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Preface

On December 1, 1986, at the request of the Committee on Finance of the
U.S. Senate 1/ and in accordance with section 332(g) of the Tariff Act of 1930
(19 U.S.C. 1332(g)), the U.S. International Trade Commission instituted
investigation No. 332-240, U.S. Global Competitiveness: Oilseeds and Oilseed
Products Industry. The Commission was asked to provide information on, and
analyze, measures of the current competitiveness of the U.S. industry in
domestic and foreign markets; the.competitive strengths of U.S. and major
foreign competitors in these markets; the nature of the main competitive
problems facing the U.S. industry; the sources of these problems and to what
extent they are transitory or reversible situations as opposed to fundamental
or structural problems; and the competitive strategies of U.S. and foreign
industries and the importance of global markets to future competitiveness.
The Committee selected the oilseeds and oilseed products industry for analysis
" "because of its status as our second largest agricultural industry and export,
and its importance in a wide variety of commercial uses." 2/

Notice of the investigation was given by posting copies of the notice of
investigation at the Office of the Secretary, U.S. International Trade
Commission, Washington, D.C., and by publishing the notice in the Federal
Register (51 F.R. 46947, Dec. 29, 1986). 3/

The Commission held a public hearing on this investigation as well as the
five others in this series (investigation Nos. 332-229 through 332-233) at the
U.S. International Trade Commission Building in Washington, D.C., on February
24, 1987. The National Soybean Processors Association testified at the
hearing. 4/ The American Soybean Association submitted a written statement.

In the course of this investigation the Commission collected data and
information from questionnaires sent to the 9 largest U.S. soybean processors.
In addition, information was gathered from various public and private sources,
industry meetings, foreign fieldwork in Argentina, Brazil, and Malaysia, and
public data gathered in other Commission studies and from other sources.

1/ The request from the Committee on Finance is reproduced in App. A.

2/ The specific request for a study on oilseeds and products from the Committee
on Finance is reproduced in App. B.

3/ A copy of the Commission's Notice of Investigation is reproduced in App. C.
4/ A list of witnesses appearing at the public hearing is shown in App. D.
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" 'EXECUTIVE 'SUMMARY .

011seeds (part1cularly soybeans) are :the second most 1mportant field crop
grown in the United States. In 1986. soybeans were'raised on about 460, 000 -
U.S. farms, with a farm value of nearly $10 billion. Industrial processing of
soybeans and other oilseeds into vegetable oil and oilseed meal, and from there
into various consumer products, is‘also important:to the U.S. economy, with
1986 shipments of o0il and meal valued at about $22 billion, and with total
employment in the entire fats and oils 1ndustry of 34, 000 persons In 1986, .
U.S. exports of oilseeds and oilseed products totaled: $6 3 billion, about
20 percent of total U.S. agricultural exports and 3 percent:.of all U.S.
merchandise exports. The downstream impact of the 1ndustry'on U.s. consumers
. is also important: vegetable oil is a primary ingredient .in such . 1mportant
food products as margarine, cook1ng and . salad oils, “and baklng and frying
fats; and oilseed meal, which is used in animal feed, is a’'major source of
nutrients for poultry, hogs, cattle, and other livestock. Table A presents an
industry and market proflle for 1982 86. : : .- .

The U.S. o1lseeds and 0118eed products industry is.an 1mportant case(study
of U.S. competitiveness not only because of its 1mportance in U.S. agriculture
and U.S. trade. In addition to its size, the-industry has important structural
characteristics that may give insight into factors affectlng the competitive-
ness of many U.S. industries. Such structural characteristics include a high
degree of concentration, especially by conglomerate firms:; the.importance of
multinational enterprises; the influence on productlonxand trade from both
domestic and foreign government policies and programs; and, the sensitivity of
U.S. exports to exchange rates .and economic conditions. in foreign markets.
Moreover, the U.S. industry 'is. facing aggressive new competltlon from producers
and exporters abroad that are expanding with the aid of government support
low costs of labor and’ other 1nputs, and’ technology transferred from u.s.
sources, 1nc1ud1ng the U:s. Government : :

»

The pr1nc1pa1 f1nd1ngs of thrs’1nvestigation are as‘follovs:

1. World markets for oilseeds and oilseed products
.0 World markets for 01lseeds and oilseed products have grown v

s1gn1f1cantly in recent;years 7 . . -
i .\;:‘ - . s " .

Worldwide consumption of oilseed products has increased significantly in
the last several years in response to rising consumption of meat- and
vegetable-oil-based food, products.‘ Apparent consumption of ollseed meal grew
rapidly between 1980 and 1986 .in..responseé to growing -demand- for and production
of meat products, peaking at nearly 100 million metric¢ tons 1n 1986.  Worldwide
apparent consumption of - vegetable oil‘followed a similar rising trend between -
1980 and 1986 Vegetable oil; consumptlon peaked ‘at nearly 47 million metric.
tons in 1986, up-from'the 36 million metric tons consumed in 1980. Globally,
vegetable oil consumptlon is more w1despread than meal,- w1th 51gn1f1cant
growing markets -in develop1ng countrles S
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Table A :

Profile of U.S. oilsccd industry and market, 1982-86
fbsolute Percentage
change, 1986 change, 1984

Item 1982 1983 1984 1988 1986 from 1982 from 1982

Net sales (million dollars):
farm sales of soybeans.......... eeeeceeee. 12,800 12,800 10,800 10,600 9,600 (2,800) (23)
Shipments of soybean processors............ - 8,600 9,060 10,000 10,800 13,300 2,700 n
Shipments of fats and oils industry........ 16,800 17,100 19,600 21,000 21,900 5,100 30

. Profits (soybean processors):
Gross profits (crushing margin) per
bushel crushed (in cents per bushel) 1/.. 2 z ” 35 2 4 14
Net profits of 9-leading
. processors (million dollars)............. . 63 29 » u ) 10 16
Ratio of net profits of 9-leading ‘
processors to net sales (percent)........ .9 4 A 1.4 .9 0 0
Capital expenditures (9-leading
soybean processors): -
Total (million dollars).......cccevvevnsee 61 52 53 [ 14 b3 .n 18
Ratio of domestic capital
expenditures to net sales (percent)....... .9 8 7 7% S | 0 [}
" Soybean farms (thousands) 2/......c..cenuenes 811 498 485 472 -~ 40 (51) (10)
. Soybean harvested acresge (million acres).... [1) (%] [ [*] 59 (10) (19)

Soybean mills: : .

Actual number 2/........c0icuveninecenannns 80 76 74 n (¢4] (¢))
Crushing capacity 2/ (millien bushels . :

POr YOAM). ... iviireriiiatiiiicecrnasiees 1,550 1,550 1,550 1,5%0 1,550 0 0
Capacity utilization (percent) /.......... 71 [+ % (1] ] 4 -

Industrial employment:

" Total employees engaged in production of— )

- Soybean meal and oil (1,000) 2/.......... ? [ [ ] [ ] 8 (1) 1)
All fats and oils (d0).........ccovenenes » » 3 35 » “(5) (13)
" ‘Production and related workers
engaged in the production of —
Soybean meal and oid (d0) &/......coevves - é ¢ 6. ] s 1) (17)
.. A1l fats and oils products (do).......... 29 23 44 26 5 (8) (18)

Production: ' : '

' - Soyheans harvested (million bushels)....... 2,190 1,636 1,861 2,09 2,007 (183) (8)
Soybean o0il (million pounds) 1/............ 12,040 10,872 11,88 11,617 12,703 663 6
Soybean meal (1,000 tons) I/............... 26,714 22,75 28,529 24,951 27,553 e 3

Exports: .

Soybeans (million pounds).........vev.cc0e. 56,163 50,054 42,955 38,640 47,053 (9,110) (16)
Soybeans (million dollars).........cccoe0ee 6,218 5,913 5,419 3,889 4,316 (1,902) (1)
Soybean meal (1,000 shoet tons)............ 6,047 7,152 4,97 5,198 6,568 (2719) (a)
Soybean meal (willion dollars).. censses 1,811 1,527 1,017 (.74 1,224 (187) 13)
Soytiean oil (willion pounds).... tereeee 2,087 3,72 2,2 1,29 1,1% (867) (42)
Soybean oil (million dollars).............. . 486 424 %2 0 A 2353 (233) '(48)
Subtotal of soybeans and products
(nillion dollars).........ccceeneeaeee. 8,118 7,864 7,100 5,191 5,79 (2,322) (29)
Total of all oilseeds and products )
(million dollars)........ceovvennnnnee. 9,015 8,578 8,258 5,826 6,335 (2,680) (30)

Iwports: ’

Vegetable oils (million pounds):........... 1,558 1,802 1,617 2,108 2,568 1,013 5
Yegetable oils (million dollars)........... 3% 2 672 630 w7 101 26

* Total of all oilsecds and products
(uillion dollars)....... sevicessesnaten 456 559 764 722 554 % 21

fpparent consumption: o ' R
Soybean crush (million bushels) 1/...... 1,108 ” 1,030 1,053 1,165 57 s
food fats and oils (williom pounds) }/.. 12,500 12,500 13,600 14,000 14,000 1,500 12
Protein weal (million toms) 1/........ .o 22,100 19,800 22,700 22,000 22,200 100 v

Trade balance: . . !

Oilseeds (million dollars).......... veun 6,598 6,082 5,98 4,022 4,808 (2,1%0) (33)
Yeqgetable oils (million dellare)........ 524 b -] $90 200 150 (I78) Nn)
Protein weal (million dollars).......... 1,436 1,550 1,01 873 1,224 (212) (15)

Total (willion dollars).............. . 8,559 8,015 7,49 5,10% 5,701 2,778 (32)

Inports to consumption ratio:

Oilsecds (percent)........... e . ¥y ¥y 74 ¥y V ¥y -
Protein meal (wrcgnt) .................. 1 1 2 2 2 ¥ -
fooy fats and oils (percent)............ 12 14 12 15 10 [ -

1/ Crop year basis, beqinninng in October of the year shown; dats

Depariment of Aqgriculture in Auqust 1987,

for 1986767 are preliminary estimatecs of the U.S.

2/ Estimated by staff of the U.S. International Trade Cosmussion.

3/ Less than 0.5 percent.



The major factors driving increased worldwide demand for oilseeds and
oilseed products are real income levels and. population growth. - Rising per
capita incomes around the world ‘have stxmulated consumer’ demand for meat and:
other food products such as margarine and cooking oil, whxch 1n turn has
boosted the demand for oilseed meal and vegetable oils. ~

': o Soybean products have decl1ned in 1mportance in world markets for

-olilseed products

- World consumptlon of . soybean meal 1ncreased at an annual rate of . -
0. 8 percent between 1980 and 1986, while. overall’ ozlseed meal consumptlon
¢ increased by 2.5 percent annually.  As a result, the share of world oilseed
' meal consumption accounted for by soybean meal fell from 68 to 62 percent
during -this period. At. the same time, world consumption of soybean oil grew

* by 1.4 percent per year, compared with an annual growth rate of 4.5 percent

. for all vegetable oils. Consequently, the share of world oil consumpt1on

~ ‘accounted for by soybean oil fell from 34 percent in 1980 to 29 percent in
_1986 . , ,

_ Soybeans. soybean meal. and soybean o1l all lost market share in world
export trade. Between 1980 and 1986, world exports of soybeans declzned by
10 percent and their share of world oilseed exports fell from 82 to 76
percent. World soybean meal exports increased by 21 ‘percent. during this
period, but their share of world exports of oilseed meals declined from 81 to
74 percent. A decline in world soybean oil exports’ of 11 percent ‘during
;. 1980-86. contributed to .its loss of export market share for vegetable oil,

N droppxng from' 31 percent to 21 percent

o Future demand for oilseeds and 01lseed Eroducts is llkelx to grow, the
. ;- growth rate in vegetable oil demand w1ll probably sugpass that in meal

ademand

As~the uorld's populatlon becomes not only more affluent but larger. food
demand increases. The world's populat1on has grown 51gn1f1cantly in recent
years, espec:.ally in developing economies, continuing a historic trend. As a
.result, income and consumption growth rates in developing countries currently
. .exceed those in- developed countries and will probably continue to do so.
‘Vegetable oil .demand is relatively h1gh in developlng countrles, where it:is a
supplement to .other food staples as incomes rise; meal demand is strong 1n
developed countries where meat. demand is ‘high, Thus, 0il demand is lxkely to
.~ .continue to grow faster than.meal demand, which has implications for oilseed
- markets. Historically, oxlseed markets have been fueled by meal demand and
vegetable o0il demand has had a secondary effect on such markets The ’
relatively high growth of oil demand will benefit U. s. soybean producers less
than European rapeseed and sunflowerseed producers, ‘because soybeans have a
proportionately smaller oil content and:a higher. meal content than either
‘. rapeseed or sunflowerseed Most affected will be palm 0il producers such as
Malaysia, for which-oil markets are- paramount and meal markets are
1nconsequent1al
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2. World suppliers of'dilseeds and oilseed products

. 0 The United States is the. world‘s largest producer agd eggo~ter‘of”
oilseeds and oilseed products. Other important suppliers include
Brazil, Argentina, the European Community, and Malaysia. ‘

The United States has long been the largest oilseed producer and exporter,
concentrating its production and trade in soybeans. U.S. exports of oilseeds
(principally soybeans) accounted for 74 percent of world trade in oilseeds in
1986. Other important suppliers of soybeans are Brazil (4 percent of world
trade) and Argentina (11 percent).  Most exports from Brazil and /Argentina are
in the form of processed soybean products, particularly soybean meal. In
1986, Brazil supplied 39 percent of world trade in oilseed meals, the United
States supplied 31 percent, and Argentina, 22 percent. The European Community
(EC) is another important oilseed producer, but concentrates its productxon on
rapeseed and sunflowerseed, not on soybeans . The EC .is also a major oilseed
product consumer and the major importer of oxlseeds and oilseed meals, but
accounts for a small share of world exports in such products, An 1mportant
producer and exporter is Halaysxa, which dominates world output and trade in
‘palm oil, a major competitor for vegetable oils made from soybeans and other
‘oilseeds. . Malaysian palm oil exports accounted for 45 percent. of uorld
vegetable 011 trade in 1986 :

3. nU.S 1ndustry prof1le

) The U S. o1lsged product 1ndustrx 1ncludes AG0,000 soybgan farmers in
nearly 30 Statgs, and 13 firms operating over 70 soybean processing

Because soybeans are the princlpal 01lseed produced in the United States,
accounting for nearly 90 percent of U.S. oilseed production, the Commission
‘focused its-investigation on soybean farmers angd Processors. Other U.S.-
produced oilseeds, such as. peanuts and cottonseed are not exgmined in detail
wAn thls 1nvestxgatlon :

" The soybean ‘farm. sector con81sts of several hundred thousand farmers each
-producing soybeans and, typ1cally, a varlety of other crops such as wheat and
corn.- Soybean production takes place in nearly 30 States, mostly in the Great
Lakes- reglon and the Northern Plains, .with additional production in the
"Mississippi delta and southeastern United States. All.soybean farmers are
“small in relation to the U.S. market, but many. farms have joined cooperatives
to market their soybeans more effectively. Cooperatives in some States also
own and operate processing plants and directly export both unprocessed
-soybeans and soybean meal and 011 : . .

Soybean proce351ng is- undertaken by 13 fxrms operating over 70 plants
U.S. soybean proce581ng plants are among the most modern and eff1c1ent in the -
world. It is a capital-intensive process, utilizing large machines and
requiring large quantities of input (in turn requiring rail or other bulk-
transport facllltles) to keep plants operating efficiently. The principal
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variable cost (otner than soybeans) is energy; labor is-not a significant
expense. Processors operate on small gross margins; soybeans are typically
90 percent or more of the ex-plant value'of'the processed meal and oil.

o Several U.S. processors are vertically 1ntegrated upstream into soybean
farming and dpwnstream into processed consumer products. Most are also
diversified into a variety of agricultural products. %3

Several processors are directly involved in soybean farming or have
invested in joint ventures with farm cooperatives. . This ensures supplies of
soybeans in tight markets and in some cases allows processors to share in the
exporting of soybeans overseas, including to U.S.-owned processing plants
abroad. ‘Some large firms also produce and market livestock feed and pet food
- produced from soybean meal and further process margarine and other consumer
food products from soybean oil. Most such products are marketed either to
institutions or to other food companies for the latter's brands; few soybean
processors package consumer products under thelr own brand labels

Most soybean'processors are highly diversified agricultural concerns. :
Some of the world's largest agricultural conglomerates are involved in U.S.
soybean processing, including (in alphabetical order) Archer Daniels Midland,
Bunge, Cargill, and Continental Grain. Internationally, other firms enter the
soybean-processing picture, most importantly the Europe-based Unilever, which
also markets food products in the United States through its Lever Brothers .
subsidiary. Few soybean-processing firms view their soybean operations as
pivotal to their existence; many entered the business after developing in size
and experlence in processing and marketing other commodities. :

o The larger U.S. soybean processors are also multinational enterprises
operating oilseed processing and marketlng facilities in several EC and

South Amerlcan countrles

A central characteristic of the structure of the U.S. soybean-processing
 industry is the dominant position of multinational firms, including the above-
mentioned conglomerates. ‘These firms play important roles in foreign oilseed

processing and marketing; indeed, by some reports, the influence these firms
have over U.S. processing and trade is surpassed by their influence over world
trade, since they have easy access “to international transporation and marketing
channels and, through their: diversification and overseas operations, to vital
market information that smaller domestic rivals are unable to obtain.

4. U.S. market

o U.S. markets for soybeans and soybean products have undergone a varlety
of changes 1n recent years.

The rapid growth of foreign markets has increased the importance of
exports in U.S. shipments and reduced the influence U.S. firms have over
prices. Following several years of -strong markets ‘and rising prices prior to
1981, export markets in the 1980's have softened as foreign production and -
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trade has expanded. Faced with declining prices, the U.S. Department of ,
Agriculture (USDA) has drawn soybean supplies out of the market to prop up U.S.
prices; this has served to maintain farm incomes, but it has also raised
soybean costs for soybean crushers and exporters faced with declining prices in
export markets. As a result, many U.S. plants are operating at reduced
capacity or not at all, and U.S.-based processors are expanding their foreign
-investments in an attempt to escape relatively high U.S. soybean prices as well
as circumvent foreign trade barriers. Despite declining U.S. soybean prices
since 1983, the share of world markets held by the U.S. industry has declined.

o Following rapid increases in the 1970's, U.S. prices for soybeans,
soybean meal, and soybean o0il have declined during the 1980's.

_ Average annual soybean prices (undeflated) at the farm level rose rapidly
during the early and mid-1970's from under $3.00 per bushel to nearly $7.00 per
bushel. Prices continued to rise, but more slowly, in the late 1970's, reach-
ing highs in 1979 of $7.57 per bushel and in 1983 of $7.81 per bushel. Prices
dropped sharply after 1983; by 1986, the average price was $4.80 per bushel,
and the forecast average price for 1987 is $4.85 per bushel, less than two-
thirds the record 1983 level.

, Average annual prices for soybean meal and oil have followed a similar
trend, rising rapidly in the 1970's to peaks in 1980 for meal and 1983 for
0il. Since those peak years, average prlces fell by 27 percent for meal and
by 50 percent for 011 in 1986.

5. Levels and trends in U.S. trade

" o Exports are an important market for U.S. soybean producers and
. Processors.

Over the past decade, approximately 40 percent of the U.S. soybean crop
has been exported as beans, while soybean processors have exported about
26 percent of their soybean meal and 17 percent of their soybean oil. When
these quantities of meal and oil exports are converted into soybean-equivalent
measures, the share of the U.S. soybean crop sold abroad increases to approx-
~imately 55 percent. U.S. exports of soybeans, soybean meal, and soybean oil
compete in world markets with a large number of other oilseeds, meals, and
fats and oils from other countries, largely on the basis of price, although
real or perceived qualitative differences are sometimes important factors.

There have been few or no U.S. imports of soybean products in most years.
However, U.S. imports of a significant competing product, palm oil, rose from
between 1.7 and 3.5 percent of the total U.S. vegetable 011 supply between 1978
and 1985, to 4.3 percent in 1986.

o U.S. exports of soybeans, soybean meal, and soybean o0il have declined
from their 1979-81 record levels.

U.S. soybean exports climbed from a range of 200 to 300 million bushels
per year in the 1960's to a record 929 million bushels in 1981. However, such
exports plummeted shortly thereafter to 598 million bushels in 1984, recovering
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partlally by, 1987 to'a forecast 650 million bushels, or 70 percent of the 1981
peak. As a share. of productlon, U.s. exports increased from a range of 35 to
40 percent durlng the 1970's to 47 percent in 1981, and then dropped to 34 per— -
cent in.1987. . v

Exports of soybean meal followed a trend 51m118r to that of exports of
soybeans, rising from 2 to 4 million short tons in the 1960's to a record
7.9 million short tons in 1979. Since then, exports have fallen to as low as
4.9 million.short tons in 1984 and are forecast at 6.7 million short tons in
1987, or 85 percent of the 1979 peak As a share of product1on. meal exports
rose from 25 to 27 percent during most of the 1970's to a- peak of 29 percent
in 1979. By 1984, this share had fallen to 20 percent. and in 1987 is forecast
at 24 percent . .

) Soybean oil exports have been even more volatlle than meal exports in
recent years 0il exports 1ncreased from around 1 billion pounds in the mid-
1970's to a record 2.7 billion pounds in 1979 but ‘dropped sharply during ,the
next. 7. years to 1.1 billion pounds in 1986. ' Such exports are forecast to-
.recover in 1987. to 1.5 billion pounds. Just over half the 1979 peak. The share

. of oil productlon destined for. export peaked at 22 percent in 1979, fell to

9 percent by 1986. and is expected to rise to 12 percent in 1987. Exports of
soybean oil to less-developed countries, particulacly those burdened with

- external debt, have declined sharply, down by 64 percent between 1980-81 and
1985-86, a decline that accounted for about .one-seventh of the overall decline
in such exports.. .

6. Leadingrcompetitive factors

o Ollseeds and 01lseed products are homogeneous commoditles, and price is
the principal com principal- competitive factor in domestic and world trade. The

JOth—product nature of meal and . 011 product1on can create complex'
prlce relatlonshlps o )

. The homogeneous nature of o1lseeds and the hxgh substltutabllxty between
d1fferent oilseed types make their markets highly price-competitive. Within
countries, there are no. appreciable differences in the quality of soybeans
produced by different farmers, and between countries (e.g., the United States
versus Argent1na) weather- or 5011—1mparted qualxty differences are effectively
d1scounted by prices in international markets. For different oilseeds (e.g.,
soybeans versus sunflowerseed), their meal or oil is highly substitutable in

" most meal or oil uses, and S0 the1r pr1nc1pa1 competitive difference lies in
jvrelatlve meal/oil content. For given meal and oil pr1ces (and differences in
' proce581ng costs), such meal/o1l content differences are reflected in differ-
ences in market prices for the oilseeds themselves These price differences
are generally constant; therefore. a change in soybean prices will cause a

. corresponding - change in sunflowerseed or’ other oilseed prlces. and vice versa.
~ As-a result, U.S. soybean exporters face direct competltxon ‘not simply from
other world soybean exporters but from world exporters of many substitutable
o1lseeds as well.



The same high degree of price competitiveness is true for world trade in
oilseed meal and oil, which are also homogeneous products. The price relation-
shlps between meal and oil of different oilseeds are generally less. complex
than for oilseeds themselves because of the single-product nature of these
commodities; meal demand is unaffected by demand for vegetable oil, and vice
versa. However, supply-side market fluctuations can be complex, such as when
rising oil prices induce increased supply of oil and of 1ts joint product,
meal, which would in turn tend to depress. meal prlces

o. Favorablg transportatlon costs and 1nfr structure development increase
the global comgetltlveness of the U.S. indust gx

, The Unlted States has an advantage over 1ts maJor soybean rlvals. Braz11
and Argentina, in the cost of shipping soybeans to major markets in Europe and
Japan. For example, the freight cost for U.S. soybeans shipped to Rotterdam
in 1986 was $12.62 per metric ton, compared with $16.50 for Brazil and $18.50
for Argentina. .The U.S. advantage in transportation cost can be explained by
the shorter ocean distances between these importing areas and U.S. ports, by,

. depressed barge rates on the ‘Mississippi vaer, and by the higher transport-
ation costs that Argentina and Brazil incur in. getting soybeans from the farm
gate to the port the result mainly of the lack of a low-cost inland transport-
ation system 1n these countries. In contrast, U.S. soybeans can be sh;pped
from any major. produ01ng State to port by truck, barge, or train.

' However, althougb the Unlted States maintalns a transportation cost
advantage over Brazil and Argentina, the f.o.b. cost of soybeans in the United
States is higher because the fixed costs of soybean production are higher in
the United States than in either Brazil or Argentina. The f.o.b. cost of U.S.
soybeans in 1986 was about $268 per metric ton, compared with $242 in Brazil

- and $185 in Argentina. Thus, the U.S. transportation cost advantage is more

than offset by its flxed cost dxsadvantage

o Government 1ntervent10n in the United States and_in other g__ntr1es
has contr1buted to_the decl1ne in U.S. shares of world markets.

" The USDA operates awloan-support program;for soybean farmers, triggered
by domestic prices falling below an annually adjusted price floor. A major
purpose of this program is to stabilize and. support U.S. soybean prices by
inducing farmers to -default on the loan and surrender their crop.to USDA
inventory when prices reach the price: floor, thus forcing a withdrawal by the
USDA of -soybeans from .the market. . Only occasionally necessary in the past
‘because of strong markets, the program has become important in recent- years as
-export prices have fallen. However, by supporting U.S. soybean prices, the
loan-support program has caused U.S. exports of soybeans to be less competitive
with less-regulated foreign supplies. .In addition, it keeps U.S. processors’
soybean costs artificially high, preventing them from competing as effectively
in world meal and oil markets. .As a result, U.S. shares of world export
markets for soybeans and soybean products have declined in recent years.

Forelgn government practices also adversely affect U.S. exports _An
important example is the EC Common Agricultural Policy, which has boosted
domestic oilseed output in this important U.S. export market, causing a decline



in EC demand for oilseed imports. The program keeps imported oilseeds from -
being price competitive with local supplies, and by encouraging the growth of
the local proce551ng sector, also reduces the EC demand for imported meal and

oil. - : . e

0 Global economic conditions and trends in exchange rates contr1bute to
declining U.S. export performance.

The worldwide recession of the early 1980's and the foreign-debt crisis.
suffered by many developing countries have slowed demand for U.S. exports of
oilseed products in several important markets. Demand in developing countries
depends on rising incomes;. the combination of recession, foreign debt, and a
strong U.S. dollar prior to 1985 dampened such demand, and, in some cases,

" encouraged foreign production to reduce dependence on U.S. exports.

Developing country debt problems have persisted to the point that they -
are now a medium- to long-term phenomenon. Contiuned slow growth of the world
economy precludes easy opportunities to work off debt, so that, absent other
breakthroughs in easing their debt burden, incentives remain high for such
soybean competitors as Argentina  and Brazil to continue government programs to
enhance and expand exports of .oilseeds and their products.

While recent deprec1at10n of the dollar may beneflt some sectors of the
U.S. economy, that prospect is not so clear for oilseeds. Because major
export producers include developing countries with debt problems, their
currencies have continued to depreciate against the dollar through mid-1987.
Most growth in demand for oil is in developing countries which are expanding
their own sources, protecting their markets, and permitting little if any
appreciation against the dollar. .Thus two of what might be considered
transitory aspects of the present outlook appear unlikely to reverse patterns
and will probably continue to adversely affect U.Ss. producers and exporters of
oilseeds and oilseed products.

7. Outlook for 1988 and beyond

o The U.S. industry has built up several competitive strengths in inter-
national trade that will continue to be important in the future.

-The competitive strengths of the U.S. industry include high crop yields
and soil productivity, efficient transportation systems and other
infrastructure, and sophisticated marketing abilities, both domestic and
global. These strengths are largely the result of industry efforts, the
success of which has come about in part from experience in the production,
processing, and marketing of other agricultural products. Also significant,
particularly for crop yields, is government-sponsored research and
development, especially that of the USDA.
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o Despite these competitive strengths, the U.S. industry faces numerous
external impediments to international growth.

‘Such impediments include barriers to foreign markets, foreign and
domestic government policies and programs, slow and irregular world economic
growth, debt problems in developing countries, and fluctuating exchange rates,
and--most important--the technological capability for significant expansion of
. soybean and palm oil production in several competing countries, expansion that
only needs. the right global market conditions to come on line and further erode
U.S. market shares. These impediments, unlike the competitive strengths, are
largely outside the industry's control. Some, like market barriers, have been
dealt with by multinational expansion, particularly the acquisition by U.S.
oilseed crushers of processing facilities located within 1mportant foreign
markets.

Other impediments are medium- to long-term in nature, and may prove
difficult to counteract. One such impediment is developing-country debt,
which boosts oilseed production and export in some countries (for example,
Argentina) and reduces import demand in others (such as Venezuela). Another
is government intervention; both U.S:. and foreign government policies relating
to oilseed production and/or markets are pervasive and well-entrenched, their
importance is not likely to be reduced in the near future. Thus, they will

probably contlnue to have detrimental effects on U.S, oilseed trade in the
future. :



CHAPTER 1. INTRODUCTION

General

. This is a report on an investigation of the global competitiveness of the
U.S. oilseeds and oilseed products industry. The investigation was instituted
on December 1, 1986, at the request of the U.S. Senate Committee on Finance,.

. which requested the Commission-to undertake a series of -competitiveness studies
(of which this is one) on "the competitive strengths and viability of [the'
oilseeds and oilseed products industry], the extent and nature of competition
facing . [this industry) in foreign and domestic markets, and the extent to which
any current trade problems.result froi special situations ... or from more
fundamental competitive problems.” The Committee selected- the o1lseeds and
oilseed products industry for analysis "because of its ‘status as our second
largest agrlcultural 1ndustry and export. and 1ts 1mportance in a wide variety

- of commerclal uses. " : :

Sqobe of.thé'InVestigatiOn_[ g

Productvcoaepagg.

The oilseeds and oilseed products included here encompass a large group of
agricultural: commodities. Virtually all plant seeds contain. some vegetable
0il.  Included here are those seeds with-a high oil content from which
vegetable oil is commercially extracted. Also included are vegetable oils
extracted from oleaginous (oil bearing) fruits and other plant parts (e.g.,
palm oil). Not included are edible nuts, other than peanuts, even though they
are high 1n oil content, since their oil is typically not extracted. Also not
included is cocoa butter, the oil expressed from cocoa ‘beans and. used primarily
in the manufacture of chocolate, for which use it has no competitors. The
most commerclally important vegetable oil sources are soybeans, oil palm,
rapeseed, sunflowerseed, copra, cottonseed, peanuts, and flaxseed. Other
sources include olives, corn, castor beans, and safflowerseeds.

Most oil-bearing crops are produced specifically to obtain the oilseed or
oleaginous fruit. In other instances, the oilseed is produced as a byproduct
of the production of something else; e.g., cotton is grown to produce the fiber
and cottonseed is obtained as a byproduct, and corn o0il is produced from corn
germs obtained as byproducts in the corn wet-milling process that produces.
starch and sweeteners (high fructose corn sirup).

Oilseeds are processed into vegetable oil and meal by pressing (squeezing)
the oilseed or, more typically in modern mills, through solvent extraction of
the oil. (See fig. 1-1 for the major products and uses of an important
oilseed, the soybean, and its products, soybean meal and 0il.) Vegetable oils
.are typically refined (bleached, deodorized, and, in some cases, hydrogenated)
into cooking oils, margarine, shortening, mayonnaise, salad dressings, and
other consumer products. For many of these uses the vegetable oils compete
with each other and, for certain uses, they compete with animal fats and
oils. For example, several vegetable oils compete with each other in the
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Figurel-l.-vPrincipal uses for-soybeans, soybean medl, and soybean oil
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production of margarine, which in turn competes with butter. Similarly,
vegetable oils compete with each other in the production of cooking oils and
shortening, which in turn compete with lard. These oilseed products are an
important part of the diet of developed country populations, and in developing
countries they serve as a common "step up” from the staple grains on which '
millions depend.

Oilseed meal is an important component of animal feed, providing much of
the protein in the diets of poultry, livestock, and other animals on which
people around the world depend for meat products. Oilseed meals vary in
protein content and protein quality depending on the oilseed from which they
were processed. However, the oilseed meal from each type of oilseed has a
typical standard protein content. Oilseed meals compete with each other and

" with other protein-rich feeds (e.g., corn gluten feed, corn gluten meal, fish
meal, and tankage) principally on the basis of price per unit of protein;
however, certain oilseed meals are better suited than others for use in
feeding particular classes of livestock.

Time frame

Generally, the period covered in this study is 1979-1986. For some
purposes, data for earlier years are presented, and preliminary data for 1987,
when available, are also presented. This period was chosen because 1979-81
marked a major turning point for the U.S. oilseeds and oilseed product
industry; it was the peak of decades of U.S. industry growth and gains in
world market shares, after which prices, market shares, and export volumes
began to decline. The succeeding period, through 1986, represents a reversal
of the industry's expansion, and must be examined in its entirety. However,
the industry's decline in the 1980's cannot be understood without an
examination also of the preceding growth years; thus, where appropriate,
discussion of the factors propelling the industry in the 1970's is also
included.

Background of the Investigation

World trade in oilseeds and products

World trade in oilseeds is highly complex for several reasons. First, it
is an immense trade, involving all major economies and many minor ones. World
oilseed exports in 1986 totaled an estimated $9 billion, vegetable oil exports
$7 billion, and oilseed meal exports about $4 billion. Second, virtually all
oilseed products fall into one of two product groups, oil or meal, that are
joint products; the output level of each depends on that of the other since
they are produced in fixed proportions from a common raw material, the soybean
or other oilseed. Particularly for soybeans, which are about 80 percent meal,
. meal demand is the driving force in production; hence, the world's supply of
vegetable oil depends more on meal prices than on oil prices. Third, oilseeds
and oilseed products trade is carried out by only a handful of firms—-large
multinational agricultural conglomerates, most of which operate marketing and
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processing facilities in several countries. These trading companies are with
only a few exceptions privately held, and their actions and strategies do not
yield easily to outside examination; additionally, they deal in many cases
with government trading agencies, further confounding analysis of the
_economics of oilseed trading. Fourth, the world oilseed market is politically
‘charged, focused as it is on the trading of large volumes of vital food
products. 1In the early to mid-1970's, and again in 1980, oilseeds (and
grains) have been the subject of a number of politically and economically
motivated U.S. export trade embargoes and, by one characterization, a "great
grain robbery,” 1/ a reference to the heavy purchases by the Soviet Union of
U.S. grain and oilseeds in the early 1970's, an action which pushed up prices
of bread and other products in the United States.

Oilseeds have been cultivated and consumed in various forms for centuries,
but only in this century have world production and demand grown large enough
to justify significant world trade in oilseed products. This lag represents
the time it took to develop significant livestock industries that required
prepared feed (as opposed to pastureland) and to shift demand from animal fats
and oils to vegetable fats and oils. During this century, in fact, mostly
since World War II, these two factors have become very important in shaping
food consumption in the world generally and in the developed countries in
particular. As a result, oilseeds, especially the soybean, have grown in
stature in U.S. agriculture. Previously considered a minor forage crop,

. oilseeds now enjoy the status of being one of the two or three commercially
most important agricultural crops in the world.

The U.S.>role in world oilseed trade

The United States has long been the largest producer and exporter of
oilseeds and oilseed products. U.S. oilseed farmers and processors have
concentrated their production in soybeans, by far the world's most important
oilseed. Following a period of several decades of continually rising oilseed
demand and prices, U.S. exports of oilseeds and oilseed products peaked in
1981 at $10.2 billion, or almost 50 percent of world oilseeds and oilseed
product exports. 1In that year, such U.S. exports accounted for 24 percent of
all U.S. agricultural exports and 4 percent of all U.S. merchandise exports.

Emerging competitors

Since the peak in U.S. oilseed exports in the early 1980‘'s, oilseed
prices have declined significantly in the United States and in markets
abroad. The value of U.S. exports has likewise fallen, owing to declining
volume more than to declining prices. Meanwhile, foreign oilseed output has
increased, forcing the United States to accept a shrinking share of world
oilseed trade, down from 82 percent in 1982 to 74 percent in 1986. Once the
unchallenged dominant force in world oilseed trade, the United States now
faces new and vigorous competition from an array of traditional suppliers,

1/ James Trager, The Great Grain Robbery, New York: Ballentine Books, 1975.
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most importantly soybeans and soybean products from Brazil and Argentina-and .
palm oil from Malaysia, as well as emerging producers within the European
Community (EC) and other net importers such as India. 1In addition, trade’
barriers are being strengthened in important markets, . including the EC. -

Important issues in oilseed trade

Atypically for the U.S. agrlcultural farming and processing sectors,
there is general agreement in the industry on which domestic and international
factors are affecting world oilseed trade patterns and the U.S. role in such
trade. The major issues center on the broad category of government trade
_ practices, those of the U.S. Government as well as foreign governments. Other
significant issues include the inroads in world markets made by Southeast
Asian palm oil, assisted by production cost advantages. However, some U.S.
consumer groups view the growth of palm oil production and consumption as
potentially damaging to consumer health because of palm oil's relatively h1gh
saturated fat content. ' There are related 1ndustry concerns about consumer
awareness (or lack thereof) of dlfferences between various vegetable oils.

With respect to government trade p011c1es, the Comm1351on has examined in
this report many U:S. and foreign government pollcxes. both export-inhibiting
and export-enhancing policies, that dlrectly concern U.S. oilseed interests.
There are many reasons why agriculture is an economlc sector that is almost
. unlversally supported by industrialized-country. governments, two. of the most

. important are the generally weak market power of individual farmers, and the’
inelastic demand for and supply of many agricultural products and the
. resultlng wide price sw1ngs such products experlence. .

To counter these problems. government 1ntervent10n in the form of
prlce—support programs and import quotas or other market protection policies
is commonly used to stabilize domestic markets. However, the relatively high
domestic prices that result tend to stimulate more domestic output, and may
also attract imports into the market and/or boost the costs incurred by
exporters of the domestic products. Both results appear to have taken place
in world oilseed trade; price-support programs in the EC, for example, raise
prices in that market and attract imports, putting pressure on the EC to block
import compet1t1on, much of which comes from the United States. In the- U.S.
market, soybean price supports often raise the costs incurred by soybean
exporters and by processors and exporters of soybean o0il and meal; this glves
U.S. exporters a competitive disadvantage when competlng with foreign rlvals
that are not subject to similar home—country pr1ce supports. :

Another important government policy is preferential tax treatment; an
example is that found in Argentina, which is alleged by U.S. oilseed interests
to promote the export of Argentine soybean meal and oil at prices less than
 the market value of the soybeans from which they were processed. Such
government policies alter the composition, and possibly the total volume, of
oilseed product trade, in this case by restricting the world's export supply
of beans and increasing that of oil and meal. . The effects (real or alleged)
on U.S. competitiveness of such policies are clear: U.S. exporters of oil and
meal have difficulty competing with foreign rivals that enjoy such dlscounted
soybean costs; the 1ncreased supply of oil and meal depresses their world
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prlces. which is transferred by exporters back to soybean farmers .in the form
of lower soybean prices, or 1ncreased government soybean 1nventor1es 1f prices
fall to the loan support level A

A 51m11ar cost advantage is enjoyed by Malaysian exporters of palm oil,
although there is less clear evidence that this advantage results from
government policies rather than s1mple cost: d1fferent1als in farming and
process1ng :

'These'and other trade issues point to one main fact: the structure of
the world oilseed market is rapidly changing. New producing regions are
emerging and new products are being 1ntroduced, producers and consumers must
"~ deal with government. policies in some countries that are designed to promote
productlon and ‘exports and in others to block imports and protect domestic
producers; and, ‘trade is carried out by a complex network of multinational -
grain trad1ng companies and State trading agencies that themselves 1mpart
distortions .in uorld o1lseed trade from the economlst's ideal of "pure =
competxtlon.'

Investxgatlon Hethods

. Analyzlng the myriad technolog1ca1 geographlcal polxtxcal and economic
factors that shape world oilseed trade requires an appropriate analytical
framework in which all such factors can fit. -For this- investigation, the .
Commission has taken the approach of emphasizing the role played by 1ndustry
structure in influencing firm and 1ndustry performance (or, in an
international context, competitiveness).  Factors in an industry's structure
include industry concentration,; relative cost levels and size economies,
vertical integration; dlver51f1cation into .other product ‘lines, and government
“support or other 1nvolvement among others, Examining industry structure can
“shed 11ght on the 1mportant elements of domestic and foreign markets that have
either enhanced or diminished U S.,competltlveness : ;

 The effect 1ndustry‘structure has on compet1t1veness can be seen in an
example, such as size economies. This is' a major component of industry -
structure, because it influences fitfm size and industry concentration and, of
course, average costs of production or processing. Firm size and
,concentrat1on. in turn, affect firm behavior and the nature and degree of -
competition in the industry, which largely determ1nes the compet1tiveness of
the 1ndustry in 1nternat10nal markets

An obvious question in a study of "competitiveness™ is the definition of
. this slippery concept. 1/~ Competitiveness is not easily defined,: least of all
by a simple ratio or other single measure. Rather, it is a combination of

3

1/ For an extended d1scus51on of the def1n1t10n of competitiveness, see U.S.
International Trade Commission, "Review of Literature on Competitiveness and
Methodological Concerns.f ‘App. D of U.S. Global Competitiveness: Building-
Block Petrochemicals and Competitive Implications for Construction, ‘

Automobiles, and Other Major Consuming Industr1es (1nvestlgat1on No. 332-230),
USITC Pub 2005, Aug '1987. o o S
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measures and indicators. As the international-trade counterpart of domestic
industry performance, it includes at a minimum such domestic industry measures
as efficiency in production (that is, production at minimum average cost) -and
social equity in resource allocation (that is, pricing at marginal cost),
research and development (R&D) as a source of continued technological progress,
labor product1v1ty, and return on investment.

Extended to the global sphere, the concept of competltlveness changes
somewhat. Now, instead of an 1ndustry—w1de concept, it refers to the relatlve
performance of a nation's industry vis-a-vis foreign rivals competing in the
same world market, similar to the way a single firm may be competitive compared
with its domestic rivals. Relative-performance measures -are now included in

the definition of competitiveness: comparisons of share of world consumption
- or exports, relative input cost levels, profit rates, labor productivity, and
R&D rates, among others, with the correspondlng measures for rival producers.
Not all these measures can be quantified, mainly because sufficient data do-
not exist, particularly for foreign industries. To the extent possible,
however, the Commission has assembled information on the structures of both
the U.S. industry and its major foreign competitors, and examined them for
their possible effects on U.S. competitiveness.

It is clear that this approach is suitable for analysis of the oilseed
industry, particularly the processing sector. Most of the firms involved are
very large: of those whose shares are traded on U.S. securities exchanges,
five were listed among the 1986 "Fortune 500"; in addition to these firms,
there are a number of other (similarly large) privately owned or foreign
firms operating in the industry. Many of these firms own and operate oilseed
facilities worldwide, a characteristic that significantly shapes the structure
of the industry. Despite several oligopolistic characteristics, the industry
deals in notably homogeneous products, including soybeans and soybean meal and
oil, which face numerous substitutes. The fungibility of these products helps
maintain price competition as an important form of rivalry among firms and
between national industries.

Equally important in influencing the structure and competitiveness of the
U.8. ollseeds and ollseed product industry is the pervasive impact of
government involvement, both domestically and worldwide. This involvement
affects critical aspects of the firms' operations, including the prices and
available quantities of inputs and outputs, and the decision-making with
respect to overseas operations. Although it is only one factor affecting
industry structure, government involvement (and public policy) must be
carefully analyzed for its impact on industry competitiveness. Much of this
report focuses on the programs and policies of the U.S. Government and foreign
governments as they relate to oilseed product markets and producers.

The investigation of the soybean processing industry was carried out
through the combined analysis of information from published sources, as well
as information obtained through staff interviews with company representatives,
~ government agency officials, and academic researchers, both in the United
States and abroad, and data obtained from oilseed processors from Commission
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questionnaires. Much of the information sought in this investigation has been-
the focus of earlier or narrower studies in other government agencies or other
institutions; these studies were consulted and integrated in the current
“investigation to avoid duplication of effort.

Objectives of the Investigation

The objective of this study is to determine those factors that have
important impacts on U.S. competitiveness in world oilseed trade and assess
what those impacts are. No prescriptions are made or implied, but the
findings are intended to be useful in objective analysis and policymaking in
regard to the U.S. response to recent changes in the world oilseed product
market. :



CHAPTER 2. GLOBAL HARKET DIHENSiONS

Overview

Global markets for oilseeds and oilseed products, like those of many ‘.
other primary commodity markets, have generally experienced slower growth-in
recent years than during the boom period of the late 1970's and early 1980's
While world demand for oilseed meals and vegetable oils has risen steadily
since 1980, world supply of these commodities has risen even faster. Thus,
although the volume of trade has increased, and trade as a percent of world
production has increased, world prices have generally been falling as global
markets are adjusting to these excess supplies. In addition, these markets
have also been adjusting to changlng patterns of consumptxon, production, and
trade. .

Consumption

World consumption of all oilseed products has increased steadily over the
last several years (table 2-1). 1/ The best way to examine this increase is to
examine the increases in consumption of the two primary oilseed products, meal
and oil. Consumption of oilseed meals, essentially the result of increasing
production of meat products, reached a record 98.9 million metric tons in
© 1985/86 (table 2-2). This increase of slightly less than 14 million metric
‘tons represents a 2.5 percent average annual growth rate since 1979/80. 0il
. consumption rose to 47 million metrlc tons in 1985/86 ‘a 4,5 percent annual
‘ 1ncrease s1nce 1979/80 (table 2- 3)

WOrld consumptlon of soybean meal‘and‘oil increased at slower rates over
this period than consumption of all oilseed meals and oils, and exhibited
different trends. - Soybean meal consumption increased erratically. and reached
61.0 million metric tons in 1985/86 for a 0.8 percent annual increase. Soybean -
0il consumption also increased erratically over the period reaching
.'13.5 million metric tons in 1982/83 and the same level 1n 1985/86, for an
' overall annual growth rate of 1.4 percent.

Since soybean products are the d0m1nant u.s. products in uorld markets,
these differences in rates of growth in consumption are one  indicator of the
potential loss of competitiveness of soybean products in these markets. Viewed
in terms of market share, soybean meal accounted for 68 percent of world
oilseed meal consumption in 1979/80 and 62 percent in 1985/86 (table 2-2).
Other oilseed meals increased their respective shares of world consumption,
with rapeseed meal and sunflowerseed meal showing the largest gains. The share
of world vegetable 0il consumption accounted for by soybean oil also showed a
significant loss over the period. The share held by soybean oil fell from
34 percent to 29 percent, as palm oil, sunflowerseed oil, and rapeseed oil all
1ncreased their shares of world consumption: (table 2= 3)

1/ Althoughltables 2-1, 2;_énd 3'1ist figures'for 1986787, these figurés are
preliminary and shown only for the information of the reader. The firmer -
figures for 1985/86 are used as the period-ending figures for this chapter:.
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The patterns of consumption of meals and oils can be described either
geographically or by degree of economic development. As expected, the major
developed countries account for the largest share of ‘medl consumption, with the
.Buropean Community (Ec). the United States. and Japan combined consuming more
than one-half of the total, in 1985/86 (fig. '2-1). The EC was the largest
consumer of 01lseed meals, with 31 percent of world consumption. The United
States was a distant second with a 17-percent share, and Japan followed with
5 percent. Eastern Europe. ‘the USSR, - and Ch1na accounted for another
20 percent of world consumptlon ’ s

By contraSt_the EC.‘the‘United States, and Japan accounted for only .
40 percent of world vegeteble 0il consumption, while all the other areas
- consumed proportionately more oil than meal. For example, India and Pakistan
accounted for 6 percent of world meal consumption and 9 percent of world oil
consumption.

; Factors determining world consggptiOn

The factors affect1ng worldwide demand for and the increase in
,consumptlon of oilseeds and oilseed products include rising world population,
- changes in real incomes, _prices; and government programs. ‘These factors affect
not only total world demand for these products but alsgo the d15tr1but1on of
consumption accordlng to geography and’ income. ' .

) Population growth.f—As the world's populatlon increases, demand for food
increases. Since the products of the oilseeds industry are primarily either
staples in human diets (oils) or inputs for:the production of other basic: foods
. (meals for livestock), population growth directly affects demand for these
basic commodities. The world's population continues to grow, especially in
developirng countries. The population in industrial market economies grew by
0.9 percent annually between 1965 and 1980, by 0.6 percent-annually between
1980 and 1985, and is projected to grow by 0.4 percent annually between 1985

. and 2000. 1/ 1In low-income developing economies, the corresponding annual

. growth rates are 2.3, 1.9, and 1.9, and these rates aré approximately the same
- in middle-income develop1ng economies. 2/ These rates, taken by themselves,
suggest a continuation of the long—run growth in food demand, partlcularly for
the d1etary staples prov1ded by 01lseed products .

Reduced growth in real incomes. ——Although long- term rising per capita
income around the world has 'stimulated consumer ‘demand for meat and other food
.products such as margarine ‘and cook1ng oil, in turn boosting the demand for
oilseed meals and oils, slower economic growth in this decade has dampened
growth in world demand. AS1nce 1979, growth.in real gross national product
(GNP) in both industrial and-developing countries has slowed in comparison to
the rapid growth in the prev1ous decade. During 1969-78, real GNP rose by an
average 3.4 percent annually in industrial market economies and by 6.1 percent
in developing countries. 3/ However, durxng 1979-86, these rates fell to
2.6 and 3.0 percent, respect1ve1y " This relat1ve1y slower economic growth in

the 1980's, particularly in déveloping countries, has affected oilseed product
demand.

1/ The World Bank, World Development Report 1987, New York: Oxford University
Press, 1987, pp. 254-255.

2/ 1Ibid.

3/ International Monetary Fund (IMF), WOrld Econom1c Outlook, Apr. 1987,
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Figure 2-1: World Consumption in 1985/86, by Region
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As noted above, demand for oilseed products is asymmetrical across income
levels: high-income economies support markets for meat, thereby creating a
demand for protein-rich oilseed meals, while low-income economies consume
proportionately less meat and more high-calorie vegetable o0il. Thus, while
increasing real incomes in general would suggest increasing meat (and oilseed
meal) consumption, the relatively faster economic and population growth in
developing countries suggest a continuation of the recent global trend of oil
consumptlon to grow more rapldly than meal consumption.

Declining prices.--While changes in prices do not technically change the
demand for oilseed products, they do affect the quantity demanded, and
consumption of oilseed products does tend to respond to changes in prices.
Thus, the absolute_ and relative price movements during the 1980's have affected
the quantities, patterns, and value measures of consumption. The general
decline in prices in recent years has offset some of the dampening effect of
reduced income growth and contributed to increased consumption. These price
changes are discussed later in this chapter. ‘

Government programs and other factors.--Government programs, particularly
those that affect the price of either substitutes for oilseed products, or the
prices of the products such as meat products that are produced from oilseed
products, affect the demand for oilseed products. For example, high internal
prices for grains in the EC, coupled with high internal prices for meat
products, serve to increase the demand for oilseed meals,

The demand for industrial products, such as resins, paints and varnishes,
plastics, and fatty acids, has a minor effect on consumption of oilseeds.
Only a small, low-valued share of oilseed_output is destined for such uses.

Production

World production of major oilseeds rose during 1979/80 to 1985/86 by
28.6 million metric tons, from 167.5 million metric tons to 196.1 million
metric tons or by an average 2.7 percent annually (table 2-1). The five
primary oilseeds, soybeans, cottonseed, sunflowerseed, rapeseed, and peanuts,
account for approximately 95 percent of world production.

While production of each of the primary oilseeds increased, the
differences in production growth rates illustrate the challenges to the
competitive position of the long dominant soybean. The following tabulation
shows the increase in production and average annual growth rates during
1979/80-1985/86 for the primary oilseeds:

Increase in . Average annual
Oilseed : production . growth rate

(Million metric tons) (Percent)
Rapeseed.....ocvtunnnn Civeeiieeanne 8.5 10.7
Cottonseed. .. covvvirennerennonnnas 5.4 3.3
Sunflowerseed. ... ... coeevenrnneens 4.2 4.1
PeanuUtsS. .. .ccveetseecsscrsasnccenns 3.3 3.0
Soybeans........ cetetsesaaaaeaas ... 3.2 .6
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Rapeseed, cottonseed, sunflowerseed, and peanuts accounted for nearly

75 percent of the growth in world oilseed production. Over this period, .
soybeans fell from 56 to 51 percent of world production, wh11e the other four
" oilseeds together grew from 40 to 44 percent.

The increase in oilseed meal production over this period essentially
paralleled that of oilseeds (table 2-2). Total meal production increased from
85.9 million metric tons to 97.9 million metric tons, or by 2.2 percent
annually. Rapeseed meal, cottonseed meal, and sunflowerseed meal accounted for
- more than 70 percent of the total increase, while-soybean meal and peanut meal
. each accounted for less than 1 percent of the growth. ' Soybean meal still

dominates meal productlon, although its share fell from-69 to 61 percent over
the period. S

" World vegetable 011 productlon 1ncreased from 37 5 m11110n metrlc tons to .
47.8 million metric tons over the period, ‘or by 4.1 percent annually. The.

4'_follow1ng tabulation shows the increase in production and average annual

growth rates durlng 1979/80—1985/86 for the prlmary vegetable oils:

Increase in .=~ Average annual

- Vegetable o0il .= . .. " production - __growth rate
' S e - (Million metric toms) . (PBercent)

Palm oil..............;........;..‘ 3.3 9.1
Rapeseed oil. Cevvreerersaaneea, 2.8 10.5 .
Sunflowerseed oil, bereserseasaenee 1.6 4,7
Cottonseed 0il......ieivvnuveeeess .3 . 1.5
Soybean 0il........cievivinninenes: L4 .5

0 .0

Peanut oil..........coooiviiiinene

Palm oil, rapeseed 011 and sunflowerseed 011 accounted for 75 percent of the

growth in world vegetable oil productlon., Soybean 0il, which accounted for

. approximately 35 percent of world productlon in 1979/80, dropped to 30 percent
in 1985/86, as the others, particularly rapeseed oil and palm 011 posted

large productxon increases.

The relatxve dec11ne ‘of soybean products is of partxcular 1mportance,to
the United States since soybeans account for nearly 90 percent of U.S. oilseed
production and the U.S. contributes nearly 60 percent of .the world soybean
" supply. As f1g 2-2 ‘illustrates, this concentratlon in soybeans is markedly
d1fferent from the rest of the world.

The largest producers of oilseeds are the United States, China, Brazil,
Argentina, USSR, India, and the EC. Together, they produced about
three-fourths of the world's supply in 1985/86 (table 2-4). Only Brazil shows
a concentration in soybeans like the United States. The other major producers
have their production more evenly distributed across two or more of the
primary oilseeds.

Oilseed meal is produced primarily by those countries producing the
oilseeds. The United States produces about one-fourth of the world total.
Brazil and Argentina combined produce about one-sixth and China accounts for
nearly one-sixth. The EC also supplies about one-sixth of the world meal
production, however most of thls productlon comes from crushing imported
01lseeds :
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Figure 2-2: Oilseed production by type, 1985/86
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World production of vegetable oils from oilseeds naturally follows the
distribution of the crush of the oilseeds. The major producers of these oils
are China, the United States, and the EC. Malaysia, by virtue of its palm oil
production, is the fourth largest producer. .

Factors determining world production

The factors affecting world supply and the increase in world production
of oilseeds and oilseed products include increasing acreage and/or yields,

prices, and government programs. These factors, acting together, have kept
supply ahead of demand during this decade.

Area and yields.--World area planted to the five primary oilseeds
increased during the 1980's reaching 132.3 million hectares in 1985/86 after
averaging 127.3 million hectares annually for the previous five years. 1/
Soybean area, at 51.7 million hectares in 1985/86 was up only slightly.
Cottonseed area, at 32.0 million hectares was down slightly, while the area
planted to peanuts rose slightly to 18.3 million hectares. Rapeseed area and
sunflowerseed area each increased more than 2 million hectares to 15.0 and
15.3 million hectares, respectively.

In contrast to the trend in the rest of the world, oilseed area in the
United States has fallen to 31.0 million hectares in 1985/86, after peaking at
36.8 million hectares in 1979/80. The area planted to soybean, sunflowerseed,
and cottonseed have all decreased, while the area in peanuts has remained
essentially unchanged.

Yields have increased since the late 1970's as well, with the average
yield for 1985/86 about 10 percent greater than the average yield of the
previous five years. Yields are by no means equal throughout the world. For
example, soybean yields in the United States and Argentina exceeded 2.1 metric
tons per hectare in 1985/86 while those in Brazil and China were less than
1.5 metric tons per hectare. Rapeseed yields in Europe are far higher than in
other areas, over 2.5 metric tons per hectare in the EC compared to 1.2 metric
tons per hectare in China and Canada and less than 0.7 metric ton per hectare
in India. 2/

Both area and yield increases have contributed to the rising oilseed
production in the 1980°'s. The increase in resources allocated to oilseed
production has occurred despite falling prices for oilseed products in world
markets.

Government programs.--As with many agricultural commodities, governments
play a significant role in stimulating the production of oilseeds and oilseed
products. The programs of the major competitors and markets are described in
the following chapters. It is sufficient to note here that such programs have
been a major factor in this industry and may well be the dominant factor
determining the compet1t1veness of the various countries' 1ndustr1es in world
markets. )

1/ USDA/FAS, World Oilseed Situation, Dec. 1986, (FOP 12-86).
2/ 1Ibid.




Trade

; World trade in oilseeds and oilseed products is an important component of
. world agricultural trade. . From 1979 through 1984, trade in oilseeds and
oilseed products ranged from $20.0 billion to $22.7 billion and accounted for
approximately 10 percent of total agricultural trade. 1/ Although complete
data are not yet available for 1985 and 1986, it is believed that falling
prices have offset the increased volume of oilseed product trade with the
result that both its value and share of all agricultural trade have fallen
significantly. -

On a volume basis, world exports of oilseeds remained largely unchanged
from 1979/80 through 1985/86 ranging from 33.0 to 36.0 million metric tons
except for 1980/81 (table 2-1). However, given the production increases,
exports as a percent of production have fallen from 21 to 19 percent.
Soybeans dominate oilseed trade, accounting for more than 75 percent of world
exports.

. Oilseed meal exports meanwhile rose by more than 30 percent, or by
4.6 percent annually (table 2-2). Globally soybean meal dominates trade,
although its share has fallen from over 80 percent to about 75 percent as
trade in rapeseed meal and sunflowerseed meal increased in relative terms.
Nearly 40 percent of the soybean meal produced in 1985/86 was traded
internationally, as compared with 25 percent of the sunflowerseed meal and
. 17upercent of the rapeseed meal. ' '

Vegetable oil exports also rose by more than 30 percent over the period
(4.7 percent annually) (table 2-3). Palm oil is the leader, with about
35 percent of the export market in 1985/86, followed by soybean oil
(24 percent), sunflowerseed oil (14 percent) and rapeseed oil (8 percent).
Soybean oil exports actually fell during the period while the other four
- increased. In most years, nearly two-thirds of world palm oil production has
. been traded while about 25 to 30 percent of soybean oil production enters the
export market. For: rapeseed oil and sunflowerseed oil, the shares of
production going for export have been increasing and in 1985/86 were
24 percent and 33 percent, respectively.

Leading exporting countr1es.——The United States, Argentina, and Brazil
accounted for nearly 90 percent of world oilseed exports in 1986 (table 2-5).
The four exporters of oilseed meals, the United States, Argentina, Brazil, and
the EC,.supplied 97 percent of reported world exports in 1986 (excluding
intra-EC trade).- Malaysia, Argentina, the EC, Brazil, the United States, and
the Philippines supplied nearly 90 percent of world vegetable oil exports in
1986.

~Leading importing countries.--The EC is the destination for over half of
the. world's exports of oilseeds and nearly two-thirds of the world's exports of
oilseed meals. As the dominant market for oilseeds and oilseed meals, the EC
has a major influence on world oilseed trade. The total EC market (excluding
Aintra-EC .trade). for oilseeds fell from 16 million to 14 million metric tons
during 1978-86, whereas its oilseed meal imports remained constant at

1/ Estimated from official data of the United Nations (UN) and IMF.
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12 million tons (see ch. 4). The shrinking EC market for oilseeds outside
EC-member countries heightened competition among non-EC suppliers, and the
increased exports of other suppliers except the United States came about
largely as a result of diminished exports from the United States. . According
to UN data, in 1979 the: United States supplied 76 percent of -oilseed exports
and 30 percent of oilseed meal exports going to the EC; by 1986, the U.S.
shares of EC imports of 0115eeds and oilseed ‘meal were. 70 and 24 percent
respectively."

Japan and. Ta1wan together take another one-fifth of the world's exports
of oilseeds. Eastern Europe and the USSR are. also major markets for oilseeds
and oilseed meals. Although a leading consumer of oilseed products, China is
also-a leading producer and .is essentially self-sufficient, importing some
vegetable 0il, primarily palm oil, and exporting small amounts of oilseed meal
and soybeans. India and Pakistan are major markets for vegetable oils.

. Prices.--After a several-decade-long period of almost continually r1s1ng
" prices, nominal oilseed product prices have. fallen since the ‘early 1980's ‘in
. response to the 1ncreased world supply of oilseeds and dampened demand.
Moreover, since world prices of the -different types of oilseeds, vegetable
oils, and oilseed meals have tended to move in tandem over the years, nearly
all of the different. oxlseed products have experlenced fallxng prices

(fig. 2 3). - 'The price of U.S. soybeans in the EC (Rotterdam), for example,
rose to a record high $310 per ton in 1980/81, and then declined 1rregular1y

o by nearly one-third to $209 per ton.in 1986/87, the lowest level since the

early 1970's (table 2-6).. Rotterdam prices -of rapeseed and sunflowerseed

followed a similar pattern -.Similarly, oilseed meal prices setia 'record in

1980/81, declined thereafter to a:low in 1984/85, and then recovered somewhat

through 1986/87. Soybean oil prices fluctuated sharply from 1978/79 to

"~ 1983/84 peaking in the latter year at $722 per ton (Rotterdam), and thereafter
declined steadily to the lowest level since 1971 in 1986/87. '
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Figure 2-33.--Wor1d oilseed prices
crop’ years 1979/80-1986/87: .
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Major oilseeds: World production, exports, and crush, crop years 1979/80 to 1986/87 Vv -

{Million metric tons)

1979/80-1985/86

Average

annual

' : Co : ‘ . Net growth
Product 1979/80 1980/81 1981/82 1982/83 1983/84 1984/85 1985/86 1986/81 2/ change rate
Production: ‘ ' : o
Soybeans....... 93.7 8.8 8.1 93.6 8.2 93.1 96.9 98.3 3.2 0.6
Cottonseed..... 5.2 25.6 21.5 26.1 26.1 33.9 30.6 - 27.1 5.4 - 3.3
Sunflowerseed.. 15.3 13.1 14,8 16.6 154 18.0 19.5 19.0 4.2 40
Rapeseed....... 0.7 1.1 124 148 143 17.0. -18.6 19.7 8.5 10.7
Peanuts........ 7.1 1.0 19.9 17.5 18.8 19.8 20.4 20.3 3.3 3.0
other.......... 6.1 6.6 8.1 8.1 8.0 9.3 10.1__ 10.0 4.0 8.8
Total........ 167.5 153.2 169.4 177.9 165.9 191.1 196.1 194.4 28.6 2.1

Exports: , ,

Soybeans....... 29.1 24.6 29.3 28.6 26.2 25.3 26.1 28.5 3.0 -1.8
Cottonseed..... 2 .2 .2 .2 .3 .3 .3 .3 A 1.0
Sunflowerseed.. 2.7 1.9 2.1 19 2.0 2.2 1.9 1.8 -.8 5.7
Rapeseed....... 2.1 2.3 2.0 2.4 2.5 3.1 3.6 4.5 1.5 9.4

Peanuts........ 1.2 1.2 1.7 1.0 1.0 1.0 1.3 .13 . 1.3 .
Other.......... .0 .6 1.2 .9 1.0 .1 1.2 1.3 .9 26.0
Total........ 35.6 30.8 36.0 35.0 33.0 33.0 34.4 37.7 -1.2 -.6

Crush: )
Soybeans....... . 746 1.1 72,2 16.2 709 13.7 76.2 82.8 1.6 .4
Cottonseed..... 19.8 21,0 2.7 2t.4 21,1 26.7 239 213 4.1 3.2
Sunflowerseed.. 12.4 11,7 12.6 14.2 13.7 15.8 . 16.7 16.4 4.3 5.1
Rapeseed....... 87 0.5 2.0 3.8 13.3 154 16.8 18.3 8.1 1.6
Peanuts........ 10.4 9.7 11.2 9.7 10.1 10.5 . 10.8 .10.5 4 .6
Other.......... 5.8 5.9 8.3 8.1 1.5 8.4 9.7 9.2 3.9 8.9
Total........ 131.7 130.5 131.0 - 143.4 136.6 150.5 154.1 158.5 . 22.4 2.1

Crop year runs from October 1 to September 30 of the following year.

1
2/ Preliminary figures.

Source: CEmpiled from official statistics of the U.S. Department of Agriculture.
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Table 2-2 '
Major oilseed meals: World production, exports, and consumption, crop years 1979/80 to 1986/87 1/

(Million metric tons)

1979/80-1985/86

Average
annual
Net growth
Product 1979780 1980/81 1981/82 1982/83 1983/84 1984/85 1985/86 1986/81 2/ change rate
Production:
Soybean........ 99.5 56.7 57.3 60.5 55.3 58.1 60.1 65.2 0.6 0.2
Cottonseed..... 9.3 9.7 - 10.2 9.9 9.7 12.6 1.1 9.9 1.8 3.0
Sunflowerseed.. 5.7 5.4 5.8 6.1 6.4 1.3 1.1 1.5 2.0 5.1
Rapeseed....... 5.2 6.2 1.4 8.4 8.1 9.4 10.1 1n.o 4.9 1.7
Peanut......... 4.2 39 46 39 41 . 43 4.4 4.3 2 .8
Other.......... 2.0 2.4 3.5 3.6 3.1 4.1 4.5 4.3 2.5 14.5
Total........ 85.9 84.3 88.8 93.0 81.3 95.8 97.9 102.2 12.0 2.2
Exports:
Soybean........ 19.0 20.1 ' 20.1 23.3 21.4 22.3 23.0 25.6 4.0 3.2
Cottonseed..... .9 8 .8 - : .q .8 1.0 .9 A 1.8
Sunflowerseed.. .8 a1 .9 1.3 1.3 1.7 1.9 1.4 1.1 5.5
Rapeseed...... i .9 .8 .8 .8 1.2 1.5 1.7 2.0 1.2 22.6
Peanut......... 1.0 1 . .6 .6 .6 .5 .5 .6 -5 -10.9
Other.......... 1.4 1.4 2.4 23 - 1.9 2.4 . 2.9 2.8 1.5 12.9
Total........ 23.6 24.5 26.2 29.1 21.1 29.2 310 33.3 7.4 4.1
Consumption:
Soybean........ 58.1 56.6 57.9 59.8 55.8 58.9 61.0 65.4 2.9 .8
Cottonseed..... 9.2 9.7 10.1 10.0 9.7 12.4 . N 10.0 1.9 3.2
Sunflowerseed.. 5.8 5.5 5.8 6.8 6.4 7.2 1.8 1. 2.0 S.1
Rapeseed....... 5.3 6.0 . 7.2 8.5 8.2 9.5 10.0 1.0 4.7 1.2
Peanut......... 4.2 3.9 4.6 4.0 4.2 4.2 4.5 4.3 .3 1.2
other.......... 2.6 2.3 . 3.1 4.6 3.4 5.1 4.5 4.3 1.9 9.6
Total........ 85.2 84.0 89.3 93.7  81.7 97.3  98.9 102.7 13.7 2.5

1/ Crop year runs from October 1 to September 30 of the following year.
2/ Preliminary figures. , ;

Source: Compiled from official statistics of the U.S. Department of Agriculture.
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Major vegetable oils:
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' (Hll]\Oﬂ metric tons)

World productlon exports, and consumption, crop years 1979/80 to 1986/87 l/

'1979/80-1985/86
~ Average
annual
: . - ' ot Net - growth

Product 1919/30 1980/81 1981782 1982/83 1983/84 1984/85 1985/36 1986/87 2/ change rate

Production: o o S o . -
‘Soybean........ 13.2 12.8 -1 13,6 712.8 . 13.3 0 13.6 . 147 . 0.4 0.5
Cottonseed. . ... 3.2 32 - ©3.1 . 03 3.9 3.5 | 3.1 3 1.5
Sunflowerseed.. 5.0 ~ 4.1 .5.6. 55 ‘6.2 6.6 6.5 . 1.6 4.7
Rapeseed. ...... 3.4 40 50 4.9 56 . 6.2 6.7 - 2.8 105
Palm........... 4.8 . 5.2 5.9 - 63 - 6.9, 81 8.0 - 33 9.
Peanut 37 29 29 - 29 3.0 31 - 3.0 - .0 .0
Other.......... 4.8 5.3 60 53 68 67 6.2 1.9 5.7

Total........ 31,5  38.1 42.1 - 40.8 45.7 - 47.8 - 48.2 10.3 . 4.

Exports: R oo C T . '

. Soybean........ 36 3.4 35 37 .40 37 . 3.2 38 -4 -9
Cottonseed.. ... 4 4 6 A 3 .4 4 2 .0 .0
Sunflowerseed.. 1.1° 1.2 ~ 1.2 ' 1.6 1.6. 1.9 2.2 1.8 S PO B 3%
Rapeseed. ...... 6 - .8 .8 .8 100 13 13 L6 J 13
Palm........... 3.7 3,4 39 40° 35 44. 54 52 1.7 6.5
Peanut.,....... 4 3 .4 S8 03 33 3 - g
Other.......... 20 25 21 25 ° 21 25 28 30 ' - .8 5.8

Total........ N8 12,0 125 13.5 128 145 15.6 " 15.9 ‘3.8 4.8

COnsumptton. . S e o ,
Soybean. ....... 124 126 - 129, 135 13.00 - 13.0 13.5 14.0 1.1 1.4
Cottonseed..... 3.2 3.3 ~.3.2. 3.1 3.1 3.8 3.4 3.1 .2 1.0
Sunflowerseed.. 4.7 45 49 53 56 6.0 6.3 . 6.5 1.6 = 5.0

" Rapeseed....... 3.3 .43 49 48 55 59 6.6 2.6 10.2
Palm...iveuen.. 4.5 55 6.0 59 6.5 8.1 8.4 3.6 103
Peanut......... 3. 33 28 .3.0 31 3.0 3.0 -1 -5
Other.......... 4.8 69 58 55 58 6.8 6.4 20 6.0

Total........ 36.0 4.0 414 409 4.7 47.0  48.0 1.0 4S.

V Crop year runs from October 1 to September 30 of the fOIIOUIng year.4

: Z/ Preltminary ftgures

. ‘Source: Compiled from offic&é] stétistics of .the U;S. Department of Agriculture.
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Table 2-4.

Major oilseeds: Production, by prlnclpal producers, average during 1980/81-
1984/85 and annual 1985/86 and 1986/87 : :

. (Million metric tons)

Average for

Product/producer . 1980/81-1984/85 _1985/86 1986/87
‘Soybeans: E :
United States......... 51.6. §71 7. 52,8
Brazil..........coc00.n 15.3 - 14.1 17.3 .
China................. 9.2 10.5 , 11.7
Argentina........... “. 5.1 7.3 - ~ 7.3
EC....... e, .0 < .9
Other... Cieneaieas 6.2 7.6 - 8.3
Total.............. . 87.4 96.9 .98.3

Cottonseed ' -

S China....veevvennnnnns 6.9 7.1 © 6.0
United -States......... 4.3 4.8 - 3.5
U.S.S.Revuvvnnnnaninns 5.0 4.8 : 4.9
India....... et .. 3.0 3.7 3.2
Pakistan.............. 1.5 2.5 2.6
Brazil..... R O 1.5 1.1
Other.....covsvevsneen - 5.8 6.0 5.8

© Total........ cereie. 27.8 30.4 - 27.1

Sunflowerseed '

U.S.S.R....unn. s 4.9 5.2 5.3
Argentina............ e 2.3 4.1 2.3
Eastern Burope........ . 2.1 - 2.0 2.8
United States........ .. 1.9 1.4 1.2
China........co000te . 1.3 1.9 1.4
EBC...iveiiiennnens RN 1.5 2.6 3.3
Other........ e e 1.6 2.2 2.7
Total....... ehessese 15,6 19.4 19.0 .

