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PREFACE

In 1991 the United States International Trade Commission initiated its current Industry and
Trade Summary series of informational reports on the thousands of products imported into, and
exported from, the United States. Each summary addresses a different commodity/industry and
contains information on product uses, U.S. and foreign producers, and customs treatment. Also
included is an analysis of the basic factors affecting trends in consumption, production, and
trade of the commodity, as well as those bearing on the competitiveness of U.S. industries in
domestic and foreign markets.!

This report on poultry covers the period 1993 through 1997. Listed below are the individual
summary reports published to date on the agricultural and forest products sector.

UsITrc

publication Publication

number " date Title

2459 November 1991 ............ Live Sheep and Meat of Sheep

2462 November 1991 ............ Cigarettes

2477 January 1992 .............. Dairy Produce

2478 January 1992 .. ...... ... .. Oilseeds

2511 March 1992 ............... Live Swine and Fresh, Chilled, or Frozen
......................... Pork

2520 June 1992 ... ... ... Poultry

2524 August 1992 ... ... ... ... .. Fresh or Frozen Fish

2545 November 1992 ............ Natural Sweeteners

2551 November 1992 ............ Newsprint

2612 March 1993 ............... Wood Pulp and Waste Paper

2615 March 1993 ... ............. Citrus Fruit

2625 Aprill 1993 ... ... ... Live Cattle and Fresh, Chilled, or Frozen
......................... Beef and Veal

2631 May 1993 ... ............... Animal and Vegetable Fats and Oils

2635 May 1993 ... ............ Cocoa, Chocolate, and Confectionery

2636 May1993 ................. Olives

2639 June 1993 .. ... Wine and Certain Fermented Beverages

2693 October 1993 . ............. Printing and Writing Paper

2702 November 1993 ............ Fur Goods

2726 January 1994 .. ... ... . ... .. Furskins

2737 March 1994 ... ... ........ Cut Flowers

2749 March 1994 ............... Coffee and Tea

2762 Aprill 1994 ... ... Paper Boxes and Bags

2865 April 1995 ........... .. ... Malt Beverages

! The information and analysis provided in this report are for the purpose of this report only.
Nothing in this report should be construed to indicate how the Commission would find in an
investigation conducted under statutory authority covering the same or similar subject matter.
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PREFACE—Continued

UsITC
publication
number

2859
2875
2898

2917
2918
2928
3015
3020
3022
3080
3083
3095
3096

Publication

date Title

May 1995 ................. Seeds

May 1995 ................. Certain Fresh Deciduous Fruits

June 1995 .. ... ... ... ... Certain Miscellaneous Vegetable
......................... Substances :

October 1995 .............. Lumber, Flooring, and Siding

August 1995 ... ... ... L. Printed Matter

November 1995 ............ Processed Vegetables

February 1997 ............. Hides, Skins, and Leather

March 1997 ............... Nonalcoholic Beverages

April 1997 ... . ... . ... .. Industrial Papers and Paperboards

January 1998 ... ... ... .... Dairy Products

February 1998 ............. Canned Fish, Except Shellfish

March 1998 ... ............ Milled Grains, Malts, and Starches

April 1998 ... .. ......... Millwork

il

il
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Abstract

’I'hxs report addresses trade and mdustry condltlons for the poultry
mdustry for the period 1993 -97 -

e The Umted States is the world s leadmg producer and exporter of s
~ poultry. Between 1993 and 1997, the U.S. poultry industry
S expanded rapldly, Iarger owing to a boom 1n exports. Dunng the
: perlod -exports more than doubled, averaging about 26 percent
~ annual growth, compared with a 5 percent growth in-annual
L productron Export growth hkely will continue in the future.
~ However, economic uncertainty in Asia and Russia (the major
- markets for Us. product) makes the outlook somewhat uncertain. -
~ The United States also faces stiff competltlon in international
- markets fro B azﬂ Thaﬂand Chma and the European Umon

:‘::;households restaurants m tltutlons and producers of further
- (such as breaded chrcken ﬁllets and nuggets,

~ incomes and T ; ‘ces for poultry products relatlve to other
o meats are the principal factors influencing the demand for poultry -
o ;products Other factors affecting consumption include '
iiadvertlsmg, promotro :and concern about health and nutntlon







I. INTRODUCTION

This summary covers all commonly known poultry, including broilers, turkeys, spent laying
hens, geese, ducks, and guinea fowl. Included are live birds provided for in chapter 1 of the
Harmonized Tariff Schedule of the United States (HTS), as well as fresh, chilled, or frozen
poultry (contained in HTS chapter 2), and processed or preserved poultry (contained in HTS
chapter 16). Information is presented in this report on the structure of the U.S. and foreign
poultry industries, domestic and foreign tariff and nontariff measures, and the competitive
conditions of the U.S. poultry industry in domestic and foreign markets. The analysis covers
the period 1993-97.

The poultry industry is made up of several distinct sectors. The primary poultry sectors are
broilers and turkeys. Less significant sectors include spent laying hens, geese, and ducks. U.S.
poultry production exceeded $17.1 billion in 1997; broiler production totaled approximately
$14.1 billion; turkey production, about $3.0 billion; and other poultry production,
approximately $300 million. U.S. poultry exports reached $2.5 billion in 1997 (representing
almost 15 percent of domestic production), more than double the $1.2 billion exported in 1993.
U.S. poultry imports amounted to $43 million in 1997, representing less than 0.5 percent of
domestic consumption. During 1993-97, total U.S. poultry consumption increased from $11.8
billion to $14.6 billion, while consumption grew on a per-capita basis from 87 pounds to 92
pounds (retail- weight basis) over the same 5-year period.

The production of poultry involves several distinct stages (figure 1). Primary breeders develop
and reproduce strains of birds that have the genetic characteristics required by producers.
Because producer requirements tend to change frequently, several diverse populations of
chickens must be maintained to provide an adequate gene pool to meet future needs.!
Replacement farms purchase and raise “parent stock™ chicks (i.e., chicks which become the
parents of commercial broilers). When replacement parent stock reaches the age of sexual
maturity (approximately 18 weeks), the birds are moved to breeder farms for the production of
fertile eggs from which to produce commercial broilers. Fertilized eggs are sent from the
breeder farms to hatcheries, which are highly specialized facilities designed to hatch fertile eggs.
Hatcheries must also be equipped to process the day-old chicks and to transport them to
growout farms. Growout farms raise the newly hatched broiler chicks to market weight
(typically 3 pounds live weight after about 40 days), generally using formulated feed produced
by the broiler firm’s feed mill.

! Charles F. Strong, Jr., “Vertical Integration in the Poultry Industry,” unpublished paper,
University of Georgia, GA, undated.



Figure 1
Poultry: Structure of the U.S. industry

Domestic consumers
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Source: Adapted from Floyd A. Lasley and others, The U.S. Broiler Industry, USDA, ERS, Agricultural Economic Repgrt
No. 591, Nov. 1988, p. 19.



The processing plant receives and slaughters the broilers and prepares finished products. The
plant may simply slaughter and eviscerate the birds, if whole carcasses are the final product, or
may process specialized broiler parts. Increasingly product is sent to further-processing plants
for processing into value-added products. A typical integrated broiler firm combines most of
these components into one efficient operation. The major exception is primary breeding, which
1s highly specialized; most companies choose to purchase parent stock chicks rather than to
develop their own strains. In the system there is one major input (feed) and one major output
(product sold). In a modem vertically integrated broiler production complex, these are the only
transactions that actually occur and all other steps involve merely an internal transfer of
resources. The entire operation thus relies on only one profit center. The process is analogous
to a single, large factory converting raw materials (feed) into a finished product for the
consumer (poultry products). »

Because of the huge investment required to build and maintain adequate growout facilities, it
1s common for broiler enterprises to contract with individual farmers to grow broilers. This
concept usually applies to replacement and breeder farms as well. With contract production,
the company controls live production via the contracts offered to the farmers without actually
investing in poultry housing. In a typical broiler growout contract, the company agrees to
provide the farmer with broiler chicks, feed, vaccines, medications and possibly other suppliers,
and to pay the farmer a pre-set price per pound live weight of broilers produced. In return the
farmer agrees to provide housing, equipment, utilities, labor, litter material, waste disposal and
other incidentals to grow the broilers. This system has evolved and been effective because it
greatly reduces the capital investment necessary on the part of the broiler integrator, and
provides some income stability while maintaining a sense of independence on the part of the
farmer.

