice:  1997/98 2.88 282 5762 1625  199.7 1071 71.0 21.6 9.75-10.75
able ona regional basis. For upland cotf - . o
ton, which accounted for 98 percent of | Cotton
regions show 6-percent declines in cottgn 1997/98 145 13.3 670 18.5 225 1.0 13 42

area for 1997. Nearly offsetting these
declines, however, were higher expected

Based on June 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 for prior years.

Economic Research Service, USDA
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Meanwhile, cotton stoks ae pojected &
about 4 million bales Y the stat of the
1997/98 méketing year (August 1)the
most plentiful in 4 gass. Impots of raw
cotton into the Us. duiing the 1997/98
season & epected to bealatively small,
paticulady in compaison to 1995/96 and
1996/97 vinen moe than 400,000 bales
were impoted eab year

The lage impots in those gars were
attributable to extremely low U.S. stoks
and to inceased quotas thallowed moe
cotton to enter the \3. Based on cuent
USDA projections,total U.S. cotton sup
plies in the 1997/98 seasoreaxpected to
be the highest since 1994/98ading
neaty 22.5 million bales.

Total demanddr U.S. cotton is alsoxe
pected toise in 1997/98with both do-
mestic mill use andxgorts piojected to
expand Domestic mill use is anticiped to
increase slighyl to 11 million bales fsm
10.9 million,as contimed competition
from manmadeilfers, patticulady poly-
esterwill lik ely prevent cotton consump
tion from epanding athe etes &peli-
enced dung the frst half of the 1998@.

In contlast,U.S. cotton &ports ae &-
pected toise 3 pecent to 7.3 million
bales,accounting ér an dove-arerage
shae of world cotton tade of nedy 27
percent. US. stoks hae lisen fster in the
1996/97 season thaaréign suppliesand
U.S. cotton supplies will besadily avail-

able for export eaty in the 1997/98 season.

In contiast,during the frst 2 months of
1996/97 stoks and gports were extreme
ly low. An expected dene in foreign sup
plies in 1997/98 will ppvide the US. with
additional export oppotunities.

Yet because demandrfU.S. cotton is not
expected to xceed poduction,stodks will
likely build further in 1997/98. LS. cot
ton sto&s in 1997/98 wuld increase 5
percent,with ending stoks on dily 31,
1998 pojected &neaty 4.2 million bales,
a sto&s-to-use aio of nealy 23 pecent.

Preseason suppland-demand jpjections
are based on cuent conditions and indi
caions,and with the US. cotton havest
still several months way, the ciop re-
mains vulnegble to weaher and insects.

Cotton Planting Area Shifts Regional Distrib  ution
1996 19971 1997/96
——1,000 acres Percent change
Upland cotton
Southeast? 3,067 3,150 3
Delta® 3,940 3,700 -6
Southwest* 5,995 6,093 2
West® 1,374 1,297 -6
Total upland 14,376 14,240 -1
Extra long staple 258 245 -5
All cotton 14,634 14,485 -1

1Estimated, based on March 31 Prospective Plantings report. 2Alabama, Florida, Georgia, North Carolina,
South Carolina, and Virginia. 3Arkansas, Louisiana, Mississippi, Missouri, and Tennessee. “Kansas,
Oklahoma, and Texas. °Arizona, California, and New Mexico.

Economic Research Service, USDA

As crop conditions urdld and vorldwide
demand dér cotton consumption become
clearer, the 1997/98 5. and vorld cotton
suppl-and-demand picterwill be in
shaper focus.

Leslie Megrer (202) 501-8528
Imeyer@econ.g.gov

Field Crops

Cotton Marketing
Loan Program Shifts
Away from Imports

On May 8,1997,USDA announced
suspension of special impgauotas under
Step 3 of the US. maketing loan
program for upland cottondr the frst
time in over a year closing the bgpter
on an unmsual peod for U.S. and vorld
cotton makets.Assisted |y 80 consecu
tive weeks of Stpg 3 quotaslJ.S. cotton
imports reaced amounts unnizhed in
more than 70 gass. Duing March-
December 1996panning the 1995/96
and 1996/97 mé&eting yeass, imports
totaled moe than 700,000 balespm:
pared with 1,000 to 20,000 bales peray
during the peceding decade

Step 3 alone \&s not sufcient to encour
age signifcant impot purchases—ich
remained &r belav the millions of bales
pemitted under the quotas. fRer, import
purchases wre actvated as the LS. cot
ton piice biiefly achieved an anomally

large pemium of 7.5-15 cents per pound

5 over the vorld price. However, long after
the possibility of signitant impots had
faded with shinkage of the pice pemk
um, Step 3 quotas contired to openpre-
cluding the opeation of other pations of
the cotton mdeting loan pogram.

The maketing loan pogram for cotton
has had a tiee-ste procedue since 1990
to kegp U.S. cotton competitie in domes
tic and breign makets. Stp 1 allovs
USDA to reduce dfectve commodity
loan epayment etes belav the adjusted
world cotton pice duing peiods of lav
prices.This stg@ has seldom been imple
mented

Step 2 requires USIA to male pgyments
to exporters and domestic usepf cotton
if the least gpensve U.S. cotton @ailable
in Northem Euope eceeds the jce of
the five least gpensve cotton quotes on
the world maiket by more than 1.25
cents/Ib for 4 consecutie weeks.
Regardless of theelaionship betveen
U.S. and vorld prices,no St 2 py-
ments a¢ authoized when the adjusted
world price of cotton (gcluding shipping
costs fom the US.) exceeds the basic
U.S. loan ate by more than 30 peent.
However, a ciitical and moe constaining
program feaure is tha no Ste 2 py-
ments can occur fien conditions also
pemit opening Stp 3 quotas.

Step 3 inceases cotton impbguotas
when US. and vorld prices ae high,by
effectively raising quotasdr impotts &
low taiiff rates.Tariffs for in-quota cotton
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range from 1.5 cents/kg to 4.4 cents/kg
versus 15.4-36.9 cents/kgrfimpots out
side of quotaWheneer the US. price
exceeds the wld price by more than 1.25
cents/Ib, plus the alue of ay Step 2 py-
ments,for 10 consecute weeks,USDA
issues a special impaguota under Spe3
equal to 1 weks cotton consumptionyb
U.S. mills. These conditions helaf 80
consecutie weeks,ending in My 1997.

Imports help laver cotton pices and
assue the US. textile industy access to
competitively priced cotton vinen US.

supplies a& urusualy tight. Impots mink
mize pice spiles and pemit some US.
mills to switch to foreign cottonyeleasing
U.S. cotton br purchases ¥ foreign mills
tha have come to dgend on US. cottons
fiber chamcterstics.

The use of Stg 3 duing 1995-97 vas in
maiked contast to 1991-94which sav
Step 2 of the maeting loan pogram
implemented dung 131 weeks,making
U.S. cotton moe competitie by authoiz-
ing payments to rporters and domestic
consumes rather than aising impots.

Adjusted World Price for Cotton Rose Significantly in Mid-1990's,

Preventing Step 2 Payments

Cents/lb.
120

100 -

130% of loan rate

AN

80 -

60 -

40

Adjusted
world price

NS~ v

20 | |
1992/93 93/94 94/95

95/96 96/97

August-July marketing year. Weekly average price quotes.

U.S. Cotton Premium Over World Price Peaked in Spring 1996

Cents/lb.
20
Step 3 active
15
U.S. premium

10

| M

0 ‘VJ ] '

$1.25
~ \ \ \ \
1992/93 93/94 94/95 95/96 96/97

August-July marketing year. Weekly average price quotes; gaps indicate no quote available.

Economic Research Service, USDA

Large St 2 pyments vere often made
during the edy 19905 as lov-priced
Centmal Asian cotton powgd into world
maikets when the Russianxgle industy
collapsed and mduction and xports
soaed in Rikistan and ChindVithin a
few yeass, disease and pestgitems in
Pakistan and China led tecod world
prices,halting the use of Spe2. While
prices were high,foreign impoters drew
on U.S. stoks, facilitated by U.S. infra-
structure which pemits the epid move-
ment of quality cottonand US. stoks
fell from 4.7 million bales to 2.6 million.

By 1996,foreign poduction hadebound
ed and the wrld price of cotton no
longer exceeded the loarate by more
than 30 pearent. Havever, the combina
tion of tight US. supplies and amplerf
eign supplies &pt the US. price higher
than the werld price by more than 1.25
cents/lIb, contiruing Ste 3 quotas and
ensuing tha no Ste 2 pgments could
be authored

During much of 1997 high U.S. prices,
which resulted in Ste 2 payments dung
the ealy 19905, have maintained umsed
import quotas instead’he quality relia-
bility, and poduction costs of L$. cotton
ensue tha a pemium of 1.25 cent/llto
its chegest competitar is commonand
the pospect of using contired impot
quotas ather than pgments to gporters
to atempt to tose tha gap has dismged
some sgments of the L&. cotton industy.

Following the ecent beak in the peod
of high U.S. price pemiums thahad tig-
gered Ste 3 quotasdr 80 weeks,Step 2
payments duing the 1997/98 méeting
year hae nav become a possibilityrhis
assumes the adjustednd price remains
within 30 pecent of the base loaate. It
is also possile tha Steg 3 will be eactt
vated ealy next maketing year since the
difference betwen the US. and vorld
price curently exceeds 1.25 cents/Ifor
the nev crop.

If Step 2 is implementedecent egula-
tory changes aimed fareducing the
“bunahing” of export sales dung peiods
of peak Stp 2 pgments will educe the
cettainty of St@ 2 payment levels for
exporters. This will probably increase the
propottion of Stg 2 pgments @ing to
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World Commodity Market Outlook

Year Productionl Exports2 Consumptionl'3 Carryoverl
Million tons
Wheat 1996/97 583.0 113.2 577.6 110.1
1997/98 578.8 1115 573.5 115.5
Corn 1996/97 589.4 68.0 570.8 84.6
1997/98 598.7 71.7 591.5 91.8
Barley 1996/97 153.7 15.2 149.6 23.1
1997/98 147.9 15.5 150.9 20.1
Rice 1996/97 381.2 18.5 376.7 54.9
1997/98 377.3 18.5 377.5 54.7
Oilseeds” 1996/97 258.0 45.8 216.8 17.4
1997/98 273.0 NA NA NA
Soybeans” 1996/97 12252 35.4 115.0 13.8
1997/98 NA NA NA NA
Soybean meal’ 1996/97 91.0 335 91.2 3.8
1997/98 NA NA NA NA
Soybean oil" 1996/97 20.4 5.8 20.4 23
1997/98 NA NA NA NA
Million bales
Cotton 1996/97 88.3 26.7 86.7 36.3
1997/98 87.5 27.2 88.5 85k

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

domestic mills and couldhang the po-
gram’s impact on Us. and vorld prices.
Furthemore, the US. cotton industy is
proposing aditional changes to these
provisions,to address concers mised
by recent gents.

