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PREFACE

On October 26, 1989, the U.S. International Trade Commission received a letter
from the Committee on Ways and Means, U.S. House of Representatives, requesting a
study on the conditions of competition in the U.S. and Canadian durum wheat markets.
On November 15, 1989, the Commission received a letter from the Committee on Fi-
nance, U.S. Senate, containing an identical request.! Therefore, in accordance with
section 332(g) of the Tariff Act of 1930, as amended,2 the U.S. International Trade
Commission instituted investigation No. 332-285, Durum Wheat: Conditions of Compe-
tition Between the U.S. and Canadian Industries. Specifically, the Commission was
asked to report on— :

(1) A description of the U.S. and Canadian durum wheat industries, including pat-
terns of production, processing, and consumption;

(2) Statistical analyses of both U.S. and Canadian durum production, consumption,
exports, imports, and import market shares, in terms of both levels and trends;

(3) A description of the current conditions of trade in durum wheat between the
United States and Canada, and any recent changes in such conditions, including
information on prices, exchange rates, transportation costs, and marketing prac-
tices (to the extent such practices have measurable effects). To the extent possi-
ble, the Commission should assess the regional impact of imports by determining
their geographic concentration;

(4) A description of the Federal, State, or Provincial Government (either U.S. or
Canadian) programs and policies to assist durum wheat producers and proces-
sors. Examples include programs that reduce fixed costs, programs that enhance
revenues, and transportation assistance programs;

(5) A discussion of all other relevant factors affecting conditions of competition,
including product prices, transportation costs, and product quality.

The committees requested that the Commission report the results of its investigation
by June 22, 1990.

The information contained in this report was obtained from a variety of sources,
including U.S. and foreign Government agencies; State government agencies; U.S. and
foreign academic institutions; the United Nations; industry trade associations; and do-
mestic producers, millers, and importers. Fieldwork by USITC staff with various seg-
ments of the U.S. and Canadian durum industries also provided information.

' The requests are from the Honorable Dan Rostenkowski, Chairman, Committee on Ways and
Means, U.S. House of Representatives, and from the Honorable Lloyd Bentsen, Chairman, Committee
on Finance, U.S. Senate. (See app. A.)

219 U.S.C. 1332(g).
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Table A

EXECUTIVE SUMMARY

Durum wheat, unlike wheat varieties commonly used to make bread, is grown only in
a few regions, normally sells in a “thin” market that fluctuates widely, and is used in only
a few end products (primarily pasta products). Hence, durum wheat often is considered
to be a specialty wheat; shifts in supply usually play a more important role in determining
prices than shifts in demand. In the United States, durum wheat accounts for about §
percent of the value of the total annual wheat crop. The value of the U.S. durum wheat
crop for 1989/90 is estimated at 4.2 percent of the entire wheat crop, or $319 million,
compared with $7.6 billion for the entire wheat crop. In Canada, on the other hand,
durum is considered more of a major wheat variety; it accounts for about 18 percent of
the value of the total annual Canadian wheat crop. The value of the Canadian durum
crop for 1989/90 is estimated at CN$420.8 million, compared with CN$2.4 billion for
the entire wheat crop.

About 85 percent of U.S. durum wheat production occurs in North Dakota; the
remainder is concentrated mostly in other Northern Plains States, with some production
in Arizona and California. Canadian production of durum wheat generally is concen-
trated in areas contiguous to the production areas of the United States. Durum wheat is
delivered to local elevators from the farm and is then distributed through a system of
local and terminal elevators to export points or to the 14 major millers in the United
States and 8 major millers in Canada. The millers subsequently process the wheat into
milled durum for use in the manufacture of pasta products.

A profile of the U.S. and Canadian durum wheat sectors for 1985-89, in terms of
both levels and trends, is shown in table A.

Profile of U.S. and Canadian durum wheat industries and markets, 1985-89°

1985 1986 1987 1988 .

1989

United States:

Acreage

Production (million metrictons) ..............
Yield {(metric tons per hectare)2 .............
Imports from Canada (millionmetric tons)? . ...
Exports (milion metric tons) ................
Consumption (million metric tons)4 ...........
Ratio of Imports to consumption

(percent) ..........cciiiivniienennnnnn.
Ending stocks (million metric tons) ...........

Average
Grade 1
Grade 2

Canada:
Acreage

Production (million metric tons) ..............
- Yield {metric tons per hectare) ..............
Exports (million metrictons) ................
- Consumption (million metric tons)? ...........

planted (million hectares) ...........
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delivered price to U.S. millers:®
(dollars per bushel) ................ (®) (") (2 5.01
(dollars perbushel) ................ (®) (") ('?) 5.33
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' July-June crop years. Data for 1989 are estimated.

2 North Dakota only, the State where about 85 percent of the U.S. crop is produced.
3 All U.S. iImports of durum wheat are from Canada.

* Domestic consumption as published by the U.S. Department of Agriculture.

S Prices are based on January-December prices as reported in the questionnaires.

¢ Questionnalre data started in 1986. ’

7 Domestic use as published by the Canadian Grain Commission.

® Not avallable. :

? Canada does not import any durum wheat.

'° Canadian Wheat Board “sale to the subsequent pool account;"® year ending July 31.
" No transactions reported. .

'? There are too few transactions to report without violating confidentiality guldelines.

Source: Official statistics of the U.S. Department of Agriculture; the Canadlan Wheat Board; the Canadian Grain

Commission; the North Dakota Wheat Commission: and res

durum wheat by the U.S. International Trade Commission.

ponses to questionnaires sent to millers and importers of



The principal results of this investigation regarding the competitive conditions be-
tween the U.S. and Canadian durum wheat industries are as follows:

® Production of durum wheat in the United States and Canada in 1987 through
1989 was reduced because of drought.

As drought occurred in the U.S. and Canadian durum wheat-growing areas in 1987
through 1989, U.S. production of durum wheat, which had been declining since 1985,
dropped from 2.5 million metric tons (1.3 million hectares planted) in 1987 to 1.2 mil-
lion metric tons in 1988 (from the same area planted). Canadian production of such
wheat, which had been increasing since 1985, declined from 4.0 million metric tons (2.2
million hectares planted) in 1987 to 1.9 million tons (2.3 million hectares planted) in
1988. Production in both countries recovered in 1989, or to 2.5 million metric tons in
the United States (from 1.3 million hectares) and 3.8 million metric tons in Canada
(from 2.6 million hectares). Yield of durum wheat in Canada averaged 1.5 metric tons
per hectare during 1985-89; in the United States durum wheat yield averaged 2.1 metric
tons per hectare. The drop in durum wheat production in 1988 was largely due to the
drought halving yields in the United States and Canada. During the 1985-89 period, the
acreage planted to durum in the United States averaged 1.3 million hectares per year,
while that in Canada averaged 2.1 million hectares per year, or about 60 percent higher
than in the United States.

® U.S. ending stocks of durum wheat, which had been declining since 1985,
dropped precipitously in 1988 and continued down in 1989 as reserves (mostly
farmer-owned) were released. Nonetheless, U.S. prices for durum rose during
1986-88 and remained firm in 1989.

U.S. ending stocks of durum wheat declined from 3.3 million metric tons in 1985 to
2.3 million metric tons in 1987. Stocks then dropped about 30 percent in 1988 (to 1.6
million metric tons) and fell further (to 1.3 million metric tons in 1989) as farmer-owned
reserves (generally the lower grades of wheat—No. 3, or below) were sold. Data are not
available to indicate the U.S. price levels that might have been attained for durum had
the reserves not been marketed. However, the average annual delivered price for durum
wheat at Minneapolis, the only major centralized U.S. market for durum wheat, in-
creased from $3.65 per bushel in 1986 to $5.13 per bushel in 1988 (the year of an
unusually large drop in production), before declining to $4.70 per bushel, or about 8
percent, in 1989.

® U.S. exports of durum wheat declined from 1987 to 1988 as reserves were sold
in the domestic market, rather than exported.

In 1985, the United States developed the Export Enhancement Program (EEP) in
order to increase U.S. competitiveness in world agricultural markets. U.S. exports of
durum wheat increased irregularly from 1.4 million metric tons in 1985 to 1.7 million
metric tons in 1987. About half of the 1987 exports of durum were under the EEP
program. In 1988, U.S. exports of durum wheat declined precipitously to 0.5 million
metric tons, as reserves were sold in the domestic market rather than exported. (The
data suggest that most of the durum wheat exports in 1988 were under the EEP.) In
1989, exports recovered to 1.8 million metric tons, but only about 20 percent were
exported under the EEP.

® U.S. imports of durum wheat increased to a record high in 1988 as U.S. prices
rose. Imports then declined only slightly in absolute terms in 1989. The share
of imports to U.S. consumption reached a high of 21 percent in 1988 and de-
clgiged g;zarply in 1989 to 13 percent. Canada imported no durum wheat during
1985-89.

U.S. imports of durum wheat, all from Canada, increased from zero in 1985 to
202,500 metric tons in 1987; in 1988, imports declined over 8 percent to 186,000 metric
tons. The ratio of imports to consumption increased irregularly from 10.3 percent in
1986 to 20.7 percent in 1988, but fell back to 13.1 percent in 1989. Because of the
dynamics of the international wheat markets prices for durum in major world markets
were reported to fall below domestic U.S. prices. Thus, durum wheat exports from
Canada became increasingly attracted to the U.S. market, where prices on the Minnea-



polis market rose about 28 percent in the 1986-89 period. Canada imported no durum
wheat from 1985 to 1989.

® There was no consistent difference between prices of U.S.-grown durum and
imported Canadian durum.

There was no consistent price difference between like qualities of U.S. and Cana-
dian-produced durum that explained the growth of durum imports from Canada between
1986-89. However, available supplies of high grade durum wheat in the United States
and Canada affect prices and flows of durum wheat.

® Changes in the exchange rates between the U.S. and Canadian dollars could
alter the competitive status of these two principal exporting countries in world
wheat markets.

Canada is the world’s largest exporter of durum wheat, accounting for about half of
the world durum trade in 1989. The United States is a close second in such trade (about
30 percent of the total). During 1986-89, the U.S. dollar depreciated by 20.1 percent,
or from US$0.7124 per Canadian dollar to US$0.8558 per Canadian dollar, in nominal
terms. In real terms, the dollar depreciated by 28.7 percent with respect to the Cana-
dian currency. These changes in the exchange rates indicate that U.S. wheat suppliers
gained a competitive edge against Canadian wheat suppliers in international markets dur-
ing 1986-89.

® Total transportation costs to terminal markets are comparable in the United
"States and Canada. The effect of the portion of the Canadian Government
payment to grain transportation costs is realized primarily by the Canadian
farmers, whose returns are greater by the amount of the payment.

The Western Grain Transportation Act (WGTA), which became effective in 1984,
and replaced the regulatory system established under the Crow’s Nest Pass Act of 1897,
provides for direct Government payments to Canadian railroads for rail shipments of
western grain to Thunder Bay, on Lake Superior. The Canadian Government directly
pays the Canadian railroad companies a portion of the transportation costs attributable to
the covered grain movements. Shippers are assured that their average cost per ton of
covered grain movements cannot exceed 10 percent of the average price per ton of
grain. :

It is not apparent from data collected by the Commission in this investigation that
prices paid by U.S. millers for Canadian durum are significantly different than prices
paid for U.S. durum. The impact of most of the fluctuation in grain transportation rates
is ultimately borne by the farmer, so that changes in transportation rates are not, for the
most part, reflected in the market prices in either country. When transportation rates
rise, the farmer’s return on the sale of the grain is lower. Also, it has been demonstrated
by researchers that the more elastic the demand for the grain, the higher the percentage
of rail rate fluctuations absorbed by the farmer. In the United States, an increase in
transport costs generally results in a decrease in farmers’ returns. In Canada, the Gov-
ernment payment of part of the rail rates cushions the impact on farmer returns of in-
creases in the rail rate by supporting net cash flows.

® The geographic location of ports in which import documents were cleared for
U.S. imports of durum wheat was relatively unconcentrated. Regional impacts
of imports, if any, to durum wheat farmers would occur largely in North Dakota,
the major durum wheat producing area in the United States.

During 1989 (the only year for which data on durum imports are available sepa-
rately), 33 percent of the quantity of U.S. imports of durum wheat entered at the U.S.
Customs district of Cleveland, OH; 23 percent at Buffalo, NY; 21 percent at St. Albans,
VT; 17 percent at Duluth, MN; and 5 percent at Great Falls, MT. These entry points
are all on, or close to, the Great Lakes and the St. Lawrence Seaway. Thus, the grain is
transported by lake carriers from Thunder Bay to a U.S. entry point. The remaining 1
percent of the imports come through at Pembina, ND; Detroit, MI; or Seattle, WA.

As most of the U.S. production of durum wheat is concentrated in North Dakota and
other Northern Plains States, any adverse regional impact that might have occurred to



durum wheat farmers from imports would appear to be largely in these States, although
the imports were probably milled in more distant areas.

® The United States offers a complex array of Government programs for wheat
farmers which concentrate on price and income support. The Canadian Wheat
Board, in conjunction with the Canadian Grain Commission, coordinates the
purchase, storage, cleaning, grading, transportation, marketing, importing, and
exporting of durum wheat.

Most U.S. durum wheat growers participate in the programs for wheat operated by
the U.S. Department of Agriculture. In addition, some exporters of durum wheat re-
ceive bonus payments under the Export Enhancement Program in order to make U.S.
durum more competitive in foreign markets. Under the U.S. Government programs,
many types of payments (such as deficiency, diversion, reserve, storage, disaster, and
conservation) are offered to wheat farmers. During 1985 to 1988, total direct payments
made to all wheat farmers were equivalent to nearly 50 percent of the value of their
production. Data are not available to indicate whether the share of receipts of U.S.
durum wheat farmers contributed by Government payments differs from the share re-
ceived by all wheat farmers.

The Canadian Wheat Board is the sole legal exporter for food-quality wheat in Can-
ada. The Board also designates delivery quotas for farmers and has a marketing monop-
oly on grains for domestic use. It derives its operating capital from the revenues obtained
by marketing wheat; profits above operating costs are returned to the farmer. The Board
operates a system of guaranteed floor prices for six different pools of wheat, including
durum. If the pool is in deficit, the Canadian Federal Government provides financial
assistance. Licenses are required for all imports of wheat. Under the terms of the
United States-Canada Free-Trade Agreement, licenses for imports from the United
States will not be issued until the U.S. Government support to wheat declines to a level
at, or below, the Canadian support for 2 years. The Western Grain Stabilization Act
provides improved income stability by supporting net cash flows of grain farmers in West-
ern Canada, where virtually all Canadian durum wheat is grown.

® Little discernible difference exists between like varieties of durum wheat pro-
duced by farmers on each side of the U.S.-Canadian border.

On both sides of the U.S.-Canadian border, durum wheat is grown in virtually the
same type of soil and climate, and under similar farming techniques. In Canada, how-
ever, the varietal certification and licensing system helps to assure that all the durum
grown will possess the genetic characteristics desirable to flour millers; millers in both
countries must meet the ever-tightening specifications of pasta manufacturers. In the
United States, however, varietal certification and licensing are not obligatory as in Can-
ada. Hence, some U.S. farmers, seeking to increase their revenues or net income, may
plant varieties that produce higher yields, rather than varieties having the end-use char-
acteristics that millers consider desirable. U.S. Government programs, based on quanti-
ties produced, offer wheat farmers incentives to use higher yielding wheat varieties.

® Although the blending of durum wheat at various stages of the postharvest han-
dling and distribution system may facilitate the movement of larger quantities of
grain, it also leads to diminished overall quality, than if only high grade durum
were sold. This is reflected in lower end-use values to the millers and the manu-
Jacturers of pasta.

In the United States, wheat from different grades, varieties, and crop years may be
blended in order to meet the contract specifications while maximizing profit and increas-
ing throughput. While moving durum out of storage after several years and then blend-
ing it with newer higher grade durum may offer a price advantage, the results often are
increased broken and spoiled kernels, addition of foreign materials, and a lack of uni-
formity. The result is a lowering of overall end-use quality attributes and lowered milling
performance, though meeting the minimum contract specifications. In Canada, blending
only occurs within a single grade. Thus, U.S. millers purchasing durum wheat from
Canada are assured the average rather than the minimum for that grade as well as greater
uniformity. However, the Canadians market their durum wheat almost exclusively on

the basis of grade. The U.S. marketing system permits greater flexibility and the market-



ing of durum wheat based on grade as well as on custom specifications (albeit at a pre-
mium).

® High-quality durum wheat is required to produce the milled durum demanded
most by U.S. pasta manufacturers.

During 1987-89, the share of the U.S. durum wheat crop that was classified in U.S.
Grade Nos. 1 and 2 increased from 61 percent to 91 percent. During the same period,
the share of the Canadian crop that was classified in Canadian Grade Nos. 1 and 2
varied—from 38 percent in 1987, to 71 percent in 1988, back to 38 percent in 1989.
Although the grades of the respective countries are not truly comparable, it appears that
durum wheat farmers on both sides of the U.S.-Canadian border produce a substantial
and varying amounts of a high-quality product. Millers are often not willing to purchase
on the basis of grade alone, but will bid for the supplies of high quality U.S. and Cana-
dian durum wheat needed to produce the quality milled product demanded by U.S.
pasta manufacturers.

® The coincidence of a number of market factors led to the perception of supply
and quality problems in the U.S. durum wheat industry.

The U.S. and Canadian durum crops experienced 3 years of drought between 1987
and 1989. Particularly in 1988, this resulted in a sharp downturn in the quantity of
durum wheat produced.

Internationally, the European Community (EC) had emerged as a large net exporter
of wheat, including durum wheat, to areas that had been Canadian export markets, thus
leaving unsold stocks in Canada. At the same time, U.S. supplies were drawn down by
the Export Enhancement Program (EEP). The EEP-EC interplay appears to have low-
ered world wheat, and durum, prices, while not lowering U.S. domestic prices. The U.S.
marKet thus became relatively more attractive, and the Canadians reportedly saw the
opportunity to at least temporarily replace their lost markets.

When the U.S. durum wheat crop is abundant, and the overall grade quality pro-
duced is good, then there is no problem with the quality being marketed to end-users.
Conversely, when the U.S. crop is small, or quality has been lowered by weather factors
(such as rain during the harvest), or reserves are being released, then the Canadian
wheat may have an advantage in the U.S. market because of the Canadian quality con-
trol and marketing system.

Demand for durum wheat in the U.S. market in 1988 was met by reduced levels of
high quality U.S. durum, due to a drought having halved production in that year. De-
mand was met through release of stocks held in the Farmer Owned Reserves (generally
recognized as being of lower quality) and through imports of Canadian durum wheat.
Though Canadian producers also had lower durum wheat production levels in 1988, the
relatively higher prices of durum in the United States compared with the world markets,
and the demand for high quality durum by ‘U.S. millers, appeared to have made the U.S.
market relatively more attractive to Canadian exports. However, by 1989, more abun-
dant supplies of U.S. durum wheat resulted in lower U.S. prices and reduced imports
from Canada.






Chapter 1
Introduction

Durum wheat is a species of hard wheat
which, when milled, is used primarily for the
manufacture of pasta products. Durum wheat! is
a species of wheat distinct from the wheat used to
make bread and other bakery products. The
hard, flinty kernels of durum wheat are specially
ground and refined to obtain semolina2 and
durum flour,® the two main inputs in the
manufacture of pasta. Only a few durum varieties
are well suited for use in the manufacture of
pasta.

Wheats other than durum may be used to
make pasta, but their use changes the quality of
the end product. Durum wheat is considered the
hardest of all wheats. Essentially, the harder the
wheat (and thus, the higher the protein level), the
better the wheat serves in the manufacture of
pasta (for example, spaghetti, lasagna, elbow
macaroni4) and couscous (gelatinized, dried
particles of dough, most popular in North Africa).
Pasta “long goods” require very high-quality
durum, usually unblended with other forms of
wheat. Hard Red Spring wheat, which is grown in
much the same regions as durum, may be used as
a substitute for durum wheat. “Short goods” can
be made from durum that is blended with a
certain percentage of Hard Red Spring wheat.
The actual cross-elasticity of substitution between
durum and Hard Red Spring wheat depends on
regional preferences in pasta consumption. In
the United States, where there is a growing
consumer demand for pasta with the “al dente”
or bite that semolina provides, the cross-elasticity
of substitution would be lower than in Canada,
where consumer preferences permit the use of

' The term “durum wheat” means wheat of the
Triticum durum species and the hybrids derived from the
interspecific crossing of the Triticum durum that have the
same number of chromosomes (28) as that species.

2 In 21 CFR ch 1, §137.320, semolina is legally
defined as the food prepared by grinding and bolting
cleaned durum wheat to such fineness that it passes .
through a No. 20 sieve, but not more than 3 percent
passes through a No. 100 sieve. Semolina is typically
produced from a durum wheat that is 85 to 90 percent
dark, hard, and vitreous, with a falling number in excess
of 350 (a measure of sprouting damage or
alpha-amylase), and with good sedimentation test
results.

3 Under the provisions of 21 CFR ch 1 §137.220,
durum flour is “the food that is prepared by grinding and
bolting cleaned durum wheat. en tested g:'
granulation as prescribed in §137.105(c)(4), not less
than 98 percent of such flour passes through the No. 70
sieve. It is freed from bran coat, or bran coat and
germ, to such extent that the percent of ash therein,
calculated to a moisture free basis, is not more than'1.5
percent. Its moisture content is not more than 15
percent.” Ash, moisture, and granulation are
determined according to §137.10S5 (s).

4 Macaroni products are defined in 21 CFR ch. 1
§139.110 as the class of food prepared by drying formed
units of dough made from semolina, durum flour, farina
flour, or any combination of two or more of these.
Farina is legally defined as the food prepared by grinding
and bolting clean wheat, other than durum wheat, 1o the
same specifications as for semolina.

Hard Red Spring wheat in up to a 50-percent
proportion.5  Gluten strength is an important
consideration in whether a wheat is suited for a
particular use.

Durum is not normally used in the
manufacture of bread, except in those world
regions where no other wheat 'varieties are
available. Lower quality durum can be used to
manufacture products such as couscous and
bulgur (parboiled wheat).8

For the manufacture of pasta, durum wheat
must be of a color ranging from amber-yellow to
brown and must show a translucent, hornlike
vitreous fracture. Semolina has an amber color;
durum flour has a yellowish color. The color of
durum wheat carries through to the pasta end
product. The subclasses are Hard Amber
Durum, Amber Durum, and Durum. Red Durum
wheat is a separate class in the official U.S. wheat
standards. The grades and grade requirements
for U.S. durum wheat (as revised May 1985) are
indicated in table 1-1; Canadian grades are
shown in tables 1-2 and 1-3.

Pasta manufacturers have become increasingly
quality conscious and have reflected this in their
purchasing patterns. Millers, both in Canada and
in the United States, are moving toward
increasingly tight quality control, thereby affecting
producer and handler quality control.  For
instance, older cleaning and milling machinery is
being replaced by newer machinery that can
match the more exacting specifications needed to
meet the changing demands of pasta producers.

The durum wheat economy is marked by
shortages, surpluses, and price volatility.
According to the International Wheat Council,
shortages of durum occur much more frequently
than they do for bread wheats. Since durum is a
specialty crop with a very thin market, producers
of durum respond to low prices in a surplus year
by production cuts the following year, which may
create a shortage in the year following the surplus
year.

Supply and demand imbalances are
complicated by worldwide price fluctuations, the
world geographical patterns of production, and a
limited end market for durum wheat.? Unlike
bread wheat, durum is grown in few regions and is
a good input for few end products.

& The differences in consumer preferences for pasta
in the United States and in Canada, and the
cross-elasticity of substitution between Hard Red Spring
wheat and durum wheat were discussed with Professor
Clay Gilson, Department of Agricultural Economics,
University of Manitoba, Winnipeg, Canada, during
fieldwork in Canada, March 1 98.

¢ The entire product stream from milling durum
wheat includes wheat germ, durum bran, feed, semolina
(.66-.70 ash), extra fancy durum patent flour (.66-.70
ash), fancy durum patent flour (.80-.85 ash), durum
patent flour (1.00 ash), first clear (1.30-1.40 ash), and
second clear (1.75-~2.00 ash).

7 International Wheat Council, The World Durum
%’.Be;)' Situation, Secretariat Paper No. 12 (London,

1-1
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Table 1-1
U.S. grades and grade requirements for durum wheat'

Maximum limits of defects Wheat of other classes

) Shrunken
Minimum Heat Damaged and Wheat of Other
test welght damaged kernels foreign Broken Delscts contrasting classes
Grade per bushel kernels (total) material kernels (total) classes (total)
- pounds -~ - - * — Psrcent.
No.1 ....... 60.0 0.1 : 2.0 -0:8 3.0 3.0 1.0 3.0
No.2 ....... §8.0 2 4.0 1.0 5.0 - 5.0 2.0 5.0
No.3 ....... 56.0 .5 7.0 2.0 8.0 8.0 3.0 10.0
No.4 ....... 54.0 1.0 10.0 3.0 - 12.0 12.0 10.0 10.0
No.§5 ....... 51.0 3.0 15.0 .. 6.0 20.0 20.0 10.0 10.0
Other ....... 2 () {3 (®) 2 *) {2) 3

' Revised May 1985.

2 U.S. sample grade—U.S. sample grade shall be wheat which:

(a) Does not meet the requirements for the grades U.S. Nos. 1, 2, 3, 4, 5; or '

(b) Contains eight or more stones, two or more pieces of glass, three or more Crotalaria seeds (Crotalaria spp.), two or more castor beans (Ricinus
communis), four or more particles of an unknown foreign substance(s) or a commonly recognized harmful or toxic substame(a). or two or more rodent
pellets, bird droppings, or an equivalent quantity of other animal filth per 1,000 grams of wheat; or

(¢) Has a musty, sour or commerclaily objectionable foreign odor (except smut or garlic odor); or

(d) s heating or otherwlise of distinctly low quality.

Hard Amber Durum Wheat: The subclass Hard Amber Durum shall be Durum Wheat with 75 percent or more hard and vitreous kernels of amber color.

Ambeg Dur:.lm The subclass Amber Durum Wheat shali be Durum Wheat with 60 percent or more but less than 75 percent of hard and vitreous kernels
of amber color

Durum Wheat: The subclass Durum Wheat shali be Durum Wheat with less than 60 percent of hard and vitreous kernels of amber color.
Unclassed wheat Includes Red Durum Wheat, purple-eolored wheat, and any other wheat that cannot be properly classed under the criteria provided.

Source: J.W. Dick and others, The Quality of the Regional (Mlnnesota. Mon_t_ana, North and South Dakota) 1988 Durum Wheat Crop, p. 7.
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Table 1-2

Canadlan grades of Amber Durum wheat:

Primary grade determinants

Standard of quality

Maximum limits of

] Wheat of other
Forelgn material classes or varieties
Minimum test Minimum Matter Total ‘
welght hard other than inctuding
Grade kllograms per vitreous Degree of cereal cereal Other
name hectolitre Variety kernels soundness grains grains classes Total
Reasonably well
No. 1 Canada Any varlety of matured, reasonably s
Western . ., amber durum wheat.: . free from damaged About - About
‘Amber - T Y i L e : ‘
Durum ...:i..- 78.0 -~~~ ‘equalto Hercules 80.0% kemels .. 0.2% - 0.5% -2.0% - 5:.0%
o ' o ' Reasonably well
No. 2 Canada Any vaﬂety of matured, reasonably Cwml
Western durum wheat free from severely " About .
Durum ....... 77.0 - oqual to’ Hercuea 7 60.0% " damaged kernels .- 0.3% 1 1.5% 8.5% - 10.0%
Fairly well matured, ' S ' L
may be moderately
bleached or frost
damaged, but
No. 3 Canada Any varilety of reas free from
Western amber dmmwhoat severely ged . About . I
Duum ... 74.0 oqual to Hercules'  40.0% " kernels 0.5% 2.0% 5.0% 15.0% .
@i May be frost .o
"No. 4 Canada Any variety of N immature or weathered,
.Mm amber durum wheat No but moderately free from About
Durum- ........ 71.0 equal to Hercules  Minimum severely damaged kerneis- 0.5% 3.0% 10.0% © 49.0%
DA Excluded from
e qf‘a'%e“c on account
) . . - 0 weight or
No. 5 Canada damaged kernels,
w No Any variety of No . but shall be o
ODurum ....... Minimum - amber durum wheat; Minimum reasonably sweet “1.0% 10.0% 49.0% S
Final - No.§ - “No. § 7 No. 47 Over 1.0%  Over 10.0% ' Over 49% No.5 C.W.
Grade C.W. Amber -C.W. Amber C.W. Amber grado Wheat, ade Mixed mde Amber Durum,
Name ........ Durum Durum ' Durum C.W. Grain, CW. . at, ¥ W.0.0.C.
. : o Aecount Ad- Wheat - Sample exceed 49.0%
mixture C.W, ade Wheat,
Account ample C.W.
A Account
Admixture
Source: Canadian Grain Commission, Grain Grading Handbook for Western Canada, effective Aug. 1, 1989, p. 32.
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Table 1-3 .
Canadian Amber Durum wheat: Primary grade determinants and maximum tolerances
_ Binburnt .
Avtificlal selt;gro ;I,'oral-d .

‘ Sk, tificla mildew eatec . ) } e .
Grade Natural stain rotted  including ) T S Shrunkg_n and bquen o
name . stain no residue mouldy binburnt'  Fireburnt ~Stones Ergot Sclerotinla =  Shrunken = Broken - Total
No. 1 C.W . ' oo

or . A :. . o
Durum ........ 0.5% Nil 2K 0.10% Nil - 8k 3K 3K 68.0% 6.0% 7.0%
No. 2 C.W o .

Amber .
Durum ........ 2,0% 3K 4K 0.25% . Nil 3K 6K 6K 10.0% 10.0% 10.0%
No.-3'C.W C ) ’ N o o
Durum _....:.. 5.0% 7K .. 6K 0.75% Nil K 12K 12K 12.0% 10.0% 15.0%
No. 4 C.W No Limit
per, L . : No Providing
AT 7.5% 12K '2.0% 3.0% Nil 5K 24K - . 24K Limit .. 15.0% Broken
No. 5T.W. . * Tolerance
Amber ~ ., No - T - © o e ‘No Not
Durum ........ Limit 2.0% 10.0% 10.0% 2.0% - 10K. 0.26% 0.25% Limit 50.0% Exceeded
Final 5§ C.W. Over2.0% Over 10.0% grade Over 2.0% ° Over Over Over 0.25% 4C.W, Over 50% Broken
QGrade Amber grade Wheat, Wheat, Sample ade Wheat, ade to- 0.25% ade Wheat, Amber Grade Sample
Name ......... Durum ample C.W. C.W. Account ampie C.W. rance up %:.do gramplo. Durum Broken Gr
Account Heated or Account to 2.5% at Cc.w.
Stained Kernels - Predominant Fireburnt ade Re- Sampie Account
. Reason ted C.W, Admixture
- . . ‘“grade” Account
account . Ergot
Stone '

! Total heated inctudes binburmnt, severe-mildew, rotted and mouldy.

Source Canadlan Grain Commlssion. Grain Gradlng Handbook for Western- Canada effective Auo t. 1989 p. 33.



