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UNITED STATES INTERNATIONAL TRADE COMMISSION
March 22, 1991

REPORT TO THE PRESIDENT ON
INVESTIGATION NO. 22-52

Peanuts

Findings and recommendations
Commissioner Lodwick and Commissioner Rohr find that:

(1) changed circumstances require modification of the present quota on
peanuts, set forth in subheading 9904.20.20 of the Harmonized Tariff
Schedule of the United States (HTS); and

(2) the quota should be temporarily increased to 300 million pounds of
peanuts (shelled basis), to be entered, or withdrawn from warehouse for
consumption, on or before July 31, 1991.

Acting Chairman Brunsdale finds that:

(1) the circumstances requiring the quota on peanuts set forth in
subheading 9904.20.20 of the HTS no longer exist; and

(2) the quota on imports of peanuts should be indefinitely suspended by
the President.

Commissioner Newquist finds that:

(1) the circumstances requiring subheading 9904.20.20 of the HTS have
not changed; and

(2) no action should be taken by the President to either modify or
terminate the quota on imports of peanuts.

Background

On October 12, 1990, the Commission received a request from the Peanut
Butter and Nut Processors Association for an investigation under section 22(d)
of the Agricultural Adjustment Act of 1933, to remove entirely the restriction
in effect on the importation of peanuts. In addition, an immediate suspension
of the quota and an authorization of imports of 400 million pounds (shelled
basis) was requested pending the outcome of the Commission’s investigation.

On December 3, 1990, the Commission instituted investigation No. 22-52,
Peanuts, to determine whether the quota on imports of peanuts, shelled or not
shelled, blanched, or otherwise prepared or preserved (except peanut butter),
as set forth in subheading 9904.20.20 of the HTS, may be suspended or



terminated by the President because the circumstances requiring the quota no
longer exist, or whether the quota may be modified by the President due to
changed circumstances (55 FR 52104, Dec. 19, 1990). The Commission held a
public hearing in Washington, DC, on January 22, 1991, at which time all
interested parties were allowed to present information and data for
consideration by the Commission.



VIEWS OF COMMISSIONER LODWICK AND COMMISSIONER ROHR

The Commission instituted this investigation pursuant to section 22(d)
of the Agricultural Adjustment Act! following receipt of a request filed on
October 12, 1990, by the Peanut Butter and Nut Processors Association (the
Association). The request sought institution of a supplemental investigation
and expedited hearing under section 22(d) to remove entirely the restriction
currently in effect on the importation of peanuts because of an alleged
shortage in the available supply of domestic peanuts resulting from drought
and increased incidence of aflatoxin.? The Association also requested
"emergency action" in the form of an immediate suspension of the quota and an
authorization of imports of 400 million pounds of peanuts (shelled basis)
pending the outcome of the proposed investigation.® On January 22, 1991, the
Commission held a public hearing in which interested parties, including the
U.S. Department of Agriculture (USDA), were allowed to present their views.
All interested parties were also allowed to file written submissions.

Based upon the information obtained in the course of the investigation,
we determine that changed circumstances, particularly a short term sﬁpply

shortage, warrant an increase in the import quota. Furthermore, we determine

17 u.s.C. 624(d).

2 The President imposed the original quota of 1,709,000 pounds (shelled
basis) in 1953 after he determined that imports of peanuts were being, or were
practically certain to be, imported into the United States under such
conditions and in such quantities as to render, or tend to render ineffective,
or materially interfere with a program or operation of the U.S. Department of
Agriculture with respect to peanuts, or to reduce substantially the amount of
any product processed in the United States from peanuts.

3 While the Commission may initiate investigations on its own motion, only
the President has authority under the statute to take emergency action. Thus,
the Commission denied the request for emergency action.
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that an increase in the quota for the growing year 1990/91 to 300 million
pounds (shelled basis) will not "render or tend to render ineffective, or
materially interfere with" USDA’s support program for peanuts.‘ Accordingly,
we recommend that the President allow the entry of 300 million pounds of
imported peanuts (shelled basis)> on or before July 31, 1991.
The peanut program

The programs of USDA that are of concern to the Commission in this
investigation are the price support and production adjustment programs for
peanuts. The program for peanuts consists of a two-tier price support system
tied to a maximum poundage quota. Peanuts produced subject to the poundage
quota are supported at the higher of the two prices, while peanuts over-quota
or those produced on farms not having a quota are supported at the lower raie.
The quota support price acts as a floor price for domestic edible peanuts.
- For producers who fail to fill their quota in any given year there is a
maximum 10 percent overmarketing allowance for the subsequent year. Pursuant
to the program, producers may place peanuts under nonrecourse loan with the
Commodity Credit Corporation (CCC) at the designated support price or may
privately contract for the sale of their crop.®

With respect to the peanut program, the legislative history of the F§od

Security Act of 1985’ describes the goals of the peanut program as being the

4 see 7 U.S.C. § 624(d).

> Imports of inshell peanuts are to be charged against the quota at the
rate of 3 pounds of shelled peanuts for each 4 pounds of inshell peanuts.

® For a more detailed explanation of the operation of the price support
program for peanuts, see Report of the Commission (Report) at A-5-A-11.

7 The Food Security Act of 1985 covers the peanut program for the 1990/91
crop year, while the Food, Agriculture, Conservation, and Trade Act of 1990.
covers the peanut program for the 1991/92 crop year.

4



following: (1) to help maintain farm income, (2) to maintain an adequate
supply of good quality peanuts for the domestic market, (3) to increase U.S.
producers’ competitiveness in the world market, (4) to avoid the "boom and
bust" cycles that have traditionally plagued agriculture and agricultural
producers, and (5) to lower government outlays.®

The basic goals of all the USDA programs are set forth in section 2 of
the Agricultural Adjustment Act of 1938 (7 U.S.C. 1282), in which Congress
explained its intention to:

(1) provide farmers, insofar as practicable, with parity prices
for agricultural commodities and parity of income;

(2) assist consumers in obtaining an adequate and steady supply of
agricultural commodities at fair prices; and

(3) provide an orderly, adequate, and balanced flow of
agricultural commodities.®

This original articulation of Congressional policies has been supplemented by
Aéubsequent declarations of policy. For example, in the Agricuitural Act of
1961,!° Congress restated the three purposes articulated in the 1938 Act and
added others, including Congress’ intention to reduce the cost of farm
programs and to bring supplies and demand in balance.!!

Statutory background

This investigation is being conducted pursuant to section 22(d) of the

® H.R. Rep. No. 271, Part 1, 99th Cong., 1st Sess., reprinted in 1985 U.S.
Code Cong. & Ad. News, Vol. 2 (1985) at 1153-1155.

%7 U.s.C. § 1282.

10 pub. L. No. 87-128, § 2, 75 Stat. 294 (Aug. 8, 1961).

17 U.S.C. § 1282 note. This section of the 1961 Act was never codified
in the U.S. Code but was placed as a note after 1282 of title 7. See also 15

U.S.C. § 714 (stating purpose for creating CCC).

5



Agricultural Adjustment Act of 1933, as amended.!? Section 22(a) of the Act
allows the President to impose a quota or fee on imports of an article, when
he determines that the articles "are being or are practically certain to be
imported into the United States" in such a manner as to "render or tend to
render ineffective, or materially interfere with" any USDA agricultural
program. Section 22(d) allows the President to suspend or terminate actions
previously taken under section 22(a), after an investigation and hearing by
the Commission, in the event that "the circumstances requiring the
proclamation or provision thereof no longer exist" or to modify the quota or
fee if he determines that "changed circumstances" require such modification to
carry out the purposes of the Act. A section 22(d) investigation is a
continuation of, and supplemental to, an original 22(a) investigation and may
be undertaken by the Commission under its continuing investigative authority.
Since the President previously requested a Commission investigation in the
original section 22(a) proceeding and since the section 22(d) investigation is
a continuation of the original proceeding, an additional presidential request
is not required.!? |

The Commission has conducted several previous supplemental
investigations under section 22(d) with respect to peanuts. In its report to
the President in connection with the initial section 22(a) investigation in
1953 recommending the import quota, the Commission (then the U.S. Tariff
Commission), after recommending that the quota be imposed, stated:

The Commission will observe future developments with

respect to the trade in the products for which import
restrictions are herein recommended and the effects of

12 7 y.s.C. § 624(4).

13 see The Best Foods, Inc. v, United States, 39 Cust. Ct. 305, 310 (1957).

6



imports thereof upon programs of the USDA and will

take such action as may be appropriate when necessary

for the purposes of section 22(d) of the Agricultural

Adjustment Act as amended.®
Since.that proclamation, there have been four supplemental section 22(d)
investigations involving peanuts, of which three have been self-initiated.!®

In a section 22(d) investigation, the Commission generally has engaged

in a two-part analysis.!® First, the Commission has examined whether changed
circumstances exist that require modification or termination of an existing
section 22 proclamation. Upon finding changed circumstances; the Commission
next has determined what, if any, changes could be made to the existing
proclamation without resulting in articles being or practically certain to be
imported into the United States "under such conditions and in such quantities
as to render or tend to render ineffective, or materially interfere with"

USDA’'s programs.

Changed Circumstances

14 gnecified Manufactured Dairy Products laxseed and Linseed Oi e ts
and Peanut 0il, Tung Nuts and Tung 0il; Inv. No. 22-6 (1953).

15 The year after the initial peanut import quota was proclaimed, the
Commission instituted a supplemental investigation upon a complaint by
domestic peanut users that they could not meet their essential requirements
for peanuts for that quota year without additional imports. See Peanuts,

SIlC & = t. '! LIGE =1= '! 9" ! LTura é'_ 91139 a3
amended, Washington, February 1955. A second supplemental investigation was
instituted in response to a letter from the Secretary of Agriculture in 1955.