Stgphen MacDonald (202) 219-1179
stephenm@econgagov

For fur ther information, contact:
Dennis Shields ancadhes Banes,domes
tic whed; EdAllen, world whea and ted
grains;Allen Baker and ete Rilgy,
domestic €ed gains; Nahan Childsyice;
Scott Sandrd and Mak Ash, oilseeds;
Stephen MacDonaldworld cotton; Les
Meyer, domestic cottorAll are & (202)
219-0840.

Livestock, Dairy & Pouliry

U.S. Meat Trade
Picture Mixed

U.S. beef eports were weak duing
Jaruaty-April as sales toapan and
Canadaéill. Despite sing inceases in
sales to Mgico and Korea,total exports
remained bela the same péard in 1996.
However, if Japanese consungeregain
confidence in the saty of beefincreas
ing demanddr beef in the second half o
the year total U.S. exports could ise over
second-half 1996/eakness in tharkt
half will limit exports to 1.9 billion
pounds 6r the year about 2 pecent
above 1996 A retun to moe stdle con
sumption p#ems ty consumes in Apan
and Meico could signifcantly boost US.
expotts in 1998.although high US. cédtle
prices might temper I$. sales.

Large inventoiies and high mduction in
Canada hee limited oppotunities to mar
ket U.S. beef thee. Canada beef gcle
pealed in 1996and as Canada engets
liquidation phasgimports from the US.
likely will be limited by large domestic
supplies.

Mexico and Korea hae provided impor
tant altenae export outlets amid the
gloom of detining sales to tw major
U.S. beef &port makets. In M&ico, corn
tinued economic wth and modette
U.S. beef pices in theifst quater stimu-
lated impots. Mexican cdtle heds
remain &low levels following 3 yeass of
drought (1994-96)and oppaiunities br
domestic poduction to supm growing
needs emain limited in the shotem.

The lge-April request i the Me&ican
Associdion of Cdtle Feedes for an anti-
dumping ivestigation against US. beef
will add uncetainty in the Me&ican mar
ket over the n&t several years. The
Mexican Secetaiat of Commece and
Industly (SECOFI) will issue a deteri-
nation on whether to poceed with the
investigation. Under Meican law, if
SECOFI poceedsit will first detemine
the dgree to vhich dumping has occred
and canif it choosesgpply a piovisional
duty while detemining if actual injuy
occured Based on mvious anti-dumping
investigations, however, it could be a gar
between the bginning of the ivestigtion
and the announcement ofyaduties.

U.S. exports to Korea inceased as
demand ecovered from damdically
reduced leels in 1996 thahad esulted
from economic slugishness andobd
sakty concens. Mandéed inceases in
the Korean beef imparquota and the
Simultaneous-Buy-Shar(SBS) paiion

of the quota—the paallocaed to nor
govemmental entities—should help boost
mairket oppotunities povided ty the
increased consumptionxgected in 1997.

Two factos constain trade with Korea,
however. Any negative navs concening
food saéty could gain reduce consumer
demandgand the &lling value of korea’s
cumreng in relaion to the US. dollar will
malke U.S. beef moe expensve compaed
with domestic poduct.The won fell 5
percent ajainst the dollar beteen



6 Economic Research Service/USDA

Agricultural Outlook/July 1997

Commodity Briefs

U.S. Livestoc k and P oultr 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 2,341 28,011 1,915 375 25,721 66.7 66-69
1998 815 24,906 2,400 27,681 2,140 350 25,191 64.7 70-76

Pork 1997 366 17,126 593 18,085 1,250 400 16,435 47.6 55-57
1998 400 18,357 605 19,362 1,465 380 17,517 50.3 51-55

c/lb.

Broilers* 1997 641 27,210 4 27,855 4,840 700 22,315 72.4 59-61
1998 700 28,953 8 29,656 5,025 750 23,881 76.7 57-62

Turkeys 1997 328 5,370 1 5,699 502 350 4,847 18.1 66-69
1998 350 5,656 1 6,007 505 325 5,176 19.1 62-67
Million doz. No. c/doz.

Eggs** 1997 8.5 6,516.8 4.9 6,530.2 264.7 12.0 5,353.2 239.7 79-82
1998 12.0 6,705.0 4.0 6,721.0 266.0 10.0 5,505.0 244.3 72-78

Based on June 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

Jaruary andApril and has eeraged 9
percent belov its 1996 leel.

U.S. beef impots, although vell belov
levels of the edy 19905, were soma/ha
higher in theifst 3 months of 1997 than
in first-quater 1996,as US. cav slaugh
ter dedined with the bginning of a
rebuilding of the US. catle hed. Impotts
for 1997 ae likely to reac 2.3 billion
poundsabout 13 pecent dove 1996
when US. cow slaughter s lage.

Large supplies of Canadian beef and a
wealening of the Canadian dollar enceu
aged a damdic increase in beef impts

Omission

Sophia Huang as a major conitsu-
tor to the aticle onTaiwan’s foot-and-
mouth outbeak th& appeaed in the
June issue oAgricultural Outlook
Acknowledgment of her coritsution
was mistaknly omitted flom the ati-
cle. Sophia Huang is theipcipal
contact athe Economic Resedr
Sewice for information regarding
Taiwan,and mg be eaded &
(202) 219-0679 orype-mail
sshuang@econgegov.

from Canada. In the last half of 1996,
Canada displacedustrlia as the lajest
souice of impoted beef in the L. and is
expected to contime to outpac@ustralia
through 1997As U.S. domestic cov beef
prices dimb duiing the emaining tvo
quaters of this yar however, increasing
quantities of beef will likly be impoted
from Austrlia and Nev Zealand

Imports for 1998 which will continue
increasing as LS. cav slaughter ddimes,
could ead 2.4 billion poundsThe e-
building of the US. catle hed will en-

¢ courage pioduces to etain covs and will
likely push cov beef pices higher though
the year Large supplies of beef in Canad
as its gcle tums,will encourage Canadian
shipmentsand if demand ingban
remains veak though net year the US.
will provide a \ety atractive maket for
Australian and Ne Zealand beef

Pork exports are piojected to incgase in
1998, possilhy exceeding 1.5 billion
pounds,17 pecent moe than the cuent
1997 precast of 1.25 billion pounds.
Expot forecasts a based Ilgely on
assumptions ofrgwing foreign incomes
and populdons, steble-to-dedining for-
eign poduction,and continiedWTO-
mandaed impot market libemlization.
Increased UB. poikk supplies and the

absence offaiwan in the wrld maket as
a result of its ecent bot-and-mouth out
break,also suppdrexpectaions for high
er 1998 gports.

U.S. pork impots could iise slighty in
1998, largely on the basis of ampleail-
ability of rib cuts flom Denmak. Despite
a shap increase in pyduction in 1998,
the US. is expected to emain a elatively
attractive maket for pok because of cen
tinued high elaive piices.

All of the main céegories of US. poultry
exports (broilers, other dicken, turkeys,
eggs,and gg products) ae expected to

Aincrease in 1997 andyain in 1998,
although theate of expansion is lilely to
be laver than in the last geral yeass.
Broiler exports in 1997 ag forecast to
reat 4.8 billion poundsan incease of
neaty 10 pecent. Most of the wth is
expected to come &ém incieased ship
ments to Russia and other couggrof the
former Swiet Union. Meico is also
expected to €main a gowing maket for
broiler products. In 1998broiler exports
are forecast &5 billion poundsas ship
ments to Russidhe lagest US. maket,
begin to level off.

Turkey exports in 1997 a& expected to
be apund 502 million poundsbout
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15 pecent dove 1996. Expanding ship
ments of tukey products to Mgico and
Canada and apidly growing maket in
Hong Kong ae epected to dbet antici
paed laver exports to Russia and dfea.
Expott growth is forecast to sk in 1998,
with fractional &pansion to 505 million
poundsas sales to Maco grow less

rapidly.

For fur ther information, contact:
Leland Southat, coodinaor; Ron
Gustafsoncattle; Shyle Shgjam,beef
trade; Leland Southdyrhogs; Mildred
Haley, pork trade; Jim Miller domestic
dairy; Richad Stillman,world daity;
Milton Madison,domestic poulty and
egos; David Harvey, poultry and gg
trade aquacultue. All are a (202) 219-
0713.3<)

Specialty Crops

Sugar Beet Crop
To Outpace 96/97
Despite Flooding

The Red RierValley of Minnesota and
North Dalota is the lagest sugrbeet po-
ducing aea in the US,, and the disasbus
eaty-spiing 1997 foods & one time
threaened theegion’s not-yet-planted
1997/98 sugr beet aop. Two sug@r beet
factoies had to lose br a ew weeks as
well, delaying the pocessing ofemain
ing piles of beets until theater receded

By the end ofA\pril, however, the south
em end of the Red ReérValley was dy-
ing out,and ty mid-May, drying had po-
gresseddr enough danstream (to the
north) tha virtually all cropland vas
read/ for planting By late May, while
some veter poblems emained stee-
wide-average su@rbeet plantings in
Minnesota and Ndin Dakota had mweed
ahead of lastgars rate as vell as the 5-
year aerage.

Total U.S. processed sy production br
1997/98 (OctobeSegptember) is mjected
at 7.5 million shot tons,raw valug up
over 3 pecent flom 1996/97. Beet sag
production is pojected &4.3 million

tons,up 6 pecent flom this year while
cane sugr pioduction is pojected &3.2
million tons,unchanged from 1996/97.

