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PREFACE

On September 14, 1992, at the request of the Committee on Ways and Means
(Committee), U.S. House of Representatives,1 and in accordance with section
332(g) of the Tariff Act of 1930 (19 U.S.C. 1332(g)), the U.S. International
Trade Commission {Commission) instituted investigation No. 332-335, Dry Peas
and Lentils: Conditions of Competition Between the United States and Canada in
Third-Country Markets, for the purpose of providing a report on the conditions
of competition between the United States and Canada in dry peas and lentils.
More specifically, the Committee was interested in the competitive conditions
of the U.S. and Canadian dry pea and lentil industries in overseas markets and
the effect of Canadian Government programs on those competitive conditions.
The Committee requested that, to the extent possible in its investigation, the
Commission should:

(1) Describe and analyze the U.S. and Canadian dry pea and
lentil industries, including patterns of production,
consumption, exports, and imports since 1986;

(2) Describe and analyze the current conditions of trade
in dry peas and lentils between the United States,
Canada, and the rest of the world;

(3) Describe and analyze the purpose, nature, and use of
Canadian programs and policies to assist dry pea and
lentil producers and exporters and their impact on
competitive conditions. When examining Canadian
programs and policies, special attention should be
given to programs affecting transportation costs,
including the Western Grain Transportation Act, and
income support programs, such as the Gross Revenue
Insurance Program; and

(4) Provide an analysis of other relevant factors having a
significant bearing on competitive conditions and
trade in dry peas and lentils, including prices,
production and marketing costs, and exchange rates.

Notice of the investigation and hearing was posted in the Office of the
Secretary, U.S. International Trade Commission, Washington, DC,2 and published
in the Federal Register (57 F.R. 43985) of September 23, 1992. A public
hearing on the investigation was held on December 8, 1992, in Washington, DC.

The information presented in this report was obtained from a number of
sources, including: the Commission’s files; the public hearing; fieldwork,
which included wvisits with U.S. and Canadian growers and their respective
associations, importers, exporters, and processors of dry peas and lentils in

' The request from the Committee on Ways and Means is reproduced in
appendix A.
2 copy of the Commission’s notice of investigation and public hearing is
reproduced in appendix B.



the United States and Canada, as well as Federal, State, and Provincial
Government agencies; and, academic researchers. The Commission was requested
to report the results of the investigation as soon as possible, but no later
than April 20, 1993.

ii
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EXECUTIVE SUMMARY
Background

In crop year 1991/92, the United States exported 83,000 metric tons (mt)
(47 percent of U.S. production) of dry peas and 37,000 metric tons (49 percent
of U.S. production) of lentils (table A). 1In the same year, Canadian exports
of dry peas amounted to 271,000 mt (66 percent of Canadian production) and
exports of lentils amounted to 187,000 mt (55 percent of Canadian production) .
although the U.S. and Canadian products have some differences (e.g., a large
share of Canada’s exports of dry peas are feed quality while the United States
exports food quality dry peas), U.S. and Canadian dry peas and lentils compete
directly in many third-country markets.

This investigation was conducted at the request of the House Committee
on Ways and Means (the Committee). 1In its letter of August 10, 1992, the
committee expressed concern about the effect of Canadian Government programs,
particularly the Western Grain Transportation Act (WGTA) and the Gross Revenue
insurance Program (GRIP), on the ability of the U.S. dry pea and lentil
industry to compete internationally. Within this context, the Committee
requested the Commission to conduct an investigation under section 332(g) of
the Tariff Act of 1930 (19 U.S.C. 1332(g)] for the purpose of providing a
report on the conditions of competition between the United States and Canada
in dry peas and lentils in overseas markets and the effect of Canadian
Government programs on those competitive conditions. "The following paragraphs
summarize results of this investigation.

Summary of Conclusions
Production and Export Trends

® pProduction of dry peas and lentils in the United States fluctuated
erratically during 1986/87 through 1991/92, with the fluctuations being
the result of weather variations, though harvested area fluctuated as
well. U.S. production of dry peas during 1986/87 through 1991/92 ranged
from 109,000 mt to 185,000 mt and averaged 164,000 mt annually.
Production of lentils ranged from 41,000 mt to 81,000 mt and averaged
60,000 mt annually.

® production of dry peas and lentils in Canada increased throughout the
same period. Canadian production of dry peas increased from 239,000 mt
in 1986/87 to 410,000 mt in 1991/92; production of lentils more than

doubled, increasing from 171,000 mt in 1986/87 to 343,000 mt in 1991/92.