3ol 11194

x

See t cond S ement vesti ion Under Sec
j s , , Washington, May 1955. The third supplemental
investigation took place in 1956 and was self-initiated. See Peanuts, Third
me 1 Investigation Under Section 22(d ricultural Adjustment Act, a

Amended, Washington, August 1958. The most recent peanut investigation, in
1981, was initiated by the Commission on its own motion. The President,

however, later issued a request for an investigation. Peanuts, Inv. No. 22-
42, USITC Pub. 1124 (Jan. 1981). In two other instances, 1984 and 1986, the

Commission declined to initiate investigations when requested to do so by the
Association.

16 gee Cotton Comber Waste, Inv. No. 22-51, USITC Pub. 2334 (Nov. 1990).

7



Section 22(d) refers expressly to "changed circumstances" as a
prerequisite to revocation or modification of a quota. Therefore, our
analysis necessarily must begin with a discussion of the existence of changed
circumstances that may warrant a change in the quota.!” Neither the statute
nor the legislative history defines the phrase "changed circumstances."!® It
is clear from an examination of the language of section 22(d), however, that
the "change" must be related to the "circumstances requiring the [originall
proclamation." Thus, current circumstances must be examined in light of the
circumstances in existence at the time of the original peanut proclamation in
1953 that imposed the quota on imported peanuts in order to determine whether
"changed circumstances" exist.!® In comparing current circumstances with
those in existence at the time of the original proclamation, it is also useful
to refer to prior Commission investigations of the peanut program under
section 22(d) in which the issue of changed circumstances was addressed.

In prior investigations under section 22(d), we have determined that a
number of developments are sufficient "changed circumstances" to provide a
basis for revocation or modification of an earlier section 22 proclamation.

Among these are: (1) supply shortages (temporary shortages,?® increased

1 See Cotton Comber Waste, Inv. No. 22-51, USITC Pub. 2334 (Nov. 1990).

% subsection (d), which contains the term "changed circumstances,'" was
contained in the original section 22 in 1935. There was practically no
discussion of subsection (d) during the Congressional debates on section 22.

% See Cotton Comber Waste, Inv. No. 22-51, USITC Pub. 2334 (Nov. 1990)

(changes occurred since the imposition of restrictions on cotton imports 50
" years ago).

20 Temporary supply shortages have been a very common changed circumstance,
particularly in cases where the President has asked the Commission to examine
whether a temporary suspension of a quota would be appropriate. See, e.g.,
Shelled Filberts, Inv. No. 22-4 (supplemental) (1955); Peanuts, Inv. No. 22-

(continued...)



demand relative to production,?! and greater reductions in supply than in
demand??); (2) underutilization of the quota;?® (3) reductions in Commodity
Credit Corporation (CCC) purchases and uncommitted stocks;?* (4)
discontinuance of domestic production;?® (5) increases in prices of the
product since the quota was»imposed;26 and changes in world market conditions
due, for example, to wartime disruptions in trade.?” As this illustrative
list reveals, many changed circumstances have related to supply shortages and
to changes that have eliminated or reduced the need for a quota or a
particular feature of a quota. In past peanut investigations, the alleged

changed circumstances have been supply shortages brought about by drought and

20 (,..continued)

42, USITC Pub. 1124 (1981); see also Nonfat Dry Milk, Inv. No. 22-30, TC 541
(1973); Nonfat Dry Milk, Inv. No. 22-32, TC 587 (1973).

2! Certain Cheeses, Inv. No. 22-6 (supplemental) (1960). In Certain _
Cheeses, actual and potential domestic demand for dairy products had .risen-
faster than domestic milk production. The Commission found that, despite
increases in population, consumer purchasing power, and actual consumption,
domestic production had increased only slightly. The Commission concluded
that there was latent demand for additional dairy products and that
liberalization of the quota would not adversely affect the price-support
program for dairy products.

22 Nonfat Dry Milk, Inv. No. 22-32, TC Pub. 587 (1973).

23 Short Harsh Cotton, Inv. No. 22-1 (supplemental) (1957). See also
Certain Cotton and Cotton Waste, Inv. No. 22-1 (supplemental) (1942)
(Commission recommended indefinite suspension of the quota on certain card
strips, finding that domestic supply needed to be supplemented and noting that
the country with the largest allocation in the quota had, due to war
conditions, practically ceased exporting to the United States).

%4 Certain Cheeses, Inv. No. 22-6 (supplemental) (1960) (CCC purchases and
uncommitted stocks had declined sharply because of improved dairy situation).

25 ghort Harsh Cotton, Inv. No. 22-1 (supplemental) (1957).

% short Harsh Cotton, Inv. No. 22-1 (supplemental) (1957) (prices had
increased from the low, post-war prices existing when the quota was imposed).

¥’ Long-Staple Cotton, Inv. No. 22-1 (supplemental) (1942).

9



disease, as in this case, or in one instance, crop damage due to a
hurricane.?®

In 1953, when the President first imposed the peanut quota, there was
surplus domestic supply and declining domestic demand. Ending stocks of
peanuts were increasing and there was substantial government expenditure in
support of the peanut program, even with a virtual embargo on peanut imports
as the result of restrictions contained in various war powers and defense
production legislation. With the lifting of import restraints, imported
peanuts, which were viewed at the time as close substitutes for domestic
peanuts, were assumed to displace equivalent amounts of domestic peanuts,
undermine domestic prices, and result in increased expenditures under the

price support program.?

Thus the President concluded that, with the
expiration of the war-time restrictions on peanut imports, a quota on peanut
imports was needed. Otherwise imports of peanuts were practically certain to
be imported in such quantities as to materially interfere with the
Government’s price-support program for peanuts. The President set a 1,709,000
pound (shelled basis) limitation on the quantity of peanuts permitted to be

imported during any 12 month period.?°

In 1980, the Commission, after investigation, determined that changed

28 see Peanuts, Supplemental Investigation Under Section 22, Agricultural
Adjustment Act, as amended, Washington, February 1955; Peanuts, Second
Supplemental Investigation Under Section 22, Agricultural Adjustment Act, a

amended, Washington, May 1955; Peanuts, Third Supplemental Investigation Under
Section 22(d) Agricultural Adjustment Act, as amended, Washington, August
1958; Peanuts, Inv. No. 22-42, USITC Pub. 3324 (August 1981) at A-3.

9 Specified Manufactured Dairy Products, Flaxseed and Linseed 0il, Peanuts
and Peanut 0il, Tung Nuts and Tung 0il, Inv. No. 22-6 (1953) at 55-58.

30 gpecified Manufactured Dairy Products, Flaxseed and Linseed 0il, Peanuts

and Peanut 0il, Tung Nuts and Tung 0il, Inv. No. 22-6 (1953) at 55-58.

10



circumstances warranted a modification of the quota on peanut imports. At
that time there had been a 42 percent drop in total domestic production due to
a drought in all three major growing areas, and the quantity of domestic
peanuts available for edible use was further reduéed due to an increased
incidence of aflatoxin infection related to the drought.?! As a result, there
was a substantial reduction in ending stocks and the available supply of
peanuts was well below the needs of processors. Further, the shortage had led
to increases of over 100 percent in spot market prices. Such levels were
substantially higher than in any prior years.®

As in 1980, we determine that current circumstances are sufficiently
changed from those in existence in 1953 to warrant a modification of the
existing quota on peanut imports.®?® A drought in the Southeast, the largest
of the three domestic growing areas has led to a significant decline in
domestic production. In addition, production in the Southeast experienced a
significantly increased incidence of aflatoxin, which further reduced supplies
available for use in the edible market.3?* Further, there is a shortage of
edible peanuts currently available to peanut processors with the likelihood of
a prolonged shortage due to low carryover stocks for the first part of the

1991/92 crop year.®* As a result, domestic prices in the spot market have

3! peanuts, Inv. No. 22-42, USITC Pub. 1124 (January 1981) at A-6.

32 peaputs, Inv. No. 22-42, USITC Pub. 1124 (January 1981) at A-22.

3 In 1984 and 1986, the Commission denied requests for the initiation of
supplemental investigations under section 22(d) because available information

at the time of the request indicated that there was no basis for anticipating
a shortfall in U.S. peanut supplies during those years. See Report at A-5.

34 Report at A-21.

35 Report at A-25.

11



doubled and are well in excess of the support price.?® Moreover, in recent
years, when prices were much lower and there was no supply shortage, the price
support program incurred little expense and the CCC took virtually no
deliveries of peanuts placed under loan.?’
Material interference

As with changed circumstances, neither the statute nor the legislative
history defines "material interference," or sets forth criteria for analyzing
thé potential effects of an increase in imports on USDA programs or for
estimating an exact level at which material interference might occur. 1In
prior investigations, "material interference" has been defined as "more than
slight interference but less than major interference."3® When determining
whether material interference is occurring or would occur if a quota were
modified or terminated, the Commission has examined factors such as (1)
information relating to domestic supply and demand, including volumes and
trends regarding U.S. production and U.S. demand; (25 the available supply of
imports, including import levels, changes in import volumes, world production,
and world stocks of the imported product; (3) pricing data, including the
relationship between import prices, U.S. prices, and the support price; and

(4) data relating to the Government programs, including CCC outlays, CCC

3¢ Report at A-38.
37 Report at A-9.

