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UNITED STATES INTERNATIONAL TRADE COMMISSION

Investigation No. 731-TA-1076 (Final)

LIVE SWINE FROM CANADA

DETERMINATION

On the basis of the record' developed in the subject investigation, the United States International
Trade Commission (Commission) determines, pursuant to section 735(h) of the Tariff Act of 1930 (19
U.S.C. § 1673d(b)) (the Act), that an industry in the United States is not materially injured or threatened
with material injury, and the establishment of an industry in the United States is not materiaily retarded,
by reason of imports from Canada of live swine, provided for in subheadings (1103.91.00 and 0103.92.00
of the Harmonized Tariff Schedule of the United States, that have been found by the Department of
Commerce (Commerce) to be sold in the United States at less than fair value (LTFV).

BACKGROUND

The Commission instituted this investigation effective March 5, 2004, following receipt of a
petition filed with the Commission and Commerce by the National Pork Producers Council, Washington,
DC, and numerous state associations and individuat producers. The final phase of the investigation was
scheduled by the Commission following notification of a preliminary determination by Commerce that
imports of live swine from Canada were being sold at LTFV within the meaning of section 733(b} of the
Act (19 U.8.C. § 1673b(b}). Notice of the scheduling of the final phase of the Commission’s
investigation and of a public hearing to be held in connection therewith was given by posting copies of
the notice in the Office of the Secretary, U.S. International Trade Commission, Washington, DC, and by
publishing the notice in the Federal Register of November 17, 2004 (69 FR 67364). The hearing was
held in Washington, DC, on March 8, 2003, and all persons who requested the opportunity were
permitted to appear in person or by counsel.

' The record is defined in sec. 207.2(D) of the Commission’s Rules of Practice and Procedure (19 CFR §
207 .2(5H).






VIEWS OF THE COMMISSION

Based on the record in this investigation, we determine that an industry in the United States is
neither materially injured nor threatened with material injury by reason of imports of live swine from
Canada that are sold in the United States at less than fair value (LTFV).!

L BACKGROUND

The petition for antidumping and countervailing duties was filed on March 5, 2004, by the
National Pork Producers Council and numerous state associations and individual swine producers.
Participating respondents include the Canadian Pork Council, the Manitoba Pork Council and several
individual Canadian producers and exporters, the Ontario Pork Producers’ Marketing Board (“Ontario
Pork™), and Baxter Transportation, Ltd., J. Quintaine & Son, Ltd., and Zantingh Swine Inc. (“Baxter e?
al.”), the latter three of which are exporters and importers of sows and boars. Petitioners and
respondents all filed pre- and posthearing briefs, and all except respondents Baxter et al. filed final
commenits in the final phase of this investigation.

Live swine are grouped into weanlings, feeder animals (termed feeder pigs in the remainder of
these views), and slaughter animals (termed slaughter hogs or market hogs in the remainder of these
views). With respect to domestically-produced live swine, channels of distribution have become
increasingly specialized and integrated to accommodate demand for specific sizes and types of swine.
Hogs are no longer delivered to public markets where buyers browse and choose the size and type of
swine they desire. Feeder swine are, for the most part, sold directly from farm to farm; transactions may
be based on long-term contracts or existing relationships with brokers and dealers. Slaughter hogs are
typically sold directly from producers to packers. Most non-packer-owned slaughter hogs are sold under
some form of market agreement.’ The majority of subject imports, as measured by number of head, are
weanlings or feeder pigs that are then fattened to slaughter weight; the remainder consists of slaughter
hogs.* The former are imported/purchased by U.S. finishers who feed them until they grow to full
slaughter weight. Live swine for immediate slaughter are primarily imported/purchased by meat
packers.’

In 2004, there were 69,420 operations producing live swine in the United States. The most
prevalent form of raising live swine is a grower/finisher (finishing only) operation, whether measured by
number of farms or head sold. Other live swine producers include farrow-to-weanling, weanling-to-

! Commerce determined that countervailable subsidies are not being provided to producers or exporters of live
swine from Canada. 70 Fed. Reg. 12186 (Mar. 11, 2005). Accordingly, the Commission terminated its
countervailing duty investigation of live swine. Whether or not the ¢stablishment of an industry in the United States
is materially retarded is not an issue in this investigation. See 19 U.S.C. § 1673d(b)(1)(B).

? Commissioner Daniel R. Pearson not participating.
*CRatI-13, PR at I-10.

