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PREFACE

The Commission instituted the present investigation on January 30, 1986,
following the receipt of a request therefor on November 27, 1985, at the
direction of the President, from Ambassador Clayton Yeutter, the United States
Trade Representative (USTR). The investigation was conducted under section
332(g) of the Tariff Act of 1930 (19 U.S.C. 1332(g)) for the purpose of
gathering and presenting information on the competitive and economic factors

~affecting the performance of the U.S. tuna industry. 1/ Specifically, the
Commission was asked to provide information in the following areas:

o The U.S. industry-—profile the U.S. tuna harvesting and canning
industry;

o Foreign industries—profile the tuna harvesting and canning industries
in Thailand, Taiwan, the Philippines, Japan, and Mexico

o The U.S. market-—describe the U.S. market for frozen and canned tuna
and discuss levels and trends in U.S. consumption, trade, and prices for
domestic and. foreign tuna;

o0 Market trade barriers-—discuss barriers to U.$. tuna exports to
Thailand, Taiwan, the Philippines, Japan, Mexico, and other relevant countries;

o Conditions of competition in the U.S. market—analyze the major
competitive factors affecting domestic and foreign tuna suppliers.in the U.S.
market, including price, quality, resource availability, marketing, '
transportation, . Government involvement; exchange rates, and the probable
impact of terminating the. embargo.on U.S. imports of Mexican tuna products.

As requested by the USTR, a primary purpose of this investigation is to
update data the Commission gathered in its-1984 section 201 investigation, a
report on which (USITC publication No. 1558) was released in August 1984.
Therefore, this investigation largely follows the coverage of the 1984
investigation, and this report provides not only the newly gathered data but,
in many cases, the corresponding data published in the 1984 report.

Public notice of the investigation was given by posting copies of the
notice at the Office of the Secretary, U.S. International Trade Commission,
Washington, DC, and by publishing the notice in the federal Register of
February 3, 1986 (51 F.R. 5267).

The information presented in this report was obtained from fieldwork,
questionnaires, private individuals and organizations, international agencies,
Federal Government sources in the United States and foreign countrles, and
other sources.

1/ The request from the USTR is reproduced in appendix A.
2/ A copy of the notice of the Commission's investigation is reproduced in
appendix B.
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EXECUTIVE SUMMARY

The tuna industry in the United States is continuing to change in response
to the unprecedented surge in world production and trade in frozen and canned
- tuna products that was evident in 1984 at the time of the Commission's section
201 investigation of industry complaints of injury from increasing imports.
The tuna industry—harvesters and processors alike—is oriented toward the
domestic market, the largest market for canned tuna and the second largest for
all tuna products. Prices for frozen as well as canned tuna products in the
U.S. market have continued the decline begun in the early 1980's as the
domestic industry has become increasingly involved in a market characterized
by generally rising levels of world tuna harvests and an increasing )
sophistication in foreign tuna processing and marketing. The increasing world
supplies and trade have clearly had some detrimental and some beneficial
affects on the U.S. tuna industry.

The principal effects on the industry of the growing world production and
trade in frozen tuna include (1) reduced world prices for frozen tuna, thereby
reducing the prices received by U.S. harvesters and the prices paid by U.S.
processors for raw material; and (2) increased foreign production (and export
to the U.S. market) of canrned tuna, reducing world (and U.S.) prices for
canned tuna as well as frozen tuna. On the supply side, the increasing size
of foreign fleets of harvesting vessels has adversely affected U.S. harvesters
since such fleets compete with U.S. harvesters for the world's tuna
resources.

In recent years, rising world supplies of, and falling prices for, frozen
tuna have been associated with increased world production and trade in canned
tuna. This has affected the U.S. tuna industry in opposing ways. Domestic
processors and distributors have experienced reduced wholesale and retail
prices for canned tuna in the major market segments supplied by domestic firms
and have not been able to benefit fully from the reduced operating costs
resulting from falling prices for frozen tuna. On the other hand, some of the
major processors are also significant importers of canned tuna, marketing
imports as well as their domestic product. Such imports occur for a number of
reasons: they supplement occasionally insufficient domestic production, and
they are in product forms that for cost reasons are not economical to produce
domestically.

Of particular concern in this investigation is the possible impact on the
U.S. industry of the recent termination of an embargo on U.S. imports of tuna
products from Mexico. This embargo was instituted in 1980 in response to a
seizure by Mexico of a U.S. tuna harvesting vessel, and was lifted on
August 13, 1986. The possible effects of entry by Mexico into the U.S. tuna
market is of concern to U.S. industry members as well as other foreign
producers currently exporting to the U.S. market. An analysis of this action
and its possible effects is provided in this report and is summarized in the
following pages.
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A large part of the U.S. tuna industry, defined by the Commission in the
1984 section 201 investigation as including both harvesting and processing
operations, is vertically integrated from the harvest of wild tuna populations
through the wholesale distribution of a variety of canned tuna products.

There are also nonintegrated firms engaged in either harvesting or
processing. In addition, the industry is highly concentrated in processing,
and domestic processors account for a significant portion of U.S. imports of
canned tuna as well as U.S. demand for frozen tuna.

Frozen tuna includes any of several species of tuna harvested and frozen
for delivery to processors for production of canned tuna. Canned tuna is a
popular food product consumed throughout the United States and other markets.
The principal findings of the investigation are outlined below. Table A
presents an industry and market profile for 1979-85.