Rapeseed i = L
China........ cereseees A 5.6 5.9
EC.vevenonann eeedeees 2.5 3.7 3.7
Candda......i..oovuns 2.5 - 3.5 3.8
India...ooveineeivenns 2.5 . 3.0 2.8
East Burope........... 1.3 2.0 . 2.3
other..:........ e 1.0 1.2 1.2

Total...... oo 13.9 19.0 - --19.7

Peanuts: -
India......coiienvennn 6.3 5.2 5.9
China.......... PN 4.0 6.7 5.9
United States. ........ 1.6 1.9 1.7
Other........ Cereasena 6.6 6.6 6.8

Total..... . . . 18.5 20.4 20.3

Source: Compiled from off1c1al statlst1cs of the U.S. Department of
Agriculture.
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Table 2-5. . . :
Oilseeds and oilseed meals: World export market shares, by leading suppliers, '
1979-86 - : e

(In percent)

Supplier 1979 1980 1981 1982 ~ 1983 1984 1985 1986

Oilseeds: - _ : o
United States......... . 73 74 15 82 79 71 63 74
Argentina.............. 10 9 8 6 5 . 12 13 11
Brazil........ e b2 5 5 2 4 s 13 4
Canada........ Cvereeann 9 7 8 6 7 8 9 9
All other........ P 4. 5 A 4 4 3 1

Total..... cevessreees 100 . 100 100 100 - 100 100 100 100

Oilseed meals: _ } : - : ‘ 1
United States.......... 36 .38 31 31 28 .24 . 23 7 31
Argentina..... cessaenae 9 8 A 10 13 . 20 20 22
Brazil.........cev00vee 30 0 35 42 - 39 38 40 44 -39 .
EC-12....0ciieendnnnnne 4 5. 6 8 1 8. 9 . 6 .
All other.......... evee 21 14 14 11 9 8 4 3

Total................ 100 100 100 100 100 100 _ 100 100
Vegetable oils: ' ‘

United States.......... 17 16 14 13 16 13 8- 9
Argentina........ oo 7 -7 -5 7 6 11 127 14
Malaysia 1/........... . 34 31 ° 37 41 a5 29 29 . 45
EC-12....0viveeeeeeneds 12 11 12 12 - 3 12 12 . 10
Philippines............ 9 8 10 8 - 8 5 5 10
All other......,....... 31 25. 22 22 22 30 34 11

Total............v0e. 100~ 100" . 100 100 100 100. 100 100

1/ Commission staff estimate based on USDA data and fielduofk.

Note.--Totals may vary because of rounding. Data for the EC exclude intra-EC
exports among EC member countries. : :

Source: Derived from data of the United Nationms, ékcept as noted.
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Table 2-6
Oilseeds and oilseed products: World prices, crop years, 1979/80 to 1986/87

(a) .Oilseeds: Lo .
: “{(U.S. dollars per metric ton) :
Year . Soybean Peanuts Sunflowerseed Rapeseed

beginning. , . . U.S. U.S. Brazil Rott  U.S. Rott  U.S.  Rott Rott
October 1— VO VA VAR VAR 7/ 6/ 1 VSR VAR Vi
1979/80. .. ueeenieennnanenns ‘... 234 240 . 255 218 - ‘451 939 191 29 303
1980/81. .. \ueeenneennaannaecnannn 212 214 281 310 542 183 242 33 308
1981/82....nunnnnnnn. tereenaeans 29 24 223 253 513 900 236 298 292
1982/83. v eeveiineeannennns PR 24 229 242 260 567 885 209 269 - 303
1983/84............ eerrenerneeranes 215 24 284 3N 578 980 312 360 351
 19BA/BS. .t enea et eaeeniaaaan 29 210 215 23 533 N3 241 286 303
1985/86. .. cveeennrnenn. eeeeeeenes 187 188 196 21 531 857 115 218 . 239
1986/87..c.ueciinnrannnnnens vaeee 180 183 192 209 602 8% 152 205 188

¥/ V.S farm price. 2/ U.S. No. 1 yellow cash central I1linois. 3/ Rio Grande, Brazil FOB. 4/ Rotterdam
CIF; U.S. No. 2 yellow. S/ U.S. farm price; in-shell basis. 6/ Rotterdam CIF; edible peanuts shelled
basis. 1/ U.S. farm price. 8/ Rotterdam CIF; U.S./Canada. 9/ Rotterdam CIF, Canada 40% oil.

(b) Prgtein meal:

(U.S. dollars per metric ton)

Year Soybean S Cottonseed Sunflowerseed Peanut Rapeseed
beginning U.S. Brazil Rott u.s. Rott u.s. ‘Rott U.S. Rott Hamb
October 1—" - 1¥4 2/ - 3 4/ S/ 6/ 1/ 8/ 9/ 10/
1979/80....cciaennnnnnn. 201 214 242 181 201 106 186 186 224 199
1980/81...... [ 241 2¢1 © 213 2 226 122 216 236 260 205
1981/82...... Neeeeeataas 201 212 225 172 196 n? 176 197 195 186
1982/83...cccvvneennnnns 206 213 224 195 172 10 157 . 214 189 110
1983/84.....cccvvnunnnns 201 203 221 210° 173 - 123 154 231 197 164
1984/85.....c0cccvnennnn 138 14 155 110 97 58 84 156  N/A 94
1985/86.......... cesenas LY AR 1} 183 147 1s 15 n N/A 166 s

1986/87.....50ccccenanes 9 119 191 164 136 84 19 N/A 161 95

1/ Decatur FOB; average wholesale 44 percent protein. 2/ Rio Grande, Brazil FOB; bulk rate 45-56 percent
protein. 3/ Rotterdam CIF; U.S. 44 percent pro fat. 4/ Memphis FOB; 41 percent protein solvent extraction.
S/ Denmark CIF; pellets 38 percent protein. 6/ Minneapolis FOB; 28 percent protein. 1/ Rotterdam CIF;
Argentina-Uruguay pellets 37-38 percent. - 8/ Southeast mills FOB; 50 pércent protein. 9/ Rotterdam CIF;
Indian 48 percent protein. 10/ Hamburg FOB; ex-mill 34 percent protein.

(c) vegetable oil: : :
_{u.S. dollars per metric ton)

Year - - Soybean " . - Cottonseed Sunflowerseed - Peanut Palm Rapeseed
beginning U.$ Brazil Rott U.S. Rott U.S. Rott U.S.  Rott Malay Rott
October 1— 174 2/ k¥4 L74 5/ 6/ 1/ 8/ 9/ 10/ 1/
1979/80.......... 536 S70 613 559 680 575 634 609 184 N/A 587
1980/8%.......... 500 - 496 545 569 666 594 666 892 m N/A S10
98w/82.......... 419 443 463 443 582 550 557 609 667 N/A 438
1982/83. .......... 454 444 463 481 611 495 501 647 588 406 436
1983/84.......... 674 685 122 m 844 142 765 1104 1035 167 696
1984/85.......... 651 609 625 643 763 662 652 878 914 569 586
1985/86.......... 399 342 n 389 513 422 406 655 644 274 338
1986/87.......... 339 301 324 3N 49) 352 354 515 . S1 310 297

1/ Decatur average wholesale tank crude. 2/ Rio Grande, Brazil FOB; bulk rate. 3/ Dutch FOB; Ex-Mill.
4/ Valley points FOB; tank cars crude. 5/ Rotterdam CIF; US PBSY. 6/ Minneapolis FO8. 1/ Rotterdam;

ex-mill. 8/ Southeast mills FOB; tank cars crude. 9/ Rotterdam CIF; any origin. 10/ Malaysia FOB; R8D.
11/ Rotterdam FOB; ex-mill.
Note.--Annual prices shown are simple averages of monthly prices.

Source: Compited from official statistices of the U.S. Department of Agriculture.



CHAPTER 3. OILSEED COMPLEX OF THE UNITED STATES

General

The U.S. oilseed complex, or system of products and producers, centers on
the soybean and its derivatives, soybean meal and oil. Other oilseeds,
particularly cottonseed, sunflowerseed, peanuts, and flaxseed, are grown by
U.S. farmers, but soybeans are the predomlnant type, accounting for a growing
share of U.S. oilseed production. Soybeans accounted for 89 percent of the
U.S. production of oilseeds in the 1986/87 crop year (ending September 30), up
from 82 percent in 1977/78 (fig. 3-1). The soybean is also distinguished from
. other oilseeds by the direct influence of meal and oil demand on its produc-
tion; many other oilseeds are byproducts whose production is. influenced by
fiber markets (cottonseed), edible nut markets (peanuts), or other nonoilseed
product markets (e.g., beef tallow). For these reasons, this chapter focuses
on the farming and processing of soybeans, with only passing attention given
to U.S. product1on and trade in other o1lseeds and oxlseed products.

. The followxng dlscussxon examines separately the soybean farm sector and
 the soybean processing sector. The main reason for splitting the oilseed and
oilseed product industry into these two sectors (which is also the structure
‘of the following chapters on Argentina, Brazil, and the ‘Buropean Community

' (EC)). is that they are distinctly different stages in.the production and
marketing of oilseeds and oilseed products. The sectors are differentiated by
their end products, production methods, 1ndustry concentration and other

‘ sttuctural elements, and the 1mpacts experlenced from Government pol1c1es and
from fore1gn compet1t10n. : :

Structure of the U S. Soybean Farm Sector

Soybean farmers are the base upon wh1ch the U.S. oilseed complex rests.
Their ability to efficiently supply dependable quantities of soybeans
determines U.S: soybean export performance and largely determines the ability
of oilseed crushers to supply U.S. and foreign consumers of oilseed meal and
vegetable oil. Farmers produce and compete subject to the constraints of land
quality, climate, Government programs, crushers' market power, and the
uncertalnty in 1ncreas1ngly 1mportant export: markets

Soybeans are a homogeneous commodity grown in almost every region of the
United States. Soybean planting is concentrated, however, in the Hldwest and
Northern Pla1ns. Planted from mid-May to mid-June, depending on the region,
soybeans are ready for harvest from September through late November. Following
harvest, soybeans are sold to local grain elevators or farmers' cooperatives
for transport to export facilities, or to crushers for processing.

 ‘Soybean farmers in most regions rotate soybeans with other crops, usually
corn or wheat. Crop rotation maintains long-run soil quality; soybeans and
other legumes produce nitrogen, which the soil absorbs, replacing that which
corn and other grains leech from the soil. Machinery and technology for these
‘other crops are similar to that used for soybeans, thus increasing the
- flexibility farmers have in switching crops in response to changing market



Figure 3.1 e
U.S. oilseed production by type 1986/87
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conditions. Thus, a farmer's decision to grow soybeans is dependent not only
on soybean profitability, but on the expected returns from growing alternative
crops, or even the return from land used as pasture for livestock. Soybean
production can therefore be influenced through indirect channels, including
the U.S. Department of Agriculture (USDA) "set aside" program for wheat or
corn farmers, in which crop-rotating farmers reduce acreage in wheat or corn
and thus may also reduce their soybean output. 1/

Size of the soybean farm sector

Declining soybean prices, along with the USDA set-aside program and other.
factors, have compressed the soybean farm sector, both the number of farms and
harvested acreage. This is a reversal of the expansion of the sector in the
1960's and 1970's, during an extended period of rising soybean prices. The
growing markets in these earlier decades prompted a rise in the price of
soybeans relative to other crops and an expansion of soybean planting.
Expansion took place in regions that, because of a natural propensity for high
soil erosion, low rainfall, or other factors, were not economical for soybeans
at previous low prices. However, since the early 1980's, declining soybean
prices and Government acreage set-aside programs have caused a contraction in
planted soybean acreage, as farmland has been reconverted to alternative
crops, or left for forest or pastureland.

Number of farms, harvested acreage, and production.--The soybean farm
sector has grown from virtual insignificance in the early part of this century
to the second most valuable U.S. agricultural crop (behind corn). By the late
1960's, roughly one-sixth of all U.S. farms (450,000 out of a total of
2.7 million) were planting soybeans. 2/ During the agricultural boom of the
1970's, the sector grew further, reaching 550,000 farms by 1978. Soybean
markets weakened after 1981 and the sector shrank, declining to 511,000 farms
in 1982 and, assuming the number of soybean farms has declined at least propor-
tionately with the decline in all cash-grain farms, the number would be about
460,000 in 1987. This estimate is somewhat higher than the reported membership
of the American Soybean Association of 425,000 farms in 1987.

U.S. harvested acreage increased from 42 million acres in 1970 to
70 million acres in 1979, before declining to 59 million acres in 1986;
acreage is projected to decline further in 1987 (table 3-1). This trend in
harvested acreage follows the decline in the number of soybean farms.

U.S. production of soybeans doubled between 1970 and 1979, from
1.13 billion bushels to a record 2.26 billion bushels, the combined result of
increased acreage and increased yield per acre (table 3-1). This represents a
(compound) average increase of 8 percent annually. Since 1979, production has
declined only slightly compared with the significant decline in acreage,
because of the generally increasing yield per acre. Between 1979 and 1986,
production declined by an average of 2.2 percent annually, to 1.94 billion
. bushels, and is projected to increase to 1.97 billion bushels in 1987.

1/ As discussed later, farmers are prevented from using land set aside from .
what or corn production under USDA programs for increased soybean production.
2/ USDA, Economic Research Service, Soybeans: Background for 1985 Farm
Legislation, Washington, DC, U.S. Department of Agrlculture, Agrlculture
Information Bulletin No. 472, pp. 1-4.
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Regional distribution.--The effects of changing market conditions on the
size of the soybean farm sector can be seen from a different angle by examining
the regional growth and decline of the farm sector. Historically, the dominant
region for soybean production has been the Great.Lakes/Corn Belt States, with
additional acreage planted in the Northern Plains States. When soybean prices
rose in the 1970's, additional land, primarily in the Southeastern States and
the Mississippi River delta, was brought into soybean production. Since 1981,
weak markets have forced a cutback of output in these southern regions (table
3-2). Thus, the relative importance of the traditional Corn Belt and Northern
Plains States has increased; although soybeans were planted in 29 States in
1986, the traditional region alone accounted for 82 percent of total output in
that year, up from 66 percent in 1979.

Costs and revenues for'soybean farming

Most soybeans are raised on cash-grain farms. 1/ Financial and operating
characteristics of U.S. cash-grain farms in 1982 are shown in table 3-3. 1In
the Corn Belt region where most soybean farms are concentrated, the average
farm had assets of $503,668, an amount approximately equal to the assets of
the average U.S. farm of $499,531. According to the USDA, the average U.S.
cash grain farm had assets of $309,000 in 1987, a drop of nearly 40 percent
from 1982. 2/ Most of this decline in asset value was attributable to
declining land values. For the average U.S. farm, 88 of a total 498 acres
were planted in soybeans.

Average national costs of production in the United States.--The trend in
soybean farm costs in recent years depends on how one calculates such costs.
Cash expenses (seed, fertilizer, electricity, etc.) have remained relatively
unchanged, fluctuating around an average of $112.62 per planted acre during
1983-85 (table 374).‘ However, full economic costs (including return to labor
and capital, excluding interest expenses) fell during 1983-85, from $189 to
$170 per planted acre, or by 10 percent during the period. The principal
cause of the decline in costs was reduced land rent, which has been reflected
in diminishing farmland values in recent years. ’

This rent-based decline in farming costs must be interpreted carefully.
It applies only to those farms that rent, rather:than own, their land, and
only to that portion of a farmer's land that is rented. Farmers that own
their land suffered a greater loss than land-renting farmers insofar as
landowners experienced a decline in asset value. If the land was mortgaged,
landowners also faced the risk of bankruptcy because of declining revenues
(see below) and fixed mortgage payments. Landowners that rent their land to
tenant farmers likewise suffered losses in asset value, which were reflected
in the reduced rent receipts. Landowning farmers have therefore not enjoyed
the same decline in costs as land renting farmers. Even for landrenters,

however, the decline in costs was less than the decline in revenues, as
discussed later. :

1/ A cash grain farm is defined by the U.S. Census Bureau as a farm whose
sales of cash grains constitute more than one-half of the total cash receipts.
2/ USDA, Economic Research Service, Financial Characteristics of U.S. Farms,
Jan. 1,.1987, Washington, DC, August 1987, pp. 83 and 114.
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Regional costs of production in the United States.--Costs of production
for U.S. soybean farmers vary considerably across regions, and are affected by
annual changes in crop yields. During 1980-85, the average variable cost of
production of a bushel of soybeans, as computed by the USDA, fluctuated
between $1.62 and $2.28. Per bushel variable costs peaked in 1983, a drought.
year of substantially lower yields. In 1985, favorable yields and lower .
acreage planted (presumably with the elimination of higher cost and marginally
-producing land) resulted in the lowest costs of the 6-year period. As shown

in table 3-5, the Lake States/Corn Belt and Northern Plains regions have
substantially lower costs of production than do SOybeah farmers in the Delta
and Southeast regions. 1In 1985, soybean farmers in the Lake States/Corn Belt
had variable costs about 16 percent below the national . average, whereas the
var1ab1e costs of Southeast farmers were 72 percent above the average

The recent decllne in the average var1able cost of U.S. soybean production
reported in table 3-5 was the result in part of hxgher-cost land in the
southern and southeastern States being forced out of productlon, with a corres-
ponding decline in overall U.S. production. The remaining land was more
efficient to begin with; hence, the remalnlng soybean output was produced at
lower average variable cost.

Of greater significance for U.S. competitiveness, however, is the fact
that in each region average variable costs declined during 1983-85. . This was
true even for the Lake States/Corn Belt and Northern Plains regions, where in
table 3-2 it is reported that soybean output actually increased. Declining
average variable costs in these two regions at a-time when. output was rising
runs counter to the expected observation, namely, an increase in cost
associated with incredsed output. Thus, these data suggest that there has been
a real improvement in efficiency and competitiveness in U.S. soybean farming
in recent years,.caused by rising per acre .yields and more efficient use of
fertxlxzer and energy,'among other factors (table 3-4).

Farm revenues.f—In recent years, revenues-from soybean. farming have fallen
from the highs of the late 1970's and early 1980's. Such high revenues were
-achieved from the combined effects of rising output and rising prices.
Likewise, the recent decline in revenues has been caused by the declining
" output marketed at reduced prices. On a per-acre basis, cash receipts for
soybean farmers fell by 20 percent between 1983 and 1985, because of sharply .
lower prices, which fell by nearly 40 percent during 1983-85 (table 3-4). -
This drop in receipts was less than the drop in prices because of a 30-percent
improvement in average soybean yield per acre. This decline in gross cash
receipts, less the costs described earlier, left farmers with a per-acre net
return of $61.75 in 1985 down by 38 percent from the 1983 net return of
$99.64.

Gross farm revenues received by U.S. soybean farms declined from a record
high of $15.7 billion in 1979 to $9.4 billion in 1986, or by S percent. 1/
During this period, soybean production decreased by 14 percent, from 2.26
b1111on bushels to 1.94 billion bushels (table 3-1), and in the same period,

the average farm price of soybeans fell by 31 percent, from $6. 81 to $4.70 per
‘bushel. '

1/ Estlmate based on production volumes and average farm prlces from 1979 to
1986.
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The causes of the decline in U.S. soybean prices are largely tied to the
export market. An important indicator of world soybean prices.is the market
price in Rotterdam (see ch, 2). The Rotterdam-U.S. (Decatur, Illinois) price.
differential generally declined during 1979-87, from $33 to $38 per metric tom
during 1979-81 to $13 to $24 per ton during 1985-87. This put downward
pressure on U.S. prices. Partly because of the USDA loan-support program,
described later, average U.S. soybean prices fell by less during 1980-86 than
prices in fore1gn markets, and, probably, by less than U.S. prlces would have
fallen had they been unsupported

Soybean markets and marketing. issues

Important domestic and export markets.--For domestically consumed .
soybeans, the most important market is the U.S. oilseed-crushing sector, which
processes soybeans into.meal and oil for domestic and export markets. Only
minor quantities .of soybeans are domestically marketed through any other
channel. Domestic shipments of soybeans, estimated as the difference between.
total production and exports, increased from 693 million bushels in 1970 to
1.4 billion bushels in 1979, then decreased to 1.2 billion bushels in 1986.
The ultimate destination of the processed soybean products--whether for

domestic or foreign consumption--is dlscussed in the follow1ng section on the
U.S. oilseed-crushing sector. : : :

U.S. exports of soybeans increased from 434 million bushels in 1970 to
929 million bushels in 1981, before decreasing to 760 million-bushels in 1986
(table 3-6).: Exports as a share of domestic production increased from
" 35 percent in 1971 to 47 percent in 1981, then fell to. 38 percent. in 1986.

The single most important export market. for U.S. soybeans is the EC, -
where the beans are crushed locally for domestic meal and oil consumption.
Shipments to the EC accounted for 46 percent of all U.S. exports in 1986, and
an average of 50 percent during 1980-86. (table 3-7). Other important markets

for U.S. soybean exports are Japan (19 percent). Ta1wan (8 percent), and the
Soviet Union (7 percent). . :

Price determination. 1/--A number of structural characteristics of
soybean markets make soybean pricing a highly competitive process. Soybeans .
are a basic agricultural crop, a homogeneous commodity, where price is the
overriding factor in the purchase decision. Soybean farmers are numerous, in
the hundreds of thousands, every one insignificant compared with the national
total. The ability to double-crop and to otherwise farm a variety of crops
simultaneously allows farmers to enter or exit soybean farming easily as
year-to-year prices change. Further, although prices are determined at the
local level between farmers and elevators or.crushing mills, in a competitive
market prices across States or regions will not differ for extended periods by

more than the cost of transport to common market areas such as export
term1nals

1/ This section is based in part on Mack N. Leath, "Pricing Strategies Used By
_Soybean Producers,” Staff Paper No. 86E-343, February 1986, Department of
Agricultural Economics, University of Illinois at Urbana-Champaign.
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Despite such competitive influences, soybean pricing can be complex. The
local market is heavily influenced by aggregate supply and demand at the .
national and international levels through the futures markets and Gévernment';g
price-support policies. As a result, local prices may reflect import demand
in Rotterdam or USDA forecasts of next season's Brazilian crop as much as the .
local mill's capacity. When a farmer delivers his soybeans to the local
elevator or mill, the price he receives is largely out of the control of either .
party, buyer or seller. Buyers and sellers may seek prices that bring‘a )
targeted return on investment, a predetermined gross margin, or simply move the
harvest or keep the mill running at full capacity, but in all cases local
prices cannot be sustained above or below a relatlvely small range surroundlng
national market prices. ' : :

Despite their lack of bargaining power, farmers do have price strategies:
available to them. Farmers plan the pricing of a soybean crop as early as the
February preceding the planting of the crop and continue until the harvested

crop has all been sold, as late as the middle of the following year. This
' long planning period is required for farmers to take full advantage of the
three basic price strategies open to them: a forward cash contract, where
quantity and price arrangements are made prior to delivery from the field or

storage facility; a cash market offer, under which a given quantlty of soybeans .

is sold for immediate delivery at the current market price; and a price-later
contract, which provides for immediate del1very but at a price to be determined
at a later date. Prices set in the future may be based either on cash—market
or futures—market prices, depend1ng on the’ partlcular arrangement.

To accommodate all these pricing options, farmers typically employ some
or all of three marketing strategies: sell directly from the harvested f1eld
to buyers (who provide transportation); deliver to an elevator, crusher, or"
other off-farm destination at harvest; or store the harvested crop. on—farm for
marketing during the following winter or spring. :

In a recent survey of Midwestern and Southern soybean farms, 1/ it was
found that virtually all the crop was either delivered off-farm by the farmer
(54 percent of the crop of the farm sample) or kept in on-farm storage for
later sale (43 percent); only a minor portion (3 percent) was picked up at
harvest by buyers. Of off-farm deliveries, two-thirds of the crop was sold ..
via cash market offer, and most of the remainder was forward contracted. For,
the portion of the crop stored on-farm, pricing strategies were evenly ‘divided
between forward contracts and cash market offers; very little was sold in-
price- later arrangements. Although farmers in most States have all three
price options available, in some States the scant use of some options (for
example, forward contracting in the Carolinas) suggests that crushers or
elevators in those States do not offer such arrangements. 3/' The high
proportion of soybeans held on-farm for later marketing suggests that farmers
are willing and able to forgo immediate sale and w1thhold supplies in the hope
of higher pr1ces in the future .

As a way to obtain higher prices and more efficiently market their ,
harvest, many soybean farmers have formed or joined cooperatives.. Cooperatives
provide various services for the1r members, 1nclud1ng marketlng soybeans to

1/ Ibid.
2/ Ib1d P- 16.
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elevators and crushers. By acting as the sole agent for many farmers at once, -
cooperatlves may be able to obtain greater bargaining leverage for farmers.
Cooperatives play an 1mportant role in the marketing of soybeans and grain,
account1ng for 37 percent ‘of all such farm-level. marketlng in 1985. 1/

In addition to crop marketing, some cooperatives operate mills and market
processed soybean products for their members, thereby capturing for the farmer
a greater share of the consumer's oilseed dollar. By storing soybeans and/or
the processed products, cooperatlves also attempt to help farmers maximize
prices by selling when prices are high and holding inventories when prlces are
low. An added advantage for members of large cooperatives is direct access to
export markets, since some cooperatives operate export transport facilities.

During periods of weak soybean markets, the USDA loan guarantee program
(see the discussion on Government programs later in this section) effectively
supports soybean prices at approx1mate1y the level of the loan default "price."
At that price, .the market demand for soybeans becomes perfectly price elastic,
that is, all that is supplied at that price beyond what is demanded by private
buyers will be absorbed by the Government. This program tends to stabilize
prices (at least downward), but. as discussed later in the report, at the
sacrifice of important market signals to U.S. producers and exporters competing
Aw1th unregulated foreign rivals.

_ Transportatlon factors.——Slnce oilseeds and oilseed products are bulky
products with relatively low unit values, transportation and storage factors
are important influences on oilseéd markets. The most efficient transport
systems for bulk products are barge or tanker by water and railcar by land.
These systems require a specialized infrastructure, including a rail system
and adequate port facilities. The United States has long had such an
1nfrastructure, by design, as in the case of rail, and by nature, as with the
extensive waterways connecting the interior farming areas, most of which lie
adjacent to the Mississippi River system, with export ports. In 1977 (the
latest year for which data are available), 61 percent of soybeans moving within
the United .States to a U.S. export port were transported by river barge,

23 percent by ra11road and 16 percent by truck. 2/

u.s.’ export flows of soxbeans,——Erom U.S. export ports, oilseeds and
oilseed products are moved to foreign countries mostly by ocean bulk carriers
(except for a small amount transported by rail d1rectly to Mexico and
-Canada). 1In many cases), oilseeds: and products are moved in so-called tramp
‘ships 1eased to a shlpper for one or more voyages or for a fixed period. 3/
Tramp fre1ght rates are negotlated between a sh1pper and an owner, often with

1/ Cooperative Management Service, Agricultural Cooperative Service, Farmer

Cooperative Statistics, 1985, USDA, Washington, DC, ACS Report No. 17,

December 1986, pp. 9-10.

2/ Mack N. Leath, et al., Soybean Movement in the United States: Interregional
Flow Patterns and Transportation Requirements in 1977, University of Illinois,

Champaign,. Ill. 1977.

.3/ Velmar Dav1s, "Roles of the Transportatlon Modes,” in USDA, ERS,

Transportatlon and Competitiveness of U.S. Agricultural Products in World

Markets: Proceedings of a Research Symposium, October 1986, (forthcoming,

Fall 1987).
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- an. 1ntermed1ary broker 1nvolved Very few oxlseed products move o -
1nternat10nally in liners, whlch ‘are operated by flrms with. publxshed rates
‘and regular ports of call.

- The transportatlon advantages'of u.s. soybean producers are reflected in’
geographic trade flows, which for the most. part have. .Corn Belt. or Lake State
_soybeans moving by barge down the Hxsslsslppx River or by railcar to. New
‘Orleans and other Gulf .of Mexico export ports. During the 4 most recent years,
- 1983-86, about 80 percent of U.S. ‘sqgybean exports. left the ‘United States
through gulf ports, and most of .these through HlSSlSSlppl River ports such as
New Orleans (table 3-8). The region with the next hlghest average exports
during these 4 years was the South Atlantlc (Ports ‘of Baltlmore, Norfolk,
Charleston,_Savannah -and-West Palm Beach). The ports. in the Pacific reglon
_lost a: con51derab1e share of U S soybean exports, much of it to gulf ports.

. , ngest1c transgortatlon factogs.-—Transportat1on undoubtedly plays a
.role in the location of the soybean processing plants- in the United States and
abroad because of the . relatxve costs of storing and transporting soybeans, -
meal _and oil. - According to:.one source, -a high percentage of domestic soybean
meal shlpments dre within the region of  the meal plant, supporting’ the-
_hypothesis that soybean processors tend to locate near high soybean meal

' consumptiori areas. 1/ Transport rates have tended ‘to. dxscourage the shipment
".of the relatively lowuvalued soybean meal over long distances. Soybean oil

_ transportat1on costs are less 1nfluentxal in locatlon of plants since the oil
“is a relat1ve1y hlgher valued commod1ty 2/ : :

Ra11 rates, load1ngs, and sh1pments data for sra1n (1ncluding soybeans)
are shown in- the follow1ng tabulation 3/ _ ,4”” . o

-

Ra11 frexght rate )

A o r-1ndex for grain° .. Railcar' . _ . Barge grain .
- Year gannualize I VS - loadings -~ -~ shipments
S (1,000 .cars) 5 (ulllxon
L S :bushels)
1979 ... 62.9 . 215 o 1,622.6-1
. 1980 75.0 290300 1,935.4"
1981 .. B6.LT ";;26'3‘""“ L - 71,907.4
1982 - . 93,4 . 24,9 ‘4;”,' - 2,135.0
-~ 1983 7 - 94.0 26,1 S0 2,11308
11984 © . 100.0 ._A27.21_ fn}~' : 1,904.2
- 1985 - 98.3 . .22.8 .. - 1,655.3
1986 - - 99.0 C24.,30 L e 2

171984 = 100.
2/ Not;available.

. 1/ G.E. D'Souza, T.D. Ph1ll1ps and Ww.J. Free, The U.S. SOybean Process;;g

e ndustry, Tennessee Valley Authorlty (TVA) Bulletln 312 January 1986, p 16
~ 2/ Ibid.
3/ Source: USDA, Qgr1cultural Outloo Harch 1987 p 50 . Rail frelght 1ndex
is compiled by Uspa from U. S Bureau of Labor Statlstlcs (BLS), U s
'7;Department of Labor ' S . .
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Railcar loadings of grain peaked in 1980, then declined-.irregularly; barge
shipments, on other hand, peaked in 1982, then.steadily declined into 1985
(the latest year for which data are available). U.S. industry sources dispute
the accuracy of the BLS data.on rail freight costs. According to trade
sources, the BLS price 1ndex quoted above does not reflect thé actual rates
paid by many grain shippers because with the deregulatlon of railroads, .

. trucking, and: barges. many transportatxon arrangements are pr1vate and not
pub11shed 1/ :

4 Other marketlng issues.--The soybean farming sector is atomistic in

structure, consisting of hundreds of thousands of widely dispersed farmers and
dozens of - farmer cooperative-operated elevators that- supply crushers with
soybeans. Although cooperatives help strengthen the market power of farmers.
there remains a general ‘imbalance in concentration between farmers and
crushers, particularly at the local or regional level (the most relevant
market dellmltat1on from the farmers' perspect1ve)

Concernlng relat1ve market power in the U S. soybean market there is a -
commonly ‘portrayed image of joint economic interest between the oilseed
farming and crushing sectors. 2/ Desp1te this image, the fact that the
revenue received by, farmers constitutes a-cost incurred by crushers suggests g
that if market power in the soybean market is asymmetrlcal then this
similarity in interests may" also be asymmetrlcal When 'demand for processed -
soybean products is increas1ng, rising prices received by crushers may be

~passed on in part to’ soybean suppliers, benefiting both farmers and crushers,’
but when product prices are declining, crushers with market power may be able
to pass the output price decline backward to: farmers, largely 1nsu1at1ng
themselves from adverse .price moves in the process.

In 1985, a USDA study found that during 1963—83. U.S. soybean processors
incurred higher operating costs as a result of higher risk factors; these
costs were then successfully passed on to suppliers (farmers) and customers
(meal and oil users). 3/ The researchers estimated that. two-thirds of the

1/ For further discussion of transportatxon issues, see Tenpao Lee, C. Phillip
Baumel, and Robert Acton, “The Impacts of Transportation Rates on World
Soybean Trade Competxtlon." in World Soybean Research Conference III, :(R.
Shibbles, editor), Iowa State Univ., 1985, p. 117; Robert J. Hauser and C.
Phillip Baumel, "Research Issues in Grain Transportation,” and, James M.
uacDonald,‘fDevelopments in Grain Rail Rates and Services Since Deregulation,”
both in USDA, ERS, ransgortat1on and’ Competitiveness of U.S. Agricultural

Products in World Markets: Proceed1ngs of a Research Sympos1um, October 1986
(forthcoming, fall 1987).

2/ This view is expressed in such process1ng company statements as the
following: - "We merchandise and process the farmers' crops. We provide feed
and feed ingredients for livestock and poultry. Our corporate. activities are
almost exclusively dedicated to providing services to farmers both here and
abroad."” . Annual Report 1986, Archer Daniels Midland Co., p. 4. While reduced
farm prices would in isolation increase crushers' margins, they would also
reduce farm incomes and therefore likely reduce:supplies, which.in turn would.
reduce crushers' output; hence the crushers' and farmers' joint interest lies
in expanding markets and raising procéssed product:prices.

3/ M.S. Boyd, et al., "The Impact of Risk on Soybean Crushing Harg1ns," 011
Crops, USDA, December 1985 : ) .
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higher operating costs were passed on to farmers in the form of lower soybean
prices, and one-third was passed on, to meal and oil users in the form of
higher meal and oil prices.

-

Government programs

One of the most important characteristics of the U.S. oilseed farm sector
is the role Government has in 1nf1uenc1ng industry structure, output, price,
and export performance. Many Federal Government programs, primarily those of
the USDA, are targeted at, -or indirectly influence, oilseed farmers. The
dominant effect of such Government involvement falls on the supply side. The
USDA support policy for soybeans induces higher output of soybeans. 1/
Government-sponsored- research and development (R&D) improves soybean farm
productivity and per acre yields. On the demand side, USDA export enhancements
widen the world market for U.S. oilseed products, and food stamps and surplus
food donations expand U. S. food consumption.

U.S. farm programs are extensive and complex; a full description goes
beyond the scope of this study. This section summarizes the key provisions of
the support program, and h1ghllghts those provisions that are believed to
significantly influence U.S. soybean trade. Nonagricultural policies of the
U.S. Government and foreign government policies are examined for their effects
on the U.S. soybean industry in chapter 8.

The Food Security Act of 1985.--In an effort to revise current and future
U.S. Government support of agriculture, Congress passed the Food Security Act
of 1985. This act, covering the five crop years 1986 through 1990, contains
provisions for the following commodities: soybeans, upland cotton, feed
grains, wheat, rice, dairy products, peanuts, sugar, wool and mohair, and
honey. The main programs under the act are nonrecourse commodity loans,
inventory and financial activities of the Commodlty Credit Corporation (CCC),
direct cash transfers for deficiency payments for grain and cotton, farm
storage payments for grain, and paid land diversion for grain and cotton. The
effects of the act and its predecessors on soybeans are both direct and
indirect. The direct effects flow from the soybean-specific provisions, and
the indirect effects flow from the provisions related to the other commodities
all of which are alternative crops for various soybean farmers.

The primary Government assistance to grain and oilseed farmers is in the
form of price and income supports. To be eligible for price and income
supports, grain and cotton farmers must comply with acreage reduction or other
supply control programs, but soybean farmers do not face the same restrictions.
Yet, since soybeans are often grown as part of a crop mix on many farms, price
and income supports, and the accompanying acreage controls for other crops,
affect soybean acreage. Furthermore, the effects are not similar. Although
the supports for soybeans by themselves would tend to increase soybean o
acreage, the price supports for corn forbid the diversion of land from corn to

soybean planting, thus tending to reduce soybean acreage and production. 2/

1/ Offsetting this are the price-support policies for corn, wheat, and other
crops that are rotated with soybeans. Their acreage-reduction provisions also
force a reduction in soybean acreage. . :
2/ USDA, "Expected Soy-Corn Returns Indicate Soybean Acreage," Agricultural
Outlook, May 1987, pp. 12-14. : ‘
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Nonrecourse commodity loans.--All soybean farmers have the option of
-placing their soybeans as collateral for USDA loans, receiving loan funds at a
specific rate per bushel of soybeans. Such loans, called nonrecourse loans,
can be redeemed by the farmer prior to maturity from the market sale of the
soybeans. If market prices are too low (i.e., below the loan rate per bushel),
the farmer may default on his loan obligation and forfeit the soybeans, which
become Government property. Nonredemption of the loan, in essence, takes the
soybeans out of the open market and keeps the price prevailing in the open

market from falling below the loan rate. The interest rate on nonrecourse
loans is usually below commercial lending rates.

For soybeans, two principal provisions of the 1985 Act cover the USDA loan
program. In particular, the export-discouraging effects of the price floor
that the program effectively provides have been modified. If the Secretary of
Agriculture, who sets the soybean loan rate, determines that the rate is
eexcessxvely high to maintain exports and domestic demand, the rate may be
. reduced. However, such reduction is limited to no more than 5 percent per year
and in any case not below $4.50 per bushel. In view of the fact. that the loan
rate in 1987 was $4.77, which can only be reduced 5.66 percent before it
reaches $4.50, the new loan provision provides little leeway if export prices
continue to fall.

Average market prices for soybeans excéeded the USDA loan rate until
1985, when the loan rate became an effective price‘floor, as shown in the
following tabulation of USDA data (per bushel):

Average price USDA loan

.Year received by farmers rate
1976..... $6.81 , « $2.50
1977..... 5.88 3.50
1978..... 6.66 4.50
1979..... 6.28 4.50
1980..... 7.57 5.02
1981..... 6.04 5.02
1982..... 5.69 5.02
1983..... 8.19 5.02
1984..... 5.84 . 5.02
1985..... 5.05 » 5.02
1986 1/.. 4.70 2/ 4.77
1987..... 3/ 4.77

1/ USDA projected average farm price as of May 1987.

2/ The nominal loan rate of $4.77 per bushel (8.0¢ per pound) in 1986 was
reduced to $4.56 per bushel (7.6¢ per pound) in response to the
GraUMhRndman—Hollings Deficit Reduction Act.

3/ Not available.

A study by USDA's Economic Research Service (ERS) on the effects of U.S.
price-support programs reported that for soybeans the U.S. provided a producer
subsidy ranging up to 9 percent of the market price during 1982-1984.
Comparable subsidy levels for soybeans and rapeseed in the EC were reported to
be 25 and 49 percent. In contrast, Argentina and -Brazil levied a producer tax
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on soybeans equivalent to 10 to 25 percent in Argentina and 1 to 9 percent in -
Brazil. 1/ These foreign government programs are discussed in following -
chapters. _ o

v
]

Public Law 480 and the Commodity Credit Corporation.--The USDA promotes

exports through two main programs, the Agricultural Trade Development Act
. (known.as Public Law 480, or P.L. 480) and the CCC. Under P.L. 480,
concessional sales and donations are made for the purpose of humanitarian
and/or development assistance. This has been of particular help.to U.S.
exports of vegetable oil; nearly one-third of all U.S. exports of soybean oil
in 1985 received P.L. 480 3551stance, and 7 percent of all U.S. exports of
‘cottonseed oil’ were so assisted.

‘The CCC'provides various types of assistance, the most important of which
-are direct loans to foreign governments and guarantees of loans made by
commercial banks for exports. Between 1980 and 1987, according to the USDA,
. gross expenditures of the CCC rose from $10 billion to $47 billion. Net
expenditures rose from under $3 billion to over $25 billion during the period.
These expenditures were for all commodltles and were not separately reported
for soybeans. . :

Another export program, the Export EnhanCement Program, was authorized

~--under section 1127 of the 1985 Act. This provides export payment-in-kind by

USDA to exporters in order to bring about export sales. Exporters are given
generic commodity certificates good for supplies of various commodities as
assistance in marketing price-competitive exports, especially where foreign
competition is subsidized or enjoys other unfair trade advantages. However,
to date this program has been used only once for oilseed products.

. U.S. tariffs and import protection.--U.S. tariffs on imports of oilseeds,

 fats and oils, and oilseed meals are shown in appendix E. Except for quotas
on U.S. imports of butter oil, butter, cream, and peanuts, there are no

~ quantitative restrictions affecting oilseeds and oilseed products. The

principal tariff is on soybean oil ‘and amounts to.22.5 percent ad valorem.

U}S. imports of soybeans enter free of duty..

The two principal oilseed products 1mported into the Unlted States are
palm oil and coconut oil, which together. accounted for over two-thirds of the
value of U.S. imports of all oilseeds and products in recent years. Both of
these vegetable oils enter the United States free of duty. '

Structure of the U,S. Oilseed Crushing Sector

Oilseed crushers are the sole domestic market for virtually all
U.S.-produced soybeans. Those soybeans that are not directly exported or
consumed are processed by crushers into soybean meal.and vegetable oil for
domestic and export markets. A detailed examination of the oilseed crushing
sector, including its structure and financial performance, is important in
explaining the size of the U.S. soybean and products industry and its
"~ performance in: international trade because the- crushers are largely

1/ ERS, USDA, Government Ihtervention in Agriculture, January 1987, pp. 29-30.



3-14

responsible for U.S. exports of soybeans and soybean products This section
of the report describes the structure of the oilseed crushing sector, including
structural measures such as output trends and the number and concentration of
firms, and structural influences such as the roles of technologlcal
development and Government polxcles

In examining "the structure of the U.S. soybean crushing industry, a
dlstlnctlon must be made between the U.s. 1ndustry itself and U.S.-based firms
engaged in oilseed processing both domestically and worldw1de The operation
of a processing fac111ty wholly contained within the United States may differ
from the operation of a facility that is part of a multlnatlonal enterprise
because of potentially different competitive strategies in the two types of
firms. This section of the report examines pr1mar11y the structure of the
U.s.-based operatlons of U.S. soybean crushers, with attention paid “later to

~the structure of the global 1ndustry in whlch U.S.-based firms play a dominant
part.

" "Production, Shipmentslgtrade, and apparent consumption

Production and shlpments.——Soybean meal and oil are produced from
soybeans in approximately fixed proportxons, so that trends in the output of
one commodity match those of the other.- Output of ‘soybean products has slowed
from the sustained increase during the 1960°'s and 1970's that led the industry
to a then-record output of meal and oil in the 1979/80 crop year. In that
year, U.S. soybean crushers produced 24.6 m1111on metrlc tons of meal and
5.5 million metric tons of 0il (table 3- 9). In the years follow1ng, )
production growth largely stagnated, and recent output levels are only
slightly higher than the productlon volume achleved in the 1979/80 crop year.

~ Exports and 1@ports.——Forelgn markets have’ been 1mportant outlets for
U.S. production of oilseeds, oilseed meals, and fats and oils. Durlng crop
years 1977/78 to 1986/87, about 37 percent of u. S. —produced ollseeds
(soybeans, cottonseed, sunflowerseed, flaxseed, and peanuts) were. exported as
were about 24 percent of the major protein meals and 22 percent of the
vegetable and marine 01ls (tables 3 10 and 3- 11)

Exports of soybeans and soybean products followed a 51mllar pattern
during 1977/78 to 1986/87. The share of U. S soybean productlon belng ’
exported rose from 40 percent in’ 1977778 to'a peak of 47 percent in 1981/82,
and thereafter declined to 35 percent in 1986/87 (table 3-12). Exports of
soybean meal as a share of U.S. output- -also peaked in 1979/80 at 29 percent,
thereafter declining steadily to 20 percent in 1984/85, and then recovering to
24 percent in 1986/87. The average share of U.S. soybean meal output sold in
foreign markets during the ten years “amounted to 26 percent An average 17
percent of U.S. Soybean-oil was sold in foreign markets, although durlng
1977/78 to 1986/87 the share decllned from a peak of 22 percent in 1979/80 to
11 percent by 1986/87.

In value terms, U.S. exports of oilseeds and'products peaked in 1981 at
$9.3 billion, declined. by 38 percent to $5.8 billion in 1985, and then
recovered by 9 percent in 1986 (table 3-13). 1In 1981, the record year,
oilseeds accounted for about 72 percent of all oilseeds and products exports,
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fats and oils about 18 percent, and oilseed meals the remaining 10 percent.

By 1986, oilseeds represented 71 percent of the $6.3 billicn worth of oilseeds
and products exports, fats and oils about 20 percent, and oilseed meals about
9 percent.

Soybeans and soybean products make up the bulk of U.S. exports of oilseeds
and oilseed products (table 3-14). As a share of U.S. exports of all oilseed
products in 1986, soybean and soybean products accounted for 97 percent, or
62.5 billion pounds of the 64.3 billion pounds of U.S. oilseeds and oilseed
products exported in that year. Of the quantity of U.S. exports of oilseeds,
oilseed meals, and fats and oils in 1986, the shares made up by soybeans,
soybean meal, and. soybean oil were 98, 98, and 86 percent, respectively.
Similarly large shares of export values are accounted for by soybean and
soybean product exports. :

Soybean and soybean meal exports go principally to the more affluent
developed European countries, Japan, and a handful of Asian countries which.
have experienced recent rapid industrial growth (tables 3-7 and 3-15). These
countries purchase significant amounts of soybeans from the United States, and
possess advanced oilseed crushing mills. - In addition to the -purchase of
soybeans, the developed countries also purchase soybean meal to satlsfy a part
of their demand for oilseed meal. Purchase of soybean meal allows maximum -
flexibility in altering feed ration composition, mitigates any bottlenecks
occurring because of a lack of crushing capacity, and eliminates the problem
of disposal of any soybean oil produced as a byproduct of soybean crushing.
Many of the developed countries are more nearly self-sufficient in edible fats
and oils production, and already export a. large portion of the soybean oil’
produced from U.S. soybeans crushed in their oilseed mills.

Soybean o0il sales are mainly to developing countries that have low per
capita consumption of edible_fats,and oils (table 3-16). These countries are
for the most part not interested in purchasing soybeans or soybean meal since
they lack either the necessary crushing mills or a livestock sector requiring
significant volumes of oilseed meal.

U.S. soybean oil exports peaked in 1979 at 2.5 billion pounds, then
declined irregularly to 2.3 billion pounds in 1984. However, in 1985, soybean
oil exports declined by 1 billion pounds (or 43 percent from the those in
previous year). U.S. soybean oil exports in 1986 totaled 1.2 billion pounds,’
down slightly from. the level of 1985. U.S. exports of soybean oil have been
much more dependent on official U.S. export assistance than exports of either
soybeans or soybean meal; the share of U.S. soybean oil exports receiving
official assistance rose from 17 percent in fiscal year 1979 to 35 percent in
fiscal year 1986. For such exports, leading markets were Pakistan, India,
Mexico, and Bangladesh, which together accounted for about two-thirds of U.S.
exports of soybean o0il in 1986.

Fats and oils were the chief oilseed product imported into the United’
States during 1978-86, accounting for 88 percent of all oilseeds and oilseed
product imports (table 3-17). U.S. imports. of oilseeds and oilseed meals .?5
supplied less than 1 percent of domestic consumption during crop years 1977/78
to 1986/87, whereas imported fats and oils supplied about 14 percent of
consumption. The United States is among the top five leading markets for
vegetable oil in the world, importing an average of nearly 2 billion pounds
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annually during 1978-86. By 1986, the United States had become a net importer-
of vegetable oils. The principal oils imported were coconut and palm oils.
U.S. imports of soybeans, soybean o0il, and soybean meal have been small,

, gmounting to less than $1 million annually during 1978-86.

The Philippines and Malaysia supplied 58 percent of U.S. imports of
oilseeds and products during 1978-86, chiefly in the form of coconut, palm,
and palm kernel oils (tables 3-18 through 3-21). Canada has also supplied a
significant amount of rapeseed 0il to the United States since 1984 when the
U.S. Food and Drug Administration first allowed rapeseed oil to be used in
edible fats and oils products in the United States.

Apparent consumption.--Most soybean meal consumed in the United States
and elsewhere goes into animal feed, although smaller amounts are also used to
prepare soy-based foods. The principal factor influencing the demand for
oilseed meals is the demand for meat and dairy products, a factor which is

ultimately reflected in the number of livestock raised and in the rate of feed
consumed per animal unit.

In the United States, there was little change during 1976-85 in the
number of "high-protein animal units™ (a composite of the equivalent number of
poultry, dairy cattle, and other livestock animals), although the total amount
of feed consumed per animal rose as did total feed consumption. During this
period, the number of high-protein animal units averaged 109 million head
(table 3-22). However, the amount of feed consumed per animal unit rose by
about 2 percent annually. U.S. consumption of high protein feed rose from an
average 22.2 million metric tons during 1976-80 to an average 24.1 million
tons during 1981-85, an annual gain of 1.9 percent. Oilseed meal consumption
increased from an average 17 million metric tons during 1976-80 to about 19
million tons during 1981-85, a growth of about 2.2 percent annually.

.. Soybean meal consumption in livestock feeds averaged about 15 million
metric tons during 1976-80, and then increased irregularly during 1981-85 to
.about 17.5 million tons, a compound annual rate of growth of 2.0 percent
(table 3-23). Most of the growth in soybean meal consumption has been because
of increased broiler and turkey feed consumption, a situation consistent with
the rising demand for poultry meat in the United States.

Consumption in the United States of all types of vegetable oils and
animal fats used in food has grown by slow, but steady levels for a number of
years. During 1981-85, growth in consumption of all edible fats and oils
averaged 3.3 percent annually, and that of soybean oil "averaged 2.3 percent.
Most of the increase in apparent consumption in soybean and other vegetable
oils has been attributed to increased population, to more popular foods that

contain higher amounts of food fats, and to stable or declining prices for the
food fats and oils products. 1/

' 1/ See for example, Jorge Hazera, "Per Capita Consumption of Food Fats and
Oils, 1971-82," USDA, 0il Crops Outlook and Sltuat1on Report, August 1983,
pp. 11-13.
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Number and location.of firms and employment

_ There .are 13 firms engaged in soybean crushing in the United States.‘#ﬁ
These firms operate a combined total of 72 plants (mills), scattered across:
several States in a region encompassing the Corn Belt, Mississippi River -+
delta, and southeastern United States, and bounded approximately by Nebraska,
Minnesota, Pennsylvania, Georgia, .and Louisiana. ' In 1982, the latest year for
which Census data are available, there were approximately 6,200 people
employed in the crushlng of soybeans and other 01lseeds '

Table 3-24 shows m111 ‘distribution by State as of January 1986. uost of
the industry's mills:are found in Illinois and Iowa, whose. 23 mills together
account for almost a third of the total number of mills and over 40 percent of
industry crushing capac1ty "Mill location is determined prxmar1ly by three
.factors: the location of soybean harvesting c¢apacity, the size of the ‘local
or regional ‘oilseed meal market, and the availability of transportation
systems. These factors appear to be of fairly equal Aimportance. - Although
" many mills are concentrated in the Corn Belt States, ‘where soybean production
is particularly concentrated, a number are also located in Southern and

"Southeastern States where poultry processors and other large users of meal are
located. A

In addltlon, many are close to water and/or ra11 transport systems. Such
- transport systems. are important considerations for export “trade, which is an
important part of industry shipments. - The waterways of the Mississippi and
its tr1butar1es, and of the Great Lakes- -St. ‘Lawrence system are particularly
important to soybean product traders, and a number of mills are located
adjacent to these waterways. 1/ Railways connect many of the other mills to
these waterways, or directly to coastal export ports. An important element in

such forms of transportatlon 1s their large scale, allow1ng for low-cost bulk
‘transport. .

The relative unit values of - o1lseed meal and o1l are important influences
in mill location. Since oil is high valued, transportation cost accounts for
a smaller part of total delivered cost than for meal, which is low valued and
bulky. Thus, other things equal, a mill is best situated near meal markets to
reduce meal transport costs, leaving oil to be sh1pped wherever oil markets
exist. : .

.ot

b
~

'SO[bean crusher concentrat1on

Soybean crushing is h1gh1y concentrated in only a few f1rms Industry

" sources indicated that of the total daily capacity of 117,050 tons. of soybeans
- held by the 13 firms in 1986, 77 percent was held by the 4 largest firms and
93 percent was held by the -8 largest firms. All but 6 of the firms operate
multiple mills, the 2 largest firms each operating approximately 20 mills.

-1/ Of 65 mills responding to a Comm1ssxon questlonnalre. ‘27 reported a s
location on a waterway (i.e., a river, ‘one of the Great Lakes, the Gulf of =
Hex1co or the Atlantic coast) :



3-18

The larger firms galned the1r market shares by buildlng or acquiring
additional facilities rather than expandlng existing ones, despite the
economies of scale. reported: to exist in soybean crushing. 1/ A possible
explanation for this is that when prices of soybeans and 'soybean products
decline over extended periods, then smaller or less, efficient firms more
readily sell out to larger or more efficient ones; this results in generally
increased industry concentratxon and, therefore, -an ‘altered industry structure.

The most recent example of such a reshuffllng of 1ndustry assets has
taken place since at least 1983, as a result of the general decline in soybean
and other agr1cu1tural commodity prices.during the 1980's.. A partial listing

of recent mergers and other asset transfers 1s presented in table 3- 25

The follow1ng tabulatxon presents data .on m111 construct1on and -
acqu151t1ons for 65 U.S. .soybean mills, includlng data on the year of original
constructlon and for those mills not currently owned by the original owner,
the year when the mill was purchased (used) by the current owner, about which
sufficient information was obta1ned from the U.S. industry in response to
Commission quest1onnaires' , ) ' B

.“FrombaAsample of 65 -
regortxng mills, num ber—-
Acgu1red 1/

Time period __Constructed new ___used -
1890-1949 . 34 8 2

© 1950-59 .. . 12 6 1
196069 9 4 8"
1970-74 ‘ -3 3 2
1975-79 . . 5 - .3 5
1980 ‘ 0 ) 1
1981 L2 2 3
1982 ) o 1

71983 0 [ 6

1984 S0 0 2
1985 0 0 11
1986 ' q : 0 1

1/ Acquxred by the current owner durlng the stated perlod

An obvious characterlst1c of this sample of mills is their age; most were
constructed prior to 1950, and only two mills are of 1980's vintage. At least
one facility is nearly 100 years old, having been constructed in 1890.

Another trend in the- above data is the increased acqu151txon of used. mxlls
that occurred in the first half of the 1980's’ compared with any prev1ous
period. In the 1983- 85 perlod alone, some 19 mzlls changed hands (11 1n the
peak ‘year 1985), ‘arid none were constructed ’

1/ Several U.S. '1ndustry sources 1nterv1ewed by Commxssxon staff reported that
economies .of size exist: in soybean:crushing. See also the discussion of size
economies later in this section. ’ ’ :



Conditions of entry_and exit

How volatile the structure of the oilseed crushing industry is depends
largely on how easily firms enter and exit the industry. Firms normally enter-
an industry if there are profits to be made, and exit if profits decline and
unacceptable losses are incurred. However, barriers to entry may insulate
profitable firms from potential competition from new firms whose entry would
take away some of those profits. Likewise, barriers to exit might force.
unprofitable firms to absorb continued losses when they would prefer to cease
production. Thus, such barriers tend to stabilize industry structure in the
face of fluctuating economic fortunes and, therefore, influence how firms
perform in the short as well as the long run.

The most important conditions of entry and exit in domestic soybean
crushing include economies of size and other elements of the cost structure of
the industry, the homogeneity of the product, Government policies, and
firm-specific technology.

Economies of size.--The term economies of size 1/ refers generally to the
declining average cost of an activity that often occurs as the volume of that
activity increases. Economies of size may occur in production, purchasing,
marketing, and/or multiplant location and logistics. Such economies are
predominantly a result of the existence of high fixed costs, which are
allocated over a larger volume of output as size increases, causing average
unit cost to-decline. Economies of size are less prevalent when fixed costs
are low relative to variable costs, such as when variable inputs (i.e., labor
or information) become scarce with increased volume, increasing their prices.

Soybean crushing mills are heavily capital intensive, and consequently,
have high fixed costs. Among their most significant fixed-cost items are
soybean conveyors, driers, cracking mills, flakers and grinders, screeners,
and solvent extractors. 1In addition, the extreme flammability of soybean dust
and the hexane solvent require investment in explosion-proof equipment and
explosion-suppression systems throughout the plant. The significant energy
requirements of the mills, moreover, are in many cases supplied by
company-operated sources, such as coal-fired generators. All these factors
add to the large fixed expense of soybean crushing. The principal variable
expenses include (besides soybeans) energy and solvent (usually hexane); labor
is not a significant expense.

The Commission received detailed cost:-information from U.S. soybean
crushers covering 67 U.S. soybean mills (excluding those with incomplete
data). Table 3-26 presents average cost data for 65 of those mills, 2/ by
mill size, for 1986.

1/ The term "economies of size"-is preferred here over the more common,
largely theoretical term "economies of scale," because the concept of
economies of size allows analysis of the average cost savings from 1ncre351ng
an activity within an enterprise (for example, a vegetable oil refinery
increasing only its scale of oil refining, yet keeping its overhead costs the
same, or nearly so). Economies of scale is a more restrictive concept, the °
analysis of which requires that all aspects of an activity (overhead, general,
selling, and administrative expenses, etc., as well as oil refining itself) be
increased in exactly equal proportions, which is rarely if ever the case in
the real world. :

2/ The largest two mills were excluded to W1thhold proprietary data.
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A number of points can be made about this cost information. For the
“average" soybean mill, total costs of processing one pound of soybeans
amounted to $6.50 in 1986; by far the principal component of this total was
the cost of soybeans, which was $5.87, or 90 percent of total costs. The
remaining cost items consisted mainly of processing expenses, totaling
$0.53 per pound, most significantly energy (fuel, power, and utilities),
labor, and depreciation and amortization. Nonprocessing costs--general,
selling, and administrative expenses and allocated corporate overhead--totaled
$0.10, or 1.5 percent of total costs.

A number of these average costs, particularly fixed expenses such as
overhead and depreciation, depend on the mill's rate of capacity utilization,
which vary considerably by mill size (table 3-26). This has implications for
a mill's potential cost savings from economies of size, since large mills
cannot enjoy such cost savings if they cannot operate at full capacity.

- Although the data by mill size presented here exhibit slight evidence of size
economies (average processing costs generally decline slightly as mill size
increases), such a trend might be more evident if differences in. capacity
utilization could be adjusted for. U.S. industry sources suggested two factors
that might account for low capacity utilization, particularly for large mills:
a seasonal shortage of soybean supplies, which prevents mills from completing
a sufficiently long production run, and reduced export demand, which forces
large mills situated near export points or along major rivers to cut back
output in order to avoid inventory build up.

In addition to production costs, economies of size may be achieved in
input purchasing, marketing, and logistics. Economies of size in purchasing
are achieved primarily through enhanced bargaining power or reduced suppliers'
costs. Because of the above-noted production economies of size, it is often
not efficient to have more than one soybean mill in a particular location,
especially where soybean production is limited. The fewer mills, the less the
potential competition for harvested soybeans in that area; thus, the mills
have relatively greater bargaining power vis-a-vis soybean farmers. The high
concentration in mills and elevators noted earlier contributes to the
crushers' achievement of economies of size in purchasing.

Marketing economies of size in soybean products exist in part because
trade in such products is highly export oriented: The homogeneity of the
product precludes the marketing economies often associated with differentiated
or brand-name products (such as advertising cost), but the importance of
well-developed market channels and transport systems offsets such homogeneity
and creates a competitive advantage for large, export-oriented firms.

Another related reason for marketing economies achieved by U.S. soybean
processors arises from their role as grain merchants, particularly through a
combination of their presence in foreign markets (either in trading, refining,
or other further processing) and their experience in other commodities
trading. The presence of some of the larger U.S. (and foreign) multinationals
in other countries facilitates the marketing of U.S. soybean products in those
countries either through foreign processing subsidiaries of U.S. firms or
buyers located by foreign marketing subsidiaries. The costs of developing
soybean product channels in foreign markets is reduced when such costs are
. spread across a variety of agricultural or other commodities. Because in many
cases state trading agencies or other large diversified buyers act as foreign
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buyers, firms that develop contacts in such markets for one commodity can use
the same contacts for other commodities, including soybeans and soybean
products. For example, ADM, which processes and markets an array of
agricultural products, recently entered the rice milling business: "a natural
place for us ... It's a processing business, and we can use the same buyers
and salesmen we have in our other businesses." 1/

~ Concentration in export marketing.--In view of the prevalence of large
firms involved in the export of oilseeds and grain, concern has occasionally
been expressed that such trade is highly concentrated. ' The popular press has
noted the role played in such trade by large multinational firms, particularly
in reference to the 1973 U.S.-U.S.S.R. deal. 2/° A number of analytical
studies of the export trade have been carried out since then, but without a
consensus on the concentration of trade in large firms. A 1976 USDA study
determined that the 6 largest grain exporters accounted for 90 percent of
total exports in the early 1970's. 3/ Other studles; however, have indicated
‘a more moderate concentration; two studies found 4-firm concentratlon ratios
in U.S. grain/oilseed trade that ranged between 40 and 65 percent, depend1ng
on the year and the product group. 4/  Data supplied to the Commission by the
‘USDA on the storage capacity and ownership of U.S. export grain elevators in
‘1986 indicate that the 8 largest owners of such elevators controlled 64
percent of the 400 million bushels of grain and oilseed storage capacity then
in existence. Farm cooperatives held an additional 10 percent, and others,

1nc1udlng the U.S. Government, held the remalnlng 26. percent

- A related source of economies of size is. achleved in logistics and
transportation. The scattered distribution of soybean mills requires a
transportation network connecting them with input supplies and export ports.
Shipment of large volumes of soybeans, oil, or meal is done least costly by
- bulk rail or water transport, and the larger U.S. oilseed firms have acquired
a significant share of such transport facilities. . For example, Cargill, Inc.,
reportedly regards itself as one of the largest operators of railcars in the
United States, with 2,000 hopper cars and 2,000 tank cars for commodity
. transport. 5/ ADM reportedly owns or controls 1,000 river barges, 12,000
railroad cars, and 50 to 100 oceangoing vessels. 6/ They and other large U.S.

1/ Dwayne O. Andreas, cha1rman, Archer Dan1els uldland Co., quoted in

- Barron's, June 22, 1987, p. -37.

2/ James Trager, The Great Grain Robbery (New York Ballent1ne Books, 1975).
3/ Farmer Cooperative Service, USDA, Improving the Export Capability of Grain
Cooperatlves, June 1976.

4/ Bruce Wright and Kenneth Krause, "Foreign Investment in the U.S. Grain
Trade," in Foreign Direct Investment in the United States, U.S. Department of
Commerce, Washington, DC, 1976. Richard Caves and Thomas Pugel, "New Evidence
on Competition in the Grain Trade," Food Research Institute Studies, Vol.
XVIII, No. 3, 1982. For an analysis of the roles played in U.S. grain and
oilseed exports by Japanese-owned trading firms and by farm cooperatives, see
U.S. General Accounting Office, Market Structure and Pricing Efficiency of the
U.S. Grain Export System, 1982; and Neilson Conklin and Reynold Dahl,
"Organization and Pricing Efficiency of the U.S. Grain Export System,"
Minnesota Agricultural Economist, No. 635, May 1982, p. 3.

5/ Wall Street Journal, Nov. 20, 1985, p. 6.

6/ Barron's, June 22, 1987, p. 37.
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oilseed firms have the production volume to justify (and necessitate) =
extensive transportation systems between soybean harvesting areas, mills,
export facilities, and foreign ports. Such capacity gives large firms a cost
advantage relative to small firms that lack the volume to justify investment.
in bulk transport; indeed, such firms must, in some cases, use the transport
facilities of their larger competitors. :

Government pol1c1es.—-The various U.S. and foreign government pol1c1es
and programs that directly and indirectly affect soybean farming, crush1ng,
and marketing shape the structure of the oilseed crushing industry in a number
of ways. For example, Government policies can affect the level of soybean
production and the number of mills the industry can profitably support; the
USDA loan program has affected price levels and volatility, changes in which
influence profitability and risk; export promotion programs can further
concentrate the marketing and production of soybeans in the hands of the
larger agr1cultural traders, particularly those that control export terminals;
and U.S. Government-sponsored R&D (used as foreign economic aid, for example)
can assist foreign oilseed producers and processors, stimulating new
competition for U.S. exporters. .1/ Changes in the industry structure, in
turn, shape new policies or alter the effects of existing ones. . The more
important policies and programs in this regard, both in the United States and
other countries, are described elsewhere in.this report; here, only some of

their potential 1mp11cat10ns for the structure ‘of the crushing industry are
discussed. .

For several decades prior to the 1970's, soybean price variability was
dampened by frequently effective price floors set by the USDA price-support .
- program., 2/ However, in the early 1970's, U.S. market prices for soybeans
began rising dramatically, and by the latter half of the decade wide swings in
market prices were experienced. Such price swings were typically correlated
- with annual production levels that moved in opposite directions from prices
and w1th changing conditions in export markets.

An important:effect of soybean price variability is to increase the risk
faced by processors that operate on narrow margins between the price of
soybean inputs and the prices of soybean o0il and meal. A relatively small
change in either input or output prices can significantly affect this gross
margin. A recent study investigated such risk, 3/ and concluded that
increasing price variability puts those soybean crushers with poor risk
management at a competitive disadvantage, assuming .crushers are risk averse.
Two examples of risk management tools are the use of futures markets to hedge
the prices of inputs-and outputs, and the widening of margins as input prices
become more»volatile. The former tool ‘of rlsk management, futures trading, is

1/ Alternatively, such R&D may be adopted by U.S. firms, then exported to
their foreign subsidiaries. An indication that this may be true is the claim
made by industry sources in Commission staff interviews that the
U.S.-controlled mills in foreign ‘countries are typically more efficient than
the locally owned mills. that haven't yet. benef1ted from U.S.-developed
(including Government) technology. .

2/ U.S. Department of Agriculture, oxbeans-—Background for 1985 Farm
Lepislation,  Economic Research Service, Ag. Info. Bulletin No. 472.

3/ M.S. Boyd, et al., "Soybean Crushing Margins and Risk," Agribusiness,

Vol. 3, No. 2 (summer 1987), pp. 235-39. '
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generally available to most firms, and is commonly employed in the oilseed. .
crushing industry. If the crushing industry is highly competitive, the latter -
tool, a wider margin, is not readily available as a strategic "tool"” per se,
since it requires control over input and/or output prices that competitive -
firms are assumed not to have. However, for such firms, increased risk may be.
offset by a wider margin simply by the elimination of a sufficient number of -
firms to depress soybean prices and tighten the oil and meal markets. For am:
industry with a dominant firm or group of firms, a wider margin in response to-
price variability may be poss1ble as a premed1ated competitive. strategy on the
part of the dominant firm or firms.

Government prlce stabilization programs, by reducing soybean price risk,
reduce the incentive for risk averse firms to exit the industry, and may cause
additional entry by new firms. 1/ Industry structure is affected by changes
in price risk if small or singleline firms are more risk averse than large or
diversified firms; the former may be more readily induced by price risk to
cease production, leaving a greater share of the market for the latter firms -
that may be better able to handle price risk. M.S. Boyd, et al., suggest. that
Government price stabilization programs would reduce the risk. faced by
competitive soybean crushers and in the process reduce gross margins (and -
consumer prices); further, although they judge unlikely the possibility that -
the industry is less than highly competitive, they argue that, if in fact
crushers are not competitive, volatile soybean prices provide such firms with
opportunities to exert market power and drive up margins. 2/ '

.Offsetting the risk-reducing effects of an increasingly effective price .
floor in the U.S. soybean market is the dependency of U.S. soybean exporters
and crushers on export markets, where oil and meal prices are not similarly
supported. The declining foreign prices of oil and meal have in some recent
years squeezed U.S. exporters that have not been able to pass the entire .
decline back to their input suppliers, the U.S. soybean farmers (table 3-27).

The results of this squeeze on gross margins in recent years have been a
"consolidation" of the industry 3/ and the transfer of crushers' assets,
particularly acquisitions by larger crushers. Added to these are the effects
of Government programs which have reduced corn and soybean acreage and, .
consequently, reduced domestic soybean production. Thus, industry contraction
rather than expansion may well have resulted from the u. S Government prlce %
stab111zat1on programs. . . _ e

1/ If stabilized soybean prices cause soybean acreage and output to increase,
“then this increases the likelihood of added entry by crushers

2/ M.S. Boyd, et al.; op. cit., p. 237 o

3/ Dwayne O. Andreas, op. cit., p. 13. Andreas reportedly places blame for
much of the U.S. industry's recent financial stress on U.S. Government farm .
support programs-.and foreign Government trade restrictions; in addition, he
attributes part of the industry's troubles on the lingering effects of past

. U.S. embargoes of soybean exports to Japan and other markets, which he argues
stimulated foreign production and depressed demand for U.S. exports. "Gr1n§1ng
It Out,™ op. cit., pp. 38-39. See also Archer Daniels Midland Annual Reports
for 1985 and 1986. ‘ - o ' T
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The question of the effect Government policy has on U.S. technological

development in agriculture and the subsequent transfer of such technology

" abroad, including to competitors, was recently the subject of studies by the
Office of Technology Assessment (OTA), which concluded that technology

_transfer is 1ndeed a factor in explaining changes in U.S. competitiveness in
agrlculture, 1nclud1ng 01lseeds 1/ _Although the United States maintains a
long—held technologlcal advantage, the reports note, the 1ncreas1ng ease with
whlch new technology is disseminated 1nternat1onally is "c1031ng the gap"
between U.S.. producers and their fore1gn rlvals

Although there are several causes of technology transfer, including U.S.

academic training of foreign students, the dissemination of research results
_in journals and other publications, and the direct transfer. by U.S.
multlnatlonal firms to foreign sub51d1ar1es,_Government plays an 1mportant
role. The OTA studies suggest that differing national treatments of patent
protectlon, for example, serve to stimulate research in countries where patent
data is sufficiently vague to malnta1n trade secrets and to retard research
where patent appl1cat10ns require more disclosure of technological details.
The likely net effect is uncertain: in countries where patent protection is
weak, "a foreign technology that can be imported constitutes an inexpensive
alternative [to domestic R&D]. 1In this situation, however, foreign firms may
be reluctant to transfer technology, and fewer incentives exist to 1mport or
adopt foreign 1nnovatlons." 2/

{Technologz ~-The ab111ty of, and incentive for, crushers to conduct their
own R&D depends on their size, financial resources, expertise, and ability to
prevent disclosure to competltors - In addition, the innovative conduct of
machlnery and equipment suppliers and other potential sources of technologlcal
progress outs1de the crushing industry affects crushers' R&D activity. Large
crushers are in a particularly advantageous position with respect to R&D.

Such firms have vast financial resources, and are capable of and actively
devot1ng many thousands of dollars annually to R&D. This investment yields a
- variety of economies, including applications to the processing of other
gr1cu1tural commodities and the export of such innovations to the firm's
. foreign facilities, where it can compete more effectxvely with local rivals.