4CR atIV-1,PR at IV-1. As described later, we have considered imports mainly in terms of weight, given the
wide disparity in the size of swine at different stages of production.

3CR at VII-10, PR at VII-7.



feeder (nurseries), farrow-to-feeder, and farrow-to-finish producers.® A major trend in the U.S. industry
is toward fewer and larger hog operations.’

As described below, subject imports grew steadily over the period examined, but reached only
modest levels. Two-thirds of the subject imports were weanlings and feeder pigs that were used by U.S.
producers to produce market hogs. Despite the growth in imports, the domestic industry’s production
and shipments increased over the period and, after suffering two years of negative net income in 2002
and 2003, the industry earmned high levels of profits in 2004 and is poised for continued strong
performance in 2003.

II. DOMESTIC LIKE PRODUCT
A, In General

In determining whether an industry in the United States is materially injured or threatened with
material injury by reason of imports of the subject merchandise, the Commission first defines the
“domestic like product” and the “industry.”® Section 771(4) A) of the Tariff Act of 1930, as amended
(the Act), defines the relevant domestic industry as the “producers as a [w]hole of a domestic like
product, or those producers whose collective output of a domestic like product constitutes a major
proportion of the total domestic production of the product.” In turn, the Act defines “domestic like
product” as “a product which is like, or in the absence of like, most similar in characteristics and uses
with, the article subject to an investigation . . . .""°

The decision regarding the appropriate domestic like product(s) in an investigation is a factual
determination, and the Commission has applied the statutory standard of “like” or “most similar in
characteristics and uses” on a case-by-case basis."* No single factor is dispositive, and the Commission
may consider other factors it deems relevant based on the facts of a particular investigation.? The
Commission looks for clear dividing lines among possible like products and disregards minor

$ Farrow-to-weanling producers are involved in the breeding of sows and maintaining them during pregnancy, as
well as caring for the baby pigs until weaned. Weanling-to-feeder producers care for weaned pigs until they weigh
30 to 80 pounds. Farrow-to-feeder pig producers are involved in the breeding and care of baby pigs until weaned, as
well as the care of weanlings. Farrow-to-finish producers complete all production stages — from breeding to growing
to slaughter weight. Finishing, or grower/finishing operations, feed hogs from nursery weight to slaughter weight.
CR atI-7 - I-8, PR at I-6.

7CR at TII-1, PR at 11I-1.
819 U.S.C. § 1677(4)(A).
219 U.S.C. § 167T(4)(A).
1019 U.S.C. § 1677(10).

1 Gee, e.g., NEC Corp. v. Department of Commerce, 36 F. Supp.2d 380, 383 (Ct. Int’l Trade 1998); Nippon Stegl
Corp. v. United States, 19 CIT 450, 455 (1995); Torrington Co. v. United States, 747 F. Supp. 744, 749 n.3 (Ct. Int’l
Trade 1990), aff"d, 938 F.2d 1278 (Fed. Cir. 1991) (“every like product determination ‘must be made on the
particular record at issue’ and the ‘unique facts of each case™). The Commission generally considers a number of
factors including; (1) physical characteristics and uses; (2) interchangeability; (3) channels of distribution; (4)
customer and producer perceptions of the products; (5) common manufacturing facilities, production processes and
production employees; and, when appropriate, (6) price. See Nippon, 19 CIT at 455 n.4; Timken Co. v. United
States, 913 F. Supp. 580, 584 (Ct. Int’] Trade 1996).

2 Gee, e, S. Rep. No. 96-249 at 90-91 (1979).




variations.”* Although the Commission must accept the determination of Commerce as to the scope of
the imported merchandise that has been found to be subsidized or sold at LTFV, the Commission
determines what domestic product is like the imported articles Commerce has identified.™

B. Product Description

In its final determination, Commerce defined the live swine subject to this investigation as:

all live swine (“swine” or “subject merchandise”) from Canada except breeding stock swine.
Live swine are defined as four-legged, monogastric (single-chambered stomach), litter-bearing
(litters typically range from 8 to 12 animals), of the species sus scrofa domesticus. This
merchandise is currently classifiable under Harmonized Tariff Schedule of the United States
(“HTSUS”) subheadings 0103.91.00 and 0103.92.00,

Specifically excluded from this scope are breeding stock, including U.S. Department of
Agriculture (“USDA™) certified purebred breeding stock and all other breeding stock.®