Planting intentionsaleased in Mah
indicated 1997/98 LB. su@r beet planted
acregge would be 1.45 million aes,up
over 6 pecent fiom the curent year
Acregye increases wre indicded all
acioss the counyr with the biggest
increase in Mibigan. Last yar maw
Michigan gowers had tuned to altema
tive ciops sub as con and beans ken
prices vere high; in 1997sugarbeet
prices look elatively strong and both
Michigan piocessing companiesv&a
agreed to povide a higher sharof retums
to famers. In 1996/970ntaio growers

So far, Everglades estogtion eforts have
had little impact on swagcane aceage.
The South Flada Water Mangiement
District is curently purchasing land in the
East CoastVater Peseve Area and the
EvergladesAgricultural Area as parof
the restoetion eforts. Some of the fund
ing for land acquisition is prided Ly the
1996 Fam Act, some ly stae govem-
ment,and some fsim famess in the
EvergladesAgricultural Area. Under -
visions of Floida’s 1994 Eermglades
Forever Act, these poduces have been
paying aout $25 per aerper yar

Louisiana sugr pioduction in 1997/98 is
forecast 8975,000 tonsgowvn 7 pecent
from the nearecod 1996/97 aop. While

for the frst time poduced a small amount Louisiana cane aeege will be up in

of suaar beetsdr processing in Mihigan,
and thg plan to plant mag than 3,000
acres in 1997/98adding slightly to ex-
pected US. processed sy pioduction.

Over the lastdéw decades therhas been a
gradual define in the shae of nadional
sugar beet a@eage locded in the irigated,
westen growing aras. Most wsten beet
acregye is in wvamer dimates (eg., Cali-
fornia), where the lak of cold wintes
increases plant pests and dkas the beet
processing season. Sargheets detarate
rapidly after havesting unless tlyecan be
frozen,resticting the pocessing season
except in aeas vher ealy freezing tem
peratures allav for inexpensve stoege a
processing plants.

The shae of ndional aceaye in the non
irrigated, easten growing region—
MinnesotaNorth Dalota, Michigan,and
Ohio—was less than 25 peEnt in the
ealty 19705, reahed 30 pezent in 1975
and 50 pegent ly 1986,and is nav
approading 60 pecent.A consequence of
this shift will be geaer varability in U.S.
beet sugr pioduction,since nonirigated
agriculture is moe sensitie to weaher
vairiability.

Among cane suy pioduces, Florida is
forecast to psduce 1.75 million tons of
suear, 55 pecent of US. cane sugr out
put. After expanding in the 1986,
Florida’s su@r aceage and poduction
has beendirly steadg for the past 7 gars,
and aceage is pojected to emain &out
the same né year

1997,yields ae epected to dyp to nor
mal from last wars exceptional lesels.A
new growing area of &out 6,000 a@s in
westen Louisiana will be haested this
fall for seed cane toxpand plantings; the
new plantings will be harested in &ll of
1998.This nav area mg expand to
30,000 or mae aces within a éw yeass.
Nineteen mills will be prcessing in
Louisiana thisdill, after which one mill is
scheduled to Ibse

Sugar pioduction in Havaii has delined
from over 1 million tons in the mid-
19805 to a pojected 340,000 tons in
1997/98.Three mills ¢osed in 1996and
sugar pioduction has ne ceased ently
on the islands of Heaii and OahuThree
mills remain on Maui and tee on Kauai.
Prospects a for a etum to better yields
in 1997 ,after soil poblems caused a poor
shaving in 1996.There ae some indica
tions tha the pocessing indusyrin
Hawaii may shiink further, although most
of the curent aceage will likely remain
in sugarcane br mary yeas.

Texas,after a poor @p in 1996/97due
in pat to a 4-yar dought in the Rio
Grande vetershed is projected to ppduce
110,000 tons of cane saigin 1997/98.
Rains hae helped eplenish the eésevoirs
that provide water for irrigation, although
water supplies & still not likely to read
optimal levels. Pueto Rico is pojected to
reduce 25,000 tons of cane ayg
undhanged from 1996/97.
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U.S. sugar delveries for 1997/98 & pio-
jected to ise 1 pecent to 9.75 million
tons,raw value about in line with the
trend wver the last decad@&he estimge
for 1996/97 delieries has beeninmed
to 9.65 million tonsdown from the
Jarualy estimae of 9.9 million tons.
Contirued stong pices br refined sua,
increased impds of poducts containing
sugar, and heightened competitiorofn
com-based weetenes ae the mainea
sons br slaver gowth.

The US. raw sugar piice averaged 21.8
cents a poundof the frst 4 months of
1997,down from 22.21 centsof October
December 1996 and 22.63 cerus f
OctoberDecember 1995. Bnning in
October 1995when the pospect of
another poor beet @p became@paent,
thewholesalerefined beet sugy piice
rose fom &out 25 cents a pound to 29
cents,whete it remained ér most of 1996
before falling to 28 cents a pound intéa
spling 1997. Caneefiners’ magin (the
difference betwen ew and efined pice),
low in 1995,was quite high in 1996 and
eaty 1997.

During the last 2 gass, refiners have per-
odically opeeted dose to cpacity There
are signshowever, tha refined sugr
prices ae softeningas the mdeet antict
paes the possibility of a 1997/98 beet
crop higher than the prious 2 yeass.

The pice of high-fuctose can syup
(HFCS) is eported d recod lows. U.S.
HFCS cpacity inceased ma than 20
percent aver the last 2 gass, and with
U.S. demand gowing only aout 5 per
cent a yar the industy has been opatr
ing well belov capacity HFCS-55 (55
percent fluctose slightly sweeter than
liquid sugar and used pnaiily in soft

drinks) is being conacted br the coming
year a prices belav 13 cents a pound (gr
basis,Midwest delery). HFCS-42 (42
percent fluctose slightly less sveet than
sugar and used most often in cenfions
and other prcesseddods) is piced
belov 11 cents a poundVith refined
sugar piiced d 28 cents a pounglus
shipping costs (HFCS jges indude
delivery), the tempttion to use HFCS is
very strong when the witch is tednically
feasibhe.

At one time it ppeaed tha HFCS
exports to Meico might dsorb a gea
deal of the inazased gaacity, but export
prospects & nav clouded ly an anti-
dumping ivestiggtion launded ly the
Mexican govemment.A preliminaty
deteminaion on the madts of the case
should be madeybthe Me&ican govem-
ment in edy July, followed ky a heaing
by a Mexican govemment panel in k&
August,which will lik ely malke a fnal
detemindion in October

In the meantimeU.S. exports of HFCS to
Mexico ae lising. HFCS-55 gports to
Mexico in Jarnuaty-March 1997 vere
25,000 tonsdry basis,compaed with
12,000 tons in the same [t last year
Expotts for all of 1996 vere 97,000 tons,
compaed with 29,000 tons in 1995.
Ron Lod (202) 219-0888
rlord@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 geenhousehmser; Tom
Capehat, tobacco; Larrene Glaser
industial crops.All are & (202) 219-
0840.

July Releases--USDA's
Agricultural Statistics Board

The following reports are issued
electronically at 3 p.m. (ET) unless
another time is indicated.

July

2 Broiler Hatchery
Dairy Products
Poulfry Slaughter
3 Egg Products
Noncitrus Fruits & Nuts, Annual
7 Crop Progress (after 4 pm)
9 Broiler Hatchery
10 Vegetables
17T Crop Production (8:30 am)
14 Crop Progress (after 4 pm)
15 Milk Production
Turkey Hatchery
16 Broiler Hatchery
17 Agricultural Chemical Usage,
Vegetables
Farm Production Expenditures
18 Cattle
Cattle on Feed
Cold Sforage
Sheep
21 Crop Progress (after 4 pm)
22 Chickens & EQgs
Mink
23 Agricultural Prices, Annual
Broiler Hatchery
24  Catfish Processing
25 Livestock Slaughter
28 Crop Progress (after 4 pm)
29 Peanut Stocks & Processing
30 Broiler Hatchery
Catfish Production
Farms & Land in Farms
31 Agricultural Prices
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Jack Harrison

“Green” Industry
Grower Receipts
To Exceed
$11 Billion

The U.S. leads the world in the
production and marketing of
flowers, cut foliage, potted plants,
bedding plants and other nursery crops
and turfgrass—known collectively as thg
“green” industry. U.S. growers’ cash
receipts for these products are projecte
to reach $11.3 billion in 1997, an increa
of more than 8 percent over last year.

U.S. consumers, businesses, and institt- esty over the past decade, compared W
tions are expected to spend an estimated

$53 billion for these products, including
the value of closely associated accessq
and services, in 1997.

Thefloriculture sectorof the industry
includes crops such as cut flowers, cut
cultivated greens, potted flowering plant
potted foliage plants, and bedding and
garden plants. Preliminary estimates fo
grower cash receipts in the floriculture
production sector in 1996 is $4 billion, u
3 percent over 1995. The 1997 outlook
for an additional increase of 2 percent.

With the exception of bedding and gard
plants, which are used by consumers a
businesses to beautify outdoor environ-|

ments such as landscapes, gardens, an
patios, floriculture crops are generally fo
indoor use. They are grown mostly in
glass or plastic greenhouses or in semi-
protected environments such as shade
houses, although they may also be grow
outdoors—in the South and West where
climates are temperate, and in more nof
ern climates in periods of warm weather

The environmental horticulture sector
includes crops generally grown outdoor
and used primarily for landscaping pur-
poses. This sector includes a broad cat
gory of nursery crops such as trees,
shrubs, ground covers, turfgrass or sod
bulbs, and planting stock (trees or plant
used by commercial fruit and vegetable
growers, as well as seedlings grown for|
conservation or commercial purposes,
including Christmas trees). Grower re-
ceipts for 1996 in the environmental ho
ticulture production sector are estimate
at $6.9 billion, a 6-percent increase ove

further increase of 7 percent in 1997.