3 Cotton Comber Waste, Inv. No. 22-51, USITC Pub. 2334 (Nov. 1990) at A-
17; Certain Articles Containing Sugar, Inv. No. 22-46, USITC Pub. 1462 (1983)
at A-30, n.11; Sugar, Inv. No. 22-45, USITC Pub. 1253 (1982) at A-7; Casein
and Lactalbumin, Inv. No. 22-44, USITC Pub. 1217 (1982) (imports were not
materially interfering with USDA programs even though they were causing USDA
to expend at least "a few" million dollars).

12



surpluses, and changes in the cost to the Govermment of running a program. >’
In the 1980 investigation, the likelihood of material interference was
examined in the context of whether increased imports would cause increased
purchases by the CCC or otherwise cause a significant decline in the price to
farmers.“°

The USDA cites many of these same criteria in its post-hearing
submission, suggesting that the factors that warrant consideration in
determining material interference and the relative importance of those factors
may vary considerably depending on the current commodity, market, and trade
conditions. With respect to the relevant USDA peanut programs, USDA
recommended that the Commission take into account the effect of any increased
peanut imports on: (1) the sufficiency of availability of edible peanuts; (2)
U.S. stock levels; (3) acquisitions and costs to the CCC; (4) effects on loan
pool operations and buybacks; and (5) effects on the 1991 domestic crop.*

An examination of the information before us reveals that U.S production
of peanuts fell from 4.0 billion pounds (farmer’s stock basis) in 1988/89 and
1989/90 to 3.6 billion pounds.in 1990/91, a decline of 9.7 percent.“? The
decline in U.S. production is largely attributable to a 24.7 percént drop in

production in the Southeast, the largest producing region in the United

39 See, e.g., Cotton Comber Waste, Inv. 22-51, USITC Pub. 2334 (Nov. 1990)
at A-18; Sugar, Inv. No. 22-45, USITC Pub. 1253 (1982); Certain Tobacco, Inv.

No. 22-47, USITC Pub. 1644 (1985); Nonfat Dry Milk and Animal Feeds Containing
Milk or Milk Derivatives, Inv. No. 22-34, USITC Pub. 633 (1973) at A-10

(additional imports would not be of sufficient magnitude as to materially
interfere with programs but would satisfy increasing domestic demand).
4 See Peanuts, Inv. No. 22-42, USITC Pub. 1124 (January 1981) at A-7.

“1 See Post-hearing submission of USDA at 11.

“2 Report at A-21.
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States. The reduced crop in the Southeast resulted from a drought in Georgia,
Alabama, and Florida. Available supplies for use in the edible market were
reduced further due to an increase in the quantity of peanuts infected with
drought-related aflatoxin.*?

Beginning stocks of peanuts, also referred to as "carryover" stocks,
which are necessary to supply processors with peanuts from the beginning of
the crop year (August 1) until the new crop becomes available (late October),
have fallen significantly. The USDA estimates that approximately a 2.5 months
carryover supply of peanuts is required to satisfy domestic demand. Using
this estimate, carryover stocks in the amount of 793 million pounds (farmer’s
stock basis) will be needed for the 1991/92 crop year. Carryover stocks,
however, have declined steadily from 1 billion pounds in 1987/88 to an
estimated 500 million pounds currently.*‘ Moreover, the actual amount is
likely to be even less due to possible aflatoxin contamination and the
shrinkage that will result during the cleaning process in which the aflatoxin
would be eliminated. Thus, it appears that the current supply of edible
peanuts, including carryover stocks, is insufficient to meet the demand of
processors, at least until the first harvest of the 1991/92 crop becomes
available to processors in mid-to-late October, 1991.%4°

Imports at the current quota level account for less than 0.5 percent of

43 Segregation 3 peanuts, the lowest grade of peanuts, accounted for 9.9
percent of the 1990/91 crop because of aflatoxin contamination. Typically

only 0.5 percent of the crop is graded as Segregation 3 peanuts. Report at A-
21, n. 45.

44 Report at A-25.
% Report at A-25.
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total U.S. consumption.“

Total world production of peanuts has been
approximately 45 billion pounds (inshell basis) in the last two crop years.
Total exports have averaged approximately 5 percent of world production in the
last several years.“® India and China are the two largest producers of
peanuts in the world, but importation of raw peanuts from these countries into
the United States is currently prohibited because of peanut stripe virus.*
'Thus, raw peanuts from those countries must undergo additional processing, and
incur additional costs, in order to be sold in the U.S. market.’® Because its
growing cycle is the opposite of the U.S. cycle, Argentina is the foreign
producer most likely to supply peanuts to the United States market before the
1991/92 U.S. crop becomes available. Argentina, however, does not produce
enough edible peanuts to satisfy the shortfall in U.S. domestic supply unless
its entire crop of edible peanuts were diverted to the United States, an
unlikely event given the amounts historically consumed domestically or shipped
to its primary export markets.>! \

Domestic prices for peanuts have dramatically increased for crop year
1990/91, with prices more than doubling between August and December 1990.°%2
The principal cause of the rapidly escalating prices apparently is an

approximately 10 percent decrease in supply of edible peanuts in a market

4 Report at A-27.

47 Report at A-31.

48 Report at A-31.

4 Report at A-43.

50 Report at A-43.
5! Report at 31, Table 11.

52 Report at A-39-A-40,
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characterized by inelastic demand.®® The quota loan rate for peanuts in
1990/91 was 31.6 cents per pound (inshell basis), while average monthly prices
for cleaned and shelled peanuts contracted for between August and December
1990 ranged from a low of 69.6 cents per pound to a high of 125.0 cents per
pound.>* Since most of the large processors of peanuts forward contract for
delivery of peanuts at the beginning of the crop year, approximately 95
percent of the peanut crop for any given year is contracted for in the first
three months of the crop year.®®* Thus, prices for later periods reflect
smaller volume transactions on the spot market, which is highly sensitive to
fluctuations in the available supply.

It is predominantly the smaller, independent processors who do not
forward contract for peanuts that are experiencing difficulties in obtaining
peanuts at prices that will allow them to remain in operation. Allowing the
entry of additional imported peanuts will help alleviate this competitive.
disadvantage vis-a-vis the large integrated processc;rs.56 Moreover, given
that almost all of the domestic 1990/91 peanut crop has already been
contracted for, there will be no significant adverse effects on domestic

peanut prices for the 1990/91 crop due to increased imports entered during the

remainder of the current season.

>3 Report at A-36.
34 Report at A-38, Table 13.

55 Report at A-36.

% As is evidenced by the section 22(d) investigation in 1980 and the
present investigation, in addition to the requests for section 22(4)
investigations in 1984 and 1986, it appears that the buyback provision of the
program does not provide sufficient supplies of noncontract additionals to the
domestic edible market during periods of drought to compensate for the
shortfall in the supplies of quota peanuts.
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The CCC has taken virtually no deliveries of peanuts placed under loan

7 The CCC net realized losses for the peanut program in

in recent years.’
1991/92 are estimated at $6.3 million as the result of "disaster transfers."
All these unreimbursed losses were the result of disaster losses due to crop
failure or disease and would be unaffected by varying levels of imports. The
USDA reported that, during the last five years, revenues from the peanut
program were sufficient to reimburse the CCC for all expenditures subject to
reimbursement. There have been no significant acquisitions by, or costs to,
the CCC as a result of the peanut program in recent years.

The USDA testified at the hearing that importation of up to an
additional 100 million pounds of edible grade peanuts on a shelled basis is

not likely to matefially interfere with USDA’s price support program, but

stated that it nevertheless does not recommend an increase in the import

8

quota.%® USDA estimates of the effect of raising the import quota on peanuts

provided in their post-hearing submission, however, suggest that raising the-
quota by 300 million pounds (shelled basis) in 1990/91 will have no material
adverse impact on the price support program for peanuts.>®

The model from which the USDA derived its estimates indicated that, with
no change in the import quota, the CCC would have net realized losses of $6.3

million in 1990/91 and a net surplus of $3.0 million in 1991/92. The model

37 Report at A-9.
%8 Transcript of the Hearing (Tr.) at 22.

% See Post-hearing submission of the USDA, Attachment. It is important to
note that potential CCC costs, separate from "disaster transfers," are
affected primarily by the level of buybacks and CCC crushings of additional
and quota pool peanuts. CCC costs occur when growers, in response to falling
prices, become more reluctant to grow noncontract additionals for buyback
purchases that provide revenue pool dividends, thereby offsetting pool losses
from expenditures subject to reimbursement. Id. at 18.
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then predicted the effect on the price support program of raising the import
quota in 100 million pound (shelled basis) increments up to 400 million
pounds. The estimated cost of the program remained unchanged in 1990/91 even
if the quota were raised to 400 million pounds. Furthermore, the USDA
estimates indicated that an increase in the quota by 300 million pounds in
1990/91 would result in carryover stocks of 765 million pounds, a level
slightly below the necessary carryover level of 793 million pounds. Finally,
the estimates of various measures of loan activity if the quota is raised by
300 million pounds in 1990/91 show virtually no change relative to the
estimates based upon current quota levels. For 1991/92, the estimated cost to
the program was unchanged up to a quota level of 300 million pounds. Under
this scenario, the estimated carryover stocks would roughly equal the required
level and certain indicators of loan activity would be affected only
marginally.®°

It is important to note that the USDA estimates are clearly a worst case
scenario in that they are based upon certain assumptions of market behavior
that tend to overestimate the actual impact on the price support program of
raising the import quota. Primarily, the USDA estimates assume that imported
and domestic peanuts are perfect substitutes for one another, while the
evidence of record suggests that domestic peanuts are significantly better in
terms of quality and are sold at significantly different prices in the world
market.®® Thus the assumption of perfect substitutability tends to exaggerate
the potential impact on the price support program of raising the import quota

on peanuts. Further, the USDA estimates assume the availability of imported

60 See Post-hearing submission of the USDA, Attachment.

51 See Report at A-42-A-43.
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peanuts at prices that would be low enough to lead to fulfillment of the
increased quota levels. Given current market conditions, however, it does not
appear that there are imported supplies available at prices low enough to lead
to purchases by domestic processors in the volumes approaching 400 million
pounds. Any additional U.S. imports would increase demand for available world
supplies and would bid up world prices from their current levels.®?

