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EXECUTIVE SUMMARY
Background

The Commission instituted the subject investigation on November 1, 1994,
following receipt of a request on October 12, 1994, from the United States
Trade Representative. The investigation is being conducted under section
332(g) of the Tariff Act of 1930 (19 U.S.C. 1332(g)) and under the authority
delegated by Executive Order 12661 for the purpose of investigating the
competitive conditions affecting the U.S. lamb industry.?

Lamb meat is derived from young sheep, usually under one year in age.
For purposes of this study, the U.S. sheep and lamb industry may be described
as consisting of lamb growers and feeders, packers, and processors. U.S.
sheep and lamb growers may be divided into categories including (1) purebred
breeders (that is, those who keep purebred sheep and sell rams for breeding
purposes), (2) commercial market lamb producers (those who maintain flocks of
sheep for the production of lambs that are sent directly to slaughter or
feedlots), and (3) commercial feedlot operators (those who maintain feedlots
where lambs are fed concentrates until they reach slaughter weight). Lamb
packers are companies that slaughter lambs, regardless of whether they process
lamb meat. Lamb meat processors fabricate carcasses into primal, subprimal,
or retail cuts. Lamb meat is distributed to the ultimate consumer through
hotel, restaurant, and institutional (HRI) outlets and through retail grocery
chains and butcher shops.

Some domestic interests have expressed concern about lamb meat imports
that increased from 6.7 percent of domestic consumption in 1990, to
11.5 percent in 1994. Also, some domestic sheep and lamb growers contend that
their sector has been adversely affected by recent U.S. government actions.
For example, payments to growers under the National Wool Act of 1954 are
estimated to have accounted for between 18 and 23 percent of annual gross
returns to growers between 1990 and 1993; these payments are to end with the
1995 production season. Other U.S. Government actions have included
restrictions on predator controls, including the termination of the U.S.
Department of Agriculture (USDA), Animal Damage Control (ADC) program on lands
administered by the U.S. Department of the Interior (USDI), Bureau of Land
Management (BLM) effective on April 6, 1993. Growers have also noted other
restrictions related to grazing on public lands administered by the BLM and
the USDA Forest Service (FS). They further contend that regulations
administered by the Immigration and Naturalization Service (INS) under
authority of the Immigration Reform and Control Act of 1986 have made it
difficult to employ shepherds from other countries.

Increasing concentration in the lamb slaughtering and processing sector,
concomitant with a decline in the number of packing plants, has increased

1 The information and analysis provided in this report are for the purpose
of this report only. Nothing in this report should be construed to indicate
how the Commission would find in an investigation concluded under statutory
authority covering the same or similar subject matter.

ix



concerns on the part of growers. Indeed, growers have expressed a concern
about a general decline in the infrastructure of the U.S. sheep sector, citing
declining market outlets and shortages of specialized labor. They have also
noted that the relatively small size of the U.S. lamb sector impedes
investment and research by such supporting industries as the animal medicine
industry.

Findings

United States

° In the United States, most sheep and lambs are meat-type animals
kept mainly for the production of lambs for meat or dual purpose
breeds kept both for the production of lambs for meat and wool.
The U.S. sheep sector, located primarily in the Western States and
in the Corn Belt, has been in a long-term decline as measured by
the number of animals or growers and by lamb meat production.
However, prices for lambs generally rose during 1990-954.

L) The U.S. sheep and lamb population declined by 22 percent, from
11.4 million animals in January 1, 1990, to 8.9 million animals in
January 1, 1995. The number of sheep-raising operations in the
United States declined by 20 percent, from 108,940 in 1990 to
87,350 in 1994. The Western States accounted for 79 percent of the
total U.S. sheep and lamb population as of January 1, 1995; the
Corn Belt accounted for 15 percent.

° During 1990-94 the annual average price for live lambs rose
irregularly from $55.42 per 100 pounds -(cwt) to $66.77, or by
20 percent. The rise in price corresponded with a general decline
in lamb meat production, which fell by 13 percent, from
346 million pounds in 1990 and 1991 to 300 million pounds in 1994.
The price pattern for lamb carcasses was similar to that for live
lambs. During 1990-94, the annual average price for lamb
carcasses rose by 22 percent, from $121.47 per cwt to $147.62.
Some domestic sheep and lamb growers have expressed concern about
the farm-retail price spread between live lamb and lamb meat.
This spread may reflect to some extent a less efficient U.S. lamb
meat processing and distribution sector in comparison with other
meat sectors, such as beef and poultry.

L U.S. imports of fresh, chilled, or frozen lamb meat are subject to
several health and sanitary measures. Virtually all U.S. imports
of lamb meat are from Australia and New Zealand. Frozen bone-in
cuts of lamb meat represent the bulk of lamb meat imports and
reflect transportation cost considerations. The share of imports
accounted for by frozen products rose from 69 percent in 1990 to
80 percent in 1994; fresh or chilled lamb meat made up the
remaining 20 percent. During 1990-94, annual U.S. imports of
fresh, chilled, or frozen lamb meat increased irregularly from
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24.9 million pounds, valued at $31.3 million, to 38.7 million
pounds, valued at $48.7 million.

Imports from Australia rose 70 percent in terms of volume during
this period. U.S. imports of Australian lamb amounted to 13.4
million pounds, valued at nearly US$14 million, in 1990, compared
with 22.8 million pounds, valued at US$26.5 million, in 1994.
Imports from New Zealand rose 38 percent in terms of volume from
1990 to 1994. More than 11.5 million pounds, valued at

US$17.3 million, were imported in 1990, compared with the more
than 15.9 million pounds, valued at US$22.2 million, imported in
1994.

During the 1980s, the domestic lamb sector filed three petitions
with the United States International Trade Commission (USITC)
alleging that imports of lamb meat from New Zealand were being
subsidized and/or were being sold in the United States at less
than fair value (LTFV). One petition was withdrawn and the
investigations associated with the other petitions resulted in
USITC determinations of no injury or threat of injury to a
domestic industry. A fourth petition alleging that imports of
lamb meat were being subsidized by the Government of New Zealand
was filed with the U.S. Department of Commerce (DOC) in 1985.
This petition resulted in a countervailing duty order (CVD) on
imports of lamb meat from New Zealand entering on and after June
25, 1985.

Eight final administrative reviews of the CVD order on lamb meat
from New Zealand have been completed by the DOC. The CVD
(subsidy) amounts decreased for each annual review, and the total
bounty or grant was found to be de minimis for all firms for the
review period April 1, 1990, through March 31, 1991. A subsequent
final review for the period April 1, 1991, through March 31, 1992,
also determined de minimis CVD amounts for all firms.

On May 22, 1995, the DOC published a notice of its final
determination that the subsidy for the period April 1, 1992,
through March 31, 1993, was de minimis for all firms. In the same
notice, the DOC reported its final determination that the
Government of New Zealand had met the requirements for revocation
of the CVD order. Accordingly, on May 22, 1995 (60 F.R. 27082),
the DOC announced a revocation of the CVD order.

Australia

In Australia, about 75 percent of the sheep are wool-type (animals
kept mainly for the production of wool), unsuited to produce lambs
for meat. During 1990-94 (as of March 31), the number of sheep
and lambs in Australia fell from 170 million animals to

134 million. The decline in Australian sheep numbers reflects
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declining profitability of wool production in Australia during the
early 1990s and adverse production conditions resulting from
drought.

Exports of lamb meat have become increasingly important to the
Australian sheep sector in recent years, and the United States is
an important market. During FY 1990-94 (year ended June 30),
Australian exports of lamb meat rose irregularly from 87.6 million
pounds (shipped weight), valued at US$84 million, in 1990, to
127.4 million pounds, valued at US$134 million, in 1994. Exports
also rose irregularly as a share of Australian lamb meat
production from 14 percent in 1990 to 23 percent in 1994,
reflecting decreased production as well as irregularly rising
exports.

The United States was the largest single market for Australian
exports of lamb meat in terms of quantity during 1990-94. 1In
terms of value the United States was the largest single market for
Australian lamb meat exports in all years except 1991 and 1992,
when the value of exports to the European Union and Japan both
exceeded those of the United States. The United States accounted
for 19 percent of the quantity and value of Australia’s exports of
lamb meat in 1994.

Australian Federal Government involvement in the sheep sector
appears to be largely through wool-related programs or general
agriculture programs rather than through programs that are
specifically limited to live lambs or lamb meat. Most Australian
Federal Government programs related to sheep production are
administered by the Department of Primary Industries and Energy by
subdivisions, or "Sub-programs," which appear to be similar to
agencies of the USDA. The Wool Industry Supplementary Payment
Scheme was established by the Australian Federal Government in
March 1991 after the abolition of the Reserve Price Scheme, a
program to provide price stability for Australian wool. The
announced purpose of this program was to compensate wool growers
for the difference between the market price for wool and the
Reserve Price for wool sold between February and June 1991. The
total payment to sheep growers from the Wool Industry
Supplementary Payment Scheme was AUS$311 million, including
AUS$300 million of Australian Federal Government funds. This
program was terminated in 1992.

New Zealand

In New Zealand, most sheep are dual-purpose animals. Although New
Zealand sheep growers benefit from nearly ideal climatic and
grazing conditions, the sheep inventory declined from 57.9 million
animals in 1990 to 50.1 million animals in 1994, continuing a
long-term decline from 70.3 million in 1982. The decline in sheep
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numbers reflects in part lower wool prices and the continued
movement, especially in northern regions from sheep to dairy
cattle, beef cattle, and forestry.

Meat processing is handled mainly by a number of private-sector
companies, some of which are owned by producer cooperatives.
Reportedly, inefficient plants have been closed in recent years;
others have been modernized, and new efficient plants have opened.
Significant gains reportedly have been made in productivity in
recent years, and per head processing costs have been declining.
During 1994, two large meat-processing companies went into
receivership.

Between 95 and 97 percent of New Zealand’s annual lamb meat
production during 1990-94 was exported. New Zealand lamb meat
exports increased from 732 million pounds in 1990 (year ending
September 30) to 838 million pounds in 1992, then dropped to

747 million pounds in 1993, and rose to 827 million pounds in
1994. The largest market for New Zealand lamb meat exports is the
European Union (EU), which accounted for 52 percent (by quantity)
of New Zealand’s exports in 1994. New Zealand sheepmeat (mutton
and lamb) exports into the EU are subject to import quotas under
various voluntary restraint agreements. Other major markets
include the Middle East, Papua New Guinea, Fiji, North America,
and Asia. U.S. imports of New Zealand lamb meat were equivalent
to 2.5 percent of total New Zealand lamb meat exports and to about
5 percent of U.S. consumption in 1994.

Government assistance to New Zealand agriculture has fallen
significantly since the 1980s. Government funded research,
primarily related to animal and plant health concerns, and
disaster relief are the major areas in which the Government
provides assistance. The New Zealand Government made a commitment
in 1991 to maintain a minimum level of funding (NZ$255 million per
year) for its investment in research through the Public Good
Science Fund. Approximately NZ$13 million of this funding is
allocated to sheep production.