Cut Flowers
Drive Import Growth

The U.S. is a net importer of green proc
ucts. While retail expenditures for green
products are climbing moderately highe
every year, growth in domestic grower
receipts, especially in the floriculture se
2 tor, has slowed in recent years, in part

because of increasing imports.
d

S8 he value of domestic production for flg
ral and potted plants has grown only m

*Ghe value of imports, which have risen
_sharply over the same period. Since 19
N&%e value of imports at port of entry has
increased about $100 million every yea
driven primarily by cut flowers. Imports
of floral and potted plant products
reached $700 million in 1996. Other
Simported greenhouse and nursery prod
ucts added about $250 million in value
1996. For 1997, the total import value o
all floriculture and environmental horti-
pculture products is expected easily to
isexceed $1 billion.

Exports this year will likely reach $250
emillion, only one-fourth of the expected
ndralue of imports. Although U.S. exports
have been steadily increasing, especial

the previous year, with expectations of a

d to Canada, Europe, and Asia, they are not

r expected to climb rapidly, nor will they
approach the value of imports in the near
future.

NThe U.S. imports potted flowering plants
(mostly from Canada), foliage plants
tr‘(Canada, Mexico, Puerto Rico, Jamaica,
- and other Caribbean and Latin American
countries), cut greens (Mexico, Guate-
mala), and nursery crops (bulbs from
5 Holland, cuttings and young plants from
Israel, Europe, and Western Hemisphere
e-sources). However, imports are predomi-
nantly cut flowers. Over 3 billion stems
of cut flowers are imported annually from
s 45 countries, though most are from Latin
America (primarily Colombia, Ecuador,
Mexico, and Costa Rica) and from
Europe (primarily the Netherlands, which
resells from a number of countries). After
- a decline in 1995, U.S. cut flower imports
] increased again in 1996 and are continu-
r ing to trend upward in 1997.

About 78 percent of the cut flowers for
the U.S. market pass through Miami, most
from Colombia. Colombia ships nearly all
its cut flower production through Miami
International Airport (MIA). Most of the
I- product remains in the U.S., but some is
transshipped to Canadian and European
I markets. MIA is currently the world’s sec-
ond busiest cargo airport, and the largest
C-single product it handles is cut flowers.
On an average day, 30,000 boxes of flow-
ers arrive at Miami’s airport.

- The quantity of cut flower imports de-
Dereased in 1995, due primarily to a U.S.
ithnti-dumping action against Colombia.
Although that action was rescinded in
Ddarly 1996, growth in Colombian imports
has slowed considerably in the wake of
[, decertification of Colombia’s trade prefer-
ence status (a result of the Andean
Nations Trade Agreement), as well as a
freeze imposed on flight frequency and
cargo capacity out of Colombia into the

fnU.S. in early 1996.

The growth slowdown caused a rise in
U.S. domestic grower prices for some
major varieties of cut flowers in 1996.
However, U.S. growers did not anticipate
the market, and overall they cut produc-
tion area and sold fewer flowers last year
based on expectations of continued

<
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growth in impott competition similar to
previous yeas.

Geneally, U.S. growers’ intentions or
1997 indic#e a futher detine in poduc
tion ara deoted to cut bwers. Other
counties ae filling part of the @p left by
Colombia br some warieties,especialy
Ecuador with shipments obses.

Landscge Pooduct Sales
Top Floriculture Spending

Last year consumerspent bout $8.2 bi
lion on cut fowers and cut reens ($31 pe
cgita), a 9-pecent incease ver 1995.
Cut flower and cut geens gpenditues
this year ae anticip&ed to ise 6 pecent.
Expenditues br potted plants [dwering
and bliage) in 1996,0n the other hand
were up ony 2 pecent flom the pior
year to $7 billion ($26 per gaita).
Consumes puchased mar foliage plants
last year but flowering plant salesalso up
slightly, remained ahead obliage plants.

Slower overall growth in potted plant
sales stems dm competition with cut
flowers for the consumer dollafypically,
strong fower sales tend to modite the
amount consumerspend on potted plant
Moreover, the slight incease gpected in
potted plant gpenditues flom last yar—
2 pecent br flowering plants and 1 per
cent Pbr foliage—reflects gower reluc
tance to incease poduction in thedce of
stggnant or delining prices last gar and
a maket which is alead large and ade
quaely supplied

The iose is still the best selling indlual
flower, with more than 1.1 billion stems
sold last yar about 4 stems per péa.
Retail forists eport tha roses accounted
for 17 pecent of foral item sales in 1996
Imports supplied 800 million stemg3
percent of the totalAccording to the
National Pomoflor Council,floral
arangments lead in amal sales of &sh
cut flowers, with 55 pecent,followed Ly
bouquets/bndies (23 parent),single
stems (16 peent),loose baed (3 per
cent),and cosages,boutonniees,and
unspecifed (3 pecent).

U.S. consumes will spend almost $16
billion on floriculture pioducts in 1997or
$59 per cpita, which ranks the US. as
12th highest in the arld in per caita

expenditues on indoorlbwers/plants.
Although per cpita consumption is less
than in other ni#ons, the total US. floral
maiket still ranks vell aheadwith 1997
sales in dpan,the net-largest maket,
expected to belmout $9 billion.

On a per cpita basislJ.S. consumption of
cut flowers/geens and potted plants is
well belov mary other deeloped coun
tries. dpan,and may European countes,
including Austiia, Belgium, Denmak,
Finland, France Gemary, Nethefands,
Norway, Sweden,and Switedand have
higher per cgita consumptionates br
floral and potted aps than the L$.

But Americans spend aaf geder amount
on outdoor landsgang plants than do
their countepaits in Euppe orAsia.
While global per cpita expenditue esti
maes br ervironmental hdiculture ae
not available, industy anaysts belige
U.S. consumes ae spending 2-3 times
more on outdoor plantdéiwers than con
sumes in other deeloped countes.The
U.S. is the vorld’s laigest poducer and
maiket for outdoor landsgang flowers
and plantstrees,shubs,ground ceers,
turfgrass,and beding and @rden plants.
5.In 1997,U.S. consumes will spend $37
billion on ervironmental hdiculture
products,or about $138 per gata.

In 1994,when gowth in floriculture sales
was obust,environmental hdiculture
sales vere lakluster Higher inteest etes
slowed housing andusiness congiiction
and other economic acity that directly
impacts the arsep, turfgrass,and land
scaing industies.

When economic conditions impred in
1995 and 1996jousing and other cen
stiuction began to incease gain, but
sales of evironmental hdiculture prod-
ucts vere slav to recover. Most landscpe
ing is not done until constction is com
pleted creding a 6-12-month kg in sales
of landscaing plants behind consittion
statups. Ngotiation pefods for landsca-
ing contacts ma also mak recovery
slower than ér floriculture pioducts. By
the same toén,when the gneal econe
my slows signifcantly, dedine in sales of
ervironmental hdiculture pioducts will
be delged for a least 3-6 months as
landscping contects ae fulfilled and
constuction actvity winds davn.

Sales and shipments ofu@mnmental hor
ticulture pioducts my also be dected ly
wedaher Unlike floriculture pioducts,ervi-
ronmental hdiculture pooducts a& often
field-grown, and poduces nust wait until
field/soil conditions a right for removal.
In order to eact moe quikly to maket
conditions and immwve pioducts and oper
ation eficienciesmary nursewy crop gow-
ers have shifted to psducing containézed
plant maerials thd can be elocded to
greenhouses and other winf@ptected
sites and m&eted eadily a later and
more economicayl beneicial times.

Despite vetter and/or coldethan-nomal
production and m&eting conditionsdr
the past seeral yeass in may areas of the
country, the ewironmental hdiculture
sector hasxpelienced gowth in sales on
a par with the gneal econory. Last year
the sectorecoded dout 4 pecent moe
in grower sales than in 1998nd 1997
sales a piojected to be slightlbetter
This stong actity in the ewironmental
sector mg contirue well into 1998.

Oppotunities in both thelériculture and
ernvironmental hdiculture sectos gpear
excellent in both domestic and initer
tional makets br the net several yeass.
The total maket in floral and potted
plants alone in 23dy counties is pedict
ed to gow from $46.5 billion in 1995 to
$60.5 billion in the gar 2000. Expar
oppotunities gpear most mising in
countiies like Gemary, France the
Nethefands,ltaly, and Canadalthough
the potential is huginAsia, these mar
kets hae not been deloped ly U.S.
green industy exporters.

Product caéegories with stong eport
potential indtude fruit and rut trees; ona
mental tees and shibs induding rose
plants,azaleasand rhododenans; cut
flowers; cut geens; lowering potted
plants and indoordliage plants; blbs;
cuttings br propagation; and peennials
sud as hostas and cacti.v@n the stong
competition fom other countes,U.S.
growers nmust contilue to adopt neg tech-
nologies, produce a wider ariety of nav
crops,and aygressvely maket their cops
through indvidual and indusyr promotion
efforts in oder to contime @ins in sales
and pofits.

Doyle bhnson (202) 501-7159
djohnson@econgagov
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U.S. Processed
Food Trade
Continues

To Expand

I in calendar year 1996 to a record

$58 billion. Exports reached $30.1 hillio
about 3 percent higher than in 1995, wh
imports rose 11 percent to $27.8 billion.
As a result, the 1996 trade surplus, whil
well below 1995’s record $4.4 billion,
was still the third largest on record.

otal U.S. trade in processed foods

Export Growth Has Slowed

Relatively slow export growth for pro-
cessed foods—3 percent compared wit
9-percent annual average for the previo
3 years—coincided with a slowdown in
global meat consumption, relatively high
U.S. prices for agricultural commodities
and a higher dollar value against many
the world’s major currencies.

The value of U.S. processed food expor
grew only $726 million during 1996, wel
below the $2.1-billion annual average
increase for the previous 5 years. Of the
10 major processed food groups, meat
product exports (including poultry) re-
main the largest, accounting for nearly

and beverages continued to expand

30 percent of total U.S. export value of
processed foods. Grain products and fat
and oils are the next-largest industry
groups, together accounting for over a
quarter of the export total. Sugar and co
fections and miscellaneous commodities
(including coffee, pasta, and food prepat
tions) had the largest percentage increa
in 1996, while exports declined for dairy
products, fats and oils, beverages, and f

Of the 49 separate industries that make
the 10 processed food groups, poultry
slaughter and processing has been amo
the fastest growing in recent years. Poul
try exports have averaged 31-percent an
al growth for the past 3 years, and in 199
jumped 23 percent to a record $2.6 billio
More than 60 percent of the 1996 increa
was due to soaring exports to Russia.
Russian purchases of U.S. poultry rose
from $84 million in 1993 to $914 million
in 1996 AO January-February 1997).