As noted above, live swine cousist of weanlings, feeder pigs and slaughter/market hogs. A
weanling is any weaned pig that is placed in a nursery.”® Weanlings generally weigh 10 to 15 or 20
pounds when they are removed from their sow, and remain in a nursery for about 6 to 10 weeks until they
weigh 30-80 (usually 40-60) pounds, at which time they are considered to be feeder pigs that are then fed
until they reach slaughter weight. The “processing” of weanlings and feeder pigs into slaughter hogs
consists principally of feeding and housing the animals. USDA standards differentiate feeder pigs and
slaughter hogs by their intended use: feeder pigs are those destined to be slaughtered after a period of

13 Nippon Steel, 19 CIT at 455; Torrington, 747 F. Supp. at 748-49. See also S. Rep. No. 96-249 at 90-91 (1979)
{Congress has indicated that the like product standard should not be interpreted in “such a narrow fashion as to
permit minor differences in physical characteristics or uses to lead to the conclusion that the product and article are
not ‘like’ each other, nor should the definition of “like product” be interpreted in such a fashion as to prevent
consideration of an industry adversely affected by the imports under consideration.”).

14 Hosiden Corp. v. Advanced Display Mfrs., 85 F.3d 1561, 1568 (Fed. Cir. 1996) (Commission may find single
like product carresponding to several different classes or kinds defined by Commerce); Torrington, 747 F. Supp. at
748-752 (affirming Commission determination of six like products in investigations in which Commerce found five
classes or kinds).

1570 Fed. Reg. 12181, 12182 (Mar. 11, 2003).

16 “Seprepated early-weaned” (“SEW”), the United States terminotogy, and “isoweaned,” the Canadian
terminology, refer to pigs with higher health status than that of traditional production methods because of the
management practices used to produce them. SEW pigs are pigs that have been removed from the sow while they
still possess high levels of passive immunity imparted from colostrum (the first milk from the sow at farrowing time;
it transmits passive immunities that protect pigs from diseases until they develop active immunity to disease). SEW
pigs are generally weaned at between 14 and 17 days of age, with 19 to 20 days of age being a practical limit; they
weigh between 10 and 15 pounds when weaned. This process reduces the pig’s exposure to diseases (primarily
respiratory diseases) that reduce performance in the nursery and grower/finisher phases. To maintain this health
status and the potential benefits, these pigs must be isolated from pigs of other ages and from other source herds,
hence the term “isowean” used in Canada. These pigs perform best when used in ali-in/all-out management systems.
CR at [-6 n.16, at I-5 n.16.




feeding,” and slaughter hogs are those intended to be slaughtered immediately. Feeder pigs normally
weigh less than slaughter hogs, as the feeder pigs by definition must be fed and fattened to slaughter
weight. Pigs are in the feeder stage for about four months. Slaughter hogs normally consist of barrows
and gilts that typically are six months old and usually weigh 240 to 280 pounds, and sows and boars that
typically are three-to-five years old and weigh from 400-600 and 500-700 pounds, respectively.’

C.  Analysis

In the preliminary phase of the investigation, the Commission addressed two like product issues:
whether weanlings, feeder pigs and market hogs are separate domestic like products, and whether sows
and boars are separate domestic like products from other live swine. The Commission found that

‘weanlings, feeder pigs and market hogs comprise one domestic like product, based on the dedication of
weanlings and feeder pigs to hog production, the similarities in essential physical characteristics of live
swine at the various stages of development, and the technologically uncomplicated nature of the further
processing that weanlings and feeder pigs undergo.”” The Commission also included sows and boars in
the same domestic like product as other live swine, because they all share certain general physical
characteristics and are generally raised at the same facilities for a certain time period during their stages
of development, and all are ultimately sold for slaughter.”® However, the Commission stated that it
would revisit the issue pertaining to sows and boars in the final phase of the investigation.”'

Petitioners contend that sows and boars, like other live swine, are ultimately destined for the
meat packer and should be included in the same domestic like product as other live swine.” Respondents
Manitoba Pork Council and several individual Canadian producers and exporters (“Manitoba Pork
Council ef al.”), as well as Baxter ef al. argue that sows and boars are sufficiently different to be
considered to be a separate like product.”