Estimates of the effect of suspension of the quota beyond the current
crop year incorporated USDA assumptions regarding domestic supply in crop year
1991/92. As the history of the peanut industry demonstrates, domestic supply
fluctuates from year to year depending upon a number of factors, primarily
weather conditions and disease. The impact of such variables on the 1991/92
crop cannot be predicted in this case with sufficient certainty. Given this
uncertainty, and the indication of a possible adverse impact on the peanut
program in the USDA model if the quota were raised or suspended for 1991/92,
we do not recommend that the higher quota rate be permanent or extend beyond
the current growing year.

In conclusion, we advise President Bush that changed circumstances
require a modification of the existing quota on peanuts. We recommend that
the President increase the quota to 300 million pounds, shelled basis, for
peanuts to be entered on or before July 31, 1991. This temporary increase in
the quota from its current level of 1.7 million pounds, resulting in an
increase of the quota by 298.3 million pounds, will not render nor tend to

render ineffective nor materially interfere with the domestic peanut program.

62 In this regard, it should be noted that, when U.S. exports dropped by
about 500 million pounds (inshell basis) from crop year 1989/90 to 1990/91,

prices for peanuts from Argentina and China nearly doubled. Compare Report at
A-17, Table 5 with Report at A-43, Table 15.
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Indeed, we find that this temporary increase in the peanut quota will have no
negative impact at all on the peanut program. Domestic prices for peanuts
will remain above price support levels as imports fill a supply shortfall in
the domestic market. The temporary increase in the quota that we recommend
will further the other two stated objectives of the Agricultural Adjustment
Act, namely, it will assist consumers in obtaining an adequate and steady
supply of peanuts at fair prices and will provide an orderly, adequate, and
balanced flow of peanuts that has been temporarily disrupted by the recent
drought in the Southeast. To most effectually alleviate the shortage of
edible peanuts caused by the drought and to provide predictability and
stability in the domestic peanut markets, the quota increase shoul& be

implemented immediately.
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RECOMMENDATIONS AND FINDINGS OF
ACTING CHAIRMAN ANNE E. BRUNSDALE
Peanuts, Inv. No. 22-52

In this investigation of the import quota on peanuts, the

Commission has considered

whether the quota on imports of pPeanuts, shelled or not
shelled, blanched, or otherwise prepared or preserved
(except peanut butter) . . . may be suspended or
terminated by the President because the circumstances
requiring the current quota no longer exist, or whether
the quota may be modified by the President due to
changed circumstances.?

The circumstances that may be used to impose a quota on imported
peanuts under Section 22, and which must therefore be present if
the existing quota is to be maintained, are that peanuts

are being or are practically certain to be imported
into the United States under such conditions and in
such quantities as to render or tend to render
ineffective, or materially interfere with, any . .
loan, purchase, or other program or operation
undertaken by the Department of Agriculture.?

! 55 Fed. Reg. 52104 (December 19, 1990). The standard for
termination cited by the Commission is the language of the
statute. See 7 U.S.C. 624(d) ("any proclamation or provision of
such proclamation may be suspended or terminated by the President
whenever he finds and proclaims that the circumstances requiring
the proclamation or provision thereof no longer exist. . . .m),.
This investigation was instituted on December 3, 1990, followin

a request from the Peanut Butter and Nut Processors Association.
(staff Report at A-1) :

2 7 U.S.C. 624(a). The statute also provides that quotas may be
imposed if the effect of imports is to reduce the quantity of an
agricultural product processed in the United States. As the
Commission has previously noted, this "processing clause" no
longer appears to be relevant to Section 22 investigations. See,
e.g., Cotton Comber Waste, Inv. No. 22-51, USITC Pub. 2334
(November 1990) at 5, n.S5. Furthermore, no interested party has

(continued...)

21



Based on these standards, I recommend that the current quota
be suspended indefinitely. The circumstances that exist in the
peanut market toady are substantially different from those that
existed in 1953 when President Eisenhower imposed the current
quota. Furthermore, my analysis of the effect of imports on the
price of domestic peanuts convinces that me that, even if the
import quota is suspended, imports aré not "practically certain"
to enter the U.S. at levels that will "materially interfere" with
the ability of the U.S. Department of Agriculture (USDA) to

maintain the price of peanuts at or above the support price.

Key Features of the Peanut Price Support Program

The operations of the peanut price support program are fully
described in the Commission's report on this investigation.®
Here, I briefly review the program's key features. This will
serve two purpcses. First, it will establish the circumstances
under which permitting imports would result in the federal
government 's making substantial outlays to maintain the price of

peanuts and thereby materially interfere with the price support

?(...continued)

asserted that imports of peanuts would substantially reduce the
amount of any product processed from peanuts. Indeed, the
argument of supporters of ending the quota is that elimination of
the quota would increase the quantity of products processed from

peanuts because they cannot obtain sufficient peanuts at a
reasonable price.

® staff Report at A-5 - A-11.
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program.* Secbnd, this discussion will be useful in
understanding the changes that have occurred in the program since
the quota was first imposed in 1953.

The price a grower is guaranteed for a particular lot of
peanuts depends on whether they are sold as "quota peanuts,"
i.e., peanuts that are applied against the national poundage
quota, or as "additionals," i.e., peanuts in excess of a grower's
allowable quota. While quota peanuts are used primarily for
edible purposes such as the production of peanut butter, candy,
salted shelled nuts, and nuts roasted in the shell, additionals
may not be sold directly for use in the edible market. Instead,
they must be sold for export, or crushed to produce peanut oil,
or placed under loan to the.Commodity Credit Corporation (ccc).?®
Quota peanuts are guaranteed a relatively high price, known as
the quota loan rate, while additionals .are only guaranteed a much
lower price, the non-quota loan rate, which the Secretary of

Agriculture sets to ensure that no losses will result even if all

' My definition of material interference as occurring if the
government must make substantial outlays to support the price of
peanuts is supported by the testimony of Congressman Charles
Rose, Chairman of the Tobacco and Peanut Subcommittee of the
House Agriculture Committee, Congressman Charles Hatcher, and
USDA. (See Transcript at 14, 20, and 52.)

> Peanuts need not actually be delivered to the CCC. Rather they
may be delivered to area grower associations that store them.
(Sstaff Report at A-8) However, this detail does not alter the
essential working of the program in any significant respect.
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of these peanuts are crushed into peanut oil or are sold for
export.®

While growers cannot sell additional peanuts to processors
for domestic edible uses, a processor can buy such peanuts from
the CCC after they have been placed under loan, provided the
processor is willing to pay a price at least equal to the quota
loan rate.’ Clearly; the CCC earns profits on any peanuts that
-are bought back for use in the edible market since it sells them
for a price equal to the quota loan rate or above and only paid
the grower the non-quota rates; and it loses no money on those
that are exported or crushed. Furthermore, the government will
not lose any significant amount of money on quota peanuts
provided the price of domestic edible peanuts is above the quota
loan rate.®

Therefore, the peanut program as a whole will not lose

significant amounts of money any time the price of quota peanuts

is at or above the support price established by the quota loan

® The loan rates establish the relevant price floors because a
grower can place his peanuts under loan to the CCC and receive
the relevant loan rate. If the grower delivers the peanuts to
the CCC, he has no further obligation for repayment of the loan.

’ Whether the price that must be paid is equal to the quota loan
- rate or is greater than that rate depends on whether the peanuts
are bought back when they are delivered or after delivery.
® Some losses can result if peanuts that cannot be used for
edible purposes are placed under loan at the quota loan rate.
This can occur when a farmer does not have sufficient disease-
free peanuts to satisfy his quota. However, the quantity of such
peanuts is likely to be small and the losses from such peanuts
will not be affected by the presence or absence of a quota on
imports. (See n.17, below.)
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rate. As a result, there will be no significant cost to the
government from maintaining peanut prices at the two-tiered price
level.’ The key question in analyzing the effects of imports on
the ability to maintain the price support program, then, is
whether the presence of imports will push the price of domestic

edible peanuts below the quota loan rate.

Changed Circumstances in the Peanut Market

That conditions in the U.S. peanut market today differ from those
that existed in 1953, when the current quota was first imposed,
should be surprising to no one. To the contrary, it would be
very surprising if circumstances had not changed over a period of
almost 40 years. Changes have occurred in the pPrograms under
which the peanut price sﬁpport programs operate, in the
conditions of demand and supply in the U.S. peanut program, and
in our understanding of the competition between domestic and

imported peanuts.

Changes in the Operation of the Peanut Program. There have been

several significant changes in the operation of the peanut price
support program since the current quota was first imposed in

1953.%° uUntil 1977, the government controlled the number of

° The profits earned on sales of additionals are returned to

peanut growers unless they are needed to offset losses on the
sale of quota peanuts.

1 This discussion of the history of the peanut price support
(continued...)
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acres on which peanuts could be grown, and all peanuts grown on
the allotted acreage were guaranteed the quota loan rate. Since
production on the allotted acreage frequently exceeded domestic
demand, the CCC had to purchase peanuts at the quota rate, which
it then resold at lower prices for export or crushing.