Chapter 2
The World Market

World Production

World durum production has fluctuated be-
tween a low of 22.3 million metric tons (mt) in
1983/84 and a high of 29.2 million mt in 1986/87
(table 2-1). Production in 1989/90 is estimated
at 24.2 million mt.' U.S. Department of Agricul-
ture estimates indicate that for 1985-89 the world
durum production area was approximately 13 to
14 million hectares. The United States and Can-
ada—sometimes referred to as the North Ameri-
can durum market—are projected to account for
about 26 percent of the world durum crop by the
International Wheat Council (IWC) for 1989/90
(table 2-1). The geographic patterns of durum
production, area, and yield are shown in figures
2-1 through 2-3.

In late 1989, the U.S. Department of Agricul-
ture (USDA) estimated that world 1989/90 du-
rum production was higher than the production
estimates made by the IWC. The USDA estimate
was approximately 29 million mt; about 80 per-
cent of that (23 million mt) was produced in 10

countries. The United States and Canada ac-.

count for close to 23 percent of world production
in the USDA estimate.

Producing Nations
The principal nations that produce durum

‘ wheat, besides the United States and Canada, in-

clude the European Community (EC, of which
Frarnce, Italy, and Greece are the primary pro-
ducers), the Soviet Union, Turkey, Morocco,
Algeria, and Tunisia.?2 The United States, Can-
ada, and the EC are the major world producers of
what the pasta industry refers to as “pasta grade”
durum. These three producers account for close
to 95 percent of all world exports of durum
wheat.3 Between 1985/86 and 1989/90, exports

Table 2-1
World durum production, 1983/84 to 1989/90

of durum wheat from the EC fluctuated between
93,000 mt in 1986/87 and a high of 1.8 million
mt in 1988/89. During the same period, U.S. ex-
ports of durum wheat fluctuated between 0.5 mil-
lion mt in 1988/89 and 2.2 million mt in 1986/87.
Canadian exports rose from 1.4 million mt in
1985/86 to an estimated 2.9 million mt in
1989/90.

European Community

Over the last 10 years, total EC production of
durum wheat has ranged from a low of 4 million
mt in 1983 to a high of over 7 million mt in 1987.
Estimated 1989 production is 6 million mt, repre-
senting a 9-percent decline from the previous
year. The drop is due primarily to a reduced Ital-
ian crop. EC durum production has risen more
than one-third in the past decade due, in part, to
sharp increases in price and financial supports
given to producers by the EC.

The Soviet Union

Roughly 3 percent of the total Soviet wheat
crop consists of durum wheat. Northern and
western Kazakhstan grow more than half of Soviet
durum. Durum commands a higher procurement
price and usually follows fallow in field rotations. -
The harvested area is about 2 million hectares for

durum compared with over 47 million hectares . =~

for all wheat. - Estimated 1989 Soviet durum pro-
duction is about 2.5 million mt, compared with
84.4 million mt for all wheat.

' International Wheat Council §WC) World Wheat
Statistics 1986 and 1987, Market Report 1 Mar. 1990;
1989/90 figures are an IWC forecast as quoted in the
statement submitted to the USITC by the Canadian
Wheat Board.

2 USDA, Forelgn Agricultural Service, “1989/90
Durum Wheat Situation and Overview,” World Agricul-
tlugrsagl Production, Circular Series WAP 10-89, October

2 Based on crop years 1983/84 through 1989/90.
Calculated from data from the International Wheat
Council (IWC), World Wheat Statistics, and IWC
forecasts, as quoted by the Canadian Wheat Board.

(In millions of metric tons)

United North
Crop-year States Canada EC Africa Other? Total
1983/84 2.0 2.6 4.3 2. 10.7 22.3
1984/85 2.8 2.1 6.6 2.8 9.8 24.1
1985/86 3.1 2.0 5.9 3.8 10.5 25.3
1986/87 2.7 3.9 7.2 3.5 11.9 29.2
1987/88 2.5 4.0 7.5 3.1 11.5 28.6
1988/89 1.2 2.0 6.7 2.7 12.3 24.9
1989/902 2.5 3.8 6.1 2.6 9.1 24.2

' Turkey and the Soviet Unlon are the major producers in this category.

2 Forecast.
Source: International Wheat Councll.
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Figure 2-1

Durum wheat production: United States, Canada, EC-12, North Africa, other, world, 1983/84
to 1989/80
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Figure 2-2 .
Durum area planted: United States, Canada, EC-12, North Africa, worid, 1984-89
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Figure 2-3

Durum ylelds Unlted States Canada EC-12, North Africa, world, 1984-89

" Metric tons
' per hecta(e

#og

1984 1985

EC-12
North Africa.

1988

3 werd

Source: Official statistics of the U.S. Department of Agriculture.

Turkey

Turkish production has declined sharply, from
4.8 million mt in 1980 to a low of 1.9 million mt
in 1989. Correspondingly, durum area has
dropped from 2.9 million hectares to 1.3 million
hectares, and yields have dropped from 1.68 mt/
hectare to 1.46 mt/hectare. Turkish official sta-
_tistics do not identify durum wheat separately,
however, the USDA estimated that 15 to 20 per-
cent of Turkish total wheat crop is durum.

Morocco
‘Durum area and yield have been relatively

stagnant for the last decade, and production has
fluctuated between a low of 610,000 mt in 1981 =
" -and nearly 2 million mt in 1986. About half of
. : *all Moroccan wheat is durum. However, there
. has been a shift to soft wheat production from
- - durum wheat production because of a- Govern- -

ment -decision to drop- durum support prices.

- Algeria

Almost 75 percent of Algerian wheat acreage
is. sown with durum. A chronic lack of farm im-
plements, spare parts, agrochemicals, and irriga-

‘to 3 mt/hectare) in Greece.

tion water is slowing Government efforts to re-
duce durum imports through an expansion of the
sown durum area. Agricultural input shortages -
are evident in the yield figures, which do not ex-
ceed 1 mt/hectare in any year (compared with 2
Algerian durum.
wheat production has fluctuated between a low of
497,000 mt in 1983 and a high of 1.1 million mt
in 1985, -

, Tunisia
About 75 percent of all Tunisian wheat grown

. is durum. Tunisian yield and production are low

and wheat production is often subject to droughts.

Tunisian production has fluctuated from a low
167,000 mt in 1988 to a high of 1.1 million mt in
1985-and 1987.

o Other Producers
' Other nations produce durum, but they often

"-do not separately report it in their wheat statistics.

Other significant durum wheat producers include
Chile, China, Egypt, Ethiopia, India, Iraq, Jor-
dan, Libya, Peru, and Syria. Minor quantities
are also grown in Austria, Yugoslavia, Argentina,
Mexico, and Australia.



World Consumption

Durum use is concentrated in a small number
of countries, particularly developing countries,
which account for about half of world consump-
tion. In the North African markets, the main
products using durum wheat are couscous and un-
leavened bread. Durum consumption in North
Africa has decreased because developing North
African economies and the accompanying in-
creases in per capita income have changed tradi-
tional diets. However, in the Near East durum
consumption has not abated. Very little durum is
consumed in the Far East.

2-4

In Europe and North America, durum is used
primarily to manufacture pasta. Traditionally
only in Italy has pasta made up a significant part
of the diet. In 1989, per capita pasta consump-
tion in Italy was 25 kilograms per year. However,
during the last few years per capita consumption
of pasta in Italy has declined. In contrast, U.S.
pasta consumption has been increasing at an in-
dustry-estimated rate of 6 percent per annum and
now has reached 8 kilograms per capita per year.4

4 Compiled from official statistics of the U.S.
Department of Commerce and estimates of the National
Pasta Association.



Chapter 3
U.S. Industry And Market

The U.S. Industry

Geographic Distribution of Production

Durum wheat is produced primarily in North
Dakota, South Dakota, Montana, and Minne-
sota. Production in the Northern Plains area ac-
counts for up to 90 percent of U.S. durum pro-
duction. The remainder is grown under irrigated
conditions in Arizona and California, which re-
cord the highest yields, often 3 to 4 times those in
the Dakotas. In Arizona and California, the
weather plays substantially less of a role than in
the Northern Plains area.

U.S. durum producers are estimated to consist
of about 10,000 farms averaging about 1,200
acres each, located mostly in the Great Plains ar-
eas of North and South Dakota, Montana, and
the Red River Valley of Minnesota. Over 3 mil-
lion acres are planted to durum wheat.! Durum
wheat production is primarily a family run busi-
ness (even if the business structure is corporate,
for tax- and estate-planning reasons).

U.S. farmers producing durum wheat grow a
wide range of crops including durum wheat.
Their choice of crop depends on such factors as
USDA program incentives, market signals, crop-
rotation requirements, and soil moisture. The al-
ternative crops include primarily corn and other
feedgrains, barley, soybeans, sunflower seeds,
canola, flaxseed, and other winter wheats.

Production Trends

The U.S. durum crop is sensitive to drought,
as evidenced by the decline in production during
the drought of 1988. Over the last § years, U.S.
durum production has ranged from 3.1 million mt
(from 1.3 million hectares) in crop year 1985/86
to a low of 1.2 million mt (from the same number
of hectares) in 1988/89 (table 3-1). Durum
wheat is both a regional and a specialty crop, ac-
counting for roughly § percent of all wheat grown
(figs. 3-1 and 3-2).

Durum wheat acreage planted and harvested
has been relatively constant. Harvested acreage
has varied from a low of 1.0 million hectares in
1983/84 to a high of 1.5 million hectares in
1989/90. Virtually all of the durum wheat
planted was harvested. The key factor in the
fluctuation of durum production was the weather,
especially lack of rain during the growing season,

sometimes compounded by rain during the har- .
vest. Production was lowest in 1988/89 due to-

' Statistical Abstract of the United States, 1988.

a severe drought.2 Production rose again to al-
most 2.5 million mt in 1989/90. Durum begin-
ning stocks were 3.7 million mt in 1983/84. End-
ing stocks had declined to 1.3 million mt in
1989/90.

Quality Considerations

Current-crop durum wheat of like varieties, is
similar on either side of the U.S.-Canadian bor-
der.? Geographic, climatic, and other natural
factors are quite similar. Durum in the United
States and in Canada is grown on the same soil
types, using similar chemicals, similar practices,
and like equipment.

As has been pointed out in a private report
financed by the durum wheat industry, there are
two dimensions to quality: (1) the content of for-
eign matter, broken grain, etc., and (2) the qual-
ity of the flour produced by that grain.4

The factors covered under the first point may
be controlled through harvesting and handling
techniques. The cleanliness of the grain can be
improved and broken kernels can be minimized
through proper harvesting techniques.  The
amount of foreign matter and broken kernels is
also affected by postharvest handling techniques.
For example, elevator operators may blend lower
grade grain with higher grades to match the lowest
allowable limits specified by a grade or in a con-
tract. Government programs (which are dis-
cussed separately in ch. 4) also affect the quality
of the grain in the marketplace.

The second quality factor involves considera-
tions important to millers—the utility of the grain

" once it has been cleaned. Milling characteristics
. involve a variety of factors beyond grade specifi-

cations (discussed below). If the postharvest han-
dlers of the grain blend in old-season grain with
new crop, then the milling characteristics of that
grain may decline and the grain may have less
practical utility.

The U.S. system of postharvest handling and
distribution permits blending between different
grades; the Canadian one does not. This factor is

2 In 1988, the drought reduced yield figures from a
normal 30-36 bushels per acre to less than 16 bushels
per acre, according to Wheat Facts 1988, the Wheat
Grower, October 1988. The drought in the Dakotas
started in 1987; however sub-soil moisture permitted
production with only slightly diminished yields. In 1988
there was neither rain nor sub-soil moisture, and in 1989

. there was some rain but still insufficient sub-soil mois-

ture. .
3 J. W. Dick and others, Durum Wheat Regional
Quality Re;'ort, 1987-89, resreseming Minnesota,
Montana, North and South Dakota, published with the
approval of the Director of the Agricultural Experiment
Station, North Dakota State University.

4 Abel, Daft, & Earley, An Examination of U.S.
Durum Imports from Canada, January 1990; prepared
for the North Dakota and South Dakota Wheat Commis-
sions, the Minnesota Wheat Research and Promotion
Council, and the Montana Wheat and Barley Commit-

" tees.



Table 3-1

U.S. production and stocks of wheat and durum wheat, 1983/84-1989/80 (projected)

1986/87

Percent change,

Type and acreage - 1983/84 1964/85 1985/86 1987188 1988/89 1989/90 1983/84-89/9
(Mlllion hectares)
Planted:
Alwheat ..........cciviviiiniinenss 30.9 32.1 30.6 30.8 26.6 26.5 31.0 0.3
DUrUM ... i et e 1.1 1.3 1.3 1.2 1.3 1.3 1.5 46.2
H Hard Rgd Spring ...l 4.5 4.9 5.7 5.9 5.4 5.3 6.7 49.6
arvested:
Alwheat .........cccivvreiennennnen 24.9 27.1 26.2 24.6 22.7 21.6 25.1 1.1
DUrUM ... e cie it ie it 1.0 1.3 1.3 1.2 1.3 1.1 1.5 48.0
Hard Red Spring ...........ccocveevnnn 4.3 4.7 5.3 5.7 5. 4.1 6.4 . 48.6
{Million metric tons) _
Production:
Allwheat ..........cciviiiininvannns 65.9 70.6 66.0 66.9 67.3 49.3 65.6 (15.6)
DUPUM ... vttt it e 2.0 2.8 3.1 2.7 2.6 1.2 2.5 27.4
HardRed Spring ..................... 8.8 1.1 12.6 12.3 1.7 4.9 12.1 37.2
Ending stocks: .
All vgvheat ........................... 38.1 38.8 51.8 49.6 34.3 19.0 12.1 68.3)
UPUM .. oeevveennnn eereerieeecanres 2.7 2.7 3.3 2.8 2.3 1.6 1.3 50.5
HardRed Spring ............coo0viunns 8.5 10.1 13.6 13.3 10.9 5.9 4.1 51.9

Note.—Numbers In parentheses are negative.

Source: Compilled from officlal statistics of the U.S. Department of Agricutture.



Figure 3-1
U.S. wheat and durum wheat production, 1949-89
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Figure 3-2 .
Durum wheat production in the United States and North Dakota, 1848-88
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not controlled by the farmer, but rather is con-
trolled at the State or Federal Government level
- or by the private sector if the quality delivered by
the farmer is to be carried forward to the manu-
facturer/consumer. Producers and handlers have
often stated that they prefer self-regulation,
through contract specifications and self-imposed,
market-determined discounts.®

The Canadian system is geared to guarantee
that a client will receive the average of a grade,
whereas the U.S. system permits the marketing of
grain that just meets the minimum requirements
for a given grade. This difference has led to a
perception that U.S. grain is of lower quality than
Canadian grain when comparing similar grades.®

Another factor that may have contributed to a
perception that U.S. grain was a lower quality
product is the use by some U.S. farmers of cul-
tivars (varieties) not recommended for quality by
the North Dakota seed propagation programs.
According to farmer representatives and county
extension agents in North Dakota, some farmers
sacrificed end-use characteristics that millers con-
sider desirable in order to obtain higher yields. If
millers do not offer a sufficient premium for du-
rum wheat with desirable characteristics, growers
can maximize their total revenues by growing
higher yielding cultivars with less desirable milling
characteristics. Government-sponsored price-
support programs are tied to quantities produced
and thus offer farmers an incentive to use higher
yielding varieties.

The following tabulation summarizes the es-
sential characteristics of about 90 percent of the
durum wheat produced in the United States for
1987-89 (in percent):?

Item 1987 1988 1989

No. 1 Hard Amber

Durum (HAD) ........ 27 43 58
0.2HAD ............. 34 37 33
No. 3HAD or better .... - 80 91 96
Vitreous kernel count .. .. 90 - 96 94
Average protein content . 14.1 16.2 15.8

Since 61 to 91 percent of the crop was classi-
fied in the higher quality grades (No. 2 Hard Am-
ber Durum or better), the quality of U.S. durum
at the farm level does not appear to be the princi-
pal factor in the choice of Canadian durum over
U.S. durum. The U.S. durum farmers produce a
high-grade product. ’

& This preference was repeatedly underlined by
various participants in the wheat industry during a
USITC staff tour of the wheat-producing areas in the
Dakotas and Minnesota during August 1989.

8 USITC staff fieldwork in Canada, North Dakota,
and Minnesota, March 1990.

7 U.S. Wheat Associates in cooperation with Foreign
Agricultural Service, USDA, U.S. Wheat, 1987-1989
Crop Quality Reports.
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Generally, the current-crop grain in the
United States is of good quality, relatively clean,
and uniform as it leaves the farm. The elevator
will mix this grain with other grain of like grade
from its marketing area. The elevator may then
blend old crop,® new crop, and across grades to
achieve the minimum allowable specifications for
a grade.

A key concern of U.S. durum growers has
been the question of sufficient availability of the
high-quality durum needed.by pasta manufactur-
ers. The U.S. durum growers stated in their sub-
mission to the USITC:®

Domestic durum millers and pasta manu-
facturers, can utilize #1 Hard Amber Durum
and #2 Hard Amber Durum grades for pasta
purposes. These grades accounted for an av-
erage of 68.6 percent of the durum grown in
Montana, North Dakota, South Dakota and
Minnesota during the last 10 years. This
would more than satisfy U.S. market de-
mands. For example, 91 percent of the 1989
crop was graded #1 or #2. This calculates to
85 million bushels. In 1988, 80 percent of the
crop was graded #1 or #2, amounting to 36
million bushels available for domestic usage.
Domestic usage was 59 million bushels for
each of these years. Due to drought, 1988
was the first time in recent history that domes-
tic use exceeded production. However, 83
million bushels of durum stocks were on hand -
to supply the domestic market.10 .

However, U.S. durum reserves, both farmer-
owned and Government stocks, have tended to
be lower grades of wheat (No. 3 or below) during
the period of the investigation.'' The available
domestic supplies of high-grade durum were pur-
chased by those willing to pay a premium, such as
the North Dakota Mill, or were blended with
lower quality stocks. Imports from Canada, by
contrast, were generally of higher grades, No. 1
or No. 2. According to milling industry sources,
the sharp decline in wheat stocks and emptying of
the farmer-owned reserve during 1987/89, sug-
gests that imports from Canada supplemented the
U.S. market with high quality durum wheat.

_ The quality variables of concern to millers
have grown from basic visual grade specifications
to include the following:

® Vitreousness and protein (the quality of
the gluten).

® Old crop refers to any wheat produced in a previous
growing season. Elevators will blend wheat from various
crop years.

® U.S. Durum Growers Association, submitted Mar.
30, 1990, p. 2.

‘o Eighty-three million bushels is equal to 2.3 million
mt.

Y1 Material in this section is based on conversations
with officials of the Millers’ National Federation and the
North Dakota Wheat Commission.



® Crop year(s) used in blending. Each
crop year has characteristics that are rec-
ognizable to an experienced miller and
that require particular settings within the
production stream to obtain certain end-
product characteristics.

® Moisture content.

® Mold and mildew. These could yield a
spotty end product.

® Dockage/cleanliness (ihe amount of for-
eign material in the grain).

® Falling number, which is a measure of
sprouting damage.

® Sedimentation, which is based on the ab-
sorbency of the ground grain.

® Mixograph tests, which measure the
strength of the dough.

e Color. While the color of a bread wheat
does not carry to the end product, the
color of a durum wheat does, thereby de-
termining the color of the pasta end prod-
uct.

According to milling industry sources, mills
are not willing to purchase on the basis of U.S.
grade alone. If millers perceive a shortage of
quality U.S. grain, or if they perceive that avail-
able U.S. durum wheat supplies have been han-
dled by the postharvest handling and distribution

system so as to no longer exhibit all the character-

istics desired, they will then consider purchasing
durum wheat of Canadian origin. Millers pur-
chasing grain from Canada will receive the aver-
age of a grade, with cleanliness and uniformity
assured. Canada also has varietal certification for
its durum wheat production, which assures that
purchased grain will possess the genetic character-
istics needed for desirable end-use values.'2

Distribution and Handling
Characteristics

According to trade association sources, there
has been a structural change in the handling of
wheat at intermediate and final consumption
points (millers. and pasta manufacturers). There
has been a shift in orientation from the storage to
the throughput of wheat. More often, intermedi-
ate and final consumers are demanding wheat
with ever-tightening specifications. As a conse-
quence, the option of wheat elevators to blend is
becoming more limited. More frequently, eleva-
tors must sell high-quality wheat as received or
with minimal blending, thus maintaining greater
uniformity and improved end-use quality factors.

2 In contrast to Canada, the United States has no
obligatory varietal certification program. Land grant
universities, particularly the University of North Dakota,
and private seed companies make recommendations and
publish yield and end use characteristics for each cul-
tivar.

The strong point of the U.S. postharvest dis-
tribution and handling system, when compared
with the Canadian system, is its ability to match
contract specifications above and beyond grade
factors. However, this involves the preparation of
tailored contracts and the determination of pre-
miums to be paid. Durum wheat purchasers also
would like to receive wheat that matches tighter
specifications, but without having to specifically
request it or pay specially determined premiums
for it. Responses to USITC questionnaires indi-
cate that millers are willing to pay an overall pre-
mium on the market price for wheat, if the wheat
automatically matches their specifications and no
special contract arrangements are required.

Leading experts in the field of wheat argue
that—

The grading system in the United States
generally does not reflect end-use characteris-
tics due to the lack of technology and/or diffi-
culty in implementing technology in the mar-
keting system...As such there has been in-
creased use of private firms for end-use tests
not performed by [the Federal Grain Inspec-
tion Service].3

While conducting field investigations at the
cash grain facilities of the Minneapolis Grain Ex-
change, the staff of the USITC observed traders
sampling the floor samples, for the purpose of
analyzing them in private laboratories in the same
building. Cash sales often are made on the basis
of specific characteristics of the grain that go be-
yond the official grading standards.

The U.S. Market

The durum wheat market is especially thin.
There are few mills to process durum wheat and
few products in which it is used.

Intermediate and Final Consumers

Milling Industry

Durum wheat passes from the producer to ele-
vators at various levels in the marketing chain,
from county elevators to subterminal elevators to
regional elevators. The wheat is then sold to a
durum milling firm which is itself an intermediate
consumer satisfying the demands of pasta manu-
facturers.

There are only 14 major durum mills in the
United States. These mills represent virtually the
entire intermediate demand sector for durum
wheat in the United States. The firms listed in
table 3-2 have a total daily milling capacity of
3,248 mt and have storage capacity for over

13 William W. Wilson, Grain Marketing Industries
and Institutions Impacting Exporter Competition,
Department of Agricultural Economics, North Dakota
Experiment Station, North Dakota State University, Staff
Paper series (AE 89015, July 1989).
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217,723 mt of wheat.'* The demand of these
mills. for durum, whether from the United States
or from Canada, is especially sensitive to quality
variables (as discussed in the section entitled
Quality Considerations), since these variables af-
fect whether the durum is adaptable to a specific
end use. The milling industry has evolved over
the last several decades from many small milling
operations to a few large regional plants. These
newer plants require wheat that is more uniform
and exhibits superior end-use characteristics.
These mills have less adaptability to fluctuations
in grade and nongrade quality considerations.

Interviews with millers, both in the United
States and in Canada,'s indicate that (1) they are
willing to buy wheat without regard to national
origin, (2) they will always run the wheat through
a thorough cleaning process, (3) uniformity of
kernel size is an important consideration, (4) any
grain must match a number of nongrade specifi-
cations, such as ash, mixograph, sedimentation,
or color.

. 14 1989 Milling Directory: Buyer's Guide, Milling
and Baking News. :

16 Fieldwork was done in Canada (Winnipeg, Ot- -
tawa, and Thunder Bay) and in the United States (North
Dakota and Minnesota) from Feb. 25 to Mar. 7, 1990.
Millers were interviewed in Winnipeg (Soo Line Mills)
and in Rush City, MN (Amber Milling, a division of

Harvest States Cooperative).

Table 3-2
Durum milis in the United States

Flour millers are the major U.S. processors of
wheat, accounting for over 90 percent of domes-
tic use. Durum wheat millers represent a small
segment of the U.S. milling industry, accounting
for about 8 percent of capacity. Hard-wheat mills
account for about 70 percent of total U.S. wheat-
milling capacity; soft-wheat mills account for
about 20 percent. The remaining 2 percent of
capacity is accounted for by whole wheat mills.
Most flour mills grind only one wheat class. 6

Based on the latest available U.S. Census
data,'? between 1982 and 1987, durum flour and
semolina production increased from 15.7 million
hundredweight (cwt) to 17.7 million cwt, or, in
value terms, from $192.9 million to $258.3 mil-
lion. During the same period, total U.S. durum
wheat disappearance'® decreased from 72.0 mil-
lion cwt to 67.2 million cwt. By 1988/89 the
drought was reflected by a drop in disappearance
to 48.6 million cwt. Table 3-3 summarizes the
situation.®

® USDA, Economic Research Service (ERS), The
U.S. Milling and Baking Industries, Harwood and
others (Agricultural Economic Report No. 611, Decem-
ber 1989).

17 Bureau of the Census, 1987 Census of Manufac-
tures, Grain Mill Products (Industry Series
MCB872-1-20D, June 1989).

18 Total disappearance equals domestic use plus
exports.

% USDA, ERS, Wheat Situation and Outlook Report
(WS-286, August 1989); data are for crop-years.

State Company Daily milling capacity
(hundredweight) -
Arizona Bay State Miling Company 2,500
Louislana - Cargill Inc. 1,400
Massachusetts New England Milling Co., Inc.'’ 8,840
Minnesota ADM Milling Co. 5,000
Amber Milling Co.2 8,000
- Conagra Flour Milling Co. 8,000
Missouri American Itallan Pasta Co.? 5,000
U.S. Durum Milling, Inc.’ ’ 6,800
Montana Montana Flour & Gralins, Inc. 160
North Dakota Noodles by Leonardo 2,000
North Dakota Mill & Elevator

Assoclation* 11,000
Ohio Miller Mllllng Co. 6,000
QOregon Pendleton Flour Mills 6,000
Utah Deseret Mills & Elevators 900
Total 71,600

' Both the New England Milling Co., In Ayers, MA, and the U.S. Durum Milling, Inc., In St. Louis, MO,
are subsidiaries of Italgrant U.S.A., inc., an Itallan pasta manufacturing firm.
2 This company is a divislon of Harvest States, a cooperative.

3 Manufactures durum semolina.

4 The only State-owned durum miil in the United States.

Source: 1989 Milling Directory: Buyer's Guide, Millng and Baking News.
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Table 3-3

Durum wheat, marketing year supply and disappearance, 1982/83 to 1989/90 (estimated)
(In millions of hundredweight)

Supply - Disappearance T
.. Year Begin- Do- i Ending
beginning - ning Produc- mestic Ex- ~ stocks
June 1— stocks tion Total use ports Total (May 31)
1982/83 ......... 63.6 87.6 151.2 36.6 35.4 72.0 81.6
1983/84 ......... 81.6 43.8 125.4 30.6 37.2 67.8 59.4
1984/85 ......... 59.4 61.8 121.2 26.4 36.6 63.0 60.0
1985/86 ......... 60.0 67.8 127.8 25.8 31.8 57.6 72.6
1986/87 ......... 72.6 58.8 131.4 29.4 49.2 78.6 - 57.0
1987/88 ......... 57.0 55.8 112.8 30.0 37.2 67.2 49.8
1988/89 ......... 49.8 27.0 76.8 36.6 12.0 48.6 36.0
1989/90 ......... 36.0 54.6 90.6 32.4 39.0 71.4 25.2
Percent change -
(average
annuat) .
1982-90 -7.8 -6.5 -7.1 -1.7 1.4 -0.1 -15.4

Source: Officlal statistics of the U.S. Departmerit’of Agriculture.

Mills used to be located close to the areas of
wheat production. However, since the choice of
a mill location depends largely on the expected
costs of shipment of flour relative to the expected
costs of shipping wheat, most companies building
flour mills in the 1980s have located them near
population centers. Nontransportation costs ap-
pear to be of less importance in the choice of a
mill site—milling is not labor intensive, workers
can be trained easily, and the process is not en-
ergy intensive. This relocation of mills away from
the durum wheat production areas has the poten-
tial for large-scale repercussions on the require-
ments placed on the U.S. grain-transportation
system, by placing a greater demand on its serv-
ices.

Pasta Industry
The pasta industry defines the volume and
type of demand for durum wheat. This industry
is “increasingly processing semolina with finer
granulations and higher extraction rates,“ that is,

demanding higher quality durum, finer raw mate-
rials, and more precise technical specifications.20

U.S. production of dry and packaged pasta
rose from 1.2 million mt in 1984 to 1.6 million mt
in 1988, representing a 7.5 percent annual in-
crease.2! Retail sales of pasta in 1988 are esti-
mated at $2.1 billion. Mean annual per capita
consumption of pasta from all sources in the
United States increased from 6.4 Kkilograms in

20 Joe Manser, “Degree of Fineness of Milled Durum
Products From the Viewpoint of Pasta Manujfacture,”
Pasta Journal, July/August 1989, pp. 23-27. Mr.
Manser is vice president of Buhler Brothers Limited,
Uzwil, Switzerland, and is in charge of its pasta process-
ing division. )

21 “Pasta consumption continues upward climb in _
‘89", Pasta Journal, November/December 1989, based
on U.S. Department of Commerce data (Business
Trends Analysis Office'and Bureau of the Census) and
National Pasta Association estimates.

- 1984 to 7.8 kilograms in 1988. For 1989, mean

annual per capita pasta consumption is projected
at 8 kilograms, and the industry projection for the
year 2000 is 13.9 kilograms per capita.

Per capita pasta consumption in the United
States grew by more than 22 percent during
1984-89.2 The pasta industry projects a yearly
6-percent growth rate in pasta consumption to the
year 2000. According to pasta industry sources,
pasta imported into the United States tends to be
manufactured from durum wheat that originates
in the United States or Canada. Thus, U.S. ex-
ports of durum and Hard Red Spring wheat are
processed abroad, primarily in Italy, for subse-
quent export of pasta products to the* United
States. A

Pasta imports constitute direct competition.for
U.S. pasta producers, and indirectly, the U.S.
milling industry. Over 50 percent of the quantity
of U.S. pasta imports comes from Italy, and "
about another 10 percent in quantity from Can-
ada (table 3-4, fig. 3-3).

Pasta imports, primarily from Italy, increased
during 1984-89. During the same period, U.S.
pasta exports stayed constantly low or declined.
Pasta imports rose from over 87 million kilograms
in 1984, valued at nearly $68 million, to over 139
million kilograms in 1989, valued at over $129
million. This represents a S-year increase of 60
percent in quantity and 90 percent in value. The
unit value of the pasta imported into the United
States ranged, during 1984-89, from a low of 54
cents per Kilogram at port of entry for Italian
pasta in 1986 to a high of $2.42 for Japanese
pasta in 1989. ° The wunit values for

22 Per capiia figures were compiled from Official

" statistics of the U.S. Department of the Commerce and

estimatés from the National Pasta Association.