... some firms whose representatives were interviewed by Commission staff
carry out extensive R&D, with an eye to possible applications in other fields
in order to spread fixed R&D costs over increased output. Risky R&D, that is
investment in pure research or in areas where likely returns are low, is
avoided, a strategy expected of firms that emphasize short-run profit
maximization. Some firms rely heavily on equipment suppliers to provide

. innovations, which relieves the buyer of expensive R&D, but also provides those

same innovations. to competitors. .Smaller crushers reportedly may make minor

modifications in equipment, or design their plant a particular way, strategies
that. achieve future cost savings at little.current expense. In general,

1/ U.S. Congress, Office of Technology Assessment, Technology, Public Policy,
and the Changing Structure of American Agriculture, OTA-F-285 (Washington,
DC: U.S. Government Printing Office, March 1986); and U.S. Congress, Office
. of, Technology Assessment, A Review of U.S. Competitiveness in Agricultural

_ Trade--A Technical Memorandum, OTA-TM-TET-29 (Washington, DC: U.S. Government
Printing Office, October 1986).
2/ OTA, A Review of U.S. Competitiveness in Agricultural Trade op. cit.
p. 52.
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however, the b351cs of soybean proce551ng, such as the use of solvent
extraction, are 1ndustryw1de major innovations appear to make their way n
" throughout the industry over a period of only a few_years o =

b
B S

According to industry sources‘intervlewed’by Commission staff, the'hfgh

' - energy costs experienced over the last 15 years have spurred investment in

energy conservation measures,. 1nclud1ng the use of coal or cogeneration
facilities, and the retrofitting of plant to minimize the loss of steam. 1In
addition, .better dehulling procedures that are less energy—1ntens1ve and
'meal—proce551ng systems have" also been developed

Harket growth rate ——The growth rate of the market for 011 and meal
as well as of the supply of. soybeans, 1nfluences the rate of entry and exit of
firms, .and thelr ‘conduct. An expandlng market and/or supply of soybeans allows
room for new, entrants and tends to ease competltlve pressure for existing
'flrms, contractlng markets or soybean supplles drive firms out of business and
increase competltlve pressure. Prior to.the 1980s, the long run expansion of

",the U.S. and foreign o1lseed markets kept output prices high and stimulated

*add1t10nal productlon of 01lseeds The crush1ng industry expanded, - both
*domestxcally and in fore1gn markets., As seen earller, new mills were
constructed in the Unlted States through the 1970s. Industry sources report
s1gn1f1cant expans1on by U.S. crishers into markets abroad, - 1nclud1ng the
.construct1on or acqu151t1on of mxlls However, 51nce 1980 domestic expansion
-has stopped and there are. sxgns of a ‘contraction as a handful of mills have
‘been idled or kept operatlng only at sharply reduced capacity. Foreign.
expansion has not shown a similar slowdown,,perhaps because of lower raw
material costs or other factors that' characterize oilseed- crush1ng in other

’ ‘countrles. A number of U.s. firms have exited the industry (although others
'_]have ‘expanded, exhlbitxng a longer run view toward a possible future upturn in -

the market). By affecting the exit of some fxrms and the growth strategies of
" others, clearly the rate of growth of the markets for o1lseed products
1nfluences 1ndustry structure. A =

'.‘ Horizontal and vertxcal 1ntegrat1on and d1ver51f1cat1on

In recent years, u. S.-based o1lseed flrms have actlvely 1nvested (and "’
d1vested) ‘both vert1cally (into input and/or output markets) and hor1zontally

: (w1th1n the same 1ndustry) Several U.S. crushers are integrated upstream“rnto

.pthe transport and farmxng of soybeans. and/or downstream into the transport,

further processing, and marketing of - processed oilseed products Examples of
upstream integration include Perdue's soybean farms, which supply the firm's
milling operations that in turn provide poultry feed. ADM has entered into a
joint venture with GROWHARK a farmers' cooperative, " for soybean supplies-and
transport facilities. 'Ag Processing, another cooperatxve, operates several .

- mills for its members. - Numerous other examples exist where crushers own or
operate through joint ventures soybean farming or transport facilities.

‘ A number of crushers are integrated downstream into the further processing
and/or direct marketing of animal feed and vegetable—oll—based products suc¢h as
margarine. Most of the large crushers mix the1r own animal feed for - R
‘distribution to llvestOck and” poultry farmers, and process, package and market
,o1l—based consumer products. 1/ ’

1/ An extensive listing of examples of the latter, 1nclud1ng products and
_brand names.held by the major oilseed processors, is. contained in the annual
D1rectory of the Institute of Shorten1ng and deble Olls, Inc., Washington, DC.
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An example of horizontal investment is ADM's active acquisitions of
processing facilities in recent years, taking advantage of the generally‘soft
world oilseed market, which has depressed prices of such facilities below book
or replacement values. 1/ - Cargill has also acquired soybean mills from firms

exiting the industry, reportedly for the.same buy—now—and-hold strategy as
ADH 2/ :

This strategy appears to contrast with that of A.E. Staley; one of the
original U.S. soybean processing companies, and Ralston Pur1na, ‘one of the
oldest and largest U.S. food-processing companies. Both of these firms sold
several soybean mills to ADM and Cargill in recent years, and now have .
relatlvely minor: interests in.oilseed product processing. Both companies are
solvent and hxghly diversified into other agricultural and food" bus1nesses but
their investment strategy apparently differs from that of ADM and Cargill.

For instance, Ralston Purina, which has moved increasingly toward a profit-
center management approach, has sought to remove itself from any involvement in
commodity processing and concentrate. instead on consumer products and animal
feed. 3/ The firm's sale of the soybean mills to Cargill was taken to."improve
future financial performance ... (by. removing) the ‘Company from a commod1t1es
business and free(ing) cash for other investment.® 4/ Part of the d;fference
in investment strategy between firms like Cargill and Ralston Purina nay 11e in
" international integration; Cargill reportedly operates in 48 countries, a
network unmatched by either Ralston Purina or A.E. Staley 5/ Such global
investment expands several-fold the size of the market’ avaxlable to
multinational traders like Carg111 and allows them to match supplxers with
‘buyers from a variety of locations around the world reduc1ng the rxsk of ‘loss
from relyxng on a 91ngle productlon area.

All of the largest U.s. soybean crushers operate oilseed crushing and/or
oil refining facilities in other countries. Several U.S. -based crushers each
reported multiple foreign oilseed mills or refineries in response to a'
Commission questionnaire; the responses were about evenly divided between
plants built by the current owner and those acquired from other firms! Among
publ;clylreported foreign 1nvestments, ADM operates a number of oilseed
~ facilities in Europe. In 1986, ADM purchased three oilseed plants from

"Unilever, a large Brlt;shluetherlands agricultural processor and congumer--
products manufacturer 6/ The three plants, including two in West Germany and
.one (the largest in the world 7/) in Europoort, Netherlands ‘have a- combined
‘annual capacity of ‘3 million tons, representing over "one-half of Unilever's
Buropean oilseed crushing capacity. 8/ Since 1982, ADM has had a 45 percent
interest in Alfred C:. Toepfer Internatxonal a. large commod1t1es trad1ng firm
headquartered in. Hamburg, West Germany 9/ The rema1n1ng 55 percent of

1/ "what you do in this busxness is. buy th1ngs at the. low of a cycle and
operate them at another time " ADM Chalrman Dwayne Andreéas, quoted in
Business Week, Aug 26, 1985, pp, 35-37. ADM has reportedly "seldom paid above
book value for companies and plants, and has landed many of them at dlstressed
prices as little as one- thxrd book."” Barron's, June 22, 1987 p. 37.

2/ Business Week, Aug.. 26, 1985, pp. 35-37.

3/ 1984 Annual Report. .to Shareholders, -Ralston Purina Co., pp 2-3..

4/ 1985 Annual Report to Shareholders, Ralston Purina Co. . p 2

5/ Business Week, Aug. 26, 1985, pp. 35-37.

6/ The Public Ledger, Apr. 11, 1986, p. 1.

1/ Barron's, June 22, 1987, p. 37.

8/ The Public Ledger, Apr. 11, 1986, p. 1.

9/ Annual Report '83, Archer Daniels Midland Co., pp. 3-4.
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Toepfer is owned by various farm cooperatives in Europe and the Unlted States
among others. ADM has: reportecly negotiated to set up soybean processing in .
the Soviet Union. 1/ : Cargill reportedly operates soybean processing o
facilities in seven countries and maintains offices in 48 countries. 2/°

Recently, Central Soya was acquired by an Italian agribusiness firm, giving it .=~

increased access to the European market, as well as the backing of an immense
(311 billion in expected 1987 sales 3/) agricultural product trader._

Although increased investment abroad has been the more common trend, some
disinvestment has also taken place. Staley Continental, formerly A.E. staley
Manufacturing, one of the oldest U.S. soybean crushers, operated through a '
joint venture a soybean and sunflowerseed processing facility in Spain from
1963 to 1987. 4/  The facility was divested by Staley in 1987 reportedly as:
part of an "overall corporate strategy,” which in view of the firm's domestic
milling divestitures would appear to be one of retreatlng from basic commodxty.
processing. ‘

Vertically integrated farm cooperatives.--There is some vertical .
integration between the soybean farming and crushing sectors, primarily in the
form of cooperative-operated soybean mills and joint ventures between
cooperatives and crushers. Among the former, the most significant is Ag
Processing Inc, a soybean processing/marketing cooperative formed in 1984 from
acquisitions of soybean mills by Boone Valley Cooperative Processing
Association (Iowa) from various other cooperatives and soybean crushers. 57
This downstream move by farmers into processing and marketlng of soybean
products was intended to .avoid "very serious bean price erosion” by ma1nta1nxng,
soybean crushing capacity, the utilization of which was sharply curtailed in
the early-mid 1980's. 6/ Significant joint ventures between cooperatives and
crushers include an agreement between GROWMARK, Inc. and Archer Daniels Midland
Company (ADM) that ADM operate a network of elevators, river houses, and a-
Louisiana export terminal, an agreement that offers GROWMARK farmers access to
ADM's worldwide marketing ability and provides ADM with reliable supplies of
GROWMARK soybeans and grain, both for proce551ng and for dlrect export 1/

Cooperative crushers are d1st1ngulshed from noncooperat1ve-owned crushers‘
by their corporate structure and, more important, their effects on soybean,
meal, and oil supplies. The corporate structure of a farm cooperative is @
straightforward: farmers own shares in a cooperative (and only farmers'may be' " -
cooperative shareholders), which is a separate entity that carries out services
for its members, such as marketlng and proce551ng outputs and supplying . -
inputs. Through cooperatives, farmers can jointly own and operate their own
crushing mills, thereby ensuring a buyer for their soybeans and perhaps
obtaining some market power and, therefore, a degree of influence over price.-

The New Yorker, Feb. 16, 1987, pp. 60 61.

1/

2/ Forbes, Aug. 26, 1987, p. 37.

3/ Milling and Baking News, Sept.. 15, 1987 p.-12.
4/ Milling and Baking News, June 30, 1987 p.- 50.

/
/ 1984 Annual Report,. Ag Processing Inc, P- 2

6/ Ibid. o
/ Annual Report 1986, Archer Daniels Midland Co., p. 1.
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.. . The. d1st1ngu1sh1ng characteristic of cooperative-owned mills lies not,
however, in the1r market power, which many large crushers have; but instead,
cooperatives are.different because they lack complete control over their input
and output supply. Unlike noncooperative crushers, which.if large enough can
control price by adjusting output, cooperative crushers have difficulty
controll1ng supply (especially over multiyear periods); without control over
supply, there is no control. over price. If a cooperative succeeds in .
obtaining higher meal or oil prices and transfers those into higher prices for
its members, those members will increase their supplies next year and new
mémbers will be attracted to the cooperative. The cooperatlve s supply.of
soybeans, and therefore of meal and oil, will rise and its. prices will fall.
Generally. ‘membership cannot be controlled. Under ‘most c1rcumstances, new
members must be accepted ‘and existing members cannot be- compelled to remain;
to do”otherwlseﬁrxsks v1olat10n of applicable antitrust regulations. 1/

et

Pricing, marketing, and risk management

" Pricing and market1ng.——The homogeneity of individual oilseed types and
oilseed products and the wide variety and substitutability of.such products
can make domestic and international oilseed markets highly competitive and
responsxve to pr1ce changes Exporting or 1mport1ng countries, and the firms
operating w1th1n them, face stiff price competition from rival suppliers or
buyers. The nature of .such competition depends on.the size of the firm or
country. For small countries and firms, pricing "decisions” are already made
for. them " either sell at the going price or don't sell at all. . Small
’countrles are at the mercy of the market; if ‘market prices fall, the country's
exporters must accept them. To offset this risk, Governments in small.
,countr1es may implement export’ assistance programs or domestic.price support
'programs to stablllze producers' prlces and net revenues.

Large exportxng or. 1mport1ng countries, some State trad1ng agencxes, and
large mnltlnatlonal agrlcultural firms trade in such volumes that their sales
or purchase decisions can affect world market supply and demand and,
therefore market prices. Their size forces such organizations to develop
pricing pollc1es or market strategies.. An example of a national price policy
in the United_States . is ‘the soybean loan program, This Government program has
frequently placed a floor under domestlc soybean’ pr1ces to prop them up dur1ng
periods of soft’ markets "Another program that indirectly.affects prices is
“the Food for Peace Program under Public Law 480 which maintains U.S. exports

of soybean products. particularly soybean oil, in the face of declining demand
abroad.

’There is an obvious trade off between the support of cOmmodity prices'and
farmers®' incomes and the competitiveness of U.S. agriculture. A floor under
soybean prices when exports are unimportant stabilizes prices and protects

1/ Cooperatives, which are a form of business trust, are generally exempted
from antitrust laws by the Capper-Volstead Act and sec. 6 of the Clayton Act.
See W.F. Mueller, et al., The Sunkist Case: A Study in Legal-Economic
Analysis (Lexington, MA: ‘D.C. Heath and Co., 1987), especially ch. 2 and 3,
for a discussion of the law and economics of antitrust as it applies to
agricultural cooperatives.
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- farmers against the risk.of deep price declines. However, when exports are
important, as in U.S. soybean trade, price supports.may make U.S. producers
uncompetitive when world (uncontrolled) prices fall below the U.S. support
‘price. Not only are U.S. exporters of soybeans made uncompetitive, but
exporters ‘'of meal and oil processed’ from price-supported soybeans cannot then
compete with foreign crushers that buy sqybeans at unsupported pr1ces

Pr1c1ng p011c1es of private firms are materially dlfferent from those of
governments. These firms are concerned with net income, and they typically’
seek to maximize sales volume subject to malntaln1ng a satlsfactory ‘(but not
~ necessarily a maximum) margln between input prices and output pr1ces
- However, for large firms, expansion of production and sales may squeeze
margins, by ra151ng input costs and depressing output prlces Thus, a firm
-must coordinate internal decisions to balance its trade so as to maintain the
" margin. Such policy making for homogeneous - 011seed products can be a complex
task. In some cases, U.S.-based multinational flrms ‘have found the costs of a
central1zed global marketxng 'system proh1b1t1ve, .and have instead left
marketxng and supply decls1ons to local proflt centers, which decide for
themselves whether or not market prices are acceptable or ‘if supplles should

. be withheld until prices rise. The firm's ‘headquarters. then serves as an

information clearinghouse for connectlng the.firm's’ suppllers with orders from
its own buyers or 1ndependent buyers. - In addition, ‘the, headquarters, Ain many
cases, arranges transportation and other marketing tasks. - Such a pricing
strategy forces the firm, although large relative to the market, to operate as
a coordinated group of small “price- takers,” since each profit: ceriter operates
“autonomously in some important respects. The marketing emphasis of such a
strategy is consistent with the common ‘characterization of some multxnat1onals
- as merchants. rather than processors. of agrlcultural products

_ Futures markets for soybeans, soy meal, and SOy 011 are an 1mportant
4 source of information about current and expected future prices and serve as a
" hedge aga1nst adverse price movements. Virtually all crushers and traders of
. oilseeds, meal, and oil have the financial resources to gain access to futures
' markets,; and for most such firms futures markets are ‘vital in determining
current and future prices. -Fqor example, -a soybean mill. deciding what price to -

. offer local farmers and elevators for soybeans will consult the dally soybean

~ futures quotes as. a .guide to current market condltlons The mill's prxce is:
_then adjusted to allow for transportat1on. local market anomalles, .and
_expected conditions in the meal and oil. markets (for which futures markets are
also consulted) F

For many crushers partxcularly mu1t1m111 fxrms, the fxrm s headquarters
‘actually carries out’ any. trading in futures contracts, and the mill management

"-merely uses the quotes as price guides. Futures trading is used to reduce

. price risk (see the following. dlscu551on of risk management), and is therefore
- an 1mportant element in the: pr1c1ng strategy of rlsk—averse oilseed crushers
and traders : : D

Sources and management of risk. ——The hxgh f1xed costs of - soybean m1ll1ng,.
~ the dependency on volatile suppl1es of _soybeans, and the :exposure of .soybean;.
_'crushers to the vagaries of. various. meal and-oil markets, all combine to make
' soybean mlllxng a risky enterpr1se. Such risk takes two forms, long term and
short term. Long term risk 1ncludes, among other var1ab1es uncerta1n
long—run demand and supply patterns and p011t1ca1 1nstab111ty (e B rang1ng
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from domestic Government restrict1ons on output or price to mnational.: .
appropriation of assets). : U.S.-based crushers have to deal with changes in
Government agricultural pollcles and7or ‘the parameters ‘of thése- p011c1es, such
as the USDA loan support program, which affects the minimum price for soybeans
ifi the U.S. market. Multinational crushers probably face greater political
risks, particularly in less developed countries subject to political upheaval,
exchange rate controls intended to remedy debt problems, or other risks to
business. This risk may influence multinationals' decisions ‘to invest in
relatively- stable countries, such as Brazil and Argentina (both of whic¢h,
however, have experienced political 1nstab111ty durxng the past several
years), and avoid riskxer areas. : -

Long-run risk also comes from the: 1ncreased dependence on export marketsf
which are further beyond the control- ‘of  the industry than domestic markets.
This dependence subjects the industry to variations in demand for oil in.less .
developed ‘economies and for meal in industrialized economies. Those crushers :
that also trade soybeans: themselves are. subject to ,variations in foreign-
soybean demand, whether caused by competition from substitute products or:
trade barriers erected by,forexgn governments. One way to deal with this kxnd
of risk is to invest in other countries' markets, either as a supplier’(e.g.;
an oilseed crusher) or.a buyer (such as an oil refiner or animal feed -
distributor), Such foreign investment, as noted above, is ‘'common for oilseed
crushers. ‘and may be used to- avoid the r1sk of unexpected market fluctuatlons.

Short-run risk is somewhat d1fferent from long run rlsk It 1nvolves B
primarily the risk of adverse. output price or input cost fluctuations. o
Oilseed c¢rushers are concerned with' ma1nta1n1ng an acceptable margin: between .
the average cost of oilseeds and the average unit value of oilseed products.
Because the cost of oilseeds is such a large proportlon of the value of
oilseed products (90 percent or: more), this margin is quite.small relative to
‘the-value of the crusher's output. A small increase in the price of soybeans,
for example, or a small decline in:the price’ of meal, can squeeze or wipe out.
altogether a crusher s margln Futures markets are widely used to offset this

F1nally, oilseed product prlclng is complicated by the existence of
farmer cooperative-owned mills. For several years prior to the 1980's,-a -
relatively large number of cooperatives operated soybean mills for their
members. In-the early 1980's, many of these merged their soybean milling .
operations into Ag Processing, which now accounts for virtually all
cooperatlveoouned soybean milling. The complexxty arises from the fact that a
cooperative is obligated to serve its members': interests by proceSS1ng, ‘or at
least marketing, all of the soybeans ‘offered to it by its nembers;
furthermore, because of the open-door nature of cooperat1ves required by
Federal laws, a cooperative has no control over the size of its membership and
must .accept any.new applicants or grant withdrawal to any existing members
that desire to cancel membership. Thus, it does not have the control over ‘its
throughput that a proprietary or commercial mill does. 1Its pricing policy,
therefore, must be designed to promote sufficient demand to accommodate its
members' supplies, keep its mills fully utilized, and return an acceptable
profit to its constituency:. Ag Processing, with a .reported 11.5 percent of .-
the U.S. soybean processing capacity, 1/ is relatively large--its production

v

1/ Feedstuffs, August 24, 1984.
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affects market supply aﬁd érice levels, énd its price policy probably takes

into account rivals' competitive reactlons to price changes as well as the
direct interests of its membershxp .

Industry structure vis-a-vis customers and suppliers

The structure of the oilseed-crushing industry and the conduct of its
firms are affected by the respective industry structures of oilseed suppliers.
and oilseed product customers. The relative market power between oilseed
crushers and their suppliers and customers helps determine how competitive.
crushers appear and, in part, how important the export market is for U.S.
producers of oilseeds and 011seed products.

Suppliers.--As descr1bed earller, the soybean farming sector is atomistic’
in structure, consisting of hundreds of widely dispersed farmers and. numerous
farmer cooperative-operated elevators that supply crushers with soybeans.
There is a general imbalance in concentration between. farmers and crushers, -
particularly at the local or regional level (the most relevant market
delimitation from the farmers' perspective). The combination of many farmers. -
into cooperatives helps bring their market power into balance with the L
crushing sector, since cooperatives control a larger supply and can contract
on behalf of all their membersh1p at once. .

Customers.-—Customers for the output of" the oxlseed crushlng sector fall
into one of. two broad categories, those that utilize or market oilseed meal -
and those that further process vegetable oil. These .groups of firms are

important since it is their demand for meal and oil inputs that determxnes thé:w.--ﬁv

size and condition of the 01lseed farming and crushing sectors.

Trad1t10nally, the dr1v1ng force behlnd-the soybean market has been the "
market for soybean meal, which, because of its high yield per unit of soybeans
is higher valued than oil. The principal markets for soybean meal are the -
poultry and livestock industries, where soybean meal serves as the most o
important of the many ingredients of animal feed.. Since animal feed is -
typically a mix of products, the demand for soybean meal depends in large part
on its price relative to the prices of such other.meal components as grains
and other oilseed meals..  Subject to a minimum nutritional constraint, feed
manufacturers may substitute any of the various meal components for others in
response to price changes; however, high protein content makes soybean meal -
attractive within a wide range of price.

Despite the concentration in soybean cfushing.-the soybean meal market
appears to be highly competitive. The competitive pressure on SOYbean meal
suppliers comes not only from the larger feed manufacturers but also from the
various substitutes for soybean meal in feed manufacture. As a result,
soybean meal suppliers face a market encompass1ng oilseed meals and a number
of grains besides. .

Additionally, the export market is important for at least two reasons,
First, the export market opens up more customers for U.S. production. Second,
it creates a number of important new competitors in the forms of both new
producing. areas for traditional oilseeds and new products such as palm oil.
Thus,; trade both expands markets and creates new compet1t1on for U.S.
producers.
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The domestic market .for soybean meal is heterogeneous, ranging from
independent hog farmers that mix their own feed to 'large corporations that
manufacture and market animal feed worldwide. 1In addition, especially for the
larger diversified oilseed crushers, a major customer is often another of the
firm's divisions that itself manufactures animal feed. In all cases, however,
it is ultimately the demand for meat products (i.e., the output of the poultry
and livestock industries) that determines the size of the soybean meal
market. The demand for poultry, in particular, has been strong during the
last several years because of a shift in consumer demand away from red meats,
relat1vely low poultry prlces. and generally r1s1ng 1ncomes

Y

Financial performance of U.S. soybean processing firms:.

All nine U.S. soybean processing firms that were surveyed provided usable
data in response to Commission questionnaires on the income-and-loss
experience of their overall operations during 1982-86.: These nine firms
together accounted for an estimated 90 percent of U.S. 'soybean 0il and meal
production in crop year 1985/86. However, one firm acquired a significant
number of additional plants in 1984; thus, it could not provide comparable
data for 1982 and 1983. For this reason, although data are shown for the
period 1982-86, only data for the period 1984-86 are analyzed below.

Net sales of soybean products of the nine companies fell by 15 percent,
from $9.4 billion in 1984 to $8.0 billion in 1986. Exports, which accounted
for most_of the ‘net sales, fell by 15 percent (down by $1.2 ‘billion). during
1984-86, and intra- company transfers also declined by 14 percent during the
same per1od The total cost of ‘goods sold fell by 15 percent, from
$9.2 billion ‘in 1984 to ‘$7.8 billion in 1986. During 1984-86, the cost of
soybeans and/or soybean products, which accountéed for most of the total cost
of goods sold, also fell by 15 percent. Costs of fuel-and labor fell during
1984-86:  costs of fuel, power, and utilities fell by 24 percent and direct
‘labor costs fell by 12 percent during 1984-86. Plant costs and other fuel and
labor rose sllghtly by‘S‘percent during the period. General, selling, and
adm1nlstrat10n expenses rose by 16 percent dur1ng the perxod

Durlng 1984-86, gross: proflts of those surveyed fluctuated around $200
mllllon annually, operatxng income, net income before income taxes, and cash
flows from operat1ons rose from 1984 to 1985 but then declined in 1986.

“'Thé .share of total net sales accounted for by the cost of soybean and/or
soybean products, the largest share of total net sales, ranged from 87 to
88 percent during 1984-86. The next largest cost component was for other
plant costs (excluding soybean and' labor costs), and this cost category
reached 5.5 percent of net sales in 1986. Costs of fuel, power and utilities
as a percent of net sales fluctuated between 3.3'and 3.7 percent of total net
sales dur1ng the 3 years.

In 1984, one firm reported an operat1ng loss and three f1rms reported net
losses; by 1986, one f1rm reported an operat1ng loss and one reported a net
loss. s - :
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Table 3-1 _ s '
Soybeans: U.S. acreage, yield, 'and production, 1970-87

Year — _Planted  Harvested  Yield Production

} E " Bushels Million

----Million acres—-- per _acre  bushels

1970. cvevvnennnn co.. 43,1 42,2 . 26.7 1,127.1
1971........ “eerie.. 43,5 42.7° . 21.5 - 1,176.1
1972.0 . vevernrnere.. 46.9 45,7 . 27.8  1,270.6
1973, ..ccivesivenses 56,5 55.7. ' 27.8 - - 1,547.5

1974, ... 000000000 0.. 52,5 - 51.3° 23.7 1,216.3
2975 . . e evaereaae. | 54,6 . s3.6 .. 28.9 1,548.3
1976.......00..000., 50.3  49.4. . 26.1 ~1,288.6
1977 .. iinnecesineass 59.0. 57.8 .. . 30.6  ° 1,767.3
1978...ccveveivenna. 64,7 - 63,7 o 29.4 © . 1,868.8
B L 7 JEN SN ) 1 70.3 '32.1 . 2,260.7
1980.. .. .cvivriiaea. 69.9 ©67.8 - 26.5 - 1,797.5.
0 1 F N 1 8- 66.2- - 30.1 ©1,989.1
1982, . cheitiiennes 1009 69.4 31.5 2,190.3
‘1983......... creeees 6301 61.8 . 26.5 - . 1,635.8
1984, ...iiiieinni.. 67.8° - 66.1 28.1 1,860.9
1985, .. .c.c0vcvieinnas 63.7 61.6 ©34.1 . 2,098.5
1986 .cisiieesens. 60.4. . 58.3" . 33.3 - 1,940.0
0

1987 1/.....0i00.0.. 58.7 © 57.6 34.2 - 1,968,

' 17 Projection in October 1967.

‘Source: ' Compiled from of.flq:ial'statistics'of ‘the U.S. Department of
_Agriculture. - = _



'3-34
Table 3-2

Soybeans: U.S. productxon. by States and by regions; 1972 1979, 1982. and
1986 : _ I .

(In millxons of bushels)

tate/reglon y - 1972 .. 1979 1982 1986
Great Lakesluorthern Plains
States: oL L . '
ohio....... ,.;.,J...,...;.; 80 - -~ 145 . 137 . 150
Indiana.:....... Cerieseesss 109 159 .. 178 162
Illinois..... N 259 379 - 362 . 366
Iowa........ Ciesssaiasnedn 216- - 306 . 311 . . < 363
L MISSOULL....ieviniinniinnnn 109: .~ - 184 178
Minnesota.......iviiieinann 9. . - 13 171 .. .170
Kansas.......... B 7 P 5 S N YR 60
Michigan.......voveeeeinnns 15 . 30 - 32 “38
Nebraska......oonevenens Gee 23 55 - ~ 81 . - . 96
North Dakota.......cooveneee. 4 6 . 8 ‘-317
South bakota...... cerienen 1 23 - 24 . 41
Total....oovvenrnennnnnens 936 : 1,491 1,528 1 641
Southeast States: . - S S .
North Carolina............. 29 . 46 - . 52
South Carolina......... e - 20° 40 40
Georgia..,..v..evunnn ceeee o100 59 . ' 68
Alabama....... eveedeededee 16 5S4 - . .. 52 . .
Total.............. Cedaeie 75 - 199 . .212
South Central States: S _— L
 KentuckKy....eooeuunn e 25 © 54 82 0 . 137
Tennessee........covovess e 29 BT ‘_‘M;A, 62 -~ 38
Mississippi...........v0i A8 C2119 0 0 92T s A
Arkansas....... eedeeeeaiee 81 - 144 ,A.108Z,u,':“;;,§9
Louisiana....... Cessdeesees . 38 o4 .15 38
Total........ e . o221 482 389 - 226
All other........ heerreeaean 38 88 __61 61

Grand total.............. 1,270 - 2,260 2,190 2,010

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

Source: Complled from official statxstxcs of the U.S. Department of
Agr1culture



Table 3-3 i
U.S. cash grain farms, 1982 1/

.U.S.

‘ , ) ‘Corn Southern  Northerm
Characteristic Unit __average Belt 2/ Plains i/ Plains 2/
Assets: :
Land in farms........... Acres per farm.. 498 325 79¢ 1,012
Value of lanq ..... ....dollars per acre.. 872 1,357 407 569
Value of land and : - ’ ’
buildings....... ....dollars per farm.. 434,582 441,174 321,265 575,776
Value of machinery : : ) )
and equipment...........00t0iennn do... . 64,949 62,494 69,182 87,541
Total assets 3/.........000iveune do... 499,531 + 503,668 390,447 663,317
Crop enterprises:
(011 o ( W acres per. farm n 111 .29 83
Sorghum............... Ceeeaavereees do . 15 2 . 80 18
Wheat.......... chreiscaerrnaenens . .40 - 94 26 240 239
Barley........... caseriiavaans veeedo., 10 2 2 41
0BES. .o tiinreeireannniran i do... 6 "4 3 20
Sunf lowerseed. .... Ceerreanan veess..do 6 2 0 45
SOYDEANS .« . v evvivreeienareaseanens do..-. 88 107 27 33
Hay. veveneeovannonnns reeeen RN do... 14 8 19 38
Income: - . i o
Total sales......... ..dollars per farm.. 59,509 60,092 58,272 " 71,128 .
Cash grains........ Ceneetersienns do.. 50,206 52,360 48,061 60,058
All other crops.........coecveees do. 2,146 | 863 2,783 1,636
All livestock........... eresenen do.. 6,150 6,869 7,427 9,428
Cattle and calves..... e ~do... 3,715 2,998 6,731 1,226
Hogs and pPigs........c0ooveuunns do... 2,000 3,368 . 472 1,746
Agricultural services..... Y - I 530 . 494 715 624
' Total operating expenses..... veeren.doL.. 26,407 25,415 28,982 32,538
Form of organization: . . .
Individual or family........... percent.. - 85.6 85.2 86.7 © 85.8
Partnerships............e00venvees.do.., 11.2 11.9 10.1 10.3
Corporations.......................do.. 2.7 2.4 2.6 ‘3.5
Operating ratios: .
Operating expenses: . :
Per acre............ dollars per acre.. 53.00 78.20 36.70 32.20
Per dollar of sales..........dollars.. .45 .42 .50 .46
Per dollar of assets.............do.. .05 .05 .07 .05
Sales: : : o : . .
Per acre . dollars per acre.. 117.00 185.00 . 14,00 70.00
Per dollar of assets...... SN do... - .12 .12 RS & .11
Per dollar of operatins. . :
expenses..... seesesesennens ...do... 2.22 2.36 ‘2.01 2.19
Cash returns.......... dollars per acre. ., 64.00 106.80 37.30 37.80
Bumber of farms...... sesresrensenaen veseen 576,353 263,936 . 78,500 73,084 - .

North-

__west 2/

a

© 1,142

718
820,304

101,580
921,884

335
107

T 26

98,717
84,003
9,368
5,346
4,768
211

880

41,486

-~
® - @
~ o Wn

y

36.30
- .42
.05

. 86.00
.11

2.38
49.70

13,175

1/ Farms whose sales of cash grains constxtute more than half of total cash tecexpts
2/ The Corn Belt is Iowa, Illinois, Indiana, Minnesota, Ohio, and Missouri.

is Kansas, Oklahoma, Texas, and Colorado.

Dakota, and Nebraska. The Northwest is Washington, Oregon, and Idaho.
3/ Includes land, buildings, improvements, machxnery. and equipment and excludes inventories of

crops and livestock.:

Source: Census of Agriculture, 1982.

The Southern Plains
The Northorn Plains is Montana, North Dakota, -South



3-36

Table 3-4 )
Soybeans: U.S., production costs, 1983-85 e
~ (Per planted acre)
‘Item . o . SRR 1983 1984 1985
Cash receipts: :
Primary Crop......cccesees [ A 3204 46 3166 72 $162.72
Total........ R R veseansessss 208,46 ’ 166 72 162.72
Cash expenses: 1/ - . . 4
Seed............ e ereeeeseanane ceceerenas 7.98 - 410.08 .. 8.74
- Fertilizer......... eea B -1 +7.70 . © 6.84
Lime and gypsum...... Ceeeedeiereenaeseese - 116 . 1.15 1.12
Chemicals......coovvvienivniireraieasess. 19,18 18.35 . 17.47
Custom operationms...... R veiveeeee.  3.84 3.85 . " 3.86
Fuel, 'lube, and electricity...... veewees. 10.35 8.43 . . 7.58
RePAILS. . tvvrvitrrnnecertsnsnossens chreen 6.63 . .6.64 6.49
Hired 1abor.......cotvevvrnvncuneneveenes 1,47 1.47 1.50
Miscellaneous..........ccetvireenennnnsnns .34 - - .35 .34
Technical services...............covuenn, .18 .16~ - .15
Total, variable expenses........ - 1- 0 & | 58.18 54.10
General farm overhead....... ceeeeaeceses. 10,43 10.81 ' 10.91
Taxes and insurance........ seessessadeses 11.18 11.77 . 12,16
“Interest.........iceiiieiiiiieeeeiaadieii 32057 33.82 33.23
Total, fixed expenses...........ocvvv.. . 54.18 56 .40 - 56.30
. Total, cash expenses..............;.. 112.89 ~ '114.58 ___110.40
Receipts less cash expenses................ 91.57 =~ 52.14 = 52.32
.Capital replacement......... ..icvnnuninnes. 24.50 . ,24.13 23.80
Receipts less expenses and replacement..... 67.07 28.01 28,52
_Economic . (full ownership) costs: ) v
Variable expenses.........ceceeeeneenns.. ‘58.71 © 58.18 '~ 54.10
General farm overhead.............. tevens 10.43 10.81 .10.91
Taxes and insurance......... feereesoneese. (11,18 11,77 12.16
Capital replacement.........ivvcenveseres. 24,50 24,13 . 23.80
Allocated returns to owned inputs: : : b .
Return to operating capital 2/......... 2.21 2.47 1.81
Return to other nonland capital 3/..... 8.22 .. 8.08 8.06
Net land rent ‘4/........... B X 1 52.99 48.80
Unpaid labor.. .. .c.veveverrccssons Ceireea 9.82 - .. 9.84 10.07
Total, economic costs................_188.53 - 178.27 169.71
Re31dua1 returns to management and : C
Tisk 5/...cciveevuienienecrnessoesnies, 15,93 -11.55 . -6.99
Total returns to owned 1nputs 6/......_99.64 61.83 . 61.15
2Harvest—penod price (per bushel).......... "$7.95 $6.05 - $4.86
Yield (bushels/planted acre).............. . 25.72 27.54 33.45

.1/ Sum of operator and landlord expenses. ‘

_.2/ Variable expense items. multxplxed by part of year used .and the 6-month U.S.
Treasury bill rate. .- . - «.

3/ Value of machinery and equipment- mult;plxed by lonsrun real rate of return

" to productxon assets in farm sector.

4/ Of total acres rented, percentage of cash— and share—rented acres multiplied
by the average cash and share rent. : .
5/ Total cash receipts less total economic costs
6/ Sum of allocated and residual returns.

Source: U.S. Department of Agriculture, Economic Indicators of the Farm
Sector: Costs of Production 1985, 1986, p. 71.
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Table 3-5

Soybeans: U.S. average variable ‘cost Bf‘ﬁfoductisn,:by selected regions,
1980-85 e -

. — ) ¥R
Region v -.1980 - 1981 "1982 ' 1983 1984 1985
o o : ' Qer-buShel
Delta.....ovvvesieneeennns ... $3.77 33 46 $2.66  $2.96 $2.42 $2.32
Lake States and Corn’Belt.. 1.42 - 1.51 1.46 - 1. .83 ~1.81 - 1.35
'Northern Plains....... ;..,.{{v 1.56 . 1.28 1.36, 1.95 2.15 1.36
‘Southeast.......... eeeeed e, 4.63 3.39 0 2.90 °  4.29 3.17 . 2.79
U.S. average.............  2.06 2.01  1.83 2.28 ~2.11 _ 1.62

~;l';,~‘;i e

.. Percentage diffefenée'frbm U;s.’avergge'

Delta.....cocvvnnn N veeds. 83 - 72 45 30 - 15 - 43
. Lake States and CornBelt..., - -31 =25 -20 . -20 T -14 -17
"Northern Plains.............. -24  '=36 =26 .  =14.° T2 -16
Southeast.......... ..%v...... 125 .. ."69 58 .. 88 .50 72

SOurce Compxled from off1c1a1 statmstxcs of the U S. Department of‘
Asriculture ' : , i . ‘



Table 3-6

Soybeans: U.S. use and stocks, crop ‘years 1970-86.
Year ‘‘Seed, . R : Ratio of
beginning . . 'feed, and Total. Ending -~ stocks
Sept. 1-- __Crush .res1dua orts . - use __8tocks to use
‘ Eilligg_hgghglg Percent
1970........., 760 64 . ;434 1258 .. .99, 1.9
1971.......... 721 65 - 417 .- 1,203 72 6.0
1972........ 722°. 82 . . -479 - 1,283 .. 60 4.7
1973, .00, 821 " 77+ .. 539 ... 1,437 171 11,9
1974.......... 701 77 . - 421 1,199 188 "15.7°
1975... ... 865 - 71 . - 555 ., 1,491 245 16.4
1976........ .. 790 77 564 C- 1,431 103 7.2
1977....... 927 . 82 .7 - 100 s+ 1,709 - 161 9.4
1978..... . 1,018 97 . . .- 739 . :-.1,854 :;.176, .- 9.5
1979.......... 1,123 81 - 875 -+ .2,079° 358 17.2,
1980.......... 1,020 99 - 724 1,843 313 17.0
1981.......... 1,030 89 - . 929 ‘ 2,048 ' 254 "12.4
1982.......... 1,108 8 : ... 905 - . 2,099. . 385 . .  16.4
1983...... . - 983 79 L 743 1,805 176 9.8
1984...... veess 1,030 93 598 1,721 316 " 18.4
1985 1/....... 1,053 86 - . 740 . 1,879 536 28.5
1986 2/....... 1,080 90 1760  1,930. 615 31.3
l/ Pre11m1nary. 1 ‘
2/ U.S. Department of Asrxculture forecast

SOurce ' COmpxled from offxcxal statxstxcs of the U.S. Department of

Agr1cu1tute
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Table 3-7 : o
Soybeans, n.s.p.f.: 1/  U.S. exports of domestic merchandise, by major markets,
1978-86 ' 4 ' . ‘ : S
: , Soviet Republic ‘
Year EC-12 Japan. Taiwan __ Union_ of Korea All other Total
__Quantity (1,000 pounds) -
1978.. 24,452,732 8,498,573 2,359,195 1,648,934 652,807 8,840,679 45,644,920
1979... 22,908,180 8,192,960 2,426,700 4,006,020 929,940 7,606,440 46,050,240
1980... 25,717,740 8,890,980 2,063,100 - 381,300 1,244,340 9,716,100 48,013,500 .
©1981... 26,732,700 8,821,560 2,321,040 74,400 936,060 9,242,160 48;127,860
1982... 32,528,220 8,967,480 2,483,580 1,430,940 1,206,360 9,456,060 56,162,640
1983... 24,627,420 10,031,880 3,031,380 1,236,480 1,641,600 9,485,400 50,054,220
1984... 19,584,080 9,124,020 2,894,040 101,880 1.455,600 9,845,040 42,954,780
1985... 16,513,380 9,474,060 2,994,060 ' 0 1,824,960 7,833,840 38,640,300
1986... 21,603,600 9,086,520 3,825,120 3,347,940 2,232,660 6,956,880 47,052,660
_Value (1,000 dollars) b
1978... 2,777,579 980,747 254,583 199,771 77,304 918,082 - 5,208,066
1979... 2,808,664 1,031,858 308,898 489,278 116,779 945,492 5,700,969
1980. .. 3,138,180 1,105,238 261,673 ° . 45,322 155,482 1,174,047 5,879,942
1981... 3,420,842 1,137,878 314,169 . 8,432 124,027 1,180,181 6,185,529
1982... = 3,609,266 970,044 285,560 171,264 141,879 1,039,734 '6,217,747-
1983.. 2,890,731 1,209,373 362,647 157,162 201,200 1,092,273 5,913,386
1984... 2,366,738 1,171,696 390,637 14,039 186,788 1,289,277 - 5,419,175
1985... 1,634,090 936,982 . 321,720 . 0 185,476 810,647 3,888,916
1986. .. 1,948,589 837,212 358,750 312,981 -206,091 - 651,906

‘4,315,528

1/ Schedule B items 1754100.

Source: Compiled from official statistics of the U.S. Department of Commerce. -
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. Table 3-8 .
Soybeans: Distribution of U.S. soybeans inspected for export, by regions and
by port areas, 1978 and 1983-86 ST T : U

Port A SRR ~1978 1983 1984 1985 1986_3/

In percent

. Great Lakes region........... 12

: ’ 3 6 5 5
South Atlantic region......:.." -9 7 8 9 7
 North Atlantic region........ -2 2 ST S 1 0
Guif reglon..;....,...; ...... c17- 84 - ‘18 79 -83
Pacific region............... 1/ 3 3 g 3. -2
- Interior parts:............00 2/ 1 - 4 -3 2
Total........ W teeeteanans ; 100 100 ‘1092 100 -100
' Million bushels’
Total volume inspected....... ~ 700 832 704 617 790
/ Less'than 0.5 percent.
“2/ Not?teported sepﬁbately

1
2

. Note -—Because of roundlng, flgures may not add to totals shown

L

'gSource COmp11ed from data of the U.S. Department ‘of Agrlculture, Federal "
Gra1n Inspectxon Serv1ce o
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Table 3-9 : :
Soybean oil and meal: U.S. production, imports for consumption, exports of

~domestic merchandise, apparent consumption, - and endlng stocks, crop years
- 1977/78- 1986/87

(In thousands of metrlc tons)

Crop _ : A S : .. Apparent . Ending -
year 1/ -_Production _ “Imports - . Exports ___consumption stocks#f
- 0il: C T A _ : :
1977/78.... 4,666 0 933 3,752 331
1978/79.... 5,136 0 1,059 - 4,056 -352
' 1979/80.... 5,491 0 1,220 . 4,074 549
1980/81.... S5,112: 0 740 4,134 787
1981/82.... 4,980 - - 0 942 . . 4,325 500
1982/83...." 5,462 0. 918 . 4,472 - 572
1983/84.... 4,932 0 - 827 N 4,350 327
1984/85..... 5,202 0. 753 .. 4,498 287
1985/86.... 5,269 4 570 - 4,560 430 .
1986/87.... 5,830 0 499 . . 4,876 885
Meal: ) ' C
1977/78... 20,296 .0 - 5,516 - 14,767 220
'1978/79... 22,094 i .. 0 . 5,997 - . 16,075 . 242
1979/80... 24,589 - 0 © 7,196 17,430 . 205
1980/81... 22,055 .0 . 6,154 - 15,958 148
1981/82... 22,348 - L0 . 6;266 - . 16,071 . . 159
. 1982/83... 24,235 0 6,449 “17,515 430
- 1983/84... - 20,646 S0 4,862 . ‘15,983 231
1984/85... 22,252 "0 .. 4,460 © 17,672 351
1985/86... 22,635 -0 5,476 17,318 192 .
1986/87... 25,291 0 © 6, 713 18,507 263

1/ The crop year for soybean '0il’ runs from Sept. 1 to Aug. 31 of the following
year. Data for 1986/87 are prel1m1nary as of September 1987

Source: Compiled from official statistxcs of the U s Department of
Agrxculture. Fore1gn Agrxcultural Servxce
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Table 3-10 . )
Oilseeds: U.S. harvested acreage, yield, production, imports, exports, crush,
domestxc consumptlon, and endxng stocks, crop years 1977/78 to 1986/87 .

. (In. thousands . of ‘metric-tons) -

. Domestic

. Harvested ., = '.-‘gthodqc—3 Im- - ' consump- Ending
Crop .year acreage 1/ Yield 2/ tion ports Egports Crush __ tion - stocks
1977/78..... 30,849 . 1.831 56,484 25 20,530 29,867 33,824 ° 5,662
1978/79..... 32,863 1.782 58,567 48 22,018 32,308 36,544 5,715
1979/80..... 36,819 - . 1.960 72,181 60 26,206 .. 35,534 39,726 12,024

1980/81..... 35,115 1.592 55,915 274. 21,568. 32,756 37,327 9,318
1981/82..... " 34,755 1.840 63,964 108 27,142 33,087 38,079, 8,169
1982/83..... 34,767 1.960 - 68,154 90 26,318 . . 34,745 39,608 10,487
1983/84..... 30,307 1.664 . 50,430 153 21,642 . - 30,185 34,182 5,246
1984/85..... 33,287 - 1.778 59,189 123 17,720 - 32,322 37,085 9,753
1985/86..... 31,043 . 2,107 65,413 101 20,994 . 33,063 38,727 15,546
1986/87 3/.. 29,175 2.101 61,305 75 19,863 .. 33,635 38,898 18,165

1/ Harvested acreage in thousand metric tons.
2/ Yield in metric tons per hectare
3/ Prel1m1nary

Note.--Major oilseeds include cottonseed, flaxseed, peanut, rapeseed, soybeans, and
sunflowerseed. The crop year runs from Sept 1 to Aug. 31 of the follow1ng year.

' Source Comp11ed from officxal statlst1cs of the U.S. Department of Agrlculture
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- Vegetable and marine oils and prot

3-43

éin'ﬁeals: U.S.nproduction, imports, :
" exports, domestic consumption, and ending stocks, crop years 1977/78 to 1986/87

(In thousands of metric tons)

Cro ear

Vegetable and marine oils:
1977/778. .. ciiiercnansanns
1978/79..cvvinenennns cen
1979/80....0cvetenconnnas
1980/81..... cresevaesaas .
1981/82..... Ceesssreseans
1982/83....c.ciunnen. cee
1983/84....... Ceeveeeaias
1984/85. .. .0 vciinnene .o
1985/86....cc000i000nnn S
1986/87 1/......... e

" Protein meals:

1977/78......... s veeaeas

1981/82........ eeieeees
1982/83........ S

1983/84. .. cuivennnnnnnnnn -

1984/85......00c0eiiannn
1985/86.....000000000en .

1986/87 1/.......... e

5,717
6,148
6,700
6,214
6,160
6,591
5,832
6,255
6,395
6,403

24,747

25,234

711
707
584
717

672

700

727

788

1,112 -
984

54

100,
15

105
- 110
140

171

377
318
332

1,485
1,537
1,793
1,527
1,574
1,597

1,376

1,235
1,122
1,087

5,767
6,269

7,578

6,404
6,507

6,592
5,019

4,564

5,602

5,894

5,053

5,251 e
5,198 '
.5,274 -1,
5,518 -
5,619

5,520

5,820

6,102

6,244

17,260
18,514
20,042
18,460
18,782

- 20,074
17,969

20,531
19,987
20,158

. Domestic Ending
Production Imports Exports cpnsugption stocks -

-

521

588
849

039 -

779
854
517
505
788

844

298
304

255
310
523
336

. 436

273
373

267

1/ Preliminary.

Note.--Major oils include coconut, cottonseed, fish, iinseed. olive, palm,

palm kernel, peanut, rapeseed, soybean, and sunflowersegd;
meals include copra, cottonseed, fish, linseed, peanut, rapeseed, soybean, and

Major protein

sunflowerseed. -The crop year runs from Sept. 1 to Aug. 31 of the following

year.

Source: Compiled from official statistics of the U.S. Department of

Agriculture.
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Table 3-12
Soybeans: U.S. area, yield, production, imports for consumption, exports of

domestic merchandise, crush, apparent consumpt1on. and ending stocks, crop years
1977/78 to. 1986/87A

N

* Apparent
Crop ' o Produc- Im- . consump- Ending
year.1/ _Area 2/ Yield 3/ tion ports Exports Crush- tion stocks

»

”In thousands of métric tons

1977/78.... 23,403 2.055 48,097 0 19,061 25,220 27,451 = 4,386
1978/79.... 25,764 1.974 50,859 0 20,117 27,701 30,349 = 4,779
1979/80.... 28,467 2.161 61,525 0 23,818 30,573 - 32,730 9,756
1980/81.... 27,443 1.783 148,921 0 19,712 27,773 30,446 8,519
1981/82.... 26,776 2.022 54,135 0 25,285 28,032 30,443 6,926
1982/83.... 28,102 2.121 59,610 O 24,634 30,155 32,523 9,379
1983/84.... 25,303 1.759 44,518 0 20,215 26,753 - 28,900 4,782
1984/85.... 26,755 1.893 50,644 0 16,279 28,032 30,545 8,602
1985/86. . 24,922 2.292 57,113 0 20,143 28,658 30,977 14,595
1986/87 4/. 24,050 2.271 54,622 0 19,051 30,345 32,884 17,282

1/ The crop year for soybeans runs from Sept. 1 to Aug. 31 of the following year.
2/. In hectares.

3/ .In metric-tons per hectare.

4/-Data for 1986/87 are preliminary.

_sbﬁrce: Compiled from official statistics'of"Fhe U.S. Department of Agriculture.

TR
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1,241,232

636,203

Oilseeds and oilseed products: U.S. exports, by commodities, 1978-86
‘ N Oilseed . . Fats
Year Oilseeds meals and oils Total
- ‘Quantity (1,000 pounds)
1978 et eeineennnnesnns 48,829,674 14,804,000 3,256,627 67,257,620
1979, ... ittt e enanas 49,196,994 14,202,000 3,510,507 69,600,416
1980. .. iveeerennnnanioe . 51,887,909 16,374,000 3,986,252 72,429,923
1981, ... ittt erirnnnnnn. 52,069,672 - 15,016,000 3,565,750 78,211,919
1982....... Cesresecasense < 59,630,169 14,208,000 3,540,338 . 69,674,867
"1983......... reveaesans . 51,926,529 14,860,000 3,176,099 - 64,577,761
1984............ ceee s e 46,541,661 10,264,000 3,593,013 54,028,292
1985...... Ceerecesens 40,171,279 10,698,000 2,488,584 61,380,616
1986........:..,.... ..... - 48,194,032 13,402,000 2,654,682 - 64,250,714
Value (1,000 dollars)

1978.......c00n ceeesien 5,587,962 1,299,738 944,201 7,831,900
1978, . iiiinerenennnns 6,114,832 1,478,084 1,121,404 -8,714,320
1980 ..... ceecies o - 6,341,738 - 1,726,810 1,1?0;991' 9,249,539
19Bl. ... ... ietiitiiinnnn -6,732,656 1,661,351 1,030,631 9,424,638
1982. .. i ittt 6,657,718 1,446,930 910,462 9,015,110
1983. ...t iiiercerncnns . 6,162,343 1,567,462 843,752 8,573,558
1984....... ciiviniinnnn 5,987,898 1,049,800 1,220,229 8,257,927
1985....... teesatscnaanns 4,098,536 888,654 ‘838,495 5,825,685

........... . . 4,457,572 6,335,007

p—

Aisource: COmpiled from official statistics of the U.S. Department of Commerce. -
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Soybeans and soybean products: U.S. exports, by commodities, 1978—36"

: v Soybean - Soybean---- e e
Year Soybeans meal _ 0il Total
‘ Quantity (1,000 pounds)
1978. . ccivnniineiinenens 45,644,920 13,966,000 3,713,608 63,324,528
1979, i iiiiennnnninnnns 46,050,240 13,418,000 4,589,612 - 64,057,852
1980. . cvieerinnnnnnenes 48,013,500 15,484,000 4,519,557 68,017,057
1981, ...00viennnn. Cevees 48,127,860 13,986,000 3,301,394  65,415,254-
1982.....0000nn. “evee... 56,162,640 13,694,000 3,740,844 - 73,597,484
1983......iviiiiiiinnnns 50,054,220 14,304,000 - 3,279,265 - 67,637,485
1984..... eeeeeaas veee.. 42,954,780 9,854,000 4,362,337 57,171,117
1985......... ceeeeanan .. 38,640,300° 10,396,000 2,476,480 51,512,780
1986......, Cernrseaaaaes 47,052,660 13,136,000 2,273,972 = 62,462,632
Value (1,000 dollars)
1978........ Ceeeerieeens 5,208,066 1,242,184 1,025,523 7,475,773
19794 .0ty 5,700,969 1,416,457 1,393,454 8,510,880
- 1980.....0nnnnn eeeenees 5,879,942 1,654,063 1,267,563 8,800,468
198l..c0viinieensnennsss 6,185,529 1,588,523 ' 846,266 8,620,318
1982..ccvviueinanneaanes 6,217,747 1,411,436 863,897 8,493,080
1983...0ivinnnnnnns e 5,913,386 1,527,074 787,997 8,228,457
1984, 0iiivniinnnnnnnns - 5,419,175 1,019,333 1,408,417 7,846,925
0 K T . 2 O 3,888,916 . . 870,558 819,925 5,579,399
19B6. . cuvreninnnnnennns 4,315,528 1,224,014 479,971 " 6,019,513

Source: Compiled from officiql'stétisgics of.the q.$._Dgpa:§mqng of Commerce.



" Table 3-15

3-47

Soybean oil cake and meal:’ 1/ U.S. exports of domestxc merchand1se, by maJor

markets, 1978-86

. Vene- . Indo-
Year EC-12 _Canada_____zuela 4_gypt nesia _ All other Total
annt1tz 51,000 short toq_ii
1978.... 3,648 865 - 185 544 16 2,216 - 6,983
1979.... 3,503 439 297 0 20 - 2,451 6,709
1980.... 4,301 373 . 374 .0 21 2,674 - 7,742
1981.... 4,165 373 440 2 -0 2,013 .. 6,993
.1982.... 4,497 396 523 12 90 1,339 6,847
1983.... 4,535 434 559 25 50 . 1,551 7,152
1984.... 2,004 533 589 18 88 1,695 4,927
1985.... 2,275 543 804 - 125 0 ‘1,450 5,198
1986.... 3,082 804 466 2179 228 1,709 6,568
Value (1,000 dollars)

1978.... 674,316 84,350 40,187 - 10,166 3,763 429,402 1,242,184
1979.... 706,250 97,794 71,542 - 4,372 536,499 . 1,416,457
1980.... 894,843 81,317 85,152 - 4,603 588,149 1,654,063
1981.... 905,682 83,438 107,867 680 .- . 490,855 . 1,588,523
1982.... 909,109 79,669 114,886 @ 2,882 18,377 - 286,512 1,411,436
1983.... 940,390 97,020 129,910 5,838 11,563 - 342,352 1,527,074
1984.... 393,529 111,961 . 138,680 4,483 17,440 353,240 1,019,333
1985.... 374,706 92,634 134,901 19,427 L= 248,890 870,558
1986.... 567,617 144,793 91,468 47,591 44,549 327,997 1,224,014

Source: Compiled from official statistics of the U.S. Départﬁeﬁt‘of Commerce.
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Soybean oil, crude, refined, or hydrogenated: 1/ U.S. exports of domestlc
merchandise, by major markets, 1978-86
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: , ‘Bangla- S
Year Pakistan India ° Mexico desh Somalia  All other  Total
Quantity (1,000 pounds)
1978... 211,230 591,217 75,512 58,892 10,343 1,101,488 2,048,681
1979... 360,537 496,572 1,606 116,888 15,412 1,498,699 2,489,713
1980... 331,176 807,770 110,993 21,899 31,773 1,112,789 2,416,401
1981... 400,529 202,179 5,599 55,766 28,172 1,110,790 1,803,036
1982... 603,254 78,646 235,432 100,404 24,867 1,013,960 2,056,563
1983... 362,922 129,443 1,509 58,580 28,665 1,151,001 1,732,120
1984... 500,561 434,007 296,689 32,729 23,416 991,972 2,279,375
1985... 380,426 45,844 82,848 -0 30,717 753,810 1,293,646
1986... 575,778 79,979 84,506 51,725 35,556 363,387 1,190,930
Value (1 000 dollgg§)

1978,.., 56,050 163,359 . 20,440 17,922 3 598 307,740 569,109
1979... 108,179 ' 165,684 512 38,912 6,702°° 448,616 768,604
'1980.. 91,668 228,144 31,416 _ 7,293 11,612" 318,757 688,890
'1981.. 94,911 59,268 1,673 15,592 9,498 292,967 473,908
1982.. 131;208;A 24,081 63,009 22,782 - 7,386 237,918 486,383
,1983 93,222" 38,617 450 14,752~ 7,494 269,332 423,866
,1984 . 162,371 142,431 ' 71,348 10,233 ° 10,129 345,116 741,628
1985. 118,511, 18,196 24,033 < 13,228 257,480 431,449
f1986 111 473.; 20,097 18,646 9,684 ° 9,178 83,965 253,044
‘Source: . Compiled from official statistics of the U.S. Department of Commerce.
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486,642

Table 3-17- L S
Oilseeds and oilseed products: U.S. imports, by commodities, 1978-86
, Oilseed Fats -
Year Oilseeds meals and oils ._Total _
. Quantity (1,000 pounds)

I L Y 7 TN 143,861 19,792 . 1,898,768 2,062,421
1979 ittt a e 210,930 - 55,695 1,716,937 1,983,562
1980, e vt e 193,694 - 58,245 1,567,130 1,819,069

3 1-1:5 IR 445,198 116,119 - 1,694,651 2,255,968

1982. .. ..iveeennnnrannnn 272,744 145,802 - 1,554,755 1,973,301

1983, .iiieneiennnnnannn 382,719 - 255,727 © 1,802,423 2,410,869
0 LT 7 341,161 . -256,074 1,617,056 2,214,291

1985.....00uinn Ceentees 435,377 - 344,767 2,104,439 2,884,583

1986...cvieneennnnns . 306,471 331,691 - 2,568,261 3,206,423

-Value (1,000 dollars)

1978....... P . 35,656 1,680 480,188 517,524
"1979.. ..., i . . 49,917 . 4,356 . 672,635 726,908

1980. .. cvvneivennrnin. 51,043 - “ 4,776 525,383 581,202
“1981........ R 86,772 9,859 471,267 567,898
L L 72 . 59,463 10,708 - - - 386,042 456,213
1983, i e i i, . 179,824 ’ 17,502 461,856 559,182
01984............ e 73,134 18,481 - 671,771 763,386
71985. .. .... P S 76,110 15,428 =~ 630,444 721,982

1986....ccverinarnnnnnns 50,008 17,197 . 553,847

Source: 'Coﬁpiled from officialvstétistics'of the U.S. Department of Commerce. .

Table 3-18

Oilseeds and products:

sources, 1978-86

(In thousands of dollars)

U.S. imports for consumption, by prihcipal

Phil- _
Year ippines Malaysia EC-12 Canada Mexico All other Total
1978.... 246,789 89,051 50,450 12,087 17,967 101,180 517,524
1979.... 354,790 141,126 58,689 23,728 21,909 126,667 726,909
1980.... 225,224 115,208 62,731 23,808 25,153 129,079 581,203
1981.... 229,643 91,348 60,585 . 62,645 27,784 95,893 567,898
1982.... 169,600 81,913 64,431 33,938 24,552 81,779 456,213
- 1983.... 193,821 110,162 63,097 56,186 = 24,930 110,986 . 559,182
1984.... 273,909 189,614 70,762 . 59,854 25,243 144,003 763,385
1985.... 181,485 176,475 75,247 72,264 20,863 195,648 721,982
1986.... 157,852 126,341 89,319 58,344 - 18,851 103,140 553,847

1/ TSUS items 175.03-178.30 and 184.50-184.53. -

- Source: Compiled from official statistics of the U.S. Department of Commerce.
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Coconut oil: 1/ U.S. imports for consumption, by major sources, 1978-86

. Pacific

Phil- Sri Malay- Trust All
Year ippines Lanka sia - Territory EC-12 other  Total -
Quantity (1,000 pounds)
1978... 987,224 2,174 1,106 19,042 - 1 12,947 1,022,494
1979... 879,902 22,421 16,544 32,158 . 3 . 28,761 979,789
1980... 750,028 7,746 16,239 13,440 - 7 101,844 889,304
1981... 959,707 = 25,182 8,960 17,254 . 2,238 23,542 1,036,883
1982... 815,846 10,223 13,504 7,746 - - ]2 42,431 889,762
1983... 877,550 21,816 29,397 - 8,313 21 53,619 990,716
1984. .. 696,226 8,486 .58,366 10,051 . 11 . 60,027 833,167
1985... 686,733 39,852 71,465 8,287" 90 186,076 992,503
1986... 1,063,394 61,868 31,834 6,779 - 138 14,065 1,178,078
Value (1,000 dollars)

1978... 246,386 - 638 351 4,598 . 1 3,948 255,922
1979... 353,485 10,054 7,467 12,713 3. 11,406 395,128
1980... 224,631 - 3,142 5,583 3,937 9 32,931 270,233
1981... 229,538 6,287 2,411 4,212 522 6,137 249,107
1982... 168,686 2,196 - 2,887 1,228 12 9,088 184,097
1983... 193,549 5,548 - 8,330 ' 1,694 - 18 13,939 223,078
1984... 272,988 4,987 29,447 4,882 14 29,979 342,297
1985... 179,044 11,981 25,988 2,501 98 59,450 279,022
1986. .. 156,405 9,844 4,500 908 - 123 1,870 173,650

1/ TSUS items 176.1720-176.1740.

Source: Compiled from official statistics of the U.s. Déﬁéftment'bf

Commerce.
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Table 3-20 . o
Palm kernel oil: 1/ U.S. imports for consumption, by major sources, 1978-86
Malay- Indo- Sin- o : '
Year sia nesia gapore . Macao EC-12 All other Total
Quantity (1,000 pounds)
1978...... 92,473 13,682 2,137 0 13,775 4,109 . ‘126,176
1979...... 143,251 0 7,626 ° 0 13,431 3,573 167,881
1980...... 159,036 0 3,338 0 17,504 3,751 183,629
1981...... 119,965 0 0: 0 . 15,689 17,052 152,706 .
1982...... 184,236 0 0 0 18,940 - 7,666 +210,842
1983...... 214,144 -0 0 0 19,626 1,123 . 234,893
1984...... 182,418 -~ 1,653 730 0 14,604 2,717 202,122
1985...... 201,554 49,249 10,813 0 20,030 1,224 - 282,870
1986...... 288,375 49,834 . 4,801 11,013 13,974 5,929 373,926 _
. B . Value (1,000 dollars) )
1978...... 24,339 3,462 447 - 7,852 1,192 37,292
1979...... -53,581. - 3,228 - . 10,119 1,586 - 68,514
1980...... 49,777 - 1,190 - 13,385 ' 1,274 65,626
1981...... 30,158 - - - 9,926 4,224 44,308
1982...... 35,399 - - - 11,429 1,714 48,542
1983...... 48,443 - - - 12,343 .210 60,996
1984..... . 78,899 346 604 - - . 12,031 ° 1,216 ... 93,096
1985...... 56,932 15,176 3,861 - - 14,672 . ‘518 .. -91,159
1986...... 45,051 6,378 1,114 7,450 62,748

1,771

- 984

1/ TSUS items 176.32-176.33.

SOurée: Compiled from official statistics of the U.S. Department of domm;rce.
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Table 3-21
Palm,oilz,l{r,u.s. impopts for consumption, -by major sources, 1978-86
Malay- Indo- ~ Sin-  'Phil-. . All
Year .. _.sia. -nesia - papore - :ippines.  ‘EC-12 other Total
‘ e o .o - Quantity (1,000 pounds)
1978...... 307,630 . 8,776 = 2,255 - 2,292 . .- 2 - 1,866 322,821
1979...... 295,690 .. 12,366 2,197 .. 1,135 37 - 742 312,167
1980...... © 251,297 ., O 2,426 . - 1,116 43 . 609 . 255,491
1981...... 263,943 . 4,437 0 . 0- 76 267 268,723
1982...... ' 220,664 . 25,927 0 2,205 1,115 . 97 250,008
1983...... ‘289,230 *. 31,225 7,535 . 0 6 - 7139 328,735
1984...... . 277,148 41,554 3,308 . . 0 . 1,264 . 2,356 325,630
1985...... 376,987 62,641 . 38,121 . 9,835 . 2,432 .: 6,919 496,935
1986...... 534,277 _ 36,182 18,366 . 7,840 . . 2,244 6,579 605,488
Value (1,000:.dollars)
1978...... ..64,361 . 1,766 449 . ;. 399 1 - 399 . 67,375
1979...... ;;somo78 . 3,224 577 .. 425. 17 -~ 206 . 84,527
1980...... .. 59,845 . . - 628 301 - 35 .. .- 168 60,977
1981...... .58,777 - 848 - - 32 :-. 101 59,758
1982...... - .43,626 . 4,344 - 385 . 193 - ... 45 48,593
1983...... ..53,387 . 5,712 1,152 - . - 3 .« 502 60,756
1984...... 80,816 = 8,508 713 . . - . 896 - 1,192 92,125
1985...... . 93,555 13,231  .9,120 2,249 652 - 1,842 120,649
1986...... 76,778 4,527 3,849 745 497 1,311 . 87,707

1/ TSUS item 176.34.

'éddfcé:‘“Cohsiiédbffomfofficiai statistics of:thé‘U.S; Department of Commerce.



,zATable 3-22
U.S. high-protein. 11vestock feed;-
units, 1976-80 average and 1981 85

3-53

Quantxty of feed and h1gh—prote1n anlmal

Year beginning Oct.

IR

-~ 1976-80 R v 1--
Item: . _Average 1981 1982. 1983 1984 1985
Quantity of, feed (in 44-
percent protein soybean
meal equivalent): -
Oilseed meal (1,000 - e _
metric tons)...... 17,223 18,974 19,690 ' 17,776.. 20,700 20,140
Animal protein (1,000 : e e LT
metric tons....... 3,214 ‘3,701 2,564 2,331 . 3,900 3,670
Grain protein (1,000 o o ,
metric toms)...... 984 - .. 1,003 . 1,035 1,400 = 1,990 1,760
Total: 1/ (1,000 " T o
metric tons)...... 22,225 - 23,678 23,286 21,507 - 26,600 25,600
" High-protein animal ’ e A
units (milliom L . B .
head)........ e 109 110 109 . 109 109 110
Feed consumed per T T S
animal unit’ . S S C
(pounds)......... Geeees 446 a74. . an 432 - 535 512

1/ Because of roundxng, fxgures may not add to the totals shown

'80urce
Asrxculture

" Table 3- 23
Principal o1lseed meals
,average_qnd 1981-85

COmp11ed from offxcxal statxstlcs of the U s Department of

‘(In. thousands of metric tons)

Consumptxon in processed livestock feeds, 1976-80

' 1976-80

Year beginning Oct. 1-

Peed Aversge 1981 1982 1983 1984 1985
Soybean...... Ceeens .. 15,211 --. 15,777 17,011 15,453 17,691 17,509
Cottonseed..... FERR TR 1, 560- 1,179 - 1,439 1,082 - 1,617 1,492
Linseed............ .o 116-;- -~ 100 70 .70 115 113
Peanut............... 112 -+ 114 . 80 . - . 80 - 100 141
-.sunflowerseed.... .... 116 430 ‘302 300 - _._427 ___ 254
~ Total.......... 17,114 18,200 - 18,992' 16,985 19,950 19,509
Source: COmpxled from offxcxal statxstic of the U S. Department of

Agrxculture
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Table 3-24 . ..
Soybean processing mills: U.S. crushing capacity, by State,'-
January 1986 ' ‘ DoovaT L . ‘e

o S - ‘Share of Number
State . s .. Ca 2 city 1/ total capaéity of mills -
. : Percent
Ill1noxs. ....... veeraeen 28,800 24 . v 13 L e
Towa....veu'ivreaivenannns 19,500 17 o 00 2100
Minnesota...... Cirereaee 8,400 -7 SEIEY T -
Missouri..... cevisedaess o 6,500 6 - 4,
Arkansas.:...... Yiverees - 6,300 5 <5
Ohio.....covvvvnnuinnnnn 5,300 5 5
‘Kansas........veieecine, - .4;500 - . 4. 3
Indiana......ceevneeens “. 1,800 2 3 ..
‘Georgia..:.........00.000 704,050 oo 3 &
Michigan............ el 3,600 3 - 30
South Carolina....:i.,..., - 12,600. .. 3 + 3
Other......cocvvvuveves. 24,150 21 - 16
Tbtal., ....... Ceeras 115 500 100 13

A 1/ Capacity measured in thousands of short tons of daily processingf
capac1ty ' o R

Note——Because of round1ng. fxgures may not add to totals shoun

Source: Complled from unoffxcxal data supplxed by U. S
trade sources. - . , : ie
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Table 3-25.--Soybean-related mergers and other asset transfers in the U.S. soybean-processing lndustry,
September 1983 to September 1987 . .