By far the most important input in poultry production is feed (mainly comn and soybeans) which
typically account for over 60 percent of liveweight production costs.? The feed mill converts
raw materials such as grain, soybeans meal, vitamins and minerals into finished feed according
to formulas developed by poultry nutritionists. Feed mills must have the capability to make
feeds of several different types to meet the differing nutritional requirements of replacement
stock, breeders, and commercial broilers. Feed costs reflect ingredient prices for corn, soymeal,
and other feed ingredients. Other significant production costs include chick cost, veterinary
expenses, labor, and packaging. Because the poultry production process is highly mechanized,
capital (mainly depreciation and rent) is the major fixed cost of poultry production.

Poultry meat, the final end product of poultry production, is used principally as a major food
item, usually the “main course” in a meal. Poultry meat is also used as an ingredient in
sandwiches, salads, soups, and other food preparations. In recent years, the share of total
poultry production that is utilized in further-processed food products has increased. The
demand for these products, such as chicken and turkey frankfurters, lunchmeat, and breaded
products, has increased in concert with the consumer demand for convenience. Restaurants have
become major users of poultry meat, with about 22 percent of total domestic consumption, of
which 12 percent is sold through fast-food establishments.

% Lee A. Christensen, “Updating the ERS Broiler Cost and Return Estimates,” USDA, ERS,
Livestock and Poultry Situation and Outlook, Nov. 1993, pp. 27-32.
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There are no direct government programs that influence the production of poultry in the United
States. Indirect programs that affect the sector include availability of loans at below-market
rates, Federal and State inspection and research services, and special tax provisions. Major
government regulation in the poultry industry is designed to ensure that poultry products used
for human consumption are safe, wholesome, and accurately labeled. The Hazard Analysis and
Critical Control Point (HACCP) System was introduced in 1996, aimed at prevention of poultry
contamination by identifying and controlling points in the production and processing system that
are prone to contamination hazards. U.S. poultry exports receive assistance through the Export
Enhancement Program (EEP). However, the program has not been used much since 1995, and
assisted exports through the program are minimal compared with commercial exports.

II. U.S. INDUSTRY PROFILE

The U.S. poultry industry® is the largest in the world, and accounted for approximately 28
percent of global production in 1997. Endowed with a favorable climate, state-of-the-art
production technology, and advantageous cost and market structures, the U.S. poultry industry
is among the most efficient in the world. It has also pioneered many of the basic production
methods currently in use throughout the world. The industry has experienced strong growth
during the past 5 years, fueled by rising population and per-capita incomes in the domestic
market, and more especially unprecedented growth in overseas markets.* Figure 2 provides a
diagram of the general structure of the U.S. poultry industry, indicating the principal raw
materials, producer types, major products, and principal consumers.

3 The U.S. poultry industry is covered under the following Standard Industrial Code (SIC) industry
numbers: 0251 Broiler, Fryer, and Roaster Chickens; 0252 Chicken Eggs; 0253 Turkeys and Turkey
Eggs; 0254 Poultry Hatcheries; 0259 Poultry and Eggs, Not Elsewhere Classified; 2015 Poultry
Slaughtering and Processing; 5144 Poultry and Poultry Products (wholesale trade); and, 5149 Farm-
Product Raw Materials, Not Elsewhere Classified. The poultry industry is also covered under the
following North American Industry Classification System (NAICS) industry numbers: 11232 Broilers
and Other Meat Type Chicken Production; 11233 Turkey Production; 11234 Poultry Hatcheries; and,
11239 Other Poultry Production.

*USDA, ERS, “Poultry Industry Boosted by Export Boom in 1990s,” Agricultural Outlook, Nov.
1996, pp. 13-17.



Figure 2
U.S. poultry industry: Principal raw materials, producer types, major products, and principal consumers

U.S. poultry industry

Principal Producer types Major products Principal
raw components consumers

® Breeders ® Live poultry ® Retail grocery
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e Contract growers ® Whole, dressed
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® Integrated

processors e Poultry parts e Food service

® Poultry carcasses

® Further processors o Further-processed e Further processors

poultry

Source: Compiled by the staff of the U.S. International Trade Commission.

Industry Structure

Number, Concentration, Geographic Distribution of Firms

Number

Poultry production occurs at two levels, the farm level, where live birds are hatched and grown,
and the processing level, where poultry meat is produced. The number of farms that reported
sales of live poultry, by type, in 1987 and 1992 are reported in table A-1.°> The total number
of poultry farms decreased by 19 percent during 1987-92. The largest decline, 26 percent,
occurred in the number of farms with sales of egg-type chickens (laying hens and pullets). This
drop was precipitated mainly by a declining demand for eggs in the U.S. market. The relative
modest decline in the number of farms selling meat-type chickens and turkeys was caused
mainly by a long-term increase in industry concentration in the processing sector and a tendency
toward fewer and larger farms to capture economies of size. The decline in the number of farms

5 Data presented in table A-1 on the number of poultry farms are based on the 1992 Census of
Agriculture. The most recent Census of Agriculture was conducted in 1997. However, data from this
census likely will not be available before 1999.



selling ducks, geese, and guineas, a relatively minor poultry category in the U.S. market,
murrored the decline in demand for the meat of these poultry. According to industry sources, the
reduction in number of poultry farms continued through 1997.° The number of poultry-
processing firms totaled approximately 80 in 1997. These firms consist of approximately 40
integrated broiler processors, 30 turkey processors, and 10 processors of ducks, geese, and
guineas. In addition, there are numerous processors that produce further-processed poultry
items such as breaded chicken products for fast-food chain restaurants.

Most poultry processing occurs in plants that process poultry only. The number of Federally
inspected plants that processed only poultry totaled 450 in 1997 (table A-2). Of these plants,
117 were involved in slaughtering, 168 in processing, and 165 in both slaughtering and
processing. The number of Federally inspected poultry plants has remained fairly stable in
recent years, following a period of rationalization caused by mergers and acquisitions, and a
long-term trend toward larger plants. In addition to the plants that only process poultry, 3,526
plants processed both poultry and other meats (such as beef and pork) in 1997. ’

Concentration

Concentration in the poultry industry, which experienced a tremendous long-term increase
during the post-World War II period, remained relatively stable during the period under review
(table A-3). In the broiler sector, concentration increased most among the top four firms, mainly
as the result of merger and acquisition activities. In 1997, the top 4 broiler firms accounted for
44 percent of production, while the top 8 accounted for 62 percent, and the top 20 accounted
for 85 percent. Concentration in the turkey sector was relatively stable during the period under
review, with 41 percent of production undertaken by the top four firms, 65 percent of production
by the top eight firms, and 96 percent of production by the top 20 firms.

Geographical Distribution of Firms

The geographic distribution of the U.S. industry varies by sector. The broiler sector is
concentrated in the Southeast region, which accounted for 46 percent of U.S. total commercial
production in 1997 (table A-4 ). The second-leading region that year was the South Central
region (20 percent). Industry concentration in these regions reflects relatively low land and
labor costs, ample feed supplies, proximity to major metropolitan consumption centers, and the
historical development in each region of a vertically integrated broiler production and support
network. Inexpensive transport systems and availability of skilled labor are also important
factors affecting poultry production in the South.” The turkey sector is less concentrated
regionally than the broiler sector; turkey production occurs mainly in the West North Central
(36 percent of total U.S. production) and South Atlantic (32 percent) regions. Regional
concentration of turkey production is accounted for by the same factors as concentration of
broiler production.

¢ USITC telephone conversation with poultry industry representative, June 1998,
7 “Regional Trends in Broiler Production,” Broiler Industry, Mar. 1998, pp. 18-22.
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The leading poultry-producing states are also shown in table A-4. Overall concentration of
poultry production by state remained relatively stable during 1993-97; Arkansas, Georgia, and
North Carolina were the top poultry producers. In 1995, Georgia replaced Arkansas as the
nation’s largest broiler-producing State, while Alabama was the third-largest producing State
during the review period. States with the fastest growth rates of production during 1993-97
were Mississippi, Georgia, and Texas. Slower rates of growth were experienced in Delmarva
Peninsula states, particularly Maryland, where growth was significantly below the national
average. Slow growth in this region is attributed to land constraints and population pressures.®
Turkey production is slightly more concentrated on the state level than is broiler production.
Almost 19 percent of U.S. production is concentrated in North Carolina, although production
in the State has stagnated over the past 5 years. Minnesota, with a 14-percent share of the
nation’s turkey production, experienced rapid growth in production between 1993-97, as did
Missouri (the third-largest producing State). These production trends indicate a slow movement
of the turkey industry away from the South Atlantic States toward the West North Central
region of the country. Duck production is concentrated on Long Island and in the Midwest;
goose production is concentrated in the Midwest.