Comparative Analysis

Available data suggest that live lamb raising, and thus, lamb meat
production are generally lower in cost in New Zealand and
Australia than in the United States, and likely reflect, at least
in part, different management practices of live lamb growers.

Mature sheep typically are fed on pasture in the United States,
but, in addition, they receive some concentrates (usually grains)
and protein supplements. In New Zealand and Australia sheep and
lambs are fed almost exclusively on pasture and limited amounts of
hay. In the United States, grains and protein concentrates
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accounted for about 20 percent of estimated total variable cash
expenses annually during 1989-94. Hay accounted for an additional
10 percent of estimated total variable cash expenses. Total hay
costs are believed to be lower in New Zealand and Australia,
reflecting the longer pasture seasons in those countries.

U.S. lamb packers also pay a higher price for lambs than do their
counterparts in New Zealand and Australia. Lower prices for live
animals in Australia and New Zealand provide a cost advantage to
packers in those countries relative to their counterparts in the
United States.

The U.S. sheep and lamb packing sector is rather concentrated and
has become increasingly profitable in recent years. The
Australian meatpacking sector is relatively inefficient. The
competitive position of New Zealand’s meatpacking sector,
especially lamb, has suffered from overcapacity and high debt
levels, and, in recent years some plants have closed.

The number of large U.S. lamb packing plants has declined from 11
in 1991 to 7 in 1895. Eight large plants accounted for 83 percent
of U.S. lamb slaughter in 1994. Packers responding to the
Commission’s questionnaire (accounting for over 86 percent of
domestic production) reported their operating income as a share of
net sales ranged from 1.4 percent in 1993 to 3.5 percent in 1994.
Operating income was 2 cents per-pound in 1992 and 1993 and

6 cents in 1994.

In a private study commissioned by the Australian Meat and
Live-stock Corporation, the Australian meat packing sector, while
marginally profitable, was found to be less efficient than
counterparts in a number of other countries, including New Zealand
and the United States. Although, Australian packers obtain
low-cost animals, they have relatively high wage rates,
restrictive labor practices, and strikes.

The New Zealand lamb packing sector benefits from relatively
low-cost animals for packing, economies of scale, and a relatively
concentrated geographic area which limits transportation costs.

In August 1994, several lamb packing plants, representing about

30 percent of the capacity of the North Island of New Zealand,
closed, sharply reducing an overcapacity problem. In the South
Island one plant was closed because of a bankruptcy.

Domestic lamb carcasses and the cuts derived from them are
typically larger than imported carcasses and cuts. The average
U.S. carcass weighed 63 pounds; New Zealand carcasses averaged 33
pounds; and Australian averaged 40 pounds in 1994. Commission
questionnaires sent to lamb meat purchasers requested comparisons
between imported and domestic lamb meat relating to such factors
as product quality, palatability, fat content, consistency of
product specifications, shelf life, availability, packaging, and
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servicing. The most common response to the aforementioned factors
was that the imported and domestic products are comparable.

Domestic lamb meat, especially at retail outlets is typigally sold
fresh or chilled, whereas imported meat is often sold frozen.

Some consumers prefer fresh meat because it is perceived to be
higher in quality. The shelf life of frozen lamb meat is
obviously an important consideration for Australian and New
Zealand lamb meat in the U.S. market since three weeks transit
time must be allowed for surface transportation.

In the United States lambs are typically fed concentrates in
addition to, pasture and milk from their mothers. Such lambs are
referred to as "fed lambs." In New Zealand, lambs are fed only on
pasture and milk from their mothers, and in Australia concentrate
feeding is minimal. Some consumers contend that meat derived from
grass-fed lamb is "gamier" and has a stronger flavor and aroma
than meat derived from grain-fed lambs. According to hearing
testimony, responses to the Commission’s questionnaires, and
fieldwork, the preference of individual consumers in the U.S.
market between large or small-sized cuts, fresh or frozen form,
and grain-fed or grass-fed lamb appears to vary considerably.

Price appears to be an important factor influencing purchase
decisions for U.S., Australian, and New Zealand lamb. The
Commission’s questionnaire asked purchasers to rank the importance
of various factors in their decision to purchase U.S., Australian,
and New Zealand lamb meat. Quality was reported to be very
important in 16 of 18 responses, availability was ranked as very
important in 15 responses, and price and price consistency each
were ranked as very important in 10 responses. No respondent
purchasers of U.S., Australian, or New Zealand lamb meat ranked
quality, availability, price, and price consistency as somewhat
important or unimportant.

The relative prices of domestic and imported lamb meat fluctuated
significantly during 1990-94 according to information obtained
from the Commission’s questionnaires to purchasers and importers.
The relative prices of domestic and imported lamb meat vary
depending on the cut and form (fresh or frozen) under
consideration. Also, the price of imported lamb meat is
influenced by transportation cost. The fresh or chilled imported
meat is flown to the United States at a cost of US$0.85 per pound.
Frozen lamb is typically sent to the United States by ship at a
cost of US$0.17 per pound.

During 1994 Australian and New Zealand fresh racks and fresh legs,
and New Zealand fresh carcasses were higher priced per pound than
their domestic counterparts according to information obtained from
the Commission’s questionnaires to purchasers and importers.
During May-December, fresh Australian and New Zealand shoulders
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were reported to be lower priced per pound than domestic fresh
shoulders.

During 1994 New Zealand frozen racks were reported to be higher
priced than domestic fresh or frozen racks. However, for all
other frozen imported lamb meat (where price comparisons were
available) both Australian and New Zealand were reported to be
lower priced than their domestic fresh or frozen counterparts.

An econometric model was developed to illustrate the competitive
conditions affecting the U.S. sheep-related markets. Model
results suggest that increased imports displaced U.S.-produced
lamb quantities to an extent that apparently falls between the
range of opinions expressed by U.S. and foreign producer
representatives. Results suggest that imports displaced some
U.S.-produced lamb quantities, but such displacement typically has
not significantly influenced price.

Simulation results from the econometric model suggest that
increasing U.S.-produced quantities displace imports to a greater
extent than increasing imports displace U.S.-produced lamb.
According to model results, expanding U.S. quantities of lamb
produced and consumed appear to displace lamb meat imports;
historically, increases in U.S. quantity result on average, in a
fall in U.S. lamb price, a rise in U.S. wool production, a
decrease in the price of U.S.-produced wool, and a large drop in
lamb meat imports. Model results also suggest that elimination of
Wool Act benefits will likely result in some contraction of the
U.S. industry.
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CHAPTER 1: INTRODUCTION
Background

This investigation is concerned with the competitiveness of U.S. and
imported lamb in the U.S. market. The domestic industry has been in a long-
term decline since the 1940s but still supplies almost 90 percent of the U.S.
market. In recent years, competitive pressures from the scheduled termination
of the National Wool Act of 1954 (payments under which have accounted for
about one-fifth of total grower returns), a declining consumption and
competition from beef and poultry, and a declining industry infrastructure
have challenged the U.S. industry. More restrictive environmental regulations
relating to predator controls, restrictive rules concerning grazing stock on
public lands, and labor laws affecting the use of shepherds from other
countries have forced producers to make decisions about new operating
practices. In addition, U.S. imports of lamb meat increased from 25 million
to 39 million pounds during 1990-94 and increased their share of domestic
consumption from about 7 percent to 11 percent.

International trade in the sheep and lamb sector consists primarily of
meat; live animals are relatively expensive and impractical to ship.
Together, Australia and New Zealand account for about 75 percent of the
world's estimated exports of lamb meat, and these two countries supply
virtually all U.S. imports of lamb meat, which amounted to about $49 million
in 1994. In 1994, the U.S. market absorbed about one-sixth of total
Australian lamb meat exports and less than 3 percent of New Zealand exports.

Domestic sheep and lamb producers have for many years expressed concerns
about imports of lamb meat. As a result of petitions filed by the domestic
industry, the U.S. International Trade Commission (USITC) conducted a
countervailing duty investigation on lamb meat imports from New Zealand in
1981,! and antidumping and countervailing duty investigations concerning such
imports from New Zealand in 1984.2 A fourth petition, in which the USITC did
not participate,’® alleged that imports of lamb meat were being subsidized by
the Government of New Zealand and was filed with the U.S. Department of
Commerce (DOC) in 1985. This petition and subsequent investigation resulted
in countervailing duties being collected on U.S. lamb meat imports from New
Zealand during June 25, 1985-March 31, 1990. Pursuant to Section 1937 of the

1 y.s. International Trade Commission (USITC), Lamb Meat From New Zealand,
investigation No. 701-TA-80(P), publication 1191, Nov. 1981.

2 USITC, Lamb Meat From New Zealand, investigation Nos. 701-TA-214(P) and
731-TA-188(P), publication 1534, June 1984.

3 The investigation was conducted under section 303 of the Tariff Act and
no injury determination was required prior to the issuing of a countervailing
duty order because New Zealand was not a "country under the Agreement' within
the meaning of section 701(b) of the Tariff Act and because the merchandise
the subject of the investigation was dutiable.
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Oomnibus Trade and Competitiveness Act of 1988,% the USITC conducted a 2-year
monitoring and an investigation on U.S. lamb meat imports during 1988-89.°

Purpose of the Report

On October 12, 1994, the United States Trade Representative (USTR)
requested that the Commission investigate the competitive conditions affecting
the U.S. lamb industry and provide a report setting forth the results of the
investigation.® The USTR requested that the report focus on the period
1991-94 and be similar in structure to the previous Commission 332 report on
the lamb industry: U.S. Imports of Lamb Meat: Final Monitoring Report.’
Specifically, the Commission was asked, to the extent practical, to include in
its report:

(1) U.S. and foreign industry profiles; and, with respect to Australia
and New Zealand, such information as the Commission develops
concerning whether there is government assistance to the
industries in these countries;

(2) information concerning U.S. and foreign markets;

(3) U.S. imports and exports;

(4) U.S. market penetration;

(5) price comparisons of domestic and imported lamb meat; and

(6) a discussion of other factors bearing on competitive conditions

and trade that affect the U.S. lamb industry.

The Commission instituted its investigation on November 1, 1994. Public
notices of the investigation, hearing, and rescheduling of the public hearing
were given by posting copies of the notices at the Office of the Secretary,
U.S. International Trade Commission, Washington, DC, and by publishing the
notices in the Federal Register of November 9, 1994, (59 F.R. 55854) and

4 section 1937 was a conference agreement resolving U.S. House of
Representative and U.S. Senate differences concerning lamb meat imports. A
Senate amendment authorized import quotas for lamb meat, but the House bill
had no such provision. :

5 USITC, U.S. Imports of Lamb Meat: Final Monitoring Report, investigation
No. 332-264, publication 2345, Dec. 1990.

6 A copy of the request from the USTR is included in appendix A.

7 USITC, Final Monitoring Report, publication 2345, Dec. 1990. This report
covered the period 1985-89 and reviewed the industries in the United States,
Australia, and New Zealand.



February 17, 1995 (60 F.R. 9396).% A public hearing in connection with this
investigation was held on April 6, 1995, in Washington, pc.?