Month/

Year Buyer Seller Description of merger or asset transfer

Sept. Ag Processing Boone Valley Partial merger of three farmers' cooperatives to form

1983 Coop. Assoc.’ Ag Processing, with soybean processing as its primary

_Farmland Industries; business. The new firm reportedly controls 9 percent
and Land 0’Lakes of the U.S. industry through its 6 midwestern
E mills. 1/

Feb. Seaboard Corp. Central Soya . Acquisition of poultry processing division, a large

1984 ' : buyer of soybean meal. 2/ ’

Feb. Unilever (U.S.) Beatrice Foods Acquisition of Beatrice's Shedd Margarine Group, a

1984 : large ($200 million) buyer of soybean oil. 3/

Mar. Archer Daniels Continental- Acquisition of one soybean mill and elevator,

1984 Midland _employing 90 people, which Continental had previously
announced it would close because of weak soybean
product markets. -4/ ‘

May Central Soya - Proctor & Gamble Acquisition of assets of Proctor & Gamble's Victory

1984 . Soya Mills, Ltd., unit (Canada), as Proctor & Gamble
continues to exit from commodity industries. 5/

Oct. A.E. Staley CFS Continental ‘Merger. Staley reportedly is trying to diversify out

1984 : of raw commodities; CFS, reportedly the second -
largest U.S. food-service distributor, is a large
buyer of oilseed products. 6/ The merger will nearly
double Staley's annual sales:of $1.6.billion,
including income from soybean crushing. 1/ Earlier,
Staley reported an indefinitely long closure of its
largest mill because of continuing weakness in
soybean product markets. 8/ Later, Staley announced
the formation of Staley Continental, Inc., a holding
company consisting of the two merging firms as
operating companies. 9/

Jan. Cargill Ralston Purina In an attempt to move away from commodity-based

1985 businesses, Ralston Purina sold 6 of its 7 soybean

mills; the seventh (Memphis, .TN) is reported to be
permanently closed. 10/ The deal leaves Ralston
Purina completely dependent on outside sources for

~ soybean products for its pet food and other products,

and gives Cargill a total of 20 soybean mills. 11/

See footnotes at end of table.
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Table 3-25-—Continued .
Soybean-related mergers and other asset transfers in the U.S. soybean-processing industry, -September 1983 .
to September 1987 - :

Month/ ' . ~

Year Buyer : Seller _ Description of merger or asset transfer

Jan. Independent Soy StoieyICOntinental Continuing to divest itself of soybean operations,
1985 Processors, Inc. ' ‘ ' - Staley Continental:sold its soybean milling and

protein-concentrate business, including four mills in
Ilinios, Ohio, Indiana, and Missouri, and a mill and
oil refinery in lowa to Independent Soy Processors
(ISP). - ISP includes Archer Daniels Midland (ADM) as
a minority shareholder. The mills have been leased
to, and are being operated by, ADM. 12/

Apr. Shamrock Holdings Central Soya ' Shamrock, a Disney family-controlled firm, acquired
1985 , A controlling interest in Central Soya, previously
Y . ' Co publicly'held, reportedly viewing the decline in

soybean markets as only a short-run phenomenon. 13/

Mar. Cargill Con;jnental"“ Acquisition of soybean mill, oil refinery, and bulk

1986 handllng fac111ty in leerpool England 14/
Feb. Uni]ever (U.S.)  ‘Central Soya" = Acquls1tlon of J.H. F\lbert Inc., a Baltimore; MD-
1986 : ' : o based producer and distributor of margarines and

salad-related products. 15/

Mar. Central Soya Staley Continental ACQUISltlon of Staley product llne of soy protelns,

1986 ' ' B 5 marketed in the United States and world markets, 16/
Apr. ‘ Archer Daniels ~ ~ Unilever PLC Because of low oilseed crushing margins, Unilever
l986A' B Midland - " : : sold two West Germany oilseed mills and one

Netherlands oilseed mill, accounting for over half of
the firm's total European milling capacity, to ADM,
which will supply the mills with raw material
imported from the United States, Brazil, China, and
Argentina, (including shipments from ADM oilseed
export facilities), as well as European sources. The
Netherlands mill is reported to be the world's
largest. 11/
"Jan. ' - Central Soya Bunge : Proposed acquisition of seven soybean mills,
‘1987 . ’ : o employing over 500 people, located in Cairo, IL;
o ’ ’ ‘ ’ A Oecatur, AL; Emporia, KS; Logansport, IN; Jackson,
MS; and Vicksburg, MS 18/ The deal was subsequently
terminated. 19/

See footnotes at end of table.
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Table 3-25--Continued

Soybean-related mergers and other asset transfers 1n the U S soybean-proceSS\ng 1ndustry, September 1983

~to September 1987

" Month/

Year _Buyer ___Seller _ ___Description of merger or asset transfer
July Archer Danvels Gold Kist, Inc. ~ Gold Kist, a farmer's cooperetive, sold ADM a soybean
1987 Hldland o : milling and refining facility in Valdosta, GA. Gold
' o : . Kist owns a minor interest in Toepfer International
. Group, a West German grain tradlng firm controlled by
. " ADM. 20/ ' :
Sept. _ Ferruzzi Agricola Shamrock led}ngs' Purchase of Centrai'Soyé (see' above purchase of

1987 " Finanziario . Central Soya by Shamrock) to Italian agribusiness
- . conglomerate, which reportedly will operate it as an
. . autonomous subsidiary. The purchase "will allow
. Central Soya to extend its product lines . . . into

Europe.® 21/

- 1/ Feedstuffs, Aug. 20, 1984.
2/ Wall Street Journal, Feb. 27, 1984.
: 3/ lbld n. IO 1984 and Feb. 27 1984
4/ 1bid., Ha.r_ , 1984,
" 5/ Ibid., May 14 " 1084,
6/ 1bid., Oct. 17, 1984.
.1/ 1bid., Oct. 23, 1984.
8/ 1bid., Dec. 14, 1983.
'9/ 1bid., Feb. 12, 1985.
10/ 1bid., oct. 19, 1984.
11/ 1bid., Jan. 3, 1985. - -
12/ 1bid., Jan. 14, 1985; Standard & Poor's»Nens,'Jan. 12, 1985; Staley Continental: Annual

Report 1985. , ‘

13/ Wall Street Journal, Apr. 2, 1985;.Business Week, Aug. 26, 1985.
14/ Feedstuffs, Jan. 6, -1986. ' ’ '

15/ Wall Street Journal, Feb. 11, 1986.

16/ Moody's Corporate News, Mar. 10, 1986.

11/ Archer Daniels Midland Annual Report FY 1986; Wall Street Journal, Sept. 30, 1986 and Apr.

The Public Ledger, Apr. 11, 1986; Unilever: Annual Report 1985.
18/ Moody's Corporate News, Jan. 26, 1987.

19/ Milling and Baking News, Feb. 24, 1987.
20/ 1bid., July 7, 1987.

21/ The New York Times, Sept. 15, :1987; Milling and Baking News, Sept. 15, 1987.

10, 1986;



Table 3-26
U.S. soybean mills: Average costs of'production, by mill (processing capacitjes),.1986'1]

Item Under 10 10-14  15-19 20-24 25-29 30-34 ~ 35-39 A1l sizes
per bushel of soybeans processed

Manufacturing costs:

Direct labor.............. veteeeaes $0.15 '40.10° -$0.10 - $0.08 $0.08 " $0.10° .$0.08 $0.09
Fuel, power, and utilities......... .19 - .18 .14 4019 A7 0 .18 -1
REPAINS .. e iniiiieieenrnacncannns .06 .07 .07 .05 .06 .08 .06 .06
Solvent......ooiiiiiiiiiiiaaaans .. .02 7, .02 0 .0 .02 .0 .0l .01
Depreciation and amortization...... .08 .10 .1 .07 .09 00 L0 .09
' Other processing costS............. .10 ' . .09 12 .09 A .08 . .1 .10
Total processing costs........... ..60° .55 .55 .44 .55 .54 .54 .53
Cost of goods sold 2/................ 451" 512 458 5.8 6.34 8.271 5.92 5.74
General, selling, and , ' . : , ’ ‘
administrative expenses....... vaaas .05 BN 1 .05 .06 07 .02 .03 .06
Financidl expenses and corporate T '
overhead..........cevuriiinnnnnrnne -0 .04 .06 .06 .03 .02 .05 .05
A1l costs.............. Cereeenaes 5.30 5,79 . 5.25 6.44 6.99 8.84 6.54 6.37
Capacity utilization 3/..... percent.. 76.6 70.9 740 77.6 6.5 86.4 ~ 66.7 <. 74.5

1/ Mill processing capacities are in millions of pounds of soybeans processed per year. Data cover 65 U.S.
mills. Calculated by taking weighted. averages of mills in stated size categorles

2/ Cost of purchase of soybeans minus inventory change.

3/ calculated on the basis of reported practical annual crush capacity, that is, the maximum or best average
daily rate of capacity achieved for a calendar or fiscal month over the past Zeyear period.

Source: Compiled from data submitted in response to questlonnalres of the U.S. Internatlonal Trade
.Commission.
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Table 3-27

" Soybean prOduets:-lﬁSDA-loan rates, U.S. prices and mirgins, 1965-86.

USDA - Avérage annual = . Weighted - Hargin between Hargin as a

1986 4/.4.

: . loan = .price of-- meal-oil output and percent of
Year rate 1/ §g¥peans Meal 0il price 2/ uxhean pr;ces bean price
L - .—~-Cents per pound s percent
. 1965.... 3.8 4.2 pa 1p 11.8 5.3 = ,1;1 - zsrz
. 1966.... 4.2 4.6 . 3.9 10.1 4.9 S 5.7
1967.... 4.2 4.2 3.8 8.4 4.5 3 6.7
1968.... 4.2 . 41 3.7 8.4 .4.,4 .3 7.3
1969.... 3.8 3.9 3.9 11.2 - 5.1 1,2 29.7
-1970.... 3.8 - 4.8 3.9 12.8 5.4 - 11.5
1971.... 3.8 . 5.1 4.5 - 11.3 . 5.5 A4 8.6
1972.... 3.8 . 7.3 11.4 16.5 11.9. 4.6 62.5
1973.... 3.8 9.5 7.3 31.5 11.4 1.9 19.6
-1974.... 3.8 . 11.1 6.5 30.7 10.6 =5 ~4.5
1975.... 3/ 8.2 - 7.4 18.3 9.1 .9 10.6
1976.... 4.2 11.4 10.0 23.9 12.1° S 6.1
1977.... 5.8 9.8 8.2 24.5 10.8 1.0 10.3
1978.... 7.5 - 11.1° . 9.5 27.2 12.3 1.2 . 10.9
1979.... 1.5 10.5 9.1 24.3 11.5 1.0 9.2
1980.... 8.4  12.6. - 10.9 22.7 12.6 0 o
1981.... 8.4 -  10.1 9.1 19.0 10.5 .4 4,2
1982.... . 8.4 ‘9.4 "9.4 20.6 11.0 1.6 . 17.5
1983.... 8.4 .. 13.0 9.4 30.6 12.8 -2 -1.2
1984.... 8.4 ° . 9.6 6.3 29.5 10.2 .6 6.5
1985. 8.4 8.5 7.5 18.5. 9.2 .7 8.0
-a.o -a.o .. 7.1 16.0 8.4 .4 5.3

1/ Loan rate under the USDA loan program
2/ Calculated as sum of meal prlce times meal/bean yield (0 78) plus oil price
times oil/bean yield (0.18).

3/ support not authorized in 1975.
.- 4/- The nominal loan rate of $4.77 per bushel (8 0¢ per pound) in 1986 was

' reduced to $4.56 per bushel (7.6¢ per pound) in -response to the
Gramm—Rudman—Hollinss Def1c1t Reduction Act.

Source:: COmpiled from data in U S. Department of Agriculture. Bconomic
Research Service, Oil Crops: _81tuat1on and Outlook Yearbook, July 1986.






CHAPTER 4. OILSEED COMPLEX OF THE EUROPEAN COMMUNITY

Overview of the EC Oilseed Farming Sector

The European Community (EC) ranks with the United States as a leading
consuming region for oilseeds and oilseed products. Long an important oilseed
importer, the EC has in recent years developed its own oilseed farming
capability to the point where EC oilseed farmers now constitute a politically
important—-if economically still small--component of the EC agricultural

sector.

Production, trade, and apparent consumption

For decades prior to the 1980's, the EC was the world's largest market for
oilseeds, with imported oilseeds (from the United States, Argentina, and
Brazil) accounting for most of the supply. In recent years, output from EC
farmers has accounted for an increasing share of supply at the expense of
foreign sources; moreover, EC producers have been exporting significant
quantities of oilseeds (principally rapeseed and cottonseed).

Production.--The leading oilseeds grown in the EC are rapeseed,
sunf lowerseed, soybeans, cottonseed, flaxseed, and peanuts. Between crop years
1977/78 and 1986/87, EC production of these oilseeds rose steadily from
1.9 million metric tons to an estimated 8.0 million, representing an increase
of over 300 percent during the 9-year period (table 4-1). 1In 1986/87, rapeseed
and sunflowerseed accounted for 45 percent and 38 percent, respectively, of
the total, followed by soybeans (10 percent), cottonseed (6 percent), and
flaxseed and peanuts (together less than 1 percent). France, historically the
leading EC oilseed supplier, accounted for 37 percent of total production in
1986/87; in the same crop year, other important suppliers included Spain,
Italy, West Germany, and the United Kingdom (table 4-2).

EC oilseed harvested area rose 168 percent, from 1,464 hectares in
1977/78 to an estimated 3,924 hectares in 1986/87; the bulk of the increase. in
harvested area during this period was accounted for by sunflowerseed and
rapeseed (table 4-3). 1In 1986/87, sunflowerseed and rapeseed accounted for
51 percent and 32 percent, respectively, of the total harvested area, followed
by cottonseed and soybeans (7 percent each), and flaxseed and peanuts
(3 percent collectively). France accounted for one-third of the total
harvested area in 1986/87, followed by Spain with 26 percent; other significant
harvested areas were in Italy, West Germany, Greece, the United Kingdom, and
Denmark ¢(table 4-4). E

Trade.—-EC exports of oilseeds jumped by 508 percent between 1977/78 and
1986/87; from only 471,000 metric tons in 1977/78, exports reached nearly
3 million metric tons only 10 years later (table 4-5). During the same
period, exports of oilseed meal rose by 79 percent and of vegetable oil by
59 percent. These trends are demonstrations of the remarkable growth of the
EC oilseed farm sector in recent years.



4-2

EC oilseed imports, on the other hand, have remained more or less constant
for several years, totaling 17.6 million metric tons in 1986/87, representing
an increase of 6 percent over those in 1977/78 (table 4-5). However, from the
peak import year 1979/80, when 20.1 million metric tons were imported, imports
declined overall by 12 percent by 1986/87. Increasing domestic output of
oilseeds is the principal cause of the slow change in imports; as the EC
oilseed farm sector continues to grow, EC crushers are being increasingly

supplied by rising intra-EC production, which has reduced crushers' reliance
on imports. !

Apparent consumption.--Apparent consumption of oilseeds in the EC has been
generally increasing for several years (table 4-5). Such consumption amounted
to 17.9 million metric tons in 1977/78 and increased by 28 percent to
22.9 million metric tons by 1986/87. As the data on apparent consumption of
0il and meal attest, such increased consumption of oilseeds has supplied a
growing EC demand for oilseed products, particularly meal, which, as in the
U.S. market, is destined for indirect consumption by consumers through the
domestic poultry and livestock markets.

Number and location of oilseed farms

Number of farms and average size.--Oilseeds are still a marginal crop
relative to all other agricultural crops throughout Europe, accounting for
only about 2 percent of total agricultural production. 1/ Only limited data
are available on oilseed farm operations per se, therefore much of the
following discussion relates to EC farm operations in general.

The structure of farming in the EC has undergone some basic changes over
the last several years. The traditional narrow focus of farmers on a limited
number of products--the product types depending on climate, soil conditionms,
and other regional characteristics--has.given way to increased diversity, in
much the same way as farms have become "multiproduct” in the United
States. 2/ Many are small, part-time farms, where farming is the principal
source of family income. 1In 1980, there were an estimated 6 million farms, .
down from 15 million in 1950, 10 million in 1960, and 8.5 million in 1970. The
average EC farm size was 16 hectares (40 acres) compared with 160 hectares
(400 acres) in the United States. Over 60 percent of all farms were less than
10 hectares (25 acres) in size, with one-half of all farms employing the
equivalent of only one full-time worker as the total labor input. It seems
most likely that the extensive public support of the farming sector, most
significantly through the Common Agricultural Policy, allows small farms to
survive; for despite low capital costs and a low opportunity cost for labor
(much agricultural labor is undereducated in some regions), small farms appear
less efficient than large ones, and provide lower incomes for their laborers.

1/ The Agricultural Situation in the EC-1986 Report, Commission of the
European Communities, Brussels, Belgium, 1987.

2/ B.F. Stanton, Production Costs for Cereals in the European Community:
Comparisons with the United States, 1977-84, Cornell University, Agricultural
Economics Research Report 86-2, March 1986.
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The average farm size varies by country throughout the EC; farms in the -
United Kingdom are over four times the EC average, as shown in the following
tabulation of data on average farm size (in hectares per farm): 1/

" Country o Farm size
United Kingdom 64.5
Denmark 28.8
Luxembourg 27.9
France 25.5
Ireland 22.8
‘West Germany 15.5
Netherlands 14.5

, Belgium . 13.6
: Italy, 5.6
Greece 3.6

The average farm size for oilseed production in the EC is 12 hectares
(30 acres), with 62 percent of all farms less than 10 hectares and only
4 percent more than 50 hectares. 2/ The decrease in the number of smaller EC
farms, as in the United States, has resulted in an increase in the proportion
of larger-sized farms, with a resulting rise in overall average farm size. 3/

The value of EC farm capital has fallen in recent years. In the United
Kingdom, for example, farm capital value fell by nearly 18 percent from 1984 to
1985, the greatest annual drop since the mid-1970's, following a decline in
cash income throughout the farming sector in recent years. 4/° The overall
growth rate during the 1976-85 period, however, was up 6.5 percent. According
to recent reports, 5/ reduced land values have sparked renewed interest in land
investment, primarily from private purchasers and trusts, with institutional
investors less interested.

Throughout the EC, nearly all agricultural commodities are handled by
processors, dealers, and other middlemen, rather than through direct sales
between farmers and consumers. 6/ In recent years, a number of EC-wide
programs have been established on a sectoral or regional basis, for the
purpose of marketing and processing agricultural products. Also, producers'
cooperatives and associations have been formed in an effort to improve the
farmers' bargaining position-with handlers and processors through organized
programs of production and marketing.

Farm incomes.--Farming income varies considerably by country, by region
within country, by type of farm, and by farm size (fig. 4-1). Farming regions
with the highest average incomes include those with the largest farming units
(e.g., the United Kingdom, Denmark, and Northern France), and the lowest
average incomes are found in Greece, southern Italy, southwestern France, and

1/ "British Farms The Biggest In The EC", Agra Europe, May 30, 1986.

2/ B.F. Stanton, op. cit. ' )

3/ The Agricultural Policy of the European Community, Office for Official
Publications of the European Communities, 3d ed., Luxembourg, 1983.

4/ "Institutions Own Less UK Farm Land As Returns Fall", Agra Europe,

May 23, 1986.

5/ 1Ibid. .

6/ The Agricultural Policy of the European Community, op. cit.
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Figure 4-1
Disparities in agricultural income, 1/ according to region, 1981-82

100 100 = Community average agricuiturai income

oo 10
B 1010150
- more than 150

D‘ Intormation juaged insutficiently
representative .

1/ Farm net value-aaded per AWU.

Source: Farm Accountancy Data Network, European Community, Brussels.



4-5

southeastern West Germany. 1In West Germany, farm incomes in recent years have
been highest for large-size farms engaged principally in raising commercial

crops (e.g., cereals, sugar beets, and potatoes).

The greatest increases in

average farm income have been reported for small-size farms and farms
specializing in dairy and beef cattle, as shown in the following tabulation of
income data for West German farms: 1/

. Average farm income
Size and type 1982/83 1983/84  1984/85 1985/86 from 1982/83

Percentage
change, 1985/86

Farm size:
Small......... ceee. 17,169
Medium..... ceeevees. 33,333
Large.............. 58,916
Farm type:
Commercial crops... 42,991
Grazing...... eeeses 30,981
Livestock.......... 36,431
Permanent crops.... 41,677
Mixed........ vee... 30,858

15,403
28,766
47,606

35,902
26,998
17,866
30,758
22,903

17,256
32,378
57,088

45,122
29,301
41,869
34,252
29,552

18,365 +7.0
33,719 +1.2
56,496 -4.1
42,481 -1.2
32,238 +4.1
34,900 -4.2
30,275 -27.4
30,320 -1.7

For the 1986/87 crop year, income for small-size, full-time farms is expected
to rise 10 percent from that in 1985/86, whereas a 4-percent rise is projected
for medium-sized farms and a negligible change for large, full-time farms. 2/

The following tabulation presents data on value added per employee in EC
agriculture, which can be used as a proxy for trends in farmworkers' incqme.

Value added per agricultural worker 1/

1985

Deutsche marks

1984-86: 3/

Source 1984

Netherlands 44,361
Belgium 42,392
Denmark 40,307
United Kingdom 29,766
Luxembourg 22,127
France 20,281
West Germany 20,104
Spain 17,756
Italy 16,360
Greece 12,585
Ireland 12,548
EC average 19,752

41,829
41,248
37,713
24,442
22,007
19,512
17,642
17,962
16,062
12,717
11,683
18,821

1986 2/

1/ Net value added, per person employed in agriculture, in real Deutsche marks
(deflated by the price index of the Gross Domestic Product and converted to
Deutsche marks at constant 1980 exchange rates).

2/ Estimated.

1/ "West German Farm Incomes To Show Only Slight Rise This Year", Agra Europe,

Apr. 24, 1987.
2/ 1Ibid.

3/ "German Farmers In Lower Half Of EC Farm Income Table", Agra Europe,

Apr. 24, 1987.
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Average EC farm income edged up only slightly from 1985 to 1986, but
remained significantly below such income in 1984. The high level in 1984 is
attributed to an abundant cereal crop, and the drop in 1985 is believed due to
a drop in overall agricultural output and in real prices of agricultural
products. 1/ The 1985 farm income level is reported to be the lowest in
15 years. In addition, the sharp fall in farm income from 1984 to 1985 is
attributed to wage and salary increases, which account for an estimated 50 to
60 percent of farm income. 2/

Overview of the EC Oilseed Crushing Sector

Production, trade, and apparent consumption

0il and meal production.--Between crop years 1977/78 and 1986/87, oilseed
crush in the EC rose 47 percent, from 18.4 million metric tons to an estimated
27.1 million metric tons (table 4-6). In crop year 1986/87, soybeans accounted
for 49 percent of the total crush, followed by olive, rapeseed, sunflowerseed,
and cottonseed with 16, 15, 11, and 2 percent, respectively. The bulk of the
increase in crush throughout the period was accounted for by olives, rapeseed,
and sunflowerseed. Oilmeal production rose 18 percent from 1977/78 to 1986/87,
totaling an estimated 15.5 million metric tons in the latter crop year, with
soybean meal accounting for two-thirds of the total and rapeseed and
sunflowerseed most of the remainder (table 4-6). 1In 1986/87, West Germany was
the largest EC producer of oilmeal, accounting for 26 percent (by quantity) of
the total; other important producers included the Netherlands, Spain, Italy,
and Belgium (table 4-7). EC oil production rose from 5.5 million metric tons
in 1977/78 to 6.7 million in 1986/87, representing an increase of 22 percent,
with soybean, rapeseed, and sunflowerseed, together accounting for three-
fourths of total production (table 4-8). West Germany, Spain, and Italy were
the primary EC oil producers in recent years, with significant production found
in all other member countries (except Ireland).

Trade.—-EC exports of oilseeds rose sharply between 1977/78 and 1986/87,
increasing by over 500 percent during the 10-year period to 2.9 million metric
tons (table 4-5). As a share of production, such exports increased from about
one-fourth in 1977/78 to over one-third in 1986/87. EC imports of oilseeds,
meanwhile, showed a slightly declining trend during the decade, and the 1986/87
import level of 17.6 million metric tons was only slightly below the 10-year
average of 17.9 million metric tons. As a share of apparent consumption in the
EC, imports declined from 93 percent in 1977/78 to 77 percent in 1986/87. The
principal supplier of EC oilseeds imports has been the United States.

In contrast to oilseed exports, EC oilseed meal and oil exports generally
rose during the past decade. Meal exports nearly doubled between 1977/78 and
1982/83, to a record 7.3 million metric tons, then declined slightly to
6.7 million metric tons in 1986/87, for an overall increase of approximately
80 percent during the decade. As a share of production, meal exports rose from
29 percent in 1977/78 to S50 percent in 1983/84, then fell back to 43 percent in
1986/87. 0il exports increased by about 60 percent between 1977/78 and

1/ "EC Farm Incomes In 1985 Worst in Fifteen Years"”, Agra Europe,
Apr. 18, 1986.
2/ 1Ibid.
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1986/87, to 3.6 million metric tons in 1986/87. As a share of production, such
exports rose from 41 percent in 1977/78 to approximately 55 percent in each of
the last 4 years.

EC imports of oilseed meal and oil also increased during the last decade,
to supplement rising production in response to increasing demand for meat
products and oil-containing food products. Meal imports increased by more than
S0 percent during the 9-year period ending 1985/86, peaking at 20.7 million
metric tons in the latter year, then dropped back slightly to 19.3 million
metric tons in 1986/87; imports accounted for an increasing share of apparent
consumption of meal through 1983/84, peaking at 73 percent from 60 percent in
1977778, before dropping back slightly to 68 percent by 1986/87. Important
meal suppliers to the EC market include Brazil and the United States. Imports
of 0il increased nearly as fast, rising by approximately 45 percent during the
decade, to 4.6 million metric tons in 1986/87. Imports accounted for over
one-half of apparent consumption of oil throughout the period, rising from
51 percent in 1977/78 to over 60 percent in 1984/85 and 1985/86, and 59 percent
in 1986/87. Malaysia was the principal source of the increased EC imports of
oil in recent years.

Processing systems and technology

Historically, the EC was a net importer of oilseeds and products. Since
there was no significant domestic oilseed production, most of the processors
were private, multinational firms with processing plants established at or
near customs' ports of entry for the processing of mostly imported oilseeds.
Although most of the original plants were for crushing soybeans only, an
increase in the production of other oilseeds in recent years has led to the
construction of plants designed to crush other types of oilseeds and to a
number of older plants being converted to facilitate the crushing of rapeseed
or sunflowerseed as well as soybeans.

According to U.S. Government sources, 1/ processing facilities and
technology in the Netherlands are believed to be the most advanced in the
world. Overall soybean crushing facilities in the EC are described as mostly
modern, efficient, solvent-type plants of economical size, having been
constructed in recent years by experienced processors. Since 1980, the EC
oilseed crushing industry has undergone significant restructuring, with the
closing of some plants, 2/ the sale or reorganization of others, 3/ and the
use of joint ventures in foreign markets. 4/

1/ Conversation between Commission staff and staff of the U.S. Department of
Agriculture, Mar. 15, 1987.

2/ "Bulk Fats Refinery To Close", Financial Times, London, England,

Nov. 10, 1986, p. 6. '

3/ See "P&G Swings To Rapeseed”, World Food & Drink Report, May 21, 1987, p. 5;
"Cargill Inc. Is Expanding Asia Operations", Minneapolis Star & Tribune,

Apr. 22, 1987, p. M-2; "Unilever Sells Three Crushing Plants To ADM", Food
Trade Review, Aug. 10, 1986, p. 397; and "Company News: Cargill To Buy A Soya
Bean Plant From Continental”, Agricultural Supply Industry, Jan. 3, 1986, p. 1.
4/ "Simon-Rosedown In Chinese Rice Bean 0il Facility Venture™”, Milling & Baking
News, Apr. 28, 1987, pp. 37-40.
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Oilseed processing capacity.--Oilseed crushing capacity is believed to be
underutilized within the EC, with utilization rates falling in recent years.
EC soybean crushing capacity was reported to have increased from 14.4 million
metric tons in 1980 to 15.6 million metric tons in 1984, with the capacity
utilization rate falling from 78 percent to 60 percent during this period. 1/
In 1986, estimated capacity utilization of the EC oilseed crushing capacity
amounted to between 73 to 88 percent, according to industry sources. Although
data on the exact size of the oilseed crushing sector are not available, the
above data imply that industrywide annual capacity stands at somewhere between

25 and 30 million metric tons.

EC crushing capacity for individual oilseeds is not easily estimated,
since many countries use press-type plants that vary in size and number and
some of these operate for only a few months each year. Most of the EC crushing
capacity is located in West Germany, the Netherlands, Spain, Italy, Belgium,
and France which together are believed by trade sources to account for over
80 percent of EC capacity.

The number of. enterprises engaged in the manufacture of vegetable and
animal oils and fats fell 15 percent from 245 in 1976 to 209 in 1983, with the
number of workers employed in such enterprises falling 13 percent during the
same period (table 4-9). ,

Cost structure of oilseed crushing.--The Commission received data on
production costs for European soybean mills owned by U.S.-based oilseed
crushers. These data were aggregated for EC countries and are summarized in
tables 4-10 and 4-11. To process one metric ton of soybeans, the average EC
crusher paid $321.52 in 1986. The principal cost item was the purchased
soybean, accounting for $287.19, or 89 percent, of the total cost. Processing
costs (labor, solvent, and the like) accounted for the bulk of the remainder
and totaled $21.46 per metric ton.

When the data in table 4-11 are disaggregated by mill-size class, distinct
cost differences appear. These disaggregated data are presented in table 4-12.
Total costs per metric ton incurred by crushers in 1986 ranged from a low of
$261.91 for a small mill to a high of $399.64 for a large mill. This range is
a result entirely of a difference in the cost of soybeans, itself partly a
result of higher prices paid by large mills. Insufficient information exists
to explain the reason for this differential; possible explanations include
differing geographic location and/or time of year when most soybeans were
purchased.

Evidence of economies of size appears in the data on total processing
costs, which are higher for the smallest mill size class than either of the
two larger size classes. The primary cause of this cost difference lies in
"other" processing costs, which unfortunately tell little about the nature of
the cost difference, or the source of any size economies.

1/ The Consultants International Group, Inc., and Abel, Daft & Earley, A Study
of the Effects of Subsidies on the Oilseed Processing Complex in Key Countries,
Mar. 26, 1986.
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Transportation factors

Since the EC has long been a significant market for imported oilseeds, a
number of processing facilities were constructed near coastal import ports.
In recent years, domestic oilseed production has been transported to these
plants for processing. For the most part, EC farmers and processors are able.
to use.existing channels of distribution (e.g., canals and railways) currently
used for transporting other agricultural crops, without the additional costs
involved in establishing new methods of transportation and other
infrastructure. ' '

Data on EC transportation costs for oilseeds are not available; such
~ costs, however, are believed by U.S. industry sources to be much lower for
EC-produced oilseeds than for imported products.

EC Agricultural and Trade Policies

The EC has established domestic programs designed to manage farm
production and prices, to influence farm employment and income, and to regulate
exports and imports. The most important, and certainly the most comprehensive,
program covering agricultural production in the EC is the Common Agricultural
Policy (CAP), created at meetings of the six original EC members prior to
signing the 1957 Treaty of Rome establishing the EC, and refined in subsequent
negotiations between the Council of Agricultural Ministers and the individual
EC member Governments. EC members believed that the relative poverty of much
of the agricultural and rural population throughout the Community could only
be improved by the use of protective price policies together with social
reconstruction policies for agriculture. The EC has gradually changed from a
net importer to a net exporter of major agricultural commodities since the CAP
was established. At the present time, the CAP covers virtually all
agricultural products. ‘

The basic aim of the CAP was to provide efficient farmers an income
comparable with their counterparts in industry, and to provide consumers with
adequate food supplies at reasonable prices. Historically, the incomes of most
agricultural producers in the EC have been supported by the CAP, with CAP
decisions centered around a number of basic principles, including common
pricing, community preference, and common financing. Various other provisions
included direct payments for construction financing, with some producers and
consumers also provided with national subsidies by certain member countries.

Price supports for all commodities (except oilseeds) are linked to target
prices, with minimum import prices so linked in an effort to keep the price
support system from being undercut by lower-priced imports. 1/ Variable
levies, amounting to the difference between minimum import prices and the
ninimum c.i.f. offer price, were added to imports of such commodities. 1In
addition, intervention prices are linked to target prices, with intervention
agencies of the member countries required to purchase commodity surpluses
whenever the prevailing market prices fall below the intervention prices.

1/ Government Intervention in Agriculture-Measurements, Evaluation, and
Implications for Trade Negotiations, Economic Research Service, U.S.
Department of Agriculture, Staff Report No. AGES 861216, Jan. 1987.
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Common pricing means that prices are regulated to establish a single
market within the EC and to encourage the movement of various agricultural
commodities across member-country borders. Since increasing farm income was a
stated purpose of the CAP and has been a politically sensitive issue, target
prices on many agricultural commodities (including oilseeds) historically have
been set at the highest prevailing EC market price, resulting in over-
production and surpluses. Also, there have been wide disparities in income,
varying by region, farm type, and farm size. The use of target prices,
constructed on a regional basis, resulted in the movement of goods into those
areas of greatest demand. Such pricing structures are no longer used.
However, exchange-rate fluctuations between national currencies and the
European Currency Unit (ECU), the unit in which the target prices are now
expressed, have resulted in significant differences in real prices.

Tariffs on oilseeds were bound at zero duty during the Kennedy Round of
the Multilateral Trade Negotiations (MTN), resulting in the use of lower priced
imported cilseeds, rather than higher-priced domestic oilseeds covered by the
CAP, by feed companies located near ports of entry. As a result, deficiency
payments have been provided to EC producers to encourage domestic oilseed
production. 1In recent years, the EC has attempted to establish a soybean
tariff in exchange for concessions on grains. Also, the EC has proposed trade
management through market sharing, wherein countries agree to stabilize
production and exports, regardless of any comparative advantage. The current
EC oilseed policy is intended to encourage increased domestic output of
oilseeds, and to ensure that such oilseeds are crushed and used to displace
oilseeds and products from non-EC countries.

The principle of common financing dictates that the costs associated with
administering the CAP are shared by all EC members. The use of export credits
remains in the hands of individual member countries, resulting in certain
programs providing export subsidies in addition to programs managed by the EC
Commission. Commercial policy for market development and promotion is also
handled by each member country. According to industry sources, the EC is being
pressured, both from within the EC membership and from major trading partners,
to modify its trade and price support policies because of escalating budgetary
and consumer costs. 1/ 1In 1986, agricultural budget costs were estimated at
$23 billion, with future increases expected because of declining world prices
and rising surpluses.

Although food costs as a share of total expenditures were down recently,
it is believed that EC consumers pay more for food than consumers in most
other countries, partly because of the added costs of maintaining artificially
constructed prices under the CAP through variable levies. Import levies
accounted for an estimated 85 percent of total government assistance to
producers during 1982-84, followed by export subsidies and direct payments at
13 percent and 2 percent, respectively. It is believed that the cost to EC
farmers of liberalizing trade through elimination of the variable levy system,
direct payments, and export subsidies could be significant for most
agricultural commodities, whereas the benefits to consumers and taxpayers could
be substantial. According to some sources, 2/ many EC consumers favor a system
of direct payment to farmers over subsidizing inefficient producers with high
price supports.

1/ 1Ibid.
2/ EC Cap: Goals, Problems, and Results, Foreign Agriculture, Sept. 1980.
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Community preference designates the EC both as the preferred market for
member country products and as the preferred supplier for each member's needs.
To encourage the use of domestic products over imports, variable levies
(sometimes changed on a daily basis) are imposed to make imported goods more
expensive, or more scarce, than comparable EC products whenever world market
prices fall below the established EC ninimum import price. '

. Oilseed processors generally secure their oilseeds either from purchases
on the local market or by taking-futures contracts for soybean meal and oil.
For local market purchases, prices are generally somewhat above the
intervention price but the same as, or slightly below, the target price. The
processor must then sell the o0il and meal products in the spot market, with the
crushing margin fixed and guaranteed. The use of futures positions for soybean
meal and oil in the foreign currency in which the transaction takes place is a
much riskier alternative source -of raw material. With an internal oilseed
price above the intervention price during any month, a set crushing margin
would also be locked in, provided the price of rapeseed or sunflowerseed oil
and meal relative to soybean oil and meal remained at a premium or discount.
Such premiums may vary more than the price of the soybeans, however.

In France, feed companies use a futures market for premiuns to reduce the
risk to oilseed processors. These are based on weekly published subsidy rates
for oilseeds, calculated to cover the difference between the high EC oilseed
prices and lower world prices. The subsidy rates are based on U.S. spot prices
for soybeans, meal, and oil, along with current trade reports of market trends
in oilseeds and products. According to industry sources, the rates are set
high enough to insure that most EC oilseeds are crushed in the first few months
of each marketing year, before oilseeds or products are available from other
(primarily South American) producers.

The EC soybean program, first established in 1974, provides a soybean
guide price and minimum price; in 1984/85, the guide price was 570.1 ECU's
(1 ECU=$1.16) per ton and the minimum price 501.7 ECU's per ton. The EC
periodically sets a world soybean price and processors are paid the difference
between the world price and the guide price for all EC-produced soybeans for
which the processor can show he paid the minimum price. The use of subsidies
by processors of EC soybeans requires substantial paperwork, including
producer/processor contracts stating the area sown, quantities produced and
delivered, and prices paid. Subsidies are also available for oilseed
processors buying seed in one country and crushing it in another.

Although the EC has no official export subsidies on oilseed products and
no tariff refunds on vegetable oils, it is believed that France does provide
limited export credits for oil and meal. The overall effect of such credits is
believed negligible or nil, since such exports account for a very small percent
of total vegetable oil exports. However, according to industry sources, France
does provide government assistance to builders (or purchasers) of oilseed
processing plants. Since 1983, the Government of France reportedly has offered
a Us$6 million grant for investment capital in the restructuring of a bankrupt
oilseed crushing firm, and a US$1 million subsidy for the construction of a new
sunflowerseed crushing plant.

EC oilseed production support prices, currently equivalent to about three
times the world prices, have risen substantially in recent years with an
accompanying rise in EC oilseed production. Between 1980/81 and 1985/86,
oilseed expenditures rose from 2.7 billion to over 5.4 billion ECU's;
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estimated expenditures for 1986/87 are 6.1 billion ECU's. In an effort to
generate revenues for financing its oilseed support system, the EC approved a
proposal for the establishment of a consumption tax on fats and oils. 1/ Such
a tax, covering all vegetable and marine oils used for human consumption, was
to be included as a part of the 1987/88 EC agricultural price package
Commissionwide; the tax would apply to Portugal and Spain following the end of
their accession transition period (1990).

The fats and oils tax would amount to the difference between the current
year's price and a reference price (the average EC refined soybean oil price in
1981-85). In each succeeding year, the previous year's average price would be
compared with the reference price and, when the reference price was greater, a
flat tax, equal to the difference between the two prices, would be levied. The
resulting tax, amounting to an estimated 330 ECU's per metric ton in 1987,
would be applied either at the refinery or at the border (for imported
products), and would also apply to the oil content of imported processed foods.
During those years when the previous year's average price exceeded the
reference price, a subsidy would be paid to crushers and refiners. If approved
by the 12 Commission-member agricultural ministers, the tax would have become
effective July 1, 1987, and would remain in effect through December 31, 1988.
The use of the tax would be decided on an annual basis thereafter, and could
not exceed the tax levied during the initial period.

In early 1987, 7 of the 17 EC commissioners were opposed to the tax
proposal, with additional opposition coming from a number of the EC's major
trading partners. Two leading British consumer organizations, the Food and
Drink Federation and the Seed Crushers' and 0il Processors' Association, voiced
their disapproval of the tax. 2/ Among other things, these organizations
stated that "a tax on oils and fats would increase the cost of living by
raising prices of a wide range of basic foodstuffs which incorporate oils and
fats as essential ingredients. Margarines, shortenings, and cooking oils
would be particularly badly affected, with retail price increases of up to
50 percent. This would, in particular, hit low income groups where per capita
consumption of margarine is highest, and also people who prefer alternatives to
butter for dietary and health reasons." 3/ Numerous other groups, including
the British Biscuit, Cake, Chocolate, and Confectionery Alliance; the American
Soybean Association; the Argentine Agriculture Minister; and Argentina's
national grain board, also voiced their opposition. 4/ The EC Commissioners
voted, on June 29, 1987, not to enact the proposal.

U.S: oilseed exports to the EC have fallen in recent years as EC
expenditures, in an effort to achieve self-sufficiency in the oilseed sector,
have risen. 1In addition, future EC import demand will be further reduced by
recent policies of promoting alternative feed crops (e.g., beans, peas, and
dairy products). The EC is currently a net exporter of soybean, sunflowerseed,
and rapeseed oils.

1/ "EC Adopts Andriessen's Qils/Fats Tax Proposal"”, The Public Ledger,

Feb. 21, 1987.

2/ "EC Oils/Fats Tax Condemned By UK Consumer Groups", The Public Ledger,

Feb. 12, 1987.

3/ Ibid. .

4/ See The Public Ledger: "EC Adopts 0Oils/Fats Tax Proposals and Other
Measures”, Feb. 17, 1987; "Opposition Mounts to EEC Oils/Fats Tax Proposals",
Feb. 18, 1987; "FOSFA to Fight EEC 0Oils and Fats Tax Proposals", Feb. 21, 1987;
"“"EEC Oils/Fats Tax to Put 2p On a Packet of Biscuits", Feb. 26, 1987.




Table 4-1
Oilseeds: EC production, by selected oilseed, crop years 1977/78 to 1986/87 1/
(In thousands of metric tons)
Sunflower- Cotton- Flax-
Crop year Rapeseed seed Soybean  seed seed Peanut _ Total
1977/18..... 928 517 12 405 62 8 1,932
1978/79..... 1,180 605 21 286 46 8 2,146
1979/80..... 1,211 132 31 258 56 8 2,296
1980/81..... 2,050 807 28 309 48 1 3,249
1981/82..... 2,020 901 33 324 30 7 3,315
1982/83..... 2,663 1,512 30 24 43 5 4,497
1983/84..... 2,448 1,757 89 270 32 5 4,601
1984/85..... 3,432 2,298 145 353 42 5 6,275
1985/86..... 3,634 2,696 334 413 51 6 1,134
1986/87..... 3,617 3,038 831 466 44 ? 8,003
Y/ Crop year runs from October 1 to September 30 of the following year.
Source: Compiled from official statistics of the U.S. Department of
Agriculture.
Table 4-2
Oilseeds: EC production, by country, crop years 1977/78 to 1986/87 1/
(In thousands of metric tons)
West Neth- United
Bel- ODen- Ger- Ire- er-  Por- King-
Crop year gium mark France many Greece land Italy lands tugal Spain dom Total
1977/18..... 8 1 504 282 311 0 61 36 7 504 142 1,932
1978/19..... 9 9] 679 331 222 1 50 28 15 565 155 2,146
1979/80..... 9 150 -121  32Y 116 0 63 22 12 618 198 2,296
1980/81..... 8 225 1,319 377 200 1 65 33 23 638 300 3,249
1981/82..... 6 290 1,424 363 204 2 103 37 8 553 325 3,315
1982/83..... 17 335 1,844 535 148 5 103 42 13 - 875 580 4,497
1983/84..... 6 309 1,781 599 210 9 197 41 28 846 565 4,601
1984/85..... 18 474 2,322 662 310 9 264 35 28 1,228 925 6,275
1985/86..... 14 544 2,902 807 359 9 480 24 31 1,069 895 7,134
1986/817..... 20 613 2,924 971 465 9 1,010 34 35 1,022 900 8,003

1/ Crop year runs from October 1 to September 30 of the following year.

Source: Compiled from official statistics of the U.S. Department of Agriculture.
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Table 4-3
Oilseeds: EC harvested area, by selected oilseed, crop years 1977/78 to
1986/87 1/
(In hectares)

Sunflower- Cotton- Flax-
Crop year seed __Rapeseed  seed Soybean  seed Peanut _ Total
1977/18..... 626 491 265 1 12 3 1,464
1978/79..... 667 503 214 13 76 3 1,476
1979/80..... 780 507 195 26 68 3 1,579
1980/81..... 826 748 207 15 62 3 1,861
1981/82..... 974 920 204 16 44 3 2,161
1982/83..... 1,221 1,031 165 15 52 3 2,493
1983/84..... 1,472 1,117 2h 38 51 3 2,892
1984/85..... 1,646 1,175 255 60 62 3 3,201
1985/86..... 1,904 1,277 210 123 A 3 3,648
1986/81..... 2,013 1,215 290 219 63 4 3,924

1/ Crop year runs from October 1 to September 30 of the following year.

Source: Compiled from official statistics of the U.S. Department of

Agriculture.

Table 4-4
Oilseeds:

(In hectares)

EC harvested area, by country, crop years 1977/718 to 1986/87 1/

West Neth- United

Bel- Den- Ger- Ire- er- Por- King-
Crop year gium mark France many Greece land Italy lands tugal Spain dom Total
1977/18..... 1 39 362 105 185 0 4 17 10 633 55 1,464
1978/19..... 9 47 35 121 170 1 38 15 19 642 64 1,476
1979/80..... 9 65 3713 121 144 0 46 n 23 707 74 1,579
1980/81..... 9 103 547 138 144 1 42 12 25 748 92 1,861
1981/82..... 7 132 663 154 132 2 56 14 23 853 125 2,161
1982/83..... 14 152 805 189 117 3 59 n 20 943 174 2,493
1983/84..... n 162 930 232 117 4 103 17 25 1,009 222 2,892
1984/85..... 15 19] 975 254 234 4 126 14 38 1,081 269 3,201
1985/86..... 13 217 1,136 268 252 4 202 16 40 1,204 296 3,648
1986/87..... 13 221 1,324 312 307 4 313 17 40 1,008 299 3,924

1/ Crop year runs from October 1 to September 30 of the following year.

Source: Compiled from official statistics of the U.S. Department of Agriculture.
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Table 4-5
Oilseeds and oilseed products: EC production, imports, exports, total supply,
consumption, other uses, and ending stocks, by products, crop years 1977/78 to
1986/87 1/

(In thousands of metric tons)
Product and R Total . ) Other Ending
crop year Production Imports Exports supply Consumption uses 2/ stocks

Oilseeds:
197717718... 1,932 16,632 471 18,093 17,936 - 0692 382
1978/79... 2,146 17,989 669 19,466 19,570 856 2718
1979/80... 2,296 = 20,091 617 21,770 21,461 874 8417
1980/81... 3,249 16,970 1,112 19,107 19,470 765 484
1981/82... 3,315 19,419 - 1,228 21,506 21,398 979 592
1982/83... 4,497 19,213 1,720 21,990 21,742 1,130 840
1983/84... 4,601 16,438 1,616 19,423 19,605 899 658
1984/85... 6,275 16,864 = 2,138 21,001 20,666 1,051 993
1985/86... 7,134 17,622 2,736 22,020 22,035 © 1,402 978
1986/87... 8,003 17,625 2,864 22,764 22,926 1,511 816

Oilmeal:
1977/78... 13,128 13,501 3,745 22,884 22,642 - 22,576 amn
1978/79... 14,168 14,667 4,260 - 24,575 24,616 24,566 430
1979/80... 15,737 15,562 4,924 26,375 26,397 26,397 an
1980/81... 14,119 - 14,706 5,118 23,707 23,662 . 23,662 516
1981/82... 15,572 17,341 5,837 21,076 27,103 27,103 489
1982/83... 15,531 18,092 7,291 26,332 26,163 26,163 658
1983/84... 13,997 . 17,733 6,934 24,796 24,830 24,830 624
1984/85... 14,320 19,979 7,079 21,220 21,218 27,218 626
1985/86... 15,006 20,699 7,024 28,681 28,700 28,700 607
1986/87... 15,505 . 19,349 6,707 28,147 28,251 28,251 503

0il:
1977/78... 5,515 3,209 2,288 6,436 6,298 5,816 976
1978/79... 5,694 3,648 2,408 6,934 6,846 6,686 1,064
1979/80... 6,340 3,626 2,740 7,226 6,958 6,875 1,280
1980/81... 6,135 3,498 2,742 6,891 6,845 6,800 1,326
1981/82... 5,901 4,043 2,915 . 7,029 7,166 7,166 1,189
1982/83... 6,496 -4,205 3,091 71,610 17,223 7,223 1,514
1983/84... 6,086 4,093 3,346 6,833 7,022 7,022 1,385
1984/85... 6,412 - 4,396 3,544 1,264 7,293 7,293 1,356
1985/86... 6,798 4,716 3,706 7,808 7,664 7,664 1,500
1986/87... 6,127 4,634 3,645 1,776 17,853 7,853 1,363

1/ Crop year runs from October 1 to September 30 of the following year.’
2/ Includes industrial or food use and feed waste.

Source: Compiled from official statistics of the U.S. Department of
Agriculture.



Table 4-6
Oilseed products:
1977/718 to 1986/87 1/
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(In thousands of metric tons)

EC crush and production, by selected oilseed, crop years

Product and Rape- Sunflower- Cotton- All

crop year Soybean seed seed seed other  Total

Crush: .
1977/18......... 13,170 1,101 1,336 37 2,426 18,350
1978/79......... 14,166 1,562 1,748 253 985 18,714
1979/80......... 15,464 1,839 2,291 19 802 20,581
1980/81......... 13,269 2,219 2,184 264 1,759 19,755
1981/82......... 15,235 2,140 1,967 346 3,705 23,393
1982/83......... 14,769 2,704 2,287 235 5,853 25,848
1983/84......... 12,603 2,897 2,400 239 6,681 24,820
1984/85......... 12,280 3,535 2,892 348 6,364 25,419
1985/86......... 12,7718 3,876 2,882 391 6,500 26,427
1986/87......... 13,160 4,053 3,004 434 6,415 21,066

Oilmeal:
1977/18......... 10,542 630 695 141 1,114 13,128
1978/79......... 11,313 879 909 116 951 14,168
1979/80......... 12,426 1,057 1,226 88 940 15,1737
1980/81......... 10,631 1,307 1,178 124 879 14,119
1981/82......... 12,197 1,291 1,046 160 878 15,572
1982/83......... 11,780 1,607 1,217 108 819 15,531
1983/84......... 10,039 1,721 1,317 110 804 13,997
1984/85......... 9,753 2,111 1,555 160 141 14,320
1985/86......... 10,194 2,268 1,536 180 828 15,006
1986/87......... 10,491 2,387 1,597 200 830 15,505

0il:
1977/178......... 2,310 447 529 50 2,179 5,515
1978/79......... 2,490 629 685 40 1,850 5,694
1979/80......... 2,716 147 892 30 1,955 6,340
1980/81......... 2,343 912 856 42 1,982 6,135
1981/82......... 2,633 866 115 58 1,569 5,901
1982/83......... 2,576 1,036 924 37 1,923 6,496
1983/84......... 2,255 1,120 982 38 1,691 6,086
1984/85.:....... 2,204 1,356 1,189 55 1,608 6,412
1985/86......... 2,264 1,486 1,200 62 1,786 6,798
1986/87......... 2,327 1,554 1,254 67 1,525 6,727

1/ Crop year runs from October 1 to September 30 of the following year.

Source: Compiled from
Agriculture.

official statistics of the U.S. Department of
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Oilmeals: EC production, by country, crop-years 1977/78 to 1986/87 1/

{In thousands of metric tons)

1,261

A . West Neth- United
‘ Bel- Den- - Ger- Ire- er-  Por- King- -
Crop year gium mark France. many Greece land Italy lands .tugal Spain dom _ Total
1977/718.... 884 765 1,042 3,709 185 9 1,129 1,975 303 1,914 1,213 13,128
1978/79.... 859 744 1,214 3,790 198 1 . 1,525 2,370 357 1,996 1,108 14,168
1979/80.... 803 740 1,254 4,238 213 7 1,476 2,593 393 2,736 1,284 15,137
1980/81.... 928 548" 973 3,714 ‘233 11 1,170 2,366 389 2,557 1,230 14,119
1981/82.... 1,292 S22 1,199 3,851 290 5 1,324 2,315 542 2,862 1,370 15,572 .
1982/83.... 1,359 499 1,240 3,918 277 4 1,350 2,284 790 2,897 913 15,531
-1983/84.... 1,405 493 1,087 3,084 276 6 1,025 2,445 813 2,565 804 13,997
1984/85....:1,316- 416- - 1,168 3,436 "346 ..- 4. 1,319 2,387 922 2,172 834 14,320
1985/86.... 1,372 438 1,113 3,831.-376 -4 1,565 2,313 894 2,243 797 15,006
‘1986/87;;..'1,343 429 1,162 4,009 415 .. 4 1,624 2,358 818 2,329 950 15,505
Y/ Crop year runs from October 1 to September 30 of the following year.
 Source: Compiled from official statistics of the U.S. Department of Agriculture.
Table 4-8
0ils: EC production, by country, crop years 1977/78 to 1986/87 1/
{In thousands of metric tons)
. West Neth- United
, Bel- Den- Ger- = Ire- - er- Por- King-
~ Crop year ium mark France many Greece land  Italy lands tugal Spain_dom Total
1977/78.... 212 199 499 . 1,208 314 . 12 .-1,036 536 164 976 359 5,515
1978/79.... 191 198 547 1,218: 321 9 . 864 613 203 1,123 407 5,694
1979/80.... 199 222 561 1,426 276 6 1,094 646 247 1,219 444 6,340
1980/81.... 248 186 502  =1,332.379 10 . 981.:622 211 1,236 428 6,135
1981/82.... 318 161 'S34 - .1,302 306 4 910 605 241 1,096 424, 5,901
1982/83.... 339 159 S18 1,389 393 4 791 643 358 1,546 356 6,496
1983/84.... 401 150 523 - 1,202 305 7 1,122 699 285 1,050 342 6,086
1984/85.... 434 132 598 1,354 294 4 e 1705 319 1,495 361 6,412
1985/86.... 451 163 633 1,546 451 4 1,030 701 303 1,169 347 6,798
1986/87.... 455 159 644 1,610 389 4 749 736 3N 409 6,721

"1/ Crop year runs from October 1 to September 30 of the following year.

Source: Compiled from official statistics of the U.S. Department of Agriculture.
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Selected EC data on the manufacture of vegetable and animal oils and fats, by specified

country, 1/ 1976-77 and 1982-83

) West
Iype and year _Germa
. Mumber of firms:
19%6.............. 32
| 1 | R 3
1982....000c000ee. 2
1983.....c00ucceen 2
Nuwber of workers:
1976.......neeee.. 14,400
LI 2 i g 13,774

1982.............. 12,822
98.......ceee... 12,221

Labor costs (million
ECU’'s):

1977.ceceiecnncnns

1982....... cvesses
1983........
Raw material costs
{thousand
ECU’'s): &/
1976...cucccncens
L1 1 1 R,
1983..ccicicecens

197
218

314

Nether-
France ‘Italy ' 1

61 81 15

63 80 "

49 14 3

49 14 n
1,217 6,108 4,695
1,054 5,986 4,694
9,445 5,485 4,612
9,482 5,485 4,288
143 $1 62
14 85 12

24 8 109
218 85 16

951 707 691

951 7712 9&7
1,130 1,084 1,381

1,255 1,084 1,595

WWN
* ® @

Bel-
fum

W O~ =~

11 X

405
152
152

Bhzs

"tre- Den-

land ‘wmark Total

LY T

- m

687

687

10
10

882

LT

181
181
2N

245
243
2N

1/ No data were reported for Luxembourg throudmt 1976-83.

2/ lncluding costs of mdustrial services from others.

uote.-—ln those instances uhere no data were reported, cstintes were made by the
Commission staff by inserting those data reported in the previons year.

Source:

Eurostat. Structure and Activity of Industry, 1977 and 1983 except as noted.
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Table 4-10
EC soybean mills: Average mil] costs, prqductiqn, Aand,__prices, 1985 and 1986 1/

Item : i} s 1985 1986
Value of output: 2/ L - S
Soybean meal.........coveuenrnen.. 1,000 dollars... 57,788 47,291
Crude soybean oil..... feeetecsenenetaaaetaes do.... _46,9771 . 21,765
Total...ioiiiiennrennacnnanas tesnsacnanens do.... 104,765 - 69,056
Cost of goods sold 3/............... 1,000 dollars... 105,502 90,608
Manufacturing costs: ' T '
Direct labor....... ereseereranaas [ do.... 888 1,141
Fuel, power, and utilities.......... Ceeeeeas do.... 1,926 1,546
REPATIS . ceeeenernesennesssosnanccssannacnne do.... 405 682
solvent............,.. e eeteeranteeanaeans do..... 152 1
Depreciation and mrtlzatton.....".".' ........ do....- 705 1,116
Other............ P Jdo.... 1,816 2,125
Total manufacturing costs........... PR do.... - 5,953 6,770
General, selling, and ' o
administrative expenses...... tesisecenscsen do.... 912 1,334
Financial expenses or-(income) : '
and corporate overhead:.......... ceeenraee do.... _ 1,1 1,055
Grand- total costs............. ceceeeeesadol.. 113,284 99,636
Practical annual crush _
capacity......... teveeeesee...1,000 metric tons.. _ 461 525
Capacity utilization rate................. percent.. 91 ' 60
Production: , i
Soybeans crushed.............. '....,..‘...percent... S 89 316
Soybean meal for animal feed................ do...." 325 247
Crude soybean oil.............. eeriesnssiaas do.... - 14 54
Average prices paid or received: 4/ :
Soybeans.......c.ieiiiiieacinenn.. per metric ton... $225.06 $212.23 -
Soybean meal.........c.cccu..nn eees ceeeaaen do.... $177.81 $191.46
Crude soybean oil....:ic.venuvvennnnnn, SUPURN. |, U $634.82 $403.05

1/ Data cover U.S.-owned mills in Europe; mills include 1 rapeseed/soybean
mill, and all others are soybean mills. Data are simple averages across all
reporting mills, except where noted.

2/ Estimated by multiplying the volume of production of meal and 0il times the
average prices received.

3/ Cost of purchase of soybeans minus inventory change.

4/ Average prices are weighted by volume per reporting mill. Soybean prices
are c.i.f. mill. Soybean meal prices are for 44-percent protein meal, f.o.b.
mill. Soybean oil prices are f.o.b. mill. :

Source: Compiled from data submitted in response to questionnaires of the
U.S. International Trade Commission.
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Table 4-11
EC soybean mills: Mill costs, production, and prices, 1985 and 1986 1/

(per metric ton)

Item 1985 1986
Value of output 2/....ccceniircnncncecccacaasoncaes $250.04 $218.53
Cost of goods sOld......cccvvvvnnaccccancncansannnn - 8119 286.73
Manufacturing costs: .
Direct 1aDOr.....ccoieeeriiicinccnersecnnnannonss 2.12 3.61
Fuel, power, and utilities........ccoveuvinnennans 4.60 4.89
ROPAIPS .. ciieeieccennsanscconscncasasnsacascsscns 0.97 2.16
Solvent.....ococceinnsccsaicacnnannas eecessersans 0.36 0.37
Depreciation and amortization........cccceeeueees 1.68 3.93
Other.....covviinaannnaaanss iitesssccscsecasnnanns 4. 6.72
Total manufacturing costs......ccceevveeenneaen 14.21 21.42
General, selling, and
administrative expenses........ccecevinconrenns 2.18 4.22
Financial expenses or (income)
and corporate overhead........c.cccovvennncnannes . 2.61 3.34
‘Grand total CoStS......ciiiiiiniiciccocnaann 270.37 315.30

1/ Data cover U.S.-owned soybean mills in Europe; mills include

1 rapeseed/soybean mill, and all others are soybean mills. -Averages are
simple averages across reporting mills, divided by volume of soybeans crushed.
2/ Combined value of meal and oil.

Source: . Compiled from data submitted in respbnse to questionnaires of the
U.S. International Trade Commission.
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Table 4-12
EC soybean mills: Average costs of production, by mill size, 1986 )}/

Capacity (metric tons of beans per year)
Item Under 400 400 to 700 Over 700 A1l sizes

Per metric ton processed

Manufacturing costs:

Direct labor....... teeeerereenneen $4.31 $3.01 $3.84 $3.61
Fuel, power, and utilities........ 3.98 5.68 4.64 ) 4.90
REPATIFS . iiivereececencncancoeonns .91 2.09 3.25 2.16
Solvent......ociicvinennnnn.n, PP .30 .45 .32 31
Depreciation and amortization..... 1.31 4.79 4.13 ' 3.68
Other manufacturing costs......... 14.83 3.43 4.52 6.73
Total manufacturing costs....... 25.64 19.45 20.70 21.46
Cost of goods sold 2/............... 203.27 212.21 373.38 287.19
General, selling, and
administrative expenses........... 5.05 4.5 3.14 4.3
Financial expenses and corporate '
overhead......ocvonvnecnacancnaans 5.86 1.49 2.42 2.93
Grand total costs............... 261.91 297.18 399.64 . 321.52

Per metric ton of capacity

Manufacturing costs:

Direct 1abor.....c.coveeeeenaancnnn $3.17 $2.13 $1.73 $2.11
Fuel, power, and utilities........ 2.93 4.01 2.08 2.95
REPAIPS. civiviicerecnccecsancnnans .67 1.48 1.46 1.30
01 1711 A S22 .32 .14 .22
Depreciation and amortization..... .97 3.39 1.86 2.21
Other manufacturing costs......... 10.92 - _2.43 2.03 4.05
Total manufacturing costs....... 18.88 13.74 . 9.31 12.91
Cost of goods sold 2/............... 149.65 192.42 167.91 172,75
General, selling, and
administrative expenses........... 3.72 3.23 1.4 2.54
Financial expenses and corporate
overhead.......ccvveenenacnnannns 4.32 1.06 1.09 1.83
Grand total costs............... 192.82 210.45 179.72 193,

1/ Data cover U.S.-owned mills in Europe; mills include 1 rapeseed/soybean mill, all others
are soybean mills. Calculated by taking weighted averages of mills in stated size categories.

2/ Cost of purchase of soybeans minus inventory change.

Source: Compiled from data submitted in response to questionnaires of the U.S. International
Trade Commission.






CHAPTER 5.--OILSEED COMPLEX OF ARGENTINA 1/

General

Argentina is important in world oilseed trade because of its rapid growth
as a producer and exporter of oilseeds, oilseed meals, and vegetable oils,
much of which competes with U.S. exports for valuable foreign markets. The
Argentine oilseed industry produces and processes mainly soybeans and
sunflowerseed, with additional significant but smaller production of flaxseed,
cottonseed, and peanuts. During the last decade, two-thirds of Argentine
oilseed production was milled domestically and processed into oilseed products.
These Argentine products are sold mainly in export markets. Argentina has been
the focus of recent attention from the U.S. Government for its tax policies and
other public policies, which allegedly distort the volume and composition of
Argentine exports, to the detriment of U.S. exporters and producers.

Overview of the Argentine Oilseed Farning Sector

Argentina has vast areas of arable land and has long been a major _
producer of grains and livestock. Declining world markets for wheat and grain
encouraged Argentine farmers to shift farmland into oilseed planting.
Argentina has great potential for continued future growth, because of both the
ability to shift resources out of existing nonoilseed crop production and the
availability of large areas of unutilized arable land that can be brought into
production if oilseed prices rise enough to justify the development cost.

Production, trade, and apparent consumption

Production.--Total oilseed production in Argentina has increased from
about 4 million metric tons in crop year 1977/78 to an estimated 12 million
tons in 1986/87 (table 5-1). Argentine production was relatively stable
during 1978/79 to 1981/82, averaging around 6 million tons annually; beginning
in 1982/83 production rose steadily, reaching 12 million tons in 1986/87.
Production of both soybeans and sunflowerseed rose during this period.

Soybean production has expanded during 1977/78-1986/87 mainly as a result
of larger harvested acreage, since there was little change in yields. The
Argentine soybean yields are equivalent (in U.S. domestic measure) to
32 bushels per acre; in 1986, the U.S. soybean farmers averaged 34 bushels per
acre. Argentine soybean production, as indicated earlier, occurs mainly in the
Provinces of Santa Fe, Cordoba, and Buenos Aires, which together produced about

1/ For additional detail on Argentina‘'s oilseed industry, see James Rudolph,
(ed.), Argentina A Country Study: Area Handbook Series, American University
and U.S. Department of the Army, Washington, DC, Aug. 1985; Inter-American
Development Bank (IADB), Economic and Social Progress in Latin America,
various issues; U.S. Department of Agriculture (USDA), Argentina-Annual

égricu}tural Situation Report, and Argentina-Annual Oilseed Report, various
issues; and Myles Mielke, USDA, Argentine Agricultural Policies in the Grain

and Oilseed Sectors, Sept. 1984.
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90 percent of total production in recent years (table 5-2). Argentine soybean
production rose most dramatically in 1984/85, a year when sharply higher '
soybean prices and less favorable wheat prices encouraged a 700,000 hectare
increase in soybean plantings.

Sunflowerseed production in Argentina rose by 156 percent, from
1.6 million metric tons in crop year 1978/79 to a projected 4.1 million tons
in 1986/87 (table 5-3). The harvested acreage in sunflowerseed rose by about
57 percent, from 2 million to 3.1 million hectares during 1978/79 to 1986/87.
Per hectare yields of sunflowerseed rose by 63 percent during this period,
reaching 1.3 metric tons in 1986/87, equivalent to 1,200 pounds per acre. In
1986, U.S. sunflowerseed farmers averaged 1,400 pounds per acre.

Trade.--Argentina‘'s large capacity to produce oilseeds enables it to
easily meet domestic demand without turning to the import market. Domestic
production is in fact much greater than domestic demand, and there are large
quantities of oilseeds available for export. Argentine exports of oilseeds
rose from less than 1 million metric tons in crop year 1977/78 to nearly
3 million tons in 1979/80, thereafter declining to 1.5 million in 1983/84
(table 5-1). Oilseed exports declined as a result of more domestic crushing
activity with meal and oil being exported rather than oilseeds. Since 1984/85,
Argentine exports of oilseeds surpassed 3 million tons annually. During the
3 most recent years, Argentina has exported about 30 percent of its oilseed
production. :

Soybean exports from Argentina increased from 2 million metric tons in
crop year 1978/79 to a peak of 3.1 million tons in 1984/85 (table 5-2).
Exports of soybeans then declined slightly to 2.7 million tons in 1986/87.
Most of the Argentine soybeans are sold in the EC, although the Soviet Union,
Mexico, and other Eastern European countries have purchased substantial amounts
as well. During 1980-86, the EC purchased 56 percent of Argentine soybean
exports, and the Soviet Union about 24 percent (table 5-4).

Apparent consumption.--Oilseed crushers are the sole domestic market for
oilseeds in Argentina. Their capacity to crush oilseeds has increased rapidly
in recent years; total oilseed crush tripled between 1977/78 and 1986/87
(table 5-1). Growing export markets for Argentine oilseeds and oilseed
products have stimulated crushers' demand for oilseeds, which in turn has
induced farmers to turn increasingly to oilseed crops. Additionally, as
discussed later in this chapter, public policy has played a part in promoting
domestic crushing of oilseeds.

Size and location of the oilseed farm sector

Land availability.--The rapid growth in Argentina's oilseed output over
the last decade would not have taken place without the vast agricultural land
resources in the country. These lands, rivaling in potential farm productivity
the best farmlands in the United States, have been the basis of extensive
production of grain, oilseeds, and cattle, and in turn have provided the raw
materials for agricultural processing industries such as soybean processors.
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Approximately 8 percent of the country's arable land area of 277 million
hectares is devoted to annual and permanent crops, and the remainder is
pastureland (5 percent) and natural grassland (52 percent). 1/ Of the land
area planted in annual and permanent crops, cereal crops accounted for about
three-quarters, oilseeds for about one-fifth, and the remainder was other
crops such as fruits and vegetables. ‘

Argentina has two principal farming regions, the "zona maicera" or the
Corn Belt district, and the rest of the pampas exclusive of the Corn Belt
district. The Corn Belt district comprises northern Buenos Aires Province,
southern Sante Fe Province, and southeast Cordoba Province. The rest of the
Argentine pampas is largely composed of the whole of Buenos Aires Province.

Corn, soybean, and wheat dominate farm production in the Argentine Corn
Belt region. In this region, the wheat-soybean double-cropping occurs
frequently, although single-cropping of soybeans has become more common.
Croplands are harvested twice yearly; winter wheat is planted in June and July
and harvested in December and January. Soybeans are planted in December and
January, and harvested in April and May.

The Argentine pampas is the principal wheat, sorghum, sunflowerseed, and
livestock (mostly cattle) region of Argentina. Wheat and sunflower are grown
mainly in the central and southern Buenos Aires Province. Farms of the pampas
are large, often 1,000 hectares or more in size. Double-cropping is done in
the northern portions of the pampas, but because of the shorter growing season
in the southern portion, farmers there typically grow one crop annually,
usually winter wheat, other winter grains, or sunflower.

Farm practices and soybean output.--With its abundant and fertile farm
land, Argentina has historically been one of the world's principal exporters
and producers of cereals, grain, oilseeds, and beef. During the past 5 years,
Argentina has harvested grain and oilseed crops from 16 to 20 million hectares,
as shown in the following tabulation, compiled from official statistics of the
U.S. Department of Agriculture, for crop years 1980/81 to 1986/87:

Crop year
Item 1980/81 1981/82 1982/83 1983/84 1984/85 1985/86 1986/87
- Harvested area (Million hectares)
Grain.....ceevveveennn 12 13 14 13 12 12 10
All oilseeds.......... _4 - _6 _6 1 1 _8
Total....covvueveene 16 18 19 20 19 19 18
Production (Million metric tons)
Crain.....ooveeeneenns 29 27 33 31 32 26 24
All oilseeds.......... _6 1 _8 11 11 12 12
Total.....coovveunns 35 34 41 41 43 39 36

1/ James Rudolph, op. cit., p. 159.
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Argentine production of grain and oilseeds has expanded mostly as a result of
an increase in the harvested acreage. For example, during 1977/78-1986/87
yields of grain per hectare ranged from 1.3 to 2.6 metric tons, averaging about
2.2 metric tons for the period. For oilseeds, soybean yields fluctuated
sharply between 1.8 and 2.4 metric tons per hectare during 1978/79-1986/87
(table 5-2). Soybean yields in both 1978/79 and 1986/87 amounted to about

2.2 metric tons per hectare.

There has been little increase in total grain and oilseed acreage since
the 1930's, although there has been a shift in the types of crops planted. 1/
For example, during 1931-35, about 19 million hectares were planted in grain
and oilseeds, virtually the same as that planted during the most current
5 years.

Soybean production in Argentina is concentrated mainly in the Provinces
of Santa Fe (42 percent of 1984 production), Cordoba (28 percent), and Buenos
Aires (28 percent). Soybeans are cultivated at the present time on the
majority of the highest yielding land in these Provinces, so further acreage
expansion in soybeans would have to take place on land located in drier
regions and with less per acre productivity. 2/

Soybean production in Argentina began on a large scale in the 1970's,
following the successful Brazilian experience. The introduction of varieties
of short-cycle wheat in the mid-1970's made possible the current pattern of
double-cropping of wheat and soybeans in Argentina. 3/ Because of declining
wheat prices, farmers have switched to single-crop planting of soybeans; in
1985/86 and 1986/87 for example, single-crop soybeans accounted for about
50 percent of the soybean acreage compared with 30 percent several years
before. 4/

Soil fertility in the Argentine Corn Belt district has suffered
considerably in recent years. 5/ Soil degradation has resulted from the
wheat-soybean double-cropping boom that began in the mid-1970's. Problems
with soil erosion and depletion of soil reserves, through continuous soybean
cultivation and lack of crop rotation, have occurred as a result. Despite
this, wheat and soybean yields have been relatively high, considering the low
level of inputs (fertilizer) used by Argentine farmers.

Traditionally, soil structures, fertility, and yields have been maintained
by carefully planned crop and livestock rotation, i.e., green fertilizer. But
in recent years, crop rotation schemes have been violated. Farmers have
depleted the soil's organic content by double-cropping year after year and by
eliminating the rotation of croplands with pasture.

1/ Myles Mielke, op. cit., p. 17.

2/ Warney Val, "History and Development of Soybean Production in South
Anmerica,"” in R. Shibbles (ed.), World Soybean Research Conference III:
Proceedings, Boulder, CO: 1985, p. 1216.

3/ Gary Williams and Robert L. Thompson, "The South American Soybean
Industry: Policy Impacts and Issues,” in R. Shibbles, (ed.), op. cit.
4/ USDA, "Country Feature Argentina,” World Oilseed Situation and Market
Highlights, May 1987, p. 35.

5/ Information supplied by Jorge Hazera, USDA, 1987.
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As indicated above, Argentine farmers typically double crop or rotate
soybeans with other crops--corn, wheat, and pasture in particular. 1In the
Argentine Corn Belt, farmers produce about 45 percent of Argentine soybean
production; wheat-soybean cropping accounts for slightly over one-half of the
soybean plantings in the Argentine Corn Belt. 1/ Argentine farmers easily
switch to alternative crops, particularly the wheat and corn, from soybeans as
conditions warrant. The wheat-soybean double-cropping pattern is influenced
as well by wheat prices and government support policies relating to wheat. 2/

With regard to land tenancy, Argentine farmers fall into one of three
categories: the '"chacareros"” or small farmers, with average holdings of
70 hectares; the "contratistas™ or contractors--farm tractor owner/operators,
and the "estancieros" or large landholders, with farms upwards of
1,000 hectares. The chacareros that grow soybeans are mostly found in the Corn
Belt district. 1In the center of the Corn Belt in Pergamino, Argentina, a
typical farm averages about 120 hectares in total size. 1In recent years, the
proportion of gross farm sales going to contratistas has risen from 40 to
60 percent in Pergamino, owing in part to rising costs of farm machinery and
other farm inputs prices. Many of these small landholders, however, have
become absentee landowners, and contract with specialized tenant farmers
contratistas that do many of the actual farming operations in exchange for
40 percent of the farm gross sales. The contratista is a machine-operator that
usually rents a number of small farms, provides all of the production and
management skills, machinery, finances for operating capital for fertilizer,
chemicals, seeds, and labor. The contratista is generally heavily capltalxzed
contratistas grow about 80 percent of all Argentine crops. 3/

Cost structure of Argentine oilseed farming

There are a number of studies on Argentine farm costs, particularly in
comparison with those of soybean production in the United States. One study of
the costs of producing soybeans and grain in leading exporting countries
concluded that Argentina was the lowest cost producer of soybeans in the world,
even though its marketing costs were higher than those of U.S. and Brazilian
farmers. 4/ 1In mid-1986, the f.o.b. export port cost of Argentine soybeans was
calculated at $185 per metric ton, compared with $249 per ton in the U.S. Corn
Belt and $229 per ton on Brazilian wheat-soybean farms, as shown in the
following tabulation: 5/

1/ Jorge Hazera, "South American Soybeans and Product Exports to Recover," 0il
Crops Situation and OQutlook Report, forthcoming Spring 1987.