1. Profile of the U.S. Tuna Industry.

o The U.S. tuna industry consists principally of 6 large tuna—
processing companies and about 100 harvesting vessels: firms operatlng
in both sectors are large-scale and use modern technoloqgy.

The U.S. tuna industry as herein defined includes principally those
vessels and processing facilities engaged in operations relating to the canned
tuna market (including frozen tuna used as raw material for the canned
product). Other tuna operations, such as those involved in production and
marketing of fresh tuna in coastal communities, are not covered by this
investigation.

The processing sector of the U.S. tuna industry is horizontally
concentrated and consists of six firms. The three largest processing firms
accounted for 81 percent of domestic shipments of canned tuna in 1985,
Together, these six firms operate eight large, modern processing plants. Of
these eight plants, seven are located off the mainland United States in
locations such as Puerto Rico (five plants) and American Samoa (two plants);
the eighth is located in California. U.S. tuna processing is capital
intensive, with direct. labor costs accounting for only 5 percent of total
operating costs. The plants are supplied with frozen tuna, their raw
material, by a combination of company—owned vessels, independent domestic
vessels, and imports.

The harvesting sector of the U.S. tuna industry is composed of 90 large
tuna purse seiners and about 9 smaller baitboats, all concentrating their
harvesting effort in the Pacific Ocean. Their product, tuna that is frozen on
board before delivery to port, is harvested from wild tuna resources located
throughout the tropical Pacific Ocean, with concentrations along the Pacific
coasts of Central and South America and the island nations of the western
tropical Pacific. Virtually the entire harvest has historically been marketed
to U.S. tuna processors, although in 1984-85 significant quantities of frozen
tuna were exported to processors in Asia (pp. 1-56).



Table A.--Profile of the U.S. tuna industry and market, 1979-85

. . Absoluta * Parcentage
. . . . T change, 1985 change, 1985
Item . 1979 1980 1981 1982 1993 - 1984 1995 from 1979 from 1979
Frozen tuna:
Apparent consumptlon ’
Quantity. ............ million pounds.. 1,189.7 1,216.9 1,195.6 .1,001.0 1,064.3 .  1,048.1 936.5 -253.2 -21.3
Value.........cov.nn. million dollars.. 1/ 1/ v 1/ . V4 1/ 1/ RS V4 T -
Landings: ) . . _
Quantity............. ‘wmillion pounds.. 508.2 500.0° A489.9 439.4 586.0 582.9 516.1 7.9 1.6
Value.......7.cuvuns million dollars.. 215.2 209.3., 285.6 237.0 278.6 270.5 211.7 ~3.5 -1.6
Imports: o . S . . . ) .
Quantity..... F e million pounds.. 637.5 596.0 - 605.8 497.0 439.9 A0A.2 - 405.5 -232.0 -36.4
Value....... e million dollars. . ‘272.1 346.7" 393.1 305.9 205.7 215.9-  216.1 -56.0 -20.6
Imports to consumption ratio (quantity) : . : . -
percent .. 53.6 48.9 50.7 48.7 - 41.3 . 38.6 43.3 ° -10.3 -19.2
Cxports: ' . : ) - T
Quantity..... A, million pounds.. 11.8 45" 2.8 8.6 1.2 ~ 65.0 71.0 . 59,2 501.7
Value.....ovvveenn.. million dollars.. 1/ 1 - .1/ v v RV 1/ ) VAR : -
Exports to landings ratio (quantity) . ’ S . . . . . _
percent .. 2.3 0.9 - 0.6 - 1.9, - 0,2 11.2 13.8 11.% 500.0
Capacity utilization...... PR do..... 67 63 65 ‘82 67 66 6 . -1.0 1.8
Net sales 2/.......... million dollars.. 215.2 289.3 285.6 -237.0 278.6 '270.%  .211.7 -3.5% -1.6
As a porcent of net sales: _ ’ o - : 4 ’
Net income before taxes..... percent ..’ (14.0) (1.9) (15.5) (33.7) (21.9) (4.0) (25.7) -11.7 -83.6
Canned tuna:
Apparcnt, consumption: . - . ' ’ : .
Quantity............. million pounds..- .704.0 685.2 683.2 . 702.9 766.9 775.4 794.1 °©  90.1 12.8
Value. . ..... ... oo million dollars.. 1,079.6 1,234.9  1,310.6 1,257.7 1,200.9 1,006.9 1,061.9 -17.7 ~1.6
Domestic production: ‘ h
Quantity............. million pounds. .’ 617.5 639.9  649.0 - 568.7 625.6 628.4 569.0 " 48.% 7.9
Value. .............. million dollars. . 963.2 ‘1,171.0  1,272.1 . 1,057.7 1,032.2 942.6 ° 836.4 ~126.0 -13.2
Imports: . . - - - . )
Quantity............. million pounds.. 53.7 63.6 70.9 87.6 122.3 162.3 213.9 160.2 298.3
Value......ovvvnnnn. million dollars.. 65.1 97.3 110.4 113.3 137.3 167.3 209.1 144.0 221.2
Imports to consumption ratio (value) . :
percent. . © 6.0 7.9 © 8.4 9.0 11.4 15.4 19.7 13.7 2290.3
ERBOPES . ottt it it i e 1/ 1/ 1/ Y 1/ 1/ 1/ 1/ -
Capacity utilization. ............ do.... - 70 66 66 68 . . 72 82 84 " 14 - 20.0
Cmployment. . ......coiiiiuvnnnnan do.... 14,6689 14,906 14,501 13,436 13,397 13,499 12,807 ~1,781 -12.1
As a share of net sales: : )
Gross profit. ... ... ... ..... percent. . 13.3 16.7 14.7 10.4 12.2 16.2 16.9 3.6 27.1
Net income before taxes..... percent. . 2.5 5.2 . 1.5 (5.5) (4.7) (0.4) 5.6 3.1 124.0

1/ Not available.
2/ Includes domestic sales only.