® U.S. exports of dry peas and lentils fluctuated erratically with no
discernable trend during 1986/87 through 1991/92, and averaged 101,000
and 45,000 mt, respectively. During the same period, Canadian exports
of dry peas increased from 125,000 to 271,000 mt and exports of lentils
increased from 110,000 to 187,000 mt. India, the Philippines, and Peru
were the leading export markets for U.S. dry peas; Spain, Peru, and
Italy were the leading export markets for U.S. lentils. The leading

ix



Table A
Profile of U.S. and Canadian dry pea and lentil industries, crop years1 1986/87 to 1991/92

1986/87 1987/88 1988/89 1989/90 1990/91 1991/92

United States:

Harvested area in dry peas (1,000 hectares)........... 85 82 75 72 68 82
Harvested area in lentils (1,000 hectares)............ 65 62 30 38 46 52
Production of dry peas (1,000 metric tons)............ 158 184 171 185 109 175
Production of lentils (1,000 metric tons)............. 81 77 38 49 41 76
Yield of dry peas (metric tons per hectares).......... 1.88 2.24 2.29 2.58 1.61 2.15
Yield of lentils (metric tons per hectares).......... 1.24 1.25 1.27 1.27 0.89 1.48
Exports of dry peas (1,000 metric tons)............... 85 116 108 142 72 83
Exports of lentils (1,000 metric tomns)......... AP 38 33 46 65 49 37
Ratio of exports of dry peas to production (percent).. 54 63 64 77 66 47
Ratio of exports of lentils to production (percent)... 47 43 121 133 120 49
Canada:
Harvested area in dry peas (1,000 hectares)........... 131 237 271 150 123 198
Harvested area in lentils (1,000 hectares)............ 131 218 136 103 134 238
Production of dry peas (1,000 metric tons)............ 239 415 320 234 264 410
Production of lentils (1,000 metric tons)............. 171 286 59 96 213 343
Yield of dry peas (metric tons per hectares).......... 1.82 1.75 1.18 1.56 2.15 2.07
Yield of lentils (metric tons per hectares).......... 1.31 1.31 0.43 0.93 1.59 1.44
Exports of dry peas (1,000 metric tons)....... e 125 305 193 179 163 271
Exports of lentils (1,000 metric tons) ................ 110 160 78 90 150 187
Ratio of exports of dry peas to production (percent).. 52 73 60 76 62 66
Ratio of exports of lentils to production (percent)... 64 56 132 94 70 55

! Crop years are from July 1 to June 30.

Source: Compiled by the staff of the U.S. International Trade Commission based on data from the American Dry
Pea and Lentil Association; U.S. Department of Commerce; Statistics Canada; and report from American Embassy,
Ottawa, Sept. 28, 1992, pp. 3-7 and pp. 9-13.



market for Canadian dry peas and lentils was the European Community,
which accounted for 50 percent of Canadian exports of dry peas and 41
percent of Canadian exports of lentils in 1991/92.

® An increasing portion of U.S. exports of dry peas and lentils are
concessional sales. Public Law 480 sales accounted for 24 percent and
35 percent of the volume of U.S. exports of dry peas and lentils,
respectively, in marketing year 1991/92. Exports under Canadian food
assistance programs accounted for 13 percent of the volume of Canadian
exports of food-quality dry peas and 4 percent of lentil exports in
1991/92.

® Competition between the United States and Canada is increasing in
foreign dry pea and lentil markets. The United States has lost market
share in traditional commercial export markets in South Bmerica, Spain,
and India, while Canadian exports to these markets have risen. U.S.
exporters have attempted to defend export market shares by creating
product niches, based on quality differences. Nonetheless, price is
still the most important factor in the dry pea and lentil trade.

® A number of factors have influenced the relative growth in Canadian
and U.S. dry pea and lentil production and trade during 1986/87-1991/92.
These include market factors, government programs in the United States
and Canada, and cost differentials that tend to provide a price
advantage to Canadian producers.

Impact of Government Programs

® According to the Commission’s statistical analysis, the 26-percent
decline in the Canadian export price for wheat during 1985-90 was an
important factor explaining the growth of Canadian crop area in dry peas
and lentils through 1990/91. Wheat, an important crop for dry pea and
lentil producers, is grown in rotation with these crops in both the '
United States and Canada. The Commission’s analysis indicated that U.S.
price-support program benefits for wheat and barley, as well as higher
yields reported for these crops, generally restrict U.S. wheat and
barley growers from shifting to dry peas and lentils in response to
market prices. The decline in the U.S. loan rate for wheat, as well as
the Export Enhancement Program, were important factors contributing to
changes in world wheat prices during this period.

® In 1991/92, the Canadian government introduced the GRIP, a voluntary
program which provides both price and yield insurance to participating
producers of dry peas and lentils, as well as other crops, in Canada.
The GRIP provides this insurance by offering producers guaranteed target
revenues that are specific for each eligible crop. The Commission’s
statistical analysis found that the guaranteed target revenues
established by the GRIP during 1991/92-1992/93 induced additional
Canadian production of dry peas and lentils by (1) providing revenue
incentives that, on average, favored dry pea and lentil production
relative to wheat, and (2) reducing the uncertainty in price and yield
associated with their production. Higher Canadian production of dry

xi



Other

peas and lentils under the GRIP has resulted in increased Canadian
exports and lower world prices for these products.

® It is likely that the addition of dry peas and lentils to the list of
products eligible for Canadian transportation assistance under the WGTA
in 1984 also benefitted Canadian dry pea and lentil growers, thereby
encouraging increased Canadian production and exporté of these crops.
The effect of changes in the WGTA on current Canadian production of dry
peas and lentils may be indeterminate, however, for two reasons. First,
under the GRIP, target revenues are based on long-term average prices.
Thus, for producers enrolled in the GRIP, the prices received for dry
peas and lentils may not be appreciably affected by any modification of
the WGTA, at least in the short- to medium-run. Second, prior research
on the WGTA indicates that the program primarily benefits relatively
lower-valued crops, such as wheat, barley, and other export grains. If
WGTA assistance were eliminated for dry peas and lentils, as well as for
other crops, then the resulting price changes could induce additional
production of dry peas and lentils.