2/ Williams and Thompson, op. cit., p. 52.

3/ Information supplied by Jorge Hazera, USDA, and Juan Carlos Torchelll,
INTA, Argentina (interview, Apr. 23, 1987).

4/ Norman Rask, Gerald Ortmann, and Walter Stulp, C mparatlve Costs Amo

' Major Exporting Countries, Occasional Paper, Ohio State University, Department
of Agricultural Economics, Columbus, Ohio, Jan. 1987.

5/ Ibid., p. 19.




Yield Total farm

per Total farm costs Marketing and marketing
Item hectare Variable Fixed Subtotal costs costs
Metric
tons per metric ton
Argentina........ 2.1 $80 $69 $149 $36 $185
Brazil 1/....... . 1.8 117 67 185 44 229
Brazil 2/........ 1.8 122 76 198 44 242
U.S. overall..... 2.0 88 155 243 25 268
U.S. Corn Belt... 2.3 69 155 224 25 249

1/ Includes only farms that double-crop soybeans with wheat.
2/ Includes only farms that single-crop soybeans.

Both Argentina and Brazil have a cost advantage over the United States in
producing soybeans; much of this cost advantage, accrues from lower fixed
costs, especially land costs. 1/ Variable costs of soybean production were
slightly lower in Argentina than in the United States, at $80 and $88 per
metric ton, respectively, in 1986. Farmers in the U.S. Corn Belt incurred
average variable costs of $69 per metric ton ($1.87 per bushel), the lowest
among the three countries. Variable farm costs of production during 1982-85
for Argentine soybeans are shown in table 5-5. Such costs declined from about
$108 per metric ton in 1982 to about $76 per ton in 1985.

Concerning costs of Argentine soybeans in key foreign markets, the United
States enjoys lower freight costs per ton to Japan and to the EC (Rotterdam),
but the production cost advantage for Argentine and Brazilian soybeans offsets
this freight cost advantage. Total landed costs in mid-1986 for soybeans are
shown in the following tabulation (per metric tom): 2/

Export - Freight rates to-—- Landed cost at--
Country of origin port Rotterdam Japan Rotterdam Japan
Argentina............. $185 $18 $32 $204 $217
Brazil........ccovne 242 16 34 258 276

United States...... .o 268 13 26 280 294

Farm technology

Improved cultural practices such as more farm machinery, better seed
varieties, crop rotation, and better farm chemicals are responsible for most of
the increased agricultural production in Argentina in recent years. Soybean
yields rose from an average 1.4 metric tons per hectare in 1970-74 to about
2.1 metric tons per hectare during 1978/79-1987/88. 3/ In the 1960's, hybrid
sunflowerseed was introduced, expanding the per-hectare yields of
sunflowerseed. Use of largely imported pesticides and herbicides has increased
in Argentina, but their use has been limited by their relatively high cost in
Argentine currency terms, although recent elimination of some import duties has
lowered their costs somewhat.

1/ Ibid.
2/ Ibid., p. 14,
3/ Myles Mielke, op. cit., p. 17.
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Increased use of chemical fertilizers has also been instrumental in
raising the level of crop yields. Fertilizer use has expanded in Argentina
since the 1970's. For example, the share of planted wheat receiving chemical
fertilizers was only 2 percent in 1977; this share expanded irregularly to
13 percent by 1983, when Argentine import duties were reduced. With the lower
duties, fertilizer prices have fallen and application increased. Currently,
only about 15 percent of Argentine wheat area is fertilized compared with
75 percent in the United States. 1/

During 1970-80, agricultural production in Argentina grew 2.5 percent
annually with 56 percent of the increase attributed to increased use of unused
land, and additional capital. 2/ The contribution of "productivity” increases,
which include such factors as changes in the quality of inputs, technological
changes, and other labor productivity changes, accounted for 44 percent of the
increased Argentine agricultural production. During 1970-80, the economically
active population in the agricultural sector declined by 0.4 percent annually,
and the planted area in crops and pasture rose by 1.3 percent annually. During
1970-80, agricultural production in Argentina rose annually by 2.3 percent per
hectare and by 3.6 percent per worker; fertilizer use per hectare of crop land
rose by 2.2 percent annually (below the 6.9 percent experienced in all of
Latin America), and the number of tractors per worker rose by 0.4 percent
annually, far below the 2.4 percent average rise for all Latin American
countries (table 5-6). 3/ Thus, slightly over half of expanded agricultural
output in Argentina during 1970-80 can be attributed to use of additional land
and capital; the remainder has been attributed to greater labor productivity,
better inputs, and technological improvements.

Overview of the Argentine Oilseed Crushing Sector

The onilseed crushing sector in Argentina has expanded greatly in recent
years, aided by an expanding export market, Government policies promoting
domestic crushing over export of oilseeds, and direct foreign investment by
multinational grain trading firms, including some based in the United States.
Argentine crushers have become a powerful force in world trade in oilseed
products, as evidenced by the country's share of such trade, accounting for
22 percent of world meal exports and 14 percent of world vegetable oil exports
in 1986, a rise from 1978 when Argentina's share of world meal and oil exports
were 9 and 7 percent, respectively.

Production, trade, and apparent consumption

Production.--Supplied by the growing farm sector, Argentine crushers have
expanded sharply during the last several years. Oilseed meal output has more
than tripled in the last decade, exceeding 5.5 million metric tons in crop
year 1986/87 (table 5-7). Soybean meal now accounts for two-thirds of all
oilseed meal output, compared with less than 30 percent in 1977/78.
Sunflowerseed made up an additional 27 percent in 1986/87, and other minor
oilseeds (as well as fish) provided the remaining total meal output.

1/ Hazera, USDA, op. cit.
2/ IADB, 1986, op. cit., pp. 90-94.
3/ Ibid., p. 93.
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As expected from the joint-product nature of oilseed meal and oil,
vegetable o0il output has followed a similar trend, tripling since crop year
1977778 to 2.3 million metric tons in 1986/87 (table 5-8). The relatively high
oil content of sunflowerseed makes it the dominant source of vegetable oil,
accounting for 58 percent of the total in 1986/87 and 50 to 60 percent
generally over the last several years. In comparison, soybeans contribute only
32 percent of all vegetable oil, although this share has increased from about
12 percent prior to 1981/82 because of increased soybean processing.

Exports.--Nearly all of the increased meal and oil production during the
last decade has been destined for export markets. Exports of oilseed meal
increased by 3.7 million metric tons, or by nearly 300 percent, during crop
years 1977/78 to 1986/87 (table 5-7). As a share of production, meal exports
topped 90 percent in each of the last 4 years, and 70 to 90 percent generally
during the last decade. During this period, an average 88 percent of Argentine
meal output and 72 percent of vegetable oil output was exported. As expected
based on production, soybean and sunflowerseed meal account for over
90 percent of such exports.

Argentine exports of vegetable oil have similarly risen in recent years
(table 5-8). Such exports increased by 260 percent, to 1.8 million metric
tons, in the decade ending 1986/87. As a share of production, oil exports have
averaged 79 percent in the past 3 years, up generally from the 60-to-70 percent
share held in previous years.

The important export markets for Argentine oilseed products vary according
to product. Most of the soybean meal is destined for the EC and the Soviet
Union, and soybean oil is marketed in a variety of countries (table 5-4). The
EC purchased 60 percent of Argentina's exports of soybean meal during 1980-86,
and Bulgaria and Czechoslovakia together purchased 16 percent. Argentine
soybean o0il exports went to various countries; the most important markets were
Iran (21 percent of 1986 exports), Brazil (14 percent) and India (9 percent).
Argentina has a S-year agreement with the Soviet Union for the purchase of
500,000 tons of soybeans, but since 1984 the Soviets have failed to purchase
the full amount. Argentine soybean exports to the Soviet Union and Eastern
European countries have fallen from the level of those in 1980, as a result of
the U.S. grain and oilseeds embargo.

Apparent consumption.--Domestic demand in Argentina for oilseed meals and
vegetable oils has been influenced by two factors during recent years:
stagnant real income and abundant and inexpensive beef supplies. Real per
capita income has stagnated in Argentina, although the population (currently
31 million) has been growing at a rate of about 1.5 percent annually. The
"Austral” plan, which sharply reduced inflation in 1985 and 1986, did little to
improve consumer real incomes. The Argentine per capita Gross Domestic Product
(in U.S. dollars) fell from $2,540 in 1984 to $2,427 in 1985 and then
recovered somewhat to $2,528 in 1986. 1/

Demand for oilseed meals is mainly linked to the demand for animal
feedstuffs, primarily poultry, hogs, and cattle. Argentine consumers already
have relatively high rates of meat consumption compared with the United States
and other developed countries. Per capita consumption of beef and veal in
Argentina reached 83 kilos in 1986, approximately 70 percent greater than the

1/ USDA, Argentina-Annual Agricultural Situation Report, op. cit.
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corresponding consumption level in the United States. 1/ Argentine cattle are
fed mainly on rainfed pasture and hogs on noncommercially produced feed;
moreover, production of poultry meat in Argentina has grown only slowly in
recent years, and the production of eggs has fallen. As a result, the
consumption of oilseed meals in Argentina has grown very little over the past
10 years (table 5-7), and apparent consumption of oilseed meals as a share of
production remains low (less than 10 percent in 1986/87).

In contrast to meal consumption, vegetable oil consumption in Argentina
has grown faster, rising by approximately 4 percent annually between crop years
1977/78 and 1986/87 (table 5-8). In 1986, per capita consumption of vegetable
oils in Argentina reached approximately 12 kilos, compared with about 25 kilos
in the United States. Total consumption of vegetable o0il has also been
influenced by a population growth rate of approximately 1.5 percent annually in
recent years. The preferred and primary vegetable oil consumed in Argentina is
sunflowerseed 0il, which has accounted for three-quarters of domestic
consumption of vegetable oils in recent years. Argentine consumers perceive
soybean oil as an inferior food oil, according to Argentine trade sources.

Number and size of processing plants

Oilseed crushers in Argentina crush a variety of oilseeds, principally
soybeans, sunflowerseed, flaxseed, cottonseed, and peanuts. In recent years,
soybeans and sunflowerseed have accounted for over 80 percent of oilseed
crushing, with soybeans alone accounting for nearly one-half of Argentine
crush. Argentine crushers typically process flaxseed the first 3 months of the
crop year (beginning in December), then sunflowerseed during the next 3 to
6 months, and then soybean crushing is used for additional activity. 2/

The number of Argentine oilseed crushing plants declined from 73 in 1977
to 62 in 1986 (table 5-10). The type of plant operating in Argentina has
changed; the number of plants using a continuous, mechanical-press-type
operation declining from 38 to 16, and the number of the most efficient (and
generally larger sized) solvent-extraction plants rose from 27 to 30.

The crush capacity listed in table 5-9 is theoretical capacity, and may
considerably overstate actual capacity. A number of the older and smaller
plants are very inefficient and for all practical purposes operate for
considerably less than 300 days per year (the theoretical crush level). 3/
Some of the plants crush only one minor oilseed for part of the year (such as
olives), 3 to 6 months, and then are shuttered the remainder of the year.
Moreover, Government labor policies require a full month's vacation for all
unionized workers, and many plants shut down during that month. This is
further exacerbated by the lack of spare parts, many of which are imported,
owing to exchange controls. As plants are modernized in Argentina, actual
processing capacity has tended to approach the 300-day standard found in the
United States and Western Europe.

1/ USDA, Argentina-Annual Agricultural Situation Report, June 4, 1986, p. 5,
and Feb. 27, 1987, table 14, and Agricultural Outlook, various issues.

2/ Information supplied by Jorge Hazera, USDA, 1987 and USDA, Argentina-
Annual Oilseeds Report, June 29, 1984, pp. 3-4.

3/ USDA, Oilseeds and Products Data Update-Argentina, Feb 4, 1985, p. 3, and
Oct. 12, 1984, p. 3; USDA, Oilseeds Annual Argentina, June 29, 1984.
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For all of these reasons, it is difficult to estimate precisely the
actual effective capacity of oilseed crushers in Argentina. A USDA estimate
in 1985 of total Argentine oilseed crushing capacity was 9 million metric
tons, whereas an authoritative private trade publication estimated crush
capacity at 11.5 million metric tons. 1/

The level of crushing activity in Argentina depends in part on the amount

of oilseeds sold in the early part of each crop year. By May or June, soybean
exporters have purchased or committed soybean supplies away from Argentine

crushers so that later in the crop year, crushers often are unable to operate
owing to the lack of soybeans. Crushers have generally indicated an aversion
to holding large soybean inventories, and thus well before the end of the crop
year, available stocks are exhausted.

In the mid 1970's, Argentine soybean production exceeded the theoretical
soybean crushing capacity; by 1982, the construction of large, modern soybean
plants pushed the Argentine crushing capacity above the size of the harvested
soybean crop. As a result, the share of soybeans crushed domestically in
Argentina rose irregularly from 17 percent in 1979 to 61 percent in 1986.
Soybeans became the leading oilseed crushed in Argentina as soybeans rose from
a share of 20 to 50 percent of all oilseeds crushed during 1979-86 (table 5-9).

In 1987, several soybean processing plants are under construction in
Argentina, according to trade sources. There was an apparent shift in the size
of the plant being built after 1984 with smaller plants, with a daily capacity
of 250 to 500 metric tons each, being preferred. 2/ The shift to smaller
plants has allowed more regional locations of plants adjacent to growing areas,
as well as adjacent to domestic feed mills. Decentralization of the plants
also may make possible the reduction of transportation costs.

Oilseed crushing capacity

Oilseed crushing activity.--The level of crushing activity in Argentina
has grown sharply as has the production of the oilseeds themselves. Because
oilseed processors operate "switch plants,” which can crush soybeans and other
types of oilseeds such as sunflowerseed, the total crush capacity of all
oilseeds must be considéered. During the period 1977-86, apparent (theoretical)
Argentine soybean crushing capacity rose from about 1.3 million metric tons
annually to about 9 million tons (table 5-9). Total oilseed crushing capacity
nmeanwhile rose from 5.6 million metric tons to 11.5 million tons. Based upon
listed "soybean crush capacity," the capacity utilization ratio of soybean
processing plants rose from 46 percent in 1977 to 71 percent in 1984, and then
declined to about 50 percent in 1986.

Ownership structure.--The ownership of the Argentine oilseed industry is
very decentralized, with an estimated 40 separate companies owning 62 oilseed
crushing facilities in 1986. 3/ The six largest companies, all of which are
also multinational grain trading companies, control about 45 percent of the

1/ USDA, Oilseeds Annual Argentina, May 28, 1985, p. 3, and J. Hinrichsen,
Aceites Vegetables Subproducts Oleaginosos y de Molienda de Trigo Borras Y
Oleinas, 1985.

2/ USDA, Oilseeds and Products Data Update-Argentina, Oct. 12, 1984, p. 3-4.
3/ J. Hinrichsen, op. cit., 1987, pp. 5-11.
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crushing capacity, although none of these companies operate more than three
plants each, according to Argentine trade sources. There are nine principal
companies (two of which are co-operatives) involved in recent years in the
actual exporting of soybeans and grain in Argentina, according to industry
sources.

The majority (55 percent) of the Argentine oilseed processing industry is
controlled by either Argentine companies or Argentine cooperatives. The
purely domestic companies have been gradually receding in importance since
they tend to operate at competitive disadvantages relative to the multinational
companies that enjoy access to foreign capital and enhanced foreign marketing
advantages.

Processing costs

Only limited information on the actual costs of Argentine oilseed crushers
is publicly available. According to one source, 1/ direct variable processing
costs of oilseeds in 1985 averaged about $20 to $25 per metric ton of oilseed
crushed, and other indirect (fixed) costs averaged $5 to $10 per ton. Total
Argentine processing costs were about $30 per ton of oilseed crushed.

Several Argentine trade sources indicated to Commission staff in April
1987 that Argentine soybean processing costs amounted to about $20 per metric
ton of soybeans crushed. One trade source indicated total soybean processing
costs in Argentina in April 1987 averaged about $20 to $22 per metric ton; this
source noted that interest costs and the price of hexane solvent were much
higher in Argentina than in the United States. :

The Commission received data on production costs for several U.S. oilseed
crusher-owned soybean mills in Argentina and Brazil. However, to avoid
disclosure of firm operations in any one country, these data were aggregated
for the two countries and are discussed 'in the chapter on the Brazilian
oilseed complex. :

Transportation factors

Argentina‘'s extensive transportation system is probably the best developed
in Latin America. Argentine export products are carried largely by ocean-going
vessels (91 percent of total volume in recent years), owing largely to the
adjacent Rio de la Plata and Atlantic Ocean ports. Internally, about
49 percent of all surface freight transporation occurred by truck, 18 percent
by river and coastal transport, 22 percent by natural gas pipelines, and
11 percent by railroad. 2/ Although Argentina has six railroad lines radiating
from the principal ports of Buenos Aires, Rosario, Santa Fe, and Bahia Blanca,
the track is not of uniform gauge, making cargo flow difficult. Moreover, less
than half of the rail system was considered to be in good condition in 1983,
with most of the system in only fair to poor condition. The publicly owned
rail system has suffered from poor maintenance, outdated equipment, and
generally inefficient operations, according to trade sources.

1/ USDA, Argentina-Annual Oilseed Report, pp. 7-8.
2/ James Rudolph, op. cit., p. 150.
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Soybeans from the two leading producing Provinces, Santa Fe and Cordoba,
go mainly to Rosario, the leading export port. The ports of Buenos Aires and
Bahia Blanca are also important to oilseed export trade. Although most grain
and oilseed production in Argentina occurs within 200 miles of deep-water
ports, transportation costs have represented about 25 percent of the export
terminal price in recent years. 1/ 1In July 1986, Argentine soybean farmers
received about 50 percent of the f.o.b. export price of $187 per ton. 2/ Part

of the reason for the high cost has been the reliance on trucks for grain and
oilseed transport, and inefficient export terminals. A number of the export

terminals are Government owned (the Government owned all terminals prior to
1979), and primarily oriented to off-loading railcars rather than trucks. As
a result, it is not uncommon for trucks to wait days  during harvest time to
unload. Ships are thus obligated to delay in port, resulting in high
demurrage charges for exports.

The situation has improved since 1979, when private ownership and
operation of export port facilities became possible. Several private export
elevators were constructed on the Parana River near Rosario, with these
facilities being very efficient and designed to accommodate large volumes of
truck unloadings. Two Argentine farmer cooperatives, FACA and ACA, also
purchased some Government grain terminals in various ports, and with the
upgrading of these facilities, marketing costs of grain and oxlseeds have been
reduced somewhat.

Trade sources indicated in 1986 that the cost of transporting grain by
rail in Argentina was about 2.8 cents per ton-kilometer, or twice the
comparable rail cost in the United States. 3/ The cost of a 3-day
"turn-around” (loading) of an 18,500-ton grain cargo ship in the port of Buenos
Aires was 4 times greater than in the neighboring port of Montevideo, Uruguay,
7 times higher than in a leading Brazilian soybean port of Santos, and
two-thirds higher than in Hamburg, West Germany.

The marketing costs of transporting soybeans grown in Pergamino to the
export port in Argentina in 1986 averaged about $0.99 per bushel, or nearly
S0 percent higher than the $0.67 per bushel for U.S. soybeans. 4/ Argentine
internal marketing costs represented about 20 percent of the calculated f.o.b.
port-of-export cost of $5.04 per bushel of soybeans in 1986, and U.S. internal
marketing costs represented about 9 percent of the calculated f.o.b. export
cost of $7.29 per bushel.

Government Programs Affecting the Oilseed Sectors 5/
The key Government policies affecting the Argentine oilseed sector have

been the export tax system, exchange rate controls, import restrictions on
purchased farm inputs, agricultural price supports, agricultural credit

1/ Jorge Hazera, op. cit.

2/ INTA, Pergamino, Argentina, unpublished 1987 data.

3/ USDA, Argentina—-Annual Agricultural Sltuat1on Report, June 4, 1986, p. 20.
4/ Norman Rask, et al., op. cit.

5/ This section draws upon: Myles Mielke, op.cit.; Jorge Hazera, USDA,
“Shifts in Soybean and Soybean Product Exports from South -America,' Latin
America Outlook and Situation Report, July 1985; Economic Research Service,

USDA, Government Intervention in Agriculture, Jan. 1986; National Soybean
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programs, and general tax policies. 1/ Although a detailed discussion of
these policies goes beyond the framework of this study, some key aspects of the
more important programs will be highlighted below.

Argentina has changed its agricultural export policies, which until at
least the mid-1970's tended to restrict its grain and oilseed exports.
According to a USDA study, Argentine policies towards the grain and oilseed
sectors tended to restrict exports through internal price ceilings, exchange
rates unfavorable to Argentine farmers, and high external taxes and tariffs. 2/

More recently, the Argentine Government has provided differential tax
incentives to encourage the domestic processing over the export of soybeans.
The Government was reported to have moved rapidly during the U.S. embargo in
1980 to supply the Soviet Union through a long-term agreement, as did the
Brazilian Government. 3/ The Argentine Government has also reduced the import
duties on fertilizer, liberalized export control quotas, and devalued the
currency, in part because of pressure from the International Monetary Fund
concerning Argentine foreign debt repayment difficulties. 4/

Export tax system

Through its system of export taxes, the Argentine Government has promoted
exports of processed food products over raw farm commodities to increase value
added and total export earnings, provide additional employment, bring down
inflation, and provide a permanent source of funds for Government programs.

The Government imposes higher export taxes on soybeans than on meal and oil;
the export taxes on soybeans have averaged 25 percent in recent years, compared
with approximately 12 percent on oil and meal. 5/ The goals behind this
differential export tax policy have never been officially stated but are
presumed to be two-fold: to foster value-added exports to gain additional
foreign exchange, and to provide additional employment possibilities. 6/

Since 1983, with the advent of a new Government in Argentina, there have
been sizable reductions in export taxes on agricultural products. Export
taxes were reduced between February 1986 and April 1987 as follows: 7/

-—(cont.) Processors Association (NSPA), Petition to the United States Trade
Representative (USTR) Seeking Relief under Section 301 of the Trade Act of
1974, 1983 and Apr. 1986; Response of the Camara de las Industria Aceteria de
la Republica Argentina to Petition filed by the NSPA under Section 301 of the
Trade Act of 1974 before the USTR, July 1986; and the World Bank, Economic
Memorandum: Argentina, 1985.

1/ NSPA, 1986, op. cit., pp. 6-15.

2/ Myles Mielke, op. cit., p. 2.

3/ NSPA, 1983, op. cit., pp. 131-141; and U.S. International Trade Commission,
U.S. Embargoes on Agricultural Exports: Implications for U.S. Agricultural
Industry and U.S. Exports (USITC Pub. 1461), Dec. 1983, pp. 22-24,

4/ USDA, Soybeans: Background for 1985 Farm Legislation, Dec. 1984, pp. 11-12.
5/ NSPA, 1986, op. cit., pp. 6-15.

6/ USDA, Argentina-Annual Oilseed Report, May 28, 1985, pp. 7-8. o
1/ USDA, Argentina-Annual Agricultural Situation Report and Argentina-Annual
Oilseed Report, various issues.
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September May February April

Product 1983 1985 1986 1987
—--(tax as percent of f.o.b. value)---
Soybeans............. 25.0 24.5 28.5 15.0
Sunflowerseed...... .. 25.0 26.5 25.5 15.0
Soybean meal......... 10.0 11.5 16.5 3.0
Soybean oil.......... 10.0 17.5 16.5 3.0
Sunflower oil........ 10.0 15.5 16.5 6.0

The World Bank granted the Argentine Government a "restructuring loan" in
order to allow reductions in Argentine export taxes with the provision that a
land tax would be substituted, although as of February 1987 no such land tax
had been implemented.

The differential export tax has been the subject of two unfair export
trade practice complaints filed with the United States Trade Representative
(USTR) under section 301 of the Trade Act of 1974 by the U.S. National Soybean
Processors Association in 1983 and 1986. 1/ The United States and Argentina
have held negotiations over the export tax issue, and on April 24, 1987, the
USTR indicated to the President that extended negotiations were warranted. On
May 14, 1987, the USTR suspended the section 301 investigation since the
Government of Argentina had announced that it would eliminate the export taxes
within 180 days. 2/ :

Price-support program

Argentina's National Grain Board (NGB) administers the Government's
price-support program for grains, manages State-owned storage facilities
including port elevators, 3/ collects export taxes and special-purpose levies,
issues export licenses, and sets export quotas when necessary. 4/ The NGB
established a pricing program that fixes a margin between international and
domestic prices, with soybean and sunflowerseed farmers guaranteed a certain
price. All oilseeds and grain (but not oilseed meals or vegetable oils) are
covered by the reference price which is adjusted as export prices change, but
generally farmers receive no less than 85 percent of the export price.
Reference prices change weekly and are based on the average market price of the
three previous days in various domestic markets. This policy prevents export
traders from bidding domestic prices too far below the international price, but
at the same time does not put a floor under domestic prices.

The index price system is also used to prevent under-invoicing, thus
guaranteeing that export taxes are collected from the true selling price. The
NGB, which administers the export tax, does not consider depreciation or other
indirect costs as legitimate, and hence, index prices may appear to show a

1/ NSPA, 1983, op. cit.

2/ Federal Register, Vol. 52, No. 95., p. 18685.

3/ The 1979 Grains Law established that grain export facilities could be owned
and handled by private operators. Previously, the NGB was the sole owner and
operator of all port elevators.

4/ Myles Mielke, op. cit.
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profit for crushers, but fall short when complete costs are accounted for. '
The NGB has attempted to adjust export taxes in an effort to boost farm income
and farm prices by reducing the marketing margins allowed for grain traders
between the export selling price.and the price paid to farmers.

Export and marketing gfograms

The Argentine Government through the NGB negotiates bilateral trade
agreements, although actual sales may be fulfilled either by the NGB or by
private exporters. The NGB had bilateral grain agreements with Algeria,
Czechoslovakia, Haiti, Angola, and the U.S.S.R., all of which expired in 1985.
The Argentine-U.S.S.R. agreement was extended for 5-years in 1985; however, the
U.S.S.R. failed subsequently to purchase the minimum agreed amounts of
4 million tons of grain and 0.5 million tons of oilseeds. 1/

Other programs

Among other policy tools the Argentine Government has used to influence
its domestic oilseed industry are a value-added tax and a dual-exchange-rate
system. The value-added tax level in recent years amounted to 20 percent,
which applied to the sale of - domestic oilseed products (meal and oil) with the
tax paid on the total quantity produced. The tax is rebated through a fiscal
credit at the time of the export, with the credit applied on subsequent taxes
owed. The differential exchange rate system has at various times been changed
to influence exports of agricultural products. 2/

1/ Information supplied by Marcelo Regunaga, Junta Nacional de Granos (NGB),
on Apr. 21, 1987.

2/ See for example, U.S. International Trade Commission, The Effects of
Developing Country Debt-Servicing Problems on U.S. Trade, (USITC Pub. 1950),
Mar. 1987, pp. 74-88.
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Table 5-1 . .
Oilseeds: Argentine production, exports, crush, and ending stocks, by type, crop years 1977/78 to 1986/87 1/

(In thousands of metric_tons) -

Item 1977/78 1978/19 1979/80 1980/81 1981/82 1982/83 1983/84 1984/85 1985/86 1986/87 2/
Production: :
Soybean....... ... 1,400 2,700 3,700 3,600 3,500 4,150 4,200 1,000 6,750 1,200
Cottonseed....... 3000 414 330 315 170 290 222 326 300 218
Peanuts.......... 600 - 372 672 337 243 270 - 25 - 329 260 250
Sunflowerseed.... 900 1,600 1,430 1,650 1,260 1,980 2,400 2,200 3,400 4,100
- Rapeseed......... 2 - S 23 5 5 .0 0 0 0
.Flaxseed......... 611 810 600 743 585 600 165 660 550 484
Total.......... 3,819 5,901 6,747 6,668 5,763 1,295 1,587 10,515 11,260 12,412
Exports ,
Soybean.......... 623 1,972 2,841 2,726 2,190 2,151 1,338 3,132 2,954 2,600
Peanuts.......... 43 49 137 92 14 65 m 121 115 110
Sunflowerseed.... 0 189 2 1 25 19 3 146 389 500
Flaxseed......... 0~ 216 _12 52 1 1 8 6 0 5
Total.......... " 666 3,426 2,992 2,81 2,290 2,236 1,460 3,405 3,458 3,215
Crush: 3/ S : '
Soybean.......... 589 - 685 638 120 1,100 1,907 2,399 3,617 3,445 4,450
Cottonseed....... 218 378 330 300 ° 155 215 195 259 275 255
Peanuts.......... 419 280 385 282 147 182 13 123 105 105
Sunflowerseed.... 1,088 1,167 1,493 1,626 . 1,201 1,845 2,319 2,054 3,136 3,400
Rapeseed......... 2 5 15 22 5 5 0 0 0 0
Flaxseed......... LY 653 512 134 496 578 _125 645 500 475
Total.......... 2,907 3,168 3,313 3,684 3,104 4,792 - 5,751 6,698 7,461 8,685
Ending stocks: &/ . ,
Soybean.......... 190 147 221 204 235 107 332 218 294 180
Cottonseed....... 15 19 2 2 2 0 3 14 15 14
Peanuts.......... 23 4 13 7 3 22 10 24 23 n
Sunflowerseed. ... 317 236 138 131 136 214 248 204 21 151
Linseed.......... 146 47 13 5 43 30 1 9 29 19
Total.......... 411 453 513 342 429 3713 600 529 382 381

.1/ Crop year runs from October 1 to September 30 of the following year.
2/ Forecast. ‘ .

3/ Crush data represent reported or estimated crush.

4/ Stock data are not included for all commodities, and in most cases are USDA estimates. Where no stock data
- are available, thanges are included in consumption.

Note.--Import data are statistically negligible.

Source: Compiled from official statistics of the U.S. Department of Agriculture.



Table 5-2
Soybeans and

products: Argentine harvested area, yield, production, exports, crush,
domestic consumption, and ending stocks, crop years 1978/79 ‘to 1987/88 1/

Harvested ) » Domestic Ending
Crop year area Yield Production Exports Crush consumption _ stocks
o Metric
1,000 tons per .
hectares hectare 1,000 metric tons
Soybeans: :
1978/79......... 1,250 2.160 2,700 1,969 686 8N 147
1979/80......... 1,600 . 2.313 3,700 2,176 639 844 221
1980/81........: 2,030 1.7173 3,600 2,726 720 897 204
1981/82......... 1,740 2.011 3,500 2,190 1,081 1,279 235
1982/83......... 1,986 2.090 4,150 2,151 1,907 2,121 107
1983/84......... 2,281 1.841 4,200 1,338 2,399 2,637 332
1984/85.......... 2,910 2.405 17,000 3,132 3,617 3,922 218
1985/86......... 3,270 2.064 6,750 2,954 3,445 3,780 294
1986/817......... 3,350 2.1719 1,300 2,600 4,450 4,814 180
1987/88 2/...... 3,650 2.110 1,700 2,650 4,675 5,045 185
Soybean meal:
1978/79......... 3/ 3/ 536 3170 3/ 156 14
1979/80......... 3/ 3/ 499 260 3y 244 9
1980/81......... 3/ 3/ 561 2n 3/ 2n 16
1981/82......... 3/ 3/ 838 591 3/ 241 22
1982/83......... 3/ 3/ 1,500 1,209 3/ 261 52
1983/84......... 3/ 3/ 1,924 1,765 - 3/ 116 95
1984/85......... 3/ 3/ 2,893 2,663 3/ 206 119
1985/86......... k¥ 3/ 2,139 2,600 3/ 224 34
1986/87......... 3/ 3/ 3,530 3,150 3/ 280 134
1987/88 2/...... 3y 3/ 3,720 3,450 3/ 250 154
Soybean 0il: v '
1978/79......... 3/ 3/ 112 59 ¥y 52 4
1979/80......... 3/ 3/ 106 102 3/ 4 4
1980/81. ........ 3/ 3/ 121 88 3/ 25 12
1981/82......... 3/ ¥ 183 84 3/ 103 8
1982/83......... 3y 3y 312 220 3/ 82 18
1983/84......... 3/ 3/ 393 298 3/ 76 37
1984/85......... 3/ 3/ 593 504 3/ 78 48
1985/86......... 3/ kY4 579 540 3/ 47 40
1986/87......... 3/ 3/ 145 620 3/ 95 70
1987/88 2/...... 3/ 180 645 3/ 105

3/

100

1/ Crop year runs from October 1 to September 30 of the following year.
2/ Forecast on February 1987.
3/ Not applicable.

Note. --Import data are statisiically negligible.

Source: Compiled from official statistics of the U.S. Department of Agriculture.
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Sunflowerseed and products: Argenfine harvested area, yield, production, exports,
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crush, domestic consumption, and ending stocks, crop years 1978/79 to 1987/88

o Domestic
Harvested Produc- consump- Ending
Crop year area Yield tion Exports _ Crush tion stocks
‘ ‘ ! Metric T
1,000 tons per
hectares hectare 1,000 metric tons
Sunflowerseed: '
1978/79........ 2,000 . 0.800 1,600 189 1,167 1,198 236
1979/80........ 1,557 0.918 1,430 2 1,493 1,526 138
1980/81........ 1,855 0.889 1,650 "1 1,626 1,656 131
1981/82........ 1,280 0.984 1,260 25 1,201 1,230 136
1982/83........ 1,673 1.184 1,980 19 1,845 1,883 214
1983/84........ 1,902 1.262 2,400 3 2,319 2,363 248
1984/85........ 1,989 1.106 - 2,200 146 2,054 2,098 204
1985/86........ 2,350 1.447 - 3,400 389 3,136 3,194 21
1986/87........ 3,140 1.306 4,100 500 3,400 3,470 151
1987/88 2/..... 2,400 1.250 3,000 250 2,740 2,801 100
Sunflowerseed :
meal:
1978/79........ k74 3/ 513 481 3/ 39 n
1979/80........ 3/ 3/ 643 567 3/ 66 - 21
1980/81........ 3/ 3/ 689 632 3/ 51 217
1981/82........ 3/ 3/ 525 469 3/ 40 43
1982/83........ 3/ k74 1917 662 3/ 135 43
1983/84........ 3y ¥/ 1,030 965 | 3/ 57 51
1984/85........ 3/ k74 943 855 3/ 80 59
1985/86........ 3/ 3/ 1,380 1,204 3/ 128 107
1986/87........ k74 ¥ 1,500 1,400 3/ 105 102
1987/88 2/..... k74 3/ 1,210 1,110 3/ 120 82
Sunflowerseed
oil: ,
1978/79........ 3/ ¥ 385 161 3/ 226 19
1979/80........ 3/ 3/ 518" 255 3/ 252 30
1980/81........ 3/ 3/ 571 325 k¥4 241 35
1981/82........ 3/ k¥4 421 207 3/ 204 51
1982/83........ 3/ 3/ 683 435 3/ 259 40
1983/84........ 3/ 3/ 904 656 3/ 240 48
1984/85........ 3y 3/ 812 560 3/ 264 36
1985/86........ 3/ ¥/ 1,261 885 3 319 93
1986/87........ 3 k¥4 1,360 1,030 3 . 320 103
1987/88 2/..... 3/ 3/ 1,095 795 3/ 325 18

/ Crop year runs from October 1 to September 30 of:the following year.

Note.--Imports are negligible.

Source: Compiled from official statistics of the U.S. Deparinent of Agriculture.

1
2/ Forecast on February 1987.
3/ Not applicable.
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Table 5-4
Soybeans, soybean meal, and soybean oil: Argentine exports, by principal
markets, 1980-86

{In thousands of metric tons)

Market 1980 1981 1982 1983 1984 1985 1986 1/
Soybeans
EC.viviiiiinnan... 1,640 194 538 7119 2,311 2,028 2,098
Romania........... 0 22 0 0 52 85 137
NOrWaY....veuennns 19 0 0 0 59 58 85
Soviet Union...... 725 709 687 661 149 454 0
Mexico......ccn... 0 218 122 0 103 214 46
Brazil............ 244 262 460 0 162 0 0
All other......... 12 151 82 54 284 - 63 238
Total......... 2,700 2,216 1,889 1,434 3,120 2,962 2,604

Soybean meal (pellets)

[ P 156 383 613 847 1,330 1,460 1,305
Czechoslovakia.... 0 0 114 15 331 276 208
Iran......ccce.... 0 0 43 299 230 179 183
Bulgaria.......... 0 0 0 105 109 284 139
Cuba...cvvnennnnn. 84 86 85 157 192 189 126
A1l other......... 50 47 53 89 326 133 177

Total......... 290 516 968 1,572 2,518 2,521 2,138

Soybean 0il

Iran.............. 0 0 31 65 130 176 139
Brazil............ 14 0 16 31 82 103 94
India......coeue.e 0 0 2 20 95 38 63
Colombia.......... 0 4 20 29 23 4 59
Peru.....covvevnnn 5 0 19 28 36 15 33
All other......... 13 66 86 114 118 118 261

Total......... 92 10 174 293 484 - 551 669

1/ Jdanuary-September only.

Source: Camara de la Industria Aceitera de la Republica Argentina (CIARA),
Anyario Estadistico de Oleaginosos, 1985 and 1986, pp. 45-57.
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Table 5-5
Soybeans: Argentine variable farm costs of production, 1982-85

Product costs 1982 1983 1984 1985

B -1 $21.32 $19.95 $9.84 $10.08
Fertilizer, lime, gypsum,

and chemicals.......cccouune 1.24 6.09 5.53 5.40
Fuel, lube, and electricity... 8.66 5.93 6.14 7.95
REPAIMS. . .ccnrennrenneannasann 10.32 8.31 5.99 8.96
Taxes and insurance........... ©13.81 9.26 5.90 8.1
Interest.....ccivciiiininnanan 1.07 5.63 4.47 5.63
Other cash expenses 1/........ 19.56 13.00 14.28 12.00
Capital replacement....... cees 9.78 8.03 6.09 8.74
Labor costS.......cccenen. cees 10.01 1.93 8.26 8.41
Total variable costs 2/... 107.76 84.13 66.51 15.94

1/ Includes harvesting, drying, and storing expenses. Harvesting expenses are
incurred by independent "contractors," who are essentially middlemen who bring
the beans to market.

2/ Total production costs are for 150-hectare farms located in Argentina's
main producing region, Pergamino, for April-May years (for example, 1982 is
April 1981-May 1982).

Source: Secretaria de Argentina, Ganaderia y Pesca (see App. E); submitted to
U.S. Trade Representative by CIARA, Dec. 5, 1986, table 2.
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Agricultural technology changeS° Measures of'aﬁnual change in Argentina,
Brazil, Latin America, and the United States, 1970-80

“(In perééd{)<s" '

o - Latin United

Item _Argentina Brazil _ America _ States

Agricultural product growth........ 2.5 4.4 Vv 3.2

Contribution of inputs............. 56.4. 34.8 v v

Contribution of productivity....... 43.6 65.2 v )Y

Agricultural work force 2/......... .35 .61 .12 -1.8
Cultivated crop and pasture land ' )

Per WOTKEr....oveiearrnncanaanass 1.21 .96 ~.10 3/ 3.0
Agricultural product per hectare... 2.34 2.33 2.37 3/ 3.80
Agricultural product per worker.... 3.61 3.29 2.21 "~ 3/ 5.40
Fertilizer use per hectare......... 2.16 6.63 6.85 4.70
Tractors per worker..........i..... . .37 5.07 2.42 4.70

I)tNot available.

2/ Economically active population (EAP) or, in the United States, the number

of farmers.
3/ Data are for 1969-78.

Note.--Agricultural. preduct measured ih:conStantrcurrency.

Source: " 1ADB, Economic and Social Progress in Latin America, 1986, pp. 90-93;

and U.S. Census Bureau, Census of Agriculture, various issues.




Table 5-7 _
Oilseed meal: Argentine production, exports, apparent consumption, and ending stocks, by type, crop years
1977/78 to 1986/87 1/ - e .

(In thousands of metric tons)

Item 1977/718 _1978/79 1979/80 1980/81 1981/82 1982/83 1983/84 1984/85 1985/86 1986/81 2/
Production: ] )
Soybean......... 455 536 499 561 838 1,500 1,924 2,893 2,739 3,530
Cottonseed...... 19 162 142 130 67 - 120 - 8 1N 20 1o
Rapeseed........ 1 3 8 12+ 3 -3 0 0 “ 0 0
Sunflowerseed... 479 513 . 643 689 525 797 1,030 © 943 1,380 1,500
Fisheeiveeennn. 23 23 23 23 5 -2 .14 11 18 18
Peanut.......... 203 13 157 n3 58 : 73 45 - 53 .. 43 a2
FisSheeeeeennnn. ' 300 404 333 - 467 363 : 349 477 . 423 - 315 310
Total......... 1,80 1,754 1,805 1,995 ° 1,879 2,864 ~">3,570 - 4,440 - 4,615 5,510
Exports o ' ' BN s oL S
Soybean........ . 268 370 260 21 591 - 1,209 1,765 - 2,663 2,600 3,150
Cottonseed...... 108 180.. 186 .. 115 - 65 - 93. . ..78 .48 00 110
Rapeseed........ 1 o 3 2 0 0 0 0~ 0 0
Sunflowerseed... 414 481 567 632 - 469 ' 662 - 965 ° ' 855%~ 1,204 1,400
Fisheeeienenene. 1 2 2 2 0 1 2 27 2 2
Peanut.......... 174 99 178 68 42 a - 28 21 -~ 25 24
Linseed......... 300 420 410 442 318 347 459 430 308 310
Total......... 1,266 1,552 1,566 ' ‘1,538 ' 1,545 2,353 3,297 4,019 4,239 4,99
Apparent con- '
sumption: 3/ S el e TR SR
Soybean......... 198 156 = 244 211 2. C.261 ¢ . 116 ¢ 206 -- ' 224 280
Cottonseed...... 8 5 3 .5 5 15 18 57 20 21
Rapeseed........ 0 3 5 10 3 3 (] 0 0 0
Sunflowerseed... 66 39 66 - 51 4 135 57 80 128 105
Fish..oovuvnnn.. 22 21 21 21 25 2 12 15 16 16
Peanut.......... 15 15 6 25 20 30 18 34 16 18
Linseed......... 8 -4 0 0 0 0 1] 0 16 0
Total......... 317 243 345 389 334 465 221 392 420 440
Ending stocks: 4/
Soybean......... 4 14 9 16 22 52 95 19 34 134
Cottonseed...... 30 7 0 10 1 30 20 26 26 5
Sunflowerseed. .. 18 n 21 21 a3 a3 51 59 107 102
Peanut.......... 30 29 2 22 18 8 7 5 1 7
Linseed......... 100 80 3 28 13 15 21 20 11 n
Total......... 182 141 35 103 103 148 200 229 185 259

1/ Crop year runs from October 1 to September 30 of the following year.

2/ Forecast.

3/ Consumption data represent "apparent consumption" and include all disappearance as well as some changes in
stocks.

4/ Stock data are not included for all commodities and in most cases are USDA estimates. Where no stock data
are available, changes are included in consumption.

Note.—Import data are statistically negligible.

Source: Compiled from official statistics of the U.S. Department of Agriculture.



Table 5-8 S - :
Vegetable and marine-animal oils: Argentine production, exports, apparent consumption, and ending stocks, by
type, crop years 1977/78 to 1986/87 1/ - - - v

(In thousands of metric tons)

Item 1977/78 - 1978/79 1979/80 1980/81 1981/82 1982/83 1983/84 1984/85 1985/86 1986/81 2/
Production: ) ‘ _ . '
Soybean......... 96 112 7 106 121 183 312 393 593 579 145
Sunflowerseed... 357 385 518 - 57 427 683 904 812 1,261 1,360
Rapeseed........ 1 2 6 9 2 2 2 0 0 0
Cottonseed...... 40 57 48 45 23 4 30 4} 42 39
Peanut.......... 121 15 99 1) 38 48 29 32 21 26
Linseed......... 145 200 166 - . 229 184 162 221 206 166 150
Fish............ 6 6 - 6 6 6 . 6 6 6 6 6
Total......... 172 837 949 1,058 863 - 1,254 1,595 1,659 2,081 2,326
Exports: .o
Soybean......... 64 59 - 102 - 88 84 220 298 504 540 620
Sunflowerseed... 131 161 255 325 207 - 435 656 560 885 1,030
Cottonseed...... 10 8 28 20 10 15 14 19 20 15
Peanut.......... 138 63 115 82 36 38 31 28 23 21
Linseed......... 167 202 184 221 174 160 204 198 170 148
Total......... 510 493 684 142 51 868 1,203 1,309 1,638 1,834
Apparent con- :
sumption: 3/
Soybean......... 33 52 4 25 103 82 16 18 47 95
Sunflowerseed... 220 226 . 252 241 204 259 240 264 319 320
Rapeseed........ 1 -2 .6 - -9 2 .2 . 0 0 0 0
Cottonseed...... 30 % .- 30 21 15 . 26 18 20 20 25
Peanut.......... 2 2 .. 0. - 0o .0 0 0 0 0 .0
Fish...oooennnn. 6 6 -6 . 6 6 6 .6 6 6 6
Total......... 292 323 298 308 330. 375 340 368 392 446
Ending stocks: 4/
Soybean......... 3 4 4 12 8 18 37 48 40 70
Sunflowerseed... 21 19 30 35 51 40 48 36 93 103
Cottonseed...... ] 14 4 2 0 .2 0 2 4 3
Peanut.......... 11 21 5 0 - 2 8 1 2 1 1
Linseed......... 20 18 0 2 12 14 18 14 6 4
Total......... 55 16 43 51 13 82 104 102 144 181

1/ Crop year runs from October 1 to September 30 of the following year.

2/ Forecast.

3/ Consumption data represent "apparent consumption" and include all disappearance as well as some changes in
stocks.

4/ Stock data are not included for all conmodities and where included are in most cases USDA estimates.

Where no stock changes are available, changes are included in consumption.

Note.—-Import data are statistically negligible.

Source: Compiled from official statistics of the U.S. Department of Agriculture.
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Table 5-9
Soybeans and oilseeds: Argentine processing (crush) capacity, 1977-86
Ratio of -~ Share of-
Soybean Soybean
Total Soybean crushing Soybean crush to
Soybean oilseed crush to capacity production total
’ crush crush soybean to soybean crushed oilseed
Year capacity capacity capacity production domestically crush
1,000 metric tons Percent
1977..... I/ 1,290 2/ 5,581 46 92 42 20
1978..... 3/ y ¥ 3/ 25 21
1979..... 3/ ¥y ¥ 3/ 17 19
1980..... 17 1,580 2/ 1,515 46 45 20 19
1981..... 3/ Y ¥ 3 N 35
1982..... 4,800 3 4 116 46 40
1983..... 3y Y ¥ 3/ 57 42
1984..... 1/ 5,100 4/ 9,436 N 13 52 54
1985..... 7,200 4/ 11,500 48 107 51 47
1986 5/.. 9,000 49 123 61 52

1/ Derived.

2/ Based on a 330-day capacity utilization.

3/ Not available.

4/ Based on a 300-day capacity utilization.

5/ Estimated.

Source: J.J. Hinrichsen, La Industria de Aceites Vegetales e la Produccion de

Semillas Oleaginsas, Buenos Aires, Argentina, various issues; Jorge Hazera et.
al, U.S. Department of Agriculture, "Shifts in Soybean and Soybean Product
Exports from South America," Latin American Outlook and Situation Report,

July 1985, pp. 23-25; U.S. Department of Agriculture, FAS Attache Report
Argentine Oilseed Annual Report, various issues.
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Table 5-10

Oilseed processing plants: Number of Argentine plants, by type of facility,

1977, 1980, 1984, and 1986

Type of plant 1977 1980 1984 1986
Solvent-extraction method:
With refining operation................... 18 17 18 X
Other. . vineieerecnnnsecscccsansnconancas 9 9 9 1
Subtotal. ... c.iiiiiiiiiiiiiaiiicii i 21 26 21 30
Simple mechanical press method: ‘
With refining operations............ccc... 6 n 1 vV
0 2 5 4 V/
Subtotal......vciiiiiiiiiiannanns ve-es 8 16 15 16
Continuous mechanical press method:
With refining operations.................. 9 6 1 vV
Other. .o iiiiiieinerenectnecensanaannnans 29 22 1V
Subtotal....icireriiiiiiiiiiiinneinannan 38 28 16
Grand total........coiiiiiiiiiiiaannan 13 10 56 62

1/ Not available.

Source: J.J. Hinrichsen S.A., La Industria de Aceites Vegetales e la

Produccion de Semillas Oleaginisas, Resumen de la Capacidod

Buenos Aires, Argentina, various issues.

Instalada, annual,






CHAPTER 6. OILSEED COMPLEX OF BRAZIL

General

Brazil is a major supplier of oilseeds and oilseed products, exporting
some 2 million metric tons of oilseeds and 8 million metric tons of oilseed
meal and oil in crop year 1986/87. The dominant oilseed is soybeans, although
commercially important quantities of cottonseed and peanuts are also grown and
processed. These latter commodities, however, are grown in response to demand
for fibers and edible peanuts, and their derived meal and oil are byproducts
of nonoilseed-related industries.

Brazil has shown more stability in the face of recent changes in world
market conditions than its neighbor Argentina, another important world
supplier. Domestic production and exports grew moderately through the 1960's,
then expanded rapidly in the 1970's in response to rising soybean prices,
domestic infrastructure development, and increased wheat planting that was
double-cropped with soybeans. During the 1980's, in contrast, the industry has
grown very slowly; moreover, recent Government policies have turned the
emphasis from exporting to domestic consumption. However, Brazil remains an
important source of exports, and its vast areas of underutilized arable land,
together with an announced Government program to upgrade its internal
transportation bottlenecks, may make it a potentially greater force in world
oilseed trade in the future.

Overview of the Brazilian Oilseed Farming Sector

Production, trade, and apparent consumption

Production.--Brazilian oilseed production grew very rapidly from the
1960's until the late 1970's, and thereafter continued a slow, irregular
increase. Oilseed production has grown from about 14 million metric tons in
crop year 1977/78 to 20 million tons in 1985/86, but drought conditions
curtailed output to 15 million tons in 1986/87 (table 6-1). Oilseed production
in Brazil in 1987/88 is expected to reach about 19 million metric tons, with
all but about 2 million tons consisting of soybeans. Soybeans constitute
approximately 90 percent of Brazil's oilseed production, with other oilseeds
(cottonseed, peanuts, sunflowerseed, and rapeseed) accounting for the
remainder.

1/ For additional detail on Brazil's oilseed complex, see E.E. Broadbent and
F. Parry Dixon, Exploratory Study of Brazil Soybean Marketing, University of
Illinois, 1976; Gary Williams and Robert L. Thompson, The Brazilian Soybean
Industry, U.S. Department of Agriculture (USDA), Oct. 1984; USDA, Brazil-
Annual Oilseeds Report and Brazil-Agricultural Situation Annual Report, various
years; USDA, Foreign Agricultural Service, World Oilseed Situation and Market
Highlights, various issues; Inter-American Development Bank (IADB), Economic
and Social Progress in Latin America, 1986; U.S. Department of the Army,
Brazil: A Country Study (Area Handbook Series), 1983; and Carlos Augusto
Santana, The Impact of Economic Policies on the Soybean Sector of Brazil,
unpublished dissertation, University of Minnesota, 1984.




Soybean production in Brazil increased more than sixfold from less than
2 million metric tons in 1970 to 15 million tons in 1980. Farmers in the three
southeastern States of Rio Grande do Sul, Parana, and Sao Paulo accounted for
nearly all soybean production in Brazil until about 1979, when with the spread
of soybean growing to Mato Grosso, production there rose rapidly. 1In 1987, the
two States of Mato Grosso and Mato Grosso do Sul together are projected to be
the second leading producing region in Brazil, together supplying one-fourth
of the total Brazilian soybean production.

The total harvested area of soybeans increased from 7.8 million hectares
to 9.3 million hectares between crop years 1978/79 and 1986/87 (table 6-2).
The higher prices for soybeans in the mid to late 1970's induced farmers to
shift farmland to soybean production, as well as to double-crop soybeans with
wheat. 1In addition, Brazilian scientists developed new varieties of soybeans
better suited to Brazilian land and climate than the varieties previously
imported from the United States: As a result, between 1978/79 and 1986/87,
soybean yields increased from 1.2 metric tons per hectare (18 bushels per acre)
to 1.5 metric tons per hectare (22 bushels per acre). Even with the
improvement, however, Brazilian yields remain far below those obtained in the
United States and in neighboring Argentina.

Trade.--Brazil is a net exporter of oilseeds. Such exports have
fluctuated greatly during the past 10 years, both in absolute volume and as a
share of total production, between a low of 664,000 metric tons (6 percent of
production) in crop year 1979/80 and a high of 3.5 million metric tons
(17 percent of production) in 1985/86 (table 6-1). Virtually all oilseed
exports consist of soybeans. Most of the exports are destined for the EC
market.

Brazil also imports oilseeds, mainly soybeans, through a so-called
drawback program under which crushers may import oilseeds when domestic
supplies are low, such as during the offseason, and then re-export the
resulting meal and oil. Brazilian crushers tend to pursue crushing activity
at full capacity, aiming to process as many domestic soybeans as possible after
the March-April harvest. This allows Brazilian exports to reach world markets
before October when the new U.S. soybean crop becomes available. Because of
this marketing strategy, Brazilian crushers must frequently import soybeans
late in the crop year to meet domestic requirements. U.S., Paraguayan, and
Argentine soybeans have been imported under this scheme. Since all soybean
imports into Brazil are licensed, imports have been alternately increased and
decreased, depending on availability of domestic soybeans, generally
fluctuating between 100,000 and 500,000 metric tons annually except for rare
exceptionally low or high volumes. However, imports have not accounted for a
significant portion of the aggregate oilseed supply; only twice in the last
decade did imports exceed 3 percent of the domestic oilseed supply.

Apparent consumption.--As in all other major oilseed-producing nations,
the crushing sector is the only important domestic market for Brazilian
oilseeds. The consumption level of Brazilian crushers is dependent upon the
strength of the export market and on the domestic demand faced by crushers for
oilseed meal and vegetable oil. Conditions in Brazilian meal and oil markets
are discussed in the following section on the oilseed crushing sector.
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Size of the Brazilian oilseed farm sector

Farmland avaiiability.--Brazil, geographically one of the largest
countries in the world, has extensive agricultural potential far beyond the
needs of its domestic market; the value of its agricultural exports in recent
years has ranked second only to that of the United States. The oilseed farm
sector has only in recent years become a significant part of Brazilian
agriculture. Soybeans, the base of the oilseed sector, have been grown in
Brazil since 1914; however, they did not become commercially important until
the 1960's. 1/ Soybean acreage in Brazil has grown rapidly over the last
several years, from less than 200,000 hectares in 1960 to 1.3 million hectares
in 1970, then to over 8 million hectares by 1983. According to Brazilian
researchers, some of the more important factors motivating increased soybean
production in Brazil during this period were "high profitability, subsidized
farm credit, double-cropping with wheat, mechanization, active farm
cooperative support, and extension support.™ 2/

The three producing regions for soybeans in Brazil are characterized as
traditional, expanding, and potential. 3/ 1Initial development of the soybean
crop took place in the traditional region, composed of the States of Rio
Grande do Sul, Parana, Sao Paulo, and Santa Catarina. The expanding region,
encompassing the central part of the country, particularly the States of Mato
Grosso and Mato Grosso do Sul, Goias, Maranhao, Minas Gerais, and Bahia, is
where soybean production has increased since the late 1970's, and the
potential region includes large areas of virgin land not yet settled.

Brazilian farmers in the traditional region initially planted soybeans
using seed and farming technology imported from the United States. This region
has supplied about two-thirds of Brazil's soybean production in recent. years,
and the expanding region has accounted for nearly all of the remaining soybean
production. The technology used in the expanding region has largely been
developed by Brazilian scientists.

Most land in the Mato Grosso do Sul section of the expanding region is
intrinsically poor for farming, with natural grasses predominating, but it
responds well to the use of lime and chemical fertilizers. The soils in the
expanding region can be made highly productive for soybeans by such treatment;
by one report, soybean farmers in this region “are earning good profits." 4/

In 1983, although the State of Mato Grosso do Sul contained 35 million hectares
of available arable land, only about 2 million hectares were planted in
soybeans. 5/ In that State, farmers have planted soybeans mainly on previously
virgin land in "cerrados" or forests, that require significant amounts of lime,
phosphorous, and potash. However, yields of soybeans in that State averaged

1/ Emidio Bonato and Amelio Dallagnot, "Soybeans in Brazil--Production and
Research,” and Warney Val, "History and Development of Soybean Production in
South America,” from World Soybean Research Conference III: Proceedings,
Boulder: 1985, Richard Shibbles, (ed.).

2/ 1Ibid.

3/ 1Ibid.

4/ Ibid., p. 1251.

5/ John Hopkins, USDA, Soybean Production in the State of Mato Grasso do Sul,
FAS telegram, Feb. 28, 1983.




from 1,800 to 2,000 kilos per hectare in 1982-83, although some large farms
achieved 2,400 kilos per hectare. Up to 20 million hectares may be suitable
for soybean planting. 1/

With sharply higher land prices in the traditional region, there has been
extensive migration of soybean farmers into the expanding region where land is
considerably less expensive. This region is Brazil's most rapidly developing
agricultural region, and it comprises about one-fourth of the land mass, with
potentially arable land of 110 million hectares for crops and another
90 million hectares for livestock and forestry. 2/ Only about 10 percent of
the arable land in the expanding region is currently under cultivation,
although the region has recently accounted for as much as 35 percent of
Brazilian soybean production.

Average farm size.--Farm size in Brazil varies by region, with soybean
farms in the traditional region ranging from around 30 to 100 hectares. 3/
Farmers in this region typically double-crop soybean plantings with wheat, and
there are well-developed farmer cooperatives that market and process soybeans.
In the expanding region, farms tend to be much larger, typically 500 hectares;
farms of 3,000 hectares are also reported.

Cost structure of oilseed farming

Comparisons of Brazilian and U.S. farm costs of production are difficult
because of the problems of exchange rates and economic returns to land, among
others. U.S. Department of Agriculture (USDA) researchers in 1985 studied
average variable farm costs of production for selected crops, including
soybeans in the United States, Brazil, and Argentina. Fixed land costs were
excluded, simplifying cost comparisons, but direct comparisons are somewhat
nisleading because these are not total costs of production. The average
variable farm costs of production in soybeans for 1980-82 are shown in the
following tabulation (in U.S. dollars per bushel): 4/

Ratio of cost
1980-82 to 1980-82

Region 1980 1981 1982 Average average cost
U.S. average......... ere e 2.06 2.01 1.83 1.97 100
U.S. Corn Belt/Lake States..... 1.42 1.51 1.46 1.46 74
Brazil (Southeast)............. 1.66 1.66 2.20 1.84 93
Argentina (Pergamino)...... ees. 1.73 1.76 1.70 1.73 88

Another study of soybean production costs in Brazil, Argentina, and the
United States found that Brazilian soybean costs, f.o.b. export port, were

1/ Bonato and Dallagnot, op. cit., p. 1255.

2/ USDA, Foreign Agricultural Service, "Three Proposed Railroad Projects and
Their Implications for Agricultural Production and Trade,” TOFAS telegram,
Brasilia, May 6, 1987, p. 2.

3/ Bonato and Dallagnot, op. cit.

4/ Alan Webb, et al., "World Agriculture Markets and U.S. Farm Policy,"
Agricultural-Food Policy Review, USDA, 1985, p. 101.
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$6.58 per bushel in 1986, compared with $7.29 per bushel in the United States,
as shown in the following tabulation (in U.S. dollars per bushel): 1/

Soybean cost item : Argentina Brazil United States
Variable costs.......cvvveniveerannsens. $2.17 $3.32 $2.41
Fixed costs 1/.....000vevrneneonsssensss _1.88 2.08 4,21
Total product1on cost..... crsiessse. 4,05 5.40 6.62
Marketing costs....... e e s e et .99 1.18 .67
F.o.b. cost to export port .......... coen 5.04 6.58 7.29
Ocean freight to Rotterdam.............. .50 .45 .34
F.o.b., delivered cost to Rotterdam ...... 5.54 7.03 7.63
Ocean freight to Japan......... cetesea . .88 .93 .70
F.o.b. delivered cost to Japan...... ceee 5.92 7.51 7.99

1/ Included in fixed costs are land rents as follows in U.S. dollars per
bushel: Argentina $.61, Brazil $1.16, and The United States $1.72.

In 1984, the Brazilian oilseed processors' association published an
estimate of the farm costs of production of soybeans for average farmers in
the principal producing region of southeastern Brazil. The Brazilian farm
variable costs of production in 1984 amounted to the equivalent of US$3.42 per
bushel, fixed costs were US$5.17 per bushel, and total f.o.b. export costs
were US$6.98 per bushel, as shown in the following tabulation: 2/

Itenm - Per ton Per bushel

Farm cost of production:

Variable:
Machine operation............ e ce.. $23.23 $0.63
Seeds......... e ettt ceeeeas .o 14.87 .40
Fertilizer........ Cees e et e . 23.14 .63
Chemicals......... ceserernans cherereaes 16.03 .44
Labor............. Ce et ae et a s s nes 1.35 .04
Other......... Ch et araise et et aans 47.20 1.28
Subtotal........ veerersseressssaneres 125,82 3.42
Fixed
Machinery......... Cerereer e Ceiesen 4.52 .12
Labor..... Cher e s Ceer e ceeaes 1.04 .03
Other..... seseerr s ceeean Cesesancen e e 58.43 1.59
Total farm cost....... . ceessee. 189.82 5.17
Marketing cost (f.o. b export port)
Freight....... ceeenne che e eae e 22.43 .61
ICM tax........... Ceeeerenense ceete s . 29.68 .81
Other taxes.......cooieveeveocronss Cereaas 6.67 .18
Shipping losses............. RN N 1.13 .03
Commissions........coeue. ceeeae et .98 .03
Port charges........... S seeseesanaonn .o 5.90 .16
Total marketxng cost........ et ree e 66.179 1.82
Grand total cost, f.o.b. export port 256.61 6.98

-1/ Gerald Ortmann, et al., Comparative Costs in Agricultural Commodities Among
Major Exporting Countries, Occasional Paper, Department of Agricultural
Economics, Ohio State University, Columbus, Ohio, Jan. 1987, App. 3.

2/ Associacao Brasileira das Industries de Oleos Vegetais (ABIOVE), Alimentos
para o Brasil, Brasilia, 1984.




Transportation costs

Transportation costs exert a key influence on Brazilian soybean produétion
and exporting. The ports of Santos, Paranagua, Porto Alegre, and Rio Grande
are the most important export points. 1In the past decade, storage and export
port facilities have been modernized and upgraded to handle increased soybean
production. The weakest and mostly costly link in the Brazilian marketing
infrastructure has consistently been the transport of soybeans from the farm to
the processor or the port. 1/ The majority of the soybeans move by truck, as
the rail system is inadequate and there are few navigable rivers. Brazilian
trade sources indicate that nearly one-half of the locomotives-serving the
principal soybean processors have recently been out of service because of a
lack of spare parts and inadequate maintenance. The acute lack of rolling
stock in the Brazilian rail system creates tight bottlenecks during the peak
marketing period. Farm-to-port transport costs were four times more expensive
in Brazil than in the United States during the late 1970's and early 1980's,
with most soybeans moving in 25-ton truck lots. 2/

U.S. soybeans appear to have a transportatlon cost_ advantage over
Brazilian soybeans for export shipments to ports in Japan’and ‘Western- .
Europe. 3/ Part of the U.S. cost advantage is attributed to the hlgh—cost
inland transportation system in Brazil where producers incur trucking costs of
$0.50 to $0.75 per bushel.

"High transportation costs are a major constraint to additional growth in
soybean production in -the _expanding region of Mato Grosso do Sul. Paving of
roads into this region would lower-these costs, as the existing rail line is
not adapted to carrying soybeans to ports and plants;- andﬂmost farmers must
rely on trucks to haul soybeans. The soybean farms in central Mat®’ ‘Grosso. are
about 550 miles from the nearest ports; in 1983 the truck shipping costs
amounted to US$0.82 to US$1.37 per bushel of soybeans, or 14 to 23 percent of
the f.o.b. cost at the port. 4/

"A 1986 study 1nd1cated that the costs of transporting soybeans from the
traditional region té port averaged $1.18 per bushel, or 18 percent of the
calculated f.o.b. port cost. 5/ In the United States,'the comparable cost of
transportation of soybeans from the farm to the prxnclpalrexport port (New
Orleans) was US$0.67 per bushel in 1986, or 9 percent of the calculated f.ovb.
U.S. port cost of $7.29 per bushel.

In 1986, the Government of Brazil announced a major investment plan to
build three railroad lines, improve the leading ports' facilities, and
undertake a r1ver~nav1gat10n project to enhance soybean marketing. 6/ The
first railroad expansion’ prOJect.(called the "soybean railroad") would link

P e

1/ uUsDA, Brazil-Annual Oilseeds Report, Mar. 30, 1983, i;f
2/ Williams and Thompson, op. cit., p. 9.

3/ Tenpao Lee, et al., "The Impact of Transportation Rates on World Soybean
Trade Competition,"” in R. Shibbles (ed.), op. cit.

4/ John Hopkins, op. cit., p. 4.

5/ Gerald Ortmann, et al., op. cit. .

6/ USDA, Brazil-Agriculture Situation 1986 p. 19; "Oilseeds and Products,"
World Production and Trade, May 20, 1987, p. 2; and TOFAS telegram, Brasilia,
op. cit., May.6, 1987.
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producers in the States of Parana and Mato Grosso do Sul to Brazil's largest
soybean port, Paranagua, through a 1,263 kilometer track; this rail line would
significantly reduce transport costs. A second railroad project is aimed at
the cerrados region, by building two rail lines from Gojas and Mato Grosso to
the export port of Tubariao, State of Espiritx Santo. A separate river
improvemént project was proposed. Total costs of these programs are estimated
at $2.3 billion. A 1,600 kilometer north-south rail line would also be

constructed through unsettled portions of central Brazil to a northeastern ]
port, connecting to an already existing rail line ending in a port in Maranhas.

GCovernment policies

The main Brazilian Government policies affecting oilseed production are
the rural credit system, which applies to all farm commodities and the minimum
price system. The rural credit system, funded through Government banks, has
over the years provided farm credit at interest rates well below market rates;
however, the overall size of the credit program has been sharply reduced
recently. The amount of credit available depends on the size of the farm, and
it is adjusted frequently with inflation. Three forms of credit exist:
production credit during the growing cycle, investment credit for fixed farm
facilities, and marketing credit. 1/ The production credit loans are used for
variable costs of production (so-called VBC loans), and repayment is made
during the 6 months following each harvest. The VBC for soybeans, estimated
for a "model" (average) farm with a yield of 1.75 to 2.0 metric tons per
hectare, is as in the following tabulation: 2/

Exchange rate

Brazilian conversion

cruzeiros U.S. dollar (cruzeiros per:
Year (cruzados) equivalent 1/ U.S. dollar)
1983/84...... 106,700 158 674
1984/85...... 407,000 189 2,150
1985/86...... 2/ 2/ 2/
1986/87..... . 2,340 170 13.77

1/ Converted at average prevailing exchange rate.

2/ Wot available.

On this basis, the average variable cost of soybean production on this 'model"
farm for 1986/87 was $170 per 1.8 metric tons, or $2.57 per bushel of soybeans.

The minimum price system is similar to the U.S. price-support system
wherein the Government provides loans either directly to farmers or indirectly
through producer cooperatives for crop storage after harvest. The minimum
price system is based upon a price for soybeans established by the Government
prior to harvest; a "marketing loan” normally lasting 90 to 180 days is made
using the stored soybeans as collateral. When a farmer receives such a loan,
any production credit previously received must be repaid.

1/ See USDA, Brazil-Annual Oilseeds Report, and Brazil-Agricultural Situation;
various years, for a full discussion on the complex details of this program.
2/ Comselho Monetario Nacional (CHMN).
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Recent policy changes.--With the new administration in 1985, the
Government shifted its support policies away from the production of soybeans
and other export crops, and towards the production of basic food crops
intended for domestic consumption, particularly corn, rice, manioc, and dry
edible beans. 1/ The policy encompasses land reform, research and extention
programs, credit, and price supports. The research and extension programs have
been reorganized to assist the smaller farmers that traditionally grow the
domestic food crops. Government loan programs have reduced credit to the
larger soybean farmers and have shifted support to food crop production,
resulting in more corn and fewer soybeans planted in crop year 1986/87.
Strict price controls were also imposed on all consumer products, including
food; inflation was temporarily abated, but there were shortages of many
products as a result of growing demand.

The change in the Brazilian price-support program adversely affected
soybean production. However, the support price for the 1986 soybean crop of
$4.13 per bushel, although below the world price for soybeans, still provided
price support for Brazilian soybean farmers in the more remote expanding region
of Mato Grosso do Sul. Brazilian support prices and comparable U.S. prices are
shown in the following tabulation (per metric ton): 2/

Source 1985/86 1986/87
Brazil:
Soybeans....... ceerere. $152 $147
{07} o o W 96 98
Soybean/corn ratio..... 1.58 1.50
United States:
Soybeans........... ... 184 1/ 175
1674 o + E 100 17 76
Soybean/corn ratio..... 1.84 1/ 2.32

1/ Estimated.

Since the implementation of the Government's policies emphasizing
production of basic food crops, there has been an increase in the soybean
support price with that in domestic inflation; in March 1987, it was
approximately $149 per metric ton ($4.05 per bushel). The Government usually
purchases soybeans from farmers located in the remote Mato Grosso and northwest
regions where transportation costs are high; in 1987, an estimated 2 milliomn
tons of soybeans will be purchased by the Government. 3/

Long-term Government soybean policies.--In 1986, the Brazilian Government
established a long-term "Plan of Goals," which has specific relevance to the
soybean sector. The Plan anticipateg)that by 1989 Brazilian soybean acreage
will increase by 700,000 hectares over the average 8.6 million hectares
planted during 1981-85. The Plan also envisions major Government
infrastructure investments in transportation, irrigation, and storage, all of
which would enhance the competitiveness of the domestic soybean farm sector.

1/ Ed Allen, "Brazilian Policy Shifts Supported U.S. Farm Act," Agricultural
Outlook, USDA, Sept. 1986, p. 18. )

2/ 1Ibid.

3/ USDA, Brazil-Agriculture Situation 1986, pp. 19-20.
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Processor policies.--Brazilian Government policies have generally favored
exports of soybean products over those of beans, primarily through the use of
the differential export tax system, but no direct subsidies have generally been
paid. The value-added tax, the ICM tax, is 13 percent on soybean exports, and
soybean meal and oil are taxed at 11.1 and 8 percent, respectively. 1/ Soybean
oil for domestic use is taxed at a rate of 16 percent within the State where
produced and 11 percent when it is sold for consumption in other States.

In 1983, the Brazilian Government made available l-year loans to soybean
processors at below market rates of interest; the amount of financing available
was up to 9 percent of the previous year's value of exports of refined soybean
oil and 7 percent of that of crude soybean o0il and of soybean meal exports.