Source: Compiled from official statistics of the U.S. Dapartment of Commerce and from responses to questionnaires of the
.5, International Trade Commission.
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o The principal products produced by U.S. tuna processors are (in
declining order of importance) canned lightmeat tuna packed in water
and in oil, and canned whitemeat tuna packed in water and in oil.

The greater abundance of tropical tuna (used for canned lightmeat tuna)

- relative to albacore (whitemeat) tuna to U.S. and foreign harvesters has
caused carmed lightmeat tuna to account for an average of 79 percent by
quantity of all U.S. shipments of canned tuna during 1979-85. U.S. shipments
of lightmeat in o0il, which supplied substantially all U.S. consumption of such
product, accounted for 38 percent of total lightmeat shipments in 1985, while
lightmeat in water accounted for 62 percent. Canned albacore in water
accounted for .78 percent of .S, ehipments of canned albacore in 1985

(pp. 31-35).

o Productive capacity in both harvesting and processing in the U.S. tuna
industry has been decreasing in recent vyears.

The number of U.S.-flag purse seiners declined from 124 at the end of
1979 to 90 at the end of 1985, and the fleet-wide hold capacity declined from
114,000 short tons to 97,000 short tons during the same period. Between 1979
and 1985, the number of baitboats declined from 28 vessels to 9 vessels, while
the hold capacity of the baitboat fleet declined from 143 short tons to
67 short tons. The number of trollers that spend at least part of their
effort in the tuna fishery declired from approximately 660 vessels in 1980 to
108 in 1985. The number of U.S. tuna-processing plants decreased from 22 in
1979 to 8 in 1985, while industry-wide capacity to process frozen tuna
declined from 889 million pounds in 1979 to 676 million pounds in 1985
(pp. 20-21, 33-34). :

o U.S. tuna harvestors have suffered significant losses in the face of
declining prices for frozen tuna and rising operating costs for the
fleet.

In no year during the 197985 period under investigation did the average
U.S. tuna purse seiner earn a positive return on net sales of frozen tuna.
The best year during this period was 1980, a year of high prices for frozen
tuna, in which the average vessel suffered a 2-percent loss (before taxes) on
net sales. The worst year was 1982, in which a 34--percent loss on net sales
was incurred. 1In 198%, the average return was -26 percent of net sales
(pp. 25-28).

o U.S. tuna processors have fared better in recent years, recovering
from the low profitability of the 1982-83 period.

Following a decline in sales of canned tuna during a period of rapidly
rising wholesale and retail prices and a rise in the cost of frozen tuna, the
rnet income before income taxes of U.S. tuna processors fell to a low of
-5.5 percent of net sales in 1982 and ~4.7 percent in 1983, the worst
performance of the firms during the 1979--85 period. The firms have since
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recovered, helped by declines in the cost of frozen tuna and the disposal of

inefficient fixed assets, which helped boost net income before income taxes to
5.6 percent of net sales in 1985, the peak year during 1979--85 (pp. 48-56).

o Employment in U.S. tuna processing declined by 12 percent while
total wages paid declined by 8 percent during 1979-85.

The reduction in tuna processing capacity in the U.S. tuna industry
during 1979-85 forced a reduction in employment of production workers from
14,668 workers in 1979 to 12,887 workers in 1985. The decline in tuna-
processing employment, particularly in mainland U.S. locations, caused the
total wages paid to production workers in U.S. tuna processing to decline from
$111 million in 1979 to $102 million in 1985 (pp. 39-41).

o The availability of domestically produced frozen tuna to U.S. _
processors 1is heavily influenced by international maritime boundaries
and bilateral treaties regarding access by U.S. vessels to other
nations' territorial waters.

A substantial portion, if not most, of the tuna resources targeted by
U.S. tuna harvesters are located much of each year within 200 miles of other
nations' coasts, thereby falling.within such nations' claimed fisheries
jurisdictions. The United States does not officially recognize such claims
over tuna because of the highly migratory nature of tuna populations. As a
result, the eastern Pacific Latin American coastal nations and western Pacific
island nations have restricted the access of U.S. vessels to traditional tuna
fishing grounds by increasing the enforcement of their claimed territorial
waters. In many cases, substantial license fees must be paid by U.S.
harvesters to gain access to tuna grounds that were open to all as recently as
a decade ago. Such added costs place U.S. harvesters at a competitive
disadvantage vis-a-vis the fishing fleets of the respective licensing nations
(pp. 56-67).

o World harvests of tuna have increased in recent years, resulting in
increased world production (and export to the United States) of canned
tuna.