Other growth industries in 1996 were sg
ed and roasted nuts, rising 25 percent t
$1.2 billion, and miscellaneous food pre
parations (e.g., tea, spices, yeasts), whi
rose 23 percent, also reaching $1.2 bil-
lion. Some smaller export industries

increased exports considerably in 1996.
Wine and brandy exports rose 34 perce

The slowdown in overall export growth
scan be attributed largely to reduced
exports of meat, and fish and seafood.
Meat packing (primarily beef, pork, and
n-by-products, including hides) is by far the
largest U.S. processed food export indus-
atry. Meat packing exports jumped 21 per-
seent to $6.1 billion in 1995, but fell $100
million last year. The 1996 decline can be
skraced to a stronger dollar, lower U.S. meat
prices that offset volume gains, and a num-
Lder of food safety fears that reduced global
demand for beef, especially the outbreak of
nd3SE (bovine spongiform encephalopathy)
in Europe andE. coliproblems in the
ndapanese food system. Meat packing prod-
guct exports to Japan, the largest U.S. mar-
nh ket, fell 3 percent to $2.9 billion.
5e
Sales to South Korea fell 17 percent to
$860 million, due primarily to economic
sluggishness in South Korea and the
strength of the dollar against the South
Korean won. Mexico was a bright spot for
[tU.S. meat packing product exports, as
h exports jumped more than 50 percent to
L $470 million in 1996, after plunging 50
crpercent in 1995 after peso devaluation.

The drop in U.S. exports of fresh/frozen
fish and seafood—$230 million, dropping
ntto $2.5 billion—was even more sizeable

0 $330 million, and prepared flour mixe

X
i

le

s than for meat packing products. A de-

and dough by 28 percent to $139 miIIiorp.crease in the value of Japanese imports

R Processed Food Trade Continues to Expand
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Stating in Jaruary 1998,the US. will collect dda on indus
try estdlishments accaling to a nev system of indusyr
definitions. USDA’'s Economic Reseelr Sewice (ERS) cur
rently uses the LS. Standad Industral Classifcation (SIC)
system to angke U.S. exports and impats of poocessed
foods.The SIC assigns eladJ.S. estdlishment or plant to
an industy caegory based on its prcipal actvity.

Processeddods,beverages,and elated poducts ag curent
ly assigned to SIC-20he industies within SIC-20 can be
further disggregated into thee- and dur-digit SIC codesAt
the thee-digt level ae 9 major pocesseddod goups,but
ERS hasemoved fsh from the miscellaneousaup, cred-
ing 10 major goups br its anaysis. Compising the 10
groups of the SIC-20 ar49 indvidual food piocessing
industies. For example SIC-2011 identiks the meapadk-
ing industy. The frst two digits place the industrwithin
SIC-20,while the thid digit indicates the indusyr group—
mead products—and theolurth speciies the indusy—meda
packing.

In Jaruary 1997,the US. adopted a e industy classifca
tion system—the Nadin American Industy Classifcation

System (MICS)—to replace the SICwith implementéion
planned ér 1998. MICS is a poduction-orented system

Food Industry Classification System to Change

Mexico’s Instituto Nacional de Estadistica @Geafia e
Informatica. It piovides common industrdefnitions for
CanadaMexico, and the US,, facilitating economic
anaysis.

The stucture of NAICS is similar to the SIChut changes in
the defnition of industy groups and of induses pedudes
complete caiespondence beten SIC and NICS.
Industiies peviously classifed as SIC-20 mresseddods
will be separted into two major goups.The majoity of
food pocessing indusies will be assigned toded
Manufactuing (NAICS-311). Havever, SIC-20 beerages
other than dayr or fruit beverages will be assigned to
Beverage andTobacco Manfactuing (NAICS-312).

NAICS contains 47dod mamifactuing industres and 6
beverage mamfactuing industies.While this is an inazase
from the 49 indusies in SIC-200nly 33 of the 49 SIC-20
industies corespond to KICS industres. The emaining
SIC-20 industies hae been edassiied or combined into
U.S. naional industies tha do not corespond osely to an
individual SIC-20 indus$r. The US. plans to pulish daa
on ndional industies which ale equvalent to bur-digit SIC
industies in most caseand this should alle for contirued
evaluaion of trade in pocesseddod and beerages equia
lent to the lgel of detail curently available.

developed in coopetion with Staistics Canada and

of U.S. fish accounteddr most of the
dedine, as both the pce and quantity of
salmon &ports contacted Fsh and
seabod ports diopped belw poultry
exports in 1996 ér the frst time Expots
of animal and mame fats and oils éll to
$889 million in 1996 after spassing $1
billion the pevious year Industies with
the lagest pecentagye dedines were man
ufactued ice creamey butter, bottled and
canned soft dinks, and cottonseed oihut
these bur industies ae relatively small,
accounting ér just over 1 pecent of US.
processeddod potts.

On the impor side the 11-pecent gowth
in U.S. processeddod puchases in 1996
was the stingest in ecent yas. A 2-
percent incease in US. real per cpita
disposale income following 19955 2.6-
percent ise boosted consumer spending
In addition, the \alue of the dollar
weighted ly counties’ shae of US.
exports, rose @proximately 7 pecent duf
ing 1996 effectively reducing pices of
foreign goods br U.S. consumes. Most
of the 10 pocesseddod goups egistered
douHle-digit import growth, led by sugar

and conéctions &30 pecent,grain mill
products 823 pecent,and fts and oils &
21 pecent. Ony med products andish
lost gound and eah onl slightly.

At the industy level, doule-digit increas
es were commonwith 33 of the 49 indus
tries inceasing impas by 10 pecent or
more. Mary of these indusies, however,
rose fom a firly small 1995 leel.
Among the lager industies,cane sugr
imports suged 58 perent to nedy $1.2
billion, becoming dbillion-dollar”

import industy for the frst time as US.
sugar production &ll significantly from
1995. Impots of a mmber of consumer
items sub as beercanned fuit and \eg-
etables, chocolde and cocoagnd wine
and bandy, also s& strong qains in 1996,

Major Markets & Souces
For U.S. Processed &ods

U.S. exports of poocesseddods ae highly
concentated in a &v major makets.The
top 10 single-counyrmaikets accounted
for 70 pecent of total 1996 L&. pro-
cesseddod «ports, and &pan,Canada,

and M«ico ae leading maets in eery
major food goup.

At $7.2 billion, Japan is ly far the lagest
export maiket for U.S. processeddods,
accounting ér 24 pecent of the total in
1996. Moe than 60 peent ($4.5 billion)
of exports to &pan was metand fsh.
NAFTA pattners Canada and M&o
were second and thdrat $4.5 billion and
$2 billion, a combined 22 peent of total
U.S. processeddod tade Othes in the
top 10 induded theeAsia Racific Rim
naions (South Krea,Hong Kong and
Taiwan), three westen Euilopean naons
(Nethetands,United Kingdom,and
Gemary), and Russia. Russiacoded
the lagest eport growth rate of ary
major maket, as &ports reated $1.3 bil
lion, a 32-pecent incease wer 1995.

The mix of single-coungrimpott sources
is more vaiied than gport destindions.
Canada domirtas as a soae for U.S.
processeddods impots. Its $5.7 billion in
1996 «potts to the US. cgtured moe
than one4fth of the maket. Canada
exported moe than thee times as oth to
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the US. as Meico, the second leading
soure county a $1.8 billion.The US.
imported $2 billion vorth of mea and fsh
and seafod from Canada in 199@eaty
a thid of food impots from Canada.
Other leading impas from Canada ere
vegetable oils, distilled spiits, and tioco
late pioducts. ksh, malt beverages,and
frozen fuits and egetables were the pin-
cipal impots from Mexico.

The US. also impored moke than $1 bl
lion in processeddod commodities &m
Thailand France and Itay. The United
Kingdom, Nethetands,Brazil, New
Zealand andAustralia ounded out the
top 10.The leading impds were fish and
seabod from Thailand wine from Fance
and Itay, distilled spiits from the United
Kingdom,and beer fom the Nethdands.
The main impdrfrom Austalia and Ne/
Zealand vas meapading products.
These 10 counts supplied 57 peent of
U.S. impotts of pocesseddods.

Among the top 10 counés, Brazil and
Italy were the &stest gowing impott
souices,with increases of 23 and 22 per
cent oer 1995. Cange juice and cane
sugar impots from Brazil, and wine and
olive oil from lItaly, contibuted to theise
Only two countres in the top 10,
Thailand andAustralia, deceased their
shipments to the 13. in 1996.

What's Ahead pbr 19977

The combin&on of slav U.S. export
growth and highethan-aerage impot
growth in 1996 vas pobably an exception
rather than the staof a tend Expots
from mea paking plants had igpwn 13
percent in 1994 and 20 p=ent in 1995
before falling shaply in the later pat of
1996. bod saety concemns dout beef in
Japan ppear to belzeting, and with lover
Japanese beef tififs, exports ae expected
to pidk up modestely in 1997.

In addition, U.S. pok exports could sur
pass their stmg 1996 pedrmance as
they are expected toifl some of the wvid
creded by Taiwan’s suspension of plor
expotts in Marcch 1997 bllowing an out
break of bot-and-mouth disease QA
June 1997). Simildy, dedines in &ports
of sgybean oil and meagnimal and
maiine fats and oilsand \egeteble oils in
1996, following exceptionally large export

Economic Research Service/USDA
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The EU and Canada Are Key U.S. Markets for Processed Food Exports . . .

Other

Russia
4%

Mexico
7%

Hong Kong, Korea, Taiwan
11%

. and Both Are Also Major Import

Ofther
34%

Brazil
3%
Australia & New Zealand

5% Thailand
6%

$27.8 bill

Economic Research Service, USDA

gains in 1994 and 199%kely reflect
tempoaty suppy-and-demand conditions|
especialy high commodity pces in 1996.