Table 3-4

U.S. pasta and couscous: imports and exports, 1984-89

Total U.S. imports U.S. imports
Year imports from Italy frg’:m Canada Exports
Quantity (1,000 kg)
1984 ... . i, 87,260 51,014 14,640 10,699
1985 ... ... it 88,501 49,856 13,979 10,705
1986 ........ ..ot 92,434 49,744 15,440 10,181
1987 ... e 108,926 61,169 16.086 11,468
1988 ........ . i, 111,326 59,514 13,146 13,782
1089 ... ... e 139,289 76,877 13,980 11,852
- Value (1,000 dollars)
1984 ......... .. i, 67,902 28,855 11,980 16,594
1985 ... ... ... e, 69,444 27,296 11,736 16,457
1986 .......... ... e, 72,875 27,047 12,034 15,495
1987 ... i 89,331 39,254 11,876 16,652
1988 .......... ..., 95,939 39,5868 11,271 20,195
1989 ... ... . 129,151 55,426 13,781 13,988
Unit value (per kq)

$0.78 $0.57 $0.82 $1.55

.78 .55 .84 1.54

.79 .54 .78 1.52

.82 .64 .74 1.45

.86 .67 .86 1.47

.93 .72 .99 1.18

Note.—kg = Idldgrams. ' )
Source: Compiied from officlal statistics of the U.S. Department of Commerce.

Figure 3-3
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U.S. pasta exports ranged from a low of $1.08 in
1989, to.a high of $1.55 in 1984. The unit value
.differences may be attributed largely to the differ-
- ences between exports of “top-of-the-line” pasta
in retail-size packages, and lower quality pasta im-
ports (such as might be used in canned soups)
packaged for wholesale/bulk distribution.

U.S. Durum Imports
U.S. Tariff Treatment

Tariff Schedules of the United States

Prior to January 1, 1989, durum wheat was
not specifically provided for in the Tariff Sched-
ules of the United States Annotated (TSUS).
The tariff treatment for durum wheat was the
same as for other wheat. Wheat was provided for
under several TSUS items as indicated below:

item Column 1
number Description rate of duty
Wheat:
Not fit for
human
consumption
130.63.00 Seed wheat 5 percent ad valorem

130.66.00 Other § percent ad valorem
130.70 Other 21 cents per

. bu. of 60 Ibs.
130.70.20 Seed wheat
130.70.40 Other

Harmonized Tariff Schedule

Since January 1, 1989, the Harmonized Tariff
Schedule of the United States (HS) classification
has been in effect. Under the provisions of the
HS, and as listed in the Schedule of the United
States in the United States-Canada Free-Trade
Agreement, durum wheat is specifically provided
for as follows:

Heading! General rate
Subheading Description of duty :
1001 Wheat and meslin:

1001.10.00.00 Durum wheat: 0.77 cents/kg

1001.90 Other:
1001.90.10.00 Seed: 6.3 percent

ad valorem
1001.90.20.00 Other: 0.77 cents/kg

Section 22 Import Restrictions

Provisions exist for quantitative import restric-
tions on wheat under Section 22 of the Agricul-
tural Adjustment Act, as amended (7 U.S.C.
624), although these provisions were suspended
in 1974. Heading 9904.20.10 of the HS indicates
that Canada would be subject to a quota quantity
of 21,636 mt of wheat and 1,730 mt of milled
wheat products. The quota quantities, if rein-
stated, would apply to all wheat, not just durum
wheat.

Quantity of Imports

Imports of durum wheat into the United
States are all from Canada. Imports have in-
creased from nil in crop year 1984/85 to 202,500
mt in 1987/88, and 186,000 mt in 1988/89, as
indicated in table 3-5.

U.S. imports of durum wheat enter primarily
through the U.S. Customs Districts of Cleveland,
OH; Buffalo, NY; St. Albans, VT; and Duluth,
MN (table 3-6). The data show where the im-
port documents cleared, not necessarily the actual
point of entry, however, all the points of entry are
on or close to the Great Lakes or the St.
Lawrence. Canadian durum wheat is shipped
from the Western Provinces to Thunder Bay—
thus benefitting from the Western Grain Trans-
portation Act subsidy?®—then to U.S. points of
entry on “lakers,” or lake cargo ships.

U.S. Durum Exports

In calendar year 1989, U.S. exports of durum
wheat were valued at $166.1 million (table 3-7).
Of U.S. exports, $29.2 million in sales were to
Italy, followed by $25.8 million in sales to Alge-
ria. Prior to 1989, durum wheat was not sepa-
rately accounted for in U.S. Department of Com-
merce statistics.

Most U.S. export durum, particularly ship-
ments under the Export Enhancement Program,
is of U.S. grades Nos. 3 and 4 and so would not
be suitable for the highest grades of pasta.

Wheat exports are most often not milled.
Milling is a value-added step which most coun-
tries—with perhaps the exception of Public Law
480 recipients2*—prefer to do themselves. Also,
whole grain is much easier to transport. Milled
grain becomes rancid more easily than whole
grain. U.S. grain firms have promoted exports of
U.S. grain by building milling and baking facilities
overseas, and U.S. millers try to promote the ex-
port of U.S.-milled grain products.

# Discussed in ch. 8.

24 The Public Law 480 program, a food assistance
program also known as Food for Peace, has historically
been the most important U.S. government program for
the export of U.S. flour. )
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Table 3-§ - . ’ . .
Canadian wheat and durum wheat: Shipments to the United States and the world, 1884/85 to 1989/80

All All Wheat to Durum

Year wheat durum » United States' to United States
Million metric tons ——— Thousand metric tons

1084/85% . ................ 15.2 1.8 159 0. 0

1985/862 ................. 16.0 1.4 274

1086/872 .. ............... 18.4 2.0 345 61. 8

1987/882 . ................ 20.4 2.8 167 202.5

1988/892 . ................ 10.1 2.0 69 186.0

1989/90° . ................ 6.4 1.5 88 o 127.7

' Excluding durum.

2 Prior to 1989, imports of durum were not separately reported. Therefore, data on durum imports
prior to that year are based on Canadian export statistics, U.S. durum wheat Industry and other industry
statistics, Agricultural Attache reports, and questionnaire data.

3 Data avallable for August-June 1989/90; the 12-month period is expected to show a decrease inU.S.
Imports of Canadian durum compared with the previous year.

Note.—Years shown are July-June crop year.

Source: Compiled from ofﬂclal statistics of the Canadian Wheat Commission and the North Dakota Wheat Commis-
sion.

Table 3-6 ) .
U.S. durum wheat imports, by Customs District, 1989

District . ~ Metric tons . . Percent of total
St. Albbans, VT .............. e 46,356 21.4
Buffalo, NY ..................... e 50,047 . - 23.1
Seattle, WA . . ... ... ... .. i 59 (3)
Great Falls, MT ......................... 10,217 4.7
Pembina, ND .............. ettt 787 o . .4
Duluth, MN ... .. ... ... .. . iiiiiaennens 37.857 ’ 17.5
Detroit, Ml ............ ... it 181 .1
Cleveland, OH ............. ...t 70,936 ‘ 32.8
Total ... i i e 216,411 K 100.0

1 Data are for calendar year 1989, and are therefore not comparable with data on lmports for con-
sumption shown elsewhere in this report, which are shown by crop year.

2 Less than 0.05 percent.
Source: Compiled from officlal statistics of the U.S. Department of Commerce.

Table 3-7
Durum wheat: U.S. exports, by major buyers, 1989

Country ' Value ' " Quantity Unit value

Million doliars Thousand mt Per mt
taly .. ..o e 29.2 : 160.0 $183
Algeria +25.8. 163.0 158
Venezuela 13.5 78.7 172
China ‘ 8.6 58.2 148
Mexico 8.3 49.9 . 166
Japan 7.1 43.5 163
Poland 5.2 32.5 160
Belgium 4.9 31.8 : 154
Turkey 4.7 27.5 171
Allother ............ ..., 58.6 375.3 162

Total .......ciiiiiiiiiii i, 166.1 1,020.4 160

Source: Compiled from officlal statistics of the U.S. Department of Commerce.
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Chapter 4
. U.S. Government Programst?

The purpose of U.S. agricultural policy is “ag-
ricultural price support . . ., to provide for agri-
cultural export, resource conservation, farm
credit, and agricultural research . . ., to ensure
consumers an abundance of food . . . at reason-
able prices.”2 Current U.S. Federal wheat poli-
cies have “pursued price and production objec-
tives through policies including: export quotas
and fixed wheat prices, acreage allotments, a soil
bank, nonrecourse loans, set-asides, target prices,
deficiency payments, and the export enhance-
ment program.”3 The Food Security Act of 1985
was “designed to increase U.S. competitiveness in
world markets and to support farm income. To
achieve these goals, it employed lower loan rates,
generic certificates, and export promotion in the
wheat program. It . . . allowed exporters greater
latitude in setting competitive prices.”#4

A number of programs at the Federal and

State level exist to assist wheat producers, includ-
ing producers of durum, although most programs
do not have specific allocations or special provi-
sions applicable to durum alone. U.S. Depart-
ment of Agriculture (USDA) grain reserve pro-
grams can affect the type and quality of wheat
available on the market while also helping to sta-
bilize prices. Most U.S. durum growers partici-
pate in USDA price-support programs under the
provisions of the Food Security Act of 1985.
Producers who participate usually must reduce
the acreage they plant in order to be eligible for
loans and deficiency payments. Under the Ex-
port Enhancement Program, some durum export-
ers have received bonus payments to make U.S.
durum more competitive in foreign markets.
State-level programs to assist producers are pri-
marily financial in nature.

Federal Farm Programs

The USDA administers a variety of domestic
programs to support farm prices and income.
Government grain reserves and price- and in-
come-support programs have had major effects
on the durum market. The two key USDA agen-
cies that administer farm programs are the Com-
modity Credit Corporation (CCC) and the Agri-
cultural Stabilization and Conservation Service
(ASCS). Legislation in 1981 and 1985 modified
some elements of USDA programs, but the basic

' For definitions of terms used in the descriptions of
Federal programs, see appendix C.

2 U.S. House of Representatives, the Committee of
Conference, Food Security Act of 1985, Conference
Report, Dec. 17, 1985, Report 99-447, “Joint Explana-
tory Statement of the Committee of Conference,” p. 325.

3 U.S. Department of Agriculture, Economic Re-
search Service, Commodity Economics Division, Har-
wood, Joy L. and Young, Edwin C., Wheat: Back-
ground for 1990 Farm Legislation, Staff Report, Novem-
ber 1989, p. 25.

4 Ibid., p. 31.

provisions that have shaped U.S. Government
programs for durum have remained the same for
many years.

Commodity Credit Corporation
The CCC is a wholly owned Federal corpora-

- tion within the USDA. The CCC functions as the

financial institution through which payments are
made. The CCC borrows money from the Treas-
ury to make payments to farmers and repays the
Treasury with receipts from loan payments or
sales and with congressional appropriations. The
CCC also maintains grain reserves and issues cer-~
tificates for buying and selling grain.

Agricultural Stabilization and
Conservation Service

The ASCS is responsible for administering
farm price- and income-support programs as well
as conservation programs. Local ASCS commit-
tees and offices are maintained in nearly all farm-
ing counties. ASCS programs affect the quantity
of durum planted and the amount that may be
placed into grain reserves.

_Grain Reserves

General

Grain reserves were originally intended as a
safeguard that would provide sufficient grain in
the event of emergency shortages. As the world
food system has become more interdependent
and sophisticated, other buffers have taken over
this function. For example, improved transport
capacity can now move grain to areas of crop
shortfalls and increase the recovery potential of
reserve stock from catastrophic crop failures.
Also, a much larger percentage of grain now goes
into feed grains, which can readily be transferred
to direct human consumption in an emergency.
These improvements in world grain production
and distribution have minimized the need to hold
reserves as a last resort against famine. Some
analysts are of the opinion that the world may be
holding more grain reserves than it really needs
for food security.5 Another reason for holding
grain stocks was the belief that the stocks could
elevate farm prices above market clearing levels
and thereby maintain farm income. Many wheat
experts have said that the nation’s experience
over the last half-century shows that large grain
stocks have not elevated grain prices.® On the

8 Dennis T. Avery, Senior Fellow, The Hudson
Institute, “The Green Revolution Is Our Real Food
Security,” testimony before the Subcommittee on Wheat,
Soybeans and Feedgrains of the U.S. House Commiittee
on Agriculture, Sept. 26, 1989.

¢ Peter Helmberger, “Alternative Means for Stabiliz-
ing Farm Commodity Prices,” testimony before the
Subcommittee on Wheat, Soybeans and Feedgrains of
llhgeséJ.S. House Committee on Agriculture, Sept. 26,



contrary, the unintended effect of a large reserve
may have been low grain prices, because with
large stocks of grain held in reserve, the price of
grain tends to stabilize at a low level. A primary
justification for holding grain reserves is that they
stabilize prices. More grain moves into storage
when prices are low and more grain is sold into
the market when prices are high.

Durum that is not consumed domestically or
exported goes into carryover stocks. A large part
of the total durum carryover is held by the CCC
or the farmer-owned reserve (FOR). There is
reason to believe that CCC or FOR grain stocks
may be of only average or below average quality
since the grain may have been held in storage for
years and may have deteriorated over time. CCC
quality rules also differ from country elevators to
terminal elevators, and CCC accepts grain below
the quality represented by warehouse receipts.”
Also, farmers have financial incentives to sell
their best quality grain commercially and to use
the lower quality grain for reserve stocks.

Farmer-Owned Reserve

The FOR is designed to provide protection
against wheat and feed grain production shortfalls
and provide a buffer against unusually sharp price
movements. Farmers can place eligible grain in
storage and receive extended loans for 3 years
with extensions as warranted by market condi-
tions. The loans are nonrecourse in that farmers
can forfeit the . commodity held as collateral to the
Government without penalty and without paying
accumulated interést in full settlement of  the
loan. ' : '

The main goal of the FOR is to help provide a
“price stability band” for grain, with a trigger re-
lease at the top and a loan rate at the bottom.

The FOR release is the greater of 140 percent of.

loan rate or target price. At FOR release prices,
the farmer sells wheat out of storage.. If market
prices fall to the loan rate, the farmer adds to the
FOR. Release status is reached whenever the
5-day movmg average of certain market pnces ex-
ceeds the “trigger release level.” When in release
status, the farmer has three options:

1. Repay FOR loan and sell grain;
2. Leave grain in reserve; or
3. Repay FOR loan . and hold grain.

If the market price is above the trigger release
level for 2 consecutive months, storage payments
to the farmer stop and interest charges resume.

To ensure grain quality in the FOR, the CCC
allows farmers to sell old grain in the FOR and

7 Enhancin éorhe Quality of U.S. Grain for Interna-
tional Trade, Congress of the United States, Office of -
Technology Assessment February 1989.
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replace it with more recently harvested grain.
The farmer is given from 45 to 60 days in which
to sell the old grain and replace it with new. Dur-
ing this short period near the end of the crop
year, the FOR is “open” to the market without
being in release status.

A ceiling was placed on the size of the FOR
under the 1985 Food Security Act. If the quan-
tity of wheat in the FOR exceeded 17 percent of
estimated wheat usage for the 1986 crop year, en-
try of 1986-crop wheat was not to be permitted.
For 1987 if the quantity of wheat in the FOR ex-
ceeded 17 percent of estimated domestic and ex-
port disappearance, entry of 1987 crop wheat was
not to be permitted. The FOR level for the 1988
crop was 8.2 million mt.2 When 9-month loans
matured, entry into the reserve was to be permit-
ted only if quantities fell below 8.2 million mt and
farm prices did not exceed 140 percent of the
current loan rate. The limit on the farmer-owned
quantity for wheat was 8.2 million mt for the
1989/90 marketing year. If reserve quantities ex-
ceeded the limit at the time that the 1989-crop
wheat loans matured or if market prices were
greater than 140 percent of the loan rate, no en-
try into the reserve was to be permitted.

When entry is permitted, the farmer usually
converts a standard nonrecourse loan to the FOR
by committing to store the grain for at least
3 years or until the market price reaches certain
“trigger levels,” after which the FOR is said to be
in “release,” and the commodity may be mar-
keted. In return for keeping the commodity off
the market and in reserve, the USDA pays the
farmer a storage payment per month and waives
interest on the loan after the first year.

Commodity certificates can be redeemed for
grain in the FOR. The “trigger release” can be
avoided by using certificates. For instance, if the
release price is $3.20 but the Posted Country
Price (PCP)® is $2.50, then a farmer holding a
$1,000 certificate could redeem 400 bushels of
his or her own FOR grain—without waiting for
FOR release to occur. After such redemption,
the farmer must pay back any unearned storage
payments that have already been received.

Distinction Between Farmer-Owned Reserve
(FOR) and Commodity Credit Corporauon
(CCC) Storage Programs.

The primary distinction between grain held in
FOR storage and CCC storage is ownership.
Wheat -held in FOR storage is owned by the
farmer, CCC-stored wheat is owned by the Gov-
ernment. FOR storage facilities may be either on

or off farm but are privately owned, while CCC

9 300 million bushels.

° The posted county price is sel periodically by
USDA. It is an official price that is calculated by taking
the average price paid to farmers by several elevators
within a county.



grain is always held off the farm in commercial
storage.  FOR grain may become CCC grain, for
example, if the farmer relinquishes grain as collat-
eral on a loan. The end uses are the same. Cer-
tificates may be used to buy either FOR or CCC
held wheat and both kinds of wheat may go into
the Export Enhancement Program (EEP). Stor-
age provisions are different: with FOR-held
wheat the farmer is bound by rotation provisions
requiring periodical rotation to maintain fresh-
ness. The rotation provisions do not apply to
CCC stored wheat; however, the commercial stor-
age company must meet certain storage provisions
such as adequate ventilation, temperature and
humidity conditions. The release provisions also
differ: FOR stocks may be released, without pen-
alty, only through certificates or when a certain
market price is reached (target price or 140 per-
cent of loan rate). CCC stocks may be ex-
changed for certificates or for cash, but for cash
only if the price reaches 110 percent of the trigger
price.

Reserve Rotation and Substitution

The USDA provides price support to farmers
through the nonrecourse loan program, which
permits producers to forfeit their crop to the Gov-
ernment when prices are low or place it in stor-
age, often in the FOR. Farmers are required to
rotate old wheat out of FOR storage and replace it
with new wheat periodically to maintain quality.
The substitution policies govern how the wheat
may be rotated out of reserves. Under its normal
reserve stock rotation provisions, ASCS allowed
producers to substitute Hard Red Spring wheat
for durum until July of 1989. In years when du-
rum prices were high relative to those for spring
wheat, farmers could sell durum out of reserve
stocks and replace it with spring wheat. If durum
prices were low relative to spring wheat, as they
were in the 1989/90 season, farmers could take
spring wheat out of reserve and replace it with
durum. This substitution between classes of
wheat was changed in July 1989, to prevent the
substitution provision from being used as a mar-
keting device. Now farmers can only substitute
within the same class of wheat. This rule is also
significant because it is the first time that USDA
has distinguished durum from other classes of
wheat in its farm programs.

Stocks

Ending stocks of U.S. durum wheat have .de-
clined from 3.3 million mt in 1985/86 to an esti-
mated 1.3 million mt in 1989 (table 4-1). Stocks
were drawn down mainly because of the drought
in 1988. CCC stocks declined dramatically from
0.9 million mt in 1986/87 to 0.2 million mt in
1987/88 and to only 0.1 million mt by 1988/89.
This large-scale release of the CCC stocks in
1987/88 may have contributed to a lowering of

overall quality of U.S. durum since the CCC
wheat tends to be of lower quality than current
crop production and CCC stocks represented over -
25 percent of production.

The emptying of durum reserve stocks pre-
vented prices from rising more than they did dur-
ing the 1988 drought. The drought allowed more
wheat to be removed from reserve than would
otherwise have been released. The drawing down
of stocks could have important implications for
wheat prices in the future. Given the small
stocks-to-use ratio in 1989, there is a risk of
shortage and high prices if additional production
shortfalls and demand increases occur in the near
future. As shown in the General Accounting Of-
fice study (contained in appendix D), supply and
demand forces in 1989 similar to those existing in
1973 would imply a2 nominal U.S. wheat price of
about $11 per bushel. Small stocks-to-use ratios
also imply greater price variability. The de-
creased role of the United States as a world wheat
stockholder (through wheat auctions, generic cer-
tificates, and the Export Enhancement Program)
has increased the likelihood of short-run year-to-
year variations in wheat supply, and thus in-
creased price variability.

Price- and Income-Support Programs

Congress provides for farm price- and in-
come-support programs through legislation. In
recent years, basic farm legislation has been re-
vised periodically. Legislation that became effec-
tive in 1981 and 1985 provided for program
changes that affected the competitive environ-
ment for durum.

The Agriculture and Food Act of 1981

The 1981 act extended the wheat target price
and deficiency payment programs, FOR program,
and acreage reduction programs that had been es-
tablished in earlier legisiation. It also authorized
a crop-specific acreage reduction program aimed
at better crop selectivity under acreage reduc-
tions, although durum has never been distin-
guished from other wheat in the acreage reduc-
tion program. Minimum loan rates and target
prices for each year were written into the legisla-
tion. The reserve loan rate was set at $4.00 per
bushel for 1982/83. This loan rate attracted a
large increase in the reserve stock of wheat, to
over 2.7 million mt. In reaction to the stock in-
crease, the 1983 payment-in-kind program put
record wheat acreage into conserving uses. How-
ever, falling exports and record yields prevented
the sharp acreage cut in 1983 from achieving a
significant reduction in stocks.

The Food Security Act of 1985

The Food Security Act of 1985 came at a
time of large stock buildups and was designed to
increase U.S. competitiveness in world markets,



Table 4-1

U.S. durum ending stocks and value, 1984/85-1989/90

Item 1984/85 1985/86 1986/87 1987188 1988/89 1989/90"
Ending stocks
(milllonmt) ............ 2.7 3.3 2.6 2.3 1.6 1.3
CCC (millionmt) ...... .4 .8 .9 .2 .12 12
Reserve (million mt) ... 1.8 1.6 1.5 1.1 .9 72
Loan and free
(millonmt) ......... .6 1.0 2 .9 .6 .62
Average cash price
(fpermt) ............... $161 $165 $131 $152 $203 $156

' Data for 1989/90 are estimated.
2 Estimated by USITC staff.

Source: Wheat: Situation and Outlook Report, USDA, ERS, and World Agricultural Supply and Demand Esti-
mates, World Agricuitural Outlook Board, USDA, various issues, and ASCS data; converted to metric tons by USITC

staff.

continue supporting farm income, lower loan
rates, lower grain stockpiles, and reduce the cost
of farm programs. One innovative tool to achieve
these goals was the introduction of generic certifi-
cates. Other goals of the act were to reduce tax-
payer costs of farm programs and allay public
concerns about soil erosion and the use of farm
chemicals. The intent of the act was to provide a
transition toward a more market-oriented agricul-
tural policy. It gave the Secretary of Agriculture
greater flexibility in setting loan rates and export-
ers more latitude in setting competitive prices.
Producer incomes continued to be protected
through loan rates and target prices. The basic
loan rate for crop years 1986/87 to 1989/90 was
set at 75 to 85 percent of the simple average of
the season farm prices over the previous 5 years,
excluding high and low values. The loan rate
could not fall by more than 5 percent per year.

" Reduced (Findley) Loan Rate

The 1985 farm bill also allowed the Secretary
of Agriculture the discretion to announce a rate
up to 20 percent lower than the basic loan rate,

Table 4-2
Wheat program provisions, 1986/87 to 1990/91

the so-called reduced (Findley) loan rate. This
lower loan rate has gone into effect in every year
since 1985. The national average loan rate for
wheat was $3.30 per bushel in 1985. After imple-
mentation of the Findley amendment, the loan
rate for wheat fell from $2.40 per bushel in
1986/87 to $1.95 for crop year 1990/91. The
target price for wheat was initially frozen at the
1985 level of $4.38 per bushel for the 1986/87
crops, and then was allowed to drop to $4.23 in
1988/89, $4.10 in 1989/90, and $4.00 in
1990/91 (table 4-2)..

Acreage Reduction Programs

The amount of land idled under acreage re-
duction programs in the 1985 farm bill was based
on the level of stocks. If projected beginning
stocks exceeded 2.7 million mt (100 million bush-
els), the acreage reduction was allowed to range
from 15 to 22.5 percent in 1985/86, from 20 to
27.5 percent in 1986/87, and from 20 to 30 per-
cent in 1988/89 through 1989/90. If stocks were
less than 2.7 million mt, the acreage reduction
could range from 0-15 percent in 1985/86, and-
from 0-20 percent in 1986/87 through 1989/90.

- Provisions 1986/87 1987188 1988/89 1989/90 1990/91
Percent of base acres
Acreage reduction :
program ............... . 22.5 27.5 27.5 10.0 5.0
Dollars per bushel
Target price ............. 4.38 4.38 4.23 4.10 4.00
Basic loanrate ........... 3.00 2.85 2.76 2.58 2.44
Findley loanrate .......... 2.40 2.28 2.21 2.06 1.95
Advance deficiency
payment ............... .73 .84 .61 .20 (")
' Not applicable.

Source: Joy Harwood and C. Edwin Young, Wheat: Background for 1990 Farm Legislation, U.S. Department of
Agriculture, Commodity Economics Division, Economic Research Service, November 1989, p. 34.
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Deficiency Payments

Deficiency payments serve both as an insur-
ance program and as income support to farmers.
If market prices are less than the target price, the
farmer is assured of receiving compensation. The
deficiency payment is based on the difference be-
tween the target price and the market price
(based on the average for the first 5 months of
the marketing year) or the loan rate, whichever
difference is less.

. The 1985 act provides for “regular” defi-
ciency payments; that is, the deficiency payment
is paid each December for years in which defi-
ciency payments are made. The 1985 act also
allows for advance deficiency payments, made in
the beginning of the crop year, for up to 40 per-
cent of the projected deficiency payment.

“Findley” deficiency payments were initiated
under the 1985 act. These are emergency com-
pensation payments that are equal to the differ-
ence between the basic loan rate and the higher
of the announced national average Findley loan
rate or the national weighted-average market
price received by farmers for the entire marketing
year. Findley payments were made in 1986 and
1987, but not in 1988. No Findley deficiency
payments are projected for the 1989/90 crop year
because the weighted-average market price re-
ceived. by farmers for the marketing year was
above the basic loan rate and the national average
Findley loan rate.

Wheat producers have the option of partici-
. pating in an acreage diversion program in which
they ‘may underplant their permitted wheat acres
and still, under some conditions, receive defi-
ciency payments on a portion of the underplanted
acreage. For example, producers participating in
the “50/92” program in 1986 and 1987 planted
between 50 and 92 percent of their permitted
acreage to wheat and placed the remaining acres
in a conserving use. Participating farmers were
eligible to receive deficiency payments on 92 per-
cent of the permitted acreage. Beginning in
1988, the “50/92” provision was replaced by the
“0/92” provision. This option allows wheat pro-
ducers to use all or a portion of their permitted
acreage in conserving uses and receive up to 92
percent of their deficiency payments on the per-
mitted acreage.

Table 4-2 summarizes farm program provi-
sions in effect during 1986/87 to 1990/91. The
percentage of acres set aside under acreage re-
duction programs fell from 22.5 percent in
1986/87 to S percent in 1990/91. The target
price fell from $4.38 per bushel in 1987/88 to
$4.00 per bushel in 1990/91. Both the basic loan
‘rate and Findley loan rates declined during this
period.

Generic Certificates

Generic certificates can be used to acquire
stocks held as collateral on Government loans or
owned by the CCC. The use of these certificates
permits grain stocks to be taken out of reserve
and sold. These stocks would otherwise be un-
available to the market. When market prices are
near the loan rate, more stocks are likely to be
redeemed with certificates out of reserve. Certifi-
cates are part of the focus of the 1985 act on de-
veloping a more market-oriented agricultural sec-
tor.

Generic certificates have a fixed dollar face
value and an 8-month life beginning at the end of
the month they are issued. They are not cur-
rency. Rather, they are a claim on CCC assets
and are backed by commodities owned by the
CCC. Because they are generic, they can be ex-
changed for a variety of commodities under loan
and in CCC inventory, including wheat, rice, rye,
corn, grain sorghum, barley, oats, soybeans, up-
land cotton, honey, and dairy products. The cer-
tificates are negotiable in that ownership and the
right to exchange can be transferred. Generic
certificates have been used as payment for partici-
pation in several Government programs, including
the acreage reduction, paid land diversion, con-
servation reserve, and disaster programs.

Grain merchants and commodity groups have
been issued certificates through the Export En-
hancement Program and the Targeted Export As-
sistance Program.

Farmers exchange generic certificates for
grain loan collateral based on an exchange price
determined daily by USDA’s Agricultural Stabili-
zation and Conservation Service. These ex-
change prices, or posted county prices, are based
on the previous day’s closing market prices for 19
terminal markets. Posted county prices are deter-
mined for over 3,000 counties and 7,000 ware-
house locations by adding or subtracting a prede-
termined differential to the terminal market
price.

Advantages of using certificates include ready
access to most program commodities, easy sale or
transfer of certificates to others, and the fixed-
dollar face value of the certificates. Holders of
certificates are protected when commodity prices
decline because the amount of commodity for
which certificates can be exchanged increases.

Generic certificates may be used at USDA
wheat auctions to bid for specific lots of wheat.
CCC auctioned 10.6 million mt of wheat between
the first wheat auction in November 1987 and
February 15, 1989.

Effects of the 1985 Food Security Act

Wheat programs under the 1985 act have had
sizable effects on farmers and taxpayers. Most
durum wheat growers participate, and participa-
tion in the wheat program increased greatly be-
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tween 1984 and 1988. Government direct pay-
ments for wheat peaked in 1986 and have since
trended downward, but are still above pre-1985

levels (table 4-3). Direct payments made to

farmers have also increased and now constitute a
larger proportion of growers’ incomes than they
did before 1985. Total direct payments, the sum
of deficiency, diversion, reserve storage, disaster,
and conservation reserve payments, ranged from
$0.79 billion in crop year 1981/82 to a high of
$3.86 billion in 1986/87. From crop year
1985/86 to 1988/89 direct payments to wheat
growers amounted to 48 percent of the value of
production. ' '

Generic commodity certificates, new with the
1985 Act, contributed to greater participation
among durum wheat growers. Before certificates,
when prices were below the loan rate, farmers put
their grain under loan for 9 months and paid stor-
age costs. With certificates, producers have other
options. For example, they can put their grain
under loan, immediately redeem those loans with
commodity certificates, and market the grain,
thus avoiding storage costs. This can reduce for-

feitures of wheat to the CCC, reducing CCC stock

buildups.

Under the 1985 act producers may sell or
transfer commodity certificates to others. Certifi-
cates may sell for more or less than their face
value. Certificates sold above their face value be-
tween spring 1986, when they were first issued,
and spring 1988, thus benefiting producers. Ge-
neric certificates provide a mechanism for moving
wheat stocks into commercial channels. The use
of generic certificates may increase risk to pro-
ducers who do not participate in Government

Table 4-3

programs, since the loan rate no longer sets an
effective price floor to those outside the program.