Discoveries in recent years of substantial tuna resources in the western
Pacific, the Indian Ocean, and other areas has caused many nations to initiate
or expand their tuna-harvesting activities. The resulting downward trend in
world prices for frozen tuna has induced an increase in canned tuna production
worldwide, much if not most of which is destined for the U.S. market, the
world's largest canned-tuna market. Such trends have a number of implications
for the U.S. tuna industry. U.S. harvesters are facing increased competition
for tuna resources in areas such as the eastern Pacific and, to a lesser
extent, in the western Pacific. In addition to the competition for tuna
resources, the added foreign supply of frozen tuna on world markets has put
dowrward pressure on prices. The increased supply of imported canned tuna in
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the U.S. market has put downward pressure on prices for canned tuna,
preventing U.S. processors from realizing the full benefit of lower prices for
frozen tuna (pp. 115-131).

2. Foreign Tuna Industries

o The principal foreign producers of frozen tuna include several nations
in western Europe and the Pacific rim.

The most important non-U.S. producers of frozen tuna include Japan,
Spain, Indonesia, the Philippines, France, Taiwan, and Korea. Together, these
nations accounted for 67 percent of the world tuna harvest in 1984. The
United States, second only to Japan as a major world producer, accounted for
13 percent of the 1984 total. In addition, Mexico—not historically a
significant part of the world's producers, bhut growing quickly—accounted for
4 percent of the world total in 1984, and between 5 and 10 percent in 1985,

With the exception of Mexico, the tuna fleets of the world's larger tuna
producers are scattered worldwide, since tuna regqularly migrate across oceans
and must be pursued on the high seas. The Mexican fleet is concentrated in
Mexican waters in the eastern tropical Pacific. All of the world's larger
tuna fleets are important competitors with the U.S. fleet, both in searching
for tuna resources and in competing for the business of the principal tuna
processing nations (pp. 115-119). ‘ '

o The most important non-U.S. tuna—processing nations include Japan,
Thailand, Italy, and France.

These nations accounted for 36 percent of world production of canned tuna
in 1984, or approximately the same as the share held by the United States, by
far the world's single largest producer of canned tuna. Because the United
States is also the single largest market for canned tuna, much of foreign
canned tuna production is destined for the U.S. market: in 1984, the United
States accounted for approximately 40 percent of world imports of canned
tuna. Most of these imports were supplied by Thailand and Japan. The output
of the other large producing nations, such as Italy and France, was primarily
for their domestic markets (pp. 115-119).

‘0 Global trade in canned tuna is increasing as new producers in
nonconsuming areas are exporting their production to traditional
markets such as the United States.

The growth in recent years of world tuna harvests has reduced prices for
frozen tuna worldwide, making additional canned tuna production economical in
nontraditional producing areas, which must export such production to major
world markets. By far the most important of these new producers is Thailand.
The Thal tuna-processing industry has grown from an insignificant part of
world production and trade as recently as 1981 to currently the world's
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largest exporter of canned tuna, and the single largest source of imported
canned tuna in the U.S. market (57 percent of U.S. imports in 1985). 1In
addition, the growth of the Thai industry, which relies almost entirely on
imported frozen tuna, has created new competition not only for domestic
producers in the U.S. market, but for other foreign producers, such as Japan,
in other markets, such as western Europe. As a consequerice, the global
structure of tuna production and trade is changing, shifting the traditional
patterns of trade in major world markets and forcing adjustments in the U.S.
markets for frozen and canned tuna (pp. 118-119).

3. The U.S. Tuna Market

o The United States is the world's largest market for canned tuna and is
second only to Japan as a market for fresh and frozen tuna.

With a large and relatively affluent population, the United States is the
largest market for canned tuna. U.S. apparent consumption of canned tuna
totaled 794 million pounds, valued at $1.1 billion, in 1985. It is estimated
that this represents 57 percent of the total world canned tuna supply. The
great bulk of U. S consumption of canned tuna occurs in the mainland United
States. ' : ’ '

U.S. apparent consumption of frozen tuna totaled about 937 million pounds
‘in 1985, representing an estimated one—third of total world frozen tuna
supplies. Virtually all U.S. consumption of frozen tuna is accounted for by
U.S. processors of canned tuna. A relatively minor amount of fresh tuna is
consumed in the U.S. market, compared with Japan, the major world market for
fresh and. frozen tuna (pp 67~ 69)

"o U.S. apparent consumption of frozen tuna declined irreqularly during
1979-85, and generally followed the trend in U.S. production of
canned tuna during’ the period.

Apparent U.S. consumption of frozen tuna declined irreqularly from
1.190 billion pounds in 1979 to 937 million pounds in 1985, or by 21 percent.
Virtually all of such consumption is accounted for hy U.S. producers of canned
tuna, and, thus, the production of canned tuna is the principal determinant of
the consumption of frozen tuna. The largest annual declines in the apparent
consumption of frozern tuna occurred betweer 1981 and 1982 (19 percent) and
1984 and 1985 (11 percent). The decline between 1981 and 1982 primarily
resulted from processing plant closures in Southern California. The decline
between 1984 and 1985 was caused mainly by the restructuring of the
canned—-tuna sector to reflect lower production levels and by U.S. processing
firms procuring a portion of the1r canned tuna supplies in foreign countries
(pp. 74-77).
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o U.S. imports of frozen tuna declined irregqularly during 1979-85 and
supplied a generally declining share of the U.S. market.

U.S. imports of frozen tuna declined 27 percent during 1979-85, from
699 million pounds in 1979 to 510 million pounds in 1985, The downturn in

- imports occurred after 1980, when imports peaked at 734 million pounds. The

decrease in imports resulted from declining consumption during the period
coupled with U.S. processors maintaining their traditional practice of
utilizing the total supply from U.S. harvesters.