The Food and Agricultural Act of 1977 established the
national poundage quota and limited the peanuts that would be
guaranteed the quota loan rate and could be sold for domestic
edible uses to those grown under the poundage quota. The 1977
Act also created the notion of additional peanuts that could be
sold for export or crushing. However, the limitations on the
quantity of land that could be used to grow peanuts remained and
additionals could only be grown on acreage allocated for peanuts.

The 1981 farm bill suspended the limitations on the number
of acres that could be used to grow peanuts. Since the passage
of that bill, anyone can grow peanuts but only those grown under
the national poundage quota can be sold in the domestic edible
market. Finally, the Food Security Act of 1985 required that
profits on sales of additional peanuts be used to offset any
losses on the sale of quota peanuts in order to reduce the cost

to taxpayers resulting from the operation of the peanut program.

19(...continued)

program is drawn from The Economic Effects of Significant U.S. Import
Restraints, Phase II: Agricultural Products and Natural Resources, Inv. No.
332-262, USITC Pub. 2314 (September 1990) at 4-1 - 4-2. See
also, Rucker, Randal R., and Walter N. Thurman, "The Economic
Effects of Supply Controls: The Simple Analytics of the U.S.
Peanut Program," The Journal of Law and Economics, 33 (October 1990),
pp. 483-515.
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Changes in the Demand for and Supply of Peanuts. The

relationship between the demand for and supply of domestic
peanuts is substantially different today from what it was in
1953. 1In the early 1950s, more peanuts were being grown in this
country than were being consumed.!’ Quotas were being reduced
and significant amounts of government funds were being used to
purchase peanuts in order to maintain prices at the support price
levels.'? Between 1950 and 1953, the U.S. Treasury lost $45.3
million on the operation of the peanut program.!® Given
inflation over the past 40 years, this amounts to about $240
million at 1990 price levels.

Today, the situation in the peanut market is substantially
different. Demand for domestic edible peanuts is at least as
great as supply. During the 19805, the CCC took possession of
virtually no peanuts.!®* The only losses incurred by the Treasury
in recent years stem from a provision of the law that requires

the CCC, under certain circumstances, to pay the quota loan rate

1 see "Statement of the Department of Agriculture on the Need
for the Limitations of Peanut Imports Under Section 22 of the
Agricultural Adjustment Act, as Amended, April 1953, at 1-2.

2 rranscript of Commission Meeting, March 15, 1991, at 3-4
(Testimony of Mr. Burket).

13 Rucker and Thurman at 488, Table 1.

* Based on the GNP price deflator series reported in the Economic
Report of the President, 1991.

* staff Report at A-9.

27



for diseased peanuts that can only be crushed to produce peanut
0oil. While the CCC loses money on these purchases, such losses
have been small, averaging about $5 million per year.!® Further,
the losses are not the result of low prices for peanuts and would
be unaffected by any increase or decrease in the price of

peanuts.'’

Changes in Our Understanding of Competition between Domestic and
Imported Peanuts. Finally, our understanding today of the nature
of competition between domestic and imported peanuts today
differs from what the Commission concluded in 1953. Then, the
Commission believed that imported peanuts "would be in all major
respects similar to domestic varieties used in the edible
market."*® Now, however, as is discussed below, the available

evidence strongly suggests that peanuts grown in the United

¢ Transcript at 65 (Testimony of Dallas Smith, Agricultural
Stabilization and Conservation Service, U.S. Department of
Agriculture).

7 1d. When a peanut grower produces insufficient disease-free
peanuts to fill his quota, he can apply diseased peanuts against
his quota. 1In such circumstances, the CCC is required to pay the
quota loan rate for the diseased peanuts. Furthermore, they are
not permitted to offset the losses on such peanuts against the
gains realized in selling additional peanuts. Since neither the
quota loan rate nor the quantity of diseased peanuts depends on
the current price of peanuts, the loss incurred from this
provision of the program would be unaffected by any change in the
import quota.

¥ United States Tariff Commission, Peanuts and Peanut 0il, Extracts of
the Sections on Peanuts and Peanut 0Oil from the June 1953 Report to the
President under Section 22 of the Agricultural Adjustment Act, as amended and
Proclamation of the President, December 1954, at 56.
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States are of substantially higher quality than those grown in
other countries and that, as a result, competition between

peanuts grown in different countries is limited.

Domestic and Imported Peanuts Are Not Close Substitutes

In seeking to understand the effects of increased imports on the
government's cost of supporting the price of peanuts, a key
consideration is the substitutability between domestic and
imported peanuts. Any relaxation of the current restriction on
peanut imports will result in a decline in the price that
domestic processors pay for imported peanuts. If domestic and
imported peanuts are good substitutes, the decline in imported
peanut prices will be accompanied by a similar decline in the
price of domestic peanuts.!’ However, if there are significant
differences in the quality of domestic and imported peanuts, a
relaxation of the import quota will have less of an effect on the
price of domestic peanuts. As a result, if domestic and imported
peanuts are only weak substitutes, there is less likelihood that
eliminating the import quota will cause the domestic price to
fall below the price support level, which would force the
government to purchase peanuts and would thereby interfere with

the price support program.

' 1f purchasers believed that imported peanuts were the same as

domestic ones, there would be one price for peanuts and any
decline in the price of imported peanuts would have to be matched
by an equal decline in the price of domestic peanuts.
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Substantial record evidence demonstrates that domestic and
imported peanuts are not good substitutes. Several witnesses at
the Commission hearing testified that U.S. peanuts were of higher
quality than those grown abroad. For example, Norfleet Sugg,
Executive Director of the North Carolina Peanut Growers and a
strong opponent of any relaxation of the quota, testified:
"United States peanuts throughout the world are perceived -- and
rightly so -- as the best tasting, most wholesome peanut in the

world."?®

Similarly Hal Burns, Vice President of the Virginia-
Carolina Peanut Association, testified that "U.S. peanuts are the
best quality peanuts in the world." He further noted that when
significant peanut imports were permitted in 1980/81, the

"(qJuality of the imported peanuts . . . turned out to be very

poor.*

® Transcript at 180. The apparently inferior taste of foreign
peanuts may help explain the absence of significant imports of
peanut butter in spite of the absence of any quantitative
restrictions. (Staff Report at A-27 - A-29) If domestic and
foreign peanuts were good substitutes in the production of peanut
butter and if the quota on peanut imports was seriously raising
the price of peanuts in the U.S., one would expect to see
significant imports of processed peanut products such as peanut
butter. That we do not see such imports suggests that the quota
is not highly restrictive, perhaps because of quality problems in
use of the foreign product.

! Transcript at 198. Another aspects of peanut quality, in
addition to taste, is the presence of diseases such as aflatoxin.
If peanuts are infected with aflatoxin, they must either be
diverted to the crushed market or subjected to extensive cleaning
and sorting which results in a significant reduction in the
quantity of usable peanuts. Because of the costs of cleaning and
sorting and the lower value of peanuts that are crushed, peanuts
that are more likely to be infected with aflatoxin will not be
viewed as good substitutes for those less likely to be infected.
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Further reducing the substitutability between domestic and
imported peanuts is the requirement that peanuts imported from
several countries =-- including China, which is one of the primary
potential sources of U.S. peanut imports -- be shelled and
blanched prior to importation, because of disease concerns.?

The witness representing the National Confectioners Association
testified at the Commission hearing that confectioners generally
preférred raw rather than blanched peanuts.?

A comparison of the prices of U.S. and foreign-grown peanuts
in European markets demonstrates that there are significant
differences between peanuts.* If different peanuts are close
substitutes they will sell for approximately the same prices.
However, this has not occurred. Between the 1983/84 crop year
and the 1990/91 year, the average price of U.S. peanuts in
European markets ranged from a low of $713 per metric ton

(shelled basis) in 1984/85 to $2,126 per ton in the current year.

During the same period, the price of Argentine peanuts ranged

2 Transcript at 47-48 (Testimony of Mr. Griffin and Mr. Sumner,
U.S. Department of Agriculture). Imports must also be blanched
prior to import if they come from the following countries:
India, Indonesia, the Ivory Coast, Japan, the Philippines,
Senegal, Thailand, and Upper Volta.

» rTranscript at 89 (Testimony of Richard T. O'Connell,
President, National Confectioners Association).
% I focus on the prices in European markets rather than the
prices in the U.S. because the various government restrictions on
how many peanuts of different types may be marketed in the U.S.,
including the import quota and the national poundage quota, may
affect the relationship between the prices of different peanuts.
Prices in Europe, where there are fewer restrictions on the sale
of peanuts, are more likely to reflect true quality differences.
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from a low of $582 per ton to $1,472 in the current year, while
the price of Chinese peanuts ranged from $603 to $1,376.%
During this eight-year period, the price of U.S. peanuts exceeded
those of Argentine peanuts in the same year by between 7.5 and 44
percent, and exceeded the price of Chinese peanuts by between 6
and 55 percent. Such price differences are not consistent with
close substitutability between U.S. and foreign peanuts.