Increases in LS. impotts in 1996 vere
the esult of a healthU.S. econony com
bined with contimed stong demand dr
a \ariety of food items. Sustainedavth
in the US. econory during the edy
months of 1997 suggsts thaimpott
demand ér processeddods will emain

Japan
24%

European Union
15%

Canada
15%

$30.1 billion (1996)

Sources

European Union
25%

Canada
21%

Mexico
6%
ion (1996)

strong Global demanddr U.S. products
| IS expected to in@ase as wll, raising
total piocesseddod tiade &ove $60 bit
lion in 1997 and in@asing the &rde sw
plus to $3 billion or mae.
Fred J Ruppel (202) 219-088&harles
R. Hang (202) 219-085%nd Magaret
A. Malanoski (202) 219-0041
fruppel@econ@gov
chandy@econ.g.gov
malanosk@econgagov
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The Influence
Of Income

On Global
Food Spending

od spending patterns vary widely

Fground the world. Geographic loca|

tion and culture help to explain par
of food expenditure variations across
countries. Economic conditions such as
per capita income, food prices, and rate
of urbanization also provide critical
information for explaining consumer
expenditure behavior and for predicting
trends in food spending, consumption,
and trade.

Knowledge of the forces contributing to
food spending patterns can help to
improve predictions of future demand fo
agricultural commodities and of subse-
guent shifts in international production
patterns, trade flows, and price levels.
USDA's Economic Research Service st
ied 51 countries, home to 2.5 billion of
the world’s 5.8 billion people, to compar
spending and consumption patterns and
their relationship to income. The countri
were divided into three groups based or
their 1993 per capita gross domestic prq
uct (GDP):high incomgper capita GDP
exceeding US$9,000iddle incoméper

—

D

o

D

capita GDP between $770 and $9,000),
andlow income(less than $770).

Economic theory offers several guideling
for measuring and predicting food spen
ing behavior when controlling for nonec
nomic factorsEngel’s Law—an empirical
“rule” of consumption— states that the
proportion of a nation’s income spent or
food is a good index of the nation’s wel-
fare. The lower the proportion, the more
prosperous the nation.

Comparisons across the study countries
are consistent with Engel's Law—as
incomes rise, a smaller share of expend
tures is devoted to footigh-income
countries in the sample spent an averad
of 16 percent of their private consumptic
expenditure (PCE) on food, whiteiddle-

incomecountries spent 35 percent and t
low-incomegroup spent 55 percent. Of

the countries included in the study, the

U.S. spent the smallest share of its PCE

on food at home—only 9 percent—while
Tanzania, with the lowest per capita
income, spent the highest share—71
percent.

focus purchases on low-cost, high-calorie
foods. As incomes rise, they will almost
always buy more food and add more cost-
~dy items (e.g., meats) to their diets.

-
D-While absolute spending on food may
increase as incomes move up, its share of
total PCE declines. As basic food needs
are satisfied, extra income will be spent
on other consumer goods, such as clothes
and entertainment.

The numbers presented here refer only to

food consumed at home. Data on food

eaten in cafeterias, restaurants, fast-food
i-outlets, and other eating places are not

available for some countries and were
etherefore not included. The U.S. is among
rthe countries where spending on food

eaten away from home is significant,
heamounting to one-third or more of total
food spending.

In most developing countries, food expen-
diture data do not capture the total
amount of food available to the average
household because they exclude food
grown for personal use in individual gar-
dens and on subsistence farms. As a

While the share of PCE spent on food at result, for households with significant at-

home reflects the prosperity or poverty
a country’s citizens, it also hints at differ,
ences in the composition of their diets.
The study data confirmed that rising
incomes are associated with more diver
diets, and that as incomes rise, caloric
intake increases to a point of satiation.

pfhome food production, the food share of
- PCE tends to understate the value of food
consumed.

S€n low-incomecountries, there is substan-
tial home food production in rural areas,
where an average of 73 percent of the

People with very low incomes are force
to spend most of their income on food
simply to subsist. As a result, they tend

population lives. For example, a 1991
study of the “Rural Sierra” region of Peru

thdicated that 51 percent of all food

The United Nations defines private co
spending by resident households and

tion, communication, recreation and e
vices, personal care, and miscellaneo

sional, and labor organizations.

o~

National Accounts and from supportin
food was calculated in constant 1993

Private Consumption Expenditure Defined

households. Resident household spending consists of expenditures on food,
ing, rent, fuel, furniture, household operation, medical care and health, transp

Expenditures by private nonprofit organizations consist of spending on resear
and education, and on medical, health, and welfare services by religious, profes-

nsumption expenditure (PCE) as the sujn of
private nonprofit organizations serving
cloth-
orta-
ntertainment, education and cultural sert

us other items.

ch

Expenditure data for this study are derived from the United Nations’ System

g World Bank data. Absolute spending dn
U.S. dollars for each country in the stu
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consumed was poduced ahome This
included lage shaes of \egetale, med,
and daiy product consumptionyhereas
grains and oils wre mosty purchased

Income: Primary Factor
In Food Spending Behaor

The level of per caita income rplains
most of the diferences indod ependk
ture shaes among couritrs. Havever,
even within eah income goup,food
expenditue shaes difered considebly.
Among the 24 couniegs in thehigh-
incomegroup,5 spent mae than 20 per
cent of their PCE orobd with the high
est shag held ly Israel (22 perent). On
the other handesidents of Canada,
Luxemboug, the United Kingdom (LK.),
and the US. spent less than 12 pent of
their PCE ondod

For the 18middle-incomecounties,the
shae of PCE spent orobd ranged from a
low of 26 pecent inThailand to a high of
55 pecent in the Philippines.df all 9
low-incomecounties,the shae of PCE
spent ondod eceeded 40 peent.
TanzaniaNepal, and Siera Leone alle
caed over 67 pecent of their PCE to
food

Within an income dagory, large differ-
ences in a countts food spending fia
tems ae associged with diferences in
food pices,preferences ér paticular
food itemsand urbanizdon rates. Food
prices \ary for a umber of easons.
While suppy relaive to demand is ttical
to price formation, food pices ae also
influenced  the eficiengy of food po-
duction and maeting systemsmport
conditions,and/or the leel of govem-
ment-povided food subsidies.

Efficiencies in meaproduction and mar
keting for example help to laver the
maiketing magin, and ultimaely the
retail piice of me# for consumes in the
U.S. For decadesndustial counties in
North America and Eunpe hae enjyed
low-priced topical foods impoted from
Latin America andAfrica under peferen
tial trade tems. In the countes of the
former Swiet Union and EastarEuiope
food subsidies durg the Seiet ea (and
some thasuwive todg) helped to kep
prices br mea and other basiobds ela
tively low.

Food Share of Spending Is Lower for Higher Income Countries . . .

Percent
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Source: U.N. System of National Accounts; World Bank, World Development Report 1995.

Economic Research Service, USDA

The le of food peferences in per gata
food ependitues is vell illustrated by
compaing the UK. and Itay. In the UK.,
food accountsdr only 12 pecent of PCE,
compaed with 18 perent in Itay. A clos-
er look d diets indictées tha U.K. resk
dents etfour times the amount of peta
toes—an ingpensve food item—as peo
ple in Ital. Italians consume almost twic
as nuch of othey more expensve \egeta
bles and fuits, and per cpita mea con
sumption is higher in Itglthan in the
U.K.

As counties deelop,changng rates of
urbanizdion awe also gpected to d&ct
decisions ondod expenditues.As urban
ization accelegtes,diets tend to diersify.

foods aailable in urban maeets com
pared with wral arasAnother is the
increasing likelihood of emplgment of
women in urban @&as; as the opptoinity
cost of a vamans time ises,so will
demand dér foods tharequire less pegpa
ration time

€Since 1980urbanizdion rates hae
increased steadilin low- and midlle-
income counies.According to theWorld
Bank,the urban poput&n rose fom 22
to 28 pecent of total populion between
1980 and 1994 ifow-incomecounties,
and fom 52 to 61 pexent inmiddle-
incomecounties. These populkigon shifts
are epected to esult in moe highly
diversified diets and thefore changes in

One eason 6r this is the wider aniety of

food ependitues.
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Food Intake Precaiously Low
In Many Countiies

A high shae of PCE spent orobd does
not translde into high consumption—the
opposite is gnerlly the caseSiera
Leone for example with a 68-pecent
food shae of PCEconsumes less than
1,700 caloies per cpita. On the other
hand the US,, with the lovest shae of
PCE spent ondod has one of the highes
per caita daily caloie consumption le
els in the vorld—3,732 caloies.

High-incomecounties aserage 3,364
caloiies a dg 50 pecent moe thanlow-
incomecounties,whose consumption as
a goup is less than 2,200 cales a ds.
This is ony slightly more than the 2,100
caloiies the United Ni@ons ecommends
as a mininum to sustain I& without
allowing for work or play, and it is less
than the 2,300 cal@s tha the US.
Ageng for Intenaional Development
(USAID) designges as a thlashold leel
to detemine food aid needs.

These ecommended cal@r levels iepre-
sent guidelinesar ndional averages and
should not be confused with genal
intake recommend@ons as povided by
USDA for U.S. consumes. The daa on
per caita calofe consumptionapresent
actual disppeaance not intales,because
they include food tha was aailable but
ended up being asted In high-income
counties,some bod ends up asash; in
low-incomecounties,food mg spoil
because of inadequeatranspotation and
storage facilities.

The eightmiddle-incomecounties with
per cpita GDP &dove $2,800 werage
almost the samevel of calore consump
tion ashigh-incomecounties—dose to
3,300 caloes a dg. However, four
middle-incomecounties—Reru,
Guaemalathe Philippinesand Bolvia—
fall belowv 2,300 calaes, even though the
average for themiddle-incomegroup is
near 2,800.