Competitive Factors

® U.S. export prices for dry peas were 24 percent higher than Canadian
prices, on average, during 1986-92 and 40 percent higher than Canadian
export prices for lentils. Production and transportation cost
advantages, in addition to quality differences between the U.S. and
Canadian products, have contributed to the lower export prices for
Canadian dry peas and lentils. Total production costs for dry peas in
Canada are roughly 46 percent less than costs in the United States, and
roughly 34 percent less for lentils. Additionally, Canadian shippers of
dry peas and lentils benefit from both internal and external
transportation cost differentials that tend to provide the Canadian
product with a cost advantage over the U.S. product in third-country
markets. Recently, Canadian exporters have begun to ship food-grade
peas from Vancouver to India and Colombia in bulk instead of in
containers, which reduces shipping costs by up to 50 percent.

® The decline in the value of the U.S. dollar relative to the Canadian
dollar during 1986-92 should have contributed to a price advantage for
U.S. exports of dry peas and lentils. However, the effect of exchange
rate changes on U.S. and Canadian exports may have been overshadowed by
other factors that determine dry pea and lentil prices in third-country
markets.
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GLOSSARY

Acreage base.--The annual total of the individual crop acreage bases (wheat,
feed grains, upland cotton, and rice) on a farm, the average acreage planted
to soybeans, peanuts, and other approved nonprogram crops, and the average
acreage devoted to conserving uses. Conserving uses include all uses of
cropland except crop acreage bases, acreage devoted to nonprogram crops,
acreage enrolled in annual acreage reduction or limitation programs, and
acreage in the conservation reserve program.

Acreage reduction program (ARP).--A voluntary land retirement sgystem in which
participating farmers idle a prescribed part of the crop acreage base of
wheat, feed grains, cotton, or rice. The base is the average of the acreage
planted for harvest and considered to be planted for harvest. Acreage
considered to be planted includes any acreage not planted because of acreage
reduction and diversion programs during a period specified by law. Farmers
are not given a direct payment for ARP participation, although they must
participate to be eligible for benefits such as Commodity Credit Corporation
loans and deficiency payments.

Commodity Credit Corporation (CCC).--A federally owned and operated
corporation within the U.S. Department of Agriculture created to stabilize,
support, and protect farm income and prices through loans, purchases,
payments, and other operations. All money transactions for agricultural price
and income support and related programs are handled through the CCC; the CCC
also helps maintain balanced, adequate supplies of agricultural commodities
and helps in their orderly distribution.

Common Agricultural Policy (CAP).-~-A set of regulations by which member states
of the European Community seek to merge their individual agricultural programs
into a unified effort to promote regional agricultural development and achieve
other goals. The variable import levy and export restitution payments are
main elements of the CAP.

Deficiency payment.--A Government payment made to farmers who participate in
wheat, feed grain, cotton, or rice programs. The payment rate is per bushel,
pound, or hundredweight, based on the difference between the price level
established by law (target price) and the higher of the market price during a
period specified by law or the price per unit at which the Government will
provide loans to farmers to enable them to hold their crops for later sale
(loan rate). The payment is equal to the payment rate multiplied by the
acreage planted for harvest and then by the program yield established for the
particular farm.

Export enhancement program (EEP).--Begun in May 1985 under a Commodity Credit
Corporation charter to help U.S. exporters meet competitors’ prices in
subsidized markets. Under the EEP, exporters are awarded bonus certificates
which are redeemable for CCC-owned commodities, enabling them to sell certain
commodities to specified countries at prices below those of the U.S. market.
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Export prices.--As used in this report, U.S. and Canadian export unit values
are referred to as prices.

Hectare.--One hectare is equal to 2.47 acres.

Import prices.--As used in this report, import unit values are referred to as
prices.

Legume.--A family of plants that produces seeds in a fruit called a pod; More
technically, a legume is a superior one-celled, monocarpellary fruit, usually
dehiscent into two valves, and having the seed attached along the ventral
suture. Legume plants have the ability to improve soil fertility by returning
more nitrogen to the soil than was taken from it; the plants, in a symbiotic
relationship with bacteria that form nodules on the plant roots, "fix"
nitrogen from the air.

Loan rate.--The price per unit (bushel, bale, or pound) at which the
Government will provide loans to farmers to enable them to hold their crops
for later sale.

Metric ton.--One metric ton is equal to 2,204.62 pounds.

Nonrecourse loans.--Farm loans provided under the CCC that allow farmers who
agree to comply with all commodity program provisions may pledge a quantity of
a commodity as collateral and obtain a loan from the CCC. The borrower may
elect either to repay the loan with interest within a specified period and
regain control of the collateral commodity or default on the loan. In case of
a default, the borrower forfeits without penalty the collateral commodity to
the CCC.