The share of U.S. apparent consumption of frozen tuna supplied by imports
was at its lowest level in 1983 at 46 percent. The share decreased from
59 percent in 1979 to 54 percent in 1985. The share increased in 1984 and
1985 as the available supply from domestic sources declined, due mainly to
decreased harvesting capacity and increased exports (pp. 74-77).

o U.S. exports of frozen tuna traditionally have been minor, but
they increased substantially in 1984 and 1985 as U.S. processing
firms procured a portion of their canned tuna in Thailand.

U.S. exports of frozen tuna traditionally have been minor (about
1 percent of production) due to several factors, such as the ability of the
U.S. processing sector to utilize the entire domestic supply, and the
increasing costs of exporting. However, such exports increased substantially
in 1984 and 1985, particularly by processor-owned vessels transshipping their
catch to Thailand. This resulted from the combined effects of two events:
(1) a temporary decline in processing capacity in the U.S. industry as U.S.
firms expanded their productive capacity in Puerto Rico and American Samoa,
requiring plant closures during renovation and expansion; this decline in
capacity temporarily reduced the firms' demand for frozen tuna; and (2) an
increase in the production of canned tuna in Thailand, largely in response to
orders placed by U.S. processors seeking to supplement their domestic output
(which fell during the plant shutdowns) with imported canned tuna; the
increased Thai demand for frozen tuna as raw material was supplied largely by
U.S. vessels that normally would have supplied the U.S. plants in American
Samoa. Export levels ranged between 1.2 million and 11.8 million pounds
annually during 1979-83 before increasing to record levels of 65 million
pounds in 1984 and 71 million pounds in 1985 (pp. 123-126).

"o UJ.S. apparent consumption of canned tuna increased irreqularly during
1979--85. '

U.S. apparent consumption of canned tuna rose 13 percent during 1979--85,
from 704 million pounds in the former year to 794 million pounds in the latter
year. This increase was -irregular, as consumption declined 3 percent between
1979 and 1981, mainly the result of rising canned tuna prices and economic
conditions. However, consumption increased 16 percent between 1981 and 1985,
as canned tuna prices generally declined and as economic conditions improved
{pp. 77-79).
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o U.S. imports of canned tuna increased markedly during 1979-85 and
captured an increasing share of the U.S. market.

U.S. imports of canned tuna rose 298 percent in quantify and 221 percent
in value during 1979--85, from 54 million pounds, valued at $65 million, the
. former year to 214 million pounds, valued at $209 million, the latter year.
The share of the U.S. market held by imports, in terms of quantity, rose from
8 percent in 1979 to 27 percent in 1985. Virtually all U.S. imports of canned
tuna are packed in water as a result of tariff considerations. The increases
occurred as U.S. canned tuna production declined while the U.S. market
expanded. U.S. market entry by imports was facilitated by their price
competitiveness and by increasing demand for canned tuna packed in water
(pp.. 77-79). '

o Thailand grew substantially as a foreign supplier of canned tuna to
the U.S. market during 1979-85 and became the leading supplier in
1983. :

U.S. imports of canned tuna from Thailand rose from 5 million pounds,
valued at $5 million, in 1979, to 123 million pounds, valued at $112 million,
in 1985. This represented an increase of 2,432 percent. The. share of the
U.S. import market supplied by Thailand, in terms of quantity, rose-from
9 percent in 1979 to. 57 percent in 1985. Thailand became the leading.foreign
supplier of canned tuna to the U.S. market in 1983, when it surpassed the
historical leader, Japan. The increase in supplies of canned tuna from '
Thailand resulted from the same factors that led to the overall rise in U.S.
imports of canned tuna. In addition, U.S. tuna processing firms began
importing canned tuna produced in Thailand in 1984, . further increasing Thai
participation in the market (pp. 129-131). .

o U.S. exports of canned tuna are negligible mainly due to the size of
the U.S. market and, to a lesser degqree, to barriers in foreign
markets, mainly Western Europe.

U.S. exports of canned tuna are negligible. The U.$S. market is large
enough to absorb the entire U.S. production of canned tuna and must rely on
imports to supply a significant and increasing portion of demand (27 percent
in 1985). Also, the development of U.S. canned tuna exports may be hindered
by high tariffs in Western Europe, which is the largest market for canned tuna
after the United States. Tariffs on imported canned tuna in Western Europe
average about 24 percent ad valorem, a rate that would effectively prohibit
U.S. exports from being competitive in that market against the domestic
product and competing, low-cost producers, mainly in Asia (pp 126).

‘0 Canned tuna packed in water éaptured abcommanding share of the U.S.
canned tuna market during 197985, mainly due to a shift in consumer
preferences and to the tariff structure for imports of canned tuna.

During 1979--85, U.S. apparent consumption of canned tuna packed in water
increased 82 percent, and consumption of canned tuna packed in oil declined
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43 percent. Furthermore, the share of total canned tuna consumption accounted
for by canned tuna packed in water increased from 45 percent in 1979 to 72
percent in 1985. A change in consumer preferences contributed to the increase
in consumption of canned tuna .packed in water, as consumers increasingly
preferred lower calorie tuna packed in water. The U.S. tariff structure for
imports of canned tuna contributed to the increase in market share for canned
tuna packed in water, as duties for this type of product range between 6 and
12.5 percent ad valorem compared to 35 percent ad valorem for canned tuna
packed in o0il. Thus, virtually ‘all U.S. canned tuna imports are packed in
water. Imports accounted for the bulk of the overall increase in U.S. canned
tuna consumption during 1979-85 (pp. 77-79).

o The bulk of the U.S. market for canned tuna is accounted for by canned
tuna packed in retail-sized containers.