In thelow-incomegroup, only Egypt,
Hondus,and India hee per caita daily
consumption love 2,300 calaes.
Egypt's consumption of 3,335 cales
per caita per d§ is extraodinaiily high
consideing its yeaty per cpita GDP

—

of $697.This high \alue esults fom

Japan & Ireland:
Exceptions to the Rule

Rising incomes do notwabys translde into puchase of lager quantities ofdod
Japan,the naion with the highest per péta GDRis & the bottom of thdigh-
incomegroup in caloie consumptionwith less than 2,900 caies per cpita per
day. Ireland one of the poast of thehigh-incomecounties, has the highest calo
rie consumption—3,837 cales per cpita per dg. At the same timghe two
counties allocée a similar shar of their PCE todod

Japan’s per caita consumption is almost one-gigarlover than Ielands. Rart of
this discepang can be eplained ly differences in diet. In #land the amount of
caloiies deived fom animal poducts is twice as uth as in dpan. Beefpoik,
and hutter, all high in fat (which contains ma¥ calores per gam than potein or
carbolydrates),are paticulaly popular in Ieland The &panese pfer fish and
seabod which hare a laver fat content. Milk,another impdant souce of cale
ries,is consumeddur times moe per caita in Ireland than inapan.Vegetale
products,which consist mainyl of carbolydrates,account ér almost 80 peent of
the &panese dietut less than 70 peent of the lish diet.

govemment subsidies th&ee food
prices lav and povide a sadty net br
low-income people

Consumption in almost 20 memt of the
51 counties studied is belo the
USAID’s sugested ntritional require-
ment of 2,300 cal@gs. In Ethiopiathe
average daily consumption of 1,610 calo
ries per cpita in 1992 vas 30 perent
belown the theshold even though the
country receved 1 million tons of cexals
in food aid Ethiopias extremel low
caloiie consumption was eflected in all
nutrition indicaors. For example almost
half of Ethiopian bildren were under
weight,and life expectanyg at birth was
just 48 years. The Tanzanian poputan,
with the highest mpottion of their PCE
allocaed to bod, averaged ony 2,018
caloiies per cpita per dg in 1992,and
malrutrition affected 28 peent of dil-
dren under 5 gass of age.

Quantity & Quality
In Food Consumption

While high-incomecounties spend a
lower shae of their PCE ondod the
absolute amount tlyespend ondod is
much higher than>genditues ty low-
incomecountiies. In 1993the Bpanese
spent anaerage of $4,071 per qata a
year on bod & home more than 80 times
the $49 spentyTanzaniansyeaty U.S.

at-home bod spending\eraged $1,427
per cita in 1993.

Higher @solute spending ommdd tlans
lates into higher cost per calerHigh-
incomecounties spent 16 cents per 100
caloiies on &erage—8 times as nch as
the average cost inow-incomecount
tries—while the per cpita GDP inhigh-
incomecounties was almost 60 times
greder on &erage. In middle-income
counties,the arerage cost per 100 calo
ries was 6 cents.

High-income countes can dbrd to con
sume lager amounts of cogtland moe
nutritious mea and fsh, dairy products,
fruits, vegetables,and pocesseddods.
France consumes the highest shaf
med and fsh, which accountdér 19 per
cent of dai caloiie consumption. In the
U.S, mea and fsh accountdr 16 pecent
of daily caloies. In contast,cheger
cereals andaot ciops mak up thee-
quaters of the day diet in Tanzania,
Nepal, and Ethiopia.

People inAlgeria and M&ico consume
almost twice the amount of @als per
capita as US. residentsput only half the
amount of egetables. Fer caita milk
consumption in the 1$. is 2.5 times tha
in Algeria and Meico. Vegetable oils, a
relaively expensve food item,are another
important souce of caloies in high-
income and midle-income countes.
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Annual per cpita me& consumption is
only 40 pounds idlgeria and 89 pounds
in Mexico, far belov the 223 pounds in
France or the 264 pounds in theSU

High costs per calg can alsoesult flom
high domesticdod pices. In dpan,for
example high fatrm production costs,
impott taiffs, and manfactuers’ tradr
tional contol of retail pices hae con
tributed to bod pices tha are among the
highest in the wrld. Rice the stple in
Japan,and meaand fuit, are very expen
sive and constitute a lge pat of food
spending Moreover, the high alue of the
Japanese cueng in recent yais results

in even higher pgces when the gn is con
verted into US. dollars for compaison.

Over the n&t decade and pend, eco
nomic gowth, coupled with highates of
populdion growth and urbaniz#on, is
expected to fuel demanaif food and
stimulate diet dversification in low- and
middle-income counties, paticulaly
those in EasAsia, Latin America, North
Africa, and the Midlle EastAs incomes
rise these countes ae likely to replace
some of the @ins,roots,and tubes in
their diets with high-alue poducts
(HVP’s) sut as mega milk, vegetable oil,
fruits, and \egetables.

Y T g

While most deeloping counties tend to
produce metdomesticalf rather than
rely on impots, demand ér impoted
feed is gpected toise Most other HVPS
are geneally not poduced domesticall
Diet diversification stemming fom stong
income gowth in developing counties
may crege oppotunities br increased
agricultural exports to these counés.
Birgit Meade (202) 219-0632 and Stgce
Rosen (202) 501-8445
bmeade@econgagov
slrosen@econggov
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WTO Accession for
China & Taiwan:
Potential Trade Impacts

ntegration of China and Taiwan into the World Trade

I Organization’s (WTQ's) global trading system would expa
world trade significantly. Both China and Taiwan as well &

the U.S. would benefit, mainly because of the three countries

complementary resource endowments. The U.S., for exampl

rich in capital and arable land, while China has an abundanc;

unskilled labor.

With China and Taiwan in the WTO, world exports of all prod
ucts would expand by an estimated $78 billion annually (199
prices), and global consumption by $45 billion, according to
analysis by USDA's Economic Research Service (ERS). Glot
competition in the production of labor-intensive products wol
heighten, driving down prices. The demand for capital- and s
intensive manufactured goods would increase, benefiting ind
trialized countries such as the U.S.

China’s net agricultural imports would increase by over $8 bi
lion annually as rising incomes stimulate demand for more v:
ied and higher quality foods, as labor and other resources sh
out of farming to labor-intensive manufacturing, and as textile
production expands. Total U.S. food and agricultural exports
would increase by over $2 billion annually, with nongrain cro
(notably cotton) and processed foods gaining the most.

China was a founding member in 1948 of the WTQO’s predec

However, the country withdrew in 1950 after its communist rev-
olution established the People’s Republic. In 1986 China applied
to re-enter the GATT. Taiwan, separated from the rest of China
during the revolution, applied for admission in 1990. Taiwan’s
admission to the World Trade Organization (WTO) is very likely
to coincide with China’s.

The difficulties of bringing China’s formerly command-driven
economy into line with the market-oriented principles of the
GATT and WTO have so far stymied agreement on terms for re-
entry. The issues concerning Taiwan—which is rapidly becoming
a mature market economy—are more tractable, although a num-
ber of contentious matters remain outstanding. Nevertheless, it
remains highly unlikely that Taiwan’s admission will be put to a
vote until China’s entry problems are solved. The British Crown
Colony of Hong Kong has had a major role in world trade as a
transit port, especially for goods going to and from China. Hong
Kong reverted to Chinese control on July 1, 1997 as a special
autonomous region and will retain its separate WTO status.

Since China and Taiwan will likely be admitted to the WTO at
about the same time, the effects of enlarging the WTO are ana-
lyzed here in terms of thetombinedadmission. In addition, the
ERS study assumed that Hong Kong remains a free port and
independent tariff territory (as required by the Basic Law gov-
erning the reunification of Hong Kong with China), with tariffs
applied only when goods cross the border from Hong Kong to
the rest of China.

Resource Endowments Influence Trade Patterns

Differences in factor endowments—i.e., resources available for
use as inputs in a country’s various production processes—are
nhdmportant for understanding the direction of net trade flows.
sRemoving trade barriers allows a country to export more of
"those goods which it produces relatively efficiently, with the pro-
e .dgeds applied to import more of the goods it produces less effi-
e®éntly. This expansion of trade in both directions increases real
incomes for all trading countries.

- This study divided factors of production into four groups—

2unskilled labor, skilled labor, landandcapital. The different
countries and regions of the world were classified into three

bajroups—scarce, intermediate, and abundant.

Id

Killr China, South Asia, and Southeast Asia, capital is scarce and

U€xpensive relative to labofhe reverse is true for the countries
in the fivehigh-incomendustrial regions—the U.S., Canada, the
European Union (EU), Japan, and Australia/New Zealand. The

-newly industrialized economies of Korea, Hong Kong, and

arfaiwan fall somewhere in between—their labor costs are only a
ifthird or a fourth of those ihigh-incomecountries, but much

> higher than labor costs law-incomedeveloping regions.

PYJapan, Korea, Taiwan, and China are poorly endowed with
arable land relative to laboConditions are just the opposite in
the U.S., Canada, and Australia/New Zealand where land is

psabundant and cheap. The EU, South Asia, and Southeast Asia

sor, the General Agreement on Tariffs and Trade (GATT).

have intermediate amounts of arable land per capita.
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To calculde the effiects of China andTaiwan’s joining the
WTO, ERS used a compudie geneal equilibium (CGE)
model of world production and &tde The model diides the
world into 12 egions,and d¢asses all gods and se&ices into
14 sectos, produced |y 4 cdegories of poduction ctos—
unskilled ldor, skilled labor, land and caital.

The major dta souce for the model \as the Globalrade
Analysis Ppject (GTAP) daabase Version 3 PereleaseThe
model vas implemented using the Gealeklgebraic
Modeling System (GAMS) softare. A detailed desgption
of the stucture of the model and of the estited dhanges
induced ly WTO enlagement ae in USDA Tedhnical
Bulletin No. 1858.

Stating from the actual situgn in 1992 (the Kest year br
which a easonbly complete di& set is @ailable), global
income and txde calculdons were made under the assump
tion tha the Uugua/ Round accat had alead/ been com
pletely implementedbut without China andraiwan’s patici-
paion. A second set of calcuians was made assuming tha
the Uugugy Round accat had been fuyl implementedvith

The Model & Assumptions Behind the Results

China andraiwan as full membet The differencebetween
these tw hypothetical scenazss—Uruguay Round imple
mentdion with andwithout Chinese andaiwanese paici-
paion—yields the estintad impact of China’ andTaiwan’s
accession.