As we did in the preliminary phase of this investigation, we consider the issue of whether sows
and boars are a separate domestic like product under the Commission’s traditional six-factor analysis. As
discussed below, the factors are somewhat mixed in terms of whether they show a clear dividing line
between sows and boars as opposed to other live swine. We note that, as breeding stock, sows and boars
are outside the scope of the investigation, but are used to produce products within the scope of the
investigation (barrows and gilts) and then, at the end of their useful lives, become products within the
scope of the investigation, as slaughter sows and boars. Of greater significance to our analysis, however,
is the fact that the primary use of sows and boars is as breeding stock and they are considered to be
productive assets by live swine producers. Their eventual slanghter for meat is incidental to their

17 This classification does not make a distinction among pigs by weight or age; consequently, as long as a pig is
not to be immediately slaughtered (within two weeks), the animal would be classified as a feeder pig. CR at1-7 n.17,
PR at -6 n.17.

BCRat1-6 - -7, PR at I-5 - 6.

" Live Swine from Canada, Inv. Nos. 701-TA-438 (Preliminary), 731-TA-1076 (Preliminary), USITC Pub. 3693
at 8 (May 2004). The reasons we found in the preliminary phase of the investigation for deciding that weanlings,
feeder pigs and market hogs constitute one domestic like product remain valid in this final phase. No party has
contested that finding. Accordingly, we again make that finding.

W USITC Pub. 3693 at 8-10.
1 UJSITC Pub. 3693 at 10.
2 Petitioners’ Prehearing Brief at 11.

2 Manitoba Pork Council’s ef al. Prehearing Brief at 12 & Exh. 4 at 1; Baxter’s et al. Prehearing Brief at 5-6;
Baxter’s et al. Prehearing Brief at 2 & Response to Commission Questions at 3.

6



purpose as breeding stock.?* Defining a separate like product and industry for sows and boars thus would
make little economic sense and would hinder our analysis.”

Physical Characteristics and Uses. Sows and boars are breeding stock. A sow is a mature
female swine that usually shows evidence of having reproduced or having reached an advanced stage of
pregnancy. A boar is an uncastrated male swine.*® As breeding stock, sows and boars share with and
impart to all other live swine their essential physical characteristics. At the end of their useful life as
breeders, sows and boars, like market hogs, are slaughtered for use as meat.” Market hogs are generally
used for table cuts, ham and bacon. Sows and boars are used for sausages and other spiced meats.”

At slaughter weight sows and boars are larger than market hogs (barrows and giits) — a sow typically
weighs 400 to 600 pounds and a boar 500 to 700 pounds, whereas barrow/gilt market hogs weigh
approximately 260 pounds.”

Manufacturing Facilities, Production Processes and Employees. In farrow-to-finish and
farrowing only operations, sows and boars are maintained in the same facilities as other live swine.
Finishing only operations do not maintain sows and boars.*® There is nonetheless significant overlap
among operations in all production stages, given that farrow-to-finish operations (which include sows,
boars and market hogs) accounted for approximately 24 percent of all head sold in 2002."

Interchangeability. The record indicates at most one-way interchangeability. Meat from
barrows and gilts may be substituted for sow and boar meat for ground and processed products, although
actual substitution is limited because of the higher prices of meat from barrows and gilts.”* Sows and
boars are not processed into fresh pork cuts, however, because of their gamier taste and smell.” Packers
may use the trim from barrows and gilts for smoked and cooked products,* the same end uses as meat
from sows and boars.

Channels of Distribution. Slaughter hogs are typically sold directly from producers to packers.*
Sows and boars are generally sold to sow and boar brokers, who then resell them to sausage and specialty
meat manufacturers.®

Producer and Customer Perceptions. Producers generally view sows and boars as productive
assets in the production of market hogs.> They do not raise them for their slaughter meat, but rather sell
them for salvage value when they reach the end of their productive lives.® The specialized uses of sow
and boar meat suggest that it is viewed differently than the meat of barrows and gilts.

2 As a result, producers generally indicated that operating expenses specific to sows and boars are not separately
tracked. CR at VI-8, PR at VI-7.

5 See Ferrosjlicon from Egypt, Inv. No. 731-TA-542 (Final), USITC Pub. 2688 (Oct. 1993), at -7 & n.23.
26 CR at I-6, PR at I-5.

CRatl-7,1-12,1-14, PR at I-5 - 1-6, 19, I-10 - I-11.
BCRat1-13,1-15, PR at I-10 - I-11.