The Government previously provided credit for the importing of soybeans under
a drawback scheme, which meant that the soybeans were processed into meal and
oil, which in turn were exported. This drawback financing is being eliminated,
and imports of soybeans are being sharply reduced. 1In the late 1970's and
early 1980's, the Brazilian Government also provided credit with interest rates
at below market rates for the construction of some soybean oil mills. 2/

Brazilian export controls.--The Brazilian Government has also employed an
extensive export registration program, largely to ensure that adequate domestic
supplies of soybean oil and meal are provided by soybean processors. 3/ The
Government has alternately tightened and loosened its export controls,
depending largely on the availability in a given year of soybean supplies. By
late 1986, for example, export registrations were closed for soybeans and
products to ensure adequate supplies until the 1987 crop was available.

U.S. soybean processors (the National Soybean Processors Association
(NSPA)) lodged a complaint in 1983 under section 301 of the Trade Act of 1974
against Brazilian (as well as Argentine and Malaysian) trade policies, alleging
that unfair trade practices have injured U.S. exports. 4/ Differential export
taxes were the principal programs cited in the complaint; following reductions
in the differential taxes, the dispute was resolved bilaterally.

Domestic price controls.--There have been extensive price controls over
the domestic sale of vegetable oils in Brazil, as well as quantitative controls
with regard to the sale of soybean meal. Price controls over the sale of
vegetable oils have been enacted to control the upward spiral of food prices
within Brazil. The most recent Brazilian policy with this regard was the
"“Cruzado plan," begun in 1986, which imposed price controls over all products
and services, as well as wages. In essence, the domestic price controls acted
to keep Brazilian domestic vegetable oil prices below that of world market
prices. 1In 1987, domestic price controls were relaxed for many consumer goods,
and prices began increasing at a monthly rate of 16 to 20 percent; retail
vegetable o0il prices were also allowed to rise subject to certain maximum
profit margins for retailers. 5/

1/ USDA, Brazil-Annual Oilseeds Report, Mar. 30, 1983, pp. 13-14.
2/ Carlos Augusto Santana, op. cit., p. 42.

3/ USDA, Government Intervention in Agriculture, Jan. 1987, pp. 30-31.
4/ Petition Seeking Relief Under Section 301 of the Trade Act of 1974, as

Amended, of the National Soybean Processors Association, before the United

States Trade Representative, Apr. 6, 1983, ) .
5/ In May 1987, the Brazilian Government had strict price controls on bread,

milk, and sugar; other food products are "subject to maximum allowable profit
margins,"” including vegetable cooking oil, rice, and coffee. See USDA,
“Retail Food Prices," TOFAS telegram, Brasilia, May 5, 1987.
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Net Government policies in Brazil.--In evaluating the net effects of
Government measures on soybeans and products, a 1987 USDA study of farm support
and tax policies in Brazil indicated that soybean products were taxed at a net
rate of 1 to 9 percent on a producer subsidy equivalent basis. 1/

A study in 1984 using econometric analysis of world soybean markets
concluded that Brazilian Government policies affecting its soybean and soybean
products markets during the 1970's and early 1980's may have actually resulted
in significantly larger, rather than smaller, U.S. production and exports of
soybeans, meal, and oil. 2/ The Brazilian policies may have caused a shift in
the destination of Brazil's soybean product exports but did not diminish the
overall volume of U.S. soybean oil and meal supplied to total world markets,
according to this analysis. The Brazilian policies also may have tended to
increase the total amount of meal and o0il entering world markets and diminish
the total amount of soybeans enterlng world markets (entering instead in the
form of meal and oil).

Technology

In general, Brazilian soybean farmers use equipment and technology very
comparable to those of U.S. farmers. 1Initially, soybean seed was introduced
directly from the southern United States into the traditional producing regions
of Brazil, along with U.S. farming machinery and cultural techniques. Since
then, Brazilian scientists have developed soybean seed varieties (cultivars)
and cultural practices that have improved soybean yields both in the
traditional and the expanding cerrados regions. Brazilian soybean yields
increased from about 1,100 kilos per hectare in the 1960's to about 1,700 kilos
per hectare in the 1980's (table 6-2). The higher yields tend to reflect
soybean cultivars better .adapted to local conditions, improved cultural
practices, and the shift of soybean production to the more fertile, virgin
soils of the cerrados. .

Brazilian researchers have developed most of the cultivars used in the
expanding region, as well as other cultural practices. Brazil has an extensive
research establishment with about 300 scientists engaged in full or part-time
soybean research in Brazil. The scientists have developed cultivars adapted to
the tropical environment and have pioneered the adapted cultural practices that
now are the basis of the expansion in soybean production. 3/

Overview of the Brazilian Oilseed Crushing Sector

Production, trade, and apparent consumption

Production.--Brazil's production of oilseed meal has shown stability
during the 1980's. From annual production levels of about 7 million metric
tons in the mid-1970's, meal output shot up to 11.3 million tons in crop year
1981/82, and has since fluctuated around 10 to 12 million metric tons per year
(table 6-3). The level of meal production depends on the crush of soybeans as
does vegetable o0il production.

1/ USDA, Government Intervention in Agriculture, op. cit., Pp. 30-31.
2/ Williams and Thompson, op. cit.
3/ Bonato and Dallagnot, op. cit., p. 1253,
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Following a rapid rise during the'late 1970's, Brazil's production of -
vegetable 0il stabilized in the 1980°'s at 2.5 to 2.9 million metric tons
annually (table 6-4). -.In crop year 1985/86, vegetable oil production hit a
record 3.0 million metrlc tons, but a drought cut back soybean supplies and
caused oil output to fall sharply in the following year to 2.5 million toms.
The level of aggregate vegetable oil output depends almost entirely on the
crush of soybeans, the source of about 90 percent of all vegetable oil since
1980/81. : :

Trade.--During .crop years 1978/79 to 1986/87, about 7S_percent of the
Brazilian output of soybean meal and 33 percent of soybean 0il output was
exported (table 6-2)., Brazil's exports of vegetable 0il have fallen off
considerably from early 1980's levels; from a record 1.39 million metric tons
in 1980/81, exports declined by nearly 60 percent during the next 5 years, to
609,000 tons in 1985/86 (table 6-4).  Exports have since recovered slightly to
662,000 metric tons in 1986/87. As sharply rising demand within Brazil for
vegetable oil curtailed export availability, exports ‘of soybean 0il fell to
21 percent of production in 1985/86, the lowest level in ‘several years. The
share was only slightly higher, at 26 percent, in 1986/87, still far below the
levels of 40 to 50 percent just a few years earlier. Vegetable oil imports
into Brazil have increased; soybean oil imports reached nearly 10 percent of
domestic consumption :in 1986/87. Brazil imports vegetable oil to supply
domestic shortages in the latter part of some marketing years, when it
oversells abroad early in the year, and fails to ma1nta1n adequate domestlc
inventories.

Brazil's exports of o1lseed meal have performed better. Such exports
totaled 7.1 mllllon metr1c tons in crop year 1986/87, only 12 percent below
the 1980-87 average of.7. 9 m1111on tons (table 6-3). Brazil's principal
export markets for oxlseed meal are ‘the EC and . Eastern Europe o

Egport compet1t10n —-Bra21llan exports of soybeans, meal, and’oil have
expanded as a result of a variety of factors, predominantly lower’ pr1ces but
also such things as.the effects of the U.S. grain embargo against the Soviet
Union. There are few dlfferences between U.S. and Brazilian soybean products,
although the commonly. traded U.S. soybean meal is 44—percent protein, and the
Brazilian is 45 to 46 percent There is some indication that certain European
feed manufacturers prefer Bra21llan meal (pellets) over U.S. meal, and pay a
slight premium for 1t 1/

Competition between Brazilian soybean products and those from the United
States and elsewhere occurs ma1nly oh a price basis. Since crop year 1979/80,
U.S. and Braz1llan soybean prices have been moving together Brazilian
crushers and exporters use the commodlty hedging of the U.S. futures and
mercantile markets, and thus their prices tend to reflect, very quickly, any
price changes in the U.S., EC, or Japanese marKets.

Export unit values showing comparable U.S. ,, Brazilian, and Argentine
prices for soybeans .and products. are shown in the follow1ng tabulatlon,
comp1led from data of the USDA (per metric ton):

c

1/ Comm1551on staff 1nterv1ew w1th ABIOVE staff Apr 30, 1987, - -

2/ Jorge Hazera,. "South Amer1can Soybean and’ Product Exports to Recover,.?oil
Crops Outlook and Situation Report “USDA, Apr. 1987.
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Item and year United States Brazil Argentina
Soybeans:
1981...ccueenncnnes $283 . 8278 $262
1982........ [ 244 247 225
1983. .. cciiiiarnnns 261 238 225
1984.......0000 e 278 291 273
1985. . civevnenennne 221 219 197
1986.....c0000vuene 202 203 1/
Soybean meal
1981l....c000ivvnnns 250 . 240 218
1982. . ...t ennnn 227 209 182
1983. .. cciiiviennne 235 211 207
1984.......000000nn 227 192 182
1985.....00000 v... 185 134 139
1986....c0000neunsn 206 181 1/
Soybean oil: ‘ '
1981.......000000en 579 508 514
1982......0000000e . 521 447 416
1983. ...t eannn 539 431 456
1984......000ccnne 751 702 681
1985....00ceinenes . 1737 632 565
1986........000000 468 361 1/

1/ Not available.

Apparent consumption.--As in other countries, the principal determinants
of domestic Brazilian demand for oilseed products are population growth, real
income, and the relative prices of meat products. During the last several
years, Brazil‘'s population has grown at an annual rate of about 2.5 percent,
reaching 135 million in 1985. 1/ Real wages declined between 1981 and 1984,
but have since recovered, increasing by 3 percent in 1985 and by 8 to 9 percent
in 1986. 2/

Per capita consumption of meat and vegetable oil is about one-third of
that in the United States, but it has been growing in recent years, as shown
in the following tabulation (in kilos per capita): 3/

: Brazil United States
It 1984 1985 1986 1984 1985 1986
Poultry meat..... 8 9 10 30 32 33
Red meat......... 21 22 21 19 79 18
Total meat..... 29 31 31 109 111- 111
Vegetable oil.... 13 12 15 23 25 26

EgBS..cccveesnns 70 93 95 261 255 252

1/ 1ADB, op. cit., p. 220.

2/ 1Ibid., p. 220, and USDA, Brazil-Agriculture Situation 1986, Mar. 1, 1987,
PP. 2-4.

3/ USDA, World Indices of Agriculture and Food Production, 1976-85; and USDA,

Brazil-Agriculture Situation, 1986, p. 34; Agricultural Outlook, Mar. 1987;
World Agricultural Situation and Qutlook, Mar. 1987, pp. 13-14.
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Apparent consumption of vegetable oil in Brazil increased from 1.2 million
metric tons to 2.1 m11110n tons during crop years 1977/78 to 1986/87, or by
about 6.9 percent annually (table 6-4). Consumption of oilseed meals also
increased by 6.9 percent during thls per1od (table 6-3). Soybean oil is a
staple of the Brazilian diet, and its price and availability are key policy
variables for the Government. The consumption of soybean meal in Brazil has
risen largely as Brazilian poultry production expanded sharply, with a good
share of that poultry also destined for export. 1In 1986/87, as a result of the
sharp rise in real wages (resulting from the Cruzado plan), beef supplies
became very scarce, and consumers turned to poultry (broilers). As broiler
production rose, it boosted demand for soybean meal by about one-third over
1985/86. 1/

" Oilseed crushing industry

Until the mid-1960's, the dominant oilseeds crushed in Brazil were peanuts
and cottonseed, with cottonseed accounting for over one-half of the crush. The
crushing industry was composed largely of small- and medium-sized, family-owned
plants that crushed cottonseed, peanuts, and castor beans. 2/ When soybean
production began its rapid growth in the late 1960's, these crushers turned to
soybeans. Since 1971, soybeans have accounted for the majority of oilseeds
crushed in Brazil; by 1986, they accounted for over 90 percent of the crush of
all types of oilseeds. The older oilseed industry was gradually replaced by
more modern and larger facilities that employed the efficient, continuous
solvent-extraction method used by most plants in the United States.

Multinational corporations have operated for a number of years in Brazil;
thus, the transfer of technology and managerial skills from the United States
to Brazil was relatively simple. There are four multinational companies
operating in Brazil that also operate in the United States, according to trade
sources.

Number and capacity of oilseed crushers

The number of companies. in Brazil processing oilseeds amounted to about
130 in 1977. 3/ 1In 1987, there were an estimated 90 companies processing
oilseeds. 4/ 1In 1978, about 34 percent of Brazil's soybean processing capacity
was owned by multinational companies, 52 percent by private Brazilian firms,
and the remaining 14 percent by farmer cooperatives. 5/ Over the past
15 years, the larger plants (with daily crush capacity of 1,500 metric tons or
larger) have been expanded, as shown in table 6-5. Most of the older and
smaller plants are owned by private Brazilian firms, and a number of these

1/ Commission staff interview with ABIOVE staff, Apr. 30, 1987.
2/ Williams and Thompson, op. cit., pp. 4-9; Carlos Augusto Santana, op. cit.,
Pp. 37-42; and Karen Gulliver, The Brazilian Soybean Economy: An Econometric

Model With Emphasis on Government Policy, unpublished dissertation, University
of Minnesota, 1981, pp. 33-38.

3/ Williams and Thompson, op. cit., p. 7.

4/ ABIOVE, op. cit., p. 52 and Commission staff interview with ABIOVE staff,
Apr. 30, 1987. . o o _ _ : , '

5/ USDA; Brazil: Soybean Crushing Capacity, FAS telegram, June 1, 1978.
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smaller, less efficient plants did not operate year round. Meanwhile, the
large soybean plants operated at rates of 85 percent (or 300 days per year). 1/
In 1984, there were 90 firms processing soybeans in Brazil, and total daily
plant capacity was 92,000 metric tons as estimated by ABIOVE and shown in the
following tabulation: 2/

Daily nominal

State installed capacity Share of total
' Metric tons per day Percent

Rio Grande do Sul...... ... 34,600 38 -

Parana........c.coececeusnes 30,700 33

Sao Paulo.......... e 17,000 19

Santa Catarina............ 7,700 8

Goias..... Cere e 800 1

Minas Gerais............. . 700 1

Mato Grosso do Sul..... v 700 ‘ 1

Rio de Janeiro......... con 100 Cos 1/
Total.............. . 92,000 100

1/ Less than 0.5 percent.
Note.--Because of rounding, numbers may not add to the totals shown.

In 1976, the total oilseed crushing capacity in Brazil was about
10.4 million metric tons, with most of this held by plants each with a daily
crush capacity of less than 600 tons (table 6-5). Since 1977, the number of
oilseed crushing firms declined to about 90, with the total crush capacity
increasing sharply to 27 million tons by 1984. Most of theseé new plants built
since the mid-1970's have been financed either by the larger companies, which
raised their own capital, or partly by Government loans. A number of the
loans provided through Government assistance carried negative real interest
rates. 3/ Data on the size of Brazilian crushing capacity are limited, but it.
is believed that the crushing capacity has remained since 1984 at around
27 million tons annually with older plants in the traditional areas closing,
and new plants opening mainly in the expanding region (tables 6-6), based upon
estimates by USDA and the Brazilian oilseed crushers association, ABIOVE. 4/

Most of the additional crushing capacity has been of the modern continuous
solvent extraction process, with individual plant capacity exceeding
1,500 metric tons daily; 11 million tons out of the 17 million tons in capacity
added during 1976-84 occurred in plants each sized at 1,500 or more tons daily.
In comparison, most U.S. soybean processing plants have a similar capacity
ranging from 1,200 to 2,000 metric tons daily. The Brazilian plants are
believed to be equipped with processing equipment comparable or 1dent1cal to
that of U.S. plants. 5/

1/ Carlos Augusto Santana, op. cit., p. 41.

2/ ABIOVE, op. cit., p. 52 and Commission staff 1nterv1ew with ABIOVE staff,
Apr. 30, 1987.

3/ Carlos Augusto Santana, op. cit., p. 40.

4/ ABIOVE, op. cit., p. 52.

5/ U.S. and European manufacturers of oilseed processing equipment operate in
Brazil either through subsidiaries or licensing. arrangements,-and therefore
oilseed processing equipment is largely identical to that available in the
United States or Europe.
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Most of the crushers are located in the traditional producing States of
Rio Grande do Sul, Parana, and Sao Paulo, which together accounted for
90 percent of known Brazilian crushing capacity in 1982. Lack of crushing
capacity in the Mato Grosso and other northwestern regions requires transport
of the beans over substantial distances to the mills in these three States.
Many of the processing mills are located either adjacent to ocean export
terminals, or to rail lines to ports, however, so that downstream transport
costs of exporting meal and oil are minimized.

The sharp expansion in Brazilian oilseed crushing capacity was brought
about chiefly by Government policies which favored the domestic processing of
soybeans and the exporting of the processed products, as well as by the
tremendous surge in domestic soybean production. 1In 1970, the utilization of
crushing capacity in Brazil was 66 percent, and by 1975 about 89 percent of
Brazil's crushing capacity was utilized (table 6-6). However, with the
construction of the larger mills, the utilization ratio of soybean mills in
Brazil began to decline, reaching 49 percent in 1986, meaning that nearly
one-half of apparent Brazilian crushing capacity was unutilized in that year.
In that year, 89 percent of Brazil's soybean output was crushed domestically.

Cost structure of oilseed processing

In 1984, the Brazilian oilseed crushers association estimated the
processing costs of Brazilian soybean crushers in early 1984 at about US$16 per
metric ton (exclusive of soybean purchases); individual cost items are as shown
in the following tabulation (per metric ton of soybeans crushed): 1/

Item Cost
Variable costs:
Fuel oil........civvevnennnns e $4.30
Hexane solvent.........cccceveu. . 2.36
Electricity..... cer e cereaen 1.14
Labor.......... e ettt 1.12
Coal.......onnns ceteesteeeanan .o .36
Wood..... ceraenens . ceeeean cenn .35
Other materials..... et eeenas 92
Services.............. Creeaes e .16
Subtotal...... Cheereeeas R 10.71
Fixed costs: :
Labor.....coivvveenen. ceeeresnan . 2.92
Other...... crereece e et 2.83
Total......... cre et ean . 16 .46

According to these data, the single most important cost was fuel oil,
which was $£4.30 per metric ton, or 26 percent of total processing costs. Other
significant costs were fixed labor (administrative, etc.) (18 percent) and
hexane solvent (14 percent).

The Commission received detailed revenue, cost, and production data from
U.S.-based firms on their Brazilian and Argentine soybean milling operations
for 1985 and 1986. To avoid disclosure of certain firms' operations in any one
country, these data were aggregated for both countr1es, and are summarized in
tables 6-7 and 6-8. :

1/ Data from ABIOVE. Assumes a 60 percent capacity utilization rate.
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The "average" reporting mill in this set of U.S.-owned mills produced
output of meal and o0il valued at an estimated $57.3 million in 1986, down from
$62.1 million in 1985. The value came mostly from meal, which although lower
unit valued, accounted for over 80 percent of the volume of the mill's output.
Declining volumes of meal and oil -output, combined with a drop in average crude
0il prices, caused the decline in the mill‘'s output value.

The principal cost incurred by soybean mills is for soybeans, total
purchases of which in 1986 amounted to $48.4 million, or about $155 per metric
ton. 1/ This cost increased over the 1985 level because of sharply higher
average prices for soybeans.

Crushers are a middle stage in the production chain for oilseed products,
and as such are concerned less with gross revenues or soybean costs than with
“the gross margin, the difference between gross revenue and cost per unit
processed. Revenue and cost data on a unit basis are presented in table 6-8.
The gross margin in 1986 totaled $28.55 per metric ton of soybeans crushed, or
16 percent of estimated output value. However, for mill operations in 1986 the
net margin was negative because total processing costs per metric ton were
$33.13, leaving a net loss of $4.58 per metric ton. The principal cause of
this drop from the positive net margin of $11.01 in 1985 was not rising
processing costs (which with overhead actually decreased), but the squeeze on
the gross margin caused by the increased soybean price and reduced oil price.

1/ USDA reported that the f.o.b. Rio Grande, Brazil price of soybeans was
$215 per metric ton in 1984/85 and $196 per ton in 1985/86.



Table 6-1
Oilseeds: Brazilian production, exports, imports, crush, and ending stocks, by type, crop years 1977/78 to
1986/87 1/ .
(In thousands of metric tons)
Item 1977/78 _1978/79 _1979/80 1980/81 1981/82 1982/83 1983/84 1984/85 1985/86 1986/87 2/
Production:
Soybeans...... .. 12,513 9,541 10,240 15,156 15,200 12,835 14,750 15,540 18,280 13,700
Cottonseed...... 977 844 1,076 1,057 1,120 1,164 1,198 995 1,630 1,085
Peanuts......... 324 340 465 545 310 305 250 220 325 2170
. Sunflowerseed... 3 3 5 23 35 21 4 3 3 3
Rapeseed........ 0 0 0 3 12 12 1 1 1 1
Total......... 13,817 10,728 11,786 16,784 16,677 14,353 16,212 16,759 20,239 15,059
Exports: ‘
Soybeans........ 2,581 659 638 1,577 1,502 191 1,316 1,580 3,456 1,200
Peanuts......... 36 20 26 38 43 18 10 12 20 30
Rapeseed........ 0 0 0 0 8 8 0 0 0 0
Total......... 2,617 679 664 1,615 1,553 823 1,326 1,592 3,476 1,230
Imports:
Soybeans........ 0 89 253 414 930. 1,252 34 154 428 350
Peanuts......... 0 0 0 0 0 15 0 0 15 0
Total......... 0 89 253 474 930 1,261 34 154 443 350
Crush: 3/ »
Soybeans........ 8,661 8,882 9,094 13,007 13,796 12,728 12,873 12,517 13,774 12,200
Cottonseed...... 909 114 1,001 983 1,043 1,087 1,121 909 1,555 1,000
Peanuts......... 220 230 353 432 190 252 190 160 285 190
Sunflowerseed... 3 3 5 22 34 26 3 2 2 2
Rapeseed........ 0 0 0 0 2 2 0 0 0 0
Total......... 9,793 9,889 10,453 14,444 15,065 14,095 14,187 13,588 15,616 13,392
Ending stocks of
soybeans 4/..... 1,090 1,057 923 1,091 1,037 704 230 681 1,001 599

1/ Crop year runs from October 1 to September 30 of the following year.

2/ Forecast on March 1986, except for soybeans, which is fore;ast on February 1987.

3/ Crush data represent reported or estimated crush.

4/ Stock data are not included for all commodities, and in most cases are USDA estimates.

are available, changes are included in consumption.

Source: Compiled from official statistics of the U.S. Department of Agriculture.

Where no stock data



Table 6-2
Soybeans and products: Brazilian harvested areas, yield, production, imports, exports,
crush, domestic consumption, and ending stocks, crop years 1978/79 to 1987/88 1/

Domestic
Year beginning Harvested Produc- consump- Ending
Feb. 1-- area Yield tion Imports Exports Crush tion stocks
Metric
1,000 tons per
hectares hectare 1,000 metric tons

Soybeans:
1978/79..... 1,782 1.226 9,541 89 659 8,882 9,720 1,057
1979/80..... 8,256 1.240 10,240 253 638 9,094 9,989 923
1980/81..... 8,774 1.7121 15,156 474 1,533 13,009 13,929 1,091
1981/82..... 8,501 1.788 15,200 934 1,502 13,796 14,686 1,037
1982/83..... 8,202 1.565 12,835 1,252 197 12,728 13,623 104
1983/84..... 8,136 1.813 14,750 34 1,316 12,873 13,942 230
1984/85..... 9,421 1.650 15,541 154 1,580 12,517 13,664 681
1985/86..... 10,153 1.800 18,2718 428 3,456 13,774 14,930 1,001
1986/87..... 9,215 1.477 13,700 350 1,200 12,200 13,252 599
1987/88 2/.. 9,300 1.774 16,500 50 2,000 13,500 14,596 553

Soybean meal:
1978/79..... k74 3/ 6,842 0. 5,368 3/ 1,461 151
1979/80..... 3/ 3/ 1,040 0 5,038 3/ 1,971 182
1980/81..... 3/ 3/ 9,968 0 6,936 3/ 2,595 619
1981/82..... 3/ 3/ 10,607 0 8,562 ¥ 22N 393
1982/83..... 3/ 3/ 9,879 0o 7,822 3/ 1,956 494
1983/84..... kY 3/ 9,960 0 7,994 3/ 2,169 29
1984/85..... ¥ ¥ 9,714 0 7,690 k74 1,952 363
1985/86..... k74 3/ 10,668 0 8,626 3y 2,100 305
1986/817..... k14 3/ 9,450 0 6,900 3/ 2,600 255
1987/88 2/.. 3/ 3/ 10,500 0o 7,500 3/ 2,900 355

Soybean 0i1: '
1978/79..... k74 3/ 1,629 0 522 3/ 1,110 97
1979/80..... 3/ 3/ 1,669 123 459 - 3/ 1,309 121
1980/81..... k74 3/ 2,463 3 809 3/ 1,516 262
1981/82..... 3/ 3/ 2,585 0 1,212 3/ 1,490 145
1982/83..... 3/ 3/ 2,392 22 813 3/ 1,505 181
1983/84..... 3/ 3y 2,408 43 947 3/ 1,575 110
1984/85..... 3y 3/ 2,353 144 920 3/ 1,580 107
1985/86..... 3/ 3/ 2,587 107 935 3/ 1,590 276
1986/817..... 3/ 3/ 2,290 160 420 3/ 1,950 356
1987/88 2/.. 3/ 3/ 2,525 50 550 3/ 2,000 381

1/ Crop year runs from October 1 to September 30 of the following year.
2/ Projected as of February 1987.
3/ Not applicable.

Source: Compiled from official statistics of the U.S. Department of Agriculture.



Table 6-3 . C e . .
Oilseed meal: Brazilian production, exports, imports, apparent consumption, and ending stocks, by type, crop
years 1977/78 to 1986/87 1/

" (In"thousands of metric tons)

Item 1977/18__1978/79 1979/80 1980/81 1981/82 1982/83 1983/84 1984/85 1985/86 1986/87 2/
Production: . R - ,
Soybean.......... 6,616 6,842 7,040 9,968 10,600 _ 9,879 9,960 9,714 10,668 9,450
Cottonseed....... 445 433 = 568 563 587 609 633 509 81 560
Rapeseed......... 0 0 0o 0 1 1. 0 0-- ] 0
Sunflowerseed. ... 1 1 2 .. 10 15 12 1 1 1 1
Fish....ooiaen... 21 2 . 2 26 5 25 28 29 29 29
Peanut..... PR 85 89 . 137 1617 14 93 12 61 108 ‘72
Total.......... 1,174 1,387 1,761 - 10,734 - 11,302 "10,619 10,694 10,314 11,677 10,112
Exports: . o S ' ’
Soybean.......... 5,329 5,368 5,038 5,938 8,562 1,822 7,994 1,690 8,626 6,900
Cottonseed....... 22 23 30 50 44 86 179 103 150 140
Sunflowerseed.... 0 o 0 2 0 1 0 0 0 0
Fish...ovvvennn.. r -3 . 0o . 0 0o 5 10 8 1 17
Peanut........... 48 53 86 ;102 . A4 4 37 13 64 20
Total.......... 5,400 5,447 5,154 . 7,092 8,650 7,962 8,220 7,814 8,847 7,067
Apparent consump- LT C SR . : - :
tion: 3/

. Soybean.......... 1,255 1,461 1,971 2,595 2,271 1,956 2,169 1,952 2,100 2,600
Cottonseed....... 423 410 538 513 543 415 502 406 625 500
Rapeseed......... 0 0 0 0 1 1 0 0 0 0
Sunflowerseed.... 1 1. 2 ,.. .8 . 10 . 5 1T .. v 1
Fish.iooieaananns % . 19 . 20 . 2 . 2 20 18 -2 22 22
Peanut........... 31 36 51 65 30 51 35 48 44 52

Total.......... 1,742 - 1,927 2,582 3,207 - 2,880 2,508 2,725 2,428 2,792 3,115

Ending stocks of . - - ) . . .

soybean meal 4/.. 138 151 - 182 619 393 494 291 363 305 255

1/ Crop year runs from October 1 to Septenber 30 of the folloulng year.

2/ Forecast on March 1986, except for soybean meal which is forecast on February 1987.

3/ Consumption data represent "apparent consumption®" and 1nclude all disappearance as well as some changes in
stocks.

4/ Stock data are not included for all’ ccnnnd1t1es and in most cases are-USDA est1mates Where no stock data
are available, changes are. lncluded in consunption ’ > i
Note.--Import data of oilseed meals'aée stathtically'nédliéible.

Source: Compiled from official statistics of the U.S. Department’ of Agriculture.
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Table 6-4 .
Vegetable and marine-animal oils: Brazilian production, exports, imports, apparent consumption, and ending
stocks, by type, crop years 1977/78 to 1986/87 1/

{In thousands of metric tons)

Item 1977/78 1978/79 1979780 1980/81 198172 1982/83 1983/84 1984/85 1985/86 1986/87 2,

Production: _
Soybean.......... 1,585 1,629 1,669 2,463 2,585 2,392 2,408 2,353 2,587 2,290
Palm....ccocvuenn 12 15 16 13 7 16 18 21 22 24
Sunflowerseed.... 1 1 2 8 12 9 1 1 1 1
. Rapeseed......... 0 0 -0 0 i 1 0 0 0 0
Cottonseed....... 136 129 168 166 173 181 187 151 259 170
Peanut........... 62 65 100 128 54 81 60 46 83 55
Fisho.oooenvaen.. 1 0 1 1 _ 2 2 2 2 2 2
Total.......... 1,797 1,839 1,956 2,119 2,844 2,666 2,676 2,514 2,954 2,512
Exports
Soybean.......... 560 522 459 1,212 8713 947 920 935 420 $50
Palm.........c.... 0 0 0 0 4 6 4 6 6 7
Sunflowerseed.... 0 0 0 3 6 4 0 0 0 0
Cottonseed....... 22 14 35 52 93 92 18 95 110 80
Peanut........... 49 61 81 120 50 16 57 26 13 25
Fish.voeeeeaane.. 0 0 ] 0 0 0 0 0 0 0
Total.......... 631 597 576 1,387 1,026 1,125 1,059 1,062 609 662
Imports of soybean '
3 1 I 0 0 123 3 0 22 43 144 107 160
Apparent consump-
tion: 3/
Soybean.......... 1,025 1,110 1,309 1,516 1,490 1,505 1,575 1,580 1,590 1,950
Palm......cccunue 12 15 18 13 13 10 14 15 16 17
Sunflowerseed.... 1 1 2 S 6 S 1 1 1 1
Rapeseed......... 0 0 0 0 1 1 0 0 0 0
Cottonseed....... 14 15 133 114 80 89 82 83 115 124
Peanut........... 13 4 19 8 4 S 3 20 10 30
Fish...coovnunnns ' 1 0 1 1 2 2 2 2 2 2
Total.......... 1,166 1,245 1,482 1,657 1,596 1,617 1,677 1,700 1,734 2,124
.Ending stocks of ,
_ soybean meal 4/.. 100 - 97 121 262 145 181 110 107 216 356

Y/ Crop year runs from October 1 to September 30 of the following year.

2/ Forecast on March 1986, except for soybean 0il which is forecast on February 1987.

3/ Consumption data represent "apparent consumption" and include all disappearance as well as some changes in
stocks.

4/ Stock data are not included for all commodities and in most cases are USDA estimates. Where no stock
changes are available, changes are included in consumption.

Note.--Other than soybean o0il, the only significant vegetable oil imported was olive oil. Imports of olive oil
amounted to an estimated 11,000 metric tons annually during 1977/78 to 1986/87.

Source; Compiled from official statistics of the U.S. Department of Agriculture.
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Table 6-5
Oilseed processing industry: Brazilian crushing capacity, by size of firm and
States, 1976, 1979, and 1982-84

Item 1976 1979 1982 1983 1984
Million metric tons

Daily crush capacity of

plant: :
0-599 metric tonS.....coveeenenencencnn. 5.78 5.714- 6.48 6.48 6.48
600-1,499 metric tons.......cccveuceen. 2.75 3.95 1.55 1.12 8.02
1,500 metric tons and larger............ 1.89 2.88  12.96 12.96 12.96
L1 10.42  12.47 _21.09 21.21 21.51

Percent of total capacity

Share of crush technology:

Continuous solvent process.............. Vv Vv 88 88 88
Noncontinuous solvent process........... vV Vv n n n
Mechanical press.......cccccevevecnaaans V4 |V 1 1 1

Total .. iiiiininaiineeaecennssannannas 100 100 100 100 100

Location of plants:

Rio Grande do Sul........c.ccccvvvenncnan 2/ 39 v 39 Vv 38
T T T 2/ 30 Vv 33 Vv 33
S30 PaU0...cviieiiniiiiiainniinaaenneas 2/ 25 Vv 19 Vv 19
Santa Catarina........ccceevviinncnnnnns 2/ 5 Vv 9 V 80
Al other....coieiiinninnicirnnnncanenes 2/ 1 1/ 1 1/ 2

Total..oienerneennnnnnsn ERRPRTRPEPRPTE 100 100 100 100 100

1/ Not available.
2/ Data are for 1977.

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

Source: Data of Associcao Brasileira do Industria de dleds Vegetais (ABIOVE),
quoted in USDA, Brazil-Annual Oilseeds Report, Mar. 30, 1983; Gary Williams

and R.L. Thompson, The Brazilian Soybean Industry, Oct. 1984, p. 7.; ABIOVE,

Alimentos: Um Desafio para o Brazil, 1984, p. 52 (based on a 300-day
operating year). .




Table 6-6
Soybeans: Brazilian crushing capacity, crush, and capacity utilization,
1970-87
Ratio of crush- Share of the
Oilseed Capacity ing capacity soybean produc-
crush Crush of utilization to soybean tion crushed
Year capacity soybeans ratio production domestically
1,000 metric tons Percent
1970........ 1,405 932 66 93 62
197........ 2,040 1,700 83 98 82
1972........ 2,671 2,132 80 81 65
1973........ 3,306 2,74 82 66 54
1974........ 5,000 4,302 86 63 55
1975........ 6,200 5,516 89 63 56
1976........ 8,200 6,374 18 13 57
1977........ 12,000 8,661 72 96 69
1978........ 14,000 8,882 63 147 93
1979........ 15,000 9,094 61 146 89
1980........ 18,000 13,009 72 119 86
1981........ 20,000 13,796 69 134 92
1982 1/..... 23,000 12,728 S5 180 99
1983........ 27,000 12,873 48 183 817
1984........ 21,000 12,517 46 174 81
1985........ 27,000 13,774 51 147 15
1986........ 217,000 12,200 45 182 89
1987 2/..... 21,000 13,500 S0 152 82

1/ Interpolated between 1981 and 1983.

2/ Forecast.

Source: Gary Williams and R.L. Thompson, op. cit., Karen GulliVer,'Ihé
Brazilian Soybean Economy... (unpublished dissertation), University of

Minnesota, 1981, p. 33; Carlos Augusto Santana, The Impact of Egonomicf
Policies on the Soybean Sector of Brazil, University of Minnesota, 1984,

p. 39; USDA, Brazil-Annual Oilseed Report, various issues, and Foreign

Agriculture Circular on Oilseeds and Products, various issues.
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"Table 6-7

South American soybean mills: average mill output value, costs, production,

and prices, 1985 and 1986 1/

Item 1985 1986
Value of output: 2/ )
Soybean meal........covviiiinrnnienanans 1,000 dollars... 34,577 39,688
Crude soybean 0il........ccvieeenns sesesecinsiians do.... 27,489 17,635
Total....... eeerenrecaeaaaaaa e eeeeereeaeeraae, do.... 62,066 51,323
Cost of goods SOWd 3/......coveieieinnenccconnnanes do.... 44,772 48,388
Manufacturing costs:
Direct labor..........ccuvnnes fececrcrenstneenanas do.... 424 482
Fuel, power, and utilities.......cciciveennnnnnnn. do.... 1,208 1,169
Repairs.......... eeeeaescecesecattonnasasssonnnann do.... 334 432
Solvent.....cociiiiiiiiiiiiiiiiii it ettt e do.... 209 192
Depreciation and amortization..................... do.... 1,235 1,313
OtRer. . iieiiieiieecasneacacsasassanssnascoannnns do.... 608 832
Subtotal.......iiiiiiiiiiiiiic ittt iti e acacaaas do..... 4,018 4,420
General, selling, and administrative expenses..... do.... - 3,287 3,540
Financial expenses or (income) A _
and corporate overhead...... eieees eeeecananaeaas do.... 5,152 1,958
Grand total costs.................i.leee......do.... 58,323 58,757
Practical annual crush capacity....... 1,000 metric tons... = 522 589
Capacity utilization rate..........cccvveeno.... percent... 65 53
Soybeans crushed........cccceunaen +..1,000 metric tons... 340 313
Production: ' ' ’
Soybean meal for animal feed..............c.c.ene, do.... 261 245
Crude soybean 0il.....cccvvienriiccerercnnncnancas do.... 63 58
Average prices paid or received: 4/
SOYDEANS < v v evreerenannnnnnnnnennanraans per metric ton... $129.79 $143. 11
Soybean meal........ciieneiccaariicinaanacnaananns do.... $132.48 $161.99
Crude soybean 0il.......coviviiiiiinniinnanaanann do.... $436.33 $304.05

1/ Data cover U.S.-owned soybean mills in Brazil and Argentina. Averages are

simple averages except where noted.

2/ Estimated by multiplying the volume of production of meal and oil times the

average prices received.
3/ Cost of purchase of soybeans minus inventory change.

4/ Average prices are weighted by volume per reporting mill. Soybean prices
are c.i.f. mill. Soybean meal prices are for 44 percent protein meal, f.o.b.

mill. Soybean o1l prices are f.o.b. mill.

Source: Compiled from data submitted in response to questionnaires of the

U.S. International Trade Commission.
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Table 6-8
South American soybean mills: mill output value, costs, production, and
prices, per metric ton of soybeans crushed, 1985 and 1986 1/

(Per metric ton)

1tem 1985 1986
Value of output 2/.......cccoiiinnaccnnnaes ceceeanaens $182.55 $183.14
Cost of goods SOTd....c.ciivineenonsacccarsoncasenass 131.68 154.59
Manufacturing costs:
Direct labor........ Ceecetecentacsanseansnnans cerees 1.25 1.54
Fuel, power, and utilities...........cieevnnan cervee 3.55 3.73
REPAIPS. et eereeranecsoacasscnncannns eteceennaenn 0.98 1.38
SOIvent. . .ciiiiiieaiesreccitarieintanansncans carees 0.61 0.61
Depreciation and amortization......ceeeeeveeccnccnns 3.63 4.19
Other. . ciciiiraieeeeiuietoaneoncconrescnnssosnscsnsnans 1.79 2.66
B-T1+3 ] - | 1 . 11,82 14.12
General, selling, and administrative expenses....... 9.67 11.31
Financial expenses or {income) and corporate
overhead............... Cteestiecncctansasantennae . _15.15 6.26
Grand total CcoStS....iiciiiicnienniacnntnnnnnons 171.54 187.72

1/ Data cover U.S.-owned soybean mills in Brazil and Argentina. Averages are
simple averages across reporting mills (taken from table 6-7), divided by
volume of soybeans crushed.

2/ Combined value of meal and oil.

Source: Compiled from data submitted in response to questionnaires of the
U.S. International Trade Commission.



CHAPTER 7.--0OIL PALM INDUSTRY OF MALAYSTIA

Intpoductidn

Malaysia is in a unique position in global trade in oilseeds and oilseed
products. 1In contrast to the United States, Brazil, Argentina, and. the e
European Community (EC), Malaysia is a major force in vegetable oils,- rather-
than oilseeds and oilseed meals. Palm oil is the country's largest crop and
has made Malaysia the world's leading producer and exporter of vegetable oils.
The flesh of the oil palm fruit produces palm oil but no meal; the kernel: of
the fruit produces palm kernel oil and a low protein meal much less
commercially important than other oilmeals in world trade. :

Malaysia's crop is produced for its oil value, competing with the least
emphasized part of the oilseed complex of most other countries, but has become
dominant mainly because of its volume of production and éxports:. . The :emergence
of Malaysia has created an entirely new competitive force for the U.S. soybean
industry to deal with, unlike any other rival country thus far. Lot

Geographically there are two parts to Malaysia, West (Peninsular) and
East. Currently, the vast majority of the palm oil production ‘and ﬁtocessing
occurs in West Malaysia because the 1ndustry is still in the developmental. .
stage in East Malaysia. For purposes of this discussion, no dlst1nct1on W111
be made between all of Malaysia and West Halay51a

Product description and uses

Because palm oil production and products differ from the oilseed ¢omplexes
of the previous countries, it is appropriate to discuss the description and
uses of the products of the oil palm ‘industry. This section also includes a
brief description of the production process- " e T A

Description.--The oil palm 1/ is a perennial tree crop which, although
indigenous to West Africa, has thrived in Southeast’ Asia (primarily Halays1a
and Indonesia), where climate and soil cond1t1ons are ideal for its ~
cultivation. .0il palm trees produce a small (f15—sxzed), oleaginous fruit- in
bunches of 1,000 to 3,000 fruits each, with a bunch weighing 20 to 30 kilograms
(45 to 65 pounds). The trees produce fruit year round, althougl in “a seasonal
pattern that peaks in September and October.

R

0il palm trees are germinated from seed and grown in a nursery ‘for 10 to
12 months prior to field planting. O0il palm trees begin to yield cémmercial-
quantities of oil at about 2.5 years, with yields rising: rap1dly to 'a peak-at 8
to 10 years, and then slowly declining thereafter. The economic life of an oil
palm tree is 20 to 30 years. In recent years, replanting has been done ‘at:
about 21 to 23 years, depending on the tree's production and the economic ;'
condition of the plantation on which it is grown. 1In Malaysia, the average
yield of fruit at the palm's maturlty is 18 to 25 tons per hectare;’ the average
0il yield is 6 tons per hectare on a fully mature plantatlon

L

1/ The reader should note the difference between'"01l palm,” thertree, and
palm oil,"” the product processed from the fru1t of the oil palm. ' -
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The yield of palm fruit per hectare varies by tree variety. The dominant
oil palm is the Tenera variety of the species Elaesis guineensis, which yields
an oil-to-fruit bunch ratio of 22 percent. For a single fruit, the fleshy
pulp (mesocarp), which surrounds the nut (pericarp and kernel), contains about
50 percent oil, and the kernel contains about 46 to 57 percent oil, by weight.

A Uses.—-The fruit's pulp is processed into a vegetable oil similar to
soybean oil. A heavily saturated lauric oil similar to coconut oil is obtained
from the kernel. The residual cake from the kernel is, like other cakes and
meals, used in the manufacture of animal feed. Palm and palm kernel oils are
used for some of the same purposes as other vegetable oils, which is a cause of
controversy in the United States. U.S. soybean industry interests maintain
that consumers incorrectly perceive all palm-derived oil and coconut oil as
unsaturated vegetable oil, to the detriment of producers of soybean, sunflower-
seed, and other oilseed-based vegetable oils. Currently, the U.S. industry is
involved in a promotional program designed to increase consumer awareness of
the nutritive differences between various types of vegetable oils. 1/

Methods of production.--0il palm trees are grown on plantations, usually
in combination with other crops such as rubber, cocoa, or coconut. The first
plantations were located on the west coast of Peninsular Malaysia, where
growing conditions are best, then spread to the east coast and interior
locations, and finally to East Malaysia. The Malaysian plantation sector is
characterized by a combination of good management practices, extensive
research, favorable soils, substantial rainfall and sunshine, political
stability, and a detailed infrastructure, all of which helped make it a world
~ leader in the production of oil palm and natural rubber. 2/

The cultivation of oil palm, which in Malaysia was initiated in 1917, was
originally limited to the plantation (private) sector because of a need for a
high level of organization and capital investment. Cultivation was expanded to
small landholders (so-called smallholders) in the 1960's through the Government
land resettlement schemes, started under the primary direction of the Federal
Land Development Authority (FELDA). These Government schemes were started
partially to fulfill other development goals; one goal being to place the
native Malay on the land with homes and jobs. FELDA is the primary Government
agency promoting palm oil production.

As soon as o0il palm trees begin to yield fruit, plantation workers begin a
10~ to 15-day rotation checking on trees for ripe fruit. Once picked, oil palm
fruit is extremely perishable and must be processed within 24 hours to avoid
build up of free fatty acids and enzymes that cause quality deterioration. The
fruit is also easily bruised and the quality of the oil from damaged fruit is
lower than that from undamaged fruit. To minimize these problems, processing
facilities are located directly on the plantations.

. The crude palm oil that onsite processing plants produce is not very
perishable and is transported offsite for further refining into vegetable oil.
Palm oil refineries are reported to enjoy significant economies of size, and
the trend in recent years has been for larger plants, that are located at or
near export ports to minimize transport costs for refined products.

1/ Petition to the Food and Drug Administration and other materials from the
American Soybean Association on the labeling of tropical oils,

2/ Gary Ender, U.S. Department of Agriculture (USDA), Economic Research
Service, International Economics Division, Malaysia's Production of Palm 0Qil
with Projections to Year 2000, Staff Report No. AGES850710, Sept. 1985.
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Overview of the 0il Palm Industry

Unlike the oilseed complexes of other countries, the oil palm industry of
Malaysia is a single sector of palm growers/processors. Thus, there is no
-market for and no export trade in oil palm fruit. Data are seldom presented
on palm fruit production because such production is intended solely for crude
and processed palm oil production and only exists for a short period of time
(usually less than a day) before being converted into palm oil.

Palm o0il is an extremely important agricultural product in Malaysia.
Total area planted in oil palm, 1.5 million hectares in 1986, was second only
to rubber (1.9 million hectares). Production of palm oil was 4.5 million
metric tons in 1986, followed by rice with 1.9 million, rubber with
1.5 million, and palm kernels with 1.3 million.

‘Exports of palm oil amounted to 4.3 million metric tons in 1986, followed
by rubber exports of 1.6 million, and palm kernel oil exports of 520,000. The
export earnings of palm oil and products represented 12.6 percent of the 1985
total of $15.1 billion (at US$1.00=M$2.53), whereas export earnings of rubber
were 7.5 percent. Palm oil and products' export earnings were 6.3 percent of
the 1985 Gross National Product (GNP) of $30.4 billion, while those of rubber
were 3.7 percent. 1/

Production, trade,.and apparent consumption

" Production.--Malaysian production of palm 0il increased from 151,000
“metric tons in 1965 to 4.8 million in crop year 1985/86 (table 7-1).
Production is usually greatest during July-October and least in January and
- February. Virtually all crude palm 0il produced is refined domestically. Low
production in 1983 was widely attributed to plant stress associated with
"unusually high output from the 1982 crop, the first year in which the Cameroon
.weevil played a significant role. (The weevil aids in tree pollination.)
- Other contributing factors included lower fertilizer use because of low palm
oil prices in 1982, along with dry weather conditions in various regions in
early 1983, These factors, which negatively affected yields in 1983 and early
1984, were not particularly important in the last half of 1984, 2/

.The palm oil processing industry has grown to become the most important
agro-based industry in Malaysia. The downstream processing of palm oil results
in output, currently mostly in the form of processed palm oil products, such
as RBD (refined, bleached, and deodorized) palm oil, and RBD palm olein and
RBD palm stearin (liquid and solid fractions, respectively, of palm oil).

More than 90 percent of the industry's total output is processed palm oil,
reflecting the dominant presence of refining operations.

Palm kernel production in Malaysia increased from 553,000 metric tons in

- 1980 to 1.3 million in 1986 (table 7-2). Production has grown in general with
increased fruit bunch production, but not to the same extent owing to differing
percentages of palm kernel produced by each oil palm tree variety. The crush
of palm kernels has also increased, from 513,000 metric tons in 1980 to

1/ Profile of the Primary Commodity Sector in Malaysia, Ministry of Primary
Industries, Mar. 1986. ’
2/ Agricultural Attache Reports from Kuala Lumpur, Malaysia, various dates.
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1.4 million in 1986. 'Crushing tends to be greatest in the latter half of the
year. Production of palm kernel oil has increased with increasing crush, from
222,000 metric tons in 1980 to 415,000 in 1984.

Irade.--The Malaysian palm oil industry is highly export oriented. Since
1975, when crude palm oil was first processed locally, output of processed palm
0oil and related products has undergone phenomenal growth resulting in a
‘corresponding decline in crude palm oil exports. Today, more than 95 percent
of the output of the palm oil processing industry is exported.

Malaysia does not import any palm oil. :Exports of palm oil have risen
substantially from 141,000 metric tons in 1965 to nearly 4.0 million in crop
year 1985/86 (table 7-1). Exports of palm kernel oil also increased from
215,000 metric tons in 1980 to 376,000 in 1984 (table 7-2). o

Exports of processed palm oil and palm oil-based products grew steadily at
a 34-percent average annual growth rate during 1975-84. 'Palm oil and palm
olein, together, represented more than 75 percent of total processed palm oil
exports, with the relative contribution of each varying annually because of
the price sensitivity of the export duty exemption scheme. 1/

World production of palm oil increased from 5.9 million metric tons in
crop year 1981/82 to 8.1 million in 1985/86 (table 7-3). The primary producer
of palm 0il was Malaysia; Indonesia accounted for the next largest share and
grew in importance. During the same period, world exports of palm oil
increased from 3.4 million metric tons to 5.3 million; Malaysia was the largest
exporter, followed again by Indonesia. The five major export markets for
processed palm oil from Malaysia were India, Singapore, Pakistan, the United
States, and Japan (table 7-4). Total exports increased from 2.7 million
metric tons in 1982 to 4.4 million in 1986.

The major vegetable o0il consuming countries are also the major palm oil
importers. World imports of palm oil increased from 3.2 million metric tons in
crop year 1981/82 to 5.4 million in 1985/86 (table 7-5). 1India was the largest
importer of palm oil, followed by Pakistan and the United States.

Apparent consumption.--Domestic demand in the palm oil industry can be
viewed from two different angles: demand for finished products and demand for
palm oil and palm kernel oil to manufactureé finished products for local and
export markets. Malaysia's low domestic demand for finished products is mainly
due to its small population. 1In 1975, the domestic demand for palm oil for
downstream product production was only 90,000 metric tons, but by 1984 was
estimated to have increased to 318,000 metric tons. '

Malaysian apparent consumption of finished products has been relatively
low, but increased from 6,000 metric tons in 1968 to an estimated 543,000 in
1985/86. The increasing output of cooking o0il reflects the trend among
Malaysian consumers to readily accept palm oil as a cooking medium. Apparent
worldwide consumption of all palm oil increased from 5.5 million metric tons
in 1981/82 to 7.8 million in 1985/86 (table 7-6). 1India was the leading
consumer of palm oil, followed by Nigeria, Indonesia, Malaysia, and Pakistan.

1/ Palm Oil Registration and Licensing Authority, Ministry of Primary
Industries Malaysia, Palm 0il Update--"A Review of the Malaysian Palm 0il
Industry 1985,' Kuala Lumpur, Malaysia, Jan. 1986.
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There is a high local consumption of palm kermel oil in producing
countries other than Malaysia. Although the use of palm kernel oil is low in
Malaysia, there is great potential for increased usage. The palm kernel oil
edible market is highly quality conscious. o

There is limited domestic demand in Malaysia for other oilseed meals and-
oilseed-based vegetable oils. Unlike its palm-oil production, Malaysia's
soybean production is practically nonexistent, because of unfavorable climatic
conditions for raising soybeans. Some soybeans and soybean meal are imported
to supply Malaysia's livestock and food processing industries. A rising
domestic demand for soybean meal has been met increasingly from locally crushed
production of imported soybeans.- Malaysian consumption of soybean oil is
ninimal, since vegetable‘pil consumption is based on locally produced palm oil.

Malaysian imports of soybeans ranged from 261,000 metric tons in crop year
1980/81 to 173,000 in 1984/85. The Un1ted States was the leading supplier
until 1984/85, when China became the pr1mary source and imports from the United
States were 1ns1gn1f1cant

Influences on trade

Palm oil competes directly with more than 16 major oils and fats, mainly
soybean, sunflowerseed, rapeseed, and marine oils, and its use depends more on
its cost and availability relative to other oils than on its specific

“attributes. Other factors influencing its use include the reliability of
supply and the supplier's adherence to quality standards. 1/ Aside from the
need to address specific price and quality requirements of importing countries,
the ability to provide’ longer cred1t periods is becoming increasingly important
in the competitive oils and fats trade. Unlike palm oil, palm kernel oil
competes basically w1th coconut oil whlch 1s produced mainly in the Philippines
and Indonesia.

Since the late 1970's, the major feature of world imports of palm oil has
been the decline in the relative importance of imports into industrialized
countries and a corresponding expansion among a number of developing countries.
Per capita consumption in developed countries has leveled off and, very often,
palm oil is not able to meet the very stringent technical and quality
requirements. Consequently, palm oil has to be priced at a steep discount to
other vegetable oils in order to compete. Oilseed supplies continue to grow in
developed countries, particularly in the EC, making it 1ncreas1ngly difficult
‘for Malaysia to flnd a market for its oil. 2/

In the last decade, developing countries such as India and Pakistan have
absorbed most of Malaysia's ‘palm oil supplies. These countries are now trying
to save foreign exchange and have aggressively encouraged domestic production
of oilseeds to replace imports. Further, many potentlally large markets in
developing countries, particularly in Afr1ca, are faced with huge debt problems

and are unable to buy ed1b1e oils.

ll World Bank, Commodity Studies and Projections Division, Economic Analysis.
and Projections Department, Palm 0il Handbook, June 1985; discussions with -
Government and industry representatives in Malaysia, Apr. 1987.

2/ Agricultural Attache Reports from Kuala Lumpur, Malaysia, various dates.
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Malaysia's success in exporting larger quantltles of palm oil will largely
depend upon oilseed production and vegetable oil import policies of key
developing countries, particularly in Asia. 1/ The low relative price of palm
oil products, coupled with their technical suitability, have made them readily
acceptable in Third World markets. Virtually all of Malaysia's palm kernel
meal exports go to Europe, to be used as a major ingredient in cattle feed,
although an increasing amount is being used in Malaysia by Government-sponsored
beef feed lots.

As in many other industries, protectionist trends have developed in the
world oils and fats market. Some countries, such as the EC, claim their duty
structure is tailored mainly to counteract the different export duties imposed
for crude and processed palm oil by Malaysia. The Malaysians strongly oppose
the proposed EC vegetable oil tax system, although they doubt it will become
an actuality. Other reported forms of protection include preferential
foreign-exchange allocations for other types of vegetable oils and fats and
the nonrecognition of palm oil as an edible product. 2/

Malaysian palm o0il producers have been able to compete effectively with
other major oils and fats, partly because of their efficient refining
operations and the cost advantages of palm oil vis-a-vis other oils. Palm oil
may be used as is, or in fractionated forms, depending upon intended _
applications, and may compete directly with, or become complementary to, liquid
oils (such as soybean and sunflowerseed o0il) or solid fats (such as lard or
tallow). 3/ ‘

The importance of countertrade is steadily growing in Malaysia. Through
the middle of 1985, the Government reported that countertrade deals had reached
US$175 million. Although the public sector initially dominated these deals,
they are of major interest to the private sector as well. In the Government
sector, the primary commodities have been rubber, palm oil, and timber. " Those
countries participating in countertrade deals with Malaysia include Poland,
Japan, France, West Germany, Jordan, Yugoslavia, and Romania. 4/

Size and ownership structure

Because the oil palm is a perennial tree crop that produces a highly
perishable fruit that is incapable of withstanding extensive transport, it is
a quite different commodity from soybeans and has resulted in a different
industry structure from the soybean complex in other countries.

The oil palm fruit must be processed quickly to avoid quality
deterioration, severely limiting the distance the fruit can be transported.
As a result, all large plantations own mills to process oil palm fruit to crude

1/ Malaysian Industrial Development Authority (MIDA) with the United Nations
Industrial Development Organization (UNIDO) for the Government of Malaysia,
Medium and Long Term Industrial Master Plan Malaysia, Volume II, Part 2--Palm
0il Products Industry, Report No. II-2-4, Aug. 1985.

2/ Ibid., and discussions with Government and 1ndustry representatives in
Malaysia, Apr. 1987.

3/ Ministry of Primary Industries Malaysia, Palm 0il Research Institute of
Malaysia and Palm Oil Registration and Licensing Authority, 0il Palm in

Malaysia, 1986.
4/ Agricultural Attache Reports from Kuala Lumpur, Malaysia, various dates.
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palm o0il, and essentially combine the farming and processing sectors that are.
separate in the soybean industry. Small landholders that are not large enough
to own their own mills must have access to one nearby.

Thus, the structure of the palm oil industry differs from the soybean
industry in the larger scale of most operations and the integration of the
farming and processing sectors. This structure is the result of the nature of
the oil palm tree and fruit and not the type of ownership.

However, this structure has resulted in the dominance of certain types of
ownership (table 7-7). The industry has private and public components; all
private ownership represented 57 percent of the total in terms of planted area
in 1985. Most private ownership is in the form of large estates (a plantation
with a mill); these estates accounted for 49 percent of total planted area in
1985 (the top nine publicly traded estates represented 16 percent of total
production in 1984). The other type of private ownership is the smallholder.

The primary public ownership is by FELDA which accounted for 29 percent of
total planted area in 1985. The rest of the public ownership was made up of
various other Government agencies involved in palm 0il to a lesser extent than
FELDA. The public sector in palm o0il has the dual objectives of increasing
production of palm oil and achieving the social goal of employing the native
Malay population. The FELDA operations, or schemes, are similar to the large
estates as they incorporate both a plantation and a mill.

These ownership patterns apply to the plantation, where oil palm is
farmed, and the mill, where fruit is processed. The refinery, where crude oil
is further processed, is a separate part of the palm oil industry that has not
developed along these ownership lines. Also separate are the operations that
process the palm kernel, the other product of the fruit. The kernel, produced
in the mill along with crude palm oil, does not have the perishability problems
of the fruit and can be transported further. In most cases, the kernels are
shipped to a separate crushing facility where crude palm kernel oil is produced
and then sent to a refinery for further processing.

Private.—-0f the private estates, the top five in 1985 by total planted
area were Kumpulan Guthrie, Harrisons Malaysian Plantations, Sime Darby
Plantations, Highlands and Lowlands, and Barlow Boustead Estate Agency. In
1984 (the last year for which complete data are available), the top nine quoted
(publicly traded) plantations' total oil palm planted area was 181,000 hectares
(table 7-8). Of these plantations, Harrisons Malaysian Plantations was the
largest in 1985 by total titled area, followed by Kuala Lumpur Kepong,
Consolidated Plantations, and Dunlop Estates. The top nine quoted plantations
own 42 palm oil mills, 4 palm oil refineries, 5 palm oil factories, and 2 palm
0il bulking installations.

Processed palm oil products are divided into edible and inedible uses.
United Plantations, the most efficient palm oil producer, has its own refinery,
where 70 percent of production consists of palm olein (used to make cooking
0il) and 30 percent consists of palm stearin (used for industrial purposes). 1/

The output of palm products from the top nine quoted plantations increased
from 1981 to 1984 (table 7-9). The fruit bunch harvest ranged from 2.6 million
metric tons to 2.9 million; production of palm oil from 520,000 metric tons to

1/ USITC staff interview with United Plantations staff in Malaysia, Apr. 1987.
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585,000; and, production of palm kernels from 112,000 metric tons to 170,000,
Consolidated Plantations was the major producer of all products. Sales of palm
products for the top nine quoted plantations increased from US$273 million in
1981 to US$444 million in 1984; Consolidated Plantations was the leader in
sales, followed closely by Harrisons Malaysian Plantations (table 7-10).

The common initial mill capacity is 30 tons of fruit bunches per hour,
with expansion to twice that as the plantation matures; this enables most mills
to process a monthly peak of 12 percent of the projected annual fruit bunch
production (25 days at 20 hours per day). Combined mill and bulk storage
capacity for oil 'is generally about 30 percent of annual production. 1/

Average utilization of palm oil milling capacity in 1985 was estimated at
63 percent. The total number of mills (public and private) increased from 46
in 1970 to 272, with a peak capacity of 8.3 million metric tons of fruit
bunches per hour, in 1985 (table 7-11). Of this total, 229 mills were in
operation and 43 were either in the planning or construction stages.

The palm oil refining sector performed well in the 1970's, but declining
profit margins during 1980-83 resulted in the closure of 18 out of
53 refineries. The performance of the refining sector improved in 1984,
reflecting the fact that, being an export-oriented industry and having to
compete with 16 other major oils and fats in the world market, the performance
of these refineries will continue to be dictated by market forces. Over the
years, total investment in the refining sector has shown rapid growth. 2/

There were 55 palm oil refining and fractionation plants in 1984, but only
35 in production. These 55 refineries in 1985 had a capacity of 6.6 million
metric tons of crude palm oil per year, however, only 37 were in operation and
2 were still in implementation. At the end of 1986, there was substantial
surplus capacity in these refineries.

A Malaysian Industrial Development Authority survey in 1983 stated that
the paid-up capital of 38 refineries, out of 53 total implemented projects, was
55 percent Malaysian shareholding (including 27 percent Bumiputra (native
Malay)). Of 55 refineries existing in 1985, 47 are expected to have majority
Malaysian equity by 1990 as stipulated in the manufacturing licenses. 3/

The operating size of the various refineries appears to have a significant
impact on the profitability. 1In recent years, the palm oil refining industry
has been plagued with the problem of excess capacity. The negative effects of
this problem are felt mainly by refiners with small-sized plants.

At the end of 1984, there were 51 Government-approved palm kernel crushers
and 8 crude palm kernel o0il refining and fractionation plants. However, only
27 kernel crushers and 4 crude palm kernel oil refineries were in operation.

All the major plantations were once foreign controlled, mainly by British
companies. 1In the National Policy of 1982, the ownership structure required is
at least 30 percent Bumiputra, 40 percent other Malaysian, and at most
30 percent foreign for private plantations; currently, most follow this policy.
The Government goal is to have this ratio in effect industrywide by 1990.

1/ Dr. Harcharan Singh Khera, The 0il Palm Industry of Malaysia-An Economic
Study, Penerbit Universiti Malaya, Kuala Lumpur, 1976.

2/ MIDA and UNIDO, op. cit.

3/ Ibid.
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This National Policy to increase Malaysian ownership of private estates
seems to have been very successful. According to United Plantations, the
Malaysians have been very fair in buying out the ex-colonial interests at a
fair price. 1/ Today, foreign involvement is very low in private estates. The
only remaining foreign owners of any significance are the Kuwait Investment
Office, with 28 percent ownership, and Danish investors, with 10 percent, in
United Plantations; and Harrisons & Crosfield PLC with a residual 30 percent
ownership in Harrisons Malaysian Plantations. 2/ :

" As a result of Government money and agencies involved in the
“Malaysianization™ of private estates, the Bumiputra Trust Agency Permodalan
Nasional Berhad (PNB) has become the largest owner in the private sector. The
PNB, either directly or indirectly, controls the management of three of the
largest quoted (publicly traded) plantations, Harrisons Malaysian Plantations,
Consolidated Plantations, and Highlands and Lowlands, as well as the largest
unquoted (privately held) plantation, Kumpulan Guthrie (which controls its
quoted subsidiary Guthrie Ropel). 3/

Public.--FELDA essentially operates as a private enterprise, but channels
profits back into settlers' programs. Settlers purchase the land (currently,
shares in the land) in scheme settlements and receive incomes based on market
prices. For oil palm, each settler has a share in 10 acres of land; the
typical scheme has 400 to 500 families on 5,000 acres of land. Land in
Malaysia is State-owned, and FELDA must apply for it and stipulate where the
development is to take place. Settlers receive a loan from FELDA in order to
purchase their share of the land. When the loan is paid off, the settler can
sell the share, but only with the approval of the State government (the titles
are 99-year leases). 4/

_ Through its land development schemes, which place settlers on oil palm
plantations and provide them with the necessary equipment and services to
produce palm oil, FELDA has become Malaysia's single largest palm oil producer.
FELDA currently has 274 oil palm schemes and owns 58 oil palm mills, 3 palm oil
refineries, 3 palm kernel crushing plants, and 3 port installations. 5/

Even though FELDA schemes operate as private entities, the 90,000 families
in these schemes are a government liability, because when prices are low,
FELDA must make payments to maintain the guaranteed minimum income. Private
estates are better able to adjust to lower prices because of diversified
portfolios, but are suffering after the windfall profits achieved during the
early 1980's. 6/

1/ USITC staff interview with United Plantations staff in Malaysia, Apr. 1987.
2/ Merrill Lynch Capital Markets, Securities Research and Economics Divisions,
International Research Department, various reports on Malaysian plantation
stocks and plantation companies, 1986. '

3/ 1Ibid.

4/ Discussions with FELDA staff in Malaysia and FELDA Annual Report 1985.

S/ Ibid. .

6/ Discussions with Government and industry representatives in Malaysia,

Apr. 1987.
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Cost structure

Costs of production for palm oil are generally lower than soybean oil
because oil yields of the fruit are higher than soybeans. However, the
relationship between these costs is considerably more complicated. A direct
comparison of the costs of production of palm and soybean oil cannot be made
because soybean oil is a coproduct of the meal produced from soybeans, whereas
palm oil is in itself the main product. However, an idea of the cost of
production of soybean 0il can be arrlved at by apportioning a fractional cost
to the meal and oil components.

The follow1ng ‘tabulation shows comparatlve costs of productlon for maJor
vegetable oils (1986 estimates): '

Countrx .Type of oil = US$/metric ton
Indonesia palm - 150

Malaysia palm 230

United States soybean 330

Canada rapeseed 650

EC _ _ rapeseed - 850

Although costs of production are lower, production decisions are not as -
flexible and palm oil producers must continue production in cases when soybean
oil producers ;ould stop. Because oil palm is a perennial. tree crop, output
is not responsive to short-run price movements unlike soybeans, which'are an
annﬁal crop. Despite these factors, Malaysian palm oil's low ‘production costs
and proximity to export markets make it a strong competxtor for soybean oil.

Costs of production for palm oil can be examined first in terms of
estimates of total costs and breakeven costs.” Estimdtes are available from
both the private and public sectors. R : :

The Agricultural Attache in Kuala Lumpur notes that breakeven costs are
about US$270 per metric ton, and in general the industry feels they could
survive at this price. According to the Agricultural Attache, one of the most
efficient estates' costs were US$175 to $192 per metric ton, and the largest
estate company's costs were US$210 to $220 in 1984. United Plantations' costs,
which are the lowest in the industry, increased from US$168 per metric ton in
1980 to US$176 in 1984, but its current costs are about US$250 per metric ton.

FELDA reportedly has higher costs of about US$250 to $270 per metric ton;

they believe at US$270 to $288 settlers are just above the poverty level and a
price of US$346 would provide well for settlers. According to the Agricultural
Attache, costs of production are difficult to assess for FELDA because the.
management consists of civil servants. Palm 0il Research Institute of Malaysia
officials believe a minimum price of US$270 per metric ton is required for the
long-term viability of the industry and estimate product1on costs at about
US$154 to $192. 2/

1/ Merrill Lynch, Malaysian Tropical Plantation Stocks, op. cit.
2/ Agricultural Attache Reports from Kuala Lumpur, Malaysia, various dates, and

discussions with Government and industry representatives in Malaysia,
Apr. 1987, currency converted.
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Palm 0il costs of production were one subject of the International 0il
Palm/Palm 0il Conference held in Kuala Lumpur, Malaysia, in June 1987.
Production costs were compared for private estates, Government schemes, and
smallholders (table 7-12). Capital is the largest portion of Government
schemes' costs, and fertilizer and labor are the highest portions of
smallholders' costs. Overall costs are lowest for private estates.

Production costs were also compared for Malaysia and other palm oil
producing countries (table 7-13). Capital costs are the largest item for every

country, and are highest for Indonesia. Fertilizer costs are lowest for the
Ivory Coast, but probably because not enough is used. Overall costs are lowest
for Malaysia but highest for Indonesia, which has the lowest labor costs.

Costs of production can be broken down in other ways as well. One way is
the order in which costs are encountered, giving three main types of costs
incurred in the cultivation of oil palm and production of palm oil products:
immature agricultural costs, including felling and clearing jungle, weeding
and upkeep, drainage, fertilizing, disease and pest control, nursery
development, and providing amenities to labor; capital costs of establishing
the mill, including the building, boilers, and specialized machinery; and oil
production costs, including general costs, field upkeep, harvesting and tools,
internal transport, and mill, throughput, and forwarding and installation
costs. 1/ :

The tablé below presents World Bank estimates of the breakdown of costs
of production for mature areas (trees at least 8 years old) (in percent): 2/

Cost item ' Mean Approximate range

Agricultural: '

General upkeep...... P 1 8-16

Manuring....... ¥ 12-32

Pollination........ et s i e et crseses 4 narrow
Collection: , '

Harvesting and transport..... i irereaasae ceses 34 22-46
General:

Management and supervision...... cesesiseessss 10 7-13

Depreciation and maintenance of facilities... 3 1-5

R&D, advisory........ e e es e R | wide

General........... Cheetrasereraanne wesiesesss 14 11-17

Certain categories of production costs for palm oil, although similar to
those for other vegetable oils, are of particular importance in influencing
overall costs. For example, as o0il palm grow taller, harvesting costs increase
so that after about 20 years it becomes more profitable to remove old trees and
replant the fields. Replanting provides an opportunity to use new higher and
earlier yielding varieties.

Labor is a substantial portion of production costs because manual labor is
still the most common method of harvesting oil palm fruit because of the trees'
physical characteristics. Besides direct wages, private estates typically
provide other benefits to workers. For example, United Plantations provides

1/ Khera, op cit.
2/ World Bank, Finance and Agro Industry Unit, Agr1culture and Rural -
Development Department, Agro-Industry Profiles-0il Palm, FAU-03, Sept. 1985.
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free housing (including utilities), as well as old age benefits, payments 4o
workers' widows, and education scholarships, among others. FELDA also provides
other benefits to workers; for example, schemes usually have their own primary
schools and if not, children are transported to the nearest one.

Another major cost is fertilizer, which is generally about 20 percent of
total production costs. .Fertilizer costs are currently about US$48 per hectare
per year for coastal clay soils versus about US$142 for inland soils. An
estimated US$58 to $77 of fertilizer per hectare is needed to bring inland soil
yields up to those of coastal soils. Prices close to or below the breakeven
point discourage fertilizer use; applications are cut either to reduce costs,
or to avoid compounding the problem of overproduction through higher yields.
The impact of lower fertilizer use is not felt until 12 to 18 months after the
reduction starts. 1/

Costs of production ‘can be broken down further, but these estimates are
not as readily available. And it is difficult to establish average cost and
revenue figures as there are large differences in estate sizes, planting
materials, soil structure, methods of transport, fertilization policies, and
wage rates. '

As an example of private estates, United Plantations provides low-cost
comparisons. United Plantations is the most efficient producer of palm oil
and products, and is the most vertically integrated operation from plantation
to refinery. It also spans a much smaller physical area than most other
operations, serving to reduce field to mill transportation costs.

Production costs for various oil palm products from United Plantations
remained relatively stable from 1980 to 1985 (table 7-14). For palm oil, the
cost f.o0.b. Penang (port location) of refined oil ranged from US$264 per metric
ton in 1982 to US$396 in 1984, and the cost ex-estate of crude oil ranged from
Us$166 per metric ton in 1982 to US$190 in 1983. The crude palm kernel oil
ex-estate cost increased from US$43 per metric ton to US$52, and the cost for
palm kernel meal f.o.b. Penang decreased from US$654 to US$492 per metric ton.

United Plantations provided a breakdown of production costs for oil palm
for immature areas, mature areas, and the mill (table 7-15). It should be
noted that many of the cost items for immature and mature areas are actually in
part labor costs. The shares of the various cost items remained steady in
1984 and 198S.