During 1979--85, the bulk of U.S. canned tuna consumption was accounted
for by canned tuna in retail-sized containers. This market sector maintained
its share of the total canned tuna market, ranging from 88 to 90 percent of
annual canned. tuna shipments during 1979-85. Shipments of canned tuna packed
in institutional-sized containers accounted for the remaining 10 to 12 percent
of the U.S. market. In general, canned tuna packed in retail-sized containers
is distributed through retail outlets, where it is purchased by the end
consumer. Canned tuna packed in institutional-sized containers is marketed
through institutions, restaurants, and hotels, where it is prepared for the
end consumer (p. 70). '

o Lightmeat canned tuna dominates the U.S. market as opposed to
whitemeat canned tuna.

In 1985, lightmeat canned tuna accounted for 82 percent of the U.S.
canned tuna market compared with 18 percent for whitemeat tuna. The primary
reason for the small whitemeat market share is the relative scarcity of frozen
albacore tuna supplies from which whitemeat canned tuna is produced
{pp. 70-71). '

o U.S. imports of canned tuna are concentrated in the institutional and
© private—label retail-market segments.

Competition in the U.S. market from imported canned tuna is greatest in
the institutional-market segment, where imports increased from 43 percent in
1979 to 62 percent in 1985. Competition has also increased considerably in
the private—label retail.segment, where imports increased from 2 percent in
1979 to 20 percent in 1985. Price is a major demand factor in these market
segments, and the price competitiveness of imports led to the increases in
their shares of these segments. Also, market entry is less difficult in this
segment, because brand recognition is not a factor (p. 71).
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o Domestic canned tuna production is concentrated in the advertxsed—
brand retail-market segment

Although the share'of the U.S.: canned tuna market held by U.S. production
ercded during 197985, U.S.-produced canned tuna remained strong in the
advertised-brand retail market sector during the period. The share of this
market sector accounted for by U.S. processors ranged between 94 and
98 percent during 1979-85 (although a portion of this share is accounted for
by canned tuna obtained by U.S$. processors from foreign sources). U.S.
processors have maintained their position in this market segment -because of
brand recognltlon that has been developed over a: long period of time. For

this reason, direct entry 1nto this market segment is difficult for imports
(p. 71).

“

4. Market Trade Barriers -

o The large and growing U.S. market for canned tuna has traditionally
-provided -an ample demand for U.S. production of canned tuna,
reducing'the need for U.S. exports of this product.

The U.S. market is the world's largest for canned tuna and consumes:
v1rtua11y the entire U.S. production in addition-to 40 percent of world
exports. Consequently, U.S. producers. of canned tuna have never exported more
than a nominal share of their total output. Many of the principal foreign
competitors, including Thailand,: Taiwan, and the Philippines, have a very
limited domestic market and no demand for U.S. exports of canned tuna. This
lack of demand. is the only effectlve barrler to U.S. -exports of canned tuna to
these markets : ; o o

Other significant foreign markets .for canned tuna, such as Western
turope, are -supplied largely by domestic production, in -part because of
significant tariff and nontariff barriers.  For the reasons outlined above,
such barriers have little direct effect on U.S. canned tuna producers (p. 126).

o The pr1nc1pa1 effect of - fore1gn—market trade barrlers on U.S. tuna
producers and consumers has been indirect: barriers -in other
markets influence third—party suppliers to export to the less
protected U.S..market. :

The significant impediments to exports of canned tuna to markets such as
Western Europe has indirectly affected the U.S. market by redirecting foreign
production from such protected markets to the relatively less protected U.S.
market. As a result, U.:S. imports of tuna products are higher than they might
be if there were less effective barriers to exports to the Western European
market. Industry sources 'in the United States, Thailand, and Western Europe
note that major exporting nations such as Thailand shift between markets
depending on relative net prices; these net prices are affected by tariffs and
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other costs of trade. To the extent that barriers.to trade ih non-U.S.
markets divert world trade to the U.S. market thereby reducing U.S. prices,
the impact of such barriers on U.S. producers and consumers of tuna products
is marginally different than if the barriers had a direct 1mpact on-U.S.
exports. : :

5. Leading Competitive Factors

0 U.S. tuna harvesters are losing the competitive advantage in access
to tuna resources that a modern, efficient fleet of vessels had
given them in past years. .

The migratory nature of tuna populations required U.S. harvesters to
develop efficient, large scale tuna vessels, which gave them a competitive
advantage over smaller, less modern foreign fleets. The worldwide adoption of
the purse seine technology has decreased that advantage, and foreign nations'
extension of national jurisdiction over local fishery resources (including
tuna) has limited U.S. tuna harvesters' access to traditionally important
fishing grounds. As a result, competition with foreign fleets has increased,
both for access to the world's tuna resources and for access to U.S. and
foreign markets for frozen tuna (pp. 215-221).. .

o U.S. tuna processors are technologically as efficient as their foreign
competitors, but they face a labor-cost disadvantage agalnst new
rivals in low-cost areas  such as Southeast Asia. = . . .