Public Law 480 (P.L. 480).--The common name for the Agricultural Trade
Development and Assistance Act of 1954. U.S. exports of dry peas and lentils
under this program are sold through long-term considered concessional
financing or donated by the U.S. government to eligible foreign countries for
use as food aid for disaster relief, foreign feeding programs, and food for
work programs.

Pulse.~--The edible seeds of leguminous plants, including dry peas, beans,
lentils, and chickpeas.

Target price.--A price level established by law for wheat, feed grains,
cotton, and rice. Farmers participating in the Federal commodity programs
‘receive the difference between the target price and the higher of the market

price during a period prescribed by law or the unit price at which the
Government will provide loans to farmers to enable them to hold their crops
for later sale (the loan rate).
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CHAPTER 1
INTRODUCTION

The United States has been a major global supplier of dr¥ peas and
lentils for many years. During crop years 1984/85 to 1986/87,' U.S. exports
of these products averaged 140,000 metric tons (mt) annually, or 15 percent of
total world exports in 1985/86. Although U.S. exports of dry peas and lentils
increased to an annual average of 159,000 mt during 1989/90 to 1991/92, the
U.S. market share declined to 10 percent of total world exports in 1991/92.
part of the decline in the U.S. export share can be explained by the fact that
foreign competitors have increased their exports of dry peas for use as animal
feed, whereas U.S. exports are primarily used as human food. Nonetheless, in
recent years, U.S. exports to and U.S. market shares in foreign commercial dry
pea and lentil food markets, such as Spain, Italy, Colombia, Venezuela, and
India, have also declined. Moreover, an increasing proportion of U.S. dry pea
and lentil exports are U.S. Government food aid donations under title II of
Public Law 480 (P.L. 480).

Increased dry pea and lentil exports from Canada, an important U.S.
competitor in foreign dry pea and lentil markets, have been cited by the U.S.
industry in particular for their adverse impact on U.S. export shares in
foreign commercial markets.? The U.S. industry contends that two Canadian
agricultural programs, the Western Grain Transportation Act (WGTA) and the
Gross Revenue Insurance Program (GRIP), provide unfair benefits to Canadian
producers and exporters of dry peas and lentils. These benefits, according to
the U.S. industry, result in increased Canadian production and exports of dry
peas and lentils, thereby resulting in lower Canadian export prices in third-
country markets. ) ¢

The Canadian industry contends that the primary reason for growth'in
Canadian production and exports of dry peas and lentils has not been the WGTA
or the GRIP, but the decline in the price of an important alternative crop,
wheat, which occurred during 1985-80. The Canadian industry further contends
that the reduced U.S. share of world dry pea and lentil exports has not
resulted from Canadian competition, but from U.S. Government programs that
discouraged U.S. wheat and barley producers from switching to dry peas and
lentils in response to market signals. Recent trends in U.S. and Canadian
production and trade in dry peas and lentils, and the role of government
programs, are discussed in this report.

' In this report, a crop year covers the period from July 1 to the
following June 30, unless otherwise noted.

¢ American Dry Pea and Lentil Association, prehearing brief, Nov. 11, 1992,
p. 2.

3 canadian Special Crops Association and Western Canada Pulse Growers
Association, joint posthearing brief, Jan. 5, 1993, p. 11l.
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Purpose and Approach of the Study

As requested by the House Committee on Ways and Means, the major
objectives of this investigation are to--(1) describe and analyze the U.S. and
Canadian dry pea and lentil industries, including patterns of production,
consumption, exports, and imports since 1986; (2) describe and analyze the
current conditions of trade in dry peas and lentils between the United States,
Canada, and the rest of the world; (3) describe and analyze the purpose,
nature, and use of Canadian programs and policies to assist dry pea and lentil
producers and exporters, with special attention given to programs affecting
transportation costs, including the WGTA, and to income support programs, such
as the GRIP; and (4) provide an analysis of other relevant factors having a
significant bearing on competitive conditions and trade in dry peas and
lentils, including prices, production and marketing costs, and exchange rates.
The investigation was instituted on September 14, 1992, following the receipt
of a request dated August 10, 1992, from the Committee on Ways and Means, U.S.
House of Representatives.

_ Information for this study was obtained from the Commission’s files,
interviews with U.S. and Canadian growers and their respective associations,
and with importers, exporters, and processors of dry peas and lentils in the
United States and Canada. Officials at Federal, State, and Provincial
Government agencies in the United States and Canada, and academic researchers’
were also contacted for the study.

The Commission used statistical analysis to examine the effect of the
GRIP and the WGTA on Canadian production of dry peas and lentils. The
Commission also used statistical analysis to examine the effects of certain
U.S. programs, particularly the crop support program for wheat and the Export
Enhancement Program (EEP), on U.S. and Canadian production of these crops. In
addition, the Commission evaluated the impact of the GRIP on U.S. and Canadian
exports and prices of dry peas and lentils in third-country markets. This
analysis was conducted by using an economic model that links changes in
production to trade and export prices.