Vertical integration

The palm oil industry is expanding in an effort to remain competitive;
horizontally, by expanding plantation acreage, and vertically, by increasing
the number of estates that own their own refineries, and expanding the product
line of refineries to include oleochemicals.

Initially, a general lack of interest by oil palm plantations in crude
palm oil processing resulted in the rapid growth of refiners that had little
or no link with the plantation and milling sector. This situation has now
changed; many independent refiners have integrated backwards with the

1/ Ibid., currency converted.
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plantation sector through mergers and acquisitions and, to a lesser degree,
through new investments in oil palm cultivation. The transformation of an
independent refining sector into an integrated sector has been mot1vated by
market forces. 1/

Malaysia has been very successful in terms of forward integration as well.
The healthy financial performance of palm o0il refineries in the 1970's, along

with the prospects of increasing availability of crude palm oil supplies,
provided a tremendous boost to initial development of the local refining and

fractionation industry. A significant characteristic of the newer companies is
that all activities related to the downstream processing of refined palm oil
and the further processing of crude palm kernel oil are being undertaken by
companies that also operate palm oil refineries.

The potential for further integration exists mainly for the palm kernel
crushing sector, which is quite separate from other sectors of the industry.
Most new capacity is from expansion projects and thereby limits the additional
investments required to develop a crude palm kernel oil processing sector.
Palm kernel crushing is the primary activity subject to licensing requirements
under the Industrial Co-ordination Act. The current level of exemption for
licensing of manufacturing activities is M$1 million (US$385,000) in
shareholders' funds and less than 50 full-time workers. 2/

Government Programs

According to the Agricultural Attache in Kuala Lumpur, Government programs
are insignificant in the industry. As a Government policy, expansion in palm
0il production in Malaysia will most likely continue, and production of
fractionated products is a recognized downstream activity that will continue
to be encouraged.

Government policies with respect to palm oil are generally concerned with
promoting production and exports, and encouraging the local processing
industry. Government agencies besides FELDA involved in the palm oil industry
are the Palm 0il Registration and Licensing Authority, which licenses all
aspects of palm oil, and the Palm Oil Research Institute of Malaysia, which
conducts research in all aspects of the palm oil industry. :

Government policies, namely an export tax system favoring processed goods,
have been a driving force behind one of the most significant developments in
Malaysian palm oil exports, which was the switch to exporting in more processed
forms, along with the development of a local palm oil processing industry.
Within ten years, beginning in the early 1970's, a processing industry was
built up enough to generate exports of over 90 percent processed palm oil.

Palm oil's rise to importance as an export commodity is partly due to the
large variety of end uses to which it is suited. The Malaysian Government
supports such uses by creating economic incentives to invest in refining and
fractionating facilities and by supporting research on end uses. The
Government also works with the private sector in developing markets ap”
servicing users. \

.

1/ Agricultural Attache Reports from Kuala Lumpur, Malaysia, various dates.
2/ Palm 0il Update, op. cit.
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Marketing Malaysia's rapidly increasing supply of palm oil is a major
challenge. Currently, there is no unified marketing promotion plan for palm
0il. Although various Government agencies have become involved in marketing
development, the private sector has not spent heavily on marketing promotion,
although it benefits from Government projects. 1/

Export duty system

The export duty scheme encourages the processing of crude palm o0il locally
into higher value-added products, and has been a primary factor promoting the
local processing industry. The scheme has two basic features: as the price of
palm oil increases, the rate of duty increases; and, the rate of duty is
inversely proportional to the degree of processing. There are no exemptions or
rebates for crude palm o0il, and the reduction in the export duty for processed
palm oil is based on a relatively complicated set of formulas.

The Gazetted 2/ crude palm oil price is used to compute the crude palm oil
export duty. For processed palm oil, a price of M$500 per metric ton is
assessed no duty (this level has remained the same); however, formulas are used
to compute the amount of the duty when prices rise above this level. 3/

The export duty scheme provides a disincentive to export crude palm oil,
thereby creating a large and low-priced source of supplies for local processors
to purchase. Under the scheme, a heavier burden was imposed on crude palm oil
for the explicit purpose of protecting and advancing a domestic proce551ng and
refining industry.

. The objective of encouraging processing has been achieved, with more than
98 percent of Malaysian palm oil currently processed locally. But continued
adherence to the scheme may work against long-term interests of industry
because of inherent weaknesses in the scheme, such as its being directly
dependent on price, which tends to distort prices of various palm oil products:
in the market and give rise to "cocktailing" or reconstituting of palm oil;
the historical practice of announcing Gazetted prices, for a particular month,
on the first day of the month which necessitates excessive speculation,
especially when future contracts are common; and, the lack of additional
advantage to producing further downstream products (such as fat products and
oleochemicals) than those having undergone five stages of processing (such as
RBD olein) because of the 100-percent export duty rebate granted to the latter
products. 4/ -

Traditionally, Malaysia has been a producer and exporter of crude palm
kernel oil, with very little further processed locally into higher value-added
products. To encourage the establishment of a palm kernel oil processing
sector, the Malaysian Government modified export duties for palm kernel oil in
1984, creating the same preference for the export of more highly refined
products that exists for palm oil. 5/

1/ Xhera, op cit., and MIDA and UNIDO, op. cit.

2/ An f.o.b. price that is the average of actual f.o.b. prices of all crude
palm oil exported during the precedlng month, which is the basis for
determining export duty levels.

3/ Agricultural Attache Reports from Kuala Lumpur Malaysia, various dates.
4/ MIDA and UNIDO, op. cit.

5/ Agricultural Attache Reports from Kuala Lumpur, Malaysia, various dates.
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"Cocktailing" is the mixing of Malaysian palm olein (usually) or oil with
Indonesian palm oil, a practice backed primarily by India and often conducted
in Singapore. Malaysian exporters cannot guarantee its quality although
consumers are told it is Malaysian palm oil, which could have potentially
adverse effects on the Malaysian reputation for quality. 1/

The huge transshipment business done through Singapore was encouraged by

the export duty structure, which also encourages cocktailing. Even with no
incentive for cocktailing, Singapore will continue to be an important

transshipment port, as it is able to provide much more attractive shipping
schedules and other services for many destinations. 2/

Export Credit Refinancing

Export Credit Refinancing (ECR) was established in 1977 to help promote
exports of manufactured goods; in 1986, it was revised to include certain
primary commodities, including palm.oil. Eligibility is based on a list of
goods not covered by ECR; however, not being on the list does not result in
automatic eligibility for financing (the product must be a bona fide export and
the National Bank of Malaysia must approve all applications). The program is
aimed at small exporters without access to credit. 3/

The National Bank provides preferential export financing to exporters for
up to 3 months prior to and 3 months after shipment at favorable interest
rates. 1In recent years, the interest rates charged on this export financing
was about 6 percent, as compared with commercial rates of 10 to 12 percent.

Some refiners utilize ECR for their shipments of refined palm oil. When
interest rates are sufficiently high, this program allows exporters to earn
money on the amount of the sale for 6 months. Effectively, this program allows-
sellers to sell their refined oil at prices below the costs of refining. ECR
is only a supplementary means of financing.

In the palm oil industry, very few are using ECR. According to the
National Bank, only 36 percent of the palm oil industry uses ECR, representing
only about 27 percent of palm oil exports. According to industry members,
plantations are conservative investors who do not like to borrow; refiners do
not use ECR because trading with traditional customers is on a cash basis and
with others is with a letter of credit.

Loans

One important function of the Malaysian Government in the oil palm
industry is the provision of funds (loans) for FELDA's development projects.
Through the end of 1985, financing of all FELDA activities (including oil palm)
required total loan withdrawals of US$1.9 billion (table 7-16). Of the total,
90 percent came directly from the Malaysian Government and the rest from

1/ Discussions with industry representatives in Malaysia, Apr. 1987.

2/ Agricultural Attache Reports_from Kuala Lumpur, Malaysia, various dates.
3/ Discussions with Government and industry representatives in Malaysia,
Apr. 1987. ’
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outside sources, the largest being the World Bank (7 percent). The rapid
development of smallholder oil palm production was financed primarily by World
Bank loans and secondarily by loans from the Asian Development Bank and the
Malaysian Government itself. These loans are provided at interest rates well
below prevailing commercial rates. 1/ ’

International lending institutions play a major role in the world palm
0il production expansion. Projects are currently underway (or proposed) in
Africa, Latin America, and Asia. The World Bank plays a significant role in
Asian projects where increasing production has had a major impact on world
vegetable o0il markets. The amount of World Bank financing for oil palm
development has been substantial. The loans cover land settlement, plantings
of o0il palm, construction of processing and refining capacity, and research.

The World Bank loans are usually at a relatively low interest rate since
the Bank borrows at favorable rates; these rates are probably no more than the
lowest rates available in international money markets. 2/ According to
industry sources, the loans from the World Bank varied in interest rates, with
the earliest made at 6 to 6.5 percent, then at 8 percent, and currently at a
floating rate. In comparison, Malaysian Government loans started at 6 percent,
then went to zero, and now are at 4 percent (which is the rate settlers pay on
the loans made to them by FELDA). 3/

’

1/ The Consultants International Group, Inc. and Abel, Daft & Earley, A Study
of the Effects of Subsidies on the Oilseed Processing Complex in Key Countries,
Mar. 26, 1986. ' ;

2/ Ibid. i ‘ .

3/ Discussions with government and industry representatives in Malaysia,

Apr. 1987.
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Table 7-1
Malaysia: Palm oil supply and utilization, marketing years 1965-86

{In thousands of metric tons)

Begin- Supply/ Total
Marketing Produc- ning Total distri- Total consump- Ending
year tion stocks _ imports bution _ exports tion stocks
1965......... 151 9 0 160 141 n 8
1966......... 190 8 0 198 181 9 8
1967......... 226 8 0 234 189 n 34
1968......... 283 34 0 3N 286 6 25
1969......... 352 25 0 317 357 6 14
1970......... 431 14 0 441 402 n 34
197......... 589 34 0 623 573 8 42
1972......... 129 42 0 m 697 10 64
1973......... 813 64 0 8711 197 21 59
1974......... 1,046 59 0 1,105 902 13 130
1975......... 1,258 130 0 1,388 1,160 62 166
1976......... 1,392 166 0 1,558 1,335 81 142
1977......... 1,613 142 0 1,155 1,421 - 135 193
1978......... 1,786 93 ° 0 1,979 ‘1,514 . 130 335
1979......... 2,188 335 0 2,523 1,901 213 409
1979/80 1/... 2,540 320 0 2,860 2,174 269 417
1980/81...... 2,693 417 0 3,110 2,434 419 257
1981/82...... 3,351 2517 0 3,608 2,654 433 521
1982/83...... 3,179 521 0 3,700 2,869 513 318
1983/84...... 3,322 318 0 3,640 2,821 383 436
1984/85...... 3,817 436 0 4,253 3,256 504 493
1985/86 2/... 4,800 493 0 5,293 3,975 543 115

1/ marketing year changed to beginning in October.
2/ Estimated. :

Source: U.S. Department of Agriculture, Foreign Agriculture Circular,
Oilseeds and Products: World Oilseed Situation and Market Highlights,
Supplement 5-86, May 1986, p. 49.
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Table 7-2
Palm kernels and palm kernel oil: Malaysian production, crush, and exports,
1980-86

__(In thousands of metric tons)

Palm kernel Palm kernel oil
Year Production Crush Production Exports
1980, . .ccvinvnnnnanncans 553 513 222 215
1981, . ccieininnaaenia.. 587 570 243 242
1982, . ccieicrnnnnnnnans 910 802 336 333
1983, .. cciciiincncnnnan 834 874 372 362
1984, .. .ccviinnnnennnn, 1,044 968 415 376
1985, . eereeeneiennnnns 1,213 1,153 v Vv

1986 . uuneiennnennnn. 1,334 . 1,356 Y Y

1/ Not available.

Source: Data on palm kernel production and crush were compiled by the staff
at the U.S. embassy in Kuala Lumpur, Malaysia (from Malaysian Department of
Statistics). Data on palm kernel oil production and exports are fram the
Government of Malaysia, Profile of the Primary Commodity Sector in Malaysia,
Mar. 1986.

Table 7-3
Palm oil: Morld production and exports, crop years 1981/82-1985/86 1/

(In thousands of metric tons)

Country 1981/82 1982/83 1983/84 1984/85 1985/86 2/
Production:
Malaysia.......... ceeeraceeann 3,351 3,179 3,322 3,817 4,172
Indonesia......ocevievenncnss . 884 983 1,150 1,208 1,350
All others......ccviiiennnnnns 1,14 1,748 1,822 1,926 1,946
Total........... Ceeeeeeranas 5,949 5,910 6,294 6,951 8,068
Exports: 3/
Malaysia....oceiiinininnananns 2,654 2,869 2,821 3,254 4,092
Indonesia.........oouvinnnnnn, 302 407 241 652 695
All others.......covivnnnann. 450 405 415 513 559
L+ % 1 3,406 3,681 3,543 4,219 5,346

1/ Crop year runs from October 1 to September 30 of the following year.
2/ Preliminary.
3/ Excludes transshipments through Singapore.

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

Source: U.S. Department of Agriculture, Foreign Agriculture Circular,
Oilseeds and Products, various issues.
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Table 7-4

Malaysia: Processed palm oil exports by destination, 1982-86

(In thousands of metric tons) -

Destination - - - : 1982

1983 1984 1985 1986

4T LT T 402 - 605 597 608 856
SINGapOre....cccciiceeirnnanaanan 525 404 791 968 174
PAKISEAN. . i vivereneeernennnnnnnannann 262 345 199 201 641
United States.......ccoiviinienenat. 96 145 107 140 302
JAPAN. e ieeectnnnaarcnccaceaccnannnnn 127 145 146 179 220
Soviet Union.....ccivieneninnneannnn. 252 256 163 160 178
South Korea.......ccovceeinveenecnnn. 69 85 52 96 172
) - s [ 44 92 13 66 152 .
Netherlands........ccccevieeneiann.. 161 121 133 129 143
United Kingdom...........ccvuunnan... 109 38 44 48 18
All others....cecceevecennnnn REETPPoR 640 568 554 643 887

Total..eveereeeddrnnensn. e eeeeennnn 2,690 2,804 2,858 3,237 4,442
Note.--Because of rounding, figures may not add to the totals shown.
Source: O0il World, No. 11, vol. 30, Mar. 13, 1987, p. 87, and 1987 Annual
Statistics Update.
Table 7-5 .
Palm oil: Imports 1/ by destination, crop years 1981/82-1985/86 2/

{In fhousqnds of metric tons)

Importer . 1981/82 1982/83 1983/84 1984/85 1985786 3/
INdideeeennennnnnnn. a0 - - 597 557 130 794
Pakistan............ 213 349 328 466 575
United States....... 99 140 168 169 2n
United Kingdom...... 186 200 163 218 260
Netherlands......... 151 : 199 174 185 225
A1l other........... 2,114 2,022 2,001 2,544 3,316

Total........... 3,233 3,507 3,391 4,312 5,447

1/ Excludes transshipments through Singapore.

2/ Crop year runs from October 1 to September 30 of the following year.

3/ Preliminary.

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

Source: U.S. Department of Agriculture, Foreign Agriculture Circular,

Oilseeds and Products, various issues.



1-20

Table 7-6
Palm oil: Apparent consumption, crop years 1981/82-1985/86 1/
(In thousands of metric tons)

Consumer 1981/82 1982/83 1983/84 1984/85 1985/86 2/
India....iiienna.... 410 587 497 130 174
Nigeria............. 693 651 605 630 100
Indonesia............ 513 607 893 666 695
Malaysia............ 433 513 3417 506 597
Pakistan............ 266 337 332 456 585
ANl other........... 3,122 3,274 3,118 3,631 4,488

Total......c....... 5,497 5,969 5,852 6,619 1,839

Y/ Crop year runs from October 1 to September 30 of the following year.

2/ Preliminary.

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

Source:

Oilseeds and Products, various issues.

U.S. Department of Agriculture, Foreign Agriculture Circular,

Table 7-7
Malaysia: Oil palm planted area, by type of ownership, 1983-85
(In thousands of hectares)
Federal Rubber
Land Con- Industry
Federal solida- Small- State
Land tion and holders' schemes/
Develop- Rehabil- Develop- Govern-
Yéar/ Small- ment itation ment ment Private
area holders Authority Authority Authority Agency  estates Total
1983:
West...... 82 367 21 24 40 594 1,129
East...... 2 18 0 0 51 59 129
, Total... 84 385 2 24 91 653 1,258
1984: A
West...... 97 315 29 26 55 614 1,196
East...... 3 21 0 0 61 62 153
Total... 100 402 29 26 116 676 1,349
1985:
West...... 112 398 S0 28 60 645 1,292
_East...... 3 21 0 0 66 11 173
Total... 115 425 S0 28 126 122 1,465

Source: Palm 0il Registration and Licensing Authority, Malaysia.
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Top 9 quoted plantations:

facilities, 1985

1-21

011 palm planted area, 1984, titled area and

0il palm  Titled
_ planted area, Palm oil
Plantation area, 1984 1985 1/ _ facilities
' Hectares
Harrisons Malaysian..... 31,229 102,350 10 mills, 1 bulking installation
Kuala Lumpur Kepong..... 317,2v1 67,828 1 refinery, 7 mills
Consolidated............ 32,131 63,513 1 refinery, 6 mills
Dunlop Estates......... . 13,712 42,070 1 refinery, 3 mills
Highlands and Lowlands.. 19,112 31,068 6 mills
Guthrie Ropel........... 14,419 25,055 5 mills
United Plantations...... 14,803 19,327 .3 factories, 1 refinery,
1 bulking installation
Batu -Kawan.............. 6,564 16,281 3 mills
Malaysian Plantations... 5,226 9,592 2 factories and mills

1/ AN crops.

Source:

Merrill Lynch Capital Markets, Securities Research and Economics
Divisions, International Research Department, various reports on Malaysian

plantation stocks and plantation companies, 1986.
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Output of paim products of top nine quoted estates, 1981-84

(In thousands of metric tons)

1982

Plantation Product 1981 1983 1984

Consolidated Plantations.... Fruit bunches........... 628 144 723 m

Palmoil.....cvunvnnnnns 125 143 174 . 157

Palm kernels........... . 26 34 48 46

Harrisons Malaysian......... Fruit bunches 1/........ 593 575 679 582

“Palmoil V.eoveeevnnnnn 119 114 135 m

Palm kernels V/....... «. 26 31 38 34

Kuala Lumpur Kepong......... Fruit bunches...........- 368 437 313 471

Palm oil V/..ceueennnnn. 14 87 14 85

Palm kernels 1/......... 16 22 20 24

Highlands and Lowlands...... Fruit bunches........... 276 308 243 308

Palmoil V...eevnnenn. ‘55 62 50 62

Palm kernels V/......... 10 15 12 16

Dunlop Estates.............. Fruit bunches...........i_ 176 213 118 263

Palmoil..ccviiinnnannns 36 42 35 48

Palm kernels............ 8 12 10 14

Guthrie Ropel......ccceveeeen Fruit bunches........... 199 242 196 235
Palm 01, ccvieennnannss 39 48 40 4% -

Palm kernels............ 9 14 n 14

United Plantations.......... Fruit bunches 1/........ 246 265 208 230

Palm 031, .cienvinnaansn 49 53 42 46

Palm kernels............ 12 16 13 15

Batu Kawan........ceeevenaan Fruit bunches........... 55 65 19 68

Palm 0il V. .ovueaennns n 13 15 12

Paim kernels 1/......... 2 3 4 3

Malaysian Plantations....... Fruit bunches........... 62 67 58 63

Palm 0il...ccvuenncanans 12 12 n 12

‘Palm kernels............ 3 4 4 4

Total 2/.cccvueencnnnnns Fruit bunches........... 2,603 2,94 2,737 2,932

Palm 0il..cccennnnnenans 520 574 576 585

Palm kernels............ n2 151 160 170

- 1/ Estimated.

2/ Total for these nine estates only.

“Source: Merrill Lynch Capital Markets, Securities Research and Economics Divisions,
International Research Department, various reports on Malaysian plantation stocks and

plantation companies, 1986.



Table 7-10
Palm products sales: Top nine.quoted estates, 1981-84

(Millions of dollars)

Plantation . ) [ 1981 1982 1983 1984

Consolidated Plantations................. ... 64 13 68 105
Kuala Lumpur Kepong.....ceeeececcccccsnnnans 42 40 42 14
Dunlop Estates......cccieenvecnencncancancns 17 1 29 13
Harrisons Malaysian Plantations 1/.......... 52 53 . 57 63
Highlands and towlands......... eeestacananen 33 3 31 46
United P1antations.....ceeeeeiveeennennnnns 3 30 29 39
Guthrie Ropel......cccviiiinienncerccananas 20 20 20 26
Batu Kawan....... A eeescasanasan 1 1 9 : 10
Malaysian Plantations.........cccovvevnnnnnn 6 7 1 9

Tota) 2/ iiiiiiinsneccnieacincnnsacnanns 213 280 291 444

1/ Estimated (excluding refinery sales).
2/ Total for these nine plantations onty:

Source: Merrill Lynch Capital Markets, Securities Research and Economics
Divisions, International Research Department, various reports on Malaysian
plantation stocks and plantation companies, 1986, currency converted.
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Table 7-11 T ) e
Palm oil mills: Approvals by Palm 0il Registration and Licensing -
Authority, 1985 1/

Under planning

- In _operation - and _construction - Total
Area Number Capacity 2/ Number Capacity 2/ Number Capacity 2/
West Malaysia States: ‘
Johore.......c.ou.e . 59 2,045 15 325 74 2,370
Selangor............ 29 194 ) 5 - 34 848
Pahang........c.c.... 53 1,964 n 320 64 2,284
Perak............... 30 . 852 4 S0 34 - 902
Negri Sembilan...... 12 346 - - 12 346
Trengganu........... 10 439 2 94 12 533
Kelantan............ 6 19 = - "6 14
Penang.......couvees 5 98 - - 5 98
MalacCa.....cecvven. 2 4 - . 2 -
Kedah.....ccoinaenen 2 40 1. 20. 3 60
Total............. 208 6,759 38 864 246 1,622
East Malaysia States: , _ 4
Sabah........ccuuen. 16 434 5 164 21 598
Sarawak............. 5 125 - - 5 125
Total............. 21 559 5 164 26 123
Total, all Malaysia... 229 7,318 43 1,028 212 8,345

1/ Including Federal Land Development Authority mills.
2/ Metric tons of fruit bunches per hour.

Source: Palm 0il Registration and Licensing Authority, Ministry of Primary
Industries Malaysia, Palm 0il Update--"A Review of the Malaysian Palm 0il
Industry 1985," Kuala Lumpur, Malaysia, Jan. 1986.
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Table 7-12
Costs of production of Malaysian crude palm oil, 1985
Private Government National

Item estates  schemes Smaltholders average 1/
Capital:

Dollars per metric ton..... 48.8 80.5 35.9 61.7

Percent of total........... 21.1 35.0 16.3 30.1
Fertilizer: '

Dollars per metric ton..... 44.8 55.8 69.9 51.0

Percent of total........... 24.9 24.2 31.6 24.9
Labor: ) -

Dollars per metric ton..... 41.8 42.5 60.2 43.8

Percent of total........... 23.3 18.5 21.3 21.4
Other 2/:

Dollars per metric ton..... 33.4 26.8 12.7 29.3

Percent of total........... 18.6 11.6 5.8 14.3
Net processing:

Dollars per metric ton..... 10.9 24.6 42.0 19.3

Percent of total........... 6.1 10.7 19.0 9.3
Long-run cost: :

Dollars per metric ton..... 179.17 230.1 220.7 205.1
Short-run cost 3/:

Dollars per metric ton..... 131.0 149.6 184.8 143.3

1/ Assumes the ratio of private estates to Government schemes to smallholders
is 49:43:8.

2/ Includes development, vehicles, salaries, administration, and social
services costs from years 4 to 25 of the trees. '

3/ Obtained by deducting capital cost from long-run cost.

Note.-—Currency converted using 1985 exchange rate US$1.00=M$2.50.
Source: TYan Bock Thiam, Cost of Palm 0il Production in Major Producing

Countries, University of Malaya, from the 1987 International 0il1 Palm/Palm Oil .
Conference--Progress and Prospects, Conference 1I: Technology, June '1987.
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Comparative costs of production for crude palm oil, 1985 1/

Item Malaysia Indonesia 2/ Thailand Ivory Coast
Capital: ‘

Dollars per metric ton...... 61.7 125.6 81.4 88.7

Percent of total............ 30.1 51.9 35.5 40.0
Fertilizer: ’

Dollars per metric ton...... 51.0 53.5 93.8 .

Percent of total............ 24.9 22.1 23.5 11.8
Labor:

Dollars per metric ton...... 43.8 22.9 48.2 1 43.8

Percent of total............ 21.4 9.5 21.1 -19.8
Other 3/:

Dollars per metric ton...... 29.3 19.0 22,2 42.0

Percent of total............ 14.3 1.8 9.7 18.9
Net processing:

Dollars per metric ton...... 19.3 21.0 23.3 21.0

Percent of total............ 9.3 8.7 10.2 9.5
Long-run cost:

Dollars per metric ton...... 205.1 242.0 228.9 221.6
Short-run cost 4/:

Dollars per metric ton...... 143.3 116.4 1471.5 132.9

1/ The prevailing exchange rate in 1985 was used for currency conversions.
US$1.00=M$2.50; US$1.00=1080 Indonesian Rupiah; US$1.00=27.20 Thai Baht.
Ivory Coast figures were obtained in U.S. dollars.

2/ The Indonesian data used were obtained before the currency devaluation in

September 1986.

3/ Includes development, vehicles, salaries, administration, and social
services cost from years 4 to 25 of the trees. '
4/ Obtained by deducting capital cost from long-run cost.

Source:

Tan Bock Thiam, Cost of Palm 0il Production in Major Producing

Countries, University of Malaya, from the 1987 International 0i1 Palm/Paim 0il
Conference--Progress and Prospects, Conference II: Technology, June 1987.
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Table 7-14
Palm oil, palm kernel oil, and palm kernel meal: Costs of production,
1980-85 1/ -
(Per metric ton)

Product 1980 1981 1982 1983 1984 1985
Palm oil:

F.o.b. Penang........... $351.34 $317.97 $264.46 $265.36 $396.50 $335.72

Ex-estate............... 168.00 175.50 166.36 190.33 175.40 176.03
Palm kernel oil,

ex-estate............... 43.06 47.117 49.17 61.44 54.44 51.62
Palm kernel meal,

f.o.b. Penang........... 653.77 604.23 493.84 556.93 2/ 491.83

1/ Not including depreciation.
2/ Not available.

Note.--Currency converted, exchange rates used US$1.00=M$2.20 (1980);

US$1.00-M$2.30 (1981-83); US$1.00=-M$2.50 (1984); US$1.00=M$2.40 (1985).

Source: United Plantations Annual Report 1985.
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Table 7-15
Palm 0il: Costs of production, 1984 and 1985 1/
Share Share
Cost items 1984 1985 by section of total
. Per metric ton Percent
Inmature 011 palm acreage:
Clearing/replanting............. 9.46 10.33 30.01 2/
Upkeep/cultivation.............. 8.07 9.44 27.42 2/
Fertilizing........cceeceunnn... 3.86 4.04 11,75 2/
Joint estate...........cc0iuunnn. 9.57 10.61 '30.82 2/
Total...... Ceteeseaceasinenas 30.96 34.42 100.00 12.30
Mature oil palm acreage:
Upkeep/cultivation.............. 25.14 21.01 14.42 a7
Fertilizing.....ocoveeennenannn. 30.94 31.18 19.81 2/
Harvesting/collection........... 43.23 43.80 23.33 2/
Transportation...... eeeesnsacaan 18.60 ~ 19.13 10.19 2/
Joint estate..... eesesersananas 54.50 60.52 32.25 2/
Total..ooviiiniiinnnnnnnnnns 172.12 187.70 100.00 67.04
Mill (processing)
Management.........cciiiiinnn. 6.93 1.84 13.57 2/
(171, 7.53 8.10 14.00 2/
Labor welfare.........coveueene. 1.16 1.14 1.97 2/
7T [ 1.98 2.20 3.719 2/
Maintenance.........ceeieiunnnn. 1.9 12.31 21.28 2/
Depreciation..........cccevueenen 12.69 14.70 25.42 2/
ChemicalS...oovieerennnancennnns 2.19 2.18 4.81 2/
EFFlUentS...covieernenennennnnnn .62 .16 1.31 2/
Laboratory....ccceevcenniannensns .50 .55, .94 2/
PACKING...oocviennieannncaaaanan 1.14 .98 1.69 2/
OFfiCe eXpenses.........eeuuenns 1.24 1.01 1.74 - 2/
SeCUPrItY..vveinneiienniesnannnnn .64 .12 1.24 2/
Rents/rates.......c.ccecuiuiiennnnns 3.23 4.31 7.46 2/
Research.........cccoiiiinnn... .20 .45 .18 r7
L1 7 | [P 52.54 57.84 100.00 T 20.66
Grand total................. 255.91 219.97 2/ 100.00

1/ Exchange rate conversions made at the rate of US$1.00-=-M$2.50 (84) and
H$2 40 (85); units are metric tons of crude palm oil.
2/ Not applicable.

Source: Based on materials provided by officials of United Plantations, Teluk
Intan, Perak, Malaysia.
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Table 7-16
Federal Land Development Authority: Sources and withdrawals of funds

Withdrawals to Percent of
Sources end of 1985 1/ total
Federal GOVErnmeNt........coeveeeeenennennns $1,717,134,481 90.0
Through Federal Government:
WOrtd BanK.....ccoeeeeeienncennccnvnananns 135,372, 167 7.1
Asian Development BanK........cvveviecann. 2,116,841 1
Kuwait Fund........covviiinennnnnnnnanennn 15,643,486 .8
Saudi Fund.......c.coveeiinnniennn. eseens 28,463,765 1.5
Overseas Economic Cooperation Fund........ 10,896,945 .6
New Planting Grants.............. eeeneaan 5,328,084 .3
Rubber Replanting Grants.................. 2,451,155 -1
L+ AU P A 1,918,013,524 100.0

1/ Calculated at the rate of US$1.00=M$2.53 by the staff of U.S. International
Trade Conmission.

Source: Federal Land Development Authority Annual Report 1985.







CHAPTER 8. STATUS OF U.S. COMPETITIVENESS

Introduction

After several decades of expansion and dominance over U.S. and foreign
markets, the U.S. oilseeds and oilseed products industry is in decline. During
the 1980's, the industry has lost much of its dominant position in foreign
markets to rapidly growing foreign rivals. The U.S. market is still secure:
U.S. producers supply virtually all U.S. consumption of oilseeds and oilseed
meal and most U.S. consumption of vegetable oils. However, the export markets
for these products have traditionally supplied much of the industry's earnings,
and these markets have become increasingly competitive. Foreign production and
exports of soybeans and .other oilseeds and their products are rising, and the
long-run growth in world demand has slowed as a result of macroeconomic
fluctuations and intermational recession.

Weak foreign markets have. pushed down prices in important U.S. export
markets, and, as a result, have upset the price structure of the U.S. soybean
complex. U.S. producers. and exporters cannot simultaneously maintain high
export prices and keep the quantity of exports up; thus, export volume has
been sacrificed in order to maintain the key element of the price structure of
the soybean complex, the soybean price. This price is the target of the loan-
support program of the U.S. Department of Agriculture (USDA), a program which
has become increasingly difficult to maintain in the face of declining export
prices. The USDA has withdrawn soybean supplies from the market in an effort
to prop up prices, causing a decline in U.S. exports of soybeans and putting a
high floor under raw material costs incurred by U.S. soybean crushers and
exporters of soybean meal and oil.

Many of the same factors that propelled the U.S. industry to its peak have
contributed to its subsequent decline. U.S. Government support of farm incomes
and financing of research and development (R&D), the dominance of large multi-
national firms in U.S. and world oilseed trade, and other factors in U.S.
industry development have inadvertently assisted foreign producers as well as
domestic producers, creating competition for U.S. exporters in foreign markets.

A widely held view would also include past U.S. trade embargoes as a contri-
~ buting factor in stimulating foreign competition with U.S. exports.

Other factors in the decline are not directly related to the industry.
The most important of these are exchange rates and other macroeconomic fluctu-
ations in intermational trade, including those caused by the debt burden of
developing countries.

This chapter examines more closely the significant factors suggested in
previous chapters that affect U.S. producers and exporters in international
markets for oilseeds and oilseed products. An attempt is made to tie them in
with the structure of.the U.S. industry and of its important rivals, and to
evaluate their impact on U.S. competitiveness. The following section examines
each important factor found to affect U.S. competitiveness. The remaining two
sections of the chapter present information on adjustment efforts that U.S.
soybean crushers have made or plan to make in response to increased foreign
~ competition, and the views of U.S.. industry members on U.S. competitiveness as
expressed in industry testimony, the trade press, and other sources.
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The Changing Structure of Oilseed Product Markets
and the Loss of U.S. Market Share

ThelU.S. share of world markets

A basic indicator of U.S. performance as a world supplier of oilseeds and
oilseed products is the changing U.S. share of world markets for such
commodities. Declining market shares can be symptoms of declining health of
"the industry, either absolutely or relative to foreign competitors. Used in
conjunction with other performance indicators, such as costs of production,
market shares can be helpful in comparing the economic condition of the U.S.
industry with that of its rivals in the market. ,

A set of measures of U.S. market share is presented in table 8-1. By any
of these measures, the U.S. share of important world markets for oilseeds,
meal, and oil fell in the 1980's from the levels of the late 1970's. The
following discussion examines some of the reasons for these declining market
shares.

Macroeconomic effects on U.S. export performance

A variety of macroeconomic and international economic policies and events
have had important effects on U.S. agricultural trade, including oilseeds and
oilseed products. The most important of these include the following: volatile
exchange rates; stagnant world economic growth in recent years; and the foreign
debt crisis experienced by several developing countries. Because these effects
‘apply to'a number of agricultural markets, the following discussion is directed
at U.S. agricultural exports in general. However, except where noted, these
effects apply particularly to U.S. trade in soybeans and/or soybean products-
as well. .

The value of the U.S. dollar.--The U.S. dollar appreciated between 1980
and 1985, and then depreciated in 1986 against the currencies of a number of
major exporters of oilseeds and oilseed products (table 8-2). Two points
should be emphasized about the effects on agricultural trade caused by the
dollar's appreciation during the early 1980's. First, as discussed below, the
debt problem of the less developed countries (LDC's) caused the depreciation
of many LDC currencies vis-a-vis the dollar. 1In the early 1980's, as interest
rates increased and terms of trade for the LDC's fell, countries such as
Argentina, Brazil, and Mexico were forced to abruptly devalue their currencies
not only to generate the trade surpluses necessary to service their debt, but
in the cases of Argentina and Brazil, to stimulate their exports of oilseed
products and other commodities. As a result of this depreciation, the LDC's
reduced their imports of U.S. agricultural goods. Second, the appreciation of
the dollar against all major currencies reduced the ability of U.S. exporters
to compete against major agricultural exporters. 1/ By lowering the relative
price of competitors' exports, the dollar's appreciation allowed these
competitors to bid away sales from the United States. This decline in the

1/ Mathew Shane and David Stallings, Trade and Growth of Developing Countries
Under Financial Constraint, USDA, June 1987.
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level and market shares of U.S. agricultural exports contrasts with the growth
during the 1970's when the sustained depreciation of the dollar against other
currencies served to boost U.S. exports of farm products.

Table 8-3 presents estimates of the effects on U.S. agricultural (wheat,
corn, and soybeans) exports resulting from changes in the value of the U.S.
dollar. These estimates support expectations regarding the negative effects on
U.S. trade caused by the dollar's appreciation and the positive effects of its
depreciation. With respect to soybeans, it was estimated that the dollar's
appreciation during 1980-82 and 1984-85 depressed the real (inflation-adjusted)
price and both the volume and real value of U.S. exports of soybeans during
those periods (table 8-3). The dollar's depreciation in 1986, on the other
hand, drove up the real price and the volume and real value of such exports.

Stagnant world economic growth.--Between 1980 and 1983, the rate of growth
of real income for both developed and developing countries declined from the
rates experienced during the 1970's (table 8-4). Indeed, in 1982, the
industrial countries experienced negative rates of growth for real gross
national product (GNP). The world recession that occurred during this period
can be attributed, in part, to tight monetary policies and major industrial
restructuring.

A USDA study examined the effect of income growth on U.S. exports of
soybeans and soybean meal, wheat, and coarse grains. 1/ Contrary to
conventional belief, the study found that the declines in real per capita GNP
that occurred between 1980 and 1983 had a positive, although small effect on
the level of U.S. exports. However, the study also found that had real income
continued to grow at the rates experienced during the 1970's, the level of farm
exports would have been higher. 1In particular, the United States would have
exported 0.6 million metric ton more of soybeans and meal between crop years
1980/81 and 1982/83. Corn and wheat exports would have been greater by
0.7 million tons and 2.8 million tons, respectively.

To understand the factors that led to the world recession of 1981-83, it
is necessary first to examine the 0il shocks of 1973-74 and 1979-80. The
developed countries responded to the first oil shock with expansionary
monetary policies to avoid injuring their own economic growth. The change in
trade flows (from oil-importing countries to members of the Organization of
Petroleum Exporting Countries (OPEC)), combined with the expansionary monetary
policies, created large amounts of financial liquidity, in the form of
so-called petrodollar deposits. To recycle this liquidity, banks began massive
lending programs mainly to middle-income oil importing countries. These
policies, primarily the low real interest rates, produced an export-led
international expansion of the world economy.

The second oil shock of 1979-80 helped set the stage for the world
recession of 1981-83. Although the response of the United States and other
countries of the Organisation for Economic Co-operation and Development (OECD)
to the first o0il shock in 1973-74 was to accommodate the increase in energy
costs with expansionary policies, the response to the second o0il shock was,
conversely, to follow contractionary monetary policies. The fear of triggering

1/ John Dunmore and James Longmire, Sources of Recent Change in U.S.

Agricultural Exports, USDA, Jan. 1984.
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high inflation in the developed world similar to the inflation that followed
the first oil shock precipitated the contractionary monetary policies. 1/ The
immediate effects of these policies were worldwide recession, and high,
positive real interest rates. As discussed later, lower growth rates in the
industrialized countries reduced the volume and prices of exports of
debt-ridden developing countries and also led to reductions in imports by such
debtor countries.

The decline in GNP and aggregate demand in industrial countries had
serious adverse effects on the exporting sectors and on the terms of trade of
developing countries. The largest cumulative declines in terms of trade in
1982 occurred in low-income African, Latin American, and other developing -
countries. 2/ 1In addition, exchange rates were not allowed to adjust fully in
response to intermal inflation and this reduced export incentives in the
developing countries. 3/ With the exception of East Asia and the Pacific,
domestic inflation increased sharply in the developing countries. Inflation
was greatest in the oil importing countries, major debt-affected developing
countries, and Latin America. As a result of these effects, many of the
developing countries found it difficult to generate the foreign-exchange
earnings necessary to meet debt-servicing payments.

In summary, it was the slowdown in monetary growth that caused the world
recession of 1981-83, sharply curtailed the growth in real income, reduced the
terms of trade for developing countries, and caused real interest rates to -
increase. However, the empirical evidence presented by Dunmore and Longmire
suggests that the effect on U.S. farm exports of the decline in the growth rate
of real income was relatively small. Since these exports fell sharply'during
the world recession, this suggests that the dollar appreciation and the debt
crisis may have had a larger effect in reducing the level of U.S. farm exports
than stagnant world economic growth.

The debt crisis.--The world recession and the debt-servicing problems of
the developing countries are interdependent. The percentage of LDC debt
concentrated in non-oil developing countries remained virtually unchanged at
88 to 89 percent, between 1981 and 1986 (table 8-5). This concentration of
debt in the non-oil developing countries is a relevant factor in determining
the competitiveness of U.S. agricultural exports for the following two reasons:
(1) these countries are major markets for U.S. agricultural products, and (2)
in general, the non-o0il developing countries have experienced the greatest

1/ The basic money supply, called M1, increased in the industrial countries at
average annual rates of over 10 percent from 1971 to 1973. This was followed
by a slowdown in the growth of money in 1974, producing a temporary rise in
real interest vates in 1975. From 1976 though 1979, the annual increase in M1
averaged 10 percent. However, the 0il price increases in 1979 were followed
by 3 years of declining monetary growth. See Shane and Stallings, op. cit.

2/ Latin American countries showed the largest l-year change in barter terms
of trade, moving from a 15-percent increase in 1977 to a 15-percent decrease
in 1978. See Shane and Stallings, op. cit. )

3/ Domestic inflation in countries with fixed exchange-rate systems acts as a
tax on exports. 1In addition, it slows the process of development by reducing
the incentives for real investment from domestic sources. - See Shane and
Stallings, op. cit.
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problem with debt servicing. A USDA study found that, of the LDC debtor
countries, 18 were major U.S. agricultural trading partners. 1/ These

18 countries accounted for more than 60 percent of the debt of the countries
facing repayment problems. Overall, the debt problem was highly concentrated
" in a few country categories. These were middle-income oil importers, major
agricultural market countries, the geographical groupings of Latin America and
Eastern Europe, and the non-oil-producing countries of NHorth Africa.

The debt-ridden developing economies which have been important yet
declining markets for U.S. exports of soybean products are Peru,:Venezuela,
Poland, and the Philippines. These countries together purchased 6 percent of
U.S. soybean o0il exports in the 2-year period 1985-86, down from 10 percent in
1980-81, as shown in the following tabu;at1on

U.S. exports of soybean oil -
) ) Change from .
Market 1980-81 1985-86 1980-81. to 1985-86
: 1,000 pounds :

Peru 192,821 27,799 -165,022
Venezuela 160,956 89,275 -71,681
Poland 41,507 18,450 -23,057
Philippines 16,103 13,029 -3,074

Subtotal 411,387 148,553 -262,834
Other 3,808,050 2,336,022 -1,472,028

Total 4,219,437 2,484,575 -~1,734,862

U.S. sales of soybean oil to these four developing countries declined by
262.8 million pounds, or 64 percent of the 1980-81 level, a2 decline that
accounted for one-seventh of the overall de;line in U.S. soybean oil exports.

In addition to markets for U.S. exports, debt-ridden developing countries
are also competing suppliers of soybean products on world markets. The export
supply of such developing countries as Brazil and Argentina have been described
in earlier chapters. For example, in the case of oilseed meal, Brazil's share
of world exports increased from 30 percent in 1979 to 39 percent in 1986; at
the same time, Argentina‘'s share of this market grew from 9 to 22 percent

~(table 2-5). Such exports provide these countries with necessary foreign
exchange, assisting in the service of their foreign debt; the debt burden in
these countries has, therefore, probably served as a stimulus for further
expansion of their soybean farming and processing industries.

Technological development

Two important technology issues pertain to U.S. export performance:
R&D of new products and more efficient production and processing methods; and
cost differences across countries in oilseed farming, processing, and
transportation. :

1/ Mathew Shane and David Stallings, Financial Constraints to Trade and
Growth: The World Debt Crisis and Its Aftermath, USDA, Dec. 1984.




Research and development.--There have been dramatic and important
advances in oilseed farming and processing brought about by R&D activities.
An important example is the increase in per acre yields in the United States,
South America, and elsewhere, resulting from bean varietal development, pest
and disease control, and improved harvesting methods. Another example is the
hexane solvent-extraction process for "crushing™ soybeans, which isolates oil
from meal more effectively than the previously dominant screw-press method.

How R&D affects U.S. exports centers on the relative levels of R&D funding
in the United States and its competitors and the related issue of.technology
transfer. U.S. R&D funding comes largely from Government sources, particularly
the USDA and State governments, which provided $2.2 billion in agriculture R&D
(all areas, including oilseeds) in 1982. 1/ Much of this R&D focused on
farm-level technology and product development. R&D at the processing level
seems to be more adequately financed by private sources than at the farm
level; U.S. soybean crushers devote many millions of dollars annually to
oilseed-related R&D, according to trade sources and industry responses to
Commission questionnaires.

The success of Government R&D in supporting and expanding U.S.
agricultural production and trade depends in part on the ability and
willingness of farmers to adopt new technology. This in turn depends largely
on economic factors, such as farm access to financial resources and credit, and
the market structure of the farm and processing sectors. As farms in the
United States decline in number but increase in size (see the data in ch. 3),
other factors remaining the same, farmers' ability to adopt technology may
increase because access to capital may also increase. Diversification of farms
into multiple crops also increases this ability, because a farm is then not
completely dependent upon the success of a single crop, and introducing new
technology for that crop is not as risky. Government support of R&D is
essential to maintaining technological excellence, because individual farm
operations, although growing (on average), are still insignificant and cannot
justify significant R&D funding; moreover, the competitive environment faced
by farmers ensures that any new successful technology, if economic, will be
quickly disseminated throughout the industry. A part of the future success of
U.S. agricultural trade, therefore, depends on continued public funding of.
R&D. 2/ :

The success of Government R&D in supporting U.S. agriculture depends also
on controlling and containing technology transfer, i.e., the spread of .
technological expertise to other countries, particularly current and potential
competitors. At least two features of U.S. agriculture make such control
difficult. One is the economic aid and development assistance provided by the
United States to friendly countries, particularly developing economies; this
assistance typically includes advice by U.S. agriculture experts intent on
implementing new technology in these countries. The other is the central role
multinational enterprises play in U.S. and world agricultural processing and
trade; little can be done to prevent such firms from exporting U.S.-developed
technology to their operations in other countries (see the following discussion
of multinational enterprises). Technology transfer has been recognized as a

1/ Office of Technology Assessment (OTA), Technology, Public Policy,..., op.
cit., table 12-1, p. 267.
2/ See OTA for a full discussion of agricultural technology and publxc policy.
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competitive problem, 1/ but if little can be done to prevent it, then splllover
effects from U.S. flnanced R&D (Government or otherwise) will cont1nue to

enrich foreign competitors and lessen the relative improvement in U.S. trade
performance.

Cost differentials.--An important element in overall competitiveness of a
country's industry is its relative cost level, both in oilseed production and
processing. Additionally, transportation costs can be important. 1If, given
existing market prices for oilseeds and oilseed products, a country has low
production or processing costs--whether by natural advantages or government
support--it has a competitive advantage over higher cost rivals and will
normally expand output and capture greater market shares for these products.
The following discussion examines the relative cost data presented in earlier
chapters for the United States and its major competitors.

Farm costs.--At the farm level, production costs vary considerably
across countries, even for the same oilseed type. Table 8-6 presents a cost
comparison for soybean production in selected countries (the United States,

. Brazil, and Argentina) in 1986. Total costs per metric ton range from a high
of $267.74 in the United States to a low of $185.04 in Argentina, a difference
of $82.70, or 31 percent of the U.S. cost. The two most important cost items
contributing to this difference are capital replacement and land cost. Capital
replacement totaled $33.07 per metric ton of output in the United States and
$10.96 in Argentina, a difference of $22.11 per unit. The cost of land totaled
$62.95 per metric ton of output in the United States and $22.35 in Argentina, a
difference of $40.60, 2/ Although land and capital are expensive in the United
States, these are partially offset by a cost advantage for U.S. farmers in mar-
keting, a fact explained perhaps by U.S. advantages in superior transportation
(e.g., rail) and other infrastructure.

Comparison of U.S. soybean production costs with costs of other oilseed
types in other countries is either not possible or not practicable. The
Buropean Community (EC) is a major producer of rapeseed and other competing
oilseeds; however, farm-level production costs for such nonsoybean crops are
not available.

Assessing the production costs for the other major competing product, oil
palm fruit (from which palm oil is produced), is highly complicated by the long
time period between planting the oil palm and harvesting the o0il palm fruit
(which occurs continuously over many years). Some significant costs, most

1/ Ibid.

2/ The constraint on the creation of new ‘arable land in the United States
(which is not as severe in largely undeveloped Argentina and Brazil) tends to
make U.S. farmland prices more sensitive to variation in land demand and
agricultural output prices. Thus, changing fortunes of U.S. farmers have
dramatic effects on U.S. farmland prices. However, the caveat in ch. 3 states
that changes in land cost are felt more immediately by those farmers who rent
their land (or have borrowed, using it as collateral) than by those who own
their land outright. If U.S. farmers are proportionately greater landowners
than Argentine farmers (see the discussion in ch. 5 of chacareros and
contratistas), then differences in land cost would be less important than ‘the
above data suggest.
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importantly the cost of land, are incurred at the outset of operations, when
undeveloped land is cleared and the trees are planted. Undeveloped land, if
abundant, may have a zero value, yet its improvement gives it a positive value.
The cost of improvement is expected to be recovered over a multiyear time span.
This aspect of land cost may be considered land rent or, more appropriately, as
a cost of production. Other costs, such as fertilizer and harvesting labor,
are incurred over the useful life of the trees. To measure all such costs
incurred to produce a unit of output of palm fruit is not a straightforward
calculation. One must take the present value of the initial and future
production costs and divide that present value by the total quantity of output
produced over the useful lives of the trees.  The resulting value is the total
cost per unit of output. It is clearly not easily compared with the average
cost of a bushel of soybeans, which are planted, grown, and harvested within
one year. 1/

Processing costs.--In 1986, U.S. soybean mills had lower crushing
costs than mills in the EC, but higher costs than those in South America

(table 8-7). Crushing costs of U.S. mills totaled $19.50 per metric ton of
soybeans crushed in 1986, about 9 percent below EC crushing costs of $21.42 per
metric ton, and 38 percent greater than South American crushing costs of

$14.22 per metric ton. The relative cost performance of U.S. crushers in 1986
was an improvement over 1985, caused in part by the depreciation of the U.S.
dollar. 1In 1985, the crushing costs incurred by U.S. crushers totaled

$20.60 per metric ton, about 44 percent greater than EC costs of $14.21 per
metric ton, and nearly 75 percent greater than South American crushing costs of
$11.82 per metric ton.

The relative cost of soybeans to crushers is also higher in the United
States than in South America. 2/ In 1986, U.S. crushers paid an average of
$210.90 per metric ton for soybeans, about 36 percent more than the cost to
South American crushers of $154.59 per metric ton. This difference was greater
in 1985, when the U.S. cost of $236.60 per metric ton exceeded the South
American cost of $131.68 per metric ton by 80 percent.

Offsetting high crushing and soybean costs for U.S. crushers are low
expenses incurred in sales, financing, and overhead. The combined cost of
general, selling and administrative expenses plus financial expenses and
corporate overhead totaled $4.00 per metric ton of soybeans processed in the
United States, compared with $7.56 per metric ton in the EC and $17.57 per
metric ton in South America. Such cost differentials reflect a variety of
cost advantages for U.S. crushers, including transportation and capital, among
others.

1/ Nor is such comparison appropriate, since soybeans are processed into two
outputs, meal and oil, in fixed proportions, whereas palm fruit has one
important output, palm oil.

27 The cost of soybeans to EC crushers reported in table 8-7 does not reflect
the BC CAP payment designed to offset high farm prices of soybeans, and is
therefore not directly comparable with those data for U.S. and South American
crushers. . )
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- Transportation cqsts.;~1he United States has an advantage over its
major soybean rivals, Argentina and Brazil, in the cost of shipping soybeans to

major markets in Europe and Japan, as shown in the following tabulation (in -
U.S. dollars per metric tom): 1/

E Freighf rates to Landed cost at

Country F.o.b. cost Rotterdam Japan Rotterdam Japan
Argentina 185.04 18.50 . 32.39 203.54 217.43
- Brazil : 241.91 16.50. 34.20 258.41 276.11
- United States 267.74 12.62 - 26.00 280.36 293.74

Part of the U.S. advantage in transportation cost can be explained by the
- shorter ocesm distances between these importing aveas and U.S. ports and by
depressed bavrge vates on the Hississippi River. 2/ The advantage can also be
explained by the higher transportation costs that Argentina and Brazil incur
in getting soybeans from the farm gate to the port. These h1gher gate-to-port
costs result mainly from the lack of a low-cost inland transportation system,
For example, most soybeans in Brazil move to port by truck because there are.
few navigable rivers or efficient railroad systems. 1In contrast, U.S. soybeans
can be shipped from any major producing State to port by truck, barge, or
train. The transportation cost advantage enjoyed by the United States over its
South American competitors is so great that, according to one study, it would
be maintained even if barge and ocean rates doubled. 3/

However, although the United States maintains a transportation cost
advantage over Argentina, the previous tabulation indicates that the f.o.b.
cost of soybeans in the United States is higher. This is because the fixed
costs of soybean production are higher in the United States tham in Argentina
or Brazil. 4/ Thus, the U.S. transportation cost advantage is more than offset
by its fixed cost disadvantage. '

Government involvement in agriculture

At the root of many of the structural market changes and the rise and
decline of the United States in world oilseed product trade are government
agricultural policies. Both in the United States and abroad, agriculture
programs are pervasive: they have heightened production and exports in some
countries and suppressed it in others; they have promoted consumption in some
areas and stifled it in others. World production, consumption, and trade have
been adjusting to this complex array of props and fetters, which in recent
years have dramatically (and probably irreversibly) altered trade flows and
eroded U.S. dominance in world trade.

1/ Gerald F. Ortman, Walter J. Stulp, and Norman Rask, "Comparative Costs in
Agricultural Commodities Among Major Exporting Countries," Department of

Agricultural Economics and Rural Sociology, The Ohio State University,
Jan. 1987.

2/ Tenpao Lee, C. Phillip Baumel, and Robert W. Acton, "The Impacts of
Transportation Rates on World Soybean Trade Competition,” in World Soybean
Research Conference III, R. Shibbles (ed.), 1985. :

3/ 1Ibid. .

4/ Gerald F. Ortman, Walter J. Stulp, and Norman Rask, op. cit.
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In many countries, including the United States, the farm sector suffers
from the following three basic problems: price instability, seemingly chronic
overproduction, and low labor productivity in small-scale operations. 1In
response, Governments in many countries, for both the economic and additional
political reasons, have intervened with price and output controls, income-
support systems, and funding for technology R&D. Since it became commercially
important in the 1950's and 1960's, the oilseed farm sector has suffered from
the usual problems of crop uncertainty and price volatility, among others.
Compared with older, more entrenched agriculture sectors such as grain or
dairy, the oilseed sector has traditionally been subjected to only moderate
Government intervention, such as indirect price support in the United States.
But as the sector has grown worldwide, the effects of Government intervention
have grown as well.

U.S. Government agriculture policies.--The most important U.S. Government
intervention comes from USDA loan programs for soybeans, corn, and related
crops, designed to provide farmers with inexpensive, short-term working
capital until the sale of their crop. An important additional purpose is to
provide a floor under crop prices that can be adjusted by changing the per
unit loan rate. By reducing or eliminating the downside risk of price
fluctuations, these programs raise the expected returns from soybean farming
and encourage higher soybean output than m1ght otherwise occur. &Especially
during the 1970's, food demand grew fast enough to keep the markets for
oilseed meal and oil strong, and pr1ce supports were little more than
insurance against occasional price declines. Such insurance contributed
nevertheless to growth in the U.S. oilseed farm sector. As ‘long as markets
for meal and oil were strong--as they were through the 1970's--soybean
crushers and exporters were able to sustain soybean prices above support
levels. .

In recent years, however, markets have softened and high prices have been
difficult to maintain. A major reason is the price support effects of the USDA
loan program, which have raised the dollar -price of U.S. soybean exports and
increased the cost of raw material for U.S." soybean crushers and oil and meal
exporters. When the United States assumed .the role of international oilseed
price leader through its dominance of world-trade, it was allowed (or forced)
to influence foreign oilseed prlces in order to stab111ze and support domestic
prices; as a result, high prices in U.S. oilseed markets have generally meant
high prices abroad. Strong markets kept oilseed prices high and stimulated
increased U.S. output; however, an-equally :important result of high prices was
increased foreign oilseed production in South America, the EC, Malaysia, and
elsewhere. As the world supply increased in the early and mid-1980's, export
markets began to weaken and prices fell, eventually to the point where the
U.S. soybean price backed down aga1ns£ the USDA support level. The U.S.
Government has in recent years absorbed soybean supplies from the market to
prevent further price erosion, but with such prices artificially propped up,
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foreign output has continued to rise and displace U.S. exports. 1/ Increased
foreign supply has put further downward pressure on prices, forcing additional
U.S. withdrawal from the market to support prices. The effects of USDA price
supports—-diminished U.S. oilseed exports and market share and increased
foreign production and market share--are what elementary economic theory would
predict. 2/ .

The support of farm-level soybean prices also affects U.S. output and
exports of meal and oil.- Crushers that must pay those artificially high prices
sell their meal and oil on unsupported markets at prices that can fall freely.
The crushers' margins--small (10 percent or less) to begin with--are doubly
squéézed when faced with both artificially high input costs and declining
output prices. Thus, at the same time that soybean price supports encourage
farmers to supply more than a free market price warrants, diminished margins
caused by declining prices for meal and oil reduce crushers' demand for
soybeans (which further increases USDA acquisitions).

Another set of U.S. Government actions directed at oilseed and grain trade
is the series of temporary embargoes on U.S. exports that the United States
imposed during various periods between 1973 and 1981. The Commission earlier
investigated the effects of these actions, particularly the 1980-81 embargo on

1/ An indication of the effort required in recent years to prop up prices by
withdrawing supplies is the rapid growth in stocks of soybeans held in the
United States. The following series of USDA data on U.S. Government and
privately held stocks shows this rapid growth (data in-million metric tons):

Crop year - Ending stocks
1977/78 4.4
1978/79 4.8
1979/80 9.8
1980/81 8.5
1981/82° 6.9
1982/83 9.4
1983/84 4.8
1984/85 8.6
1985/86 14.6
1986/87 17.3

2/ On a less elementary level, oligopoly analysts would label the United States
the residual supplier of oilseeds to world markets. The United States, through
the USDA, sets the minimum soybean price, and other countries take this price
into account when adjusting production and exports of soybeans and competing
oilseeds. At this price, world demand, minus the aggregate output of non-U.S.
suppliers, determines the demand faced by U.S. suppliers. If the USDA (and
world) price is set above average production costs incurred by foreign
producers, foreign output increases and residual demand (that faced by U.S.
suppliers) decreases. To maintain prices at the desired level, the United
States must increase or decrease export supply as appropriate. The greater

the level of foreign output compared with world demand, the greater the
adjustment in U.S. supply required to stabilize prices.
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U.S. sales to the Soviet Union, on U.S. agricﬁltural trade through the 1982/83
crop year. 1/ Reparding the oilseed sector, the Commission arrived at the

following conclusions:

o After rising rapidly in the years preceding the 1980 embargo, U.S.
exports of soybeans and soybean meal and oil dropped sharply in the
1980/81 crop year and then recovered almost all of the decline in
1981/82 and 1982/83. (table 15 of the 1983 report)

o As a share of world exports, U.S. exports increased to 55 percent
before the embargo, but then dropped to 45 percent in 1980/81. 1In
the following two years, this share rose to 50-51 percent. (ibid.)

o In the years during and following the 1980 embargo, major competing
producers (Brazil, Argentina, and the EC) increased their soybean
and soybean product output and their shares of world production and
exports. (page 28 and table 19) At the same time, major consuming
nations have diversified their sources of supply, reducing further
the U.S. share of world trade. (pp. 28-29)

o In the opinion of U.S. industry members, the 1980 embargo and
previous trade restrictions have given the United States a
reputation as an unreliable world supplier of oilseeds and other.
agricultural products, inducing both the above diversification by
consumers and the increase in foreign output. (pp. 33-34)

Although no major trade restrictions have been imposed since 1981, it
seems likely that the effects of the 1980/81 embargo have lingered on because
the stimulus to foreign production and exports given by the embargo, in
combination with the price floor effects of the USDA loan program, helped in
some degree to set the stage for the continued expansion of production and
trade observed in recent years in South America and elsewhere.

Foreign povernment agriculture policies.--Policies of foreign governments
influence U.S. trade through their effects on foreign production, consumption,

and trade. Two important examples are the EC Common Agricultural Policy (CAP)
and the Argentine differential export tax system, both of which have received
official or unofficial U.S. Government attention for their possible negative
effects on U.S. trade.

Unlike the United States and other major world producers, the EC is a net
importer of oilseeds, meal, and o0il, as well as a significant producer of all
three products. In addition, the EC exports increasing quantities of these
products. However, the CAP has boosted domestic farming and processing of
oilseeds, which has simultaneously reduced EC demand for imports (including
exports from the United States) and, through increased EC exports, also
reduced non-EC demand for U.S. exports.

1/ See U.S. International Trade Commission, U.S. Embargoes on Agricultural
Exports: TImplications for the U.S. Agricultural Industry and U.S. Exports,
Investigation No. 332-157 (USITC Pub. 1461, Dec. 1983).
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The most serious aspect of the CAP in the context of this investigation is
the oilseed price-support provision. Because EC tariffs on oilseed, meal, and
oil imports are bound (although except for soybeans themselves, at considerably
“higher levels than U.S. tariffs) under the General Agreement on Tariffs and
Trade (GATT), EC trade restrictions take a nontariff form. In particular, EC
oilseed processors are given financial assistance- 'that allows them to purchase
"domestic oilseeds at high EC target prices and yet sell the resulting meal and
oil at market prices. WNo such assistance is given for the use of imported
‘oilseeds; as a result, processors can pay inflated EC oilseed prices and yet
still prefer them over lower-priced imported supplies. Imports of oilseeds
" enter the EC only when domestic supplies are seasonally short, or if EC
processing capacity expands faster than the EC oilseed harvest. Propelled by
high profit margins (see ch. 4 as well as Archer Daniels Midland Co. (ADM)
Chairman Andreas®' reference to making "good money" from EC processing in
ch. 3), the processing sector has expanded rapidly in recent years, slowing
down or reversing the previous rising demand for imports, particularly from the
United States. As a result, U.S. exports to the EC have generally declined in
recent years, as shown in the following tabulation (in 1,000 metric tomns): 1/

K
H

U.S. exports to: Ratio of
EC-12 World EC to World
1979-80 23,026 44,005 52-
1981-82 27,845 48,611 57
1983-84 20,521 42,977 A8
1985-86 17,122 38,026 45

The future impact of the oilseeds provision of the CAP depends on its cost
to EC members, the ability of the farm sector to expand, and the demand for EC
oilseed products, among other factors. The cost to EC members of the oilseeds
price support is high and rising, having increased by 150 percent between 1984
and 1986. 2/ This cost has become a controversial issue, and has given rise to
a proposed EC tax on fats and oils consumption to help finance oilseed price
supports. Such a tax, if passed, will probably reduce U.S. exports even more,
because it will raise EC consumer costs of foods containing fats and oils—-

' curtailing consumption at the same time that production is increasing--and
thereby provide additional supplies of oilseed products for export.

Even if financing shortages force a cutback, or at least a ceiling on EC
assistance to oilseed processors and farmers, the farming and processing
facilities and the supporting infrastructure are in place and will most likely
continue to produce into the future. Even at reduced levels, such production
would exceed historical (i.e., pre-1980's) levels, continuing to depress EC
demand for U.S. exports of oilseeds, meal, and oil. Like financial support to
other fixed investments, past CAP support of production (and trade) will
continue to affect markets in the future, regardless of future levels of CAP
support. Thus, the effects of the CAP on U.S. trade will probably also
continue into the future.

1/ Compiled from official statistics of the United Nations.
2/ National Soybean Processors Association, written testimony submitted in
this investigation, Apr. 28, 1987, p. 18.
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The Argentine differential export tax system is another case of foreign
government policies affecting U.S. trade. This system places high taxes on
exports of soybeans and low taxes on exports of meal and oil, with the effect
of increasing domestic supplies for,internai processing and export as meal and
oil. The purpose of the system is to promote the export of meal and oil and
retain processing value added within Argentina.. U.S. industry members allege
that this tax system constitutes an unfair trade practice by artificially
increasing Argentine exports of meal and oil. Their argument, briefly stated,
is based on several alleged effects of the tax system on Argent1ne production
and trade. 1/

First, domestic pricing is distorted, since domestic soybean supplies
withheld from export are kept high and prices are kept low by the high soybean
export tax. This reduces costs for processors, allowing them to undercut world
prices of soybean meal and oil. Indeed, the U.S. industry claims that the
combined value of the exported meal and oil processed from a unit of soybeans
is less than the export value of the unit of soybeans itself. This in turn
depresses the prices received by U.S. exporters of meal and oil. Second, the
volume of Argentine meal and oil exports is increased by the tax system,
because domestic production is increased. As a result, Argentine exports of
meal and oil displace competing U.S. exports in major and emerging export
markets. Moreover, U.S. industry interests assert that the primary intent of
the tax system, to retain value added, as well as the secondary objective of
accumulating foreign-exchange earnings, are subverted when meal and oil export
prices fall below the export market value of the underlying soybeans. Even
though Argentine soybean exports are reduced by the higher tax on oilseed
exports, this reduced export supply does not increase world soybean prices;
rather, world soybean prices are suppressed by the squeeze on U.S. and other
non-Argentine crushers' margins caused by the low meal and oil prices.

Multinationalization

An important and enduring structural factor that influences U.S. export
performance is the role played by multinational enterprises (MNE's) in U.S.
trade in oilseeds and oilseed products. Most such trade is carried out by
(usually U.S.-based) MNE's. They are important to U.S. competitiveness not
simply because their trade represents the bulk of U.S. exports; they also carry
out oilseed processing and trading operations abroad, including transactions
between third-party nations that indirectly affect U.S. trade. MNE's endure
as an important element of the U.S. industry's structure; however, it is not a
stable element, as the past rise and fall of industry giants such as Cook
Industries and A.E. Staley Hanufacturlng attest. Thus, despite the appearance
of oligopoly, U.S. and foreign trade in oilseeds and oilseed products can be
highly competitive.

Why are MNE's so prominent in oilseed product trade? The main reasons
probably are: (1) economies of size in an array of activities, including
purchasing, transportation, R&D, information gathering, and risk handling; and
(2) diversification by both product line and geographic market area. For

1/ See National Soybean Processors Assoclatlon, Pet1t1on Seeklng Relief.
op. cit. )



8-15

example, access to information about prices in important export markets for
particular products is essential for efficient marketing, but small or
exclusively domestic firms typically have less complete information about
export opportunities than large multinational firms. Similarly, the risk of
fluctuating prices and costs is more easily borne by large, diversified firms
than small, single-line firms. A second question--why many MNE's are head-
quartered in the United States—-is easily answered by the dominance in export
trade by the U.S. industry compared with its foreign rivals.

MNE's probably have both positive and negative effects on U.S. trade. Omn
the positive side, MNE's can be more efficient marketers of U.S. exports than
purely domestic firms, in access to foreign-market information, management of
transportation networks, .and the bearing of risk, and thus can more effectively
market U.S. exports. With sales offices and, frequently, processing facilities
abroad, MNE's have access to market information that may even surpass that of

the USDA, one of the most common sources of foreign-market information for
domestic firms. 1/

Efficient transportation networks, both internally but particularly in
ocean transport and foreign port access, are a vital part of export marketing.
The control over such networks by firms like ADM and Cargill in the form of
ownership of port facilities, railcars, and vessels, helps these firms market
U.S. exports more efficiently. 1In contrast, domestic firms that must rely on
outside transportation networks are not capable of such marketing efficiency.
Likewise, the risk of lost profits from adverse price swings or lost sales in
a single product or geographic market is more easily borne by diversified and
geographically dispersed firms like the major oilseed crushers than small,
single-line firms selling in one market or to a few major buyers. In addition,
the diversification of MNE's into other agricultural commodities and other
products enables them to cross-subsidize individual operations and, perhaps,

creates a tendency to take on riskier projects than otherwise, such as entering
new market areas or introducing new products.

The presence of MNE's also aids smaller U.S. oilseed producers and
crushers in exporting their oilseeds and oilseed products. As described in
ch. 3, smaller crushers in the United States tend to market a significant share
of their exports indirectly through larger crushers (i.e., through MNE's)
rather than exporting directly. The benefits to a small firm of indirectly
exporting through a MNE can include a higher price and/or reduced costs, and
less risk than that involved in export marketing. 1In addition, a small firm
may export indirectly because it has no foreign sales offices and lacks
expertise in foreign markets. A small domestic firm has also not developed a
reputation abroad as a reliable supplier. These are important factors in the
export marketing of oilseeds and oilseed products, and in these respects MNE's
have advantages over purely domestic firms, enabling the MNE's to more
efficiently export U.S. oilseed products. Thus, through multinationalization,
large U.S. oilseed crushers--—-and, indirectly, their smaller rivals--can more
effectively market U.S. exports.

1/ U.S. industry sources interviewed by Commission staff contend that USDA
information of foreign markets is in some cases obtained from foreign offices
of U.S.-based firms. ‘
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On the negative side, MNE's may (1) accelerate the international transfer
of U.S. technology, (2) provide their foreign subsidiaries easier access to
capital, and (3) cause increased variability in U.S. exports in response to
changing U.S. or foreign market conditions. U.S. technology in oilseed farming
and processing is at least as good as, and in some cases superior to, that
found in competing countries. However, the U.S. technology developed by the
crushers
themselves, by their suppliers of equipment or other inputs, and by Government
sources such as the USDA, can be easily transferred by MNE's to subsidiaries
in other countries, enabling foreign industries to compete better with U.S.
oilseed producers, crushers, and exporters. In some cases, technology transfer
by MNE's may even allow new technology to be introduced abroad before it is put
in place in the United States. 1/

Foreign subsidiaries of MNE's have superior access to capital compared
with their independent rivals because of the parent firm's large size (enabling
cross-subsidization or the parent's guarantee of loans from private lenders to
the subsidiary) and MNE access to international money markets. This is a
particular advantage in countries with currency controls, high inflation, or
other monetary disturbance, which can make capital extraordinarily expensive,
as is the case in South America, according to industry sources interviewed
there by Commission staff. There, independent firms are held back from
expanding because of the high capital cost. MNE subsidiaries, which are less
constrained because of parent-firm support, increase the competitiveness of
(the subsidiaries' share of) the local industry.

A third negative aspect of U.S. oilseed multinationalization, the possible
effect on the level and variability of U.S. exports, is much less obvious,
because it depends on the competitive strategy of MNE's in their marketing of
oilseeds and oilseed products. The reliance of U.S. firms on the export market
forces them to develop some form of international strategy, whether it is a
global, full-product-line strategy, a narrow focus on one product in one export
market, or something in between. Most of the MNE's exporting U.S. oilseeds and
oilseed products appear to have developed a broad product-line, global strategy
insofar as they process and trade in a wide variety of agricultural product and
commodities and maintain offices in many countries. This way a MNE can more
flexibly meet customers' demands, drawing upon a variety of sources of supply,
whether such supply is, for example, Brazilian, Canadian, or U.S.-produced.

The implication for U.S. exports from such MNE flexibility is that there
is a corporate strategy-related influence on U.S. export levels, in addition to
the usual influences--relative labor costs, land quality and availability, etec.
U.S. exports may decline, for example, as part of a strategy of a few MNE's to
diversify sources of supply to customers in an important market, for example,
to take advantage of swings in seasonal prices, transportation costs, or supply

1/ OTA, A Review of U.S. Competitiveness in Agricultural Trade, op. cit.,

p. 5. MNE's are not alone as forces behind technology transfer.
Government-sponsored agricultural technology may be transferred abroad by the
U.S. Government, perhaps as part of a foreign aid program, with the same
implications for U.S. competitiveness as MNE technology transfer.
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availability. However, the influence on U.S. exports imparted by MNE's is
highly uncertain, because of the paucity of information on the corporate
strategies of closely held, private oilseed crushers and traders.