Export Enhancement Program
The Export Enhancement Program (EEP) was

"devised to help exporters séll more grain in for-

eign markets by reducing the price of U.S. grain
to foreign buyers. Exporters receive a bonus for
each metric ton of grain sold in the selected for-
eign market, which allows them to reduce the
price. Exports of durum under EEP declined
from 895,000 mt in 1987 to 359,000 mt in 1989.
This decrease is attributed to lower supplies of du-
rum available following the 1988 drought.?
Funding for the EEP has declined from $770 mil-
lion in FY 1989 to $560 million in FY 1990.

Sales to certain countries where U.S. export-
ers are perceived to be at a disadvantage versus
exports from the European Community are eligi-
ble for EEP bonuses, as determined by the U.S.
Department of Agriculture. In 1989 most EEP
exports were to Algeria, Tunisia, and Poland.
The EEP bonus is calculated by taking the differ-
ence between the U.S. domestic price and the
world price, if the world price is lower. The size
of the EEP bonus has varied in recent years from
a high of $48 per mt in December 1987 to a low
of $6 per mt in September 1989. The average
annual EEP bonus for wheat decreased from a
peak of $40.03 per mt in FY1987 to $14.20 for
FY1990, as shown in the tabulation at the top of
the next page.!

10 Abel, Daft, & Earley, An Examination of U.S.
Durum Imports from Canada, p. 14.
~ M Calculated from database of EEP press releases,
E‘::lonomic Research Service, U.S. Department of Agri-
culture. :

Direct payments to wheat farmers, 1981/82 to 1988/89 crops
(In billions of dollars)

Item 81/82 82183 83/84

84/85 85/86 86/87 87/88 88/89
Deficiency payments .. 0.42 0.48 0.77 1.05 1.54 3.46 3.29 1.31
Diversion payments ... - - 31 .51 .65 .23 - —
Reserve storage
payments .......... .15 .28 .24 A7 .16 A7 11 .05
Disaster payments .. .. .22 .0t - - - — — .28
Conservation reserve
payments .......... - - - — — - .21 .39
Total direct ’
payments ...... .79 77 1.31 1.73 2.35 3.86 © 3.61 2.03
Market value of ’
production ......... 10.28 9.54° 10.42 9.13 7.37 5.04 5.42 6.77
Total Income ..... 11.06 10.31 11.73 10.86 9.72 8.90 9.03 8.80
— = no payment.

Source: Joy L. Harwood and C. Edwin Young, Wheat: Background for 1990 Farm Legislation, U.S. Department of

Agricutture, Economic Research Service, November 1989.
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Table 4-3—Continued

Direct payments to wheat farmers, 1981/82 to 1988/89 crops

item FY1986 FY1987 FY1988 FY1989 FY1980
Average wheat bonus (per mt) ...... $21.06 $40.03 $38.55 $18.82 $14.20
Quantity (thousand mt) ............. 703 895 596 359 )

' Not available. .

Source: Joy L. Harwood and C. Edwin Young, Wheat: Ba
“Agriculture, Economic Reésearch Service, November 1989.

' Effects of the Export Enhancement Program
on the World Wheat Market

The use of EEP bonuses raises 'aumm'prices
in the U.S. domestic market by increasing the de-

mand for durum, and, in combination with EC

export subsidies, depresses prices in the world

market. Analysis of the size of the difference in

prices between the U.S. and world markets is not
available, but the average bonus amount may be
used as a guide to trends in the U.S.-world price
difference.

Studies sponsored by the U.S. Department of
Agriculture have found that the use of EEP: bo-
nuses raised U.S. wheat export volume, prices,
and revenue.’? The three studies found that even
though the rise in wheat exports was less than ‘ac-

tual EEP sales, wheat exports were from 2 to 30 .

percent higher between 1985 and 1988 than they
would have been without EEP, in part because
EEP subsidized sales partially replaced unsub-
sidized commercial sales.
that U.S. wheat prices may have risen slightly due
to the EEP program during part of this period.
Higher wheat prices would have improved market

earnings for U.S. wheat growers and reduced.
Government outlays for direct income payments -

to U.S. farmers. The studies also found that the
cost of the EEP program was slightly less than the
gains in U.S. gross export revenues due to the
EEP, at least during part of this period. These
results assume no retaliatory subsidies by the EC
which would have offset many ‘of the beneficial
results of EEP. - i '

In a two-country world, in long-run equilib-
rium, in which stock levels are ignored, export - ~
bonuses theoretically depress world prices and in-

crease imports and consumption in the rest of the
world.’®  Using the simplest case, suppose a
wheat-exporting country imposes a per-unit -ex-
port bonus equal to the difference between Ps and
P* in frame 2 of figure 4-1. The export bonus
would shift the exporting country’s excess supply

curve to ES’, raising its domestic price and reduc--
ing the export price (frames 1 and 2). As a-re-

sult, the exporting country’s exports increase
from Xt to X', its domestic price increases to Ps,

2 The Export Enhancement Program, How Has it
Affected Wheat Exports? Ann Hillberg Seitzinger and
Phjlig L. Paarlberg, USDA-ERS, December 1989.

'3 Material in this section is from Philip L. Paarlberg
and others, Impacts of Policy on U.S. Agricultural
Trade, Staff Report No. AGES-840802, U.S. Depart-
ment of Agriculture, Economic Research Service,
December 1984.

The other finding: is -

+ ‘Wheat Board, submission to' US

ckground for 1990 Farm Legislation, U.S. Department of

and production increases to S’ (frame 1). Be-
cause demand for wheat in many exporting coun-

* tries is relatively inelastic, consumption would fall
. -only slightly, to D’. In the rest of the world, the
price drops to P*, causing consumption to rise to

D*’ and production to fall to $*’ (frame 3).

The -economic cost of the bonus to the export-
ing country is represented by the area P*Psba in
frame 2 of figure 4-1. The area “cba” in frame 2
represents a loss to all parties because the bonus
encourages a less-than-optimal pattern of re-
source use.

The Canadian Wheat Board and the Cana-
dian Government have stated that the clash be-
tween the EC and the United States in the world
wheat market has reduced world prices and low-
ered returns to’ Canadian wheat producers.'4
They state that relatively high U.S. domestic price
encourages: Canadian exports to the United
States, 5 particularly since Canada may have lost

- sales: opportunities in-other markets due to EC or

U.S. export competition.

" * It can be argued that the market in which
-‘'most. Canadian durum competes with U.S. du-

rum, premium grade durum, is different from the
market that most EEP bonuses affect, medium
grade durum. However, there may be some link
between prices of high grade and medium grade
durum. _

~ State Government Programs

At the State level, farmer assistance programs
are primarily of a financial nature, such as inter-

-est buy-down programs, homestead declarations,

and lien laws. These programs are designed to
support the family farm as a viable institution. '8
North Dakota also has financial assistance pro-
%rams for young farmers wanting to own their own
arms.

4 Canadian Embassy, note to U.S. bepartment ‘of
State, No. 43, Mar. 29, 1990, f_g.c2—3; Canadian
» Mar. 30, 1990,

'® Communications with William W. Wilson, Associ-
ate Professor, Department of Agricultural Economics,
North Dakota State University; Canadian Wheat Board
submission to USITC, p. 2.

'® U.S. General Accounting Office, Farm Finance,
Minnesota and North Dakota Assistance Programs
Available to Farmers, Fact Sheet for the Chairman,
Subcommittee on Conservation, Credit, and Rural
Development, Committee on Agriculture, U.S. House of
Representatives, June 1987 (GAO/RCED-87-143FS).
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Figure 4-1
Economlic Implications of an export subsidy
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United States-Canada
Free-Trade Agreement

A goal of the United States-Canada Free
Trade Agreement (FTA), as stated in article 701,
is to achieve “the elimination of all subsidies
which distort agricultural trade.” Further, “Nei-
ther Party shall introduce or maintain any export
subsidy on any agricultural goods originating in,
or shipped from, its territory that are exported
directly or indirectly to the territory of the
other...”

Under the FTA, Canada’s Crow Rate—or
grain shipment rates specified under the Western
Grain Transportation Act—is eliminated for grain
shipped through west coast ports for U.S. con-
sumption. According to the Canadian Wheat
Board, 75 percent of the shipments that are not
shipped through west coast ports to the United
States receive the benefit of the Crow Rate (for
shipments through Thunder Bay), and 25 percent
are subject to the “full compensatory rate.”

Canada’s import-licensing requirement is ad-
dressed in the FTA, article 705: “Commencing at
such time as the government support...in the
United States...becomes equal to. or less than the
level of government support for that grain in Can-
ada, Canada shall eliminate any import permit re-
quirements...except that Canada may require...an
end-use certificate...” Each Government. calcu-

lates the level of its own supports to agriculture

(measured in producer subsidy equivalents, or
PSEs).'77 The PSEs are calculated in accordance
with the detailed formulas found in the FTA and
are reviewed periodically. The calculations for
wheat agreed to by the U.S. and Canadian Gov-
ernments in 1990 indicate that the 2-year average
PSE for the United States is greater than those for
Canada. Current PSEs are shown in the following
tabulation (in percent):18

2-year
Country 1987 1988 average'®
Canada ..... SR 46.55 43.10 44.83
United States .. 61.23 30.36 45.80

'7 A PSE is an estimate of the subsidy equivalent
value of a government program, or of how much an
industry is aided or supported by a certain government
program.

¢ Canada Minister for International Trade, News
Release No. 089, May 2, 1990, p. 2.

'® The use of a 2-year average is required by the
FTA in annex 705.4, par. 3.

Government programs included in PSE calcu-
lations under the United States-Canada FTA are
listed below:20

United States

Payments of the CCC

. Farmer Owned Reserve (FOR)

Speclal Producer Loan Storage

Conservation Reserve Program (CRP)

Acreage Reduction Program (ARP)

CCC generic certificates

CCC loan forfeiture

Export Enhancement Program (EEP)

Advance Payments

Crop Insurance Programs

Federal Grain Inspection Service (FGIS)
Agricultural Research Service (ARS)

Bureau of Reclamation (BR)

Corps of Engineers (CE)

Solt Conservation Service (SCS)

Agﬂcult(Ascglial Stabllization and Conservation Service
Federal Railway Administration (FRA)

Forelgn Agricultural Service (FAS)

Agricultural Marketing Service (AMS)

Animal and Plant Health inspection Service (APHIS)
Targeted Export Assistance Program (TEAP)
State Budget Outlays

Canada

Agricuitural Stabllization Act (ASA) payments
Waestern Grain Stabilization Act (WGSA) payments
Special Grains Program payments

Provinclal stabllization payments

Canadian Grain Commission expenditures

Wheat Board Poo! deficit payments

Domestic Wheat Pricing (now discontinued)
Advance Payments

Crop Insurance

Western Grain Transportation Supports

Research expenditures

Prairie Line Rehabilitation Program

Prairie Farm Rehabilitation Act

Agricultural and Rural Development Act (ARDA)
Economic and Rural Development Agreements (ERDA)
General Provincial Agricultural expenditures

Farm Credit Programs

2 Schedules 1 (United States) and 2 (Canada) to
annex 705.4 of the FTA.






, Chapter § A
The Canadian Industry And
Market

_' 'The Canadian Industry
Geographzc Distribution: of Production

Canadian durum producers, like U.S. durum
producers, are primarily family-run operations.

Average Canadian grain-producing farms tend to.

be somewhat larger than average U.S. grain-pro-

ducing farms. The crop mix on farms in the Ca-. -

nadian growing area is very similar to that of the
United States, comprising feedgrams, barley,
canola, flaxseed, and other winter wheats.

The Canadian Wheat Board has. estimated

that there are 25,084 durum-producing farms in
Canada.! The farmers enjoy greater latitude. in
switching in and out of various crops than their
U.S. counterparts do, because of different types
of Canadian farm programs. However, Canadian
farmers also are more vulnerable to fluctuations
in the world market price than are U.S. produc-
ers. The Canadians are major world producers

and exporters of premium durum and thus have a .
larger acreage planted to durum (2.6 million hec-
tares) than do U.S. farmers (about 1.5 million
hectares).2 Durum wheat accounts for ‘about 12

percent of the total Canadian wheat crop in quan-
tity, calculated on a 5-year average.

Large-scale -cultivation of durum wheat did -’

not begin in Canada until after 1916, when du-
rum was planted in South Manitoba to replace

bread wheat varieties that had been severely dam-

aged by rust. Success with the new crop
prompted further cultivation. However, -in .the
mid-1950s, a new strain of rust wiped out durum
wheat in the Manitoba area, leaving primarily du*
rum wheat. production in Saskatchewan. . Sas-

katchewan now accounts for about 80 percent of .

Canadian wheat production.3

Over the last 10 years, Canadian durum pro-

duction has ranged from a high of 3.8 million mt
in 19894 to a low of less than 2 million mt the
previous year.
creased over the last 6 years, rising from 1.7 mil-

lion hectares to 2.6 million hectares. The Palliser.
Triangle of southeast Alberta and southwest Sas-, .
katchewan, and " central and southern Sas- .
katchewan, are tradmonal durum producuon ar- .

€as.

' Estimated on the basis of all farms delivering
durum- on their allocation. The estimate is considered to -

be high, since some farms have more than one allocatlon -

on which they can deliver.

2 U.S. Embassy, Ottawa, Agrtculruml Situation -
Annual and Market Competmon Annual, March 1990.

3 International Wheat Council, The World Durum
Sltuauon Secretariat Paper No. 12 p. 6.

USDA Foreign Agricultural Semce World Agri-

cultural Producnon Circular Series WAP-10- 89,
October 1989.

Canadian durum acreage has in-,

Varietal Licensing

The Canadians emphasize varietal licensing as
a means of maintaining “the integrity of the grade
standards...An important part of achieving and
maintaining its position in the international mar-
ket is the way in which Canada has carefully and
deliberately cultivated her reputation for consis-
tently uniform, high quality...wheats.”5

The tight varietal controls exercised by Can-
ada, combined with a grain-grading system that is
based almost entirely on visual criteria, have stan-
dardized wheat across the prairies. The cost of
this standardization has been foregone yield in-
creases.6 Other varieties have higher yields, but
the Canadians have maintained standards that
emphasize end-use values rather than yields.

Grades

Canadian grade standards for No. 1 Canadian
Western ‘Amber Durum (CWAD) and No. 2
CWAD are roughly equivalent to U.S. standards
for high-grade Hard Amber Durum (HAD). The
Canadians have a second set of standards called

“export ‘standards”:7 .

The objective of havmg the two standards is to
capture for producers generally the benefits of
the melding process which occurs in the eleva-
tor systemn. Wheat is received at the primary
and ‘the terminal elevators under the primary
standard and is shipped from the terminal ele-
vators under the export standard...8

For the durum wheat class,? the primary stan-
dard exists only for Western Canada. An export
standard exists for the three top grades of amber
durum. The export standards call for higher test
weights; the tolerances for foreign material are
more relaxed:°

The tolerances for ‘other grain’ in the three
top grades of amber durum differ from those
for hard red spring under both the primary
and_the .export standard. The tolerances are
sllghtly more relaxed for the two top grades of
durum’ while ‘being more restrictive for the
thlrd grade. Admxxtures of barley are

s Caner, C. A.; Lyons, R M.A.; and Ahmadi-Es- -
fahani, Z.F., “Vanetal Licensing Standards and Cana-
dian Wheat Exports. Canadian Journal of Agricultural
Eco:%mc: November 1986, pp. 361-377.

id

7 “Those wheat grades to which an export standard
applies include No. No. 2, and No. 3 Canada
Western Red Sg‘nng, No. 1 and No. 2 Canada Utility;
Canada Feed; No. 2 and No. 3 Canada Western
Amber Durum and No. 1, No. 2 and No. 3 Canada
Western Soft Spnng Wheat."” Canada Grains Council,
Economic Grade Structures.for Wheat in a Changing
Market Environment-A Treatise, January 19885.

8 Canada Grains Council, Wheat Grades for Can-
ada—Maintaining Excellence, January 1985, p. 35.

® Essennal]y, each different type of wheat is a

“class,” -and within each class of wheal there are
prxmary and-export standards for each grade level.
Canada Grains Council, Economic Grade Struc-
tures for Wheat.
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more difficult to separate from durum than
from hard red spring...The export standard
for the three top grades of durum limits their
wild oat content to 0.10 percent, double that
allowed in the red spring grades. The wild oat
content of shipments...is on average substan-
tially below the tolerance allowed.!

Canadian grade standards for -grade Nos. 1
and 2 Canadian Western Red Spring 'wheat
(CWRS) are similar to U.S. standards for high-
grade Hard Red Spring wheats. Canadian CWRS

is comparable to U.S. Hard Red Winter wheats;

grade No. 3 falls into the medium quality class.

Traditional Canadian grade factors and varie-
tal licensing involve visual factors, the use of
which has discouraged the development of addi-
tional end-use value tests.

The success of plant breeders in maintaining
visual distinguishability can be considered to
have discouraged the search for other proce-
dures which can be applied throughout the
handling system to determine ‘quality’.'2

Whereas grading has been accomplished
through visual tests, end-use values were assured
through the genetic traits of the licensed cultivars.
In reaction to the increasingly tight technical re-
quirements of the milling and pasta industries, the
Canadians have been paying greater attention to
nonvisual test results in their quality evaluations.?
Examples of key nonvisual tests are falling num-
bers and near-infrared tests.

The Canadian Wheat Board and the Cana-
dian Grain Commission have decided to limit pro-
duction largely to high-quality wheats.'* Me-
dium-quality wheats represent both the larger and
the growth market, while the high-quality wheat
market tends to grow slowly.

Elevators

There are about 3,700 primary elevators (pre-
viously called country elevators) in Canada.
Within the durum growing areas of Alberta and
Saskatchewan alone there are about 3,200 pri-
mary elevators.’® In Saskatchewan, about 75§
out of 2,000 elevators are owned by the Sas-
katchewan Wheat Pool. In Alberta, about 430
primary elevators out of over 1,200 are owned by
the Alberta Wheat Pool. Some of the companies
that control primary elevators are multinational
corporations based in the United States. These
include the Cargill Grain Co., Ltd. (including
Cargill Nutrena) and United Grain Growers.

" Ibid.

12 Canada Grains Council, Wheat Grades for Can-
ada—Maintaining Excellence, January 198S5.

'3 Interviews by USITC staff during field work in
Canada, especia. ’thw“h the Canadian Grain Commission
lab Personnel in Thunder Bay.

4 Ibid.

15 Estimated by the staff of the USITC, on the basis
of Charles F. Wilson, Grain Marketing in Canada,
Canadian International Grains Institute, 1977.

There are about 25 licensed terminal eleva-
tors, having a total capacity of over 3.6 million mt
(130.5 million bushels). In Thunder Bay, a ma-
jor export point for all wheat through the St.
Lawrence Seaway, there are 14 terminal eleva-
tors, controlled by 6 companies. These are domi-
nated by the Saskatchewan Wheat Pool, which
controls six terminal elevators. These six eleva-
tors account for 43 percent of the Thunder Bay
capacity and 29 percént of Canadian capacity for
all terminal elevators. The increase in the con-
centration of ownership of elevators has resuited
in a trend toward greater rationalization of the
system, so as to maintain more profitable opera-
tions.

The concentration of ownership in Canadian
terminal elevators has increased sharply over
time. In 1915, with less than 3,000 licensed ele-
vators in service, there were 64 companies in con-
trol; in 1977, with over 3,700 licensed elevators,
there were only 9 companies in control.

Trends in Production

Durum producnon in Canada slumped to 2.0
million mt in 1988/89, primarily due to poor
growing conditions, in which yields averaged 0.9
mt per hectare. Partially through an increase in
acreage devoted to durum wheat, Canadian du-
rum production in 1989/90 is projected at 4.1
million mt. Canada is thus the world’s second-
largest producer, after the EC. The large produc-
tion increase between 1988/89 and 1989/90 is at-
tributable to the seeding of a record area (2.6
million hectares) and a good yield of 1.6 mt/hec-
tare (equivalent to the 10-year average).'®

Although untimely rains and frost caused
slight damage from sprouting and mildew, the
1989 crop has a good protein content (averaging
14.7 percent), good color, and a good semolina -
yield with low speck count. The pasta industry
reports that the 1989 crop exhibits very good spa-
ghetti-cooking quality.'?

Throughout their publications, the Canadians
stress their emphasis on quality in selling their
wheat. It has been argued by both the U.S. mill-
ers and the Canadians that imports of Canadian
durum wheat by U.S. enterprises increased be-
cause of a lack of U.S. durum wheat of a suffi-
ciently high quality. Table 5-1 shows the per-
centage distribution of the quality grades of the
Canadian spring and durum wheat crops. It indi-
cates, however, a decline in the share of the crop
that was graded Nos. 1 and 2 between marketing
year 1983/84 and 1989/90.

'® Canadian Wheat Board, Annual Report: 1988189
Crop Year.

V7 The Pasta Journal, vol. 71, No. 6, November/
December 1989.




Table 5-1

Western Canada grain quality, marketing year' 1983/84 to 1989/90

T of
’ w%%it 83/84 84/85 85/86 86/87 87/88 88/89 89/902
Percent
Spring wheat:
chr:.g1 CWRS ............... 56 67 20 35 19 50 28
No.2CWRS ............... 21 19 32 21 46 35 24
No.3 CWRS and
%elow N an ............. 23 14 48 44 35 16 47
Durum:
”&.1 CW ... 33 34 18 34 14 24 12
No.2CW .. ................ 37 47 26 17 24 47 26
No.3 CW and
below ................... 30 - 19 56 49 62 29 62

' The marketing year Is from Aug. 1 to July 31,
2 1989/90 data are preliminary.

Source: MY 1983/84-1987/88, Canadian Grain Commission; MY 1988/89-1989/90, United Grain Growers September
surveys; as reported by the Agriculture Attache, U.S. Embassy, Ottawa (report #CA9160, Oct. 10, 1989).

The Canadian Market

Intermediate and Final Consumers

The Canadians service the same intermediate
and final consumer that the United States does:
wheat millers and manufacturers of pasta. During
fieldwork in Winnipeg, an important difference in
consumer preferences was discussed. It appears
that Canadians may prefer a blend of durum with
50 percent hard spring wheat in the manufacture
of pasta.’® This blend yields a product with less
of a bite or less “al dente” than is preferred in the
premium U.S. market. In the United States, pre-
mium quality pasta is made entirely from semo-
lina. Both in the United States and in Canada,
pasta products made for soups and other canned
products are made with blends of durum and
Hard Spring wheat, or entirely out of farina, or
even non-durum wheat flours.

The U.S. milling industry reports that the
United States-Canada Free-Trade Agreement
may affect the milling sector: -

...flour millers and grain men south of the
U.S.-Canada] border have looked upon the
Canada-United States Free-Trade Agree-
ment] as a non-event, while Canadian coun-
terparts have fretted and studied in the hope
of being in a position to take advantage of
what they believe will be revolutionary change
in how business is conducted in the North
American wheat and flour markets. The time
is at hand when U.S. interests ought to be
aware of the Canadian goal. ‘Canadian mill-
ers want to be competitive on a North Ameri-
can basis,’ said an executive of that country.1®

'® Regional tastes were discussed with the president of
the Soo Line Mill, Winnipeg, Manitoba, Canada.

% “Canada Wheat Changes Deserve Attention,”
editorial, Milling & Baking News, Feb. 13, 1990 (Vol.
68, No. 50).

The Canadian Wheat Board (CWB) buys du-
rum wheat from producers and then sells the
wheat to pasta millers in Canada. There are cur-
rently eight durum wheat mills in Canada. These
mills represent the intermediate demand sector
for durum wheat in Canada and are listed be-
low:20

Number

of

durum
Location Company milis
Winnipeg, Manitoba Soo Line Miils 1
Lethbridge, Alberta Ellison Milling 1

Saskatoon, Saskatchewan Robin Hood
Mailting Foods
Ontarilo

2

Hausen & Hausen 1
Toronto, Ontarlo Maple Leaf Mills 1
Montreal, Quebec }

Ogilvie Mills
Toronto, Ontario Primo Pasta Mill

Almost all durum wheat milled in Canada is of
Canadian origin since, under provisions of the
United States-Canada Free-Trade Agreement
(FTA), U.S. wheat is currently prohibited from
entering Canada.

Recent changes in CWB pricing will change
the economic environment for Canadian millers.
Historically, there were two wheat prices in Can-
ada—an internal or domestic price, and an exter-
nal or export price. In the past, the CWB set the
internal price and negotiated the external price
based on world market forces. In late 1989, the
CWB began setting internal prices according to
the Minneapolis and Chicago futures markets.
On May 18, 1990, the Board began setting its do-
mestic prices on a weekly basis. The goal for
daily pricing is October 1, 1990.

These changes present important implications
for the Canadian milling industry. The new CWB

20 As reported by the Canadian National Millers
Association.
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price system will incorporate price fluctuations
from the U.S., and indirectly, the world markets.
Canadian millers will need to adjust to the supply
and demand considerations that are newly incor-

porated into the prices of the wheat they pur-

chase. Using futures contracts to hedge on cash
wheat requirements will be one option for Cana-
dian millers to consider in their management de-
cisions.

Under current conditions, Canadian millers
cannot import durum from the United States
without a license. But under the FTA, Canada’s
import licensing requirement will be suspended if
U.S. Government support to agriculture declines
to a level at or below Canadian support. Then
millers in Canada will have the option of import-
ing from the United States.

Canadian Imports

Canadian Tariff Treatment21

Canadian trade barriers include tariffs, quo-
tas, and nontariff barriers, such as licensing. The
Canadian Wheat Board issues import licenses for
wheat and wheat flour only if domestic supplies
are not available. Other wheat products, such as
baked goods and pasta products, are imported
under unlimited-volume licenses, subject to some
‘packaging restrictions, such as metric and bilin-
gual requirements. :

Canadian import duties on wheat are as fol-
lows:22

item Article description Base rate
1001 ......... Wheat and mesliin :
1001.10.00 .... Durum wheat $4.41/tonne
1001.90.00 .... Other

$4.41/tonne

2t U.S. Department of Agriculture, Economic
Research Service, Agriculture and Trade Analysis
Division, Government Intervention in Canadian Agricul-
ture, by Carol A. Goodloe (January 1988); and
U.S.-Canadian Agricultural Trade Issues, Implications
for the Bilateral Trade Agreement, by Mary Anne
Normile and Carol A. Goodloe (March 1988).

22 In Canadian dollars, listed as found in'annex
401.2, “Schedule of Canada,"” of the FTA.

Quantity of Imports

The Canadians import no wheat from the
United States, nor—under the provisions of the
FTA—will they wuntil the Producer Subsidy
Equivalents (PSEs)2 in the United States are at
least equal to those in Canada. As long as the
Canadian PSE’s are lower, Canada can export
wheat to the United States.

In accordance with section 705 of the FTA,
the Canadians have the regulations in place for
the day the PSEs are equalized. Imports of wheat
would need to have an end-use certificate, be de-
natured, or have a seed certificate, ensuring that
cultivars of U.S. wheat that had not been ap-
proved by the CWB would not enter into the Ca-
nadian product stream.

~ Canadian Exports

Canada is the largest durum wheat exporter in
the world. Canadian exports of durum wheat fell
steadily from 2.5 million mt in crop year 1983/84
to 1.4 million mt in 1985/86.2¢ Canadian exports
then increased to 2.8 million mt in 1987/88, and
dropped to 2.0 million mt in 1988/89, the height
of the drought. In 1989/90, Canada exported an
estimated 2.9 million metric tons of durum wheat,
over half of all world durum exports. Table 5-2
shows world durum exports by major durum ex-
porting countries.

Table 5-3 shows exports of Canadian durum
wheat by major importing country. For 1988/89,
the largest buyer of Canadian durum was the So-
viet Union, followed by Algeria, Italy, and the
United States.

2 A PSE is an estimate of the subsidy equivalent
value of a government program, or of how much an
industry is aided or supported by a certain government
program.

24 Based on information from the Canadian Grain
Commission, as listed in the Canadian Wheat Board
Annual Report 1987/88. ’



Table 5-2
World durum exports, 1983/84 to 1989/90
(In thousands of metric tons)

United European
Crop-year Canada States Community Other Total
1983/84 ................. 2,545 1,442 85 39 4,111
1984/85 ..........iiuntn 1,826 1,378 101 38 3,343
1985/86 .......... 00000 1,385 1,368 498 8 3,259
1986/87 ..........c0in... 1,957 2,034 93 50 4,134
1987/88 ..........ccvntn. 2,754 1,478 765 571 5,568
1988/89 ...........c0n... 2,003 477 1,800 513 4,793
1989/90 ................. 2,900 1,500' 400 610 5,410

' Forecast by the International Wheat Council, which differs from data based on official statistics of the
U.S. Department of Commerce cited elsewhere in this report.

Source: International Wheat Council, World Wheat Statistics 1986 and 1987, Market Report 1 Mar. 1990; 19898/90
figures are IWC forecasts, as quoted by the Canadian Wheat Board.

Table §-3
Canadian durum exports by importing country, 1983/84 to 1988/89
(in thousands of metric tons)

United
Crop-year U.S.S.R. Algeria Italy States Other Total
1983/84 ................. 555 813 504 3 670 2,545
1984/85 ................. 5833 508 182 0 603 1,826
1985/86 ................. 254 492 255 0 384 1,385
1986/87 ................. 498 423 480 62 494 1,957
1987/88 ................. 992 611 232 . 202 "7 2,753
1988/89 ................. 714 326 214 186 563 2,003

Source: Canadian Grain Commission for 1987/88 to 1988/83. All previous years, Statistics Canada “Grain Trade of
~ Canada.” As cited in Canadian Wheat Board Annual Report, 1988/89 Crop Year.
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Chapter 6
Canadian Government
Programs!

Federal

The agricultural policy goals of Canada are
summarized by the following statement.2

The objectives of Canadian agricultural policy
are: more market responsiveness, greater self-
reliance in the agri-food sector, recognition of
regional diversity within national policy instru-
ments and increased environmental sus-
tainability. The Canadian agri-food sector will
be more market oriented and market respon-
sive by concentrating on producing what the
market needs rather than simply selling what
we produce and by being a reliable and inno-
vative supplier. The agri-food industry must
be provided with a framework of consistent
and predictable government programs that en-
courage greater self-reliance in the sector and
that allow farmers to freely manage their own
operations in response to market signals. This
requires national policies which reduce regula-
tory barriers and which treats all farmers equi-
tably, while at the same time, recognizing and
responding to regional diversity. Canadian ag-
ricultural policy must be environmentally sus-
tainable for our generation and future genera-
tions by preserving our soil and water re-
sources so that our producers can continue to
provide a safe and wholesome supply of food
for all Canadians. :

Canadian Wheat Board

The Canadian Wheat Board (CWB) is a trad-
ing agency that is the sole legal exporter for
wheat, barley, and oats grown in Western Can-
ada.® The Canadians argue that the CWB is a
“cooperative”; others argue that it is a state
agency. It derives its operating capital from the
revenues obtained by marketing wheat. Profits
above operating costs are then returned to the
farmer. However, its obligatory relationship with
wheat farmers sets it apart from the usual concep-
tion of a cooperative. '

The CWB also has a marketing monopoly on
grains for domestic uses. The CWB thus operates
both as a monopoly and as a monopsony, within
the boundaries of Canada. Internationally, the
CWB and the large U.S. grain-marketing con-
.cerns may be considered as oligopolies operating
within the North American wheat market.