The ana}sis has some limitens. Frst, neither China nor
Taiwan hasihalized the tems of enty to theWTO. The siz
of their trade concession#e timing of the starof trade lib
eralization, and the length of the phase-in iperate all
unknawn. This anaysis guessedtdhe likely size of tade
concessionsand fnessed the issue of timing lassuming
the phase-in pexd had been completeq 1992.

Secondthere ae uncetainties dout the sie of paametes,
sud as elasticities of substitution be®n commodities or
the efective rates of boder potection,especialy for
Chinas pewasve nontaiff bariers like quotas and s&
trading Finally, the model is a higllstylized simplifcation
of the world econony tha is far from peréct. Therefore, the
results should be intereted with caution and wiesd as
rough estimges,not as pecise measements.

The level of land intensity gealy influences the déction of net
trade fows in food and gricultural products.The US., Canada,
andAustralia/Nev Zealand—the landbaindant egions—ake net
exporters of all food and gricultural product céegories. &pan,
Korea,Hong Kong andTaiwan—the land-scae egions—ae
net impoters of all sud products.The EU SouthAsia, and
Southeasfsia, with intermedide land endements,are eab net
exporters and net impaers of diferent aricultural product cae-
gories.The EU is a netxorter of whed, feed gains,and
processeddod, but a net impder of fice, nongain ciops,and
livesto&. South and Southeassia ae net &porters of fice and
nongain ciops,but net impoters of whed, other gains,meda
and daiy products,and livestod.

China is the ol exception to this pttem. A land-scace county,
it imports whed while being a netx@orter of iice, feed gains,
and nongain ciops,and it is lagely self-suficient in livestod
products. China aygregate suplus in aricultural trade is a con
sequence of itsayemments food self-suiciency policies ather
than the esult of taking best adntage of its fictor endvments.

The geneal corespondence beten caital intensities and the
direction of net tade fows for different kinds of manfactued
goods is also@paent. High-income indusal counties ae net
importers of lebor-intensve mamfactued gods (tetiles and
appael, and other light maufactued goods),and net gporters
of cepital- and skill-intensie mamufactued gods (mahinely
and equipment&and manfactued intemedides sub as éttilizer
and steel).

The tiade p#tems of ldor-abundant egions sut as China,
Southeasfisia, and SouttAsia ae miror images:they are net

exporters of labor-intensve mamfactued gods and net impor
ers of caital-intensve mamfactued gods.At an intemediae
level of caital intensity Korea,Hong Kong, andTaiwan ae net
buyers and sellex of different skill- and cpital-intensve man-
factued goods,while remaining netxgorters of lebor-intensive
marufactued gods.

Because of China’compagtive ad/antaye in labor-intensve
products,it has @ined moe than a 10-peent shag of world
expotts of leborintensive goods,even without the pwileges of
WTO membeship.After induction into thaVTO, China could
further xpand poduction of l&orintensve mamufactued pod
ucts,notaly textiles and apael. To suppy its mills, China would
have to impot more cotton and wol. The &pansion ofabor-in-
tensive manfactuing also vould causeesouces to be bidwaay
from farming. This would reduce Chin& ayricultural exports
and incease itsdod and gricultural impots. U.S. fameis—
especialy feed gain, whea, and cotton gpwers—would benet.

The South and Southedsdian egions,which compete with
China in &porting laborintensve mamfactued poducts,would
face inceased competition andwered pices Dr their industial
exports.As a esult,they would likely expeiience delines in mar
ket shae and gport reverue from lebor-intensve mamfactuing.
Both China andaiwan, with scace asble land would increase
their impots of gain over time Taiwan's fatmers would adjust
by cutting poduction of land-intense ciops like gains,while
expanding their output of highalue poducts lile meds, fruits,
and \egetables.

The US and China a& generlly not competing economicall
for intemational trade at their curent elaive stages of



20  Economic Research Service/USDA Agricultural Outlook/July 1997
Special Article

Countries with Abundant Arable Land Tend to Export Agricultural Products
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Abundant Labor Is Associated with Exports of Light Manufactured Goods
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development. Insteadheir different factor endwments mak U.S & Global GDP to Rise
their tade complementar South and Southea&sian counties
compete with edtotherand with Chinato sell ldbor-intensive | If the Uugusgy Round greement had been in fullfett in 1992

goods in industalized counties,and to #ract foreign diect (the laest year br which a easonhly complete di set is @ail-
investment fom these counes. Similaly, Japan,the EU and able) withoutthe paticipation of China andaiwan,U.S. con
the US. compete to meet demamat tednolagy- and caital- sumes would have been ble to puchase an estinted adlition-
intensve goods in China and othésian deeloping countes, al $20 billion of gods and seices (wver 0.3 pecent of 1992
and to t@ investment oppdunities thee. U.S. GDP). Full implement#on of the Uugugy Roundwith

Chinese and@aiwanese paicipation would hare raised US.
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GDP by neaty $28 billion (almost 0.5 peent of 1992 GDP).
Thus,the stug¢ sugyests thathe admission of China aff@iwan
to theWTO would increase US. real GDP ly more than $7 b
lion (slightly more than 0.1 peent)—i.e, the difference
between the'with” and“without” scenaios.

At the global leel, the estimted incease ineal consumption
from Uruguay Round implementé@n in 1992 would hare been
about $167 billion with pesentWTO membeship, plus anaddi-
tional $46 billion (or 0.2 perent of 1992 wrld GDP) with
Chinese an@aiwanese pdicipation.

By far the lagest bendfs of WTO enlagementwhen measwd
as a paion of naional incomewould accue to the n& mem
bers. The auins esult fom China andaiwan undetaking
reforms when joining thaVTO, thereby improving resouce
allocaions and inagasing economic ffiengy. Annual GDP
would rise by neaty 5 pecent (or dout $23 billion) in China
and Hong kng combinedAnnual GDP vould be moe than 2
percent (wer $4 billion) geaer in Taiwan. Real GDP in all
other egions would rise by aout 0.2 perent or lessThe admis
sion of China an@aiwan to theNVTO would slightly reduce
trade libealization gains br South and Southeakssia, as com
petition would intensify in vorld makets br labor-intensve
marufactuied ports like tectiles and apakel, shoesand tgys.

U.S. & World Ag TradeWould Expand

Admission of China andaiwan to theNTO would inciease
agricultural exports (induding piocesseddod) from almost all
regions of the werld, with the impotant exception of almost a
$3-billion reduction in Chinesexpolts. Along with an incease
of neaty $6 billion in Chinas impots, this would result in an
increase of wer $8 billion in Chinas netagricultural impotts.

China would increase its net impts of gain by neaty $600
million, andTaiwan ky almost $100 million. Canadaowld sup
ply most of the aditional whed, while the US. would fumish
most of the aditional feed gains. Reducedae eports from
China to global m#ets would be eplaced ly increased xports
from other egions, principally South and Southea&sia.
Taiwan’s netfood impots would rise by more than $0.6 billion,
as inceases ingricultural impoits would moe than dfset an
increase of wer $1 billion in gricultural exports. More than half
of Taiwan’s export expansion wuld consist of prcesseddod
following a estiuctuiing of its aricultural sector way from
production of land-intenge ciops like feed gains (dovn by 60
percent),and tavard high-value cops and picesseddod

Agricultural impotts would increase most in China afdiwan,
as desdbed dove, followed distany by Japan ($0.5 billion).
Hong Kong and Krea would see insigni€ant inceasesAgri-
cultural impotts would dedine by $0.5 billion or less in the Sout
and Southeagtsia regions,as vell as the Rest of thé/orld

region (consisting maiwyl of Latin America, Easten Euope
andAfrica). Reduced pduction of lédorintensve mamfactued
goods in theseegions,following increased Chinese competition
in world makets,would leare them with mag resouces in

n

agriculture and less needif food fodder, and fber impots.

The Steps in WTO Accession

The Umguay Round of the GenalAgreement oaiiffs
andTrade (GAT) estdlished theworld Trade
Organizaion (WTO) on &ruary 1,1995.TheWTO is the
legal and institutionaldunddion for the nultilateral trad-
ing system and pvides the érum for trade neotiations
through collectve dévate, negotiation, and adjudicaon.
The Umuguay Round also lwught ariculture into the gn
eral discipline of the GAT through substante reductions
in export subsidiesintemal suppar, and impot bariers.

A country requesting membship must submit a memo
randum to th&/TO which details its tade policies as tlye
relae toWTO laws. InteestedNTO membes form a
working paty to evaluae the policies of thepgplicant
countr. The working paty requests aditional information
on «isting policies and assesses commitmegtthe
acceding counyrto liberlize its tade positionAfter inter-
estedVTO membes ae sdisfied thd the goplicant gv-
emments trade policies comirm with the lavs of the
WTO, the accession is put to the full mengiep for
approval. As of March 27,1997,131 counties had become
WTO membes. An additional, 28 counties hae requested
pemission to join th&VTO.

Karen Adkerman (202) 501-8511

ackerman@econ.ggov

The admission of China aff@iwan to the N TO would augment
total anmial U.S. food and gricultural exports by over $2 billion
(more than 3 parent),while raising US. agricultural impotts by
only $100 million.Almost all of the net in@ase in US. exports
would g to China andaiwan,ead impoting ebout an adi-
tional $1 billion fom the US. Additional exports would go to
Japan,Korea,and Hong Kng replacing poducts thathey pre-
viously impotted from China.

The composition of ineased US. agricultural exports going to
China and tdraiwan would be quite dfierent. InTaiwan,non
grain ciops would accountdr 60 pecent of the ina@aseand
processeddod for an aditional 30 pecent.The incease in LS.
exports to China wuld consist maiyl of processeddod piod-
ucts (79 pearent). Livesto& products,nongain ciops (sub as
cotton),and gains would male up the emaining 21 peent.
These estintas,however, are sensitie to the details of ade
concessionsyhich have yet to be ngotiated

Overall, U.S. agricultural exports would see the rgaest expan
sion in the pocesseddod sectarfollowed by feed gains and
nongain ciops,and livestok productsAs a esult of the
increase in global demanekport prices (fo.h) for U.S. food
and a@ricultural products vould increase in eery sectoyraising
fam incomes.
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