An issue related to MNE's is the role played by foreign government
trading agencies, although in the oilseed trade they are less important than
in other agricultural trade, such as wheat. At least two instances do exist,
however. One is the grain trading agency of the Soviet Union, Exportkhleb.
This agency was involved in, for example, the U.S.-Soviet soybean and grain
deals of the 1970's. The other is the EC Commission, which, by setting trade
restrictions and internal market measures such as target prices, serves to
unify the EC members' industries, adding an element of monopsony (single-buyer)
to EC trade with the rest of the world. EC tariffs, for example, provide EC
members with a unifying price-support mechanism by restricting non-EC supplies.
As before, there are both positive and negative implications for U.S. exports
from foreign govermment trading agencies, especially when such agencies deal
with MNE's. On the positive side, MNE's can promote U.S. exports, despite EC
trade barriers, by countering the monopsony power of the EC with oligopoly
power of U.S. exporters. However, MNE's selling to EC customers may also deal
with EC trade barriers by setting up processing facilities within the EC, thus
replacing their shipments of U.S.-produced oilseed meal and oil with their
internal production within the EC. Both effects on U.S. trade are probably
present: U.S.-based MNE's are large relative to the EC import market, and may
have some influence (e.g., through lobbying) over the implementation of EC
trade policies; however, most major MNE's (whether U.S.-based or with
subsidiaries in the United States) also operate EC-based oilseed mills and
vegetable o0il refineries in EC countries, and, as described in earlier
chapters, their expansion into EC oilseed crushing seems to be increasing.

U.S. Adjustment Efforts

Strategic responses to foreign competition

The Commission requested that U.S. soybean crushers provide information on
their planned strategies in response to foreign competition, by identifying
from a set of possible responses the strategies relevant to the firm. The
crushers' responses are presented in aggregate form in table 8-8.

Each selected strategy falls into one of four categories, depending on
whether or not it relates to price/finance, product type, output level, or
other strategy. The most common price-related strategy (chosen by five of the
eight respondents) is to concentrate on maintaining price competitiveness and
match competitors' price terms. Other selected strategies (each chosen by one
respondent) include improving financing and reducing raw material cost.

Several product-related strategies included improvement of product quality
(chosen by four firms), concentration on market niches where the firm has a
competitive advantage (four firms), the improvement or expansion of product
service or support (three firms), and concentration on market niches where
competition is less intense than others (three firms).

The most common output-related competitive strategy is the shift of
production to higher-valued products (five firms). Other common strategies
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include reduced output to cut losses and inventories (four firms); A
diversification of product mix to strengthen market position (four firms); and
the elimination of unprofitable divisions or operations (four firms).

The strategy most commonly selected by the firms is the modernization of
present plant and equipment (seven firms). In addition, six firms intend to
invest in new plant and equipment in order to cut costs and boost productivity.
In view of the output-related strategies outlined in the previous paragraph,
it appears that many firms plan to discard obsolete plant and equipment and
replace them with newer, more efficient assets geared toward the production of
higher-valued products. In addition, four firms plan to develop joint ventures
or mergers with U.S. firms in their domestic operations (and perhaps in the
process discard obsolete assets). Only one firm disclosed an intent to develop
a foreign joint venture, one firm plans to invest in foreign production
facilities to improve its cost position, and one firm plans to invest in
foreign production facilities to improve market access. '

Cost reduction _and capital expenditures

The Commission requested from U.S. soybean crushers additional general
information about their current strategies to reduce costs in response to
foreign competition. A total of eight firms provided complete respomses; the
number of respondents that selected each strategy is presented in the following
tabulation: ‘

Area of ~ short "Long
Cost reduction term term

Labor-related 7 7
Raw/intermediate materials 2 2
Production and transportation 7 8
Capital 3 4
overhead 5 6

The two most important areas for cost reduction, as indicated by the
proportion of firms selecting them, are production (crushing) and transpor-
tation and labor-related costs (wages and fringe benefits). Included within
production costs are energy costs, which along with the cost of raw material
(soybeans) are among the largest expense items incurred by crushers. Somewhat
surprising is the low response rate for raw and intermediate costs; in view of
the sizeable proportion of total costs (90 percent or more) that are accounted
for by raw material costs, this would seem a likely area for attention to cost
reduction.

The Commission also requested recent and projected capital expenditures
for a broad range of capital items, including soybean preparation and proces-
sing equipment, meal/oil handling and storage facilities, steam generation,
and oil refining, deodorizing, and hydrogenation equipment. Seven firms
provided responses for the full period 1982-89; these data are presented here
in aggregated form over all capital items to avoid disclosing proprietary
data for selected items. The respondents' actual and projected capital
expenditures are presented in the following tabulation (in thousands of
dollars):
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Ltem Value
Actual
1982.......... 50.0
1983....... cos 40.2
1984.......... 50.4
1985...... e 47.0
1986.......... 36.5
Average..... 44.8
Projected:
1987.......... 28.0
1988........ .. 72.7
1989.......... 44.6
Average..... 48.4

The average annual capital expenditure level during 1982-86 was
$44.8 million, although during this period the level ranged from a high of
$50.4 million in 1984 to a low of $36.5 million in 1986. Capital expenditures
are projected to increase by 8 percent on average, to $48.4 million during
1987-89, although the range over this 3-year period is even greater than during
the preceding 5 years, from a low of $28.0 million during 1987 to a high of
$72.7 million during 1988. Two qualifications about this data series should be
noted. First, the data are in nominal, current-dollar terms; accounting for
inflation during 1982-89 would reduce the real rate of growth. Second, a few
firms were unable to make complete projections for certain capital investments
through 1989. As a result, the above projections are likely to underestimate
actual expenditures that will occur in those years. The effects of these two
problems somewhat offset each other--the first overestimates the growth rate
of capital expenditures and the second underestimates this growth rate.

" Industry Views on U.S. Competitiveness

Questionnaire respondents

" The Commission's questionnaire asked nine of the largest U.S. soybean
processors their views on U.S. competitiveness. This request covered two
areas, an assessment of the U.S. industry relative to its major foreign
competitors, and the effects of U.S. and foreign Government policies on
the competitiveness of the respondent vis-a-vis other domestic and foreign
suppliers. The responses of the firms are presented here in aggregated form.

Competitive-assessment of foreign rivals.--Industry members were
requested to provide their views on the relative competitive strengths of five

competitors (Brazil, Argentina, Malaysia, Spain, and the EC-11 (except Spain))
with respect to 20 competitive factors (raw material cost, labor productivity,
R&D, etc.). Since some firms did not comment on Spain, the responses for
Spain from the others are excluded. Table 8-9 presents the aggregated rankings

by the firms. For raw material cost, for example, the competitive advantage
is given by most firms to foreign competitors, particularly Brazil, Argentina,
and Malaysia; most firms indicated a competitive disadvantage for the EC in
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this respect. Similar results were obtained for raw material availability and
energy cost. The U.S. industry is considered overwhelmingly disadvantaged in
the areas of Government trade protection and subsidization. The competitive
edge was generally given to the U.S. industry for infrastructure, capital cost
and availability, and labor skills and productivity.

Effects of U.S. and foreign government policies.--Respondents were asked
to comment on the effects on U.S. competitiveness of U.S. and foreign

government policies. Regarding U.S. policies, all but one respondent cited
the USDA loan support program for soybean farmers as a cause of high U.S.
prices and/or increased foreign prices and production of oilseeds. One firm
placed blame on U.S. fiscal policies for high interest rates and the high U.S.
dollar, which raised U.S. costs and U.S. prices in foreign markets. Another
respondent listed the failure of the U.S. Government to take action against
unfair trade practices as an important cause of decllnlng U.S. competitiveness
in major foreign markets.

The industry and trade policies of the EC, Brazil, Argentina, and
Malaysia were each cited by all but one respondent as harmful influences on
U.S. trade and competitiveness. Particularly, the EC CAP, industry develop-
ment assistance and differential tax systems in Brazil, Argentina, and
Malaysia, and export assistance in Malaysia are viewed as causes of increases
in domestic production and exports in those countries and of declines in U.S.
production, exports, and prices of all major soybean products. Some firms also
view the EC support of the dairy product industry as a competitive problem for
the U.S. industry. One firm also cited a Spanish Government quota on consump-
tion of soybean oil as a contributing factor in declining U.S. demand for U.S.
exports of soybean products.

Industry testimony

Two U.S. industry organizations, the National Soybean Processors
Association (NSPA) and the American Soybean Association (ASA), submitted their
views on U.S. industry competitiveness to the Commission or its staff in
response to a request for viewpoints of interested parties. 1/ The submissions
by these two organizations are summarized below.

National Soybean Processors Association.--In written and oral testimony
before the Commission, representatives of the NSPA presented data and opinions
concerning U.S. shares of world markets, relative cost levels, government
policies, and their policy recommendations. 2/ In regard to market share, the
“high water mark” for the U.S. industry was the 1979/80 crop year, when the
industry held shares of 66 percent and 85 percent, respectively, of world
soybean production and net exports, 43 percent and 53 percent of world soybean
meal production and net exports, and 42 and 46 percent of world soybean oil
production and net exports. All of these market shares declined between

17 See the Federal Register notice of the institution of this investigation,
contained herein as App. C. .

2/ See the hearing transcript and "Written Testimony of the National Soybean
Processors Association Before the United States International Trade
Commission,'" investigation No. 332-240, Apr. 28, 1987.
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1979/80 and 1985/86. 1In all cases, this decline was the combined result of
decreased absolute quantity of U.S. production and exports and increased
absolute quantity of foreign production and exports. The principal competitors
in terms of increased market shares include Malaysia, Argentina, the EC,
Brazil, China, Indonesia, and India. In these countries, domestic production
has increased, which has increased their exports or reduced their imports, both
of which take away important markets for U.S. exports. -

Important production costs include transportation, storage, processing,
financing, and the cost of producing the oilseeds themselves. The U.S. truck,
rail, and barge system is among the world's cheapest and most efficient.
Similarly, U.S. storage systems are modern and efficient, providing a
competitive advantage for the U.S. industry in this area as well. Soybean
processing plants, although in many cases quite old, have been maintained and
modernized to keep costs at a minimum. Those competitors that enjoy costs
lower than those in the United States include Brazil and Argentina, where labor
and fuel costs are lower than in the United States. Commercial rates for
financing in the United States are higher than in the EC, but lower than in
South America. However, multinationals operating in South America are less
disadvantaged by high finance costs than domestic firms because of their access
to international money markets.

An important cost item is, naturally, oilseed production costs. A USDA
study cited by the NSPA found that average soybean production costs in the
United States exceed those in the two major foreign soybean producers,
Argentina and Brazil, by 14 percent and 7 percent, respectively. 1/ However,
in the United States there is great variability in production cost by region.
The Northern Plains/Corn Belt/Lakes States region has costs significantly
below those in either Argentina or Brazil, and the Mississippi Delta/Southeast
region has costs significantly above foreign levels. :

Soybean production costs compare favorably with costs of other oilseed
types. U.S. soybean costs are well below those of EC rapeseed and sunflower-
seed. However, the net cost of those oilseeds to processors falls below their
production costs as a result of the CAP "subsidy" paid by the EC to local
crushers, enabling those crushers to pay high prices to EC oilseed producers.

In regard to meal and oil, "there is general agreement" that soybean meal
costs are below those of other oilseed meals, largely because of the relatively
high meal content of soybeans. 2/ However, in NSPA's view, the corresponding
relatively low oil content of soybeans makes soybean oil less cost effective
than other oils, particularly Malaysian palm oil. :

Concerning Government programs, the NSPA characterizes the USDA loan
support program as "a major cause of U.S. non-competitiveness." 3/ Four
reasons are given by the NSPA: 4/

1/ "The U.S. Competitive Position in World Commodity Trade,”™ Agricultural Food
Policy Review: Commodity Program Perspective, Economic Research Service,
USDA, Economic Report No. 530, 1985, cited in "Written Testimony," op. cit.,
p. 8. .

2/ “"Written Testimony," op. cit., p. 10.

3/ Ibid., p. 13.

4/ Ibid.
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1. Soybean prices in Argentina and Brazil are abnormally high relative
to grain prices, and provide a strong incentive to increase South
American soybean production.

2. Soybean prices are abnormally high relative to feed grains and wheat
(except in the EC), thereby inhibiting world demand.

3. Soybean oil prices are too high relative to palm oil and rapeseed
oil, thereby inhibiting world demand.

4. The price of U.S. soybean oil is much too high relative to soybean
0il from Argentina, Brazil, and the EC, thereby locking the United States
out of most soybean oil markets.

Although the U.S. Governmerit has the authority to provide export
assistance to the industry, it is the view of the NSPA that such authority has
not been adequately exercised in many cases. Public Law 480 (P.L. 480)
programs have been useful in promoting oil exports. However, the Commodity
Credit Corporation's (CCC) GSM-102 credit guarantees have not been fully
utilized, inhibiting the export of 0il. Likewise the Export Enhancement
Program has been used only once, yet "offers considerable potential to the
industry,” which has submitted several proposals for assistance.

Many foreign-trade practices viewed as unfair by the NSPA have caused it
to file two section 301 petitions with the United States Trade Representative,
first in 1983 and again in 1986. These petitions allege that six countries—-
Brazil, Malaysia, Argentina, Spain, Portugal, and Canada--undertake trade
practices that together conferred a subsidy totaling $630 million in 1983 to
foreign competitors of the U.S. industry. These trade practices include (but
are not limited to) differential or preferential export tax systems, tax exemp-
tions and rebates, inventory financing, and a domestic consumption quota. The
NSPA asserts that "(i)n most cases, the magnitude of the injury [to the U.S.
industry) is closely correlated with the magnitude of the subsidy.”™ 1/ The
1986 action is pending, and "the U.S. industry still awaits concrete evidence
that the Section 301 process can achieve meaningful relief." 2/

An additional concern of the NSPA is the adverse impact of the debt
incurred by LDC's on U.S. trade in oilseed products. As stated in its
testimony, "(t)he current high levels of LDC debt adversely affect our
industry in two ways. The first is to inhibit the purchasing power of LDC's
which import soybeans and soybean products. Mexico, Venezuela, Poland, Peru,
and the Philippines fall into this category. Their problem can often be solved
via the judicious use of P.L. 480 food aid and GSM credit guarantees. The
second, more complicated effect is to increase the production and exports of
LDC's which export soybeans and soybean products. Argentina and Brazil fall
into this category. The solution to this problem is more difficult. [The
support provided to these countries by the World Bank, the IMF, the U.S.
Treasury and State Departments, and others] encourage policies which will
increase [Argentine and Brazilian) production and exports of soybeans and

1/ 1bid., p. 17.
2/ 1Ibid.
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soybean products ... To the extent that such policies are successful, they
injure [U.S. soybean producers and crushers.] The result is a major policy
conflict, [yet] from our perspective it is painfully obvious that financial
policymakers in the U.S. government, the World Bank, and the IMF have
consistently favored money-center banks over U.S. agriculture, thereby
creating major problems for our industry.™ 1/

Finally, as policy recommendations intended to regain industry
competitiveness and recapture U.S. shares of world markets, the NSPA offers the
following:

1. Allow U.S. prices for soybeans and soybean products to seek market
clearing levels by decoupling soybean price support from soybean farm
income support through mandatory marketing loans, reduced cash loans
combined with CCC certificates, or other nonprice-support assistance.

2. Aggressively pursue foreign unfair trade practices via section 301,
bilateral negotiations, the GATT, or the Uruguay Round of the MTN.

3. Fully utilize all available export assistance programs for oilseeds
and oilseed products.

American Soybean Association.--A "white paper" was submitted by the ASA to
Commission staff as an outline of its views on U.S. competitiveness in world
trade in soybeans and soybean products. 2/ The paper focused on the effects. of
the policies of the U.S. Government on the U.S. industry and foreign producers.
Like the NSPA, the ASA views U.S. Government policy toward soybean producers as
detrimental to U.S. trade performance. In particular, Government policy,
particularly the loan support program, is "perverse,” and "spells decline for
America‘'s soybean industry."” 3/ By maintaining world soybean prices at high
levels, the U.S. Government provides foreign competitors "an irresistible
incentive" to increase soybean output; this increased world supply puts
downward pressure on prices and forces the USDA to increase its stockpiles of
soybeans in order to keep market supply from outpacing demand.

The solution, in the view of the ASA, is a change in U.S. Government
policy. Most importantly, the price-support effects of USDA farm support must
be eliminated "to curb future expansion in South American output. This should
be accomplished without weakening the income-support effects of the policy;
~however, the ASA states, "the U.S. soybean farmer's income protection under
the loan program is already eroding ... at an accelerating rate, since
opportunities to grow and sell soybeans profitably are being transferred to
South American growers." 4/

1/ 1Ibid., p. 19-20.

2/ "Reforming U.S. Soybean Policy,"” submitted to Commission staff by the ASA
on Apr. 13, 1987; on file with the Commission's oilseed industry analyst.

3/ 1Ibid., p. 1.

4/ 1Ibid., p. 4.
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Prospects for the Future

The information collected in this investigation indicates that the
structure of international markets for oilseeds and oilseed products has
changed in the last decade, and, as a result, the historically dominant role
played by the U.S. industry in these markets is shrinking. The structural
transformation of these markets is manifested primarily in rising production
and exports of oilseeds and oilseed products in selected foreign regions,
notably South America, Southeast Asia, and Europe. Coupled with slowed growth
in global demand for these products, this increased supply has depressed
prices in important foreign markets, which in turn has put downward pressure
on the prices received by the export-oriented U.S. industry.

Declining prices for U.S. exports of oilseeds and oilseed products are
proving incompatible with U.S. Government-supported farm-level prices for
oilseeds, particularly soybeans. U.S. oilseed processors and exporters are
facing a price-cost squeeze that has been aggravated by continued USDA support
of domestic oilseed prices. Thus U.S. producers, as well as U.S. Government
policymakers, are faced with the task of simultaneously stemming the continued
erosion of U.S. market shares in world markets for oilseeds and oilseed
products while still providing adequate returns to U.S. oilseed farmers and
processors. )

The changes in international market structure are probably irreversible.
Foreign producers and processors (particularly in South America and Southeast
Asia) enjoy low average costs of production and are developing the
infrastructure needed to overcome one of their primary disadvantages, inland
transportation costs. Thus, even a decline in export prices, such as would
happen if the USDA discontinued its support of U.S. soybean prices, would not
likely cause a reduction in foreign supply; rather, it would probably only
slow its recent rapid rate of growth.

The U.S. industry is dominated by multinational agricultural
conglomerates. One positive aspect of such firms is their flexibility, which
the U.S. industry will need to face continually changing world markets. Such
firms may be able to respond more readily to changing market conditions than
small, single-line firms. While such flexibility may increase the volatility
of U.S. exports, it may also make world markets operate more efficiently.

The implication of such multinationalization for the U.S. industry is
that U.S. firms in their capacity as U.S. producers and processors are
declining in importance. However, such firms are expanding operations beyond
domestic boundaries to circumvent such external barriers to competitiveness as
USDA and EC price-support programs. Those that are not, if they are to
prosper, must rely more on supplying the domestic market than the increasingly

- competitive export markets.



Table 8-1
U.S. shares of selected world markets, 1978-86
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Organization of the United Nations.

Market share measure 1978 1979 1980 1981 1982 1983 1984 1985 1986
Oilseed exports: : .

United States.......... 1,000 metric tons.. 22,463 21,285 22,720 22,647 25,964 22,619 20,358 16,996 21,030

1 o T do... 28,919 29,239 30,475 30,173 31,671 28,681 28,572 27,078 28,393

~U.S. share of world exports...... percent.. 18 3 15 15 82 19 n 63 74

Oilseed meal exports: : :

United States........ ..1,000 metric tons.. 6,314 6,463 7,447 6,824 6,453 6,748 4,662 4,857 6,085

T o T do... 17,322 18,013 19,726 21,970 20,759 23,755 19,346 20,878 19,472

U.S. share of world exports...... percent.. 36 36 38 31 31 28 24 23 31
Soybean crush:

United States.......... 1,000 metric tons.. 26,496 28,539 30,424 27,990 28,464 29,145 26,630 28,414 29,660

World....oocevinnannnans eeessasaeees do... 62,655 66,399 74,034 72,304 15,544 76,328 73,416 77,220 179,253

U.S. share of world crush........ percent.. 42 43 4 39 38 38 36 37 3
Soybean exports:

United States.......... 1,000 metric tons.. 20,710 20,905 ‘21,787 21,860 25,520 22,728 19,596 16,928 21,065

1+ T e do... 24,057 25,541 26,985 26,509 29,258 26,520 25,830 25,407 27,782

U.S. share of world exports...... percent.. 86 82 81 82 81 86 16 67 76
Soybean meal production:

United States.......... 1,000 metric tons.. 20,930 22,714 24,331 22,362 22,682 23,158 20,965 22,317 23,348

World..oovvincincnnns eeessetencsnanaa do... 49,165 52,418 58,401 56,920 59,581 60,147 57,614 60,492 62,431

U.S. share of world production..percent.. 43 43 42 39 38 39 36 37 37
Soybean meal exports:

United States.......... 1,000 metric tons.. 5,936 6,087 7,024 6,344 6,221 6,488 4,414 4,715 6,509

WOrld...ccieiieeneanencnacnanas aees do... 14,888 15,242 18,213 20,420 20,823 23,508 21,074 23,062 23,543

U.S. share of world exports...... percent.. 40 40 39 N 30 28 21 20 28
Soybean o1l production:

United States.......... 1,000 metric tons.. 4,818 65,218 5,487 5,126 5,072 5,286 4,991 5,214 5,362

L1 o do... 11,233 12,003 13,318 13,134 13,420 13,658 13,372 13,967 14,150

U.S. share of world production...percent.. - 43 43 4 39 38 39 37 37 38
Soybean oil exports:

United States.......... 1,000 metric tons.. 929 1,129 1,096 819 938 786 1,01 587 600

LT T do... 2,632 3,046 3,299 3,572 3,596 3,634 4,021 3,575 3,138

U.S. share of world exports...... percent.. 35 a 3 23 2 22 25 16 19
Sources: Compiled from 0il World, various issues, and from official statistics of the Food and Agriculture



8-26

Table 8-2
Real and nominal exchange rate indexes for the U.S. dollar against currencies

of major exporters of oilseeds and oilseed products, in units of foreign
currency per dollar, 1980-86

Country 1980 1981 1982 1983 1984 1985 1986

Real exchange rate index (1980=100)

European Community:

Belgium........... 100 128.0 149.3 160.7 173.2 177.2 138.4
Denmark........... 100 118.9 128.6 136.5 147.3 145.0 115.2
France............ 100 126.4 140.4 148.5 153.9 151.5 1/
Germany........... 100~ 125.8 130.2 136.7 151.6 152.7 112.6
Greece............ 100 112.7 119.4 133.1 143.7 145.4 121.3
Ireland........... 100 118.7. 123.6 134.5 - 146.6 145.1 1/
Italy...covvennnns 100 124.2 132.4 137.2 147.2 148.4 1/
Luxembourg........ ) WA V 1/ 1/ 1/ 1/ 1/
Netherlands....... 100 125.4 128.4 . 136.5 150.8 153.2 1/
Portugal.......... 100 110.6 " 114.1 138.1 .146.6  140.2 1/
Spain.......o0ueen 100 121.5 131.5 152.1 155.6 151.8 120.2
United Kingdom.... 100 115.1 '125.5 138.9 ©  152.6 149.3 1/

Other:

Argentina......... 100 127.2 214.5 - 191.6 187.1 1/ 1/

Brazil............ 100 92.0 © 94,0 114.1 111.3 113.0 1/

‘Malaysia.......... 1/ 1/ 1/ "1/ S VAT 1/

Philippines....... 100 100.1 99.8 113.3 104.2 97.9 - 103.7
Nominal exchange rate index (1980=100)

European Community: . .
Belgium........... 100 127.0 156.3 174.9 197.6 203 153
Denmark........... 100 126.4 147.9 162.3 . .183.8 188 144
France............ 100 128.6 155.6 180.4 206 .8 213 164
Germany........... 100 124.3 133.5 °  140.5 156 .6 162 113
Greece............ 100 130.0 156.8 - 206.6 264.5 324 328
Ireland........... 100  127.7 144.8 165.4 -~ 189.6 194 153
Italy....co0nvunnn 100 132.7 157.9 177.3 205.1 223 174
Luxembourg........ 100 127.0 156.3 174.9 197.6 203 153
Netherlands....... 100 125.5 134.3 143.6 161.4 167 123
Portugal.......... 100 123.0 158.8 221.3 292.4 340 299
Spain............. 100 128.8 153.2 200.0 224.2 237 195
United Kingdom.... 100 115.7 133.0 153.3 174.7 181 159

Other:

Argentina......... 100 244.4 1,438.9 5,850.0 37,583.3 334,339 523,906
Brazil............ 100 175.5 339.6 1,088.7 3,486.8 11,698 25,760
Malaysia.......... 100 105.8 107.3 106.6 107.7 114 119
Philippines....... 100 105.2 113.7 147.9 222.3 248 271

1/ Not available.

Source: International Monetary Fund, International Financial Statistics,
various issues.
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Table 8-3 :
Effects 1/ of real appreciation and depreciation of the U.S. dollar,
1980-82, 1984-85, and 1986

Item . 1980-82 1984-85 1986
Real price:
Wheat........ dollars per metric ton.. -6.85 -3.68 -2.74
COTM. ..o vvetnnennrecnsns e do... -6.20 -4.66 3.00
Soybeans..........c0000nn Ceeeas .do... -18.30 -13.17 21.91
Export volume: '
Wheat........... million metric tons.. -4.9 -6.64 -2.69
COrM...vvvvennn e ceveeessado... -9.5 -14.68 32.64
Soybeans...... teresrsteserseesssdo... -1.5 -0.99 2.26

Real export value:

Wheat...:...........billion dollars.. -1.1 -1.1 -0.3
corn........ Ceeenn ceterrsiecres.do... -1.5 -2.1 4.3
Soybeans......vcvenevenersececsdo... =0.7 -0.6 1.1

1/ The calculations show the predicted changes resulting from the
apprecation/depreciation of the dollar while holding all other
factors constant.

Source: Data for 1980-82 are from Jim Longmire and Art Morey, Stong
Dollar Dampens Demand for U.S. Farm Exports, USDA, Dec. 1983. Data
for 1984-85 and 1986 are from Barry Krissoff and Art Morey, The
Dollar Turnaround and U.S. Agricultural Exports, USDA, Dec. 1986.
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Table 8-4

Growth of gross product, import volumes, -and export volumes for industrial and developing
countries, 1967-76 average and 1977-86

(Percentage change from preceding year)

Average .
Item : 1967-76 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986
. Industrial countries: :
Real GNP........convuns 4.8 4.0 4.1 3.5 1.3 1.6 -0.2 2.6 4.9 3.1 3.0
Import volumes......... 7.5 4.1 4.7 8.6 -1.7 -2.5 -0.8 4.2 12.2 6.1 5.5
Export volumes......... 8.0 5.1 5.7 7.1 3.7 3.4 -2.2 2.4 9.9 5.3 5.2
Developing countries:
Real GDP........c.cvun 6.0 5.8 5.3 4.5 3.4 2.4 1.6 1.5 3.7 4.0 4.5
Import volumes......... 8.4 9.5 7.0 4.9 8.3 7.3 -3.9 -3.6 2.5 4.7 5.6
Export volumes......... 6.0 2.5 3.9 5.4 -2.6 -4.0 -7.2 0.9 8.0 5.5 5.8
Source: International Monetary Fund, World Economic Outlook, various issues.
Table 8-5
Outstanding external debt of developing countries, 1981-86
(Billion dollars)
Item ) 1981 1982 1983 1984 1985 1986
All developing countries.... 660.5 747.0 790.7 827.7 865.3 896.5
Short term..... Ceierssesnan 136.2 154.6 137.3 126.3 104.9 107.3
Long term........coc0vven 524.3 592.4 653.4 701.3 760.3 789.2
Non-o0il developing
countries.........cc00u 578.3 655.2 693.5 730.5 767.5 798.0
Short term.......cov0evnen 114.2 131.9 113.3 103.9 91.9 93.9
Long term........co000eunn 464.1 523.3 580.2 626.6 675.6 704.1

Source: International Monetary Fund, World Economic Qutlook 1985.
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Table 8-6

Soybzan production: Comparison of costs in selected countries, 1986

Brazil
United States Oouble-crop Soybeans . -
Costs Overall Corn Belt 1/ with wheat alone Argentina
Production costs:
variable costs:
Seed.......... dollars per metric ton.. 12.87 11.30 14.57 14.57 16.31
Fertilizer and lime.............. do... 13.04 8.33 50.90 55.04 2/
Chemicalsy.oieeereeneerenanaenans do... 24.53 20.04 14.82 14.82 9.43
Custom operations..........c..... do... 5.08 3.56 2/ - 2/ 21.61
Fuel and lube.............c...... do... 16.26 12.98 20.76 20.85 13.26
REPAIPS..veeeecceneccanaaccavenas do... 10.22 8.22 6.55 6.58 10.44
Hired 1abor.....c.cccvveiiiiannnns do... 1.93 1.62 2/ 2/ 2/
Miscellaneous......coceeeeeennnnn. do... 0.37 0.29 5.89 6.09 2/
Interest on variable expenses....do... _4.06 3.01 3.86 4.01 2.69
Total variable cost............ do... 88.36 69.35 117.35 121.96 19.80
Fixed costs: _ :
General farm overhead............ do... 14.61 14.93 2.59 2.59 - 2/
Taxes and insurance.............. do... 15.96 18.08 3.27 4.67 13.82
Capital replacement.............. do... 33.07 30.15 13.43 13.49 10.96
(11T o do... 16.68 13.79 6.45 6.48 13.87
Interest on nonland capital...... do... 11.51 10.59 -6.46 - 6.48 8.10
Land charge....ccovieinnnnrananss do... _62.95 ¥/ 67.06 3/ 35.25 42.14 22.35
Total fixed costs.............. do... 154.78 154.60 67.45 16.45 69.10
Total production costs....... do... 243.14 223.95 184.80 198.41 148.90
Marketing CostS....ccevenvnnnnnnnnnn. do... _24.60 24.60 43.50 43.50 36.14
Grand total costs................ do... 267.74 248.55 228.30 241.91 185.04
Yield per acre......... number of bushels.. 28.95 33.70 26.78 26.78 31.24
Production cost....... dollars per bushel.. 6.62 6.10 5.03 5.40 4.05
Marketing cost.....c.ccovvveiiiinnaann. do... _.61 _.67 1.18 1.18 99
Total coSt...covvvverernnnnnnnanaas do... 1.29 6.77 6.21 6.58 5.04

1/ Includes Great Lake States.
2/ Not available.
3/ Data are for 1985.

Source: Norman Rask, Gerald Ortmann, and Walter Stulp, "Comparative Costs Among Major Exporting

Countries," Occasional Paper, Department of Agricultural Economics, Ohio State University,

Columbus, OH, Jan. 1987, app. 3.
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Table 8-7 _
Soybean mills: Average costs of production of selected soybean mills, in the
United States, EC, and South America (Brazil and Argentina), 1985 and 1986

Per metric ton of soybeans crushed

United States EC South America

Item 1985 1986 1985 1986 1985 1986
Cost of goods sold (soybeans)..... $236.60 $210.90 $251.79 $286.73 $131.68 $154.59
Manufacturing costs:

Direct labor..... et erria st an 3.70 3.30 2.12 3.61 1.25 1.54

Fuel, power, and utilities...... 7.00 6.20 4.60 4.89 3.55 3.73

Repairs........coc... i ecaneans 2.60 2.20 0.97 2.16 .98 1.38

Solvent.......... Cee et .70 .40 .36 .47 .61 .61

Depreciation and amortization... 3.30 3.30 1.68 3.53 3.63 4.19

Other..... Cereresrteaaaea chseenns 3.70 3.70 4.48 6.72 1.79 2.66

Subtotal processing costs..... 20.60 19.50 14.21 21.42 11.82 14.12
General, selling, and

administrative expenses......... 2.20 2.20 2.18 4,22 9.67 11.31
Financial expenses and

corporate overhead......... N 1.80 1.80 2.67 3.34 15.15 6.26

Grand total all costs......... 260.90 234.10 270.87 315.30 171.54 187.72

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

Source: Compiled from data submitted in response to questionnaires of the U.S.
International Trade Commission; see also tables 3-34, 4-11, and 6-8.
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Table 8-8
U.S. industry response to foreign competition: Strategies to be initiated or
carried out within the next year by 8 U.S. soybean crushers

- . o Number of firms
Strategy ) responding

Price- and finance-related:
Concentrate of maxntalnlng price competltlveness match

competitors' price terms..... Cer e e rerecans P -
Improve financing and other financial terms of purchase...... 1
Reduce raw material cost......... et e e Ceeeeann 1

Product-related:

Improve product QUALAEY....vvureurennrrneneennenennennnns ce.. 4
Improve or expand product service or support............ I |
Concentrate on product for market niches where firm

has competitive advantage..........civiuvnrnnrnnennnnennnnns 4
Concentrate on product for market niches where

competition is less intense...... PN Cere e e . 2

Output-related: '

Reduce output to cut losses and inventories................. . 4
Increase production to higher value-added products........... 5
Diversify product mix to strengthen market position.......... 4
Reduce product mix to focus on most profitable line.......... 1
Consolidate production into fewer or newer facilities........ 1
Relocate production or distribution facilities

to cut transport costs. ... ..ottt ittt ittt 1
Sell or stop production of low-profit or unprofltable
C products OF LINeS.....icitverersnorosesvossoerosesonassnses 2
Sell or close low-profit, loss-producing or per1pheral

divisions or operations......... et et er et 4

Strategy-related:
Expand production and 1ntens1fy marketing to regain

market-share........... .. covvivnn Chee e e cees 2
Try to acquire higher valued product lines..........vocvuvenn 2
Modernize present plant and equipment....... st se e 7
Invest in new plant and equipment to expand output...... eees 2
Invest in new plant and equipment to cut costs and

improve productivity..... . ittt iiiriitrianennn R
Intensify R&D efforts to develop new products................ 1
Intensify R&D efforts to develop new technology.............. 3
Intensify R&D efforts to improve process of

production efficiency..........ciiiiiiiiiiinns Ceeei e 5
Develop joint ventures or mergers in the United States

with other U.S. firms........covvvennn N et 4
Develop joint ventures with foreign market leaders in

foreign countries............ et recrea et e et 1
Invest in foreign production facilities to improve

cost position....... .. ittt . ce et estesaraneanan 1
Invest in foreign production facilities to 1mprove

market access. N et ecar et e st a e 2
Expand export sales ....... e esee e Ch et eaete e 3
Expand domestic Sales........ciiittiinnennnneneirssanacnonsna 2
Seek relief from unfair trade practices........ e erses e 1

Source: Compiled from reéponses to questionnaires of the U.S. International
Trade Commission.
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Table 8-9
U.S. industry views on U.S. competitiveness compared with major competitors 1/

U.S. competitiveness 2/ compared with-—

: Brazil Argentina Malaysia EC-11 3/
Competitive factor S E L S E L S E L S E L
-number of responses--—--——————-
Raw material cost..........c000u.n 710 710 8 0 O 2 1 5
Raw material availability......... 5 1 2 5 1 2 5$ 3 0 1 3 4
Energy cost...... M evesrassrtanana .6 0 2 5 1 2 71 0 1 3 4
Capital cost..... Cheecererrseraans 2 1 5 2 1 5 0 6 2 0o 7 1
Capital availability............. .1 2 5 1 2 5 2 5 1 1 7 0
Labor wage rates.......ccciinvvannn 7 01 7 0 1 7 0 1 1 7 0
Labor productivity..... Ceereesenen 1 2 5 1 2 5 1 3 4 1 5 2
Labor skills........... Cecirreens .0 3 5 0 3 5 0 4 4 0o 7 1
Technology....cooveeeas Cesrsetenes 1 6 1 o 7 1 1 5 2 0 8 O
Scale of operations.............. .0 6 2 0 6 2 1 5 2 o 7 1
Plant layout.........cci0vvvrns .. 0 6 2 0 6 2 0 7 1 0 8 O
Plant location..........c..v. veees 07 1 1 6 1 1 6 1 o 7 1
Capital expenditure.......... veees 07 1 1 6 1 3 5 0 0o 7 1
Research and development..... veees 0 6 2 0 4 4 2 51 0 6 2
Infrastructure........ccvvvivevenes 0 1 7 o 1 7 0 5 3 o 7 1
Government:
Trade protection........... ... 8 0 O 8 0 O 8 0 7 1 0
Subsidization..........vi0eiinnn 71 0 8 0 O 8 0 O 8 0 O
Regulation:
Health and safety.........c.c.ou.. 4 0 4 4 0 4 4 1 3 0 5 3
Environmental............c0oiunns 4 0 4 4 0 4 4 1 3 o 5 3
Antitrust.........cciiiiiiiinenn 5 0 3 S 0 3 5 0 3 2 3 3

1/ Includes the 9 largest U.S. soybean processors.

2/ Competitiveness is categorized by the following abbreviations: "S" means
strongly competitive; "E" means equal; and "L" means less competitive.

3/ Excludes Spain.

Source: Compiled from data submitted in response to questionnaires of the
U.S. International Trade Commission.
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,The, Honorable Paula Stern
{Chairwoman o : '

U.S. International Arede Commission
|70k BrStreést W, : L
JWashington,u .C. 20436 BT

Dear Hadam Chairwoman.'

The Committee on’ Fxnance requests that thie United States’
,International Trade Commission conduct a series of investigatiens.
under. section. 332 of the Tariff Act of 1930," on'the international
}competitiveness of selected majo: bnited States industries '

, ‘The 99th Congress faces 1m ortant decisions regardino a
5wide rapnge of trade.issues,. including Administration efforts to
‘launch,a new round of multilateral trade negotiations aimed at
]reducing international barriers to trade in goods, 'services, and
Anvestment flows. ' To gulde Congress in decisions about the future
.of. the. international trading system, the Committee needs to '
understand the competitive strangths and viability of key U.S.
industries, the extent and nature of competition facing these
industries in toreign and domestic markets, and the extent to
which any current trade problems result from special situacions
such.as_the strong dollar, debt and interest: race problems. or
'Brom more fundamental competitive ptoblems . o

Several thnesses appeartng'beford'tﬁls Commxttee have-
snrgssedﬂbhat Ui S conpettt&venébs*and 1nﬂubcri&1‘vtaﬁitity
must -be: gauged 'in. terms of performance in internacional as: well
as; domestic markets. It is Aimportant fur these: studiesg to
examine the’ viability of“thésé Industries and U.S. trade negoti-
ation. ObJECCiVES from.the. vantage point of the-global: nature of-
competitlon and the internationalizac1on of: productlon and
ownership . S : v

For each of these 1ndustry studies the CommitLee requests
coverage of . _



The Honorable Paula Stern
- Page 2
February 12 1986

1. ;Measures of the current competitiveness of the U. S
=.:industry in domestic and " foreign markets‘“‘

2L Compnrative strengtha of u.s. and majot foreign
- ‘competitors in these markets.

3. Nature: of the main competitive problems Eacing the
. i} w8 indusm;yh ' _ o ,

4. 'gources of. main competitive probiems. to what extent'
- from: : .

a.d-special transitory or reversible situations suchy-‘
~as exchange and interest rate problems, ‘as’
~opposed to

'db; 'fundamental or - structural problems.‘}

' ‘*5..ﬁCompetitive strategies “how important are foreign ‘and
-~ U.S. markets ‘to future competitiveness, in terms of
economies of scale, growth rates. and ‘pre- empting of
market advantages. N .

, The Committee decided not to identify specific industries
" or numbers of studies, but envisages 'ip to seven studies. The

" Committee has: instructed its -staff to work out with ITC staff

the specific industry selection and" production schedule;, depending:
. on availability of appropriate. staff to conduct them within the-

- requested time. Howevet, it requests that-all:studies be:

" completed within 18 months: and submitted to the Committee .
‘~individua11y as completed ' . : .

A Ehe:induohriesmtoﬂhaosnudied'ehouid be pivoCal to.overail
U.S. industrial and technological -strength, by virtue of. being
(a) either pathbreaking in the development. of leading edge ‘
technologfés thHae Gill” shape “future “compétitivéness~of ‘otlier

. U.S...indystries, .ox. (b) supplying critical equipment or materiel -
used 'in other important industries. ‘The seélection should: be -
diverse enough that the range of their impact ‘shouid reach:

" broadly across ‘the. entire spectrum of U.S..industrial strength,

represented by the seven.tariff schedules. Examples would be
key industrial agricultural commodities,: selected synthetic
organic chemicals, and tex€tile fabries, along with the equipment
producing industries associated with each
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Page 3
'Februaty 12, 1986 -

' The Committee recognizes that much of the 1nfotmation and.
data desired may not be available from secondary sources and -
that primary data gathering may prove essential to- underscandlng
" global industry competition. It requests that in meeting the
objectives of these studies the Commission develop new sources
of information outside the United States through both interviews
. and questionnaires where possible, to  assure.effective assessment 4
‘of - the ,strengths and weaknesges of . forsign. qqmpatit&:sqnand ¥.34

the&~ tekifs’ of competition in key" foreign markets | -

Sincerely,

A (BU L" L}{.N'U OL/'

BOB PACKWOOD -
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Septembdr 22. 1088

Ms. Susani W, Liebeler

: tes International
- Trade Commission

“FO1ITE Stréer, N W

Washington, D.C. 20436 
Dear Madam»Chairmah'

Pursuant to my .letter of April. 2, 1986 . to. Chaxrwoman Stern
requesting a series of investigations of U. S. ‘international
competitiveness under section 332 of the Tariff Act of 1930,
this is to advise that the Committee has’ completed deliberation
on what additional study might be included within the series to
reflect U.S. agricultural industry competitiveness. We have
concluded that a study of the U.S. oiiseed and products industry
would suit the purpose of the overall investigation effectively
because of its status as our second’largest agricultural indus-
try and export, and its importance in a w1de varlety of commercial
uses.

The Committee understands that this choice completes the
selections to be covered under this series, and requests that
this last study also be completed within the ll months remaining
of the original 18 month perlod : :
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(19 CFR 207.24) and must be submitted ’
not later than the close of business onr
March 5, 1987. In addition, any person
who has not entered o appearance as a
party to the investige tior mray submit &
written statement of information
perfinent to the subject of the
irrvestigation an or before March 5, 1967.
A gigned original and fourteen (14)
copies of each sabmission must be filed
with the Secretary to the Commission in
. accordanee with § 201.8 of the:
Commission's rules (19 CFR 201.8). AR
written sabmrissions except for
confidential business date will be
. avaitable for pablic mspection during
regular businese hours (845 a.m. ta 5:18
p-m.) in ths Office of the Secretary to the
(:mon.

Any business mfomﬂon for whichk
confidential trestment is desired must
be submitied separstely. The envelope
and of pages of such scbmissions must
be clearly lebeled “Confidential
Business Information.” Confidential
submissions and requests fox
confidential treatment must conform -
with the requirements of §201.6 of the
Comniesion’s reles (19 CFR 20%.6}.

‘Authority: This investigation fs being.
comducted ander the authority of the Tariff’
Act of 1830, title VR Thiw notice is pubfisired
pursusatte § 26720 of the Commiwsiow's
rules {19 CFR 200 20%.

By order of the Commission.

{ssyed: December 17, 1900
Kennetlr R. Mason,

Secretary. :
[FR Doc. 86-28955 Filed 12-24-88: 8:45 am]
BRLING COOE 7020-G2~48

[332-240}

" U.S. Giobat Competiiveness; Oilssed
and Products industry

AQGENCY: United States International
Trade Commission.

ACTION: Institution of an investigation
and scheduling of public hearing.

EFFECTIVE DATE: December 10, 1988.
FOR RURTHER INFORMATION CONTACT
John Reeder, Agriculture. Fisheries, and
Forest Products Division, Office of
Industries, US. Internatianal Trade
Commission. Washington, DC 20436,
telephane: 202-724-1754.

Backgromsd and Scope of Investigation

The Commission. instituted the
investigatian, No. 332-240, on December
10, 1986, under sectian 332(g) of the
Tariff Act of 1930 (19 US.C. 1332(g)].
following receipt on October 30, 1388.. of
a letter requesting the investigation from
the Committee an Finance of the US.
Senate.

As requested by the Conmmittee, the
Commissian will investigate and report
on the international eompetitiveness of
the U.S. ailseed and products irdustry.
More speciftcally, the Commigsion
intends to firvestigate and report on the
U.S. oilseed and products industry and
its major foreign competitors in order
that it might determine the impactof -
global competition on the irrdustry and”
assess how the industry is responding to
such forces. The Comnission expects to
report the results of its inrvestigation to
the Committee not Iater than Aungust 28,
1987. :

The investigation is ene of a serfes of
six investigetions involiving the giobal

of U.S. industries
requested by the Committee. As
requested by ths Commitiee and a3 in
the case of those other studies (which
involve the textile mill, petrochemicals,
steel sheet and strip, automotive.parts,
and optical fibers industries,
investigation Nos. 332-229 through 332-
233), the Commission wilt anatyze and
address in this report (I} measures of
the current competitiveness of the US.
industry in domestic and foreign -
markets; (2} competitive strengths of
U.S. and major foreign competitons in
these markets; (3) the nature of the main

'cmmohhmbcngﬂel!&

industry: (4) sources of the main
competitive problems and extent. to
which they involve special transitory or
revessible situations, as oppoeed to
fundamental or structural problems; and
(5] the importance of foreign and U.S.
markets to future competitiveness in -
terms of economies of acale. growth
rates, and preempting of market
advantages.
Public Heering

The Commissionr wilf hold a public
hearing on this investigation as well as
the five others i this series

_{investigation Nes. 332-229 through 332-

233) at the United States Internetional
Trade Commission Building, 701 E Street

. NW.. Washington, DC, begimning at

10:00 a.m. on February 24, 1987. All
persons shall have the right to appear in
person or be represented by connsel, to
present informatien and to be beard.
Persons wishing to appeae at the public
hearing should fite requests to appear
and prehearing briefs (ariginal and 14
copies) with the Secretary, US.
International Trade Commission. 701 E .
Street NW.. Washington, DC 20436, nat
Tater than noon, February 2, 1987.

Written Submissions

Interested persons are invited o
submit wrilten statements concerning
the investigation. Writfen stafements -
should be received by the close of

business on April 27, 1987. Commetcial
or financial information which a
submitter desires the Commission to
treat as confidential must be submitted
on separate sheets of paper. each clearly
marked “Confidential Business
Information™ at the top. All submissions
requesting confrdential treatrmemnt. must
conform with the reqoirements of § 210.6
of the Conmission’s Ru/es of Practice
ard Procedare (19 CFR 201.8). AR
written submissions. except for
confidentiat busimess information, will
be made available for inspection by
interested parties. All submissions
should be addressed to the Secretary,
United States Intemational Trade
Commisgsion, 701 E Street NW.,
Washington, DC 20438,

Hearing-inpaired individuals are
advised that informatien on this matter
can be obtained by contacting ous TDD
terminat ot {ZM} 724-00Q2.

Byordwoﬂhocmm.

Issued: December 18, 1888,
Kenneth R. Masan, - '
Secretory. : -
{FR Doc. 86-28952 Filed 12-24-88: 846 am} - -
SILLING COBE 7900-00-48 -

[ovestigations NO. 753-TA-11)
Saimon Giit Fish Nstting of Manmads
Fibers From Japen

Determination

On the basis of the record * developed
inr the subject investigatian, the
Commission determines, pursuant to
section 751(b} of the Tariff Act of 1930
19 U.S.C. 1675(b)). that an industry in
the United States would nat be
materially injured or threatened with

" material injary nor would the

establishment of an industry in the
United States be materially retarded by .
reason of imports of salmon gilt fish ’
netting of manmade fibers * from Japan
covered by antidumping order T.D. 72~
158 if that portion of the arder

. concerning salmon gill fish netting were

to be revoked.

! The recosd is defined ia § 207.2(i) of the
Commission's Rules of Practice and Procedure (19
CFR 207.24).

s Ph": neﬂmg of commuous polyamide fibers
{including mylan) ing of menofilament yarms
measuring not more than 0.808 millimeter in
maximum cross-sectional dimension or
muitifilament yarws or cordage measuring not more
than 218 denier. or & combination of the foregoing
yams or cordage. of doubfe or tripte-knot
construction. dyed or otherwise colored (exeept

white]. Naving & stretch nresh size of not tess than -
4% inches and mot more than 8% inches. Sueh
metttng is provided for in ftem 353.43 of the Tariff
Schedutes of the tUited States. -







Appendix D .-
List of Witnesses Apﬁearing at Public Hearing

National Soybean Processors Association
John G. Reed, Chairman of the Board

Of Counsel:
Steptoe & Johnson .
Richard 0. Cunningham
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the United States, Annotated, 1987







TARIFF SCHEDULES OF THE UNITED STATES ANNOTATED (1987

' SCHEDULE 1. - ANIMAL AND VEGETABLE PRODUCTS Page 1-89
R _Part 14. - Animal and Vegetable.(0ils, Fats, and Greases
s N \ . . > . .. 1 -14 - A
- : 175.03 - 175,57
Stat.| . . - ) Units Rates of Duty e
Item |[Suf- - . ..Articles . o of
fix‘ ’ Quantity| - 1 - Special 2 e

PART 14. - ANIMAL AND VEGETABLE OILS,
. FATS, AND GREASES

Subpart A. - Oil-Bearing Vegetable Materials

Subpart A headnote:

1. This aubpait covers oil-bearing seeds and
other oil-bearing vegetable materials.

175.03] 00 | Apricot and peach kernels.......ceeovvcaoeccicornnennaes Lb......| 1.5¢ per 1b. Free (E,I) 3¢ per 1b.
175.06] 00 [ Castor beans......ccocitveesrsrescsncrarccsascoracennecs Lbl..... free 0.5¢ per 1b.
175.09| 00 COprl.......,...;..................;.................... Lb......| Free : : Free
175.15| o0 Co::on.eea........,....;................................ Lbiee...| 1/3¢ per 1b. | Pree (£,1) 1/3¢ per 1b.
175.18] 00 | Flaxseed (iipseed)b..................................... Lb......| 22¢ per bu. of | Free (E,I) 65¢ per bu. of
. ' 56 1lbs. 56 lbs.

175.21] 00 | Hempseed.....evurerrierereiiaiiaeenuiiieiinenesienaanees J Lhooei.| 0.66¢ per 1b. | Free (B,1) 1.24¢ per 1b.
175.26| 00 | Rapok seed......cieiiiiiiiiiiiiiiiiiiniiiiininei [ Lboul L ] Free 2¢ per 1b.
175.28] 00 | Palm-nut kernels and palm nutn.....;.......l.;.......... Lb......} Free Free
175.33] 00 ] Perilla seed.....iiiiiiiiiiiiiienariiaiiaireeiasivsanees bl 1.38¢ per 1b. Free (E,I) 1.38¢ per 1b.
175.36| 00 | POPPY 8€@d...cuveereusrasrnorsaosasanissasncccssassances Cwt.....| 6¢c.per 100 lbe. | Free (A,E,I) 32¢ per 100 1bs,
175.39| 00 | Rapeseed.....cvcveuciiinsnrecsaccsarseccnncrccnaanonans Lbeees.o | 0.4¢ per 1b. Free (E,I) ) 2¢ per 1b.
175.42] 00 | Rubber -ezd...;........J;...,..........;...I.........‘.. Lb..se.s | Free Free
175,45] 00 | Sesame aeed,..................‘.......................... Lb......] Free ‘ 1.18¢ per 1b.
175.50] 00 | Soy beuns...........................;.......;........... Lb...o.. | Free 2¢ per 1b.
175.51] 00 | Sunflower seed.....................l:................... Lb...... | Free 2¢ per lb.
17556 | 00 | Tung muts....inniiii veenenenes | thoiin | Free Pree
175.57| 00 | Oil-bearing nuts and seeds, not specially provided

ceses ] Free Free

for....... J T IS LR REREERY Lb.




TARIFF SCHEDULES OF THE UNITED STATES ANNOTATED (1987)

SCHEDULE 1. - ANIMAL AND VEGETABLE PRODUCTS

.

Page 1-90
part 14. - Animal and Vegetable Oils, Fats, and Greases
1 -14 - B ‘ ' .
176.00 - 176.33
. JStat. . Units Rates of Duty
Item |[Suf- Articles of’ -
fix Quantity 1 Special 2
‘Subpart B. - Vegetable Oils, Crude
or Refined
Subpart B headnote:
- 1. This subpart covers all expressed or extracted
vegetable oils, whether crude or subjected to .refining
processes, but does not cover any of such products
which have been artificially amixed or which have been
sulfonated, sulfated, hydrogenated, or processed other-.
wise than by refining. This subpart also covers
vegetable tallow.
176.00] 00 | BabaBsu OLllec.cesseescessssescvsccasceessvsscenrscacssse [Lbeseses | Free Free
Castor oil:
176.01f{ 00 Valued not over 20 cents per poundeescesscccccccsse [Lbecsoss § 3% ad val. Free (A,E,I) 3¢ per lb.
Valued over 20 cents per pound: ’ '
176.14 00 Having Loviboad color values greater than .
6 yellow and 0.6 redecscssscccrcaccsacsconsses | Lbeosees ] 1.5¢ per ‘1be Free (A,E)- 3¢ per 1b.
- . 0.5¢ per 1b.(I)
176.15| 00 OtheFesvescessoncscsassssssosssonsoscesascesce | LDosoess ] 1.5¢ per 1be Free (A,E,I) 3¢ per 1b.
176.16] 00 ] Corn oflecesevecvsescecscrisosaseseonncssnasnncssesscses | Lbacecas §4% ad val, Free (E,I) 20% ad val.
176.17 COCONUE OLliccseosacssesssssscessssbsassssasscsssveasces | vacsaess | Free Zciper 1b.
20 Crudeccssosesecscsscsnosccsconccsssocscns Lb.
40 Refined.cscesvescacssosssescsvoscssnssacssssscssssss | Lbe
176.18] 00| Cottonseed oflieeniveeeisceccrnserassasssccossasossncncs | Lbeaeses | 3¢ per 1b. Free (E,I) 3¢ per 1b.
176.20] 00| Croton ofleveesericiiuisenaiiciesiiannissericiesionacees [Llbuaeess | Free Free
176.22]| 00 | Hempseed 0ll.eseeseccesssssrcsassrosssesvonsesasvassosss [Lbocesss | 6¢ per 1b, Free (E,I)- 6¢ per 1b.
176.24 00 | Kapok 0flleceevecsssocssssnonsccssacecsssscceonersssnsane Lbeeeses § 0.5¢ per 1b. + | Free (EQI) 4.5¢ per lb. +
2% ad val. ©e 20% ad val.
176.26] 00 ]| Linseed or flaxseed 011...........;..........;.--....... Lbeeeses | 4.5¢ per 1lb. Free (E,I) 4.5¢ per 1b.
Olive oil:
176,281 00 Rendered unfit for use as foodeescessccsssscesccsos {Lbsocscc ] Free Free
Other:
176.29] QU Weighing with the immediate container .
under 40 pounds..seecsecsesecscecssscrcassecce | Lbeseess ) 3.8¢ per 1b. on | Free (A,E, L) 8¢ per 1lb. on
. . contents. and contents and
container container
176.30} 00 OtheFeseocasseososcaccssassasssvssssssssscases | Lbeesess § 2.6¢ per 1b. Free (A,E,I) 6.5¢ per lb.
Palm-kernel oil:
176.32] 00 Rendered unfit for use as f00d.ceescecccessscaceces [Lbicsecs | Free Free
176.33 OtNEreeseoocascsoocercscosssccsscsoscesssssscnnssse | soseecss ) Free l¢ per 1b.
20 Crud@esvsnsesssncsscsncossssncssoncssssncsssses | Lbe
40 Refined..ceeoeenessocscacssossssscvsancscnssss §Lbe




TARIFF SCHEDULES OF THE UNITED STATES ANNOTATED (198)

SCHEDULE 1. - ANIMAL AND VEGETABLE PRODUCTS Page 1 -91
part 14. - Animal and Vegetable Oils, Fats, and Greases
1 - 14 - B
176.34 - 176.90
Stat.| Units Rates of Duty
Item {Suf- Articles of
fix Quantity 1 Special 2
176.34 Palm o1leeaeresannnnns eveereseseraseresssecnsnnnneses |ereenns |Free Free
20 CPUA@ e vsooseonvossasasssonssssansssssacssassnasacs |Lbe
40 Refined...eeoececossosssssasanssssssarsnssssssasnesss tLbe
176.38 | 00 | Peanut 0f1..eeevcsesocssssoessvsssoesaoncssasasscncssases {Lbessoss |4 per 1b. Free (E,1) 4¢ per 1b.
176.60 § 00 | Peril1a 0fleecveseceacosessnsvansssssosssssasessssosscsss JLbevesss 14.5¢ per 1b. Free (E,I) 4.5¢ per 1b.
176.462 | 00 | Poppy seed ofleciecnsveescncanannsorsaasassocssssensesas [Lbosaeas 10.75¢ per 1b. Free (E,I) 2¢ per 1b.
Rapeseed oil:
Rendered unfit for use as food:
176.44 | 00 Imported to be used in the manufacture of
rubber substitutes or lubricating ofleseescess |Lbesoeo. | Free Free
176.45 | 00 OtRET e sosvennoconssassoscsnsosascnssssoasssssss [Lbeoeeeas {0.7¢ per 1b. Free (E,I) 4.5¢ per 1b.
Other:
176.46 | 00 Imported to be used in the manufacture
of rubber substitutes or lubricating oil...... JLbecccs. | Pree 0.8¢ per 1b.
176.47 | 00 OtRET o esecoensssscssscassasscsssssssssassascss |[LDecesss §7.5% ad val. Free (E,I) 22.5% ad val.
Sesame oil:
176.49 | 00 Rendered unfit for use as fOOd.ceveessecssscosssses JLbeucecs | 2.2¢ per 1b. Free (A,E,T) 4.5¢ per 1b.
176.50 | 00 Oth@Teeeneceooreonossessosssvssssssosssonssssssonces [Lbecacas §$0.7¢ per 1b. Free (A,E,I) 3¢ per 1b.
176.52 | 00 | Soybean oll.eeecusscrevssssnasssocssasssnsanscasascesese [Lhaceass |22.5% ad val. Free (E) 45X ad val.
7.2% ad val.(l)
Sunflower oil:
176.54 } 00 Rendered unfit for use as food.seeecrosseovccassses JLbescecs J0.9¢ per 1b. Free (E,I) 4.5¢ per lb.
176.55 | 00 OLRET e easeoscasasesnnessasncsscesnsssssssssnssssees [Lbiioess | 0.9¢ per 1be + |Free (E,I) 4.5¢ per 1lb. +
4% ad val. - 20% ad val.
176.58 | 00 | Sweet almond oil........i.....................,1........ Lbecesee | Free Free
176.60 ] 00 | Tung oflecceiersovsrecesetiosasanncacsncccsannsscssonses |[Lbuscess | Free Free
Expressed or extracted vegetable ofls, not specially
provided for:
176.64 | 00 Nut 0L1Secscesesocnceaacsscsscsasnasassssvesasssses {Lbacsves | Free Free
176.70 | 00 OLHET e es sasseoacasoscrosassssssscsvassascesncssssse [Lbevsess |5 ad val. Free (A,B,I) 20Z ad val.
176.90 | 00 | Vegetable talloWwesceseseessreacssescssssocsnssossonsscss [Lbocuos. JFree Free




TARIFF SCHEDULES OF THE UNITED STATES ANNOTATED (1987)

Page 1-92 SCHEDULE 1. - ANIMAL AND VEGETABLE PRODUCTS
part 14. - Animal and Vegetable Oils, Fats, and Greases
1 -14 -C
177.02 - 177.72
Stat. Units Rates of Duty
Item [Suf- Articles of
fix Quantity 1 Special 2
Subpart C., - Animal Oils, Fats, and
Greases, Crude or Refined
Subpart C headnotes:
1. This subpart covers animal oils, fats, and
greases, whether crude or subjected to refining
processes, but does not cover any of such products
which have been artificlally mixed or which have
been sulfonated, sulfated, hydrogenated, or processed
otherwise than by refining. The fish oils described
in this subpart are classifiable hereunder even
1f they are deemed to be vitamins or drugs within
the meaning of those terms in part 3 of schedule 4.
2. This subpart does not cover products of
American fisheries (see part 15A of schedule 1).
Marine~animal oils:
Fish-liver oils:
177.02] 00 COdeversevascnessoasssasasssscssnossnsnsosscscoes Lb.sssos | Free Free
177.04 1 00 OLhET e esevosccsncoseasssascssssasssssnsssence JLbescees 2,52 ad val. Free (E,I) 3¢ per 1b. +
: : 102 ad val.
Fish oils other than liver oils:
177.12 ] 00 ANChOVY«.eeseessosssscenosessssssssssacssseave |Lbeceass 0.75¢ per 1lb. + [Free (A,E,I) 3¢ per 1b. +
) 5% ad val. 202 ad val.
177.14 00 COdesoeoesanosoononcscssssassosossasasesrsscse JLbeses.s |Free Free
177.16 | 00 GRBIK. e v veossscavssnvssonanasssssssscsassaasss JLbeesess |O.4c per 1b. + |Free (A,E,I) 3¢ per 1b. +
2% ad val. 20X ad val.
177.201 00 EulachOMececssssosecosocscsossnscssssssnossnse Lbesesss }0.7¢ per 1lb. Free (E,I) 3¢ per 1b.
177.22} o0 HErTing.csessssasesssssocssossnscsssassassacs JLbocevss 0.46¢ per 1b. Free (A,E,I) 3-2/3¢ per 1b.
177.24 | 00 Menhadene ccsosecesscesesasesescsasssnnssasess JLbeceass [1.7¢ per 1b. Free (A,E,I) 3-2/3¢ per 1lb.
177.26 | o0 OLRET e eesocessososssaasssosesssassssassasesse [Lbecesss 0.7¢ per 1b. + |Free (A,E,T) 3¢ per 1lb. +
5% ad val. 20X ad val.
Other marine-animal oils:
177.30] 00 G@AL.eevosesecenscasesssncnsascsssssassanssss fLbisesss | 0.95¢ per 1b. Free (E,I) 3.8¢ per 1b.
Sperm:
177.32] 00 CrUQ@ e ssesesssasecasenssssssssssasssasee [Lbessses 0.03¢ per 1b. Free (E,I) 0.67¢ per 1b.
177.34§ 00 Other than crude...ceoesecesscesssasssce JLbeseess J0.2¢ per 1b. Free (E,I) 1.87¢ per 1lb.
177.36 § 00 Whale (except SPerm)....c.csesseesssecnseeseses |Lbecuose 0.6¢ per 1b. Free (E,I) 3.8¢ per 1b.
177.40 00 OLRET ceeocoraonacasosesaascsossassoncssnssnnsne Lbeseeos | 0.75¢ per 1b. + JFree (A,E,I) 3¢ per 1lb. +
5% ad val. 20% ad val.
Other animal oils, fats, and greases: R
177.50} 00 LATA e e eoeoevososesaassanessssosessssssncasassassss fJLbeceses | 3¢ per 1be Free (E,I) 3¢ per 1b.
177.52f 00 Oleo 0il and 0led Stearin....ceesssesscssessovease fLbecoees | 2¢ per 1b. Free (E) 4¢ per 1b.
0.6¢ per 1b.(I)
177.56 | 00 TA110We evevvoonacnscesesansosnsansssssscncssonssee [Lbeeseas |0.43¢ per 1b. Free (E,I) 3.5¢ per 1b.
Wool grease:
177.581 00 Conforming to the specifications for wool
fat (including hydrous wool fat)
appearing in the U.S. Pharmacopoeia,
15th revisioneeeesececsceresesssssseoccsanssess |Lbeeesoo |5c per 1be Free (A,E,I) 6¢ per 1b.
177.62 00 OLReL eceocccsantactasvsasaansssrsssrsscsnsansce Lbecesue [ 1.3¢ per 1b. Free (A,E,I) 4.3¢ per lb.
Other:
Edible:
177.67 | 00 Derived from milk 1/..sesescesescessvecs JLbouees. | 10 ad val. Free (E) 20X ad val.
- 3.2% ad val. (1)
177.69 | 00 OtRET.eseecesoonssscvassssassssssseascse JLbeceoss | 5T ad vall Free (A,E,I) 202 ad val.
177.72 ] oo NOt @diblee.cvececececesasasssscasssscssasass fLbececes | 0.75¢ per 1b. + |Free (A,E,I) 3¢ per 1b. +
5% ad val. 20T ad val.
1/ Imports of butter oil are subject to addi-
tional import restrictions. See ftem 950.06 in
part 3, Appendix to the Tariff Schedules.
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applicable to
component
material
subject to
the highest
rate of duty

than the rate
applicable to
component
material
subject to the
highest rate
of duty (I)

SCHhDULb 1o =, ANIMAL AND VEGETASLE PRODUCTS Page 1-93
Part 14. - Animal and Vegetaole 0Oils, Fats, and Greases
’ 1 -14 - D
N 178.05 - 178.30
Stat. ¥ Units Rates of Duty
Item }[Suf- T Articles ) of
fix . e ” Quantity 1 Special 2 -
Subpart D. - Hardened oils, Fa:s. and
Greases; Mixtures
178.05 | 00 } sos ou Lb...... | 0.95¢ per 1b. |Free (£,1) 3-2/3c per 1b.
Hydrogenated or hardened oils, fats, and sreasea. and
. ' lavrd.substitutes wvhether or not containing lard: & . .
‘178.15 | 00 ‘Rapeseed 0ll.eeesccrecsvsosvscosrassesnssessassens fLboseess 92 ad val. Free (E,I) 12.5% ad val.
178.20 § 00 | TOtherscecessossssorossasasesoscacesncnsannnccassas, Lbecesss } 5S¢ per 1b. Free (E,I) 12.5% ad val.
Artificisl mixtures of two or more of the products,
| provided for in subparts B and C of this part:

178,25} 00 In chief value of linseed or flaxseed 0il.sccscvse Lbecssss J4.5¢ per 1b. Free (E,I1) 4.5¢ per 1lb.

178.30 ] 00 OLNETs casesessseracesscncssoanssassssacesovasesars fLbesoees 110X ad val., Free (A,E) 25% ad val.,
: dbut not less 3.2% ad val., but not less
than the rate but not less than the rate

applicable to
component
material
subject to
the highest
rate of duty
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.~Rates of Duty

Special

183.05

184.10

184.20

184.25

184.30

184.35

184.40

18645
186.47

05

15
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Edible preparations -not specially provided °
for (including prepared weals individually
packaged) (con): 1
Other (con): )
Other (con):
Other (con):

Other..cccoesirscnaerescscnvessssnce

c N ' P .

,  Minced seafood preparnzxons....

Other: :
Contaxnxng sugar derxved

Other....u........f.......

Subpart C. - Animal Feeds

Subpart C headnotes:

1. For the purposes of this subpart --
(a) the term "animal feeds, and ingredients
therefor” embraces products chiefly used as food
for animals, or chiefly used as ingredients in such
food, respectively, but such term does not include
any product provided for in schedule &4 (except
part 2E thereof) or schedule 5 (except part 1K
thereof); and

(b) the terms “"mixed feeds" and "mixed-feed
ingredients” in item 184.70 embrace products which
are admixtures of grains (or products, including
byproducts, obtained in milling grains) with
molasses, oil cake, oil-cake meal, or other feed-
stuffs, and which consist of not less than 6 per-
cent by weight of the said grains or grain products.

2. Nome of the provisions of this subpart cover
fertilizer or fertilizer materials (see pnrt 11 of
schedule 4).

Bran, shorts, and middlings obtained in milling

BTAINS .t s venerenseoecresascnassvetsssosassrsavasnssvassss

Beet pulp, A€ eniurrnnecnnoeseanscensascocssasnssnans

Brewers’ and distillers’ grains and malt sprouts........

HAY.osseeooeenasnsusonssncovosassencosvsncsorsannnssagoocse

Straw (except flax straw and rice strsw)é.........(.....
'
§
Grain hulls, ground or not ground.......Q.........f-....
Grain or seed screenings, scalpings, chnff or
scourings, ground or not ground: H
0f flaxseed.

ULher ... .neeueocceressasssusonesesasveasnnssosioanes

eteenretasescaner s tsasastetanasnetoeae

H
! .
tl . ’
. B ' H
. 4 M
1/ Certain sugar derived from sugar cane or sugar
beets subject to quota. See items 958.15, 958.17 and

958.18 in part 3, Appendix to the Tariff Schedules.'
$
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from sugar cane/or'sugar o
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Cwt.....
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Free

Free
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Free

Free

Free
Free
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St

;0} ad val} |

102 ad val. g

$6.45 per short
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TARIFF SCHEDULES OF THE UNITED STATES ANNOTATED (1987)

SCHEDULE 1. - ANIMAL AND VEGETABLE PRODUCTS Page 1-99
part 15. - Other Animal and Vegetable Products
1-15-¢C, D
184.50 - 184.85

Stat, Units Rates of Duty
Item |Suf~- Articles of
fix Quantity 1 Special 2

Soy bean and other vegetable oil cake and oil-cake

meal:
184.50 1 00 Linseed 0il cake and oil-cake meal...covuveveenosns [Lbooous. ] 0.12¢ per 1b. Free (A,E,I) 0.3c per 1b.
184.51 | 00 Rapeseed oil cake and oil-cake meal.......eoeveeee. |Lbooo... ] 0.12¢ per 1b. Free (A,E,I) 0.3¢ per 1b.
Other:
184,52 § 00 Soy bean and cottonseed oil cake and
oil-cake meal....oveeecereesssasanssassaseness |[Lbovesis JO.3¢ per 1b. Free (E,I) 0.3¢ per 1b.
184.53 | 00 OLHEL . vevreasseansseroacssasnososasssasescarss fLDeaess. J0.3¢ per 1b. Free (A,E,I) 0.3¢ per 1b.

Tankage; dead fish and whales; fish and whale scrap,
meal and solubles; homogenized condensed fish and
whales; all the foregoing not fit for human con-
sumption:

184.54 } 00 Cod-liver 80lubles....ceevsvensnscscsesossnsrsacsoes JLDeuvess I5% ad val, Free (E,I) 20% ad val.
184.55 OLher oveveucscrsanssccsosssonsssssnseasnsanessssocs §dosceese. | Free Free

10 Fish or whale meat in airtight containers..... JLb.

20 TANKAGE + e evtvevssossoasssonnscsssssaassvsasess | S, toOn

30 Scrap and meal....esveevveacsessrarsearsnescss | 5. toON

60 OLh@r . eeevesornccnncansesssssesasenssenanssses | S. toON

184,58 00 | wheat gluten to be used as animal feed...........voeaee. JLbo.o... 4% ad val, Free (A,E,I) 202 ad val.

Animal feeds, and ingredients therefor, not specially
provided for:
Meat, including meat offal, not fit for human

consumption:
Raw, whether or not chilled or frozen:
184.60 | 00 Horsemeat (except meat packed in

immediate containers weighing with
their contents less than 10 pounds

@aCh) ceveveuesssssisosacsssscsssaasassnce fLDeusse, | Free Free
184.61 00 Other..ccceiesasnscssnnsasonsoaanscsosese Lb...... | Free 102 ad val.
184.65 1 00 Prepared or preserved.... Lb...... | 2% ad val. Free (A,E,1) 207 ad val.
184.70 Byproducts obtained from the milling of grains,
mixed feeds, and mixed-feed ingredient8......eccves Joeveeves {Free 10X ad val.
20 Pet food packaged for retail sale........is... [Lb.
70 OthEr.ccveeassosesascscssasessssscsescsasensas {5, tON
Other:
184.80 | 00 Animal feeds contsining milk or milk
derivatives 1/....ccvienvunenrencoccasnsencess fOWELoil 17,52 ad val. Free (E,I) 20% ad val.
184.85 | 00 OLHET.esousensosnssarsosneasonscnssencsncsonse |[CWEovee, | 3% ad val. Free (E,I) 202 ad val.

Subpart D. - Feathers, Downs, Bristles,
and Hair

Subpart D headnotes:

1. For the purposes of this subpart, the term
"treated" means cleaned, disinfected, or treated
for preservation.

2. (a) Except as provided in (b) and (c) of
this headnote, the importation of the feathers or
skin of any bird is hereby prohibited. Such pro-
hibition shall apply to the feathers or skin of
any bird --

(i) whether raw or processed;
(ii) whether the whole plumage or skin
or any part of either;
(iii) whether or not attached to a whole
bird or any part thereof; and
(iv) whether or not forming part of
another article.

1/ See item 950.17 in part 3, Appendix to the Tariff
Schedules.