Further evidence of the limited substitutability between
U.S. and foreign peanuts can be found in the pattern of year-to-
year price changes. If peanuts from different countries are good
substitutes, we should expect the prices of all peanuts to rise
or fall simultaneously. However, the price data in the staff
report suggest that this frequently does not occur. 1In seven
year-to-year comparisons between the 1983/84 crop year and the
1990/91 year, the average price of Argentine peanuts in European
markets moved in the opposite direction to the price of U.S.
peanuts three times. During the same period, the price of
Chinese peanuts moved in the opposite direction to the U.S. price
in four of the seven cases. For example, between the 1984/85
crop year and the 1985/86 year, the average price of U.S. edible
peanuts rose 20.2 percent, while the average price of Chinese
peanuts fell 3.4 percent. Between 1987/88 and 1988/89, the
average European price of U.S. peanuts fell 17.4 percent, while
the price of Argentine and Chinese peanuts rose 20.4 percent and

10.2 percent respectively.

2 gtaff Report at A-43, Table 15.
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Effect of Imports on the U.S. Peanut Progqram

The fact that domestic and imported peanuts are not close
substitutes limits any effects that suspending the import quota
would have on the price of domestic peanuts. This in turn
reduces any likelihood that removing import restrictions will
cause the price of domestic edible peanuts to fall below the
support price and require the government to expend significant
funds in purchasing peanuts to maintain the price at the support
level. The role of buy-backs of additional peanuts further

reduces the risk of significant government expenditures.

Empirical Analysis. As part of this investigation, the Research
Division in the Commission's Office of Economics provided the
Commission with estimates of the effects of removing the quota.
The effects were analyzed for crop years 1989/90, 1990/91, and
1991/92.? Based on reasonable values for the elasticity of
substitution between domestic and imported peanuts -- al
quantitative measure of the substitutability between two products
-=- the staff of the Research Division estimates that, if the
import quota had been suspended in 1989/90 or if it were to be

suspended in 1991/92, the price of domestic peanuts would decline

%6 Actual estimates were furnished only for crop years 1990/91
and 1991/92. However, staff expressed the view that the effects
in 1989/90 would have been virtually identical to those found in
1991/92. (See Memorandum of March 8, 1991, to the Director,
Office of Investigations, from the Chief, Research Division,
entitled Investigation 22-52: Peanuts (EC-0-035) at 3 ("Estimated
Effects Memorandum").)
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by less than 5 percent.?” The price would have remained above
the quota loan rate. As a result, there would have been no need
for government outlays to support the price.

Given the drought in the southeastern growing region in
1990/91 and the resulting higher prices, the Research Division
estimates that suspending the quota this year would cause the

price to fall by up to 10 percent. However, the estimated

27 phese estimates are based on an elasticity of substitution of
five. Based on the discussion of substitutability earlier in
this document and on substitution elasticities used in other
recent studies of peanuts, a value of less than five appears to
be more reasonable. For example, in a recent Commission study,
the elasticity of substitution between domestic and imported
peanuts was assumed to lie between 3 and 4. (See The Economic
Effects of Significant U.S. Import Restraints, Phase II, at E-4, Table E-
4.) Because the actual elasticity of substitution is less than
the value assumed in the analysis, the actual price effect will
be smaller than what is reported here. For example, if the
elasticity is really 3, the price would only fall by 2.1 percent.
(Estimated Effects Memorandum at Table 5)

Oother values needed to perform this analysis include the
elasticity of demand for peanuts, the price of domestic edible
peanuts if the current quota is maintained, and the tariff that
would be equivalent to the current quota. The analysis assumes
that the elasticity of demand for peanuts is around -0.2, which
is consistent with the values reported in the literature. (See,
e.g., Rucker and Thurman.) The price estimates assuming the
current quota is maintained came from the USDA. While there is
considerable uncertainty about the actual tariff that would be
equivalent to the current quota, this analysis assumes a value of
50 percent in 1989/90 and 1991/92, with the tariff equivalent
possibly rising to 100 percent given the shortage-induced high
prices in 1990/91. There are also a variety of other assumptions
that were made in performing the analysis that cause this
estimate to be an upper bound of the effects of suspending the
import quota. (See Estimated Effects Memorandum.)

34



domestic price would fall no lower than $815 per ton, well above
the support price level of $631 per ton.?

Thus, the available empirical evidence shows that suspending
the peanut import quota would have only limited effects because
imported and domestic peanuts are not good substitutes. Even
without a quota, the price of domestic peanuts would have been
above the required support price in the immediately past year
(1989/90) and would be above the support price both this year
(1990/91) and next (1991/92). While the empirical evidence does
not allow us to predict what would happen in years beyond
1991/92, it does not suggest that there will be problems in those
years. Equally relevant, ﬁhe faét that we cannot demonstrate
that there is no possibility of problems two or more years in the
future does not establish, as is statutorily required if the
quota is to be maintained, that peanuts "are being or are
practically certain to be imported into the United States under
éuch conditions and in sﬁch quantities as to . . . materially

interfere" with the peanut price support program.

The Role of Buy-backs of Additional Peanuts. AEven in the

unlikely event that suspension of the import quota were to cause

% Tt is also interesting to note that the Research Division
estimates that peanut imports would be less than 50 million
pounds, even with this year's drought. 1In a more normal year
like 1989/90 or 1991/92, imports are estimated to be less than 15
million pounds. Because imported peanuts and domestic peanuts
are not good substitutes, there would be no demand for the levels
of imports being discussed by other parties in this
investigation.
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the U.S. price of edible peanuts to fall to the quota loan rate
in some years, the government would not necessarily incur any
substantial costs to maintain the price at the support level.
This occurs because of the role of buy-backs of additional
peanuts.

As discussed previously, additionals are peanuts that a
farmer cannot sell directly into the domestic edible market
because they are in excess of his allocation of the national
poundage quota. These peanuts must either be exported under
contract or sold to the CCC. However, additional peanuts can be
bought back from the pools provided the purchaser is willing to
pay a price at least equal to the quota loan rate. What this
does, of course, is to allow the quantity of peanuts sold for
domestic edible use to expand if demand in a year exceeds the
quantity established by the national poundage quota. At the same
time, it limits the amount by which prices will rise above the
quota loan rate.

Moreover, as long as additionals are being bought back for
domestic edible use, a slight decline in demand, such as would
occur if the restriction on imports were lifted, will not cause
the price to fall below the support price established by the
quota loan rate. If the price is at the support level, a small
decline in demand will merely mean that fewer additionals are
bought back for domestic edible use. And, as long as additionals
are bought back, the price will not fall below the support price

established by the quota loan rate.
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Data submitted by the USDA show that the lowest quantity of
buy-backs in the last five years occurred in 1989/90 when 53,018
tons of peanuts were‘bought back. At the other extreme, buy-
backs in 1987/88 amounted to 132,402 tons.?* These figures are
substantially greater than the level of imports the Research
Division estimates would by sold in the U.S. if the quota were
suspended. Thus, even if the imports replaced sales of U.S.
peanuts pound for pound, a most unlikely occurrence given the
limited substitutability between the various types of peanuts,
the imports would not replace all of the additional peanuts
currently being bought back into the edible market. As such,
there should be very little risk that the government would
actually have to buy quota peanuts in order to keep the price of

these peanuts above the support price.?

conclusion: There Is No Need to Maintain an Import Quota
In conclusion, I can find no reason for maintaining a quota on

imports of peanuts. Imported peanuts are only weakly

2 USDA Post-Hearing Brief, Investigation 22-52 Peanuts, January
29, 1991, at 2.

3% of course, the revenues received by growers will decline if
fewer additional peanuts are bought back for domestic edible use.
The prices received for the alternative uses of export or
crushing are substantially below the quota loan rate. However, I
do not believe that the purpose of the Section 22 quota is to
maximize grower incomes. Rather, it is to ensure that growers
receive the support prices established by law without the
government having to expend funds to keep the prices at this
level. To maintain the Section 22 quota to support prices above
the specified levels would, in my view, be a subversion of the
purpose of the program.
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substitutable for those grown in this country. Because of this,
suspending the quota would have only a small effect on the demand
for domestic peanuts. Analysis shows that this effect would be
sufficiently small so that if the quota had been suspended in
crop year 1989/90, the price of edible peanuts in the U.S. would
have been above the support price. The same would be trué for
crop years 1990/91 and 1991/92. Furthermore, even if suspension
of the quota were to force the price down to the support price
for some year in the future, the fact that additional peanuts are
regularly bought back for domestic edible use provides additional
protection against the government's having to purchase peanuts to
support the price.

Because the import quota is not necessary to maintain the
price of domestic peanuts at the legally guaranteed rates, I
recommend to the President that the quota be suspended

indefinitely.
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Statement of Commissioner Don Newquist

Unlike my colleagues, I find the circumstances giving rise to
the existing quotas on peanuts have not changed. Therefore, I find
no action should be taken by the President to either modify or
terminate the quota on imports of peanuts.

The Commission conducted this investigation pursuant to
section 22(d) of the Agricultural Adjustment Act of 1933, as
amended. Section 22(d) allows the President to suspend, terminate
or modify actions previously taken under section 22(a). Following
an investigation and hearing by the Commission, he may determine
that "changed circumstances" require such action and that to do so
would not materially interfere with the operation of the support
program.

The traditional process in sec. 22(4) reviews, and I might
add the more evident statutory means, is for petitioners to request
such investigations of USDA and for the Secretary of Agriculture
to refer what he believes to be meritorious cases to the President,
who in turn requests the Commission to conduct an investigation.

Instead, a majority of the Commission instituted this sec. 22

investigation in response to a request by the Peanut Butter and



40

Nut Processors' Association.1

I did not support the institution of
this investigation by the Commission. I am unpersuaded now, as I
was at the time of institutioh, that the present shortfall of
peanuts constitutes a "changed circumstance."

The peanut program is not a new occurrence in the marketplace.
The program has been in place in one form or another for decades,
and U.S. imports have been controlled since the early 1940's.
There can be few if any novel developments in the marketplace and
the operation and effectiveness of this program.2 Thus, a review
of the issues in this and previdus supplemental investigations
dispels any need to second-guess the operation of the program.