Scope of Study

Lamb meat is the primary focus of this investigation and is derived from
a young male or female sheep generally less than a year in age.!® Lamb meat
is pinkish red in color whereas the meat of an older sheep (mutton) is dark
red. The lamb carcass is typically divided (broken) into so-called prime (or
primal) or wholesale cuts. These cuts are then generally further divided into
so-called actual or retail cuts. The prime cuts of lamb and retail cuts are
shown in appendix D. Domestic lamb carcasses and the cuts derived from them
are generally larger than imported carcasses and cuts. Domestic lamb meat is
often sold fresh or chilled, whereas imported meat is often sold frozen.

Live lambs and sheep are included in this study because they are the
only source for lamb meat and in the United States, the primary purpose for
which these animals are produced. Sheep and lambs produce both wool and meat,
and growers must decide whether to produce meat-type or wool-type sheep. In
the United States, wool is a secondary product to the production of lamb
meat.!? U.S. sheep and lamb growers received wool incentive payments (under
the National Wool Act of 1954), which accounted for between 18 and 23 percent
of annual gross returns during 1990-93. The wool incentive program will be
eliminated after the 1995 marketing season, thus affecting growers’ revenue.
In Australia, live sheep and lambs are kept primarily for wool production,
and, in New Zealand, live sheep and lambs are kept for both wool and meat
production. Thus, data on wool production and trade of wool are used in the
analysis of the overall viability of the entities that produce sheep.

Industries

The U.S. sheep and lamb industry consists of lamb growers and feeders
and lamb meat packers and processors. The New Zealand and Australian
industries consist primarily of growers, packers, and processors (but not
feeders) .'?> The Australian and New Zealand lamb industries are both
significantly larger than the U.S. industry. U.S. lamb meat production is
about half the volume of Australia’s and about one-third of New Zealand’s. 1In
addition, the Australian and New Zealand lamb industry infrastructure is
generally more extensive and developed than the U.S. industry’s and partially

® A copy of the notices of the Commission’s investigation and hearing and
the rescheduling of the hearing are included in appendix B.

° Appendix C contains a witness list for the public hearing.

10 The lamb meat included in this study is classifiable under HTS
subheadings 0204.10.00, 0204.22.20, 0204.23.20, 0204.30.00, 0204.42.20, and
0204.43.20.

11 The value of wool shorn declined from the equivalent of 14 percent of
growers’ sales in 1990, to 9 percent in 1994.

12 These industry terms are discussed in greater detail in chapter 2.
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reflects much larger sheep flocks (the Australian flock is about 15 times
larger than the U.S. flock, and New Zealand’s is about 5 times larger).

United States

The U.S. sheep and lamb inventory totaled about 9 million animals as of
January 1, 1995. Sheep and lambs are raised throughout the United States but
are concentrated in the West, where in many areas they are the only suitable
agricultural crop. There were eight meatpacking plants in the United States
that slaughtered the majority of U.S. sheep and lambs in 1994. U.S. lamb meat
production totaled 300 million pounds in 1994, and accounted for less than
1 percent of U.S. red meat consumption. U.S. exports of lamb meat are
negligible. U.S. wool production was valued at about $52 million in 1994.
The U.S. sheep population is estimated to account for about 1 percent of the
world’s total, and U.S. production of lamb meat is estimated to account for
about 2 percent of world production. The U.S. sheep and lamb sector is
relatively small when compared with the U.S. cattle and swine sectors. In
1994, the sheep and lamb sector‘s output was valued at $567 million and made
up about 1 percent of total U.S. meat animal sales.

Australia

The Australian sheep inventory totaled 134 million in 1994. Major
sheep-raising states include New South Wales, Western Australia, Victoria, and
South Australia. In Australia, about three-quarters of the sheep industry is
maintained for the production of wool. Australia is the world’'s leading
producer of wool, with production totaling nearly US$2 billion in the 1993/94
marketing year. Lamb meat production totaled 584 million pounds in 1994 with
over 75 percent consumed domestically. Lamb meat consumption accounted for
16 percent of red meat consumption in 1993. Exports accounted for 23 percent
of Australian lamb meat production in 1994, with the United States being the
leading market.

New Zealand

The sheep inventory in New Zealand totaled 50 million animals in 1994.
Sheep are raised throughout New Zealand, and most are dual-purpose breeds
producing both wool and meat. In recent years, the New Zealand lamb packing
sector has undergone restructuring, with the closing of several plants and
modernizatidén of others. It is estimated that in early 1995 there were 33
large lamb packing plants. Lamb meat production totaled 849 million pounds in
1994, and over 95 percent was exported. The European Union (EU) is the
largest market for New Zealand lamb meat accounting for 52 percent, by
quantity, of total exports in 1994. Lamb meat accounted for about 9 percent
of red meat and poultry consumption in 1994. New Zealand is the world’'s
second largest wool producer, with production totaling US$508 million in the
marketing year 1993/94.



Market

There are two market segments in the United States in which domestic and
imported lamb meat compete, namely, in the retail segment and in the hotel,
restaurant, and institutional or food service segment (identified as HRI).
Because imports of live lambs are negligible, no additional competition
exists. Domestic lamb meat is generally marketed fresh, whereas imports are
generally marketed frozen. In 1994, frozen lamb meat accounted for 80 percent
of U.S. lamb meat imports and fresh or chilled lamb meat accounted for the
remainder.

Lamb meat is distributed to the retail consumer by supermarkets, grocery
stores, and butcher shops. Retail sales generally include a wide range of
cuts, such as whole or semi-boneless legs, loin chops, shanks, shoulder chops,
and rib racks. It is estimated that approximately 70 percent of domestic lamb
meat is marketed through U.S. retail outlets, compared with 25 percent of New
Zealand lamb. Industry sources report that significant quantities of
Australian lamb are marketed also through retail outlets, however, the actual
percentage is not known.!® The HRI market segment generally demands lamb meat
that has been further processed (e.g., "chef ready") and usually consists of
higher priced items, such as racks and loins. About 25 percent of domestic
lamb is marketed through the HRI trade compared with nearly 75 percent of New
Zealand lamb meat. It is estimated that about 35 percent of Australian frozen
lamb meat is suitable for the HRI market.®

Approach of the Report

This report analyzes the competitive conditions of the lamb industry
through an examination of the supply and demand conditions for live lambs and
lamb meat in the United States, Australia, and New Zealand during 1990-94.
Information on changes in sheep inventories, lamb meat production and
consumption, lamb meat imports and exports, the cost of major production
inputs, lamb meat marketing and quality characteristics, and governmental
policies is examined. The information in the report is from submissions and
testimony presented at the Commission’s public hearing, domestic and foreign
fieldwork, responses to the Commission’s questionnaires, literature searches,
U.S. Department of Agriculture (USDA) and State Department telegrams,
telephone interviews, previous Commission studies, and other sources.
Domestic fieldwork was centered in Colorado, Wyoming, Texas, and New York.
Foreign fieldwork included trips to Australia and New Zealand.

Time Period of Study

The USTR letter asked that the Commission focus its data collection and
analysis on the period 1991-94 and that the report be similar in structure to

13 council for AMLC, telephone conversation with USITC staff, June 7, 1994.
14 posthearing brief of the AMLC, p. 10.
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the last Commission’s report on lamb covering the 1985-89 period.?® Whenever
practicable, this report provides general information for the 1990-94 period
so as to provide a continuum of data for both of the reports.

Organization

Chapter 2 describes the structure of the U.S. lamb industry, the U.S.
grading system, production, consumption, markets for domestic and imported
meat, regulatory measures, wool, industry concerns and information on U.S.
trade. Chapters 3 and 4 describe the structures of the Australian and the New
Zealand industries, respectively. Chapter 5 compares and analyzes the factors
that affect the competitive position of the domestic lamb meat industry with
respect to the Australian and New Zealand industries; including a comparison
of lamb meat prices, cost structures, and factors affecting U.S. and foreign
lamb supply and demand. 1In addition, this chapter discusses the results of
the application of a data-oriented econometric model (vector autoregression)
which was used to gauge the significance of imports in the U.S. market.
Statistical tables are presented upon their first reference.

15 UsITC, Final Monitoring Report, publication 2345, Dec. 1990.
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CHAPTER 2: U.S. INDUSTRY AND MARKET
Structure and Operation of the U.S. Industry

As defined for the purpose of this study, the U.S. lamb industry
consists of lamb growers and feeders and lamb meat packers and processors.
Figure 2-1 illustrates the channels of distribution for lamb from breeding to
final consumption. Lamb growers include sheepherders who maintain flocks of
sheep for the production of lambs, including purebred and commercial flocks.
Feedlot operators maintain feedlots where lambs are fed on grain or other con-
centrates until they reach slaughter weight. Lamb packers are companies that
slaughter lambs, regardless of whether or not they process lamb meat.! Lamb
meat processors fabricate carcasses into primal, subprimal, or retail cuts.

Consumers of lamb meat include retailers (mostly grocery stores) and
hotels, restaurants, and institutions (HRI) that prepare food for consumption.
These establishments generally purchase lamb meat from wholesalers, breakers,?
or distributors. However, processors or packers may also sell directly to
retailers.

Live Sheep Inventory

The location of the U.S. sheep inventory is shown in figure 2-2.
Although sheep are found throughout the United States, sheep and lamb produc-
tion is concentrated in the Western United States. Western States® accounted
for 79 percent of the total U.S. sheep population as of January 1, 1995. 1In
contrast, the Corn Belt? accounted for only 15 percent of the total U.S. sheep
population as of January 1, 1995. The U.S. sheep population declined by
22 percent from January 1, 1990, to January 1, 1995, as shown in the following
tabulation (in 1,000):°

U.S. sheep and lamb population

19%0 . . 11,363 1993 . . 10,906
1991 . . 11,200 1994 . . 9,742
1992 . . 11,507 1995 . . 8,895

! American Meat Institute (AMI), Financial Review of the Meat Packing
Industry, 1982, Sept. 1983, p. 1.

2 preakers cut carcasses into cuts for resale to retail stores and food
service outlets. Sheep Industry Development Program, Inc., Sheep Production
Handbook, 1988, p. MKT-8.

3 For purposes of this report, the Western rangelands are considered to be
located in Arizona, California, Colorado, Idaho, Montana, Nevada, New Mexico,
North Dakota, Oklahoma, Oregon, South Dakota, Texas, Utah, Washington, and
Wyoming.

4 The Corn Belt consists of the States of Illinois, Indiana, Iowa, Kansas,
Michigan, Minnesota, Missouri, Nebraska, Ohio, and Wisconsin.