Scope of the Study
The Product

Dry peas and lentils are annual crops that are members of the legume
family of plants whose seeds are produced in a pod. The edible seeds of these
pod-bearing plants are also called pulses. Other important legumes include
dry beans, soybeans, clover, and alfalfa. The dry peas covered by this study
include whole and split green and yellow peas and Austrian Winter peas. Not
included are pea seed and lentil seed for planting and several dry pulses
which are commonly called "peas,” but which are actually beans (e.g.,
chickpeas, black-eyed peas, and cowpeas).

Although there are hundreds of different varieties of dry peas and
lentils produced and marketed worldwide, less than a dozen dry pea and lentil

varieties are grown in the United States and Canada. Color and size are the
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primary distinguishing characteristics of the different varieties of dry peas
and lentils. The Brewer variety is the primary variety of lentil produced in
the United States, whereas Canadian producers primarily grow the larger Laird
variety. Similarly, U.S. producers primarily cultivate the Columbia variety
of dry green pea, whereas Canadian producers primarily cultivate the green
radley and the yellow Century dry pea. The varieties grown in the United
states and Canada reflect the particular growing conditions in each country.
additionally, each variety has specific cooking characteristics that may
affect consumption in particular markets.

Due to their high protein content and nutritional value,“ dry peas and
jentils are primarily used as a food crop, especially in developing countries
where they are an important substitute for higher cost protein from animals
(meat and fish). Consumption of dry peas also competes with that of other
pulses, such as dry beans, depending upon such factors as product
availability, end-use requirements, and prices.5 In recent years, dry peas
and, to a lesser extent, lentils, have been increasingly used in animal feed,
particularly in the European Community and in Canada. The food and feed
markets for dry peas and lentils are related in that dry peas and lentils
initially planted for food use can be diverted into the feed market where they
receive a lower price.

On the production side, dry pea and lentil plants are important soil
conditioners that are plowed under after seed harvest to add nutrients and
organic matter to the soil. As with other legumes, dry pea and lentil plants
‘fix’ so0il nitrogen (i.e., bind nitrogen from the air to soil particles),
thereby making the soil more fertile for the cultivation of other plants.
Therefore, when planted in rotation with such crops as wheat and barley, the
production of dry peas and lentils tends to raise cereal-crop yields in the
season following legume production.6 However, dry peas and lentils have
relatively shallow root systems and return relatively small quantities of crop
residues to the field, thus leaving fields more susceptible to soil erosion.

Industry Defined

. The dry pea and lentil industry in the United States and Canada includes
{1) growers that produce dry peas and lentils on individual farms;
(2) processors that clean, grade, and package dry peas and lentils; and
(3) exporters that market, promote, and export dry peas and lentils. Dry peas
and lentils are generally grown on the same farms, are handled by the same
processors, shippers, or brokers, and are sold through the same distribution
channels around the world. Both crops are similar in growing and processing
requirements, thus enabling growers and processors to manage either crop

¢ Dry peas and lentils provide large amounts of complex carbohydrates and

fiber, as well as many vitamins and trace elements.
The substitutability of lentils with dry peas and beans in consumer diets
is less well established, according to industry sources.
¢ ysa Dry Pea and Lentil Council, "Growing Into the Future," (Moscow, ID:
1991), p. 5.



without incurring any significant additional production or procéssing costs.
Certain factors, however, such as topography and the amount of annual rainfall
received, may favor the production of one crop over the other. ’

Production Processes

The process by which-dry peas and lentils are made ready for sale is
shown in figure 1-1 and described as follows:

(1)

(2)

(3)

(4)

About 90 days after planting, depending upon the variety grown,
dry pea or lentil plants are mechanically harvested with specially
adapted combines. The plants are cut close to the ground level,
with the field-dried peas or lentils separated from their pods and
vines. The pods and vines are dropped back into the field, and
the seeds are loaded into trucks for bulk transport to nearby
processing or storage facilities.

At the processing facility, the field-dried seeds are commingled
with seeds from a number of other growers and placed into bulk
temporary storage. Although stored and processed separately, both
dry pea and lentil seeds use the same extensive cleaning process.
First, the seeds are put through a scalper cleaner that removes
any remaining pods, stems, and dirt. Second, a clipper cleaner
sizes the seeds, removing split and under-sized seeds. Fidally,«
seeds are passed through a gravity separator which removes all
other impurities that can be separated by weight.

Lentils are then passed through an indent cylinder, to remove any-
remaining foreign matter, and then through a precision grader to
remove cereal grains and weed seeds. The lentils are then
packaged and ready for immediate shipment or storage. Peas, on
the other hand, are handled slightly different. Prior to
packaging, whole peas are passed through a clipper cleaner and
polisher prior to packaging. Dry peas intended for splitting,
however, are passed through a steam chamber to soften the seed
prior to splitting and then through a drying bin. These peas are
then passed through a splitter, prior to a final cleaning and
polishing before packaging.

Dry peas and lentils are usually packaged in one-pound bags or
bulk bins for retail distribution. For international markets, dry
peas and lentils are generally packaged in 100-pound burlap bags.
Transportation from processing plants to consumers is usually by
truck, rail, or barge.



pigure 1-1
Movement of dry peas and lentils from harvest to finished product
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Study Time Period

In most instances, the period covered by the study is 1986-92, the
period during which significant increases in competition occurred in foreign
markets for U.S. dry peas and lentils. Data for longer periods of time are
presented, however, when necessary for the purpose of analysis.