- Employment, Earnings, and Productivity

Employment in the poultry industry increased by 11 percent during 1993-97, reflecting the
growth in production during the period (table A-5). In 1997, the total number of employees in
poultry processing was about 241,000 of which 215,000 were production workers. The poultry
industry is characterized by relatively low wages, mainly because of the location of most
poultry-processing plants in rural, nonunion areas of the country, such as the South (primarily
Arkansas and Georgia) and the upper Midwest (mainly Minnesota). The average hourly
earnings in the poultry-processing industry in 1997 were $8.37, compared with $10.47 for meat
processing and $12.78 for all manufacturing (table A-5).° On average the weekly earnings of
poultry-processing employees was $318.24, considerably less than the $438.09 for meat-
processing workers, and $531.65 for all manufacturing workers. Although poultry-processing
plants employ relatively low-wage production-line labor, they also employ highly skilled
scientific and technical staff in research and development activities associated with selective
breeding, hatching, and optimal feed and growing conditions. Poultry processors employ highly
skilled engineers to develop and maintain efficient processing operations and managers to
compete in an increasingly competitive global market.

Measures of productivity in the poultry industry are the hatchability ratio, which measures the
share of hatching eggs that are successfully hatched; the feed-conversion ratio, which measures
the amount of feed required to produce one pound of meat; and the amount of time required to
raise poultry to slaughter weight. The hatchability ratio for chickens has remained about 80
percent in recent years; this ratio is somewhat lower for turkeys and other types of poultry. The
feed-conversion ratio generally is about 2:1 (i.e., 2 pounds of feed per pound of meat) for an

& Ibid.
® American Meat Institute, 1997 Meat and Poultry Facts, Washington, DC, p. 32.
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efficient broiler operation, and about 3:1 for turkeys. This ratio is about 4:1 for hogs and 8:1
for cattle. The length of time required for broiler “grow out” declined from 14 weeks in 1940
to under 8 weeks today. The high levels of productivity are directly associated with the level
of automation, which has risen dramatically since World War II, mainly because of
technological innovations and increasing vertical integration in the industry. Hatcheries employ
sophisticated incubating machinery, poultry growout operations are generally computerized and
environmentally controlled, and poultry-processing plants use automated assembly-line
processing and packaging lines.

Special Considerations in Relation to Production Costs

Feed is the most important cost component (about 60-70 percent in the United States) of poultry
production. Feed costs depend largely on the prices of corn and soybean meal, the two major
poultry feed ingredients. Between 1993 and 1997, there were sufficient supplies of these
commodities on the domestic market to keep prices fairly stable, averaging about $3 per bushel
for corn, and $175 per ton for soybean meal.'® During 1993-97 there were no shortages of other
inputs into poultry production, such as medicines, labor, machinery, and housing.

Special consideration in relation to production costs include water cost and availability, and the
cost of complying with environmental regulations. Although large amounts of fresh water are
needed for chicken and turkey houses, even larger amounts are required to operate processing
facilities. It is estimated that plants use 5-6 gallons of water per bird for processing (cleaning
and chilling of chickens), and for cleaning after processing is completed.!! Availability and cost
of water therefore are becoming an important factor for companies in deciding where to locate
new processing operations.

Environmental compliance also affects the costs of producing and processing poultry in the
United States.'?> Run-off from poultry farms and wastewater from processing facilities have
been criticized for polluting rivers and lakes, as well as some coastal areas.'> Regulations
designed to reduce water pollution are reported to cost the poultry industry several billions of
dollars annually.'

Y USDA, ERS, Grain Qutlook and Situation Report, various issues.

1 “Large Amounts of Water Used in Poultry Industry,” Feedstuffs, Vol. 70, No. 12, Mar. 23,
1998, p. 5.

2 Tyson Foods agreed to pay $6 million for fines and safety upgrades after allegations that a former
Hudson Food plant in Berlin, Maryland—now owned by Tyson Foods—leaked bacteria-filled waste
into a tributary of the Chincoteague Bay. Source:“Tyson Cleans Up Hudsons After Woes,” The
National Provisioner, June 1998, pp. 10-11.

13 “Poultry Partners Formed to Counteract Criticism of Poultry Industry,” Feedstuffs, Vol 70, No.
21, May 25, 1998, p. 23. :

14 USITC staff interview with poultry industry representative, July 1, 1998.
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Vertical and Horizontal Integration

Vertical integration of the poultry industry—whereby many of the processing firms own or
contract for the factors of production, but undertake much of the product distribution—has
facilitated the industry’s rapid yet smooth expansion over the past 3 decades.'”” Vertical
integration allows poultry firms flexible control of costs, quality, and production levels. It also
allows firms to control risk and thereby facilitates the ability of the firm to obtain financing. For
example, by owning hatcheries and breeding companies, broiler firms can obtain the type of
birds that best fit their market and production system, while ownership of feed mills allows
processors to control feed quality and to size operations to take advantage of rail or barge feed
grain deliveries.

Factors that have contributed to the vertically integrated structure of the U.S. poultry industry
include its relatively short production cycle (involving fast turnover and high production
volumes that lead to economies of size) and the linkages between specialized, discrete
production stages (hatcheries, growout, slaughter, and further processing). Vertical integration
is realized either through contracts (mainly backward integration in the growout stage) or
ownership (both backward integration in the feed and hatching of chick stages and forward in
the further processing and marketing stages). Virtually all broiler production and more than 90
percent of turkey production is accounted for by vertically integrated operations.

Horizontal integration is also increasing in the U.S. poultry industry, particularly with respect
to broiler producers. There has been a trend among top broiler producers to expand their
operations into other industry areas, such as red meat. In addition, some of the top poultry
producers are large agribusiness firms engaged in a diverse range of agricultural production
(GoldKist and ConAgra, for example).

Marketing Methods and Distribution

Virtually all U.S. consumption of live poultry is accounted for by commercial poultry meat and
egg producers. Most poultry producing firms are vertically integrated and generally have
company-owned hatcheries.'® Thus much of the consumption of live poultry is internal to the
operation.!” Except for breeder stock, virtually all live poultry is consumed (by processing
plants or egg-laying complexes) near production sites (hatcheries).

Poultry meat marketing and distribution occurs at several levels, depending on the market
channel and product form. Immediate consumers include: (i) further processors, who purchase
fresh or frozen poultry carcasses and meat from poultry-kill plants to produce further-processed
poultry products, such as breaded nuggets and prepared meals, (i) wholesale distributors, who

13 USDA, ERS, “Poultry Industry Boosted by Export Boom in 1990s,” Agricultural Outlook,
Nov. 1996, p. 14.

16 Aho, P., “The U.S. Broiler Industry in Metric Numbers,” unpublished paper, 1996, p. 8.

'7«“Top 10 U.S. Broiler Companies,” Broiler Industry, Jan. 1997, pp. 18-52.
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distribute finished poultry products mainly to retail grocery stores and public eating places and
institutions, (i) foodservice distributors, who distribute finished poultry products mainly to
public eating places and institutions, and (iv) pet food processors and renderers, who use poultry
byproducts. Final consumers are domestic and foreign populations, which consume poultry
products either in the home or in restaurants and institutions.'®

The principal marketing channels in the poultry industry are shown in figure 3. Almost three-
quarters of poultry produced in the United States is sold (either directly from the processor or
indirectly through distributors) to retail outlets (principally grocery stores), the food service
sector, the government, and other institutions. Poultry processors distribute the remainder of
their output to pet food producers and renderers (11 percent), and the export market (16
percent). Close to 8 percent of processed poultry is shipped to further processors for production
of high-valued poultry products that are sold mainly to retail outlets and restaurants.

Poultry marketing channels and methods have changed since the 1980s. Table A-6 shows the
share of broiler production that is marketed through various distribution channels for selected
years. Two major trends can be identified in the table. The first trend is the increasing share
of processor shipments to public eating places and less to retail grocery stores. For example,
in 1995, 22 percent of processors’ shipments went to public eating places compared with 20
percent in 1981, while shipments to retail grocery stores declined from 60 percent to 37 percent
over the same time period. The second trend is the increasing share of processor shipments
being channeled to the export market (3.5 percent in 1989, compared with 16 percent in 1995).
This reflects the boom in U.S. poultry exports during the 1990s (discussed in detail later in this
summary)."®

Pricing Practices

Commodity wholesale prices for poultry meat generally are quoted at markets and production
areas around the country based on price quotes published at various frequencies by state
departments of agriculture, the USDA, and private organizations. The published price
information is collected daily by these organizations through telephone contacts with sources
such as processors, wholesalers, and brokers. Producers generally offer discounts based on the
published prices. A growing share of poultry is further processed, with prices set by contract
between processors and customers such as fast-food restaurants and institutions. Retail poultry
prices are set principally by retail outlets, which usually add to the wholesale price a markup
that mainly reflects overhead costs. From time to time, retail outlets will feature poultry items
as a “loss leader” in order to attract customers to their establishments.