5 This decline is a continuation of a long-term trend beginning in 1942.
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Figure 2-1 | :
Sheep and meat of sheep: Structure of the U.S. industry

Producer/Feeder

Wool Mill

: Packer Processor Pelt Processor

Breaker or
Wholesaler

v ¥

Hotel/Restaurant Retailer/Grocer

Source: Data compiled by the staff of the U.S. Interntional Trade Commission.
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Most growers have small flocks of sheep (50 or fewer animals referred to as
farm-flocks) and raise sheep as a secondary enterprise.6 However, about one-
third of the growers in the rangelands of the Western States have relatively
large flocks (50 or more animals referred to as range-flocks) and specialize
in sheep.’” Officials of the National Lamb Feeders Association report that
there are probably only about 100 large-volume lamb feedlots in the United
States, although there are many small-volume feedlots. Sheep and lamb feeding
tends to be concentrated in a few States as shown in the following tabulation®
(1,000 animals):

State 1990 1991 1992 1993 1994
California . . . . 225 280 285 305 320
Texas . . . . . . . 200 180 210 180 210
Colorado . . . . . 385 250 310 315 325
Wyoming . . . . . . 100 110 150 190 190
South Dakota . . . 55 85 85 91 103
IJIowa . . . . . . . S0 85 95 85 85
Oregon . . . . . . 110 106 81 95 90
Kansas . . . . . . 102 63 48 82 60
All other . . . . . 495 571 566 534 456
Total . . . . . 1,762 1,730 1,830 1,877 1,839
Growers

U.S. sheep and lamb growers may be divided into categories including:?®
(1) purebred breeders (that is, those who keep purebred sheep and sell rams
for breeding purposes;!° (2) commercial market lamb producers (those who
maintain flocks of sheep for the production of lambs that are sent directly to
slaughter; or to (3) commercial feedlot operators (those who maintain feedlots
where lambs are fed concentrates until they reach slaughter weight). Some
growers engage in more than one sheep-raising activity. Some market lamb
producers retain title to their lambs that are placed in feed lots by having
them fed for a fee or having them fed in some type of partnership with the
commercial feedlot operator.

¢ Robert E. Taylor, Scientific Farm Animal Production: An Introduction to
Animal Science, 4th ed., (New York: Macmillan Publishing Co., 1992), p. 47.

7 Ibid.

8 Animals in feedlots as of January 1. USDA, National Agricultural
Statistics Service (NASS), Sheep and Goats, various issues, 1991-95.

% The following description of grower categories was adapted from Taylor'’s
Scientific Farm Animal Production, pp. 48-49.

10 Growers often expand the number of animals in their flocks or replace
ewes no longer suitable for breeding purposes by retaining the best ewe lambs
from each year’s crop. Since the productive life of a ewe is typically 4 to
5 years, about 20 to 25 percent of the ewe lambs from each year’s crop must be
retained to maintain breeding herd numbers.
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The number of sheep-raising operations!! in the United States declined
steadily from 108,940 in 1990 to 87,350 in 1994, or by 20 percent. Many
operations consist of only a few sheep and belong to part-time or hobby
farmers. The live sheep and lamb sector is thought to be relatively
unconcentrated, with even the largest volume operations accounting for only a
small share of total production. The Western States and the Corn Belt account
for 40 and 39 percent, respectively, of U.S. sheep operations. The remaining
operations located primarily in the Northeastern United States and border
regions of the Southeastern United States.!? In many areas of the Southwest
and West, forage is the only suitable agricultural crop because of topography,
rainfall, and soils, and the only practical use for the forage is as a feed
for ruminant animals. Domestic industry officials report that, because of the
types of forage and ground cover and forage availability, some areas that do
not lend themselves well to cattle production raise sheep as one of the few
production alternatives.2?

Lamb Packers

Number of plants

Federally inspected (FI) packing plants accounted for about 96 percent
of sheep and lamb slaughter annually in the United States during 1990-94. The
total number of FI sheep and lamb slaughtering plants declined from 815 in
1990 to 652 in 1994, or by 20 percent.!?

FI plants with a capacity to slaughter 100,000 or more sheep and lambs
annually accounted for 80 percent or more of sheep and lamb slaughter during
1991-94 as shown in the following tabulation:

Number of

large volume Percent of
Year plants slaughter
1881 . . . 11 85
1992 . . . 10 80
1993 . . . 9 83
19%4¢ . . . 8 83

Although the number of large-volume plants declined from 11 to 8 during 1991-
94, the percent of slaughter remained fairly constant. In addition, the

11 pccording to USDA, an operation is any place that has one or more sheep
on hand at any time during the year.

12 yspa, NASS, Sheep and Goats, Jan. 27, 1995, p. 7.

13 Miller, transcript of the hearing, pp. 52-53.

14 yspa, NASS, Livestock Slaughter, 1994 Summary, Mt An 1-2-1 (95),
Mar. 1995, p. 85.



percent of commercial slaughter accounted for by the 4 largest lamb packing
companies increased from 70 percent in 1990 to 78 percent in 1992.%°

Some vertical integration exists in the lamb sector since some packers
operate lamb feedlots. The Packers and Stockyards’ Administration of the USDA
reports statistics that include "sheep and lambs fed by or for meat packers
and transferred from feedlots for slaughter during the reporting year."

Packer feeding of sheep and lambs includes separate feeding activities by
owners, officers, and employees of meat packers, and by nonreporting
subsidiaries and affiliates.® During 1986-90, the most recent 5-year period
for which statistics are available, packer feeding of sheep and lambs ranged
from 28 to 30 percent of the equivalent of FI slaughter as shown in the
following tabulation:?!’

Year Number fed Share of slaughter
-(1,000)-  ----- (Percent)----

1986 . . . . . . 1,434 27.8

1987 . . . . . . 1,339 28.0

1988 . . . . . . 1,452 30.1

1989 . . . . . . 1,425 28.7

1990 . . . . . . 1,454 28.3

Large-volume plants

Figure 2-3 shows the approximate location of the largest volume lamb-
slaughtering plants operating in the United States as of July 1995 and the
large-volume plants that closed since the publication of the Commission’s
Final Monitoring Report (December 1990). These large-volume plants are
primarily located in the Midwest and Western States and accounted for more
than 75 percent of total U.S. lamb slaughter annually during 1990-94 .18

Since December 1990, no new large-volume lamb-slaughtering plants have
opened in the United States.!® However, testimony at the Commission’s hearing
indicated that a new lamb-slaughtering plant was being planned by Aussie Meats
of North America (AMONA Foods) in conjunction with certain U.S. lamb producers
and would be located in Wyoming.2? Testimony indicated that AMONA's
Australian joint venture partner has and will continue to provide technical

15 AMI, 1994 Meat & Poultry Facts, p. 28.

16 ySDA, Packers & Stockyards Statistical Report 1990 Reporting Year,
p. 29.

17 1bid.

18 For a more detailed discussion of packer operations, see USITC Final
Monitoring Report, publication 2345, Dec. 1990, pp. 5-4 through 5-6.

19 The following information on changes in operations of lamb packing
plants was confirmed with an official of the USDA, Packers and Stockyard
Administration (PSA), in a telephone conversation on April 20, 1995.

20 rranscript of the hearing, p. 95.
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assistance to this project, including providing a full time engineer to assist
in the facility’s construction.?!

Four large-volume plants have closed or ceased slaughtering lambs since
the Commission published its Final Monitoring Report in December 1990. The
Kansas plant, owned and operated by Monfort, Inc., closed effective March 19,
1992. The plant in Ellensburg, Washington, owned and operated by Superior
Packing Co. ceased slaughtering lambs effective February 7, 1993, but still
processes lamb meat. The plant in Albert Lea, Minnesota, known as Seaboard
Farms, was owned and operated by Farmstead Foods, closed in May 1990 and
reopened in October 1990. The plant was multi-species, slaughtering lambs,
but operated primarily as a swine slaughtering plant. The plant closed
effective March 22, 1994. On March 31, 1995,%2 Monfort announced the closing
of its San Angelo, Texas, plant effective May 31, 1995,%% citing the reduction
of sheep and lamb numbers and the decreasing demand for lamb meat in the
United States.?* In June 1995, Monfort announced its Greeley, Colorado lamb
plant will continue to slaughter lambs, but no longer fabricate them stating
"they don’t have the operations we need to compete."25

Financial experience of U.S. packers

Packers accounting for over 86 percent of U.S. production of lamb meat
in 1994 provided income-and-loss data to the Commission on their operations
producing lamb meat.

Operations on lamb meat

Net sales values and the average per-pound sales values followed the
same trend, as shown in table 2-1, decreasing from 1990 to 1991, and then
increasing each year through 1994. The reporting packers realized operating
income in each period with the operating income share of net sales ranging
from 1.4 percent in 1993 to 3.5 percent in 1994. The operating income was

3 cents per-pound in 1990 and 1991, 2 cents in 1992 and 1993, and 6 cents in
1994.

Capital expenditures

U.S. packers provided data on their capital expenditures for lamb meat
operations, as shown in table 2-2. Capital expenditures fluctuated throughout
the 5-year period, reaching a low of US$908,000 in 1991 and a high of
US$2,894,000 in 1992 expressing the lowest and highest levels over the 1990-
94 period.

21 1bid.

22 Monfort, Inc. is a subsidiary of Con Agra Red Meat Companies.

23 ySITC confirmed that the plant closed as scheduled; telephone
conversation with Monfort officials, June 6, 1995.

24 conAgra Red Meat Companies, press release, Mar. 31, 1995.

25 pSI, Marketing News, ed. Laura Gerhard, vol. 6, No. 223, June 16, 1995.
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Table 2-1

Income-and-loss experience of U.S. packers on their operations producing lamb

meat, 1990-94 fiscal years

Item

1990 1991 1992 1993 1994
Quantity (1,000 pounds)
Net sales . . . . . . . 232,689 253,007 267,797 252,831 258,318
Value (1,000 dollars)

Net -sales . . . c e e . 338,631 328,383 385,766 407,148 426,904
Cost of goods sold coe e 317,335 303,122 361,812 383,936 393,207
Gross profit . . . . . . 21,296 25,261 23,954 23,212 33,697
Selling, general, and

administrative expenses 14,951 16,473 17,725 17,518 18,586
Operating income . . . . . . 6,345 8,788 6,229 5,694 15,111

Ratio to net sales (Percent)

Cost of goods sold . . . . 93.7 92.3 93.8 94.3 92.1
Gross profit . . . . 6.3 7.7 6.2 5.7 7.9
Selling, general, and

administrative expenses . . 4.4 5.0 4.6 4.3 4.4
Operating income . . . . 1.9 2.7 1.6 1.4 3.5

Value (US dollars per pound)

Net sales . . . e e e e e e e $1.46 $1.30 $1.44 $1.61 $1.65
Cost of goods sold e e . 1.36 1.20 1.35 1.52 1.52
Gross profit . . . c e 0.09 0.10 0.09 0.09 0.13
Selling, general, and

administrative expenses . 0.06 0.07 0.07 0.07 0.07
Operating income . . . . . . 0.03 0.03 0.02 0.02. 0.06

Source:
questionnaires.

Table 2-2

Compiled from data submitted in response to Commission

Capital expenditures by U.S. packers of lamb meat, 1990-94 fiscal years

(1,000 dollars)

Item 19390 1991 1992 1993 1994
Lamb meat . . . . . . . 1,778 908 2,894 1,055 1,482
Source: Compiled from data submitted in response to Commission
questionnaires.