~First, unlike earlier situations, the drought which occurred

in 1990 affected only one production area. There was no broad
decline in production levels; in fact, the remaining major growing
areas experienced increased production.

Likewise, production for this crop year does not appear nearly

as low as production levels for 1980, the only other recent period

! A relatively 1long-standing Commission practice of

conducting such "supplemental" investigations exists and has
received some judicial and Congressional scrutiny and implicit
approval. In particular, there have been four supplemental section
22(d) investigations under section 22(d4d) involving peanuts, of
which three have been self-initiated. I do not question the
legality of such supplemental investigations. However, they raise
serious questions regarding the wisdom of expending resources to
conduct investigations which are not sought by those charged by
law with administering the program and which have no force.

2 I cannot agree that there is an absence of competition from

imported peanuts because they are of lesser quality than domestic
peanuts. Even if this were so, this did not occur overnight as a
changed circumstance and cannot support terminating quotas.
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for which the Commission recommended a quota increase. Production
figures for 1990/91 are projected at 3,601 million pounds compared
with 2,301 million pounds for 1980/81. Also, the current
production level is only 6 percent lower than the average for the
preceding four crop years.

Unlike 1980/81, there is little if any current grower interest
in modification of the quota. This strongly suggests the purpose
of the program is not being frustrated at this time.

Finally, the 1989/90 crop year carry-over was adequate, and
production levels during this crop year while diminished are not
significantly reduced. Thus, any increase in imports will likely
operate to adversely impact the program in the next crop year by
disturbing the balance between domestic production and domestic
consumption.

Congress has steadfastly exercised its oversight of this
program since its inception decades ago. The Food, Agriculture,
Conservation, and Trade Act of 1990 provides recent critical
assurance the peanut program is operating as intended by Congress.
As the Chairman of the Agriculture Subcommittee most familiar with
the operation of this program observed at the Commission's hearing
"...every argument contained in their petition was also argued
previously in one form or another recently in Congress, and each

time it was rejected."3 And, it is not the Commission's role to

3 Statement of Congressman Charles Rose, Chairman, Tobacco

and Peanut Subcommittee, House Committee on Agriculture, in
testimony before the Commission on January 22, 1991. Tr. at p. 10.
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"assess the merits of the program or offer suggestions concerning

its administration."4

As the Subcommittee Chairman testified, the
program "seeks to balance taxpayer exposure with adequate
agricultural production and income support for our nation's

farmers." >

- I am satisfied this is being accomplished.

Also key to my finding of no changed circumstances is the
absence of USDA action. The USDA is charged by law with
administering the program. Its guidance 1is essential on the
operation of the program and the achievement of its goals. Here,
the Department did not pursue the clear statutory route provided
for emergency action on this quota, nor did it recommend any
increase in the quota in submissions and testimony offered during
the Commission's investigation.

while I am aware that Congress did not intend the Commission
to "rubber stamp" USDA proposals, information before me in this
investigation clearly demonstrates that changed circumstances do
not compel modification of the quota. In my view, the only changed

circumstance evident in this investigation is that some ‘peanut

processors and consumers are paying higher prices for a relatively

4 ngtatement of Commissioner Alfred Eckes," Certain Tobacco,

Inv. No. 22-47, (USITC Pub. No. 1644) Feb. 1985 at 58.

> Statement of Congressman Rose, Tr. at p. 9.

¢ I also agree with Comm. Eckes' views in Inv. No. 22-47 on
Tobacco that "Other parties may rebut the assertions made by USDA,
but unless they can do so persuasively, the Commission should give
great weight to USDA's contentions and supporting information."
citing also views of Commissioner Catherine Bedell. See "Statement

of Catherine Bedell," Certain Tobacco Inv. No. 22-43, (USITC Pub.
1174), Aug. 1981, at 27.
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small amount of production sold in the spot market.’ The economic
distribution which results from a price support program cannot be
the sole criterion for modification of quotas -- if it is an
appropriate factor at all. The program is operating as intended,
reflecting a careful, deliberate balance of various economic
interests -- those of growers, processors, consumers, as well as
US taxpayers.

Theré are no changed circumstances of the nature contemplated

by sec. 22(d) in this investigation.

" The vast bulk of the 1990/91 crop was sold under preharvest

contracts at substantially lower prices than these spot prices.
Thus, most of the crop sold at a level close to the support price.
There was no windfall to most growers in this crop year.

I agree with the Chairman of the Agriculture Subcommittee on
Tobacco and Peanuts, that the Commission "is not the President's
board on wage and price control....and the misuse of the
International Trade Commission as the appropriate forum for relief
in this instance is also clear." Tr. at p. 13.
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INFORMATION OBTAINED IN THE INVESTIGATION
Introduction

On October 12, 1990, the Commission received a request from the Peanut
Butter and Nut Processors Association (PBNPA)! for an expedited hearing and
investigation, under section 22(d) of the Agricultural Adjustment Act of 1933,
to remove entirely the restriction in effect on the importation of peanuts.?
In addition, an immediate suspension of the quota and an authorization of
imports of 400 million pounds of peanuts (shelled basis)® was requested
pending the outcome of the Commission’s investigation. On October 29, 1990,
the Commission published in the Federal Register (55 FR 43418) a notice
requesting comments concerning the proposed institution of the investigation;
comments were to be filed by November 12, 1990. After reviewing the comments,
as well as the November crop report for peanuts, the Commission determined
that there was sufficient basis for conducting a supplemental investigation.

On December 3, 1990, the Commission instituted investigation No. 22-52
to determine whether the quota on imports of peanuts, shelled or not shelled,
blanched, or otherwise prepared or preserved (except peanut butter), as set
forth in subheading 9904.20.20 of the Harmonized Tariff Schedule of the United
States (HTIS), may be suspended or terminated by the President because the
circumstances requiring the quota no longer exist or whether the quota may be
modified by the President as a result of changed circumstances (55 FR 52104,
Dec. 19, 1990).% The Commission held a public hearing in Washington, DC, on
January 22, 1991, at which time all interested parties were allowed to present
information and data for consideration by the Commission.® A summary of the
positions of the principal parties testifying at the hearing is presented
below and shown more fully in appendix C.

The U.S. Department of Agriculture (USDA) recommended that the import
quota on peanuts not be suspended or terminated because the circumstances upon
which the quota was established still exist. USDA’s assessment is that
importation of an additional 100 million pounds of peanuts is not likely to
materially interfere with its price support program for peanuts; however, USDA
does not recommend an increase in the import quota, transcript of the hearing
(TR), pp. 22 and 27-30.

! The PBNPA is a national trade association of manufacturers of peanut
butter, roasted and salted peanuts, peanut butter cracker sandwiches, and
peanut bakery products. Association members account for about 30 percent of
domestic peanut use.

2 A quantitative annual restriction of 1,709,000 pounds (shelled basis) has
been imposed since 1953 on U.S. imports of peanuts.

3 Imports of 400 million pounds of shelled peanuts would account for about
16 percent of projected 1990/91 apparent consumption (see table 5). See ”U.S.
Customs Treatment” section for the product categories reflected in the
Harmonized Tariff Schedule of the United States.

“ A copy of the Commission’s notice is presented in app. A. The Commission
transmitted its findings to the President on Mar. 22, 1991.

5 A list of witnesses appearing at the hearing is presented in app. B.
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The PBNPA, certain other peanut processing firms, and consumer group
representatives maintained that additional imports are needed because there is
a shortage of edible peanuts of up to 440,000 tons in the 1990/91 crop because
of a drought in the Southeast and an increase in the quantity of peanuts
infected with aflatoxin.® (The PBNPA estimated that there will be a 360
million pound shortfall due to quality deficiency alone.) Moreover,
petitioner contends that ”“the Section 22 import restriction on peanuts should
be terminated in its entirety . . . and it should not be reinstated unless and
until such time as the USDA demonstrates to the Commission and to the
President that imported peanuts either are actually interfering with or are
practically certain to cause material interference” with the program.

Peanut growers and shellers generally believe that there is no, or only
a minimal, shortage in the 1990/91 crop’ and that increased imports would
negatively impact the 1991/92 crop by creating a large carryover of peanuts,?®
which could result in substantial amounts of quota peanuts being crushed at a
significant loss to the Commodity Credit Corporation (CCC). They also
expressed concern that the peanuts that would be imported could be infected
with peanut stripe virus.? This, they said, could allow the virus to become
established in U.S. growing areas and become a problem for U.S. growers, with
a potential to reduce yields by 15 to 20 percent.

Background

Section 22 (7 U.S.C. 624) authorizes the President to impose import fees
or quantitative restrictions, within statutory maximum levels, on articles
that he finds are being or are practically certain of being imported into the
United States under such conditions and in such quantities as to render or

§ In a normal year, peanut product manufacturers throw away 10 to 12
percent of the peanuts they buy due to poor quality. In 1990/91 they have
thrown away a minimum of 18 to 20 percent of the peanuts they have purchased;
TR, pp. 113-114. USDA estimated that in several Southeast States almost 20
percent of the peanut production contains aflatoxin and is not eligible for
edible uses.

7 Only the Southeast region suffered from a drought in 1990, with the
Southwest and Virginia-North Carolina regions experiencing above average
production. USDA believes that the 1990/91 peanut supply is tight but
sufficient to meet the needs of U.S. manufacturers. Based on USDA estimates,
the supply for domestic edible use is 138 million pounds short, or 6 percent
short of USDA’s quota estimate for 1990 of 2,388 million pounds needed for
domestic edible use; Southwestern Peanut Shellers Association’s posthearing
brief, p. 1. The USDA estimate includes crushing peanuts which are the
oilstock residual from the farmers’ stock peanuts from which edible grade
peanuts are selected.