18 National Broiler Council, Broiler Industry Marketing Practices, Calendar Year 1995,
Washington, DC, p. 6.

1 USDA, ERS, “Poultry Industry Boosted by Export Boom in 1990s,” Agricultural Outlook, Nov.
1996, pp. 13-17.
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Prices for live poultry and poultry meat items during 1993-97 are given in table A-7. In general,
prices for live poultry were relatively constant during the period. Price trends for poultry meat
varied by product, with prices for chicken and turkey breasts declining in response to the rise
in supplies, while prices for poultry legs and whole birds increased moderately, largely in
response to strong export demand.

U.S. Government Programs

U.S. poultry exports have received direct benefit from the USDA under the Export Enhancement
Program (EEP). The EEP program for poultry provides direct assistance for exports of frozen
poultry to approved markets. The EEP helps products produced by U.S. farmers meet
competition from subsidizing countries, especially the European Union (EU). Under the
program, the USDA pays cash to exporters as bonuses, allowing them to sell U.S. agricultural
products in targeted countries at prices below the exporters’ costs of acquiring them. Major
objectives of the program are to expand U.S. agricultural exports and to challenge unfair trade
practices. The EEP was announced by USDA on May 15, 1985, and is operated under authority
of the Agricultural Trade Act of 1978 as amended, the Uruguay Round Agreements Act, and
the Federal Agriculture Improvement and Reform Act of 1996. Consistent with its export
subsidy commitments under the Uruguay Round Agreement (URA) on Agriculture, the United
States has established annual ceilings by commodity with respect to export quantities and
budget outlays (see table below). The commitment to respect the quantity ceilings became
effective July 1, 1995; the commitment to respect budgetary outlay ceilings became effective
October 1, 1995.% ‘ :

Poultry meat: U.S. subsidized exports under the Uruguay Round Agreement

Item 1986-90 base 1995/96 1996/97 1997/98 1998/99 1999/00 2000/01

(1,000 metric tons)
Annual quantity commitments 35 34 33 32 30 29 28
(million dollars)

Annual budget outlays . . . .. 227 21.4 20.0 18.6 17.3 15.9 14.6

Source: USDA, ERS, Agricultural Export Programs. Background for 1995 Farm Legislation, Agricultural Economic
Report No. 716, June 1995, p. 29, table 3a.

According to the USDA, by 1997, 309,000 metric tons of poultry had been sold through the
EEP since its inception (table A-8). During 1993-96, only 86,400 tons were exported under the
program. No EEP sales were made in 1997. In recent years, U.S. product has generally been
exported profitably without subsidy. However, in early 1998, the Secretary of Agriculture
announced that funds would be forwarded to subsidize the sale of about 20,000 tons, or $30
million worth of poultry exports to markets in the Middle East. This measure was taken as the

2 USDA, FAS, EEP Factsheet, found at Internet address
http://www.fas.usda. gov/info/factsheets/eep.html, retrieved July 5, 1998.
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equivalent to the amount which U.S. exporters would lose on poultry exports to European

markets caused by failure to reach a veterinary equivalency agreement® for poultry with the
EU.Z

Quantities and destinations for U.S. frozen poultry eligible for bonus awards under the EEP in
fiscal 1998 were: Middle East ( Saudi Arabia, Egypt, Jordan, Lebanon, United Arab Emirates,
Oman, Bahrain, Kuwait, Qatar, Yemen), 20,210 tons; Asia (China, Hong Kong, South Korea,
Singapore), 7,795 tons; and Africa (Angola, Benin, Congo, Céte D’Ivoire, The Democratic
Republic of the Congo, Gabon, Ghana, Liberia, Mauritius, Namibia, Nigeria, Reunion, Togo),
3,710 tons.

The Market Access Program (MAP) uses funds from the USDA’s Commodity Credit
Corporation (CCC) to help U.S. producers, exporters, private companies, and other trade
organizations finance promotional activities for U.S. agricultural products. The MAP
encourages the development, maintenance, and expansion of commercial export markets for
agricultural commodities. Activities financed include consumer promotions, market research,
technical assistance, and trade servicing. > In 1998, the USA Poultry and Egg Export Council
(USAEEC) received $3.2 million under the USDA’s Market Access Program.

The USDA also has used the Food for Progress program to assist the poultry industry by
donating 36,000 metric tons of soybean meal to USAEEC, which will sell it to private buyers
in Russia. The proceeds will be used to support a broiler project there which is intended to
demonstrate good broiler-production practices.>* The Food for Progress program is authorized
under Section 1110 of the Food Security Act of 1985. The authority provides for a responsive
food aid mechanism to encourage and support the expansion of private enterprise in recipient
countries and is meant to help countries seeking to implement democratic and market reforms.?

Indirect government programs affecting the poultry sector include loans provided by the
Farmers Home Administration at below-market rates for operating and capital expenses, Federal
and State inspection and research services, and special tax provisions. In addition, programs
that affect the U.S. feed grain industry (mainly corn), such as the Conversation Reserve

2 Under a veterinary equivalence agreement the United States and EU would recognize each
others’ sanitary and phytosanitary (SPS) measures as equivalent in terms of providing adequate
protection to public food safety and animal health, even though the respective SPS measures may be
different. Through negotiations, countries thoroughly review each others’ sanitary measures to ensure
that the appropriate level of protection is maintained. One of the benefits of an equivalency
agreement is the facilitation of trade without jeopardizing food safety. For further information, see
USDA press release, “Q & A's on United States - European Union Veterinary Equivalence Talks,”
May, 1997, found at Internet address http://www.usda.gov /news/releases/1997/05/may.htm, retrieved
Oct. 2, 1998.

2 Agra Europe, “EU Poultry Export Markets Targeted,” No. 1796, May 8, 1998, p. 1.

BUSDA, FAS, Market Access Program, found at Internet address
http://www.fas.usda. gov/mos/programs/mapprog. html, retrieved July 6, 1998.

2 Feedstuffs, Vol. 70, No. 3, Jan. 19, 1998, p. 2.

3 USDA, FAS, Food for Progress and Section 416(b), found at Internet address
http://www fas.usda. gov/excredits/ pl480/progress.html, retrieved July 5, 1998.
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Program, crop insurance, marketing loans to producers, and export enhancement programs for
feed grains, affect feed prices and, therefore, poultry production costs.?®

The U.S. poultry industry is subject to mandatory inspection by the Food Safety Inspection
Service (FSIS) of the U.S. Department of Agriculture, if such production enters interstate or
foreign commerce. The FSIS administers poultry inspection under the Poultry Products
Inspection Act, as amended”’ to ensure that poultry products for use as human food are safe,
wholesome, and accurately labeled.?®

In early 1998, the FSIS began requiring large meat and poultry facilities (those with 500 or more
employees)® to have in place Hazard Analysis and Critical Control Point (HACCP) regulations
in order to assist in the identification and evaluation of food safety hazards that might affect the
safety of their products.*®* The HACCP system stresses the prevention of poultry contamination
by identifying and controlling points in the production and processing system that are prone to
contamination hazards. Under the new system, each plant will operate under a HACCP plan
designed to prevent contamination of meat and poultry.® In addition, plants will continue to
maintain the standard operating procedures for sanitation and slaughter and will test for generic
E. coli. The FSIS will collect samples to ensure that plants are reducing and controlling the
amount of poultry that is contaminated with salmonella. HACCP systems have been promoted
by government and scientific groups and incorporated for many years into regulations on canned
foods.

Seven principles apply to how meat and poultry establishments are to design, develop,
implement, and control a HACCP plan for their operations. The principles of a HACCP system
are: (i) conduct a hazard analysis by preparing a list of steps in the process where food safety
hazards are reasonably likely to occur and describing the preventative measures necessary to
control the hazards; (i1) identify critical control points in the process, (iii) establish critical limits
for preventative measures associated with each identified critical control point, (iv) establish
critical control point monitoring requirements, and establish procedures from the results of
monitoring to adjust the process and maintain control, (v) establish corrective actions to be
taken when monitoring indicates a deviation from an established critical limit at a critical control
point, (vi) establish and maintain effective record keeping procedures that document the entire
HACCP system, and (vii) establish procedures for systematic verification that the HACCP
system is working correctly and effectively.> Under the new rules, the USDA could deny

% USDA, ERS, Provisions of the Federal Agriculture Improvement and Reform Act of 1996,
Agriculture Information Bulletin No. 729, Sept. 1996.

7721 U.S.C. 451 et seq.

B USDA, FSIS, Meat and Poultry inspection. 1997 Report of the Secretary of Agriculture to the
U.S. Congress, September, 1997, p. 1.

» All plants will be required to establish a HACCP after a 2-year phase-in period.