! Material in this section is based partly on Carol A.
Goodloe, Government Intervention in Canadian Agricul-
ture. Also, USITC staff visited the grain related organi-
zations and facilities in Winnipeg, Ottawa, and Thunder
Bay, Ontario, between Feb. 25 and Mar. 2, 1990.

2 Submitted by the Government of Canada, through
the Embassy of Canada in Washington, D.C.

2 Hoos, Sidney, ed., Agricultural Marketing Boards:
An International Perspective (Cambridge, MA: Ballin-
ger, 1979).

...in producing wheat in North America, no
single producer can influence aggregate mar-
ket price. However, this does not necessarily
imply that the pricing of wheat is competitive
since, to reach this conclusion, one must ex-
amine the structure, conduct, and perform-
ance of the associated marketing board in
Canada and the large private grain traders in
the United States.4
An important part of the analysis of the CWB
consists of the choice of the economic model
most useful for analyzing it. The model of the
“pure middleman” seems to be that model. It
encompasses characteristics of both moropoly
and monopsony power. If the board that buys
from the producers and sells to the consumers
wishes to maximize profits, it would—at the ex-
treme~—act as both a monopolist and a monop-
sonist extracting surplus from both producers and
consumers by setting a high consumer price and a
low producer price.5 However, the mandate of
the CWB limits its actions. It is to obtain the
highest price possible for the wheat entrusted it
and to return as much as possible to the farmer.

As described by the USDAS® and observed by
the USITC staff during field investigation work at
CWSB facilities, the CWB operates a price pooling
system. Each year, guaranteed floor prices are
set for six different pools, one of which is for du-
rum wheat. The receipts from grain sales in a
pool account are used to make payments to pro-
ducers.

The initial payment to producers is based on
market projections. If the price obtained for the
wheat generates receipts greater than the initial
payment plus handling and administrative costs, a
final payment is returned to the producers at the
end of the crop year. If the pool is in deficit, the
Canadian Federal Government provides financial
assistance.

The CWB controls access to the grain-han-
dling systems through delivery quotas, which are
used to regulate deliveries to elevators. Quotas
are changed periodically to reflect sales.

The CWB is authorized to make credit sales.
During the 1970s, the CWB made some subsi-
dized wheat sales to Brazil and Algeria. The Ca-
nadian Government paid the difference between
the subsidized interest rate and the market rate.

Licenses are required for imports of wheat,
barley, oats, and their products. This require-
ment has been modified by the United States-
Canada Free Trade-Agreement. Since 198S5, the
Ministry of External Affairs has controlled the li-
censing of barley and oat imports, but the CWB
retains control over wheat imports.

4 Richard E. Just, Darrell L. Hueth, and Andrew
Schmitz, Applied Welfare Economics and Public Policy
(Prentice-Hall, NJ, 1982).

b s gust. Applied Welfare Economics and Public Policy,
ch. 10.

8 Goodloe, Government Intervention in Canadian

Agriculture.
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. The CWB recently changed the way wheat
sold to millers is priced in Canada, preparing the
way for the eventual freeing of trade. Histori-
cally, there were two wheat prices in Canada—an
internal or domestic price, and an external or ex-
port price. The internal price was set by the
board, and the external price was negotiated on

- the basis of world market forces. There is now an
October 1, 1990, target date for daily pricing of
wheat in Canada on the basis of Chicago and
Minneapolis wheat futures markets, which will re-
place the internal price set by the board.

Canadian Grain Commission

The Canadian Grain Commission (CGC) pro-
vides grading and inspection services for grains
and oilseeds. It is an agency of the Government
of Canada under the authority of the Canada
Grain Act. The CGC regulates grain handling in
Canada and establishes and maintains quality
standards for Canadian grain.

The CGC establishes grade specifications,
grades grain, supervises grain sanitation, and offi-
cially inspects cargoes. The CGC also monitors
grain stocks and audits licensed elevatars to make
certain that classes of grain are not co-mingled.

Grain Research Laboratory

The Grain Research Laboratory (GRL) is an
agency of the CGC. GRL programs may be cate-
gorized as research, related scientific activities,
and provision of scientific and technical expertise.
The GRL performs harvest surveys, cargo and
carlot monitoring, cultivar evaluation, and instru-
ment monitoring and calibration. It also works
on the development of instrumental testing meth-
ods and the determination of the effects of de-
grading factors on the end-use quality of Cana-
dian grain.

The GRL performs market-support activities
such as milling and baking research using a cli-
ent’s specifications and regional practices and
performs- technical missions worldwide. This
overseas market development is considered by

the CWB as an important aspect of its ability to a

maintain and/or increase sales of Canadian grain.

The specific wheat-related activities of the
GRL involve wheat chemistry and laboratory serv-
ices, wheat enzyme research, and cereal protein
research.?

Western Grain Stabilization Act

The Western Grain Stabilization Act (WGSA)
was implemented April 1, 1976, and is a volun-
tary program designed to support net cash-flow
for western producers of wheat. Producers con-

7 In the United States, the role of organizations such
as the GRL and the Canadian International Grains
Institute is served by the North Dakota State University
and other land grant universities.
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tribute between 1 and 2.5 percent of their gross
receipts from wheat sales (up to CAN$60,000).
The Canadian Federal Government contributes
$2.00 for every $1.00 paid by producers. Pay-
ments are made when net cash-flow falls below
the sliding average for the prior 5 years. The
fund has been in deficit since 1985/86.

The stated purpose of the WGSA is to im-
prove income stability for grain farmers in western
Canada. Virtually all durum is grown in the west-
ern part of the country. Historically, the grain
industry in the Prairie Provinces has suffered
from wide swings in cash receipts. These swings
have had a deleterious effect on the prairie grain
economy and on grain producers. The WGSA
stabilizes the swings by ensuring a minimum cash-
flow to producers. The producers have an “opt-
out” option. Producer contributions are made by
a checkoff deduction on quota deliveries made to
the elevator. All the elevators are tied in to the
CWB by computer, so that the CWB has continu-
ally updated, complete and accurate information
on the entire pipeline of grain supplies.

Canadian Provincial Programs

Provincial governments have played a signifi-
cant role in Canadian farm programs through the
implementation of support payments and com-
modity stabilization for producers. According to
the USDA, the provinces have contributed .
around 16 percent of the total agricultural expen-
ditures budget.

Under the Prairie Grain Advance Payments
Act and the Advance Payments for Crops pro-
gram, producers of storable crops—such as
wheat—receive cash advances in the form of in-
terest-free loans. The loans are fully secured by
grain in storage on the farm ready to be delivered
on future allocations. Other programs provide re-
bates on fuel taxes and credit assistance.
Through a joint. Federal-Provincial crop insurance
program available in most Provinces, the Cana-
dian Federal Government pays 50 percent of the
premium costs and the Provincial government
pays the administrative costs.

At the level of the Province the most impor-
tant organization to wheat producers is the
“Pool,” which is a cooperative. There are three
pools: the Saskatchewan, Manitoba, and Ontario
Wheat Pools. The pools provide Province-level
transportation and terminal elevator facilities un-
der contract to the CWB. USITC staff visited the
“Sas” pool terminal elevators in Thunder Bay.
The elevators contract with the CWB to provide
loading, unloading, handling, cleaning, storage,
and quality control facilities.

Developments in 1990

According to a report from the U.S. Embassy
in Ottawa filed in mid-April 1990,8 the three

8 U.S. Embassy, Ottawa, Canada Announces New
Farm Aid, Apr. 12, 1990, Report # CA0061.



Government of Canada Federal Ministers of Ag-
riculture announced a series of measures to assist
Canadian farmers in 1990. The aid package in-
‘cludes $CAN 500 million in Federal contribution,
to be matched by the Provinces. $CAN 450 mil-
lion is for grains and oilseeds.

The Federal Ministers announced that the in-
fusion of the $CAN 1 billion (assuming Provincial
matching funds) would bring the forecast for farm
income for the 1990/91 crop year in line with the
previous S-year average. Farm income had been
expected to fall substantially, especially in the
Prairie Provinces (where the durum wheat is
grown). In Saskatchewan farm income was ex-
pected to decline by up to 100 percent because of
lower grain prices.

The Saskatchewan and Manitoba Provincial
Agriculture Ministries indicate that matching

funds from the Provinces may not be forthcom-

ing. As reported by the U.S. Embassy, the pre-

mier of Saskatchewan, who also holds the Agri-
culture Portfolio, has stated that he has been
“fighting” with the treasuries of the European
Community and the United States, and thus the
low farm income in his Province is a Federal Gov-
ernment responsibility.

In addition to the aid package, the Govern-
ment of Canada also announced that it is working
to allow the Canadian Farm Credit Corporation to
extend arrangements that the Farm Debt Review
Board has made with farmers. The CWB will im-
plement procedures under the Prairie Grains Ad-
vance Payments Act that will encourage creditors
to extend operating loans to producers. As of
June 1990, the Provinces and the Canadian Fed-
eral Government have yet to come to an agree-
ment over the matching funds.
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. Chapter 7
Effects of Price Trends on
Competitive Conditions for
Durum

U.S. producers have recently been concerned
because durum wheat prices had fallen below
Hard Red Spring (HRS) wheat prices, even
though durum prices have historically been above
those for HRS (table 7-1). Moreover, durum
prices had fallen while durum stocks were reach-
ing record lows.

Availability of Price Information

As emphasized during several meetings with
USITC staff, it has been the policy of the Cana-
dian Wheat Board (CWB) to consider transaction
prices as privileged and confidential information

and therefore CWB staff asked the USITC to re- -

lease only the yearly average information in the
CWB yearbook. In contrast, prices in the United
States are readily available, through the Minnea-
polis cash market and through published USDA
price series, which include prices received by
farmers, prices at various markets, and interna-
tional prices, including Export Enhancement Pro-
gram (EEP) bonuses and prices.

Price Information Obtained by USITC

Information from both public and private
sources was used to evaluate the price trends of
durum and HRS wheat. The public information
consists of price data on wholesale markets in
various geographic locations, published periodi-
cally by the Market News Service of the USDA.
Usually, the public price data on durum and HRS
wheat are reported only for U.S. grade No. 1.

To supplement the publicly available data on
price, the USITC sent questionnaires to importers
of record and millers of durum wheat and HRS
wheat. From these data, nationwide average
prices were calculated for each of the two types of
wheat by U.S. or Canadian grade classification.

USITC staff also used U.S. Department of
Commerce import files to obtain information on

total imports of durum wheat! by month and by

customs district, as well as by importer.2

The durum market is quite thin, even more so
for durum imports from Canada. The data from
the USITC questionnaires showed that in many
months, there were no transactions involving Ca-
nadian durum. In months in which imports of
Canadian durum were reported, the prices were

' Since durum wheat was not specifically provided for
in tariff schedules until 1989, U.S. Department of
Commerce data were only for that year. :

2 The Net Importer File is considered business
confidential and all data were aggregated so that infor-
mation about individual firms would not be revealed.

averaged. The price data collected by the USITC
were kept confidential in order to protect the
business interests of the companies who submitted
questionnaire responses. To assure confidential-
ity, the staff of the USITC constructed a blind
index, permitting analysis and publication of com-
parative data without revealing prices. The base
of the index remains confidential and unpub-
lished.

Because the transactions are few in number,
the data are subject to small sample error. Other
factors to consider in analyzing the data base for
Canadian prices include the consideration that all
prices are c.i.f. (include charges, insurance, and
freight), and that no adjustment for transporta-
tion cost differences has been made. All prices
were considered for the date of delivery, without
regard to the length of any forward contract ar-
rangements. Shipment sizes also were not consid-
ered. Therefore, month-to-month price differ-
ences include statistical “noise,” and longer term
trends should be evaluated in using this data base.

However, the Canadian Wheat Board has as-
sured the USITC that the questionnaire responses
account for virtually all of their sales of durum
and HRS wheat to the United States between
1986 and 1989.

Price Analysis

Price analysis has not shown any definite
trends. For like qualities of wheat, U.S. prices
and Canadian prices fluctuate, with no consistent
price difference between U.S. and Canadian du-
rum that explains the growth of durum imports
from Canada between 1986 and 1989.

U.S. prices of Hard Amber Durum wheat (du-
rum wheat) and HRS wheat can be measured at
three levels. The first level is the farm price—the
price received by the grower. The second level is
the terminal point price—the price paid by the im-
porter to the supplier or by the terminal elevator
to the country elevator or to the subterminal ele-
vator. The third level is the user price—the price
paid by the miller to the terminal elevator or to
the importer.3 This report addresses prices only
at the second and third levels. Since wheat does
not perish rapidly, elevators’ or importers’ mark-
ups are lower than those of other, less durable,
agricultural commodities.

Major Factors Affecting Prices

Prices of durum and HRS wheat vary accord-
ing to the market forces, the target price, and the
physical characteristics of the grain. Physical
characteristics refer to size, weight, protein con-
tent, uniformity, and appearance. Higher prices

3 It is possible, but uncommon, that the miller might
buy wheat directly from the country elevator or that the
grower might sell directly to the terminal elevator. Under
these conditions, the second-level price may disappear.
The disappearance does not-alter the price levels.
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Table 7-1

U.S. durum and Hard Red Spring wheat: Average dellvery prices, by market, January 1986-

December 1989

(In dollars per bushel)

Hard Red Spring wheat'

Durum
Month Minneapolis Minneapolis Portland
1986:
January .. ... e 4.01 3.97 4.53
February ..............coiieiiiivnnnen 4.01 3.90 4.45
March 3.99 4.00 4.64
Aprit ... 4.07 4.17 4.65
T 4.24 4.03 4.52
June ... 3.79 3.17 3.66
July L 3.08 3.00 3.44
August ............ccceiiinens 3.04 2.86 3.3
September .................... 3.21 2.85 3.34
October ... 3.31 2.98 3.40
November ................ccievivnnnn 3.49 3.09 3.43
December ................oveiniennns 3.60 3.04 3.39
1987:
January . ....... ..o i i e 3.68 3.08 3.39
February . 3.78 3.13 3.37
March ..........cccvvvnnnnnn. 3.89 3.19 3.45
April ... ... .. .. 3.93 3.17 3.51
May 4.03 3.24 3.7
June 3.91 3.07 3.582
JUY e i e e 3.66 2.94 3.40
August ...........iiiiiiieie i 3.80 2.94 3.38
September ................ . 000 .. 4.30 3.04 3.51
October ............ccoiiiivinnnnnnnn 4.31 3.15 3.57
November ................cccvvvvnuns 4.33 3.1 3.57
December ..............ccvienrnnenen 4.22 3.13 3.60
1988:
January . ... ... e 4.19 3.24 3.71
February .............ccciiiiiiiiiienn. 4.22 3.32 3.74
March ........c.ciiiiiiiiininnennn 4.02 3.15 3.68
Y « o 4.21 3.30 3.90
May ... i i e et 4.39 3.42 4.01
JUne ... e e 6.13 4.32 4.88
JUY i 6.30 4.23 5.03
August ......... ... i 5.85 4.24 4.98
Septembar ............cciii i, 5.84 4.32 5.00
October ..............cciviivennninnn. 5.70 4.33 5.04
November ........................... 5.56 4.22 5.02
December ........................... 5.17 4.26 4.96
1989:
January .. ... e e 5.20 4.4 5.00
February ............ciiviiiiinnnenns 5§.33 4.40 5.00
March ..ot ittt 5.30 4.56 5.12
Aprl i 5.02 4.47 5.01
May ... i e i e, 5.01 4.55 511
June .......... 4.64 4.41 4.97
July oL, 5.02 4.36 4.90
August ........ 4.33 4.18 4.70
September .. 4.08 4.08 4.62
October .... 4.12 4.14 4.55
November 4.02 4.12 4.53
December 4.20 4.23 4.66

' All prices of Hard Red Spring wheat In these two markets are for U.S. grade No. 1. with ordinary pro-

tein content of 14 percent.

Source: Agricuitural Marketing Service, U.S. Department of Agriculture.

are generally obtained for durum wheat with
larger kernel size, heavier weight, higher protein,
and less foreign materials (dockage).

The market price of any variety of wheat is
very sensitive to shifts in supply. The demand
curve, however, is relatively stable, and the quan-
tity demanded is not very sensitive to changes in
price. In determining prices, shifts in supply usu-
ally play a more important role than shifts in de-
mand. This is the reason for the low prices im-
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mediately after harvests or during high levels of
inventory. The supply of wheat is also affected by
adverse or good weather. In 1988, for instance,
the drought damaged crops and reduced the U.S.
supply of wheat. As a result, most wheat prices
increased in that year.

Prices for durum and HRS wheat may also be
affected by the way the wheat is sold. It can be
sold in the spot (cash) market or the forward (fu-
ture) market.* Spot-market sales usually take



place in a centralized market or in a firm. In
forward-market sales, intervals between purchas-
ing and delivering times may vary from a few

weeks to several months.5 T}us report stresses

prices for spot sales.

Price Trend of Durum Wheats

The "evaluation of the price trend of durum
wheat in the United States uses both centralized
market prices and.average prices, derived from
data submitted by questionnaire responses. The
sample period covers January 1986 to December

1989, with 48 monthly observations. Unless oth-
erwise stated, all prices are for U.S. grade No. 1
wheat, with a base protein content of 14 percent

Minneapolis Market Prices

Miﬁneapolis is the tmly major centralized

. market for durum wheat in the United States. All

Minneapolis prices are public record. Usually,
sellers and buyers in other places negotiate their
price on the basis of the Minneapolis market

price. ' In 1986, the average monthly delivery

price for durum wheat in the market started at
$4.01 per bushel in January and reached a high
for the year of $4.24 per bushel in May before
turning downward (table 7-1). The price fell to a
yearly low of $3.04 per bushel in August and then
increased from $3.21 in September to $3.60 in
December. In 1987, the average price of durum
wheat again fell to its yearly low in July and
reached its annual high of $4.33 in November.

The price of durum wheat increased substan-
tially in 1988. Starting at $4.19 per bushel ‘in
January, it jumped from $4.39 in May to $6.13 in
June and reached a record high of $6.30 in July.
It decreased continuously from $5.85 in August
to. $5.17 in December. In 1989, the price was
more stable than in 1988, ranging from $4. 02 in
November to $5.33 in February.

Except in 1988, the price of durum wheat was
relatively low in the summer months. The annual
average price mcreased shghtly in 1987 and sub-

4 Although there are forward sales of durum, there is
no durum futures contract.

8 The interval as well as the price is negotiated by the
seller and the buyer. -

8 All prices from questionnaires were converted to a
blind index (the base is not revealed) to protect confi-
dentiality while still permitting analysis.

stantially in 1988. It declined in 1989 but was
still hlgher than in 1987. An unusually large re-
duction in wheat productlon was the main reason
for the price increase in 1988. 7 ‘

Average Prices Paid by Millers

. The average prices of durum wheat paid by
millers and importers were derived from data sub-
mitted in response to questionnaires distributed
by the Commission. The millers reported their
monthly prices by U.S. or Canadian grade classi-

_fication. All the prices they paid during the sam-

ple period were reported on a delivery basis.®

The average price paid by the millers for U.S.
grade No. 1 durum wheat started at index num-
ber 116 per bushel in January 1986 and dropped
to a yearly low of 93 in September (table 7-2).
The price rose to 100 in December. During the
first 8 months of 1987, the price was relatively
stable, fluctuating between 109 in May and 90 in
July. It attained a yearly high of 122 in Septem-
ber. In 1988, the price rose rapidly from 118 in
March to 194 in July and then declined to 163 in
December. The price decreased precipitously in
1989, from 158 in March to 122 at the end of the
year. :

In most sample months, the average price
paid by the millers for U.S. grade No. 2 durum

" wheat fluctuated similarly to that of U.S. No. 1

durum wheat. In 1986, the price for No. 2 du-

. rum wheat began at 104 per bushel and reached a

yearly high of 107 in April (table 7-2). The price
fell to a low for the year of 85 in October. It
exceeded 105 in September 1987, reaching 113,

" and rerhained over 105 for the rest of the year.
‘In the summer of 1988, a large pnce increase oc-
,curred, from 116 in May to 184 in June. The

price declined in 1989, from 163 in January to
107 in November. Except in July 1987, June
1988, and January 1989, the prices of U.S. grade
No. 2 were always lower than those of U.S. grade

:<No 1,"as expected given the quality difference.

7 Accordmg to the U.S. Department of Agriculture,

" -durum wheat production in 1987, 1988, and 1989 was

92.6, 44.8, and 92.2 million, bushels respecuvely
. ©'In the questionnaires, the Commission requested -
millers and importers to report only their prices. for the

- largest dollar value single purchase for each month.

Prices are c.i.f. delivered to their facilities. The abbre-
viation c.i.f. means that the price includes insurance and
freight charges from the shlppmg pomt to the delivery

-point:

i
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Table 7-2

Durum wheat: Average dellvery prices pald by U.S. millers, by U.S. and Canadlan grade classification,

by months, January 1986-December 1989

(Index prices)

Grade No. 1 Grade No. 2 Grade No. 3 Grade No. 4 Grade No. 5
Month U.S. Canada U.S. Canada U.S. Canada U.S. Canada U.S. Canada
1986:
January 116 ! 104 1 97 ! 93 ! (') :
February 114 1 101 ! 87 ! (') ! {")
March 113 ' 100 ' 97 1 94 ! 92 !
April 113 ! 107 ’ 102 ' 96 ! 91 !
May 115 ! 106 ! 103 ! (") ! (") !
June 11 1 (") ! 103 ! 94 ! 92 !
July 102 ! 86 ! 84 ' 77 1 61 !
August 96 ' 94 ' 87 ! 86 ' 63 !
September 93 ' N ' 78 ! 75 ! () !
October 93 ' 8 ' 83 1 78 ! 66 '
November 98 ' 96 ! 84 ' 83 ! 75 !
December 100 ! 89 ' 87 ' 86 ' 76 '
1987:
January 101 ' 95 ") 91 ! 89 ' 79 '
February 101 ' 93 ' 91 ' 90 ! 76 !
March 104 ! 95 ! 92 ! 93 1 78 1
April 107 ' a7 ! 97 ! 94 ' 83 !
May 109 ' 100 1 99 ' 96 1 88 '
June 109 ! a9 ! 97 1 92 ' 80 '
July” 90 ! 97 ! 90 ! 93 ! 85 ’
August 106 ! 93 ! 101 ! 95 ! 86 !
September 122 ' 113 ' 108 1 106 ! 101 !
October 122 ! 112 ' 104 103 10t 104 97 '
November 120 116 116 109 (") 103 ") 93 ’
1glggceml'.ier 119 118 110 117 106 (*) ‘100 (') 100 !
January 120 120 113 116 106 {° 83 ' 104 !
February 124 1M1 113 136 106 (" 98 ! (") !
March 118 111 107 125 103 (" 102 ’ (") !
April 120 (") 13 111 107 (* 106 N (") !
May 123 (") 116 126 111 (* 111 ' 98 !
June 179 (') 184 175 198 209 162 124 134 ’
July 194 (") 155 133 166 (') 162. 124 149 !
August 193 (") 182 128 178 202 164 M 161 !
September 179 (") 171 162 149 180 141 ! M '
October 177 (") 171 185 169 ' 150 ! 132 !
November 169 () 163 (") 157 ' 148 ! (") !
December 163 184 137 181 146 ! 143 1 (') '
1989:
January 157 186 163 172 144 ! 145 ' 151 !
February 154 (") 153 166 148 ' 141 ' 122 !
March 158 168 154 183 128 ! 139 ' ' !
April 154 184 143 188 118 ! 114 ! ' 1
May 145 (') 140 136 132 ' 121 ! ' !
June 153 138 144 149 121 ! 113 ' ! !
July 152 148 130 146 - 121 ' 116 ! ' !
August 140 142 120 141 109 ! 122 ! M !
September 127 129 119 132 99 142 103 t ! A
October 127 123 111 148 106 ! 102 ! ! !
November 124 126 107 137 {") ' 104 113 ! '
December 122 151 112 148 {") ' 105 (") ! '

' No transactions.

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

In most sample months, the average prices for
the U.S. grades No. 3, No. 4, and No. § durum
wheat fluctuated similarly to those of grades No. 1
and No. 2. They fell to their lowest levels in the
fall months of 1986 and reached their highest lev-
els in the summer months of 1988 (table 7-2).
In general, the higher grade wheat was sold at a
higher price. Sales of the three low grades of
wheat, especially grades No. 4 and No. §, were

relatively small compared with those of grades
No. 1 and No. 2.2

The millers also bought Canadian durum
wheat from U.S. firms. The prices they paid for

° One of two millers who bought U.S. grades No. 4
nd No. 5 indicated that during the sample period, grades
No. 4 and No. 5 amounted to only 2 percent of the total
purchase and grade No. 3 amounted to about 4 percent.
Grade No. 1 was 63 percent of the total purchase.



Canadian wheat were reported on a delivery ba-
sis. The average price paid by the millers for Ca-
nadian grade No. 1 durum wheat ranged from in-
dex number 111 in February 1988 to 186 in-
--January 1989 (table 7-2). The millers bought
Canadian grade No. 1 durum wheat only in 1§
‘out of 48 months. They also bought Canadian
“grade No. 2 durum wheat starting in November
1987. The price of No. 2 grade fluctuated be-
tween 111 in April 1988 and 188 in April 1989.
In addition, they bought small amounts of Cana-
dian grades No. 3 and No. 4 durum wheat. No
purchases of Canadian grade No. 5 durum wheat
were reported by the millers.

Compared with that of U.S. grade No. 1, the
price of Canadian grade No. 1 was higher in 8 out
of the 15 months in which Canadian wheat was
purchased. It was lower than U.S. grade No. 1in
6 months; the two prices were the same in Janu-
ary 1988. For grade No. 2, the price of Canadian
durum wheat was lower in 7 out of the 25 months
in which Canadian wheat was purchased.

Average Prices Paid by Importers

Like the millers, the importers reported their
monthly prices by U.S. or Canadian grade classi-
fication. They bought both U.S. and Canadian
durum wheat for resale. All the prices they paid
during the sample period were reported on a de-
livery basis.10

According to the questionnaire responses, im-
porters bought mainly grades ‘1 and 2 durum
wheat from Canada starting in late 1987. The
average price paid by all importers surveyed for
Canadian grade No. 1 durum wheat began at in-
dex number 118 in December 1987 and reached
a peak of 186 in January 1989 (table 7-3). It
declined to 132 at the end of 1989. The average
price for Canadian grade No. 2 durum wheat paid
by importers started at 116 in November 1987
and reached a peak of 183 in January 1989. It
decreased to 129 in December 1989. -

The importers bought mainly U.S. grade No.
1 durum wheat. They bought U.S. grade No. 2
durum wheat only in 1 out of the 48 sample
months. No purchases of U.S. grades No. 3, No.
4, or No. 5 were reported during the whole sam-
ple period. The average price paid by the import-
ers for U.S. grade No. 1 began at 117 per bushel
in January 1986 and peaked at 195 in August
1988 (table 7-3). The lowest price (100) was
reported in September 1986. During the 14
months in which the prices of both U.S. and Ca-
nadian No. 1 durum wheat were reported, the

19 Most of the U.S. and Canadian durum wheat was
purchased by contracts and delivered in later months.
Only a portion of shipments were bought and -delivered
within the same month. Most intervals between purchas-
ing and shipping times were less then 3 months. No
advance payments or deposits are required when signing
contracts. Usually, sellers are paid on shipping days.

price of Canadian durum wheat was lower than
that of U.S. durum wheat in 6 out of the 14
months. The changes in the prices of U.S. and

. Canadian No. 1 durum during the entire sample

period are shown in figure 7-1.

- The method used for evaluating the price
trend of durum wheat is also used to evaluate the
price trend of HRS wheat in the United States.
Both HRS and durum wheat are planted in the
spring. To growers, they are perfect substitutes
for each other, but to most users they can be sub-
stituted for each other only to a limited extent.
Nevertheless, one would expect prices of HRS to
follow a similar pattern as that of durum wheat.
In the past, premium durums have commanded a
higher price than medium and lower grade du-
rums and than other wheats such as HRS wheat.

Price Trend of Hard Red Spring Wheat

In the dry years of 1987 to 1989, high-protein
wheat was in oversupply relative to lower protein
wheats. The dry weather caused more wheat
than usual to be in the high-protein category.
Millers usually specify exact standards because if
the wheat is above or below their specifications
they must recalibrate their equipment. As a re-
sult, wheat sellers may have to blend down to
lower protein levels. This may explain the lower
prices recently for the highest protein durum rela-
tive to HRS. Or, to put it another way, there has
been a negative premium recently for high-pro-
tein durum.

Minneapolis and Portland are two main mar-
kets for HRS wheat in the United States. Price
trends for each market are evaluated in the fol-
lowing discussion.

Minneapolis Market Prices

In 1986, the average monthly wholesale price
for HRS wheat in the Minneapolis market started
at $3.97 per bushel in January, became $3.90 in
February, and reached a yearly high of $4.17 in
April (table 7-1). It declined to a yearly low of
$2.85 in September, returning to $3.04 by the
end of the year. The price of HRS wheat was
more stable in 1987 than in 1986. It fell to $2.94
in July and August from $3.24 in May. In 1988,
the price increased from $3.42 in May to $4.32 in
June and remained at the $4 level throughout the
rest of the year. No significant decreases in the
price of HRS wheat were reported in 1989. Com- .
pared with the 1988 price, the 1989 price was
more stable, ranging from $4.08 in September to
$4.56 in March. All monthly prices in 1989 ex-
ceeded $4.00 per bushel.