Organization of the Study

The remainder of this chapter provides an overview of the conditions
leading to the study and a brief description of U.S. and Canadian dry pea and
lentil industries and markets. Chapter 2 discusses the U.S. dry pea and
lentil industry and market. Chapter 3 examines the Canadian industry and
market. Chapter 4 describes the conditions of trade in major foreign dry pea
and lentil markets. Chapter 5 provides an analysis of the effects of various
government programs on the competitive conditions affecting the Canadian and
U.S. industries. Chapter 6 examines other competitive factors, such as costs
of production, ocean freight and handling, exchange rates, and prices. All of
the tables referenced in the study are located in appendix C.

Overview of U.S. and Canadian Issues
Export Trends

In 1992/93, the United States produced 188,000 mt of dry peas and
lentils~-less than 1 percent of world production in that year. U.S.
- production of dry peas and lentils is largely concentrated in the States of
Washington, Idaho, and Oregon. Although production is variable, based on _
weather and other related factors, the U.S. area planted in these crops has
remained relatively constant since 1981. About three-fourths of annual U.S.
production of dry peas and lentils is exported.

As shown in tables C-1 and C-2, the United States is one of four major
exporters of dry peas, the others being Hungary, Canada, and. Australia, and
one of three major exporters of lentils, the others being Canada and Turkey.
In 1991/92, Canada was the second leading exporter of dry peas, accounting for
about 26 percent of world exports. Canada was the largest world exporter of
lentils in that year, accounting for 37 percent of world exports. On the
other hand, the U.S. shares of dry pea and lentil exports were 8 and
7 percent, respectively, in 1991/92.

U.S. exports of dry peas and lentils grew by 55,000 mt and 27,000 mt,
respectively, during 1985/86 to 1989/90, and then fell appreciably during
1989/90 to 1991/92 (tables C-1 and C-2). Most of the growth in U.S. exports
of lentils prior to 1990/91, however, occurred through sales under the P.L.
480 program; commercial lentil exports (total U.S. exports less exports under
P.L. 480) actually declined during 1985/86 to 1989/90 by 7,400 mt and by
10,800 mt during 1985/86 to 1991/92. The share of U.S. exports of dry peas
sold under P.L. 480 also increased starting in 1988/89. Sales under the P.L.



480 program accounted for 24 percent and 35 percent of the volume of U.s.
exports of dry peas and lentils, respectively, in crop year 1991/92.

Almost all U.S. exports of dry peas are sold for food, whereas Canadian
exports consist of both food- and feed-quality products. Both U.S. and
canadian lentil exports are primarily destined for food use, although Canada,
from time to time, has exported small quantities for use as feed. Trends in
u.s. and Canadian exports of dry peas and lentils from 1982/83 to 1991/92 are
shown in figures 1-2 and 1-3, respectively.7

Growth in Canadian exports of both dry peas and lentils has largely
occurred since 1985/86. <Canadian dry pea and lentil exports rose by 171,000
mt and 152,000 mt, respectively, during 1985/86 to 1991/92 (tables C-1 and
c-2). Exports of feed-quality dry peas to the European Community (EC) have
accounted for much of the growth in Canada’s exports of dry peas. However,
canada‘s exports of food-quality dry peas to non-EC destinations have risen
steadily since 1988/89 (figure 1-2). Canada’s exports of lentils also rose
from 1985/86 to 1987/88, fell in 1988/89 owing to a decline in world prices
and to poor yields, but then rose steadily thereafter. Canada provides some
food-quality dry peas and lentils to developing countries under a food aid
program administered by the Canadian International Development Agency (CIDA).
Exports under the CIDA program accounted for 13 percent of Canadian exports of
food-quality dry peas, and 4 percent of lentil exports in 1991/92.

The increase in Canadian exports of dry peas and lentils largely
reflects the dramatic rise in dry pea and lentil production that has occurred
in Canada since 1982. Dry peas and lentils are primarily grown in the Western
Provinces of Alberta, Manitoba, and Saskatchewan. Higher Canadian production
and exports of these crops are of particular concern to the U.S. industry
because the Canadian products compete with U.S. products in foreign dry pea
and lentil markets in South and Central America, the European Community, Asia,
and elsewhere (figures 1-4 and 1-5).

To some extent, the growth in Canada’s exports of dry peas and lentils
has served to fill increased world demand, particularly in the market for
feed-quality dry peas. Canada’s exports have also resulted in some
displacement of exports from other suppliers, such as Hungary and Turkey,
whose dry pea and lentil exports have, in the past, beer of similar quality to
exports from Canada (tables C-1 and C-2). More recently, the U.S. dry pea and
lentil industry has become concerned that Canadian sales are displacing U.S.
exports. As shown in figures 1-2 and 1-3, the decline in U.S. exports during
1989/90 to 1991/92 was accompanied by increased Canadian sales. Related to
the U.S. industry’s concerns about declining exports is that, in 1990/91,
Canada introduced a new revenue stabilization program that directly affects
Canadian growers of dry peas and lentils.