30 “HACCP Takes Effect for Some Next Week, but Questions Remain on Critical Issues,”
Feedstuffs, Vol. 70, No. 3, Jan. 19, 1998, p. 20.

31 “HACCP Inspection System takes Effect at Large Processing Plants,” Farm Bureau News, Vol.
77, No. 5, Feb 2, 1998, p. 2.

32 “HACCP Takes Effect for Some Next Week, but Question Remain on Critical Issues,”
Feedstuffs, Vol. 70, No. 3, Jan. 19, 1998, p. 20.
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permits to plants to operate as a Federally inspected plant if HACCP systems fail to be
implemented.

Research and Development

The rapid growth in industry productivity over the last 20 years has been largely the result of
research and advances in technology development. Research and development in the poultry
industry can broadly be categorized into four major areas: animal genetics, health, and nutrition;
production technology; processing technology; and development of consumer products and
market research.

Research on animal genetics, health, and nutrition is conducted at many universities throughout
the United States, as well as by the major poultry companies. Poultry scientists are continuing
to work on the prevention of important diseases of poultry such as Avian Influenza, Newcastle
Disease, Marek’s Disease, and Cellulitis,> while research continues to focus on bird nutrition
and improving the efficiency of poultry feeds.> Biotechnology is also being utilized to improve
poultry breeding, nutrition, and health care. For example, biotechnology -is being used to
develop enzyme products that can increase the utilization of nutrients in the feed, as well as
providing solutions to health care problems through better techniques in diagnosis, vaccine
production, and improving disease resistance through genetically modified birds.*

In the poultry-processing sector, research and development is a requirement for firms to stay
competitive. Over the past few decades, the poultry industry has seen a rapid increase in
automation. New technologies aimed at improving poultry production are continuing to be
developed in all aspects of broiler breeding and growout, such as alternative litter materials and
management practices, and alternative methods of feeding and supplying drinking water to
birds.** Commercial poultry processing is very automated with killing, defeathering,
evisceration, chilling, cutting up, and packaging, all achieved without the direct intervention of
workers.?” Attempts to mechanize the catching and loading of broilers have been made for the
last 25 years. Recently, however, a fully automated live bird harvesting machine has been
developed which provides substantial saving in terms of labor and carcass damage.*® Research
is being conducted on developing a new breed of robot that will increase efficiency and
competitiveness in the poultry industry.*

33 “Avian Influenza: Control and Prevention,” Poultry International, April 1998, pp. 32-45;
“Newcastle Disease: Prevention and Control,” Poultry International, Feb. 1998, pp. 26-30; “Current
and Future Strategies to Control Marek’s Disease,” Poultry International, Jan. 1998, pp. 40-43.

3%<11th European Symposium on Poultry Nutrition,” Poultry International, Dec. 1997, pp. 40-46;
“Nutrition
Opportunities,” Poultry International, Dec. 1997, pp. 48-50.

35 “Biotechnology Revolution,” Poultry International, Feb. 1997, pp. 38-39.

36 «Advances in Production Technology,” Poultry International, May 1998, pp. 24-30.

37« Advances in Primary Processing Techniques,” Poultry International, Jan. 1998, pp. 26-30.

38 <At Last - Fully Automated Livebird Harvesting,” Poultry International, Mar. 1998, pp. 44-48.

% “Hatching a Robotics Revolution in the Poultry Industry,” Research Horizons, Spring 1998, pp.
19-20.
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Research is also being conducted by food scientists to improve the versatility and quality of
poultry products. New products are continually being developed, especially products designed
to improve the convenience of preparation (such as frozen chicken dinners and breaded chicken
fillets). Research is also being conducted on consumer attitudes toward chicken. For example,
in a recent study, chicken was much more likely to be perceived as being versatile, having good
taste, easy to prepare, healthy and nutritious, consistent in quality, and reasonably priced when
compared with beef and pork.“

Extent of Globalization in Industry

The level of foreign investment in the U.S. poultry industry is low. An exception is the breeder
sector of the industry, which includes several foreign-owned, multinational companies.
However this sector is small compared with the total output of the industry. Foreign investment
by U.S. poultry firms has increased in certain foreign markets in recent years. An example is
the major investment by Pilgrim’s Pride (the fourth-largest U.S. poultry company in 1997) in
Mexico. Pilgrim’s Pride of Mexico is now the second-largest broiler producer in Mexico,
processing about 126 million birds per year. The growth of Pilgrim’s Pride in Mexico resulted
from the purchase of various Mexican poultry operations.” In Central America, Cargill
operates Alcon, the largest broiler producer in Honduras, while Tyson Foods has just signed an
agreement with Panama’s Grupo Melo, to produce and distribute its further processed products
in Latin America.*> Joint ventures are also taking place in Central Europe and Russia. For
example, foreign feed and poultry companies have shown a growing interest in Poland, and
some have already set up joint ventures with Polish counterparts.** Investors from the United
States are also seeking financial involvement in the renovation of Russia’s giant poultry
factories.*

“* “How Consumers Perceive Chicken, Beef, and Pork,” Broiler Industry, Aug. 1997, pp. 36-43.

! “Pilgrim’s Pride of Mexico: Covering All the Bases,” Broiler Industry, Mar. 1998, pp. 32-36.

42 “Latin America: Neighbor, Customer, Competitor,” Broiler Industry, July 1998, pp. 22-32.

“ «Poland’s Expansion Attracts Foreign Investors,” Broiler Industry, Apr. 1997, p. 30.

# “Russia: Concern About U.S. Investment Proposals,” Poultry International, Oct. 1997, pp. 18-
19.
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III. U.S. MARKET

Factors Affectihg Demand

Factors affecting the demand for most agricultural products, including poultry, can be generally
categorized into market size factors and consumer preference factors.*” The primary market size
factors include the size of the population and disposable income, while major consumer
preference factors include price level and price relative to substitute products, consumer tastes,
product attributes, and product advertising. All these factors have contributed to the rapid
growth in poultry consumption since the mid- 1970s.

The growth in U.S. population and real per-capita disposable income has increased the overall
size of the poultry market over the past several years. For example, between 1993-97, the
annual growth of the U.S. population was 1 percent, increasing the potential market for poultry
by 10 million persons.”’” Over the same time period, real per-capita disposable income in the
United States grew by 2 percent annually, translating into a similar percent growth in poultry
consumption.*®

Among the consumer preference factors that led to growth in poultry consumption was the price
of poultry. Retail prices per pound for chicken have remained well below those for beef and
pork. In 1997, consumers paid, on average, $1.50 per pound for broilers. Retail beef prices,
in contrast, averaged $3.00 per pound, and pork $2.50 per pound. Between 1986 and 1997,
retail prices rose 46 percent for seafood, 36 percent for beef and veal, 37 percent for pork, and
33 percent for broilers. The larger increase for beef relative to broilers partly explains the shift
to chicken.” In addition to price and income changes, other factors have influenced poultry
demand. Changing demographics (e.g., more dual income and single-parent families),
technology changes (e.g., the widening use of the microwave oven), increasing health concern
about saturated fat and cholesterol, and poultry’s ease of preparation have all contributed to
poultry’s increasing popularity.

* For a detailed discussion of factors affecting demand for agricultural products, see William G.
Tomek and Kenneth L. Robinson, Agricuitural Product Prices, Comell University Press, Ithaca, NY,
1985. Also, see USDA, ERS, The Food Marketing Revolution, 1950-91, Agricultural Economic
Research Bulletin No. 660, Sept. 1992.

% USDA, ERS, Food Consumption, Prices, and Expenditures, 1970-95, ERS Statistical Bulletin
No. 939, Aug. 1997, pp. 13-14.

*7 Population and real disposable income sourced from USDA, ERS, Table 2—U.S. Gross
Domestic Product and Related Data, Agricultural Outlook, various issues, 1995-98.

“8 The income elasticity of demand for poultry (i.e., the percent change in consumption for a 1
percent change in income) is estimated at 1.

¥ USDA, ERS, Food Consumption, Prices, and Expenditures, 1970-95, ERS Statistical Bulletin
No. 939, Aug. 1997, pp. 13, and tables 92 and 93; USDA, ERS, Livestock, Dairy, and Poultry.
Monthly reports, various issues 1997 and 1998.
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The poultry industry has taken several steps to cater to consumers, including providing
numerous new brand-name, valued-added processed products for consumers’ convenience, as
well as a host of fast-food products.® The proliferation of precooked, pan-ready, and other
upscale raw products, like boneless breast fillets, also boosted poultry’s popularity.®® Chicken
and turkey franks, turkey breakfast sausages, and turkey ham and salami appeal to some
consumers’ concerns about fat. Fresh ground chicken and turkey are marketed as lower fat
substitutes for hamburger in spaghetti sauces and other recipes.