On an annual basis, the price of HRS wheat
decreased in 1987 but increased in 1988 and
again in 1989. In the Minneapolis market, the
price of HRS wheat was more stable than that
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Table 7-3

Durum wheat: Average delivery prices pald by U.S. Importers, by U.S. and Canadian grade classifica-
tion, by months, January 1988-December 1989

(Index prices)

Grade No. 1 Grade No. 2 Grade No. 3 Grade No. 4
Month U.S. Canada U.S. Canada u.s. Canada Uu.s. Canada
1986:
January ................... 117 ! ! ! ' ' ! '
February .................. 117 ' ' ! ! ' ! !
March .........covvvnennen 117 1 ! ' ! ' ' !
Aprl ... ... ... 119 ! ! ' ' ! ' !
May ......cooiiiiiiiiea 121 ! ! ' ' ! ! !
June ..., 116 ' ! ! ' ! ! N
July L 104 ' ' ! ! ! ! !
August ..., 104 ) 116 1 ' ! 1 1
September ................ 100 ! ' ' ! ' ! !
October .................. 101 ! ! ! ' ! ! !
November ................ 102 ' ' ’ ' ! ' '
December ................ 108 1 ! ' 1 ! ' !
1987:
January ................... 104 ' 1 ' ' ' ' !
February .................. 103 1 ! ! ' ! ! !
March ............co0evnuen 108 ! ' ' ! ' ' !
April ... 111 ! ! ! ! ’ ! !
May .....coiviivninennnnns 113 ’ ! ! ' ' ! '
June ..., 111 N ! ' ' ! ! '
JUIY e 106 ' ' ? ’ ! ! !
August ............ .00 109 ! ' ! ' ' ' !
September ................ 126 ' ! ' ! ! ! '
October .................. 117 1 ! ! ' ! ' 104
November ................ 122 ! ! 116 ! ! ! (')
December ................ 121 118 ! 117 1 1 ! (")
1988:
January ............c000n 125 123 ! 120 ' 1 ' !
February .................. 122 1 1 136 ! 1 1 ’
March ...........cccvvvnnn 121 ' 1 125 M ! ! '
Aprit ... e 124 ' ! (") . ! ' ! '
May ...cooneiiiniinnnns 124 1 1 12 1 1 ! 1
June .......... ... e, 159 1 ! 118 ! 1 ! !
...................... 168 1 ! 133 1 ' 1 1
August ..............c..... 195 1 ! 131 ’ 1 ! 124
September ................ 184 ' ' 133 i ! ! !
October .................. 182 ! ! 133 1 1 1 '
November ................ - 176 1 1 (") ' ! ! 1
December ................ 165 184 ' 181 ! ! ' !
19689:
January ................... 165 186 ! 183 ' ! ! 1
February .................. 159 166 ! 169 ! 1 ! '
March ...............c0.... 159 169 ’ 166 ! ! ! 1
April ... ... 142 169 1 167 ! ! ' !
May .....oiiiiii e 139 ( ' (") ' 1) R 1
June ....... . e, 161 14 1). 146 ' ! ' !
July L 124 153 ! 150 ' ! ! !
August ................... 146 150 1 147 ! ! ' N
September ................ 140 107 ’ 127 1 142 1 '
October .................. -141 151 i 148 ' 1} ! !
November ................ 135 134 ! 137 ' 1 1 !
December ................ 137 132 1 129 ' ' ' !

! No transactions.
Source: Complled from data submitted in response to questionnalres of the U.S. International Trade Commission.
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Figure 7-1
Prices of grade No. 1 durum wheat, January 1986-December 1989
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of durum wheat in 1988. The 1988 drought re-
sulted in a larger price fluctuation for durum
wheat. The price of HRS wheat in the market was
lower than that of durum wheat in 42 out of the
48 months.

Portland Market Prices

In 1986, the price of HRS wheat in the Port-
land market started at $4.53 per bushel in Janu-
ary and reached a yearly high at $4.65 in April
(table 7-1). It fell to a yearly low of $3.31 in
August and rose again to $3.39 in December.
Compared with the 1986 price, the 1987 price

was more stable, ranging from $3.37 in February - .

to $3.71 in May. It never exceeded $4 during the
entire year. In 1988, the price started at $§3.71 in
January and rose rapidly from $4.01 in May to
$4.88 in June. It reached an annual high of
$5.04 in October and then declined to $4.96 in
December. In 1989, the price rose to a record
high of $5.12 in March but soon declined below
$5 in June. An annual low price of $4.53 per
bushel was reported in November.

AS§ in the Minneapolis market, the price of
HRS wheat, on the average, decreased in 1987
but increased in 1988 and again in the first half of
1989. However, the price in Portland was always

higher than that in Minneapolis during the 4-year. .
period. The main reason for higher prices in
Portland is higher transportation costs. Most’

HRS wheat is grown in North and South Dakota,
which are closer. to Minneapolis than Portland.

Average Prices Paid by Millers

The average prices of HRS wheat were de-

rived from data submitted in response to ques-
tionnaires of the Commission.
ported their monthly prices by U.S. or Canadian
grade classification. All the prices they paid dur-
iglg the sample period were reported on a delivery
asis. -
The average price paid by the millers for U.S.
grade No. 1 HRS wheat began at an indexed 108
per bushel in January 1986 and reached a yearly
high of 114 in April (table 7-4). It declined to
92 in December. Compared with the 1986 price,
the 1987 price was more stable, ranging from 86
in September to 100 in June. The price exceeded
100 in June 1988 and stayed at that level
throughout the year, reaching a high' of 126 in
August. The 1989 price was also stable, fluctuat-
ing between 113 in November to 125 in March.
Most millers bought grade No. 1 HRS wheat, and
only a few millers bought lower grade HRS wheat.

The average price for U.S. grade No. 2 HRS
wheat fluctuated widely in 1986, from 74 per
bushel in September to 113 in May. The price
was fairly stable in 1987, starting at 85 in January.
It reached a yearly high of 92 in October and
then declined to 77 in December. Like that of
U.S. grade No. 1, the price of No. 2 HRS wheat
rose sharply in June 1988, from 93 in May to 104

7-8

The millers re-. -

in June, and reached 114 in July. The highest
indexed price for No. 2 HRS (118) during the
sample period was reported in September 1988.
It dropped to 99 in December 1989.

In general, the changes in the prices of the
U.S. grades No. 3, No. 4, or No. 5 HRS wheat
followed the pattern of the price changes of grade
No. 1. The prices of low grades of HRS wheat

..were relatively- high in- the summer of 1988. In

most of the sample months, the prices of low

.grades were lower than those of high grades.

Average Prices Paid by Importers

According, to data submitted in response to
questionnaires of the Commission, the importers
bought mainly U.S. grades No. 1 and No. 2 HRS
wheat during the sample period. They also
bought Canadian,No. 2 HRS wheat only in 8 out
of 48 sample months. No purchases of other
grades of Canadian HRS wheat were reported.

The average price:paid by the importers for
U.S. grade No. 2 HRS wheat started at 133 per
bushel in January 1986 and fell to a yearly low of
91 in November (table 7-5). It rose to 109 at the
end of the year. Compared with that of 1986, the
1987 price was more stable, fluctuating from 86
in July to 108 in February. The price increased
rapidly from 105 in May to 121 in June 1988 and
remained above 105 in the second half of the
year and during all of 1989. The highest price
(133) during the sample period was reported in
January 1986. The price for U.S. grade No. 1
HRS wheat changed in a similar way as the price
for No. 2 HRS wheat with a range from 75 in
August 1986 to 122 per bushel in March 1989.
During the sample period, the prices of U.S.
grade No. 2 HRS wheat were always higher than
those of No. 1.1 ' :

During the 48-month period, prices for Cana-
dian grade No. 2 HRS wheat were reported for
only 8 months. The price ranged from 80 per
bushel in June 1988 to 116 in November 1989.
Compared with those of U.S. No. 2 HRS wheat,
all of the 8 monthly prices of Canadian No. 2
HRS wheat were lower.

The questionnaire responses indicated that in
most months in which the millers bought both
U.S. and Canadian durum wheat, they paid
higher prices for Canadian durum wheat. The
importers also paid relatively higher prices for Ca-
nadian grade No. 1 durum than for U.S. grade
No. 1 durum wheat in most of their purchases.
However, the importers always paid relatively
lower prices for their purchases of Canadian No.
2 HRS wheat than for U.S. grade No. 2 HRS
wheat. The changes in the prices of U.S. and
Canadian HRS wheat during the entire sample
period are shown in figure 7-2. .

"' The prices of U.S. No. 1 HRS wheat are esti-
mated figures. Because the :prices of U.S. No. 2 HRS
wheat are actual delivery prices, they are more reliable
than the estimated prices. Only two of the importers
reported their purchases of HRS wheat.



Table 7-4

Hard Red Sp}lng wheat: Average delivery prices paid by U.S. millers, by U.8. and Canadian grade clas-
siflcation, by months, January 1986-December 1989 ) _

(Index brlces)

Grade No. 1 Grade No. 2 Grade No. 3 Grade No. 4 Grade No. 5
Month U.S. Canada U.S. Canada U.S. Canada U.S. Canada U.S. Canada
1986:
January ........... 108 ! 102 ' 97 ! (' ! 98 '
February .......... 103 ! 102 ! 97 ' 9 ! ") '
March ........... 104 t 96 ! 99 ! 96 ' (") '
April ............. 114 ! 105 ! { ! (") ! (") !
May ............. 111 1 113 ' 9 ! 94 ’ ( !
June ............. 96 ! 85 ' (') ! ") ' C !
Juy Lo 92 ! 96 ' 64 ! 54 t 67 !
August ........... 92 ' 96 ' 77 ! ('& ! ') !
September ........ 82 ! 74 ! 74 ! 6 ' ) ’
October .......... 88 ! 80 ' 75 ' 62 ! ) '
November ........ 86 ! 78 ' 67 ' 56 ! 68. '
December ........ 92 ! 85 ' 81 ! 66 ! (") ’
1987:
January ........... 96 ! 85 ’ 67 ! 64 ! ) !
February .......... 90 ! 82 ' 70 1 75 ! 4 !
March ............. 93 ! 82 ' 77 ! (") ! 67 '
April ............. 89 ! 74 ! 61 ' (') ' 63 '
May .............. 90 ' 82 ' 78 ! ) ' (') '
June ............. 100 ! 273 ! 104 ! 8 ' ( !
Juy ..., 98 1 83 ! -100 ! 57 ' -
August ........... 93 ! 81 ' 78 ! 74 1 L '
September ........ 86 ! 77 ! 74 ! 60 ! ! *
October .......... 90 ! 92 ' 93 ' €6 ! !
November ........ 88 ! 84 ' 80 ! 64 t 64 !
1~9Iggcember ........ 91 118 7 (¢ 78 ' 72 ' ‘) '
January ........... 93 120 85 ' 84 ' ! ' 63 '
February .......... 97 M 86 ' 85 ! ’ ! { '
March ............ 91 11 78 ' 73 ! ' N 6 '
April ............. 93 1 91 1 76 1 y ' {") '
May .............. 97 ’ 93 ! 79 ! L\ ' { )
June ............. 121 ! 104 M m ' ! ' 1 !
Juy ..ol 121 N 114 ! 115 ! N N 106 i
August. ........... 126 1 116 ' 98 ' ' N 99 !
September ........ 120 ! 118 ' " 105 ' ' ’ ' '
October .......... 124 ' 114 ! 107 ! ' ! ! ’
November ........ 118 ' 112 ’ 102 ' ' ! ' ’
19Det:ember ........ 118 184 112 ' 104 ! ! ! ' '
January ........... 120 ' 117 (" 10t ! 97 ' (J& ’
February .......... 122 t 89 ! 99 ' ' ' 1 '
March ............ 125 ' 113 ! 107 ' v ’ ' '
April ............. 122 ' 108 ! ( ! ' t ! '
May................ 124 ! 115 ! 10 ' ! ’ ' !
June ............. 124 ' 11 ! ! ! ' ' ’ '
July ...l 124 ! 110 ! 2' 1 ’ ' v ’
August ........... 118 ’ 110 | {! ! ! ' ' '
September ........ 116 N 107 ! {' ' ' ' ' ’
October .......... . 117 ' 109 ! (' ! ' ' ! !
November ........ 113 ! 108 ! ! ! ' ' t !
December ........ 114 ' 99 ' z' ) ' ' t ! '

' No transactions.
2 The protein content of the largest shipment in this month was below the base leve!.

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



Table 7-5

Hard Red Spring wheat: ‘Average c.i.f. delivery prices pald by u.s. |mponors by U.8. and Canadian
grade classification, by months, January 1986-December 1988

(Index prices)

. Grade No. 1 Grade No.2
Period U.s. Canada u.s. Canada
1986:
JaNUAMY . ... i et 104 1 133 !
February . ..........coivivivniinerinnroansns 101 ' 129 '
March ...ttt ittt ittt 104 1 130 !
Y « o | N 107 1 119 97
L T 109 (! 123 ¢
JUNB ... it e 79 1 105 9
JUIY L e i i i et e e 78 ! 99 94
August ........ ... it 75 ! 100 1
September .............ciieiiiiireieiannn 76 ! 93 !
OCtobBr ... ... it ittt e 77 ' 99 1
November ............ccoeviiineneronnnens - 82 ! 91 1
December .............ccoiiriinrennnnnnnns 91 ! 109 !
1987:
January .. ..o i 80 ! 92 !
February ...........cvtiiiiirnernernnsnens 82 ! 108 !
March ... . ittt ettt it 76 ! 96 1
APHl . e i trrcrereae 82 ! 94 1
May ... e e it et e 87 ! 93 88
JUNB ... i et e e 83 ' 95 !
JUIY i e et e 78 ! 86 !
AUGUSE ... ...ttt 78 ' 97 !
September .............. ittt 81 N a5 !
October ..........  ..cciieiiviieinernnnnnnn 84 ' 96 !
November ..............iiivninerednnnnns 82 ! 95 . 1
Decomber ...........cciiiiiiiiinrnacnnans 82 ! 102 !
1988:
JANUALY . . ...t i s i e 86 ! 108 !
February ............cciiiiieiniinnnnornans 88 ! 106 !
March ...ttt et e et 82 ' 96 1
L2 P 87 { 96 8t
MY .. it e et ettt e, 92 ’ ! 105 8t
JURE ... .. it i it ('; ' 121 8a
JUIY i e i e i i et et " ). 118 1
AUGUSTE ..ottt innireinneeenneeennnss 114 1 126 1
September ......... ... i it 114 ' 123 !
October .........ccviiiinirerimtenennnnees 115 1 126 1
November .............civiiiiinnnnnnnnnn 111 ! 123 !
Decamber ............cciiiiiviiniiinnnn. " ' 121 W}
1989: )
JANUANY .. i i it 116 1 128 !
February . ........coiiiiiinrrniiinnarenss 116 “( 126 '
March ... .....iiiiiiiiiiiini ittt 122 ! 129 1
L1 S 119 ' 130 !
May ... i i i i i i et et ©122 1 129 t
JUNB ... it e e 118 ' 129 !
July CL i et 113 1 121 '
AUGUSE ... ... it i i i e 13 v 121 1
September .......... E - 107 ' 118 1
October ..............ciiiiiiiiiiinnnnnnn. 109 ! 121 1
November .............. e wee. 108 1 118 116
December .......... ettt M1 1 118 M

' No transactions.
Source: Complled from data submitted ln response to quesﬂomalres of the U.S. International Trade Commission.
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ure 7-2
Pr?en -of grade No. 2 hard red spring wheat, January 1986-December 1889
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Currency Exchange Rates

For durum wheat and HRS wheat, Canada
is the only foreign supplier in the U.S. market
and a major competitor of the United States in
international markets. Thus, changes in the ex-
change rate between the U.S. dollar and the Ca-
nadian dollar could alter the competitive status of
the two countries in wheat markets. Table 7-6
presents indexes of producer prices in the United
States and Canada and indexes of the nominal
and real exchange rates between the U.S. dollar
and the Canadian dollar from January-March
1986 (the base period) through October-Decem-
ber 1989. During the sample period, the U.S.
dollar depreciated by 20.1 percent, or from
US$0.7124 per Canadian dollar to US$0.8558
per Canadian dollar, in nominal terms. In real
terms, the dollar depreciated by 28.7 percent with
respect to the Canadian currency, as shown in ta-

ble 7-6. The changes in the exchange rates indi- -

cate that U.S. wheat suppliers gained a competi-
tive edge against Canadian wheat suppliers in in-
ternational markets during 1986-89.

General Accounting Office Study

Congress requested that the General Account-
ing Office (GAO) complete a study-analyzing the

responsiveness of durum prices to market forces. -
. The GAO used ending stocks-to-use relative to

" Table 7-6
Exchange rates:

the loan rate'2 to conclude that 1989 prices were
under what historical factors would indicate they
should be. The results of the study were pre-
sented during a Congressional field hearing in Bis-
marck, North Dakota; in December 1989.

The U.S. Department of Agriculture (USDA)
has suggested that a model of the sort used by
GAO might not present an accurate picture, par-

. ticularly for a-commodity such as durum.'3 The

USDA .cited several possible drawbacks: (1) the
loan rate for wheat'may have fallen to that point
‘where.it no longer functions as a floor under du-
rum prices, and (2) a small shift in the price
curve described by.the GAO over time could
cause a large change in- pnce forecasts at low
stocks-to-use ratios. Data points at low stocks-to-
use ratios are few and old. Another problem with
the GAO model, according.to the USDA, was the
use of Minneapolis pricgs instead’ of farm-level
prices (although the farmelevel price data were:
not collected pnor to 1981). The: full impact of
lower stocks in Gowernment or farmer-owned
storage was also not factpred in.

12 Refer to the} section on U.S. Government programs
for description ofthe loan ‘rive.

'3 The Informational Memorandum to the Assistant
Secretary for Economics and the GAO smdy are included

- in appendlx D.

Vi

Indexes of nominal and. real exehange rates bétween the U.S. dollar end Canadian

dollar, and producer price indexas-In the United sxates and Canada, by quarters, January 1988-

December 1989

e TN %" Canadian Nominal Real
: : U.8. Producer +". Producer exchange- exchange-
Period Price Index -; Price Index rate index rate index
1986: . . . T ’
January-March ........ .. 100.0 100.0 100.0 100.0
_April-dune. ...l 98:2. 98.5 101.3 101.6
July-September . . ... s . .-97.7 96.7 101.2 100.2-
1!:,(g;:tober--Deceml'.wer AR 98.1 99.4 101.3 102.6
January-March ............ 99.2 . 99.8 .. 104.9 105.5.
CApril-dune L. ...l 100.8- 101.1 105.2 105.5
July-September ............ 101.9 102.6 106.2 106.9
19C8>gtober—December ........ 102.3 Jos.e - 107.0 108.3
January-March ............ 102.9 109.3 110.7 117.6.
Apri-dune ............. 104.8 110.7 1141 120.5°
July-September ............ 106.2 : 112.0 115.1 121.4
Ca)gtober—oecember ........ 106.7 = ¥112.9 116.3 123.1
January-March ............ 109.0 1143 117.7 123.4
April-dJune ................ 110.9 - 116.2 117.6 123.2
July-September ............ 110.4 117.9 118.7: 126.8 -
October-December ........ 110.9" 118.9 120.1 128.7 -

' The Canadian Producer Price Index for the fourth quarter of 1989 is not available from the IMF. The

o

price index for November 1989 was used as the fourth quarter index.

Note.—Exchange rates expressed in U.S. dollars per unit of Canadian currency. Thus, if the U S -dollar- depreciates -
with respect to the Canadlan dollar, this exchange-rate lndex rises (the U.S. dollar prlce per unit of Canadian cur-

rency rises).

The real exchange rate is the nominal exchange rate adjusted for the difference between the Inflation rates In

the two countries involved.

Source:
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Effects of Export Subsidy Programs
on Price Trends

Information gathered from fieldwork con-
ducted by USITC staff suggests that an important
consideration in the market determination of du-
rum wheat prices is the international interplay of
the European Community’s export subsidy pro-
grams and the U.S. Export Enhancement Pro-
gram (EEP). These export subsidies may be
drawing down world durum prices. The decline
in world durum prices relative to U.S. prices
could make the U.S. market price appear rela-
tively more attractive to Canadian exporters.
Further, if Canada loses traditional markets to the
EC and to the United States, then the drawdown
of domestic supplies in the United States could be
compensated by increased imports from Canada.

The effect of the EEP on participants in the
world wheat market was described by the U.S.
General Accounting Office:

...the effects of EEP are being felt by other
U.S. competitors, specifically Australia, Ar-
gentina, and Canada. While EEP was de-
signed to challenge subsidizing competitor na-
tions, particularly the European Community,
the above-mentioned countries have been ad-
versely affected, both in terms of lower prices
for their commodities and in reduced market
shares.™

4 Allan I. Mendelowitz, Director, Trade, Energy
and Finance Issues, National Security and International
Affairs, U.S. General Accounting Office, testimony
before the U.S. Senate Committee on Agriculture,
Nutrition and Forestry, Feb. 21, 1990. Cited by Cana-
dian Wheat Board. .
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Chapter 8
Transportation

The U.S. Transportation
System for Grain

The transportation system for most of the du-
rum trade in the United States is complicated, in-
volving a number of participants and several
transactions for the movement of durum wheat
from producer to market. Participants in grain
transportation include producers, elevators, com-
mission companies, or brokers, exporters, and
domestic processors.? A transaction occurs each
time the grain passes from one participant to an-

_other, and prices are determined at each transac-
tion through forward and spot markets. Prices
may differ because of changes in handling, condi-
tioning, and storage at various points in the trans-
portation system and because of differences in
profit margins for the various participants. Sales
can either be free on board (f.0.b.) or inclusive
of charges, insurance, and freight (c.i.f.) and may
be negotiated as part of any individual contract.?

U.S. durum wheat is transported by one of
four modes: truck, rail, barge, or ship. From
farm to country elevator, a relatively short dis-
tance, the primary mode of transportation is by
truck. However, most U.S. grain is shipped by
rail from the country elevator to the terminal ele-
vator. Grain may also be shipped southward by
barge along the Mississippi, or in lake carriers be-
yond Duluth through the Great Lakes and St.
Lawrence Seaway.

Transportation of wheat is heavily weighted
toward rail because rail is generally the most eco-
nomical mode of transport for the large quantities
of grain that must be moved. Currently, 80 per-
cent of durum transportation is by rail. For the
most common destinations, such as Minneapolis-
St. Paul and Duluth-Superior, this percentage is
about 90 percent.? : )

Rail Transportation

Because rail is the most common mode for
shipment of wheat, transportation in the wheat in-
dustry has been markedly affected by the deregu-
lation of the railroad industry in 1980. Although
U.S. rail rates generally have declined since de-
regulation, different conditions may prevail in ar-
eas of limited .competition between railroads.

! William W.Wilson, Posted Prices and Auctions in
Rail Grain Transportation, North Dakota State Univer-
sity, Department of Agricultural Economics, October
1989, p.13.

2 Ibid. .

3 Barry M.Olsen and Daniel L.Zink, “North Dakota
Grain and Oilseed Transportation Statistics 1988-89,"
North Dakota State University, The Upper Great Plains
Transportation Institute, December 1989, p.22.

Rail rates in the Northern Plains (North Dakota,
Montana, and Wyoming) are much higher than in
regions where railroads must compete with each
other and with other modes of transportation,
such as barges. Only the Soo Line (Canadian-
owned) and the Burlington Northern railroads
serve most of the North Dakota/Montana area,
where most durum is grown. Most durum pro-
ducers rely on the Burlington Northern (BN).4

To illustrate, immediately following deregula-
tion, rail rates for wheat transportation on the BN
to Minneafolis rose steadily and stabilized after a
few years.> Since then rates have declined some-
what but continue to fluctuate, and they remain
relatively higher than rates in areas where more
railroads compete for business. For example, a
rate from a country elevator to Minneapolis (a
gathering rate) may be three times higher than
that for a comparable distance from Minneapolis
to an end user in an area served by a number of
railroads.®

Changes in the competitive environment have
also strongly influenced the evolution of rail-pric-
ing mechanisms in grain transportation.” Before
the Staggers Rail Act (1980), rail rates were set
by published tariffs. In about 1983, a number of

railroads moved toward bilateral contracts be-

tween individual shippers and carriers. A 1987
survey of North Dakota grain shippers indicated
that approximately 80 percent shipped using rates
set by contract. Most of these shippers were
high-volume country elevators able to negotiate
their own terms.® Smaller shippers often sold on
an f.o.b. basis. In this manner, the smaller ship-
per was able to take advantage of the buyer’s rail
contract rates.?

Contract terms generally included rates (often
negotiated relative to a tariff), minimum volume,
car supply, and service. Terms varied between-
railroads. In addition, certain railroads offered
identical terms to all customers, and other rail-
roads negotiated terms with individual shippers.1°

In the last 3 years, there has been a trend
away from the use of contracts. Several possible
reasons for this trend have been advanced by
analysts of grain transport, including a change in
the rules for contract disclosure, which allowed
rates to become public. If specific contract rates
were widely known, bargaining power of the par-
ties would be reduced. Also, grain exports rose
sharply, creating more demand for transportation
and thus reducing the availability of railcars.

4 The BN is the largest grain-hauling railroad in the
world, according to North Dakota grain transportation
authorities.

8 USITC staff interview with North Dakota State
University grain transportation analysts, Fargo, ND,
March 1990.

® Ibid.

7 Wilson, Posted Prices and Auctions in Rail Grain
Transportation, p.6.

® Ibid.

® Ibid.

' Ibid.



Partly as a result of these conditions, BN
started selling service guarantees by means of an
auction-type mechanism.'' These guarantees
have also contributed to a decline in the fre-
quency of contracts. The guarantees, known as
Certificates of Transportation (COTs), are guar-
antees of a certain number of railcars available
for use by the buyer within a certain time period,
like a futures market in railcar supply. A pre-
mium or discount may apply to the COT, depend-
ing on the purchase period, thus enabling the rail-
road to have better knowledge of short-term fu-
ture demand for railcars and to better control the
allocation of railcars to different geographic ar-
eas.

The effect of the COT on the grain shipper
has been widely discussed. Although in the short
run premiums or discounts on COTs fluctuate
only an average of 10 percent either way, it has
been theorized that the smaller shippers are dis-
proportionately affected because their profit mar-
gins are normally very slender.’? In addition,
since COTs are purchased in advance, the smaller
shippers with less available cash (and minimal li-
quidity) are placed at a disadvantage if they must
borrow funds in order to purchase a COT.

When the seller is paying the rail transporta-
tion costs, rates usually favor the large producer
or large country elevator that is able to ship
enough grain at one time to form a unit train.
Rates are lower for unit trains than. for single-car
shipments. Those country elevators that have
railheads permitting them to load between 26 and
52 car lots in a day have competitive advantage in
this regard.

Shifts in Geographic Destinations
of U.S. Shipments

There have been a number of differing trends
in the movement of durum over the last several
years. While shipments by destination have de-
clined because of a decline in total durum ship-
ments, '3 the patterns of shipments by destination
have also altered.'* Historically, over half of
yearly durum shipments had been destined for
Duluth-Superior, nearly twice as much as the next
most common destination, Minneapolis-St. Paul.
Currently, however, equal amounts of durum are
shipped to Minneapolis-St. Paul and Duluth-Su-
perior destinations. Whereas the amount of du-
rum shipments to western destinations has re-
mained at 3 percent per year, the quantity of du-
rum destined for other destinations has risen

1 Ibid., p. 8.

12 USITC staff interview with representative of a
ggagin processing company, Grand Forks, ND, March
1990.

13 North Dakota shipments declined from a high of
approximately 95,000 bushels in the 1986/87 crop-year
to the current 45,000 bushels per year.

14 Olsen and Zink, “North Dakota Grain and Oilseed
Transportation Statistics 1988-89," p.20.
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markedly?5, from‘ 16 percent of total shipments in
1984-85 to SO percent in 1988-89.18

The fixed percentage of shipments over time
to the western United States highlights an impor-
tant issue with regard to grain transportation.
Some western U.S. millers have stated that they
find it more economical to buy Canadian durum,
not only because Canadian durum supplied to the
northwestern United States is several hundred
miles closer than durum originating in Montana,
but because these millers perceive a growing lack
of liquidity in the durum market in the western
United States.?

A particular miller cited two main causes of
the liquidity problem. First, only one railroad
serves this particular miller’'s western area from
the Midwest durum-growing region. At the same
time, however, this miller states that he believes
there are more transportation options available to
competing mills in the Midwest. Therefore, he
believes rail rates from the durum region to his
area are higher than rates to the Midwest. Other
sources have cautioned that the relatively higher
rail rates to western destinations may not be a re-
sult of the existence of only one railroad in the
area, but may be a result of smaller individual
shipments of grain to western destinations, result-
ing in lower economies of scale. The second con-
tributing factor appears to be a reduced number
of grain elevators in far west North Dakota and
eastern Montana. One company stated that it has
only a single remaining durum supplier in western
North Dakota, and that the supplier often does
not have the durum needed.®

Several industry sources noted that U.S. rail
tariff rates for flour are significantly higher than
those for grain. This disparity has apparently re-
sulted in a relocation of many processing facilities
(including durum mills) away from the areas of
production and toward consuming centers. The
sources of durum for such mills are now all fairly .
distant. Relocation may have resulted in de-
creased transportation differentials between U.S.
and Canadian sources because Canadian rail rates
are the same for flour as for grain.

Effects of an Increase in Rail
Transportation Rates

Fluctuations in transportation rates are not, in
general, directly reflected in increases in the mar-
ket price, which is established by a number of
other factors.'® The impact of most of the fluc-
tuation in grain transportation rates is ultimately

18 Other current destinations include Midland/South-
west States (11 percent of total), other Minnesota/Wis-
consin (15 percent), North Dakota (15 percent), and all
other (9 percent).

18 Olsen and Zink, “North Dakota Grain and Oilseed
Transportation Statistics 1988-89,” p.20.

:; g:csi.dumm miller, letter to USITC, March 1990.

id. .
19 See section of the report on prices, ch.7.



borne by the farmer. When transportation rates.

rise, the farmer’s margin on the sale of the grain
is lower.20 Also, the more elastic the demand for
the grain, the higher the percentage of rail-rate
fluctuations absorbed by the farmer. The high
elasticity of foreign import demand has caused
fluctuations in the transportation rates of export
grain to be absorbed more by the farmer than by
the consumer.2! Because of the recent increase
in durum imported from Canada, the elasticity of
domestic demand for durum is likely to have risen
significantly, causing an increase in the already
high proportion of total transportation-rate fluc-
. tuations borne by the farmer. Fluctuations in

. -transportation rates may also have a significant ef-

.. fect on the geographic location of mills and eleva-
“tors, causing changes in patterns of supply and
sourcing.

The Canadian Transportation
System for Grain

The Western Grain Transportation Act

The Canadian Government has regulated rail
shipments of grain since the 19th century. The
original regulatory scheme was established by the
Crow’'s Nest Pass Act of 1897. That law estab-
lished statutory rates for shipments of grain by rail
to Thunder Bay, Ontario, and Vancouver, British
Columbia. The statutory rates, which were un-
changed for many years, became seriously un-
remunerative for Canadian railroads. by the
1970s. As a result, rail transportation deterio-
rated and the Government was forced to subsidize
the railroads’ branch line operations.22

The WGTA, which became effective in 1984,
was designed to remedy the problems caused by
the Crow’s Nest rate system.2 It.provides for di-
rect Government payments to Canadian railroads
for certain rail shipments of grain within Canada.
The “grain” subject to the statute includes 58
specified commodities.* These include wheat,
wheat germ, and rolled wheat.2®> Rail shipments
of grain subject to the statute include those on
Canadian railroads—

(1) from any point west of Thunder Bay, On-
tario or Armstrong, Ontario to Thunder
Bay or Armstrong;

20 USITC staff interview with representative of a
%1;1913 processing company, Grand Forks, ND, March

21 Won W. Koo, “Impacts on Agriculture of Deregu-
lating the Transportation System: Comment,” American
.]Iggmal of Agricultural Economics, (February 1983), p.

2 See Organization for Economic Cooperation and
Development, National Policies and Agricultural Trade:
Country Study, Canada 34-36 (1987).

2 The WGTA is codified in ch. W-8 of the Revised
Statutes of Canada (1985), as amended by the following
two session laws: 1985, c. 40 and 1987, c. 28, §§
355-358.Subsequent citations will be to the section of the
WGTA only.