Packer operatioms
Employment and wages

U.S. lamb meat packers reported data on employment and wages during
1990-94, as shown in the following tabulation:?¢

Item 1990 1991 1992 1993 1994

Average number of production

and related workers . . . . 716 835 842 801 807
Total hours worked by such
workers (1,000) e e e e 1,513 1,759 1,672 1,599 1,663
Total compensation to such
workers (1,000 dollars) . . 14,447 16,717 16,584 16,126 17,544
Annual compensation per .
worker (1,000 dollars) . . 20 20 20 20 22

Average hourly compensation
to such workers (dollars
per hour) . . . . . . . . . 9.55 9.50 9.92 10.09 10.55

The number of workers peaked in 1992 before falling and leveling in subsequent
years. Total hours worked peaked in 1991, fell during 1992 and 1993, and rose
again in 1994. Total compensation and average hourly compensation increased
irregularly, while annual compensation per worker was practically constant
during the period under review.

Productivity

Productivity in the U.S. lamb packing industry, as measured by the
number of man-hours required to process a lamb, the annual number of lambs
slaughtered per worker, and worker compensation per lamb slaughtered, is shown
in the following tabulation for 1990-94:27

Item 1990 1991 1992 1993 1994

Total hours worked by
production and related

workers (1,000) . . . . . . 1,513 1,759 1,672 1,599 1,663
Number of lambs slaughtered

(1,000) . . . . . . < . . . 3,429 3,701 3,997 3,756 3,821
Hours (per lamb) . . . . . . .44 .48 .42 .43 .44
Average number of production

and related workers . . . . 716 835 842 801 807
Lambs slaughtered (per worker

hour) . . . . « ¢« ¢ ¢ « ¢ & 2.27 2.10 2.39 2.35 2.30
Total compensation to such

workers ($1,000) e e . . . 14,447 16,717 16,584 16,126 17,544
Worker compensation (dollars

per lamb) . . . . . . . . . 4.21 4.52 4.15 4.29 4.59

26 pata submitted in response to questionnaires of the USITC.
27 pata submitted in response to questionnaires of the USITC.
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The various measures of productivity fluctuated during the period under review
and showed no discernable trend.

Costs to process lamb meat

Data collected from questionnaire responses indicate that in 1994 the cost
of live lambs accounted for about 74 percent of the packers’ cost to process
lamb meat. Direct labor costs accounted for about 10 percent, and other
factors made up the remainder.

Domestic Production, Consumption, and Prices
Live Lamb Production

Decisions made by growers largely determine the supply of domestic lamb
meat in the U.S. market. Each year producers must decide if ewe (female)
lambs will be sold for slaughter or retained for breeding purposes. The
decision to retain ewe lambs for breeding suggests producer optimism and plans
for increased production of lambs in the future. The decision to sell the
lambs for slaughter suggests a declining capacity utilization. Most ewes are
bred when they are 18 to 19 months of age and have their first lambs when they
are about 2 years old.Z?®

It is a common practice in the United States to provide lambs on pasture
with supplemental feed. The feed is typically provided in structures, called
creeps, that allow entry of the lambs but prevent entry of the larger ewes. A
typical ration, referred to as concentrate, for lambs in the Corn Belt
consists of corn with soybean meal as a protein supplement and alfalfa hay,
whereas typical concentrates for lambs in the Western States consist of grain
sorghum with cottonseed meal as a protein supplement and alfalfa hay. Many
U.S. lambs, at about 6 months of age and about 55 to 90 pounds in weight,
(such lambs are referred to as "feeders" or "feeder lambs") are weaned and
shipped to feedlots for about 2 to 3 months of intensive feeding and finishing
to weights of about 130 pounds, (such lambs are referred to as fed-lambs or
slaughter lambs). In feedlots, the lambs are fed to optimal size to maximize
meat production and to assure an appropriate fat content for the meat. When
lambs have reached appropriate slaughter weights, they are referred to as
"grain-fed." Lambs that are primarily pasture-fed are referred to as "grass-
fed." Some consumers contend that meat derived from grass-fed lamb is

28 The quantity of lambs sold for slaughter may decline in response to an
increase in lamb price in the short run if producers decide to retain lambs to
build up the breeding stock. However, Whipple and Menkhaus found the price
elasticity of lamb supply in the short run to be highly inelastic, but
positive (0.01). Longer run elasticities, applicable for 3 to 30 years, were
found by Whipple and Menkhaus to range from 0.68 to 11.38. Glen D. Whipple
and Dale J. Menkhaus, "Supply Response in the U.S. Sheep Industry," American
Journal of Agricultural Economics (AJAE), vol. 71, No. 1, (1989),
pPp. 126-135.




"gamier" and has a stronger flavor and aroma than meat derived from grain-fed
lambs.

The number of lambs born during the year, or the lamb crop,?’ declined by
23 percent between 1990 and 1994 as may be determined from table 2-3. The
lamb crop depends on the number of ewes that are 1 year old or older and kept
for breeding purposes and on the number of lambs born per ewe (lambing rate).
The number of ewes, 1 year old or older, kept for breeding purposes declined
over this period.3® The decline in the January 1 inventory indicates
declining capacity utilization among lamb growers and a reduction in the
capital stock available for future lamb production.

Table 2-3 :
Sheep and lambs: U.S. ewes kept, lambing rate, and lamb crop, 1990-94

Year Ewes kept Lambing ratel U.S. lamb crop
(1,000 animals) (Per 100 ewes) (1,000 animals)

January 1,
1980 . . . . . . .. .. 7,609 102 7,704
1991 . . . . . . . ... 7,425 103 7,644
1892 . . . . . . 0. 7,090 102 7,216
1993 . . . . . . ... 6,536 98 6,379
19%4¢ . . . . . . . . .. 5,804 102 5,902

1 Number of lambs born.

Source: USDA, ERS, Livestock and Meat Statistics, 1970-92 (Statistical
Bulletin No. 874), Jan. 1994, p. 92, and USDA, NASS, Sheep and Goats, Jan. 27,
1995, p. 3.

Lamb Meat Production
Total U.S. lamb meat production declined from 346 million pounds in 1990

to 300 million pounds in 1994, or by 13 percent (table 2-4). U.S. lamb meat
production reflects both the number of lambs slaughtered and the average

29 1n some States, especially the Western States, the lamb crop is
estimated when the young lambs (about two weeks of age) are "worked", i.e.
when the lambs have their tails removed (docked) and when the ram lambs are
castrated. Adverse weather can kill many lambs before they are "worked," thus
they are not included in the lamb crop.

30 pdverse weather, either during the breeding season or during the lambs'’
birth, contributes to reduced lambing rates. If a large share of the
January 1 inventory consists of ewes kept for breeding purposes that are more
than 1 year but less than 2 years old and not bred, the lambing rate during
the year will be lower than if the January 1 inventory consists of a larger
share of bred ewes.
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Table 2-4
Lamb: U.S. commercial lamb slaughter, average carcass weight, and total lamb
meat production, 1990-94

Commercial Average Lamb meat
Year slaughter carcass weight production
(1,000 animals) (Pounds) (1,000 pounds)
1980 . . . . . . o 000 5,312 64 346,244
1981 . . . . . . . . ... 5,377 64 346,454
1992 . . . . . . . .. 0. 5,176 64 335,337
1993 . . . . . . .00 e .. 4,885 65 326,682
1994 . . . . . . o0 e .. 4,635 63 299,929

Note: Lamb meat production includes farm production.

Source: U.S. lamb slaughter and average carcass weight compiled from official
statistics of USDA, ERS, Livestock and Meat Statistics, 1970-92,- and Livestock
Slaughter, annual issues; U.S. lamb meat production estimated by the U.S.
International Trade Commission.

carcass weight. Monthly production data are shown in table 2-5 and reflect
the seasonality of lamb production.>!

Domestic Consumption

During 1990-94, U.S. lamb meat consumption,3? declined from 370 million
pounds to 339 million pounds (figure 2-4). Tables 2-6 and 2-7 show U.S.
annual and monthly consumption of lamb meat. Monthly consumption is generally
higher during holiday periods, such as Easter. The decline in the annual
amount of lamb meat consumed in the United States during 1990-94 reflects a
decline in U.S. production, inasmuch as inventories were small and imports
rose during the period.

Lamb Meat as a Share of Total Meat Consumption

Table 2-8 shows that consumption of lamb meat declined irregularly
during 1990-94, whereas apparent consumption of beef, pork, and poultry all
increased. The sharpest change was in poultry consumption, which increased
" from 22 billion pounds in 1990 to 29 billion pounds in 1994, or by 32 percent.

31 The lamb carcass is divided into primal cuts. USDA reports that the
shares of carcass weight accounted for by these cuts are as follows: hind
legs (31 percent), shoulder (27 percent), loin (18 percent), breast
(16 percent), and rack (8 percent).

32 pstimated by the staff of the U.S. International Trade Commission from
domestic lamb meat production, plus imports, and adjusted for changes in
inventories.
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Table 2-6
Lamb meat, fresh, chilled, or frozem: U.S. production, imports for
consumption, and apparent U.S. consumption, 1990-94

Carcass-weight equivalent Ratio of
U.Ss. U.S. Apparent U.S. imports to

Year production imports consumption consumption
------------ (Million pounds)----------- (Percent)

1990 . . . . . . . . 346 25 370 6.8

1991 . . . . . ... 346 26 375 6.9

1992 . . . . . . .. 335 27 361 7.5

1993 . . . .. L L. 327 41 365 11.2

1994 . . . . . . .. 300 39 339 11.5

Source: Production and consumption estimated by the staff of the U.S.
International Trade Commission; imports compiled from official statistics of
U.S. Department of Commerce (converted to carcass-weight equivalent on the
basis of factors used by USDA).

Lamb meat’s share of U.S. red meat (beef, pork, veal, lamb and mutton)
consumption declined very slightly during 1990-94 from 0.9 percent of red meat
total to 0.8 percent. U.S. per capita lamb and mutton consumption declined
from 1.6 pounds carcass-weight equivalent (1.4 pounds retail weight) in 1990
to 1.5 pounds (1.3 pounds retail weight) in 1994.3% The decline in lamb meat
consumption during 1990-94 reflects a long-term pattern.

An economic study suggest that lamb meat competes with beef, pork, and
poultry in the U.S. market.?* It was also reported that U.S. lamb meat
consumption has been adversely affected by a long-term growing preference for
beef over lamb, by the extraordinary development of the poultry industry, and
by the lack of branded, specialty markets and outlets for lamb meat in the
fast-food market.3®

Costs and Returns for Sheep Operations

The USDA has published data on the cash and economic costs and on the
returns associated with U.S. sheep production. These data, shown in table 2-
9, are estimated based on a survey sent to a sample of producers in the past
and are presented in terms of dollars per ewe. The focus of the following

33 ped Meats Yearbook, 1994, p. 99.

34 1amb Study Team, Texas Agricultural Market Research Center (TAMRC) ,
Assessment of Marketing Strategies to Enhance Returns to Lamb Producers, TAMRC
Commodity Market Research Report No. CM-1-91, Dec. 1991, pp. 193-196.