Consumption

Consumption Trends

The U.S. poultry market is the largest in the world, accounting for nearly one-quarter of global
poultry consumption in 1997. U.S. per-capita poultry consumption also led the world in 1997
at 74 pounds (table A-9).> Apparent U.S. consumption of live poultry and poultry meat
increased from $11.8 billion dollars in 1993 to $14.6 billion in 1997, growing at an annual
average rate of 5.7 percent (table A-10). The U.S. poultry market is complex and dynamic.
However, consumption can be generally divided into two segments: live poultry and poultry
meat.

U.S. producers of poultry meat and eggs are the consumers of live poultry. As such, live poultry
is an intermediate product that is used to convert feed into meat and eggs; a relatively small
proportion (less than 10 percent) is typically retained for breeder or production stock. On
average, U.S. consumption of live poultry rose 3.4 percent annually during 1993-97, and by
1997, consumption had exceeded 9 billion birds (table A-11). The bulk of U.S. consumption
of live poultry is accounted for by chickens, with a smaller, but rising share accounted for by
turkey. A relatively minor share of poultry consumption consists of ducks, geese, and guineas.
The nise in U.S. consumption of live poultry during the period under review was a direct result
of an increase in demand for poultry meat in both the domestic and export market.>

The U.S. market has a general preference for white poultry meat cuts; other cuts, such as legs,
chicken offal and feet, are more often exported. U.S. consumption of poultry meat continued
a long-term rise during 1993-97, during which time it increased in quantity by 2.3 percent per
annum (table A-12). As in the case of live poultry, the principal poultry meat item in the U.S.
market is chicken, which grew by almost 3 percent annually during 1993-97, followed by turkey
meat, which grew by less than 1 percent annually. The consumption of other poultry, which is
relatively minor, declined by 25 percent annually (table A-12).

0 USDA, ERS, Food Consumption, Prices, and Expenditures, 1970-95, ERS Statistical Bulletin
No. 939, Aug. 1997, pp. 14.

51 “Rules for Successful Further Processing,” Broiler Industry, June 1997, pp. 32-36.

52 Based on ready-to-cook weight. USDA, ERS, Agricultural Outlook, June-July 1998, table 10,
p. 37.

%3 No significant change in consumer demand for eggs was observed during 1993-97.
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Per-capita consumption of poultry meat has risen substantially since 1970 (table A-9). This
rise, in large part, has been at the expense of red meat consumption. Per-capita chicken and
turkey consumption averaged 48 pounds in 1970 (or about one-quarter of total meat
consumption), compared to 145 pounds for red meat (i.e., beef, veal, pork, and lamb). By 1997,
per-capita consumption of poultry had increased to 92 pounds (or 44 percent of total meat
consumption) and per-capita red meat consumption had declined to 118 pounds. Per-capita
consumption of chicken surpassed that of pork in 1982 and beef in 1990.

Another poultry consumption trend is toward increased sales of further processed poultry
products (e.g., chicken nuggets and breaded chicken fillets). In 1981, 53 percent of broilers
were sold as whole birds, with 44 percent cut-up chicken parts, and 3 percent processed broiler
products. By 1995, only 14 percent of broilers were sold as whole birds, with 75 percent cut-up
chicken parts, and 11 percent processed broiler products.> This trend is evidence of the move
by consumers toward higher value-added products and convenience in preparation.

Import Penetration Levels

Because the United States is the world’s most efficient poultry producer, its imports are
negligible. Both for live poultry imports and imports of poultry meat, imports represent less
than one-quarter of one percent of domestic consumption (tables A-10, A-11, and A-12).

Conditions of Competition Between Foreign and U.S. Poultry
Products

Differences in interational production costs are largely reflected in the wholesale prices paid
for poultry in various countries. A survey of poultry production costs and wholesale prices was
conducted in 1995.% In that year, the wholesale price in Japan was almost 148 cents per pound,
while in Russia the price was 120 cents per pound (table A-13). Wholesale prices in Europe
were about 91 cents per pound, and roughly 60 cents per pound in the major Asian producing
countries, China and Thailand. In comparison, the price in the United States was almost 56
cents per pound. However, the lowest price of countries surveyed was Brazil, with wholesale
prices averaging only 43 cents per pound in 1995. Thus, the wholesale value of dressed whole
birds in major importing countries is roughly three times the figure in the leading exporting
countries.

The cost of feed is the most important factor affecting conditions of competition between
foreign and U.S.-produced products, as the cost of feed accounts for one-half to three-fourths
of the cost of producing poultry products in major producing countries. The production cost

%% National Broiler Council, Broiler Industry Marketing Practices, Calendar Year 1995,
Washington, DC, p.15.
%5 “Broilermeat Production Cost Comparison,” Poultry International, Jan. 1996, pp. 24-28.
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survey found feed conversion ratios were all about 2:1, although in Russia the ratio was 4.3:1,
reflecting the poor quality of Russian feed. The price of poultry feed, converted into U.S.
dollars, was lowest in Brazil and the United States, but more than double this level in Japan.
Producers in the EU also faced significantly higher feed costs than in any other major broiler
exporting country.

Based on these cost estimates some general conclusions can be made regarding competition
between foreign and U.S. poultry products. First, production of broiler meat in the major
importing countries is several times more expensive than in the main exporting countries, and
as such, the likelihood is that the quantities imported will increase. Second, among the major
exporting countries, growing costs in the EU countries are much higher than in the main
exporting nations outside the EU. This difference is mainly accounted for by the higher price
of feed ingredients inside the EU. If EU feed prices were equivalent to world prices, then EU
exporters would be much more competitive with other major exporters in this trade. Third, of
major exporting countries, China is geographically closer to the main importing countries of
Japan and Hong Kong and therefore has a transportation advantage (although the United States
and Brazil have an advantage over China in terms of production costs). Fourth, importing
countries are increasingly looking to value-added items, many of which are relatively labor-
intensive, thus giving an advantage to China where labor costs are many times less than in Japan
or the United States, and even below the rates quoted for Brazil and Thailand.

Production

U.S. production of live poultry increased from 7.9 billion birds in 1993 to 9 billion birds in
1997, or by 14 percent (table A-11). Live chicken production accounted for 96 percent of total
live poultry production and rose by 14 percent during the period under review. Meat-type
chickens are the principal type of chicken produced. This type accounted for 92 percent of U.S.
live chicken production during the period under review. U.S. production of live turkey increased
4 percent during 1993-97; production of other live poultry remained relatively constant. The
trends in live poultry production mirrored the demand for poultry meat and eggs, as this demand
is the primary determinant in such production.

U.S. production of poultry meat increased substantially during 1993-97, from 27.3 billion
pounds, valued at $13.0 billion, to 33 billion pounds, valued at $17.1 billion (tables A-10 and
A-12). This represented an annual average increase of 4.8 percent in quantity and 7.2 percent
in value. A continuing, long-term expansion in the demand for poultry meat was the primary
cause of the rise in production, although demand rose more slowly than supply during the period
under review. U.S. production of broiler meat, the primary poultry production item, rose by 23
percent in quantity during 1993-97 (table A-14). Production of turkey meat rose at a slower
rate of 13 percent during the period. Production of other chicken was relatively constant.

% The higher growth rate in value compared with quantity is indicative of increased production of
higher-valued poultry products.
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IV. U.S. TRADE

Overview

The U.S. poultry industry historically has been orientated toward the domestic market, which
is the second-largest in the world (behind China). However, between 1993 and 1997, U.S.
exports more than doubled, averaging more than 26 percent annual growth (compared with a
5-percent annual growth in production). Thus while exports represented only about 8 percent
of production in 1993, they accounted for more than 17 percent in 1997 (table A-12). This
rapid export expansion reflected low feed costs, highly skilled labor, state-of-the-art production
and processing technology, and substantial investments in export market development. Largely
because of these factors, foreign poultry producers are generally not competitive with domestic
producers in the U.S. market, and thus imports typically account for less than one-quarter of one
percent of the U.S. poultry market annually. In addition, health and sanitary restrictions limit
U.S. imports of live birds and poultry meat.

The U.S. trade balance of poultry is positive and growing. During 1993-97, this balance more
than doubled from $1.20 billion to $2.47 billion, an average annual increase of 20 percent (table
A-15). Virtually all of the improvement in the balance of trade was accounted for by increased
exports, which rose from $1.23 billion in 1993 to $2.51 billion in 1997. Imports grew by 16
percent annually during 1993-97. However, with imports representing less than 2 percent of
exports, import growth had little impact on the overall trade balance. The balance of trade
improved for virtually every major market during the period.