24 See schedule I to ch. W-8.

2 Ibid.

(2) from any point west of Thunder Bay or
Armstrong to any port in British Colum-
bia for export (except to the United
States); and

(3) from any point west of Thunder Bay or
Armstrong to Churchill, Manitoba for ex-
port.28

Under the WGTA, the Canadian Government
directly pays the Canadian railroad companies a
portion of the transportation costs attributable to
the covered grain movements.226 The payment
consists of two components. One is a fixed pay-
ment called the “Crow Benefit.”2? The other
component represents the Government’s portion
of increased rail costs. Although the precise
methodology for calculating this component is ex-
tremely complex, the component is roughly
equivalent to the product of (1) the percentage by
which the annual increase in rail rates exceeds 6
percent; (2) an annually determined average cost
for moving 1 ton of grain; and (3) the amount of
grain transported by rail in that year.2® Shippers,
however, are assured that their average cost per
ton of covered grain movements cannot exceed
10 percent of the average price per ton of grain.30

The statute directs the Canadian Transport
Commission to establish an annual scale of freight
rates for grain movements subject to the

‘WGTA. 3! Moreover, the Commission is to calcu-

late, on the basis of an estimate of the amount of
Government payment, what percentage of rates is
to be borne by the Government and what per-
centage are to be borne by shippers.32 Tariffs

. published by the railroad are to reflect this appor-

tionment between the Government and the ship-
pers.3® Thus, the tariff rate that the shipper

26 See WGTA, § 2(1); United States-Canada
Free-Trade Agreement, art. 701(5) (excluding grain
shipped through Canadian west coast ports for U.S.con-
sumption from the WGTA).Should grain be transported
by rail east beyond Thunder Bay, that portion of the
transportation from the point of origin to Thunder Bay
would be subject to the WGTA.

27 See WGTA, § 56(1). - )

26 See WGTA, §§ 55(1), 34(1).The statute indicates
that the Crow Benefit is to be equal to $658.9 million for
fiscal 1986-87 and subsequent years. Agriculture Canada
figures, by contrast, show fluctuating amounts for the
Crow Benefit. That agency's 1989-90 estimates indicate
that the Crow Benefit amounted to $941.2 million for
fiscal 1987-88. The benefit was forecast to cost the
Government $721.9 million in 1988 89 and was esti-
mated at $472.1 million for 1989-90.

The total cost to the Canadian Government of the
WGTA in 1989 did in fact decrease from the levels of
previous years. This decrease, however, was solely the
amount of grain shipped in 1989 decreased. USITC staff
interview with Canadian Wheat Board (March 1990). As
explained further below, the WGTA benefit per ton of
grain in 1989 was comparable to the benefit per ton in
previous years.

20 See WGTA, § 55. The Agriculture Canada figures
for the cost of this portion of the benefit are as follows:
1987-88, $47.2 million (actual cost); 1988-89, $45.1
million (forecast): 1989 90, $14.1 million (estimate).

% WGTA, §3g3i)37(2) (a).

3 WGTA,
32 WGTA, § 37.
N WGTA, § 44.



must pay the railroad is less than what the rail-
road receives for the shipment. The shipper’s
. rate is reduced by the Government payment, al-
though the payment is made to the railroad rather
than to the shipper directly.

The Alberta Wheat Pool has estimated that,
for 1989-90, the WGTA benefit was equivalent
to $21.31 per metric ton, or 58 cents per bushel.
The benefit was equivalent to 70.3 percent of the
tota1341989—90 estimated freight rate of $30.31 per
ton.

USTR Response to Request for Information

On October 10, 1989, the Office of the
United States Trade Representative (USTR) is-
sued a letter to the U.S. Wheat Growers Associa-
tion discussing certain aspects of the WGTA.35
The letter was in response to a request made by
the Wheat Growers Association under section 308
of the Trade Act of 1974.38

In the letter, USTR discussed the WGTA in
connection with U.S. rights under the United
States-Canada Free-Trade Agreement (FTA). In
the FTA, the United States and Canada represent
that each country will not “introduce or maintain
any export subsidy on any agricultural goods origi-
nating in, or shipped from, its territory that are
exported directly or indirectly to the territory of
the other Party.”3? USTR noted that Canada had
eliminated the WGTA payment for grain shipped
to the United States from Canadian west coast
ports and that the only remaining WGTA provi-
sion that could be applicable to grain shipped to
the United States—that for eastbound rail trans-
portation to Thunder Bay or Armstrong--applied
to domestic Canadian shipments as wefl. USTR
therefore concluded that “subsidies {under the
WGTA] would not appear to be classified as ‘ex-
port subsidies’” proscribed by the FTA.38

34 U.S. Wheat Associates brief, p. 6. The level of
the WGTA benefit 5per ton has fluctuated in a fairly level
range between 1985/86 and 1989/90. See ibid., at p. 6
(Alberta Wheat Pool Statistics reporting that WGTA .
benefit ranged between $21.31 and $24.97 per ton during
this ageriod).

Joshua B. Bolton, USTR General Counsel, letter
to Winston Wilson, President, U.S. Wheat Growers
Association, Oct. 10, 1989 (“USTR Letter").

% Sec. 308, 19 U.S.C. § 2418, states that upon
written request, USTR shall make available information
concerning: the nature and extent of a specific trade
policy or practice with respect 1o particular goods,
services, investment, or intellectual property rights, U.S.
rights and remedies under any trade agreement, and past
or present domestic and international proceedings and
actions with respect to the policy or practice concerned.

USTR Deputy General Counsel A. Jane Bradley
advised USITC staff in a Jan. 18, 1990, telephone
interview that USTR's responses to sec. 308 requests for
information are not tantamount to official interpretations
or rulings. Accordingly, the views that the USTR General
Counsel expressed in the Oct. 10, 1989, letter to the
Wheat Growers Association do not constitute binding
opinions of USTR.

37 FTA, art. 701(2). An “export subsidy” is defined
as “a subsidy that is conditional upon the exportation of
agricultural goods.” FTA, art. 711.

% USTR Letter, pp. 1-2.
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USTR also discussed the WGTA in connec-
tion with article 10 of the GATT Subsidies Code,
which also forbids certain export subsidies.
USTR stated that because the subsidy on east-
bound rail transportation applied equally to do-
mestic and export shipments, it “would not ap-
pear to be covered by Article 10 of the Subsidies
Code.” Moreover, USTR it noted that article 10
would be relevant to competition between the
United State and Canada in third-country mar-
kets rather than to U.S. imports of Canadian
wheat.3?

USTR took no position on whether the
WGTA might constitute a subsidy under section
771(5) of the Tariff Act of 1930.4° USTR stated
that interpretation of that provision was the re-
sponsibility of the Intermational Trade Admini-
stration (ITA) of the Department of Com-
merce.4!

The WGTA as a Countervailable Subsidy
Section 701 of the Tariff Act of 1930 author-

“izes the United States to impose a countervailing

duty upon merchandise imported into the United
States when (1) a country that is a signatory to
the GATT Subsidies Code, or a citizen of such a
country, provides a “subsidy” with respect to the
manufacture, production, or export of the mer-
chandise and (2) an industry in the United States
has been materially injured, threatened with ma-
terial injury, or materially retarded in its establish-
ment, by reason of sales or importation of the
merchandise.42 “Subsidy” is defined to encom-
pass “export subsidies” for purposes of the GATT
Subsidies Code.4® The “subsidy” definition addi-
tionally includes— ' :

[t]he following domestic subsidies, if provided
or required by government action to a specific
enterprise or industry, or group of enterprises
or industries, whether publicly or privately
owned and whether paid or bestowed directly
or indirectly on the manufacture, production,
or export of any class or kind of merchandise:

(I) The provision of capital, loans, or loan
guarantees on terms inconsistent with
commercial considerations.

(II) The provision. of goods or services at
preferential rates. :

(III) The grant of funds or forgiveness of debt
to cover operating losses sustained by a
specific industry. ’

3 USTR Letter, p. 2. The letter also noted that art.8
of the GATT Subsidies Code, which requires signatories
to seek to avoid causing injury to the domestic industry
of other signatories through use of subsidies, was not a
per se prohibition of the use of subsidies.

“° 19 U.S.C. § 1677(5). This provision is explained
further below.

4" USTR Letter, p. 3.

“2 19 U.S.C. § 1671.

43 See 19 U.S.C. § 1677(5)(A) (D).



(IV) The assumption of any costs or expenses
of manufacture, production, or distribu-
tion.44

~ The ITA, which has the responsibility for de-
termining what practices constitute countervail-
"able “subsidies” for purposes of section 701, has
never considered whether the WGTA constitutes
such a subsidy. That agency has, however, con-
sidered whether numerous transportation pro-
grams in Canada and other countries constitute
subsidies. ITA’s treatment of such programs indi-
cates principles that it might apply were it re-
quired to determine whether the WGTA consti-
tutes a countervailable subsidy.

ITA has considered two categories of trans-
portation programs in its countervailing duty
cases.%S The first category encompasses programs
alleged to constitute “export subsidies described
in Annex A to the [GATT Subsidies] Agree-
ment” under section 771(5)(A)(i) of the Tariff
Act.48 Among the export subsidies described by
the GATT Subsidies Code are “[i]nternal trans-
port and freight charges on export shipments,
provided or mandated by governments, on terms
more favorable than for domestic shipments.”4?
Consequently, ITA determinations concerning
transportation charges alleged to constitute export
subsidies have focused on whether the export
shipments have been made at rates more favor-
able than those available to shipments for domes-
tic consumption. ITA has found a countervail-
able export subsidy when a more favorable rate
existed for export shipments than domestic ship-
ments, without any independent commercial justi-
fication.4® When the rate for the export mer-
chandise is not more favorable than the rate for
domestically shipped merchandise, no export sub-
sidy exists.49

ITA’s approach to this issue is also reflected
in the proposed regulations that it issued last year
seeking to describe the type of programs that
would constitute “subsidies” for purposes of sec-
tion 701. One proposed regulation specifically
addresses when transportation charges will -be
deemed to constitute export subsidies:

(2) (1) Internal transport and freight charges
Jor export shipments. Where a government
provides internal transport and

“4 19 U.S.C. § 1677(5)(A)(ii).

45 ITA decisions cited below include countervailing
subsidy determinations under both sec. 701 and 303 of
the Tariff Act. The latter provision, codified at 19
U.S.C. § 1303, authorizes imposition of countervailing
subsidies on merchandise from countries that are not"
signatories to the GATT Subsidies Code that pay or
bestow “any bounty or grant” upon the merchandise.
The term “bounty or grant” has the same definition as
“subsidy.” 19 U.S.C. § 1677(5)(A). ‘

46 19 U.S.C. § 1677(5)(A)(i).

47 GATT Subsidies Code, annex A, par. (c).

46 See “Certain Steel Products From South Africa”,
47 F.R. 39379 (1982).

4® See “Low Fuming Brazing Copper Wire From
South Africa,” 50 F.R. 31642 1983’.

freight services pursuant to an export program,
a countervailable benefit exists to the extent
that the Secretary [of Commerce] determines
that the charges paid by a firm for transport or
freight with respect to goods destined for ex-
port are less than what the firm would have
paid if the goods were destined for domestic
consumption.

(2) For purposes of paragraph (g)(1), a coun-
tervailable benefit does not exist where the
Secretary determines that:

(i) Any difference in charges is the result
of an arm’s length transaction between
the supplier and the user of the transport
or freight service; or

(ii) The difference in charges is commer-
cially justified.50

The second category of transportation pro-
grams that ITA has considered encompasses do-
mestic subsidies. As previously stated, “[t]he
provision of goods or services at preferential
rates” is a domestic subsidy for purposes of sec-
tion 701.5' Examples of transportation programs
that ITA has considered to be domestic subsidies
include the following:

® Canadian Provincial programs that de-
frayed the cost of transporting hogs to
pork-processing facilities. ITA noted that
the programs constituted countervailable
subsidies because they were limited to a
specific enterprise or industry.52

® An Italian law that established reduced
rail rates on the Government-owned rail-
way system for raw mineral substances
produced and processed on the Italian is-
lands. Again, ITA concluded that the
special rates constituted countervailable
subsidies because they were limited to a
specific enterprise or industry.53

® A New Zealand law under which the gov-
ernment paid a subsidy on the transport
of fertilizer or lime from the works, mer- -
chant’s store, or port of entry to the farm
gate. The law specifically required that
the supplier-shipper, who received the
subsidy, pass it through to the farmer.$4

On the other hand, ITA has not considered
domestic subsidies to include reduced freight
rates available on government owned or con-
trolled carriers for specific commodities that have
a commercial basis. Commercially based rates in-

% 54 F.R. 23366, 23382 (May 31, 1989) (proposed

9 C.F.R. § 355.44 )
! s ‘“%82(,\) i an.

8 19 U.S.C. § 16

82 See Live Swine and Fresh, Chilled, and Frozen
Pork From Canada,” 50 F.R. 25097 (1985).

8 See “Certain Granite Products From [taly,” 53
F.R. 27197 (1988).

84 “See Lamb Meat From New Zealand,” 46 F.R.

58128 (1981) (preliminary determination).
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clude those that are a function of market compe-
tition,55 those that are a result of arm’s-length ne-
gotiations between shippers and carriers,”® and
those that are comparable to rates offered by
competing non-government-controlled carriers.5?
Additionally, reduced freight rate programs avail-
able to all industries are not considered domestic
subsidies.58

ITA’s proposed regulations additionally ad-
dress the question of when does providing goods
or services at preferential rates constitute a do-
mestic subsidy. The proposed regulations state
that—

[t]he provision by a government of a good or
service pursuant to a domestic program con-
fers a countervailable benefit to the extent the
Secretary determines that the price charged by
the government for the good or service is less
than the benchmark price, which normally will
be the nonselective prices the government
charges to the same or other users of the good
or service within the same political jurisdic-
tion.58 :

Effects of the WGTA on Grain
Transportation

The shipment of grain in Canada depends al-
most exclusively on rail transportation, to a de-
gree even greater than in the United States. The
distances on the Canadian prairie from farm to
grain market are most efficiently traveled by rail.
According to the Canadian Wheat Board (CWB),
the Canadian system is designed for efficient
movement of grain from farm and country eleva-
tor to terminal elevator and export or domestic
destination.60

The CWB schedules grain transportation from
country elevators to terminal point or point of ex-
port. The CWB regulates farmers’ grain deliver-
ies so that customers’ needs are met and so that
the transportation and handling system can ship
grain most efficiently. Each week, the Western
Grain Transportation Authority negotiates with
the two major railroads in Canada that serve the

8 See, e.g., “Miniature Carnations From Colom-
bia,” §2 F.R. 32033 (1987); “Certain Fresh Cut Flowers
From Peru,” 52 F.R. 6387 (1987).

88 See “Certain Softwood Lumber Products From
Canada,” 51 F.R. 37453 (1986) (preliminary determina-
tion).

2’ See “Potassium Chloride From Israel,” 49 F.R.
36122 (1984).

8 See “Carbon Steel Structural Shapes From Luxem-
b°“{,§'” 47 F.R. 39364 (1982).

Ibid., p. 23381 (proposed 19 C.F.R. §
355 .4451’)(1). The proposed regulation also provides a
means for imputing a benchmark price when none exists.
See ibid., pp. 23381-23382 (proposed 19 C.F.R. §
355.44(1)(2?).

% According to the CWB, western Canada's country
elevators are designed for high throughput ratios and are
not intended for long-term storage; thus the efficient
movement of grain is a priority with the CWB.
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grain industry, Canadian National (CN) and Ca-
nadian Pacific (CP), for the WGTA’s railcar
needs for the period. The CWB then allocates
the railcars along individual sections of trackage
to pick up grain from country elevators at delivery
points.8! The WGTA/CWB together have an
overall availability of approximately 20,000 hop-
per cars. Car turnaround is approximately 20
days; this can be reduced to 12-14 days during
extremely busy times.

Fully 90 percent of the Canadian durum mov-
ing from western elevators to Thunder Bay under
the WGTA is destined for export to the United
States.®2 Shipments moving by rail to points east
of Thunder Bay do not receive a reduced rail rate
beyond Thunder Bay. There are no subsidized
rail rates on grain shipped westward for export if
the grain is destined for the United States.

In general, Thunder Bay is the overflow desti-
nation for much of Canada’s export grain. The
two main west coast ports, Vancouver and Prince
Rupert, are reported to be operating at maximum
capacity. Although Thunder Bay’s capacity is
much larger than that in either of these ports, the
seasonal nature of its operations and the distance
from the majority of production make Thunder
Bay a less attractive destination choice for most of
the CWB'’s export shipments. In fact, Thunder
Bay has never operated at capacity.®® Also, for
export destinations other than the United States,
westbound durum does receive a transportation
subsidy.

From Thunder Bay, most wheat shipments
destined  for the United States enter through
Duluth, Cleveland, and several New York areas,
such as Buffalo. These shipments travel by lake
carrier. Terms of the contract may differ in that
transportation charges for the shipment may be
paid under the contract or may be paid by the
purchaser.8# Although laker rates fluctuate, it is
not clear that this has a significant impact on pat-
terns of durum supply to the United States.

®' With the exception of 2,000 grain hoppers (rail-
cars), the Wheat Board does not own any part of
Canada's railway system, including country or terminal
elevators; the Wheat Board pays a fee for the use of
such. The Wheat Board allocates rail cars in conjunction
with the WGTA. The WGTA contracts with the railroads
for the use of the necessary cars.

%2 Most shipments destined for export to other areas
are routed to the other ports, Vancouver and Prince
Rupert. (Churchill has only been used for shipment of
barley recently, and is only served by branch lines that
cannot handle fully loaded hopper cars.)

® USITC staff interview with representative of the
Cgagnéxdian Wheat Board, Winnipeg, Manitoba, March
1

84 Lake freight charges for grain transportation
fluctuate and depend to a signiﬁ!canl degree on the
availability of other commodities for backhaul. According
to a representative of the CWB, there has recently been
some decline in rates.



Chapter 9
Competitive Conditions in the
U.S., Canadian, and World
Durum Markets

Dimensions of the Market

Durum wheat from the United States and
from Canada satisfies one primary market, the
manufacture of pasta products. Canada is the
world’s largest exporter of durum wheat, account-
ing for 40 to 50 percent of the world durum
trade. The United States is a close second in
world durum trade. Italy is a major market for
“pasta quality” durum wheat. Much of the Ital-
ian pasta is subsequently exported back to the
North American market. Both the United States
and Canada export lower quality. durum wheat for
the manufacture of products such as couscous in
North Africa and lower quality pasta in develop—
ing countries.

Government Involvement

Virtually all Governments have policies that
attempt to stabilize agricultural prices while assur-
ing the nation of a secure food supply. However,
research has demonstrated that “the more gov-
ernments try to stabilize domestic producer or
consumer prices. . .the more they tend to export
their fluctuations and hence lead to an increase in
the variability of world price.”! The effects of
government policies are magnified for durum
wheat, because it is traded in a very thin market,
even worldwide, and prices can fluctuate wildly.

The United States has a complex array of
Government programs that concentrate on price
enhancement through supply-control measures,
such as grain reserves and acreage reduction pro-
grams. These measures are also supplemented by
income-maintenance programs. The Export En-
hancement Program (EEP) is used to improve
U.S. competitiveness in world markets and to tar-
get those overseas markets where the U.S. Gov-
ernment perceives the European Community is
gaining due to the use of export subsidies. By
going head-to-head in the world markets, the EC-
EEP clash has served to reduce world prices.

The Canadian government provides less in-
come protection than the U.S. programs and no
acreage controls, but it does provide a vertically
integrated farm-to-export marketing system for
Canadian durum producers. @ The Canadian
farmer can sell wheat only to the Canadian Wheat
Board (CWB), and the amount the farmer deliv-
ers at any one time is controlled by delivery quo-

' Alexander H. Sarris, “Price Policnes and Interna-
tional Distortions in the Wheat Market, ” ch. in Agricul-
tural Trade Liberalization and the European Commu-
nity, S. Tarditi and others, (eds.), (Oxford: Clarendon

-+ Press, 1989)

tas. The CWB operates in Canada as a monop-
sonist in the purchase of wheat and as an
oligopolist in the export of wheat. The Wheat
Board, in coordination with the Canadian Grain
Commission and various other agencies, coordi-
nates the purchase, storage, cleaning, grading,
transportation, marketing, 1mportmg, and export-
ing of durum wheat.

The CWB negotiates directly with Govern-
ments and grain marketing organizations? to ag-
gressively market Canadian durum wheat over-
seas. The CWB is constrained by the world price,
and has expressed concern about the price effects
of the EC-EEP clash in world grain markets.

Transportation Costs and
Competitive Conditions

Although a number of U.S. producers have
expressed the opinion that subsidized rail trans-
portation of Canadian grains to terminal markets
has played a very significant role in the increase
of Canadian wheat and durum movements to the
United States,? it is difficult to evaluate the de-
gree to which the subsidization of the Canadian
rail rate affects the market price of durum wheat
in the United States. From the following data,* it
would appear that total transportation prices to
terminal markets have been comparable in the
United States and Canada (table 9-1).

The positive effect of the subsidization of Ca-
nadian grain transportation is felt primarily by the
Canadian farmer, whose profit margins are
greater by the same amount. In the United
States, an increase in transport costs generally re-
sults in a decrease in farmers’ profits, rather than
an increase in the market price. However, in
Canada, the subsidization of the rail rates cush-
ions the impact on the producer of any increase
in the rail rate.

It has also been alleged that the subsidized
Western Grain Transportation Act (WGTA) rail .
rate to Thunder Bay allows the CWB to offer
lower contract prices' to mills in the Eastern
United States.5 However, it is not apparent (from
data collected by the Commission) that prices
paid for Canadian durum are significantly differ-
ent than prices paid for U.S. durum.

- The existence of a large marketing entity such
as the CWB would promote the idea that overalil
costs of grain transportation in Canada may be
less than in the United States because of im-
proved efficiency. The efficiencies achieved by

2 The world grain market is dominated by a handful
of privately held corporations. These include primarily
Continental, Cargill, Dreyfus, Bunge, and the Andre
Group (Gamac)

3 Statement of North Dakota Wheat Commission to
USITC.

. 4 Upper Great Plains Transportation Institute, North
Dakota State University, Fargo, ND, letter to the North
Dakota Wheat Commission, Aug. 5, 1988,

'8 Statement of the North Dakota Mill to the USITC,
April 1990.
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Table 9-1

Rail rates from comparable origin to destination palrs, United States and Canada, 1988

Rail rate®
Originldestination Mileage Producer-pald Government pald
Cents per bushel
Winnipeg/Thunder Bay ................... 413 13.3 41.9
Brandon/Thunder Bay ................... 563 15.2 48.1
Regina/Thunder Bay ...............ccouvs 788 18.2 57.4
Saskatoon/Thunder Bay ................. 888 19.5 61.5
Oberon/Duluth . ...............covvuvnnn 408 57.0 (3)
Nlobe/Duluth ................ccivvvennnn 554 79.3 (:)
Glasgow/Duluth . ........................ 774 85.8 (a)
Hysham/Duluth ...............cccvuiinn. 891 85.8 (?)

' Effective Aug. 1, 1988.
2 Not applicable.

Source: Canadian Wheat Board and ICC BN Tariff 4022-F.

the WGTA/CWB with regard to the shipment of
grain probably result from efficient allocation of
railcars and the ability to utilize unit trains. Total
rates for CWB-shipped grain may reflect this im-
proved efficiency. The subsidized portion of the
Canadian rates, while reflecting a decreased cost
to the producer shipping the grain, does not ap-
pear to have a significant effect on the delivered
price of Canadian durum in the United States.

Price and Quality Considerations

The durum wheat market is extremely quality
conscious. Pasta manufacturing requires a high-
quality product that exhibits a number of end-use
values not included in grade specifications. The
durum wheat marketing system in the United
States can cater to contracts of great specificity;
the Canadian marketing system can market only
to grade. :

The largest durum mill in the world is the
North Dakota Mill and Elevator Association. It
purchases durum on privately issued specifica-
tions and attests that it has no problems obtaining
the quality U.S. grown durum it desires. It does
pay a premium to obtain that level of quality.

The Canadians depend on strictly enforced
varietal licensing, which has guaranteed certain
genetic end-use characteristics in their durum.
. This ensures more uniformity but sacrifices yield.
Canadian export grade specifications exceed do-
mestic requirements primarily in the area of grain
cleanliness and uniformity.

Judged strictly on the basis of grade specifica-
tions, it appears that the Canadian marketing sys-
tem is able to supply a larger quantity of higher
grade product per unit of durum. However, with
regard to the developments in the milling and
pasta industries, which increasingly stress quality,
uniformity, and nongrade end-use-value test re-
sults, the U.S. marketing system is far more flex-
ible and can customize its market response as the
Canadians cannot.
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The marketing problems experienced by U.S.
durum wheat during the period of the investiga-
tion are partly attributable to the postharvest han-
dling and processing system. The U.S. system
permits (1) blending across grades; (2) blending
of old crop with new crop (particularly a problem
when Farmer Owned Reserves (FOR) are re-
leased, often after 4 years or more in ‘storage);
and (3) marketing to minimum, instead of aver-
age, grade standards.

Millers’ and importers’ responses to USITC
questionnaires indicate that Commodity Credit
Corporation stocks are often of inferior quality.
The marketing efforts of U.S. durum farmers, es-
pecially in the Great Plains, have been affected by
the USDA regulations controlling rotation and
substitution of on-farm storage. Grain loan poli-
cies have encouraged the placing of lesser quality
grain in loan status. However, the shortfall of
U.S. durum production in 1988 significantly af-
fected the marketing of high quality U.S. durum
during the period of the investigation.

Prospects for the Future

The U.S. Department of Agriculture, in its
December 1989 review of the GAO report on du-
rum prices, stated

There does not appear to be any reason to
postulate a “fundamental change in the mar-
ket for durum wheat.” The only likely struc-
tural change may be in the attitude of U.S.
millers to Canadian durum. Some U.S. mill-
ers have now become familiar with Canadian
durum, found its color acceptable to their cus-
tomers, and like its milling characteristics and
quality. However, less Canadian durum is
moving into the U.S. this year because U.S.
durum is competitively priced.

The U.S. durum milling industry has evolved
over the last several decades from many small
milling operations to a few large regional plants.
These newer plants require more uniform wheat
that has superior end-use and milling characteris-



tics. These larger mills are less adaptable to fluc-
tuations in grade and non-grade quality consid-
erations.

The problems of the U.S. durum industry are
partly due to an insufficient adaptation to this
technological progress. The problems of the du-
rum industry during the period of the investiga-
tion are also due to the convergence of several
events: (1) several years of drought especially in
1988, (2) drawdowns of the FOR, and (3) the

availability of EC exports of durum affecting both
~ U.S. and Canadian world market shares. These
events served to temporarily lower U.S. supplies.

9-3
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Dear Madam Chairman:

The Committee on Ways and Means hereby requests that -the
United States International Trade Commission conduct an irffestiga-
tion, pursuant to section 332 of the Tariff Act of 1930, as
amended, of the conditions of competition between the U.S. and
Canadian durum wheat industries. The study should focus on the
competitive positions of U.S. and Canadian durum wheat in the U.S.
market, but should also address, to the extent possible, compe-

titive conditions affecting U.S. and Canadian durum wheat in the
Canadian market.

The study should provide the followlng, to the extent
possible:

1. A description of the U.S. and Canadian durum wheat

industries, including patterns of production, processing, and
consumption.

2. Statistical analyses of both U.S. and Canadian
préduction, consumption, exports, imports, and import market
shares, 'in terms of both levels and trends.

. D
37 A description of the current conditions of trade between
the United States and Canada, and any recent changes in such

conditions, including information on prices, exchange rates,
transportation costs, and marketing practices (to the extent

such practices have measurable effects). To the extent
possible, the Commission should assess the regional impact of
imports by determining their geographic concentration.



The Honorable Anne Brunsdale
October 26, 1989
Page 2

4. A description of the Federal, State, or provincial
government (either U.S. or Canadian) programs and policies to
assist durum wheat producers and processors. Examples of
such programs include programs that reduce fixed costs,
programs that reduce variable cost, programs that enhance
revenues, and transportation assistance programs.

5. A discussion of all other relevant factors affecfing
conditions of competition, including product prices,
transportation costs, and product quality.

In light of the relevance of this study to the Committee's
oversight activities on the implementation of the U.S.-Canada Free
Trade Agreement and on the current Uruguay Round GATT negotiations
on agriculture, the Committee requests that the Commission submlt
its report to the Committee on Ways and Means no later than
Friday, June 22, 1990. We request that the Commission provide an
opportunity for‘public comment with regard to the issues addressed
in this study.

sincerely yours,

" DAn ‘Hos i
Chairman

DR/3nj
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SPARK M. MATSUNAGA. HAWAN 808 PACKWOOD, Cn... . N

OANIEL PATRICK MOYNIMAN, NEW YORX 808 DOLE. KANSAS

MAX BAUCUS. MONTANA WILLIAM V. ROTH. IR DELAWARE
DAVID L BOREN, OKLANOMA JOMN C. DANFOATH, MISSOURI

BILL BRADLEY. NEW JERSEY JOHN M. CHAFEE, RHODE ISLAND  ~

O L gy SACSTSARLTI ‘lﬂmtlﬂ Qtates Denate

JONN D. ROCKEFELLEN (v, WEST VIAGINIA STEVE SYMMS, IDANO

TOM OASCHLE. SOUTH GAKOTA COMMITTEE ON FINANCE s .
' WASHINGTON, DC 205 10-6200 =A s -
VANDA 8. MCMURTRY. STAFF DIRECTOR AND CMIEF COUNSEL o . i _ ~ ==
ED MINALSK]. MINORITY CHIEF “ STAFF ‘ . " ) . (/:\ ~;
‘ ' November 15, 1989 . ' 28
: . . -
0CCKED R
, RUMBER- ' . /
The Honorable . ‘ I . ‘ %
Anne Brunsdale c. ‘ L » Z
Chairman o 1 - *
United States International - o
Trade Commission - | e Y [ iy 2
Washington, D.C. 20436 | .. Oftcs of the . ) =
o S U T A <
Dear Madam Chairman: o latT Trode: Commrisslen 2 ~

The Committee on Flnance hereby requests tnat the
United States International Trade Commission conduct gn - -
investigation, pursuant to section 332 of the Tariff Act of
1930, as amended, of the conditions of competition betweens
the U.S. and Canadian durum wheat industries. The study <
should focus on the competitive positions of U.S. and
Canadian durum wheat in the U.S. market, but should also
address, to the extent. possible, competltlve conditions

“-affecting 'U.S. and Canadian durum wheat in the Canadian
market.

The study should provide the following, to the
extent possible:

(1) A description of the U.S. and Canadian durum wheat
industries, including patterns of production,
processing, and consumption.

(2) sStatistical analyses of both U.S. and Canadian
production, consumption, exports, imports, and
import market shares, in terms of both levels and
trends.

(3) A description of the current conditions of trade
between the United States and Canada, and any
recent changes in such conditions, including
information on prices, exchange rates,
transportation costs, and marketing practices (to

the extent such practices have measurable effects).

To the extent possible, the Commission should
assess the regional impact of imports by
determining their geographic concentration.
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',gege,Two

(4)

(5)

- A description of the federal, state,?or provincial

government (either U.S. or Canadian) programs and
policies to assist durum wheat producers. and.
processors. Examples of such programs include
programs that reduce fixed costs, programs that
reduce variable cost, programs that enhance.
revenues, and transportation assistance programs.