35 Prehearing submission of the New Zealand Meat Producers Board (NZMPB) ,
pp. 3-4.
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Table 2-8

Beef, veal, pork, lamb, mutton, and poultry meat: Apparent consumption, by
years, 1990-94

(Million pounds, carcass-weight equivalent)

Total Poultry
Year Beef Veal Pork Lamb®! Mutton®! red meat meat Total
1990 . . . 24,030 325 16,030 370 27 40,782 22,152 62,934
1991 . . . 24,114 305 16,399 375 22 41,215 23,291 64,506
1992 . . . 24,261 311 17,476 361 27 42,436 24,425 66,861
1993 . . . 24,006 286 17,419 365 16 42,092 25,128 67,220
19942 . . . 25,172 294 . 17,852 339 12 43,669 29,337 73,006

! Estimated by staff of U.S. International Trade Commission.
2 Preliminary.

Note.--Because of rounding, figures may not add to the totals shown.

Source: USDA, ERS, Red Meats Yearbook 1994 (Statistical Bulletin No. 885),
Aug. 1994, except as noted.

discussion is on trends in and the relationships among elements of the data
rather than on the absolute values, owing to their estimated nature.?3®

The gross value of production includes the value of lambs raised, wool
sold, and income produced from the Federal wool incentive program, payment for
unshorn lamb, and payment for cull animals. Slaughter lambs accounted for
about 29 percent of cash returns, and feeder lambs for about 26 percent
annually. The share of cash returns accounted for by wool, generally declined
from 20 percent in 1989 to 11 percent in 1994, whereas the share from payments
made under the National Wool Act of 1954 (the wool incentive and unshorn lamb
payment) increased from 11 percent in 1989 to 22 percent in 1994.

36 Table 2-9, which provides data regarding the costs and returns
associated with U.S. sheep production, is taken from the USDA publication
Economic Indicators of the Farm Sector, Costs of Production--Livestock and
Dairy, 1990. Data for 1989 and 1990 are reported in this publication. Data
for 1991-94 are calculated by the USITC staff based either on methodology
employed by the USDA, as described either in the publication or by USDA
officials contacted by telephone, or on estimates using appropriate indices to
update individual data items. In general, the data are based on USDA Farm
Costs and Returns Surveys administered under the authority of the Agriculture
and Consumer Protection Act of 1973. Because surveys are not sent annually,
many data items are estimated by applying indices or formulae to individual
data elements reported in survey responses in prior years. The USDA did not
publish data on costs and returns in the sheep industry after 1990.
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Table 2-9
U.S. sheep production costs and returns, 1989-94

(In_dollars per ewe)
Item 1989 1990 1991 1992 1993 1994
Cash receipts:
Slaughter lambs . . .. ......... 19.56 16.67 16.97 19.46 21.01 21.30
Feeder lambs .. ............ 19.56 14.92 14.28 16.67 18.58 18.68
Cullewes . ................ 6.76 6.24 5.73 7.51 8.32 8.99
Wool .............0 ... 13.46 9.50 5.50 7.40 5.10 7.80
Wool incentive payment . ....... 6.08 12.77 13.30 12.30 15.30 13.10
Unshorn lamb payment . . . . ... .. 1.21 2.17 3.12 2.89 3.57 3.08
Total, cash receipts . ........ 66.63 62.27 58.91 66.23 71.88 72.95
Cash expenses:
Feed:
Grain ................. 2.18 2.04 2.12 1.85 224 2.20
Protein supplements . . . ... ... _4.49 429 4.19 426 4.49 4.55
Salt and minerals . ......... T4 .43 44 44 44 .46
Hay .................. 3.58 3.68 3.25 3.39 3.87 3.93
Pasture . . . .............. 3.37 3.23 3.29 331 3.38 3.60
Public grazing ............ .94 .93 1.01 99 .96 1.02
Cropresidue . ............ .06 .06 .06 .06 .06 .07
Total, feed costs . ........ 15.04 14.66 14.37 14.30 15.43 15.82
Other:
Veterinary and medicine ... ... 1.22 1.28 1.36 1.42 1.47 1.52
Livestock hauling . ......... 1.36 1.45 1.47 1.48 1.48 1.47
Marketing . .. ............ .34 35 .36 37 .38 .39
Ram deathloss . . .......... .28 21 18 24 .26 .28
Shearing and tagging ........ 1.30 1.36 1.43 1.50 1.55 1.50
Fuel, lube, and electricity . . . .. 1.38 1.54 1.60 1.48 1.42 1.29
Machinery and building repairs .. 2.54 2.62 2.73 2.84 2.89 3.00
Hiredlabor .............. 6.99 7.31 7.61 8.00 8.22 8.45
Miscellaneous . . .......... 1.32 1.39 42 1.49 1.56 1.61
Total, other . ........... 16.73 17.51 18.17 18.81 19.23 19.52
Total, variable cash expenses . . 31.77 32.17 32.54 3311 34.66 35.34
Fixed cash expenses:
General farm overhead . . . . . . .. 3.67 3.80 3.84 3.88 3.95 4.07
Taxes and insurance . ........ 3.00 3.02 3.21 3.31 3.40 3.56
Interest . ................ 5.90 5.84 5.46 5.08 4.80 5.02
Total, fixed cash expenses . ... 12.57 12.66 12.51 12.26 12.16 12.65
Total, cash expenses . ....... 44.34 44.83 45.05 45.37 46.82 47.99
Capital replacement . . ........... 8.13 8.19 8.53 8.87 9.04 9.38
Total, cash expenses and capital
replacement . . ... .......... 52.47 53.02 53.58 54.24 55.86 57.38
Cash receipts less cash expenses . . . . .. 22.29 17.44 13.87 20.85 25.06 24.95
Netcashreceipts . ... ........... 14.16 9.25 5.33 11.98 16.01 15.57
Economic costs and returns:
Total cash receipts . ........... 66.63 62.27 58.91 66.23 71.88 72.95
Economic (full ownership) costs:
Variable cash expenses . ....... 31.77 32.17 32.54 33.11 34.66 35.34
General farm overhead .. ... ... 3.67 3.80 3.84 3.88 3.95 4.07
Taxes and insurance . . ........ 3.00 3.02 3.21 3.31 3.40 3.56
Capital replacement . . ........ 8.13 8.19 8.53 8.87 9.04 9.38
Operating capital . . . . ........ 1.28 1.20 .89 .59 .54 82
Other nonland capital . ........ 3.74 3.88 4.04 4.20 4.28 4.45
Land . .................. 7.87 8.90 8.69 8.55 8.64 8.67
Unpaid labor . . ............ 8.22 8.64 9.00 9.45 9.72 9.99
Total, economic costs . ...... 67.68 69.80 70.74 71.97 74.25 76.28
Residual returns to management and
msk ... -1.05 -1.53 -11.83 -5.74 -2.37 -3.34

Note.—-Because of rounding figures may not add to totals shown.

Source: Data for 1989-90 from USDA, ERS, Economic Indicators of the Farm Sector, Costs of Production--Livestock

and Dairy, 1990. Data for 1991-94 are calculated by USITC staff based either on methodology employed by the USDA, as described
either in the aforementioned publication or by USDA officials contacted by telephone, or on estimates using

appropriate indices to update individual data items. In general, the data are based on USDA Farm Costs and Returns

Surveys administered under the authority of the Agriculture and Consumer Protection Act of 1973. Surveys are not

sent annually, however, and many data items are estimated by applying indices or formulae to individual data elements

r%tponfgg(i)n survey responses in previous years. The USDA did not publish data on costs and returns in the sheep industry

after .
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The costs of production include expenses assumed to be cash costs. Feed
(grains, protein supplements, hay, pasture, etc.) accounted for about
45 percent of total variable cash expenses annually during 1989-94. Grains
and protein supplements accounted for about 20 percent, and hay accounted for
an additional 10 percent of variable cash expenses. Of other total variable
cash expenses (labor, buildings, hauling, etc.), labor accounted for about
23 percent and buildings for 8 percent.

The value of production less cash costs and capital replacement costs
during 1989-94 is shown in the following tabulation (U.S. dollars per ewe):

Year Unit value
1989 . - 1l4.16
1990 .. 9.25
1991 . . 5.33
1992t . . 11.98
1993* . . 16.01
1994* . . 15.57

1 Estimated by USITC staff.

The estimated decline in cash receipts by lamb producers during 1990-91
primarily reflects lower returns for live animals. Cash receipts for live
animals rose significantly during 1992-93, and this rise contributed mainly to
the increased total cash receipts. Cash receipts for live animals were stable
in 1994; however, cash receipts from wool sales increased.

The cost of raising a lamb to slaughter weight under range (grass-fed)
management has been shown in one study to be more than that of raising a lamb
under feedlot (grain-fed) management in the United States, given the prices®’
used in the study.?® However, profits were greater under range management
than they were under feedlot management.?’

Notwithstanding that range management is more profitable, only about
20 percent of the lambs in the United States can be grown to slaughter weight
under range management. Also, it should be noted that feed costs were the
largest cost under range management. The feed costs include concentrate and
protein supplement costs for the maintenance of the ewes through the weaning
of lambs. The largest components of the feed costs were grains, dehydrated

37 However, it should be noted that the cost of feed and the cost of feeder
lambs typically fluctuate significantly.

38 The data were taken from articles in the National Lamb & Wool Grower,
published monthly by the ASI. USITC staff reviewed the original articles,
published in the December 1993 and February 1994 issues, respectively, and
conducted a telephone interview with the author, Steve Meyers, on April 28,
1995.

3% Under feed lot management, lambs may be shorn before they are marketed
and thus become ineligible for the unshorn lamb payment.
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alfalfa pellets, and alfalfa hay.?® The feed costs also included a grazing
component . *!

Domestic prices

Prices for livestock and meat (including live lambs and lamb meat) tend
to be volatile partly because supply responses are lagged on account of
biological constraints. For example, the gestation period for sheep is about
148 days and can be modified on very slightly by grower actions.*? Also, the
growth rate for live lambs, while more subject to grower manipulation than the
gestation period, is still limited by factors such as the amount of feed that
lambs can physically consume. During 1990-94, the annual average price for
live slaughter lambs®’ rose irregularly from US$55.42 per 100 pounds (cwt) to
US$66.77 in 1994 as shown in table 2-10. The rise in price corresponded with
a general decline in lamb meat production, which fell from 346 million pounds
in 1990 and 1991 to 300 million pounds in 1994. The trends in price for lamb
carcasses?! were similar to those for live lambs. During 1990-94, the annual
average price for lamb carcasses rose from US$121.47 per cwt to US$147.62 in
1994 as shown in table 2-11.

Prices for both live lambs and lamb carcasses are often higher in the
spring than before or after spring, apparently reflecting the traditional
demand for lamb meat for holiday meals. The prices for both live lambs and
lamb carcasses generally rose during 1990-94, notwithstanding an irregular
rise in the quantity of U.S. imports of lamb meat from 25 million pounds
(carcass-weight equivalent) in 1990 to 39 million pounds in 1994.