U.S. Imports

Principal Import Suppliers and Import Levels

Products imported

U.S. poultry imports amounted to $42.7 million in 1997. Major import items were live chicken
(51 percent, by value); fresh, chilled, or frozen chicken (26 percent); and prepared and preserved
poultry (22 percent) (table A-16). Imports of live poultry, mostly chick and turkey poults for
breeder stock (live chickens and other poultry not over 185 grams), more than doubled between
1993 and 1997. Imports of live poultry over 185 grams consist mainly of spent laying hens
from Canada destined for U.S. processing plants near the border. About one-third of imports
of fresh, chilled, or frozen poultry are chicken cuts and offal; such imports also grew rapidly
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during 1993-97. Processed and prepared poultry specialty items, such as smoked turkey and
poultry liver pates, accounted for a declining share of U.S. poultry imports. During 1993-97,
imports of poultry livers, particularly goose livers, declined.

Import levels and trends

U.S. imports of live poultry showed an upward trend during 1993-97 and ranged between 6.8
million birds in 1994 and 9.5 million birds in 1997 (table A-17), reflecting an increased demand
for breeder stock over the period. The value of live imports also increased over the period from
$9.7 million in 1993 to $22.0 million in 1997. This growth reflects both a greater volume of
imports and increases in world prices (reflected by import unit values). U.S. imports of poultry
meat showed an increase over the period, particularly between 1994 and 1997, when the value
of such imports doubled (table A-18). The trend in import value largely reflects changes in
trade quantities, and there seems to be no discernible trend in unit values during 1993-97.

Principal import suppliers

Canada, by far, is the primary foreign supplier of U.S. imports of live poultry. During 1993-97,
Canada accounted for virtually all such imports, with a minuscule amount being supplied by
France, Thailand, and the United Kingdom (table A-17). Canada is also the primary supplier
of U.S. imports of poultry meat. In 1997, Canada supplied over 83 percent of the quantity of
U.S. imports of poultry meat, a share that has increased from 60 percent in 1993 (table A-18).
Imports from Canada have grown, both in total volume and as a share of total U.S. imports,
largely because of the reduction in U.S. tariffs on Canadian poultry products since 1993. Other
major suppliers include Israel, France (mostly high-valued liver pate), and Hong Kong.

U.S. importers

U.S. importers of live poultry generally are U.S. subsidiaries of multinational poultry-breeding
companies. These companies are based mainly in Canada and Europe, which are the sources
of U.S. imports. U.S. poultry importers are generally of two types: poultry processors along the
Canadian border who utilize spent laying hens for further processing, and importers of poultry
specialty products.

U.S. Trade Measures

Tariff measures

The provisions of the HTS for the live poultry and poultry meat covered in this summary are
shown in table A-19. This table shows the general and special column 1 rates of duty applicable
to U.S. imports of live poultry and poultry meat as of January 1, 1998. Live poultry trade is
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covered in chapter 1, poultry meat in chapters 2 and 16. In addition, the table shows U.S.
exports and imports of live poultry meat, by HTS subheading, during 1997. Appendix B
includes an explanation of tariff and trade agreement terms.

The aggregate trade-weighted average rate of duty for all products included in this summary was
0.5 percent ad valorem in 1997, and the aggregate trade-weighted average rate of duty for
dutiable products was 0.6 percent ad valorem (table A-20). Duties on live poultry were the
lowest (at only 0.2 percent in 1997), while duties on prepared and preserved poultry products
were slightly higher (over 1 percent). In 1993, the average rate of duty was 2.6 percent for all
products, and 3 percent based on dutiable value. This drop is largely the results of tariff
reductions on imports from Canada over the 1993-97 period.

Nontariff measures

U.S. imports of live poultry and poultry meat are subject to animal and plant health and sanitary
regulations promulgated by the FSIS under the Poultry Products Inspection Act, as amended.”’
These regulations require that live poultry imports must be quarantined and poultry meat
imports must be healthful, wholesome, fit for human consumption, and must comply with any
standards, rules, and regulations that apply to the like domestic products. Imported poultry
must originate in countries and plants approved to export to the United States.*®

U.S. imports of live poultry and certain poultry meat are restricted to certain countries certified
to be free of various poultry and poultry-borne diseases, including viscerotropic velogenic
Newcastle disease and other diseases. Imports of live poultry and poultry meat generally are
restricted to countries which the USDA considered free of such diseases. Imports of live
poultry must be quarantined for 30 days. As of July 1998, countries approved to export poultry
meat to the United States, were Canada, France, Hong Kong, and Isracl. The Mexican
Government is working closely with the FSIS for the certification of the Mexican food safety
system and selected plants to be eligible to export poultry to the U.S. market. Several States
including Sonora, Yucatan, and Sinaloa have been visited for such purposes.®® Labels on retail
packages of poultry shipped to the United States must meet U.S. labeling requirements.

5721 U.S.C. 451 et seq.
8 USDA, FSIS, Importing Meat and Poultry to the United States. A Guide for Importers and

Brokers, found at Internet address http://www.usda.gov/agency/fsis/importa.htm, retrieved June 9,
1998.

% USDA, FAS, Poultry. Annual Report, Mexico City, AGR No. MX7075, July 17, 1997, p. 4.
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U.S. Exports

Principal Markets and Export Levels

Products exported

The United States exports significant amounts of both live poultry and poultry meat. Of the
$2.5 billion of poultry exports in 1997, $2.2 billion (87 percent) were fresh, chilled, or frozen
chicken, $204 million (8 percent) were of prepared and preserved poultry, and $118 million (5
percent) consisted of live chickens (table A-21). Exports of live poultry, which consist mostly
of chicks and turkey poults for breeder stock (live chickens and other poultry not over 185
grams), have remained fairly stable between 1993 and 1997. Live poultry exports consist
mainly of breeder stock chicks (both meat-type and egg-type) to the adjacent markets of Canada
and Mexico, and other major world poultry-producing countries, such as Brazil. Some growout
stock and spent laying hens are also exported, mainly to Canada and Mexico. Exports of
poultry meat consist primarily of fresh, chilled, or frozen poultry, with chicken cuts and offal
accounting for over three-quarters of such exports. Exports of chicken cuts and offal increased
by almost $1 billion during 1993-97. A significant amount of turkey meat is also exported,
mainly in parts. A declining share of U.S. poultry exports is accounted for by processed and
prepared poultry specialty items, largely because of a sharp decline in exports of poultry livers
between 1993 and 1995 (table A-21).

Export levels and trends

U.S. exports of live poultry remained fairly stable during 1993-97, averaging almost 60 million
birds, and ranging from about 68 million birds in 1994 to 50 million birds in 1996 (table A-22).
The average annual value was close to $117 million. The main markets were Canada (which
accounted for 48 percent of the quantity shipped in 1997), Mexico (8 percent), Japan (5
percent), and Brazil (5 percent). The largest growth in the quantity of U.S. live poultry exports
during 1993-97 was to Japan and Thailand. These markets are expanding their domestic
poultry and egg industries and rely on breeding stock produced in countries such as the United
States.

U.S. exports of poultry meat also more than doubled during the review period, from 2.4 billion
pounds, valued at $1.1 billion, in 1993 to 5.7 billion pounds, valued at $2.4 billion, in 1997
(table A-23). Major increases occurred in both the traditional export markets, such as Canada
and Hong Kong, and in relatively new markets, such as Russia, Latvia, China, and South Africa.
Factors affecting the levels and trends are discussed by individual markets in the next section
of this summary.
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Principal export markets

Russia

Russia imported 2.2 billion pounds of poultry from the United States in 1997, accounting for
almost 40 percent of total U.S. poultry exports (table A-23).%° Most of the U.S.-Russian poultry
trade involves chicken leg quarters.® In 1993, Russia imported only 248 million pounds
compared with 844 million pounds in 1994 and 1.6 billion pounds in 1995. Thus the growth
in trade has been considerable. Growth has been generated by two major factors—declining
Russian poultry production and competitively priced, high-quality U.S. product.®> Demand for
poultry in Russia has also been rising in response to higher domestic prices for beef and pork.
Although the United States is the dominant supplier of poultry to the Russian market (77
percent in 1997), it faces stiff competition from France and the Netherlands. The French, in
particular, are promoting exports of whole chickens or turkey parts to Russia, in an effort not
to compete directly with the United States. Increasingly, higher-valued French products such
as turkey rolls, turkey shishkabobs, and turkey livers are found on the shelves of supermarkets
in Moscow.®* The availability of export restitutions for French whole chickens ($144 per ton
in late 1997) and chicken quarters ($94 per ton), and the 20-percent appreciation of the U.S.
dollar relative to the French franc has favored Russian imports of French poultry.®* In addition
to stiff competition from the EU, the prospects for expanding U.S. exports to Russia are highly
dependent on the strength of the Russian economy.