A discussion of all other relevant factors
affecting conditions of competition, including
product prices, transportation costs, and product

quallty.
In light. of the relevance of thls study to the

Committee's oversxght activities on the.implementation of the
U.S.-Canada Free Trade Agreement ‘and, on the. current Uruguay
Round GATT negotiations on agriculture, the Committee
requests that the Commission submit its report to the
Committee on Finance no'later than Friday, June 22, 1990. We

request that the Commission provide an opportunity for publlc'

comment with . regard to the issues addressed in this study.

Slncerely,

Llo¥Yd Bentsen
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Dear Anne:
Durum wheat producers have become concemed about recent increases in xmpons of durum wheat

in the U.S. from Canada. Such imports may be depressing U.S. durum wheat prices and
replacing U.S. durumwheatmomdomuncmarketatanmewhcnmesxponﬁnhanoemcm

Programxs being usedtomgmncxponmaxkets
In light of these concemns, I urge you to conduct an mvesnganon of the compcnnvc condmons in_
the durum wheat industries of the U.S. and Canada under Section 332 of the Tariff Act of 1930.

An investigation would help to lay out the facts, including information on prices and other factors
such as Canadian subsidies that may explain the rapid increase in Canadian durum wheat exports to

the U.S.

Thank you for your attention to this matter. [ hope your agency will be able t(; conduct a speedy
and thorough investigation of durum wheat. »

With best wishes, I am , -
Sincerely—
© =
- 3
() -
tJ by o /M
: Tom Daschle
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Respectfully submitted, import market shares, in terms of both  [Investigation No. 337-TA-27¢
Jeffrey R. Whieldoa, levels and trends; ’ (Enforcement Proceeding)]
Acting Director, Office of Unfair Im, (3) A description of the current
lnmnfigaUam. sgféanfot. Sﬂt’:l w&’fﬁngm conditions of trade in durum wheat gmh Emcmomommmn..?
DC 20436. between the United States and Canada, Pro.!l“mm Such Memories,
(FR Doc. 89-29082 Filed 12-12-89: 8:4S am| and any recent changes in such and Processes for Making Such
SILLING COOE 7030-02-4 conditions, including information on Memories; Designation of Commission
prices, exchange rates, transportation investigative Attorney
(investigation No. 332-285] costs, and marketing practices (to the e _ )
extent such practices have measurable Notice is hereby given that, as of this
Durum Wheat; Conditions of effects). To the extent possible, the date, Thomas L. Jarvis. Esq.. of the
Competition Between U.S. and Commission will also seek to assess the  Office of Unfair Import Investigations is
Canadian industries regional impact of imports by designated as the Commission ,
. ] determining their geographic investigative attorney in the above-cited
AQGENCY: United States International concentration:. investigation.

Trade Commission.
ACTION: Institution of investigation.

SUMMARY: Following receipt on October
26, 1989, of a request from the
Committee on Waye and Means, U.S.
House of Representatives, and on
November 15, 1889, from the Committee
on Finance, United States Senate, the
Commission instituted investigation No.
332-285, Durum Wheat: Conditions of
Competition Between the U.S. and
Canadian Industries, under section
332{g) of the Tariff Act of 1930 (19 US.C.
1332(g)). As requested by the
Committees, the study will focus on the
competitive positions of U.S. and
Canadian durum wheat in the U.S.
market, but it will also address, to the
extent possible, competitive conditions
affecting U.S. and Canadian durum
wheat in the Canadian market. As
requested by the Committees, the
Commission will submit its report not
later than June 22, 1990.

EFFECTIVE DATE: December 4, 1889.

FOR FURTHER INFORMATION CONTACT:
For information on other than the legal
aspects of the study, contact John Pierre-
Benoist (202-252-1320) or David
Ingersoll {202-252-1309), Agriculture
Division, Office of Industries, U.S.
International Trade Commission. For
information on the legal aspects of the
study, contact William Gearbart (202~
252-1091), Office of the General
Counsel, U.S. International Trade
Commission.

Background:

As requested by the Committees, the
Commission will seek to provide in its
report, to the extent possible, the
following information:

(1) A description of the U.S. and
Canadian durum wheat industries,
including patterns of production,
processing, and consumption;

{2) Statistical analyses of both U.S.
and Canadian durum production.
consumption, exports. imports, and

B-2

(4) A description of the Federal, State,
or provincial government (either U.S. or
Canadian) programs and policies to
assist durum wheat producers and
processors—for example programs that
reduce fixed costs, programs that
enhance revenues, and transportation
assistance programs;

{5) A discussion of all other relevant
factors affecting conditions of
competition, including product prices,
transportation costs. and product
quality. : -

‘Written Submissions: Interested
persons are invited to submit written
statements concerning the investigation,

‘Written submissions to be considered

by the Commission should be received

- by the close of business on March 30,

1990. Commercial or financial
information which & submitter desires
the Commission to treat as confidential
must be submitted on separate sheets of
paper, each marked “Confidential
Business Information” at the top. All
submissions requesting confidential
treatment must conform with the
requirements of § 201.6 of the
Commission's Rules of Practice and
Procedure (19 CFR 201.68). All written
submissions. except for confidential
business information, will be available
for inspection by interested persons. All
submissions should be addressed to the
Secretary, U.S. International Trade
Commission, 500 E Street SW.,
Washington, DC 20438.

Hearing impaired persons may obtain
information on this study by contacting
the Commission's TDD terminal on (202-
252~1810).

Issued: December 8, 1989.
By order of the Commission.
Kenneth R. Mason,
Secretary.
[FR Doc. 89-29083 Filed 12-12-89; 6:43 am)
SRLLAMG CODE TON0-00-88

The Secretary is requested to publish

_ this notice in the Federal Register.

Dated: Decamber 7, 1889.

Respectfully submitted.
Jeffrey R. Whisldon,
Acting Director. Office of Unfair Import
Investigations. 500 E Street. SW., Washing*on.
DC 20436.

[FR Doc. 8929084 Filed 12-12-89; 8:45 am)]
SRLING CODE 020-03-88

. DEPARTMENT OF JUSTICE

Notice of Lodging Consent Decree;
United States v. Marmon Corp. .

In accordance with section

-122(d){2)(B) of the Comprehensive

Environmental Response, Compensation
and Liability Act and with Department
of Justice Policy. 28 CFR 80.7, notice is
hereby given that on November 28, 1989,
a proposed Consent Decree in United
States v. The Marmon Corporation.
Rival Manufacturing Company, United
Gas Pipe Line Company and Kiewit
Continental, Inc., Civil Action No. }89-
0680(L) was lodged with the United
States District Court, Southern District
of Mississippi. Jackson Division. The
proposed Consent Decree conceras the
cleanup of the Flowood, Mississippi
Superfund Site (“Site™) and
reimbursement of expenses incurred and
to be incurred by the United States in
on with the Site. The proposed
naent Decree requires the defendants
to finance and conduct one hundred -
percent (100%) of the remedial/design
action. The remedial action selected by
the Environmental Protection Agency
{"EPA") requires the defendants to
stabilize/solidify the contaminated
soils/sediments and. following
stabilization. place the soils/sediments
into an excavated slough area. The
Consent Decree also requires the
defendants to perform operation and
méintenance in accordance with the
Record of Decision (ROD). Under the
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CONDITIONS OF COMPETITION BETWEEN THE
U.S. AND CANADIAN INDUSTRIES

AGENCY: United States International Trade Commission
ACTION: Institution of investigation

SUMMARY: Following receipt on October 26, 1989, of a request from the
Committee on Ways and Means, U.S. House of Representatives, and on
November 15, 1989, from the Committee on Finance, United States Senate,
the Commission instituted investigation No. 332-285, Durum Wheat:
Conditions of Competition Between the U.S. and Canadian Industries,
under section 332(g) of the Tariff Act of 1930 (19 U.S.C. 1332(g)). As
requested by the Committees, the study will focus on the competitive
positions of U.S. and Canadian durum wheat in the U.S. market, but it
will also address, to the extent possible, competitive conditions
affecting U.S. and Canadian durum wheat in the Canadian market. As
requested by the Committees, the Commission will submit its report not
later than June 22, 1990.

-EFFECTIVB DATE: December 4, 1989

FOR FURTHER INFORMATION CONTACT: For information on other than the
legal aspects of the study, contact John Pierre-Benoist (202-252-1320)
or David Ingersoll (202-252-1309), Agriculture Division, Office of
Industries, U.S. International Trade Commission. For information on the
legal aspects of the study, contact William Gearhart (202-252-1091),
Office of the General Counsel, U.S. International Trade Commission.

BACKGROUND: As requested by the Committees, the Commission will seek to

provide in its report, to the extent possible, the following informa-
tion: .

(1) A description of the U.S. and Canadian durum wheat industries,
including patterns of production, processing, and consumption;

(2) Statistical analyses of both U.S. and Canadian durum produc-
tion, consumption, exports, imports, and import market shares, in
terms of both levels and trends;

(3) A description of the current conditions of trade in durum
vheat between the United States and Canada, and any recent changes
in such conditions, including information on prices, exchange
rates, transportation costs, and marketing practices (to the
extent such practices have measurable effects). To the extent

- B-3

- g0 e
:-:’.\I.-J'o" coh e

d



possible, the Commission will also seek to assess the regional impact
‘of imports by determining their geographic concentration;

(4) A description of the Federal, State, or provincial government
(either U.S. or Canadian) programs and policies to assist durum
wheat producers and processors--for example programs that reduce
fixed costs, programs that enhance revenues, and transportation
assistance programs;

"(5) A discussion of all other relevant factors affecting condi-
tions of competition, including product prices, transportation
costs, and product quality.

WRITTEN SUBMISSIONS: Interested persons are invited to submit written
statements concerning the investigation. Written submissions to be
considered by the Commission should be received by the close of business
on March 30, 1990. Commercial or financial information which a submit-
ter desires the Commission to treat as confidential must be submitted on
separate sheets of paper, each marked "Confidential Business Informa-
tion" at the top. All submissions requesting confidential treatment
must conform with the requirements of section 201.6 of the Commission's
Rules of Practice and Procedure (19 CFR 201.6). All written submis-
sions, except for confidential business information, will be available
for inspection by interested persons. All submissions should be ad-
dressed to the Secretary, U.S. International Trade Commission, 500 E
Street SW., Washington, D.C. 20436.

Hearing impaired persons may obtain information on this study by con-
tacting the Commission's TDD terminal on (202-252-1810).

By order of the Commission.

Kenneth R. Mason
Secretary

Issued: December 5, 1989
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Loan Rate.—The loan rate is a “floor” price, set by Congress, below which farmers do
not have to sell but can instead store wheat in reserve and receive a payment, in the form
of a loan, from the Government. This loan enables farmers to hold their crops for sale at
some later date. Only farmers participating in farm programs are eligible for loans. The
term of the loan is usually 9 months. The loan is “nonrecourse” because the Government
has no recourse but to take the crop itself in repayment of the loan, if the farmer so
desires—no matter how far market price may have fallen. With the loan in effect, the
U.S. market price is unlikely to fall below the loan rate because when the market price
approaches or falls below the loan rate, farmers turn their grain over to the Government
rather than sell it on the market. The 1985 farm bill permitted the Secretary of
Agriculture to set the loan rate according to past market prices but limited to a 5-percent
annual drop. The nonrecourse loan also serves as a marketing tool that provides farmers
with cash at harvest time to satisfy immediate cash obligations while retaining control of
their commodity. The cash obtained from nonrecourse loan payments allows producers
to store their crop for sale later in the marketing season when prices are generally more
favorable. The loan program helps to even out marketings and ensure adequate supplies
at more stable prices to consumers throughout the year.

Target Price.—The target price is a price set by Congress, before the crop season, that
is sufficiently high to provide a reasonable return to farmers. If the market or loan price
is below target price, the deficiency payment makes up the difference between the target
price and the price received by the farmer.

Deficiency Payment.—Deficiency payments serve both as an insurance program and as
income support to farmers. If market prices are less than the target price, the farmer is
assured of receiving compensation. The deficiency payment is based on the difference
between the target price and the market price (based on the average for the first 5 months
of the marketing year) or the loan rate, whichever difference is less. The total payment a
farm receives is the payment rate multiplied by eligible production. The program does
not distinguish durum from other kinds of wheat. This means that even if the price of
durum were above target price, the durum farmer would receive a deficiency payment if
wheat prices in general were below target price. In order to receive a deficiency payment,
farmers must participate—which means that they must have officially assigned “base
acres” and “program yield,” and that they must comply with any “acreage reduction
program.” The payment limit for the deficiency payment is $50,000 per farm. A
deficiency payment is made if the national weighted-average farm price received by
producers for the first 5 months of the marketing year falls below the target level. The
deficiency payment is equal to the difference between the target level and the higher of
the basic loan rate or the national weighted-average market price received by farmers for
the first 5 months of the marketing year. The formula for deficiency payments is the
deficiency payment rate times the farm program yield times the payment acreage (the
amount of land planted to wheat after meeting any acreage-reduction program
requirements).

Disaster Payment.—Disaster payments supplement regular price-and income- support
payments when crop loss due to weather or other disasters is significant. Disaster
payments depend on the level of yield loss and the target price for the program crop of
participating farmers. Disaster payment criteria include the provision that actual yield
must be less than 65 percent of program yield for a farmer to be eligible for disaster
payments. For nonparticipants, the payment is based on the loan rate rather than the
target price. A farmer cannot receive both disaster payments and deficiency payments on
the same acreage. During the drought of 1988, over half the durum counties in North
Dakota received disaster payments.

Acreage-Reduction Program.—The acreage-reduction program (ARP) is designed to
reduce crop surpluses by encouraging farmers to set aside land that otherwise would have
been planted to a particular crop. Producers must participate in an ARP in order to be
eligible for loans and deficiency payments. ARPs were designed to reduce the costs of
price and income supports. For example, if a durum wheat farmer wishes to participate



in USDA price-support programs, a certain percentage of land that would have been
planted in durum must be idled. This land must be put into an acreage-conservation
reserve (ACR) that is approved for conserving use that protects the land from weeds and
from wind and water erosion. Permitted acres are the number of acres on which the crop
may be planted after the ARP has been satisfied. -

Conservation Reserve Program.—Over 30.6 million acres are now enrolled in the
conservation reserve program (CRP), and bids have been made on another 4.2 million
acres as of the end of 1989. The 1985 farm bill called for a CRP of 40 to 45 million acres
by the end of 1990. The CRP is a long-term retirement program for erodible land.
Producers submit bids for a 10-year contract, stating the annual payment they would
accept to convert the highly erodible land to vegetative cover. Accepted bids must not
exceed prevailing local rental rates for comparable land. In 1989 there were 9.2 million
acres of wheat land in the CRP. About 64, percent of CRP acreage has come from
program-crop base acres, resulting in a reduction of the total base acres. The remaining
36 percent is termed “slippage” acreage because it comes from land that was not
previously used for growmg crops. '

Commodity Certificates. —Some part of deficiency payments (and some other types of
payments) may be made with commodity certificates, or .“certs.”. This is a noncash
payment, issued by the Commodity Credit Corporation (CCC), denominated in a cash
amount, and backed by the commodities owned by the CCC. From fiscal. years 1986
through 1989, nearly $24 billion in commodity certificates was issued to farmers as part of
the direct payments due them, to exporters under the Export Enhancement Program
(EEP), and under other programs administered by the CccC.

Once a farmer receives a cert, the farmer may sell or transfer the cert to another
person (the market for certs trades at a percent of face value) or use the cert to redeem
the commodities pledged as collateral for a price-support loan. If necessary, the farmer
may wait 5 months and return the Cert to the Government for cash. An exporter
recipient may exchange the cert for CCC-owned commodities but may not exchange a
cert for cash from the government.

Commodity Certificate Redemption Of Wheat (Fy 1986-89)
Loans CCC Inventory Total

Billion dollars
1.5 2.1 3.6

Emergency Compensation Payment Rate.—Also known as Findley deficiency, the
emergency compensation payment is based on the difference between the basic loan rate
and the reduced loan rate, or the basic loan rate and the 12-month season average
market price, whichever difference is smaller. The payment limit for the sum of the
original deficiency payment and the emergency compensation payment is $250,000.

Projected Deficiency Payment Rate.—The USDA announces prior to program signup,
in late fall or early winter, a projected deficiency payment rate. The farm bill requires
that a portion of the projected payment be made in advance in order to get cash into
farmers’ hands quickly. This payment is known as the advance deficiency. Between 40
and 50 percent of the projected deficiency rate is paid as the advance deficiency to wheat
farmers, at the discretion of the Secretary of Agriculture.

0-92 Program.—This program allows farmers to idle land (actual plantings are below
permitted acres) and receive partial deficiency payments. One requirement of 0-92 is
that underplanted acreage must be devoted to conserving use. The partial deficiency
payment is based on the number of permitted acres times .92 planted acres times program
yield times projected deficiency payment per bushel. The producer can devote to
conserving use from zero to all of the maximum permitted acres under the ARP. The
producer receives the deficiency payment in two forms: First, the producer receives a



regular deficiency payment on the acreage actually planted to the program crop. Second,

"the producer receives a partial deficiency payment on part of the remainder—specifically,

on 92 percent of the permitted acres less planted acres.

Crop Year.—The official crop-year, sometimes called the marketing year, begins at
harvest and extends 12 months. For durum, the crop year usually runs from July through
the following June.

Program Production.—The deficiency payment is based on “program production”
rather than actual production. The formula for program production is Base Acres minus

‘Idled Acres (Acreage Conservation Reserve, ACR) equals Permitted Acres times Program

Yield equals Program Production. Program production is the quantity eligible for
deficiency payment when the farmer plants maximum permitted acres. Base acreage for
each crop is a 5-year moving average of acres planted to the program crop. Program
yields are official averages that were frozen in 1985 and have not been adjusted since.

PIK and Roll.—The acronym PIK (payment-in-kind) means USDA makes payments
in the form of commodities rather than in cash. By using PIK and roll the farmer may
bring wheat out from under loan (without waiting for the trigger release price to be
reached). The program also relieves CCC of excessive inventory and operating costs.
The farmer receives deficiency and diversion payments in certs, that can be used to
redeem wheat being held as loan collateral. PIK and roll saves the farmer money by
avoiding storage costs, plus it gains the farmer the price differential between the loan rate
and the exchange price used by CCC, known as the posted county price (PCP), at which
the loan is redeemed with certs. This is because the farmer may immediately “PIK out”
wheat before it goes into storage. The intent of PIK and roll is to bring wheat out of
storage and to make U.S. wheat more competitive in foreign markets since wheat that is
PIK’d out of storage can be bought by an exporter through the use of certs. Commodity
certificates are given to exporters under the EEP and can be redeemed for gram in the
Farmer-Owned Reserve (FOR) as well as CCC reserves.
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Mr. Chairman:

We are pleased to be here today to discuss current market
conditions for durum wheat, and, in particular, whether durum
prices are consistent with supply and demand conditions. Our
discussion is based on work recently conducted for Representative
Byron Dorgan. To do this work, we developed a statistical model to
estimate the historical relationship between average annual durum
wheat prices and stocks remaining at the end of the crop year, May
31. We examined this relationship for 16 years, from 1973 to 1988.

Using this model, we found that there is a strong statistical
relationship between prices and year-end stocks. That is, price
levels bear a strong inverse relationship to stocks on hand at the
end of the year, so that the higher the level of stocks, the lower
- the average annual price, or vice versa. Given this strong
. historical relationship, our model allows us to look at a given
.ﬂglevel of ending stocks and estimate a price range commensurate with
7~ that level. - |

o Using the USDA November forecasts of ending durum stocks, our
" model projects an average annual durum wheat price of at least
$5.25 per bushel. Prices for the first 6 months of 1989 indicate
an average annual price of about $4730 per bushel.

A number of factors have been suggested to explain this
difference between our model's results and the anticipated annual
average price for this year. Pactors suggested include gualm- :
quality,levels—of—itmpests, and forecasts of export. However, we do
not know to what extent, if at all, these factors are tesponsiblé
for this difference. The difference between prices estimated by
past relationships and this year's price may indicate a fundamental
change in the market for durum wheat.



BACKGROUND

As you know, the crop year tor wheat begins on June 1. During
the 1988 crop year, durum wheat stocks fell sharply following the
drought. Stocks on hand on May 31, 1989, were 60 million bushels.
As of November 1989, USDA forecasts that ending stocks on May 31,
1990, will be 49 million bushels. This projected level is the
lowest level since 1974:. Given this low level of stocks,
Representative Dorgan questioned why durum wheat prices were not
higher.

Export and domestic use are the major pressures on ending
stocks. Domestic use includes some imported wheat. Some of this
wheat may remain as stocks at the end of the year for use in
subsequent years. However, whatever their disposition, imports
have historically constituted a small portion of total durum wheat
use. From 1973 until last year's drouqht, imports represented from
1 to 7 percent of use. During the same period, exports constituted
from 42 to 63 percent of use. Therefore, a percentage change in
imports would be likely to have a much smaller effect on durum
prices than the same change in exports because the base for each is
different. | '

USDA is projecting export and domestic use of 114 million
bushels for this crop year. These data indicate that demand
pressures will leave a considerably lowver level ot stocks than
usual at the end of the 1989 crop year.

OUR_ANALYSES

Let me explain how we arrived at our finding that 1989 prices
are likely to be lower than estimated by our model. One of the
primaty indicators of pressures on grgin'prices is the stocks-to-
use ratio. This ratio relates stocks remaining at the end of the
year to total grain use for the year. The ratio is a shorthand



" method of looking at basic supply ‘and demand for grains. For
.exanple, with a projected total use of 114 million bushels, the

-LgSDA's November 1989 forecast of 49 million ending bushels implies
a stocks-to-use ratio of 43 percent.

Figure 1 shows historical stocks-to-use ratios. For 13 of the
16 years we examined, the equivalent of more than 50 percent of
total durum wheat use for the year remained at the end of the year.
As you can see, the level forecasted for 1989 is the lowest since

1974.

1.4 Stocks-to-use Ratio
1.2
1.0
0.8
0.6

0.4

Crop Year *USDA projection



Our model estimates the relationship between historical
stocks-to use ratios and average annual durum prices. That is,
large expected ending stocks indicate that supply is well above
expected demand. When stocks are very large'reiativo to use, the
resulting low prices lead farmers to keep their wheat off the
market by storing it. Low projected ending stocks indicate that
supply is tight relative to use. Buyers then bid prices up, and
farmers place their wheat on the market.  In this way, the ending
stocks-to-use ratio is a barometer of pressures on priéc.

Pigure 2 shows the relationship between the stocks-to-use
ratio and price for the period we examined. As you can see, as the
ratio increases, prices decline.

Ratio, 1973/74-1988/89

Price minus loan rate.

73

74“k4‘h

0.2 04 0.6 0.8 1.0 1.2 1.4



To. forecast average annual prices for 1989, we compared
historical relationships between prices for the first 6 months of
the crop years from 1973 to 1988 with annual average prices for
those years. We then applied these relationships to the actual
prices for the first 6 months of 1989.

As you can see in figure 3, prices for the first 6 months in
1973 through 1988 have ranged from 87 percent to 112 percent ot the
average annual prices for these years.

Based on our calculations, the average price for the £irs£ 6
months of the 1989 crop year was about §4 30 per bushel. However,
the price could vary from about $3.14~to»$4~0! per bushel around
this average.
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To determine the price one would expect based on historical
stocks-to-use ratios, we used the statistical model we developed to
estimate the price/stocks-to-use relationship based on 1973-88
data. We also used the model results to estimate a price

' corresponding with November forecasts of durum wheat stocks on May
31, 1990, the end of the crop year. PFigure 4 shows estimates from

. our model for prices as related to stocks-to-use ratios from 30
percent of use to 120 percent of use.



Price minus loan rate

0 | L | | R ! )

0.3 0.4 0.5 0.6 0.7 0.8 0.9 1.0 1.1 1.2
' ’ Stocks-to-use ratio ‘

Figure 5 shows these estimates, as well as the ranges
associated with the estimates. As you can see, the range becomes
larger as the stocks-to-use ratio is less than 50 percent or
greater than 90 percent. Consequently, for stocks-to-use ratios of
less than 50 percent or more than 90 pefcent, the model estimates
will have greater ranges associated with them. Because the USDA
forecast implies a stocks-to-use ratio of 43 percent, the estimated
range of price associated with our estimate could be as wide as

"$1.50 per bushel. Our model estimated that the price could range
from $5.25 per bushel to as much as $6.75 per bushel, including the
loan rate of about $2.00 per bushel.
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Ratios

Price minus loan rate
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To undorstand the reasons for our model estimate bding higher
than the avofago annual price that we expect in 1989, we spoke
with durum wheat traders and other analysts. While we have not -
conducted a scientific survey, their responses offer a number of
possible explanations. Some noted that the quality of durum wheat
traded in the summer of 1989 was lower than usual.
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Others told us that Canadian wheat sold was being sold in the
United States at lower prices than domestic wheat, providing a
possible explanation for lower average prices. However, as we
noted earlier, a percentage change in imports would be likely to
have a much smaller effect on durum prices than the same change in
exports because the base for each is different.

Finally, several of those we interviewed said that members of
the durum wheat trade believe demand in the commercial export
market will not be as high as indicated in official forecasts. 1In
that case, the stocks-to-use ratio would be higher than the one we
developed. Lower exports would make the stocks-to-use ratio higher
than forecast, thereby lowering the market price. We do not know
to what extent any of these factors may account for prices that are
lower than those indicated by our model. As noted earlier,
however, this difference could indicate a fundamental change in the
market. '

This concludes my formal testimony. I would be happy to
answer your questions. '
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December 18, 1989

INFORMATIONAL MEMORANDUM

TO: - Bruce Gardner
Assistant Secretary
for Economics

FROM: B. H. Robinson
Associate Adminisgtrator

SUBJECT: Comments on GAO's Analysis of Durum Wheat Prices

ISSUEL

This is in response to your reques: for comments on GAO’s testimony regarding
their anslysis of durum wheat prices ‘

We have evaluated the testimony statement, and the attached statement

summarizes our comments regarding this report. Ed Young and Ed Allen of the
Crops Branch of CED prepared the comments.

SUMMARY

We feel that the prica series selected by GAO as a basis for its analysis is
misleading. Ve also call your actention to several drawbacks of using the
*stocks-to-use relative to the loan rate" model.

Actachment

USDA:ERS :CED:CROPS:MLsath:skv:786-1840:12/15/89
Staff Analysis 90-108
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Comments on GAO Durum Wheat Price Testimony

Reports in the news media indicate that the GAO testimony dampened
concerns over the role of Canadian durum imports on the perceived low durum
prices in the U.S. market. The GAO testimony identified some of the factors
that influence price movements. The role of Canadian durum in the U.S.. market
was correctly noted and put into perspective. -

The U.S. durum export forecast is based on tight world market
conditions. Low E.C. and Turkish export supplies are combining with strong
demand from the USSR and North Africa. However, given the uncertainties in
the North African market, the durum market may not react to the current export
forecast until some confirming sales are made. This was correctly noted by
GAO. -

GAO failed to note that for 1989/90 a smaller portion of durum supplies
are tied up in the FOR, the 9-month loan program, or CCC inventory. As the
proportion of free stocks to total stocks increases, the greater mobility of
the free stocks may be price depressing.

There does not appear to be any reason to postulate a "fundamental
change in the market for durum wheat®”. The only likely structural change may
be in the attitude of U.S. millers to Canadian durum. Some U.S. millers have
nov become familiar with Canadian durum, found it’'s color acceptable to their
customers, and like its milling characteristics and qualicy. However, less
Canadian durum is moving into the U.S. this year because U.S. durum is
competitively priced.

The price analysis as reported by GAO is misleading in that GAO used the
Minneapolis price of number 1, hard amber durum for their analysis while the
testimony implies that the analysis was conducted using the farm gate price of
durum. In October, the Minneapolis price vas $4.12 compared to a farm-level
price of $3.31. It is highly probable that someone will amisuse the GAO
analysis and conclude that the fara price of durum ought to be "at least
$5.25." GAO selected the Minneapolis price because farm-level durum price
data are not available prior to 1981.

The "stocks-to-uss relative to the loan rate®” model has several
dravbacks:

° the loan rate of vheat has fallen to the point that it
may not function as a floor under durua prices;

o the shape of the curve at low stocks-to-use ratios is
very hard to specify;

o a small shifc in the curve over time could cause a very
large change in price forecasts at low stocks-to-use ratios; and

° data points at low stocks-to-use ratios are few and
old.
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These problems suggest that the stocks-to-use model might do a poor job
forecasting this year, especially for a commodity like durum.

ERS estimated a stocks-to-use model for farm-level durum prices, based
on data beginning with 198l. Farm-level durum prices during 1989/90 are
estimated at $3.62 using this model. Some argue that durum prices behaved
abnormally in 1988/89 because & high proportion of durum stocks were tied up
in the FOR and were not available to the market. If a dummy variable for
1988/89 is included in the model, the durum price forecast falls to $3.27 for
1989/90.
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APPENDIX E
SUMMARIES OF WRITTEN SUBMISSIONS BY INTERESTED PARTIES



CANADIAN WHEAT BOARD

In the executive summary of its submission, the Canadian Wheat Board (CWB)
emphasizes that it “does not provide subsidies to grain producers, and that the
Government of Canada is not involved in the commercial operations of the Wheat
Board.” The CWB states that “Canada’s wheat production and marketing are structured
to produce wheat of consistent quality.” The Canadians emphasize consistency in grain

" quality.

The CWB further states that the Canadian wheat farmer depends on market price
rather than support programs for income. The CWB argues that the effect of the U.S.
Export Enhancement Program and the EC export subsidies was to lower prices in
Canadian export markets, thus harming the Canadian producer.

Government of Canada

While reiterating some of the CWB statements, the Government of Canada, in its note
to the U.S. Department of State, argues that the United States is in violation of the
United States-Canada Free-Trade Agreement because of the effect of the Export
Enhancement Program on Canadian export markets.

U.S. Wheat Associates, North Dakota Wheat Commission,
North Dakota Department of Agriculture,
U.S. Durum Grower’s Association

These advocates for the grain farmer argued that U.S. durum wheat was of equal, and
in some respects superior, quality to Canadian durum wheat. They cited the case of the
North Dakota Mill which purchases durum wheat that is, according to its own
specifications, of a better quality than provided for by U.S. grade No. 1. The North
Dakota Mill testified at a congressional hearing in Bismarck, ND, December 1989, that it
had encountered no difficulties in purchasing high-grade U.S. durum wheat.

The associations argued that the Canadian Western Grain Transportation Act created
an unfair subsidy that harms the U.S. durum farmer. They reiterated their opposition to
the United States-Canada Free-Trade Agreement and their belief that the Canadians
were taking unfair advantage of the agreement to predatorily penetrate the U.S. market.
The North Dakota Department of Agriculture stated that it believes that the U.S.
calculations of Government support to agriculture are full of errors, which work to the
detriment of U.S. grain producers.

Other Submissions

Other correspondence received by the U.S. International Trade Commission related
to the investigation on durum wheat, but not entered into the record, states that Canadian
durum wheat is purchased at a slight premium over U.S. durum wheat. One large
corporation stated that it purchased Canadian durum wheat because it was cheaper to
ship from Canada to its location than from U.S. points to its location.