7 Owing to data limitations, the Canadian data ‘in figures 1-2 and 1-3 are
for the calendar year until 1988/89.



Figure 1-2
Dry peas: U.S. and Canadian exports, crop years 1982/83 to 1991/921
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1 Crop years are from July 1 to June 30.

2 Commercial U.S. exports estimated as total U.S. exports less P.L. 480 tenders.

- c 3 Commercial Canadian food exports estimated as total Canadian exports less CIDA shipments and sales to the European
ommunity.

Note.—Up until 1988/89, Canadian data are reported on a calendar year basis.

Source: Compiled by the staff of the U.S. intemational Trade Commission from official statistics of the U.S. Department of Com-
merce and Statistics Canada.
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Figure

1-3
Lentils: U.S-and Canadian exports, crop years 1982/83 to 1991/92?
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2 Commercial U.S. exports estimated as total U.S. exports less P.L. 480 tenders.
3 Commercial Canadian food exports estimated as total Canadian exports less CIDA shspments

Note.—Up until 1988/89, Canadian data are reported on a calendar year basis.

Source: Compiled by the staff of the U.S. International Trade Commission from official statistics of the U.S. Department of Com-
merce and Statistics Canada. ‘
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Sir%u:;;; U.S. and Canadian exports, by destination, crop year 1391/92"
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Figure 1-5

Lentils: U.S. and Canadian exports, by destination, crop year 1991/921
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Programs and Policies

As mentioned previously, the U.S. industry contends that increased
production of Canadian dry peas and lentils has primarily been the result of
two Canadian programs: the WGTA, which has been available for internal
Canadian railroad shipments of dry peas and lentils since 1984, and the GRIP,
which was enacted by Canadian Federal and Provincial Governments in 1991.
According to industry sources, Canadian Government payments to Canadian
railways for transporting eligible crops under the WGTA reduce Canadian
freight costs to export markets, thus providing a price advantage to Canadian
shippers in third-country markets.

The GRIP is a voluntary, insurance~-type program administered jointly by
the Canadian Federal and Provincial Governments that provides income support
for agricultural producers in canada.’ In a major restructuring of Canadian
agricultural programs, the GRIP replaced three programs that previously had
been applicable to agricultural producers in Western Canada: the Western
Grains Stabilization Program, the Agricultural Stabilization Act, and the
Special Canadian Grains Progrmn.o The GRIP insures a target revenue per acre
for over 30 crops produced in Canada, based on target prices and long-term
average yields for each crop planted. A payout under the program is made to a
producer when his actual revenue is lower than the guaranteed target revenue
established under the GRIP. The cost of the program is shared among
producers, the Canadian Federal Government, and participating Provincial
Governments.

The GRIP introduced two important changes that are of concern to dry pea
and lentil growers in the United States. First, dry peas and lentils had not
previously been eligible for support under the Canadian programs it replaced.
Thus, the U.S. industry is concerned that the insurance-type benefits of the
GRIP, that is, reduced uncertainty in regard to price and revenue, will result
in increased Canadian dry pea and lentil production. Second, the GRIP
provides crop-specific payouts. U.S. producers are concerned that the GRIP
target revenues for dry peas and lentils have encouraged Canadian producers to
switch to dry peas and lentils from other crops.11

Canadian producers, on the other hand, argue that the WGTA and the GRIP
have little impact on Canadian dry pea and lentil production.12 In regard to
WGTA, the Canadian industry contends that the program is product neutral;
thus, it does not create incentives for farmers to expand production or

8 Glen Squires, Department of Agricultural Economics, U.S. Dry Peasg &
Lentils--Subsidized Foreign Competition: A Critical Issue, (Pullman, WA:
Washington State University, June 1992), pp. 25-29.

9 Richard Gray, et al., "A New Safety Net Program for Canadian Agriculture:
GRIP," Choices, 3rd quarter, 1991, p. 34.

0 These programs will be discussed more fully in chapter 3 of this report.

! Squires, Dry Peas & Lentils, p. 16.

¢ canadian Special Crops Association and Western Canada Pulse Growers

Association, prehearing brief, Nov. 23, 1992.
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exports of any particular crop.13 The Canadian industry also argues that the
GRIP is a market-oriented insurance program that allows farmers to respond to
market signals, rather than GRIP-determined incentives.'

The Canadian industry argues that the U.S. Export Enhancement Program,
which has been used to promote U.S. exports of wheat and other commodities,
contributed to lowering the price of wheat on world markets.'? According to
the Canadian industry, Canadian wheat prices during 1985-90 fell by Can$52.34
per metric ton,16 or by 26 percent, as compared with 1980-84 average prices,
thus encouraging Canadian wheat producers to increase production of dry peas
and lentils. The Canadian industry also suggests that the opportunity to sell
dry peas and lentils to the U.S. Government under P.L. 480 allows U.S.
producer$ and exporters to be less aggressive in developing products and
markets.

3 1bid., p. 37.
% 1bid., p. 41.
5 1bid., p. 45.
6 1bid., p. 47.
7 Ibid., p. 50.