U.S. Grading System

The official USDA quality grades of lamb (both live lambs and lamb
carcasses) are Prime, Choice, Good, and Utility. Most purchasers prefer cuts
from carcasses that are Choice, and most of the lamb carcasses are so graded.
Expense associated with feeding lambs for the Prime grade is generally not
recoverable in the marketplace. Lambs are also graded by yield, determined by
the amount of external fat, the amount of kidney and pelvic fat, and the
confirmation grade of the leg. The yield grades are 1 through 5, with 1
representing the leanest carcasses and 5 the fattest.

USDA grading is voluntary and entirely different from health and
sanitary regulations, which are mandatory and described in the "U.S. Trade and
Regulatory Measures" section of this report. During the 1994 fiscal year,
processors requested the voluntary grading of 88 percent of the Federally
Inspected (FI) lamb slaughter; of this, 90 percent yielded a quality grade of

40 officials of the ASI, telephone conversation with USITC staff,
May 1, 1995.

41 1bid.

42 gheep Production Handbook, 1988, ch. REPRO.

43 Choice slaughter lambs in San Angelo, Texas, as reported by the USDA.

44 carcasses graded Choice-Prime, East Coast, 55 to 65 pounds, as reported
by the USDA.



Table 2-10

Choice slaughter lambs: Average price in San Angelo, by months, Jan. 1990-
Dec. 1994 ‘

(US_dollars per 100 pounds (cwt))

Month 1990 1991 1992 1993 1994
Jan. . . . . . . . . . . 54.80 47.63 58.56 69.88 56.67
Feb. . . . . . . . . . . 60.38 45.81 57.69 73.38 62.31
Mar. . . . . . . . . . . 63.69 54.88 66.55 75.50 61.19
Apr. . . . . . . . . . . 63.13 55.50 74.63 71.25 51.25
May . . . . . . . . . . . 62.25 57.70 68.88 62.50 60.94
June . . . . . . . . . . 53.56 55.75 64.50 57.75 66.92
July . . . . . . . . . . 53.25 55.50 58.17 57.00 75.33
Aug. . . . . . . . . . . 51.20 54.31 52.38 58.97 79.50
Sept. . . . . . . . . . . 51.75 53.25 53.61 66.08 76.08
Oct. . . . . . . . . . . 52.50 51.20 52.81 63.75 69.96
Nov. . . . . . . . . . . 50.42 52.08 56.93 65.69 73.60
Dec. . . . . . . . . . . 48.08 54.92 67.25 68 .44 67.50

Annual average . . . 55.42 53.21 61.00 65.85 66.77

Source: Data for 1990-93 compiled from USDA, ERS, Red Meat Yearbook,
(Statistical Bulletin No. 885), Aug. 1994, table 78, p. 80; data for 1994
compiled from USDA, ERS, Cattle and Sheep Outlook (LDP-CS-5), Feb. 14, 1995.

Table 2-11

Choice-Prime lamb carcasses: Average price, East Coast, 55-65 lb., by months,
Jan. 1990-Dec. 1994

(U.S. dollars per cwt)

Month 1990 1991 1992 1993 1994
Jan. . . . . . . . . . . 112.25 109.05 114.83 145.72 131.19
Feb. . . . . . . . . . . 127.81 106.50 122.75 157.75 - 134.00
Mar. . . . . . . . . . . 135.25 118.97 137.38 168.25 137.05
Apr. . . . . . . . . . . 123.38 122.00 143.72 154 .00 131.19
May . . . . . . . . . . . 125.25 125.25 143.13 142.75 130.25
June . . . . . . . . . . 120.25 124.25 140.00 133.00 146.25
July . . . . . . . . . . 124.88 124.55 136.08 124.63 164.06
Aug. . . . . . . . . . . 120.25 121.25 125.47 135.88 173.05
Sept. . . . . . . . . . . 120.00 118.25 126.40 140.25 165.25
Oct. . . . . . . . . . . 119.85 113.38 120.75 140.25 154.25
Nov. . . . . . . . . . . 114.75 111.31 129.14 140.75 153.65
Dec. . . . . . . . . . . 113.75 113.25 140.25 144.35 151.25
Annual average . . . 121.47 117.33 131.66 143.97 147.62

Source: Data for 1990-93 compiled from USDA, ERS, Red Meat Yearbook,
(Statistical Bulletin No. 885), Aug. 1994, table 86, p. 88; data for 1994
compiled from USDA, ERS, Cattle and Sheep Outlook (LDP-CS-5), Feb. 14, 1995.



Choice or Prime.?> 1In addition to the voluntary USDA grading system, some
packers have their own private grades often used in conjunction with USDA
grades.*¢

Channels of Distribution
Grower Sales of Live Lambs®’

The U.S. market for slaughter lambs generally consists of many sellers
(growers) and few buyers (packer/processors), usually operating independently.
Live lamb price statistics are reported to the public by the ASI, the USDA,
and by local news-reporting organizations.

Live lambs in the United States, whether feeders or slaughter lambs, may
be sold at auction markets, terminal markets, or nonpublic markets. Nonpublic
markets include direct sales to packers negotiated by growers, by order
buyers, or by other middlemen. In recent years, slightly more than 80 percent
of lambs sold for slaughter have been sold through nonpublic markets. Also,
in recent years, some lambs have been sold through electronic marketing
systems.

A number of methods are used to determine a price for feeder or
slaughter lambs. Most lambs are purchased on a live weight basis with the
grower being paid a market price per pound based on the weight of the animal
when sold. There are, however, several variations of the live weight purchase
method currently in practice.?® As with other species of livestock, some
lambs are purchased on the basis of the carcass they yield.

Growers have for many years expressed concern about packer feeding of
lambs in that packers can time the slaughtering of the lambs they feed to
exert maximum price influence. Thus, when market prices for live lambs rise,
packers who feed lambs can temporally withdraw from the market but continue to
operate their slaughter plants using lambs they have fed. Growers, with no
viable alternative, are subsequently forced to sell their animals to the
packers at reduced prices.

Domestic Lamb Meat

Almost all firms that slaughter lambs process at least some of their
carcasses into primal and subprimal cuts, and some firms produce retail cuts
as well. About 65 percent of lamb received by retailers is in carcass form.*’
Some carcasses move to a type of wholesaler called a breaker. Breakers divide

45 gvan Stachowicz, USDA, Agricultural Marketing Service, telephone
conversation with USITC staff, Jan. 24, 1995.

46 gcientific Farm Animal Production, p. 140.

47 The following description of the channels of distribution was adapted
from the Sheep Production Handbook, 1988, ch. MKT.

48 por a more detailed discussion of pricing methods, see USITC, Final
Monitoring Report, publication 2435, Dec. 1990.

4% Sheep Production Handbook, 1988, ch. MKT.
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carcasses into primal, subprimal, or retail cuts for resale to nonbreaker
wholesalers or retail outlets. Some lamb meat is processed into portion
controlled cuts for food service outlets.

An increasing share of lamb, including lamb carcasses, has apparently
been sold as boxed lamb. Boxed lamb is lamb meat that has been divided into
primal or subprimal cuts and sealed in air-tight plastic material. This
packaging increases the shelf life of the lamb and its shipping reduces
freight cost because less fat and bone are shipped. Further, retailers and
food service buyers can order specific cuts, thereby eliminating their need to
sell or discard slower moving cuts, further reducing waste.>°

Lamb meat consumption in the United States is concentrated on the East
and West coasts. According to ASI, the Northeast and mid-Atlantic States
account for more than 50 percent of lamb meat consumption in the United States
with New York alone accounting for 30 percent. California is estimated to
account for 17 percent of U.S. consumption. Chicago, Illinois and Miami,
Florida are also reported to be good markets for lamb.®!

Imported Lamb Meat

The channels of distribution for Australian lamb meat vary in part with
the type of lamb under consideration.’? Fresh Australian lamb is shipped by
air to the United States under the "Fresh Australian Range Lamb" (FARL)
program.>® Fresh Australian lamb is sold to both the retail and food service
sectors. An importer and marketer of FARL testified that his company sells
this product to over 1,000 supermarkets and to large-volume food service
suppliers.®® He also stated that 85 percent of his company'’s sales were to
the retail supermarket industry.®®

In the retail sector, the transaction among exporter, importer, and
retailer is direct, although importers often choose to use brokers to develop
business and deal with customer requirements on a day-to-day basis. At the
food service level, fresh lamb is sold through a distributor that services
regional units of rather expensive restaurant chains or individual "white
table cloth" rcstaurants.®® A U.S. meat distributor reported that his company
purchased most of his imported lamb meat from FoodComm International
(FoodComm) and supplied U.S., Australian, and New Zealand lamb meat to top
white table cloth restaurants.5’ The distributor also reported that some

50 1bid, p. MKT-8.

5! Ibid, ch. MKT.

52 prehearing brief of the AMLC, pp. 9-11. The AMLC is described in the
chapter entitled "Australian Industry."

53 The FARL program is described in the chapter entitled "Australian
Industry."

5¢ Xen Bowman, AMONA Foods, transcript of the hearing, pp. 87-96.

55 1bid., p. 113.

56 prehearing brief of the AMLC, p. 9.

57 Robert Furter, sales manager, Luce-Carmel Meat Company, transcript of
the hearing, pp. 84-87.



restaurants that normally couldn’t afford a large domestic lamb rack could
offer the smaller and less costly imported rack or lamb sirloins.®®

The president of FoodComm reported that he believed FoodComm was the
largest importer of sheepmeat products and that the company procured such
products from Australia and New Zealand to supply both food service and retail
accounts.®® He also indicated that most of FoodComm's US$30 million in sales
were of sheepmeat. He reported that the majority of food service companies,
wholesale jobbers, and retail operators handle a combination of domestic and
imported Australian and New Zealand lamb. He supported the AMLC contention
that, in the last 2 years, frozen lamb carcass imports have increased because
the ethnic retail trade substituted frozen lamb for frozen mutton that was in
limited supply because of the U.S. Meat Import Act.®’

Reportedly 75 percent of New Zealand lamb sales in the United States are
to the food service sector.®® The New Zealand Meat Producers Board (NZMPB)
reported that it expended much effort in developing the food service market
apparently as the result of problems associated with the retail market. The
NZMPB reported that at retail the frozen New Zealand lamb meat most often
appears in the frozen food section not in the fresh meat case where consumers
make meat purchasing decisions. The NZMPB also reported that store personnel
pay less attention to the maintenance of the frozen meat section and
consequently it is frequently understocked or contains packages in poor
condition. Chilled New Zealand lamb is sold to particular market segments,
such as specialty retail outlets and white table cloth restaurants. Exporting
of lamb from New Zealand is carried out by private companies.®? Commercial
operators reportedly emphasize two marketing aspects: contractual
relationships and relative returns received from different customers.®’

Lamb Meat Importer Questionnaire Responses

Most U.S. importers of lamb meat who responded to USITC questionnaires
reported that they made sales of fresh, chilled, or frozen lamb meat on a
daily basis and that their sales pattern did not change significantly during
1990-94. For fresh or chilled lamb meat, the average lead time between
placing an order and receiving product ranged from 1 to 2 weeks from New
Zealand and 1 to 6 weeks from Australia; for frozen lamb meat, 1 to 2 months
from New Zealand and 1 to 4 months from Australia. For fresh or chilled lamb
meat, the minimum quantity required for purchases of imported lamb meat ranged
from 300 to 3,000 pounds from Australia and from 2,000 to 3,500 pounds from
New Zealand, and, for frozen lamb meat, 20,000 to 32,000 pounds from Australia

58 1bid., p. 115.