Hong Kong/China

U.S. poultry exports to Hong Kong /China amounted to $490 million in 1997, representing
about 20 percent of total exports (table A-15). The United States is a major supplier of
imported poultry meat to China, nearly all of which is transshipped via Hong Kong into the
economically vibrant region of southern China. Over 65 percent of the nearly 400,000 tons of
U.S. poultry meat shipped to Hong Kong in 1997 is estimated to have moved into China, and

% Several problems, however, have been associated with this strong dependence on one specific
market. In March 1996, Russia temporarily banned U.S. poultry imports and the Arkansas leg
quarters prices dropped by 25 percent to 64 cents per kg. There is a significant correlation between
U.S. leg poultry prices and shipments to Russia, and suggests that a strategy of market diversification
would be in the best interest of the U.S. poultry industry. Source: “International Market Hold
Potential for U.S. Meat,” Feedstuffs, Vol. 70, No. 3, Jan. 19, 1998, p. 28.

¢! The recognition of the quality of U.S. chicken legs by the Russian market started during 1990,
when the country had a shortfall of meat imports because of changes in Romania’s Government. The
least expensive meat available during the early 1990s was U.S. chicken legs, normally discounted by
U.S. retailers.

2 USDA, FAS, Livestock and Poultry: World Markets and Trade, Mar. 1998, p. 4.

& Ibid.

# USDA, FAS, Livestock and Poultry: World Markets and Trade, Oct. 1997, p. 3.
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only 70,000 tons directly shipped to China.%® In 1997, China absorbed nearly 15 percent of all
U.S. broiler meat exports, with chicken feet, previously used for rendering by the U.S. industry,
constituting nearly half of the value of exports to this market.*® The major U.S. poultry
competitor in the Hong Kong market is Brazil, which has increased shipments of chicken feet,
supplied at a lower cost than the United States.’’ Other U.S. competitors include the
Netherlands, France, and the United Kingdom. The recent Avian flu threw the Hong Kong
poultry market into turmoil.® Subsequent slaughter of all Hong Kong poultry, and consumer
concemns about safety of all chicken meat, have introduced considerable short-term uncertainty
about U.S. prospects to the region.® However, the long-term prospects to expand U.S. exports
to this market are viewed in the industry as bright. With a population 10 times as large as that
of Russia, a rapidly growing economy, changing consumer preference away from pork to poultry
meat, and serious structural weaknesses in the domestic production system, Chinese import
demand for poultry likely will increase strongly in the coming years.”

Mexico

U.S. poultry exports to Mexico were erratic during 1993-97. Largely because of the drop in
consumer purchasing power following the devaluation of the peso, U.S. poultry sales to Mexico
dropped by 20 percent in 1995. However, economic recovery in 1996 and 1997, coupled with
increasing Mexican poultry-processing capacity, saw exports rebound, and by 1997, exports
were back at pre-crisis levels. Mexico receives about 9 percent of total U.S. poultry meat
exports (the third-largest U.S. market) and the prospects for increasing sales in the future are
good.” Mexico is the world’s largest importer of turkey, and the United States is by far the
major supplier.”” The main products traded are mechanically deboned meat and turkey thigh
meat, used for sausage and cold cut production.” High pork prices generated by consumer
demand and increasing exports to Japan, have increased consumer demand for turkey products,
and in 1997, the Mexican Government approved import certificates for 80,000 more tons of
US. turkey. Although the tariff-rate quota (TRQ) for poultry meat was 104,000 tons in 1997,

8 USDA, FAS, Livestock and Poultry: World Markets and Trade, Mar. 1998, p. 4.

% Ibid.

¢7 “International Market Hold Potential for U.S. Meat,” Feedstuffs, Vol. 70, No. 3, Jan. 19, 1998,
p. 28.

% Consumption of poultry meat from birds infected with Avian Influenza results in sickness and
sometimes death in humans.

¥ USDA, ERS, “Asia Crisis to Trim Prospects for U.S. Meat Exports,” Agricultural Outlook,
Mar. 1998, pp. 7-9.

" “International Market Hold Potential for U.S. Meat,” Feedstuffs, Vol. 70, No. 3, Jan. 19, 1998,
p- 28.

M USDA, FAS, Livestock and Poultry: World Markets and Trade, Mar. 1998, p. 5.

2 The Mexican meat-processing industry is highly reliant on U.S. product because the Mexican
turkey industry consists of only two major producers who have difficulties competing against U.S.
product due to lack of economies of scale and limited integration.

B USDA, FAS, Livestock and Poultry: World Markets and Trade, Oct. 1997, p. 4.
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imports were more than double this amount, at 210,000 tons.”* Under NAFTA, in-quota
imports were assessed a tariff rate of “Free,” while 1997 over-quota rates were in excess of 200
percent for all items, except whole turkeys (with a rate of about 110 percent).

Canada

Canada imported $230 million of U.S. poultry in 1997, accounting for 9 percent of total U.S.
exports. Canada is by far the largest importer of U.S. live poultry, accounting for about one-
half the volume and one-quarter of the value in 1997 (table A-22). U.S. exports of poultry meat
to Canada rose from between $160-$170 million during 1993-96, to over $200 million in 1997.
The increase was largely a reflection of increased market access under the North American Free
Trade Agreement (NAFTA). NAFTA recognizes a supplementary import system which allows
additional imports when Canadian supplies fail to meet domestic demand.”> While market
conditions for increasing exports to Canada are favorable, major opportunities are constrained
by the TRQ system.

Japan

Between 1994 and 1996, U.S. exports of poultry averaged about $175 million. However,
exports declined by more than 20 percent in 1997 to $138 million (accounting for 5 percent of
total U.S. poultry exports).”® Large supplies in Japan and the weakened yen in 1997 contributed
to the drop in U.S. exports. In addition, increased Japanese demand for ready-made and ready-
to-cook products exported by such countries as China, Thailand, and Brazil also likely affected
U.S. exports.”” Compared with the United States, these countries are more cost-competitive in
producing processed and valued-added parts and products, largely because of lower labor
costs.”® Also, Chinese boneless leg meat supplies in the retail market dampened imports of
larger quantities of U.S. bone-in-leg meat (the major type of U.S. poultry export to the Japanese
market) for further deboning.

7 Because of large over-quota shipments of turkey, the Mexican swine industry has expressed an
interest in requesting SECOFT to initiate an antidumping investigation against imports of U.S.
mechanically deboned meat and turkey thigh meat. They perceive increased imports, particularly
ones above the NAFTA TRQs, as a threat to their industry. Source: USDA, FAS, USDA, FAS,
Poultry. Semiannual Report, Mexico City, AGR No. MX8011, Feb 2, 1998, pp. 7-8.

S USDA, FAS, Poultry. Semiannual Report, Ottawa, AGR No. CA8005, Jan. 1, 1998, p. 5.

¢ “International Market Hold Potential for U.S. Meat,” Feedstuffs, Vol. 70, No. 3, Jan. 19, 1998,
p- 28.

" “Economic Upheaval in Asian Poultry Markets,” USDA, FAS, Livestock and Poultry: World
Markets and Trade, Mar. 1998, p. 6.

8 USDA, FAS, Poultry. Semiannual Report, Tokyo, AGR No. JA8006, Feb 2, 1998, p. 1.
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Other markets

In 1996 and 1997, Latvia became a major buyer of U.S. poultry, purchasing $93 million in
1997. U.S. exports to this market consist mainly of chicken leg quarters, with large volumes
re-exported to Russia.” The Latvian market is expected to continue to be an important market
for U.S. poultry. U.S. poultry sales to Poland amounted to $55 million in 1997, a level that has
remained fairly stable since 1994, and mainly consisted of frozen chicken parts. Approximately
50 percent of Poland’s poultry imports are sourced from the United States. Other major
suppliers to the Polish market include the Netherlands, Belgium, Hungary, and Canada.®
Poland serves as a transhipment point to Russia, with an estimated transhipment of 20,000 tons
in 1996.3" U.S. exports of poultry meat to South Africa picked up in 1997, posting a 102-
percent increase. Importers increased the pace of sales early in 1997 to avoid imposition of
higher tariffs which were requested by South African poultry producers in December 1996 .5
U.S. exports increased from nearly 27,000 tons in 1996 to 54,000 tons in 1997. U.S. exports
had slipped in 1996 because of the devaluation of the South African rand against the U.S.
dollar.® Several nontraditional markets are emerging as providing opportunities for U.S.
poultry exporters in the future.®* Countries holding considerable promise are South Korea,
Indonesia, Malaysia, and Taiwan,® although the Asian financial crisis makes the short-run
outlook for U.S. expor<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>