There is disagreement among U.S. tuna processors as to the role that
labor cost advantage plays in international competition in tuna processing.
Labor costs account for 5 to 15 percent of total production costs of canned
tuna, and hourly wage rates for cannery labor in California, the traditional
home of the U.S. industry, are as much as 25 times greater -than those in
important competing regions such as Thailand. Offsetting this, is the .
relatively low labor productivity alleged by some industry.socurces to occur in
Thai canneries. Nevertheless, most U.S. tuna processors are now located
offshore primarily in Puerto Rico and American Samoa, where the labor-cost
disadvantage is much less than in California (pp. 210-215).

o There is no clear general competitive advantage held by domestic
producers over fqreign suppliers, or vice versa, with respect to
quality factors in the U.S. tuna market,

With respect to frozen tuna, there are no general differences in quality
among the various major supplying countries, because these countries basically
harvest tuna from the same general stocks on the high seas, using similar
methods and technology. Any quality differences usually result from
individual instances of deviations from accepted fishing and handling .
practices or from general qualitative differences inherent in a particular
fishing area or harvesting method. However, these differences generally
affect all frozen tuna suppliers equally.
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Quality differences between the products of major canned-tuna suppliers
to the U.S. market are also minimal. Canned tuna generally is produced using
similar methods and technology throughout the world. In addition, the raw
material used by various canned-tuna-producing countries is from the same
stocks and varies little in quality, as discussed above (pp. 229-232).

o The competitive position of U.S. suppliers vis—a-vis foreign suppliers
of tuna in the U.S. market varies by market segment.

The U.S. market for frozen tuna is composed of the albacore (marketed as
whitemeat) and tropical species (mainly vellowfin and skipjack, marketed as
light- meat) segments. U.S. producers in the albacore sector are currently at
a competitive disadvantage compared with foreign albacore fleets. The U.S.
albacore fleet consists of relatively small vessels with a limited range that
traditionally delivered its catch to southern California tuna-processing.
plants. When these plants closed, beginning in the early 1980's, the
competitive position of the U.S. albacore fleet eroded to such a point that
most of the fleet exited the fishery.

U.S. producers of frozen tropical tuna, namely the purse seine fleet,
also experienced a decline in their competitive position as a result of the
plant closures. However, since this fleet is comprised of much larger and
longer ranging vessels, the effects of the closure were not as extreme as
those on the albacore fleet. But, generally declining world frozen tuna
prices worsened the competitive position of the U.S. purse seine fleet,
particularly since 1982, as increased costs associated with longer distances
between tuna-fishing grounds and U.S.. processing facilities caused by resource
conditions and processing-facility closures were not countered by higher
prices., The effect of falling prices, per se, did not affect the albacore
fleet to the same degree, inasmuch as albacore is relatively scarce and is
higher in price than tropical tuna.

The ability of U.S. .canned tuna processors to compete in the U.S. market
generally varies by market segments in terms of type of pack. As competition
from imports during 1979-85 was most intense in the institutional and private—
label retail-market segments, the market share of U.S. processors declined the
most in these segments. U.S. processors are strongest in the market segment
for canned tuna packed in oil, in which there is a 35-percent ad valorem duty
on imports, and in the advertised-brand retail segment, in which long-term
brand support has provided an advantage (pp. 232-236).

o U.S. tuna producers generally hold a competitive advantage over
' foreign suppliers in terms of transporting tuna to the U.S. market,
but.this advantage eroded during 1979-85.

1J.S. tuna harvesters historically have held an advantage over foreign
suppliers with respect to transporting frozen tuna to U.S. processing plants.
This was due mainly to the fact that the bulk of U.S. processing capacity was
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located in U.S. ports, where foreign fishing ve¥gels are not permitted, by
law, to unload. 1In addition, a large part of the U.S. processing capacity in
the past was located in southern California, relatively near major tuna-fishing
grounds in the eastern tropical Pacific, where U.S. vessels traditionally
harvested the bulk of their tuna. Foreign tuna vessels were forced to
transship most of their supplies to U.S. markets via refrigerated cargo
vessels, which involves considerable costs (in some instances, more than
one—quarter the price of frozen tuna) that usually are borne by the seller.
This situation has changed with the closure of the bulk of U.S. processing
capacity in southern California. Currently; this capacity is proportionally
higher in American Samca, where foreign tuna vessels can deliver their frozen
tuna directly to U.S. processing plants. Also, regarding the major U.S.
tuna-processing area of Puerto Rico, although U.S. tuna vessels still maintain
an advantage over foreign competitors in terms of transportation because
direct delivery by foreign vessels is prohibited.in Puerto Rico, U.S. vessels
now face generally increased distances to deliver their catch, thus incurring
an increase in costs (mainly fuel) as well as in lost fishing time.

U.S. canned tuna producers also hold a competitive advantage vis—a—vis
foreign competitors in the U.S. market because of the relative proximity of
the market. However, transportation is a smaller share of price for canned
tuna than for. frozen tuna (about 1 to 3 .percent for domestic suppliers, and 5
to 8 percent for foreign suppliers). This advantage varies somewhat
geographically and is greatest for the east coast region, which is supplied by
domestic producers—mainly production facilities in Puerto Rico. The closure
of production facilities in southern California diminished the overall
transportation advantage enjoyed by U.S. processors in the U.S. market
(pp. 236-239). -

6. U.S.-Mexico Tuna Trade'

o The Mexican tuna industry expanded substantially'during 1979-85,
particularly in harvesting. :

During 1979-85, the capacity of the Mexican tuna fleet increased
248 percent, and Mexican production of frozen tuna rose an estimated
184 percent, from 73 million pounds in 1979 to an estimated 207 million pounds
in 1985. Mexican canned tuna production capacity rose 42 percent between 1980
and 1984, and canned tuna production rose 52 percent, from 32 million pounds
in 1979 to 49 million pounds in 1985. The expansion of the tuna industry
resulted in large part from the Mexican Goverment's commitment to develop its
fishery resources and to develop export-oriented industries (pp. 172-205).

o The expansion of the Mexican tuna industry occurred during a period in
which detrimental conditions developed for exports.