CHAPTER 2
U.S. INDUSTRY AND MARKET

The U.S$. dry pea and lentil industry, relative to other agricultural
sectors, is relatively small, accounting for about 0.1 percent of U.S. crop
area in recent years. Dry peas and lentils, however, are important rotation
crops for wheat and barley growers in eastern Washington State, northern
1daho, and northeastern Oregon. This chapter profiles the U.S. dry pea and
lentil industry in terms of industry structure, production, consumption, trade
levels, and Federal Government programs that affect this industry.

U.S. Industry
Number and Location of Producers

The number of farms producing dry peas and lentils, about 3,500, has
remained relatively constant over the last decade. Virtually all U.S. dry pea
and lentil production takes place in an area known as the Palouse, or ‘Green
lawn, ' which is centered along the border between eastern Washington State,
northern Idaho, and northeastern Oregon (figure 2-1). This area gets its name
from the velvety green plants that cover the rolling hillsides in early
spring. :

According to industry sources,1 the Palouse area has a total of about
405,000 hectares of usable farmland capable of supporting dry pea and lentil
production, with about 125,000 hectares currently in production. About 60
percent of the area currently in production of dry peas and lentils is leased
and about 40 percent is owned directly by farmers.? The area in dry pea and
lentil production has remained about the same over the past 10 years.

Dry peas and lentils are largely grown in the Palouse area in rotation
with wheat and barley. Wheat and barley yields tend to be higher following
the production of dry peas or lentils because (1) dry peas and lentils "fix"
nitrogen into the soil, thereby. improving soil fertility; and because (2) dry
peas and lentils, when grown in rotation with wheat and other grains, break
the life cycle of harmful insect and disease organisms normally attacking
these grain crops. As a result, most farmers are likely to continue growing
dry peas and lentils even in periods when prices are low.> Additionally, the
harvesting and transportation machinery used for wheat and barley can be used
interchangeably for dry pea or lentil production.

! Representative of the American Dry Pea and Lentil Association, interview
by USITC staff, Moscow, ID, Oct. 1992.

2 Douglas Young, Department of Agricultural Economics, Washington State
University, Pullman, WA, telephone conversation with USITC staff, Dec. 10,
1992.

3 Representative of the American Dry Pea and Lentil Association, interview
by USITC staff, Moscow, ID, Oct. 1992.
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Figure 2-1
Dry peas and lentils: Principal U.S. production region
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Source: Prepared by the staff of the U.S. International Trade Commission from 1990-91 USA Dry Peaand Lentil Updates, USA
Dry Pea and Lentil Council, Moscow, ID, 1991, p. 2.



The decision as to whether to plant dry peas or lentils depends on such
factors as past experience raising each crop, expected market price, and the )
type of climate and soil. The area planted to lentils in 1992/93 was about
74 percent of the area planted to dry peaa.4

In the Palouse growing area, dry peas and lentils are field dried with a
normal moisture content of about 10 percent prior to harvesting and transport
to a processor for storage. 1In nearly all other producing countries, dry peas
and lentils have a much higher in-field moisture content at harvest and must,
therefore, be mechanically dried at a processing facility prior to storage,
which increases processing costs.

About 20 firms in the Palouse growing region process (i.e., clean,
grade, and store) dry peas and lentils. Owing to overcapacity and lack of
profitability, the number of processors has fallen in recent years. Recently,
Conagra, Inc., a multinational agri-processing firm, purchased two processing
facilities, but subsequently closed one of them (Klein Brothers, LTD.).

Over 40 firms throughout the United States account for the bulk of dry
pea and lentil export shipments. Historically, most processors sold their
product through a broker or exporter. In recent years, a growing number of
processors have made direct export sales. .

:rends in Production

About 116,465 mt of dry peas were produced on 72,000 hectares in the
United States in 1992/93 (table C-3 and figure 2-2). Regular green peas,
which accounted for 89 percent of production in 1992/93, supply the bulk of
- total U.S. production. Other types of dry peas include yellow peas and
Austrian Winter peas. Yields are typically higher for green peas relative to
the other types. Yields of about 2.2 mt per hectare were reported for green
peas in 1991/92, followed by yields of 1.9 and 1.2 mt per hectare for yellow
peas and Austrian Winter peas, respectively (figure 2-3).

Area harvested in dry peas fell steadily from 1986/87 to a 10-year low
level "in 1990/91, before rebounding slightly in 1991/92. Dry pea production,
on the other hand, did not exhibit any particular trend (figure 2-2).
variability in yields accounted for much of the change in dry pea production
during 1986/87 to 1992/93. Although dry pea yields generally trended upwards
during 1986/87 to 1989/90, reaching an average of 2.6 mt per hectare in
1989/90, they fell by 38 percent to 1.6 mt per hectare in 1990/91 and 1992/93,
owing to dry conditions in those years (figure 2-2 and table C-3).

¢ painter and Young also argue that greater price fluctuations for lentils
may be partly responsible for the lower area planted in lentils relative to
dry peas. See Kathleen Painter and Douglas Young, Environmental and Economic

Trade-offs for Alternative Cropping Rotations in the Pacific Northwest

Palouse, Washington State University, Pullman, WA, paper presented at the Soil
and Water Conservation Society 47th Ann