59 Joel Weinstein, president, FoodComm Intl., transcript of the hearing,
pp. 97-104.

60 public Law 96-177, approved Dec. 31, 1979 (19 U.S.C.1202).

61 prehearing submission of the New Zealand Meat Producers Board, p. 6.
The NZMPB is described in the chapter entitled "New Zealand Industry."

2 1bid.

63 Laurie Bryant, North American director of the NZMPB, transcript of the
hearing, pp. 126-127.



and 20,000 to 25,000 pounds from New Zealand. Sales terms (prices, payments,
contracts) between importers and their customers are generally negotiated.

Lamb Meat Purchaser Questionnaire Responses

Most U.S. purchasers of lamb meat who responded to questionnaires
reported making purchases of fresh or chilled lamb meat on a daily and weekly
basis and of frozen lamb meat on a weekly and monthly basis. This sales
pattern did not change significantly during 1990-94. The purchasers reported
that they changed suppliers infrequently and that they generally contacted one
to three suppliers for fresh or chilled lamb meat and two to four for frozen
lamb meat. For fresh or chilled lamb meat, the average lead time between
placing an order and receiving the product ranged from 3 to 7 days from the
United States, 14 days from Australia, and 14 to. 21 days from New Zealand;
and, for frozen lamb meat, 7 days from the United States, 7 to 21 days from
Australia, and 10 to 21 days from New Zealand. The minimum quantity required
for purchases of fresh or chilled lamb meat from the United States was from
none to 1,000 pounds; no minimum purchase requirement was reported for frozen
lamb meat from the United States. The minimum purchase reported for imported
fresh or chilled lamb meat from Australia was from none to 3,300 pounds and
from none to 40,000 pounds for frozen lamb meat. No minimum purchase
requirements were reported for imports from New Zealand.

U.S. Trade and Regulatory Measures

U.S. imports of fresh, chilled, or frozen lamb meat are subject to
import duties (tariffs) as provided for under the U.S. Harmonized Tariff
Schedule (HTS). All imports are subject to health and sanitary regulations
administered by the USDA. In addition, imports from New Zealand were subject
to countervailing duties.

U.S. Tariff Treatment

Since January 1, 1989, fresh, chilled, or frozen lamb meat has been
provided for in chapter 2 of the HTS. Appendix E contains a copy of pertinent
portions of the HTS, including the rates of duty. For a discussion of
relevant legal notes, an explanation of the rates of duty, and for other
elements of the HTS, see appendix E.

Under the HTS, the subject imports (HTS subheadings 0204.10.00,
0204.22.20, 0204.23.20, 0204.30.00, 0204.42.20, and 0204.43.20) are dutiable
at 1 cent/kilogram. The ad valorem equivalent of the 1994 rate of duty for
imports of fresh, chilled, or frozen lamb meat from Australia and New Zealand
was 0.3 percent and averaged 0.3 percent for all suppliers. The rates of duty
are subject to staged reductions, to 0.7 cents per kilogram, as a result of
the Uruguay Round negotiations.



Health and Sanitary Regulations
Rinderpest and Foot-and-Mouth Disease

U.S. imports of certain live animals, including sheep and lambs and
certain fresh, chilled, or frozen meats, including lamb, are generally limited
to countries that have been declared free from rinderpest and foot-and-mouth
diseases®® by the U.S. Secretary of Agriculture.®® Australia and New Zealand
have been declared free from the diseases.®®

The Federal Meat Inspection Act

The USDA administers section 20 of the Federal Meat Inspection Act
(21 U.S.C. 620), which provides, in subsection (a), that meat and meat
products prepared or produced in foreign countries may not be imported into
the United States ". . . unless they comply with all the inspection, building
construction standards, and all other provisions of this chapter [ch. 12, Meat
Inspection] and regulations issued thereunder applicable to such articles in
commerce in the United States."®’

One of the results of the USDA inspection program was that, during 1993,
309,000 pounds of fresh, chilled, or frozen mutton and lamb meat (266,000
pounds from Australia and 43,000 pounds from New Zealand) were refused entry
for various reasons.®® These amounts constituted less than 1.4 percent of the
fresh, chilled, or frozen mutton and lamb meat offered for entry to the United
States.

Import Investigations

During the 1980s, the domestic lamb industry filed three petitions with
the USITC and the Department of Commerce (DOC) alleging that imports of lamb
meat from New Zealand were being subsidized and/or were being sold in the
United States at less than fair value (LTFV). A fourth petition alleging that
imports of lamb meat were being subsidized by the Government of New Zealand
was filed with the DOC in 1985.

A countervailing duty (CVD) petition filed by the National Wool Growers
Association, Inc., and by the National Lamb Feeders Association, Inc., before

64 pinderpest and foot-and-mouth diseases are highly contagious, infectious
diseases that can afflict cloven-footed animals (such as cattle, sheep, swine,
and deer). Because the diseases are easily transmitted and are debilitating,
they are an ever-present threat to the U.S. livestock industry. The diseases
do not present a direct threat to human health.

65 Sec. 306 of the Tariff Act of 1930 (19 U.S.C. 1306).

66 For a more detailed discussion of this issue, see USITC Final Monitoring
Report, publication 2345, Dec. 1990.

67 For a more detailed discussion of health and sanitary regulations, see
USITC Final Monitoring Report, publication 2345, Dec. 1990.

68 USDA, Meat and Poultry Inspection, 1993, Report of the Secretary of
Agriculture to the U.S. Congress, Sept. 1994, p. 61.
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Commerce on April 23, 1981, and before the Commission on September 21, 1981,°°
alleged that imports of lamb meat were being subsidized.’® The Commission
made an affirmative determination on November 8, 1981.7' On November 30,

1981, Commerce announced its preliminary affirmative countervailing duty
determination, estimating a net subsidy of 6.19 percent of the f.o.b. value of
lamb meat exports to the United States.’® However, shortly thereafter the
petitioners requested that the petition be withdrawn.”®

On April 18, 1984, CVD and antidumping petitions were filed with the
Commission’ and Commerce by the American Lamb Co., the Denver Lamb Co., and
the Iowa Lamb Corp. on behalf of sheep ranchers, lamb feedlot operators, and
lamb meat packing and processing companies. The petitions alleged that
imports of lamb meat from New Zealand were being subsidized and were being
sold in the United States at LTFV. On June 4, 1984, the Commission found no
reasonable indication of injury to the domestic industry as a whole.”®

On March 26, 1985, Commerce received a petition alleging that producers,
processors, or exporters of lamb meat in New Zealand receive benefits that
constitute’® bounties or grants within the meaning of section 303 of the
Tariff Act of 1930; Commerce initiated its investigation on April 15, 1985.77
On September 17, 1985, Commerce published a final determination that certain
benefits, determined to be about US$0.18/1b, were provided to producers,
processors, or exporters of lamb meat in New Zealand.’®

Eight final administrative reviews of the CVD order on lamb meat from
New Zealand were completed by Commerce. Remedies decreased from NZ$0.31/1b

69 YSITC, Lamb Meat From New Zealand, investigation No. 701-TA-80
(preliminary), USITC publication 1191, 1981.

70 on September 17, 1981, the USTR announced that New Zealand had become "a
country under the Agreement." Hence, the USITC instituted a preliminary CVD
investigation on September 21, 1981.

71 See USITC publication 1191 and 46 F.R. 222, Nov. 18, 1981.

72 46 F.R. 229, Nov. 30, 1981.

73 On December 23, 1981, the USITC was notified by the petitioners by
letter that they desired to withdraw the petition. On January 4, 1982, the
USITC terminated the final investigation.

74 YSITC, Lamb Meat From New Zealand, investigation Nos. 701-TA-214
(preliminary) and 731-TA-188 (preliminary), USITC publication 1534, June 1984.

75 Ibid.

7€ The petitioners on behalf of the U.S. lamb meat industry were the
American Lamb Co., the Denver Lamb Co., and the Iowa Lamb Corp.

77 No injury determination by the Commission was required in this
investigation because it was conducted under section 303 of the Tariff Act of
1930. Under this section of U.S. law, imports were not entitled to an injury
test in a CVD investigation unless the imports are from countries that are
signatories to the GATT Subsidies Code (or they have assumed substantially
equivalent obligations to those under the code), except in cases where the
imports enter duty free. In this case, New Zealand was not a "country under
the Agreement" within the meaning of section 701(b) of the Tariff Act as it
then existed, and the merchandise subject to investigation was dutiable.

78 wpinal Affirmative Countervailing Duty Determination and Countervailing
Duty Order; Lamb Meat From New Zealand," 50 F.R. 37708, Sept. 17, 1985.
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for shipments during the first review period (June 25, 1985-March 31, 1986) to
NZ$0.21/1b for April 1, 1986-March 31, 1987. Remedies (which shifted from a
specific rate to an ad valorem rate) decreased for each annual review.’®’ The
total bounty or grant was found to be de minimis for all firms for the review
period April 1, 1990, through March 31, 1991. A subsequent final review for
the period April 1, 1991, through March 31, 1992 also determined de minimis
CVD amounts for all firms. On May 22, 1995, the DOC published a notice of its
final determination that the subsidy for the period April 1, 1992 through
March 31, 1993 was de minimis for all firms. In the same notice, the DOC
reported its final determination that New Zealand. had met the requirements for
revocation of the CVD order and reported that the CVD order would be
revoked. °

Pursuant to section 19378 of the Omnibus Trade and Competitiveness Act
of 1988, the USITC conducted a 2-year monitoring and investigation®? of U.S.
lamb meat imports during 1988-89 under section 332(g) of the Tariff Act of
1930 (19 U.S.C. 1332(g)). Lamb meat is also one of the eight case studies
included in Commission investigation No. 332-344 on the economic effects of
antidumping and countervailing duty orders and suspension agreements.®’

Industry Concerns

In recent years, U.S. sheep and lamb growers have expressed concern
about a number of issues. The issues cited include: termination of the
National Wool Act of 1954, lamb and sheep losses to predators, restrictions on
the use of Compound 1080 (a chemical toxicant), general decline in the
infrastructure of the U.S. sheep industry, grazing issues, and a shortage of
qualified shepherds in the United States.

National Wool Act
The National Wool Act of 1954 (Wool Act), as amended, provides for wool

incentive payments to growers. However, the Omnibus Budget Reconciliation Act
of 1993, Public Law 103-130,% provided for a phaseout of the incentive
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