Major developments occurred during 1979--85 that were detrimental to
Mexican tuna product exports. First and foremost of these developments was
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the embargo by the United States:on imports of Mexican-tuna products. The
embargo was imposed when the Mexican industry had- begun a significant
expansion that had -been planneéd primarily to increase exports to the United
States. Second, world supplies of tuna increased substantially, thus
d@pre531ng prices in alternative export markets. Third, product1on'costs
“increased substantially in Mexico caused mainly by & combination of high
inflation and interest rates, currency devaluations, and Government decontrol
of prices of inputs such as petroleum. Finally, competition increased from
relatively low-cost producers in countries such as Thailand. The combination
of these developments significantly decreased the competitiveness of Mexico in
the world tuna market (pp. 172-205).

0 Mexican exports of tuna products consist almost entirely of frozen
tuna.

Virtually all of Mexican tuna exports consist of frozen tuna. During
1983-85, such exports increased 140 percent from approximately 33 million
pounds in 1983 to 79 million pounds in 1985. This increase reflected both the
expansion of the Mexican tuna fleet and the resulting increased tuna catch, as
well as the inability of Mexico to export canned tuna. Canned tuna exports
totaled about 433,000 pounds in 1983, with no exports in 1984 or 1985. The
primary reasons for the lack of Mexican canned tuna exports have been market
barriers (U.S. embarge, high European tariffs) and reportedly inferior quality
{pp 172-205).

o Involvement in the tuna ind&stry by the Mexican Government is
extensive.

The Mexican Government is heavily involved in the tuma industry. The
Government has an ownership position in both the harvesting and processing
sectors through Productos Pesqueros Mexicanos (PPM), a Government— controlled
corporation. In 1984, PPM accounted for 18 percent of the production of
frozen tuna and 65 percent of the production of canned tuna in Mexico. The
Government also provides finmancial assistance to private tuna operations,
mainly in the form of low interest operating and capital loans, loan
guarantees, and sale of diesel fuel at below-market prices (pp. 198-204).

o Mexico has the capacity to significantly increase its production of
both frozen and canned tuna.

Although the Mexican tuna industry expanded substantially during 1979-85,
it has a significant amount of idle capacity, both in the harvesting and
processing sectors. According to estimates of the National Marine Fisheries
Service, as of December 1985, 25 tuna vessels, with a carrying capacity of
19,210 short tons were inactive. The active capacity of Mexican vessels
operating in the eastern tropical Pacific in 1985 totaled 52,253 short tons.
Thus, theoretically, Mexico could increase its current frozen tuna production
by more than one quarter of the current level by activating this idle capacity.
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For canned tuna production, the capacity utilization rate was estimated
to be about 36 percent in 1984 (the latest year for which data are available),
with total capacity estimated to be 157,625 short tons of raw material
throughput. This rate is quite low, particularly compared with the U.S. rate
of about 89 percent in 1985. If the Mexican rate increased to the U.S. level,
- canned tuna production could increase approximately 145 percént (pp. 172-205).



THE U.S5. TUNA INDUSTRY
Description of Tuna Species

Tuna are marine fishes that are found in waters throughout the world,
principally in tropical and temperate waters. Tuna are members of the
Scombridae family of fishes and are related to mackerels, bonitos, and
billfish, among others. According to regulations promulgated by the U.S. Food
“and Drug Administration (FDA), only certain species may be used for the
production of the product known as canned tuna (21 CFR 161.190).  The
following tabulation shows the FDA list of approved species (both common and
scientific names) and the current names generally used for each species:

FDA reference Current reference 1/

Common name Scientific name Common name Scientific name
Bluefin Thunnus thynnus Northern bluefin Thunnus thynnus
Southern bluefin Thunnus maccoyii Southern bluefin Thunnus maccoyii
Oriental Thunnus orientalis Northern bluefin Thunnus thynnus
Albacore Thunnus germo . Albacore Thunnus alalunga
Blackfin Thunnus atlanticus Blackfin Thunnus atlanticus
Big-eyed Parathunnus mebachi Bigeye , Thurinus obesus
Yellowfin Neothunnus macropterus Yellowfin Thunnus albacares
Northern bluefin Neothunnus rarus - - Longtail ' Thunnus tonggqol
skipjack Katsuwonus pelamis: Skipjack Katsuwonus pelamis
Little tunny Euthynnus alleteratus Little tunny futhynnus alletteratus
Little tunny Euthynnus lineatus Black skipjack Euthynnus lineatus
Kawak awa futhynnus yaito Kawak awa’ . Euthynnus affinis

1/ FAO Species Catalogue, Vol. 2, Scombrids of the World.

As is apparent from the above tabulation, there is some divergence among
taxonomists as to the convention of naming the various species of tuna. There
are some f