8 If substantial imports are entered shortly before the end of the 1990/91
crop year, carryover stocks are likely to be above the level needed to supply
demand in August and September, resulting in depressed prices.

° See the prehearing briefs of the Georgia Agricultural Commodity
Commission for Peanuts, p. 4 and Exhibits F and G, and the Virginia-Carolina
Peanut Association, Inc., p. 4.
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tend to render ineffective or to materially interfere with certain domestic
commodity programs of the USDA. It also authorizes the President to suspend
or terminate such fees or quotas ”whenever he finds and proclaims that the
circumstances requiring the proclamation or provision thereof no longer exist”
or to modify the fees or quotas “whenever he finds and proclaims that changed
circumstances require such modification....” (7 U.S.C. 624(d)) .10

In order to protect the price-support program, U.S. imports of peanuts
have been subject to quantitative restrictions since July 1, 1953, following
an investigation under section 22 of the Agricultural Adjustment Act, as
amended.!! In that investigation, the U.S. Tariff Commission (now the U.S.
International Trade Commission) determined that peanuts, whether shelled, not
shelled, blanched, salted, prepared or preserved (including roasting peanuts,
but not including peanut butter), were practically certain to be imported in
such quantities as to interfere materially with the Government’s price-
support program for peanuts.!? Under Presidential Proclamation 3019, issued
on June 8, 1953, a 1,709,000-pound (aggregate quantity, shelled basis)
limitation was established on the quantity of peanuts permitted to be entered
or withdrawn from warehouse for consumption during any 12-month period,
begimming on July 1 in any year.

Information obtained in the investigation in 1953 revealed that, in
respouse to price-support operations,!® the domestic price of peanuts had
advanced relative to world prices and that substantial stocks of foreign
peamuts were available for export to the United States.!® The Commission
found that, if imparts were subject only to U.S. customs duties, peanuts
regularly traded in international markets could undersell domestic peanuts and
thereby depress the commercial market price for peanuts. Such imports would
result in large Govermment expenditures in supporting prices of peanuts to

12 The President has the authority to modify or terminate the quota at any
time in an emergency situation without receiving a Commission report,
although, if he were to take such action, he would be obligated to request a
Commission report.

11y.s. imports of peanuts have been controlled since the early 1940s.
Under the provisions of the Second War Powers Act of 1942, the USDA imposed
controls on U.S. imports of peanuts (shelled, not shelled, and blanched,
roasted, prepared, or preserved) and peanut oil. Under section 104 of the
Defense Production Act of 1950, as amended, the USDA on Aug. 9, 1951, imposed
similar restrictions on imports of peanuts and peanut oil. In most years,
these controls resulted in a virtual embargo on commercial imports of peanuts
and peanut oil.

12 y.s. Tariff Commission, Specified Manufactured Dairy Products, Flaxseed

and Linseed 0il, Peanuts and Peanut 0il. Tun Nuts and Tung 0il, inv. No. 22-
S|ee=esfaese 22, 2TANUEsS and feanut O1l, Tung Nuts and Tung 0§l
6.

13 The program for the 1952 crop provided for restriction of domestic
production through acreage controls and for direct price support. The total
acreage on which peanuts were authorized to be harvested by growers
participating in the program was 1.7 million acres.

1 The U.s. output in 1952 accounted for 7 percent of the world total.
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growers.15 Also, imports of peanuts would generally replace approximately
equivalent quantities of domestic peanuts in consumption channels, which would

result in the Government’s acquisition of the displaced domestic stocks at
support prices.!®

In 1955 and 1956, as a result of three supplemental section 22
investigations,!’ a Presidential proclamation temporarily relaxed the import
quota to allow for imports in excess of the quota in order to relieve
shortages of certain types of peanuts in the United States.!® Subsequent to
the second supplemental investigation, the quota year for peanuts was changed
to commence on August 1 of each year.

In October 1980, the Commission instituted a section 22 investigation on.
peanuts (No. 22-42) in response to a petition filed by the PBNPA. While that
investigation was in progress, the U.S. Trade Representative (USTR)Y? issued
Proclamation 4807 (Dec. 4, 1980) modifying the quota on an emergency basis to
allow an additional 200,000,000 pounds (shelled basis) of edible peanuts to be
entered through June 30, 1981. The temporary expansion of the quota was made
in order to relieve a shortage in the U.S. supply of edible peanuts.?’ The
Commission subsequently found in January 1981 that the annual import quota for
the period August 1, 1980, to July 31, 1981, could be modified to permit the
entry of additional quantities of peanuts without rendering or tending to
render ineffective, or materially interfering with, any program or operation
undertaken by the USDA with respect to peanuts, or reducing substantially the
amount of any product processed in the United States from peanuts (USITC
publication 1124). Following receipt of the Commission’s report on
investigation No. 22-42, the President issued Proclamation 4835 (Apr. 14,
1981) to allow 300,000,000 pounds (shelled basis) of peanuts to be entered
into the United States through July 31, 1981.

15 As a result of rigid acreage restrictions, the 1952 crop was approxi-
mately equal to annual consumption at support prices. Consequently, less than
10 percent of the crop came into ownership of the CCC through nonrecourse
loans or purchases. '

16 Increased imports, by adding to total domestic supplies, would defeat
the purpose of restrictions on domestic acreage.

17 peanuts, Supplemental Investigation. . ., 1955 (processed); Peanuts
Second Supplemental Investigation. . ., 1955 (processed); Peanuts Third
Supplemental Investigation. . ., 1956 (processed).

18 On Mar. 9, 1955, the President permitted the entry of an additional 51
million pounds of certain shelled peanuts during the remainder of the quota
year ending June 30, 1955. On Mar. 16, 1955, the President allowed the
unlimited entry or withdrawal from warehouse of shelled peanuts of all sizes
into the United States until July 31, 1955. On Aug. 29, 1956, the President
permitted large variety Virginia-type peanuts to be brought into the United
States until the close of business on Sept. 10, 1956.

19 president Carter delegated his authority in this matter to USTR because
of Carter family interests in the peanut business.

20 The 1980/81 crop shortage occurred in all three producing regions and
resulted in a drop in production from 1979 to 1980 of almost 42 percent.
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In July 1984, the Commission denied a similar request21 for a
supplemental investigation by the PBNPA because early season forecasts by the
USDA provided no basis for anticipating a shortfall in the U.S. peanut supply
for the period August 1, 1984, to July 31, 1985.22 The Commission considered
another request from the PBNPA for a supplemental section 22 investigation in
1986. The Commission once again denied the request because of a slightly
improved production forecast,?® a relatively high volume harvest, a stable

crop quality, and a USDA assessment that the peanut supply would be tight but
adequate for the next marketing year.?*

The USDA’s Program for Peanuts

Price support and production adjustment program

The production of peanuts in the United States is regulated through a
maximum national poundage quota, and the price is maintained through a two-
tier price-support system. The program for crop years 1986-90%° is based on
the Food Security Act of 1985, which continued the two-tier price-support
program established by the 1977 legislation. The program was mandatory for
the 1986-90 marketing years after it was approved by a January 1986 referen-
dum--meaning it was binding on all producers. The program for crop years
1991-95 is based on the Food, Agriculture, Conservation, and Trade Act of
1990. Quota support prices are limited to quota holders and apply to peanuts
produced within the national poundage quota. However, since acreage
restraints were removed by the 1985 legislation, anyone is allowed to produce
peanuts. Peanuts produced in excess of the poundage quota are eligible for
the lower of the two price-support levels. Such overquota peanuts are

referred to as “additional peanuts” or simply ”additionals.” Additionals are
also subject to marketing controls.

Even though quota and ”“additional” peanuts are often grown in the same
field, there is a significant difference in the application of the program.
Peanuts grown within a farm’s poundage quota are mainly used in the domestic
edible market and for seed for the next year’s crop. Quota peanuts may be

contracted for at any time prior to harvest or may be placed under loan at
harvest with the CCC.

”Additional” peanuts may be marketed by growers in two ways: One way,
growers may contract for sale (contract additionals) with a handler; the
contract must have been signed prior to August 1 for crop year 1990 and by
September 15 for crop years 1991-95. The peanuts may be used only for export
or domestic crushing to obtain peanut oil and meal; they may not be used for
domestic food or seed uses. The other way, additionals that have not been
contracted for (noncontract additionals) by a grower must be delivered to
buying points at harvest and placed under loan, with the growers receiving the

21
22
2
2
25

Commission letter dated July 25, 1984.

The 1985/86 crop declined 6 percent from the 1984/85 crop.

The 1987/88 crop declined 2 percent from the 1986/87 crop.
Commission Action Jacket No. Inv-86-199 (Nov. 13, 1986).

The peanut crop year extends from Aug. 1 to the following July 31.

s W
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lower-tier price support.?® Noncontract additionals received for loan may be
sold for crushing, export, or the domestic edible market.?’ Buyers of such
peanuts sold for use in the domestic market must pay no less than the higher-
tier quota support price. No contract additional peanuts that have been
exported or peanut products made from additionals that have been exported are
allowed to be reentered in commercial quantities into the United States. If
such peanuts are reentered they are subject to a penalty of 140 percent of the
higher-tier quota support price.

Acreage allotment and national poundage quota

The original price-support legislation requires the Secretary of
Agriculture to establish an<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>