PCR atI-13-1-14, PR at I-10.

¥ CR atI-14, PR at I-11.

3 CR/PR at Table ITI-1.

2 CRatI-15,PRatI-11.

¥CRatl-15,PRat-11.

¥ CRatl-15, PR atI-11.

% CRat1-13, PR at I-10.

% CRatI-16, PR atI-11.

¥ CR at VI-8, PR at VI-7.

3 See CR at I-16, PR at I-12.



Price. In terms of price, on a per-pound basis, sows and boars are sold at a significant discount
to the price of barrows and gilts.*

In summary, we find, as we did in the preliminary phase of the investigation, that all live swine,
including sows and boars, share certain general physical characteristics and are generally raised at the
same facilities for a certain time period during their stages of development. All are ultimately sold for
slaughter and there is some interchangeability between sows and boars and other swine, albeit limited.
While there are certain differences between sows and boars as compared with other live swine, we do not
find the differences to be greater than the differences between weanlings and market hogs.* For
example, weanlings, feeder pigs and market hogs differ greatly in size and cannot practicaily be
substituted for each other, as is the case for market hogs versus sows and boars. That is, we do not find
that there is a clear dividing line between market hogs on the one hand, and sows and boars on the other,
for the purposes of this final determination.

On balance, then, we determine to include sows, boars, weanlings, feeder pigs and market hogs
in the same domestic like product.*

III. DOMESTIC INDUSTRY AND RELATED PARTIES
A. Domestic Industry

The domestic industry is defined as “producers as a [w]hole of a domestic like product, or those
producers whose collective output of a domestic like product constitutes a major proportion of the total
domestic production of the product.”* In its preliminary determination, the Commission defined the
domestic industry to include all operators involved in the production of the domestic like product,
whether they are involved in one or several stages of hog production.”” No party has disputed this
finding and nothing in the record of this final phase of the investigation indicates that we should revisit
our finding. Accordingly, and consistent with our definition of the domestic like product, we find one

¥ CR at I-16, PR at I-12.

4 We would reach the same decision utilizing our semifinished products anatysis. Under that analysis, the
Commission examines: (1) whether the upstream article is dedicated to the production of the downstream article, or
has independent uses; (2) whether there ave perceived to be separate markets for the upstream and downstream
articles; (3) differences in the physical characteristics and functions of the upstream and downstream articles; (4)
differences in the cost or value of the verticaily differentiated articles; and (5) the significance and extent of the
processes used to transform the upstream into the downstream articles.

Weanlings, feeder pigs, market hogs, sows, and boars are all nltimately dedicated to the production of pork.

Sows and boars are used to produce baby pigs, which become weanlings, which grow into feeder pigs and then into
market hogs. Live swine at each stage of development are dedicated to progression to the next stage and ultimately
to development as hogs for slaughter; thus, live swine have no independent use or function other than eventually to
be slaughtered for meat. While the transformation from weanling to sow or boar is significant, it is not particulaly
complex and principally involves providing the appropriate feed for live swine at each stage of development. The
primary expense for a live swine producer is the cost of feed. CR at V-1, PR at V-1. See Live Cattle from Canada,
Inv. No. 731-TA-812 (Final), USITC Pub. 3255 (Nov. 1999}, at4 nn.11 & 12.

41 See Live Swine and Pork from Canada, Inv. No. 701-TA-224 (Final), USITC Pub. 1733 (July 1985) (all live
swine one like product). '

219 U.S8.C. § 1677(4)(A). In defining the domestic industry, the Commission’s general practice has been to
include in the industry all domestic production of the domestic like product, whether toll-produced, captively

consumed, or sold in the domestic merchant market. See United States Steel Group v, United States, 873 F. Supp.
673, 681-84 (Ct. Int’l Trade 1994), aff’d, 96 F.3d 1352 (Fed. Cir. 1996).

# USITC Pub. 3693 at 12.




domestic industry consisting of all domestic producers of weanlings, feeder pigs and market hogs, as well
as all domestic producers of sows and boars.

B. Related Parties

In defining the domestic industry, we must determine whether any producer of the domestic like
product should be excluded from the domestic industry pursuant to section 771(4)B) of the Act.** In its
preliminary determination, the Commission found that the record indicated that at least nine U.S.
producers imported or purchased® imports of live swine between 2001 and 2003, and were potentially
subject to exclusion under the related parties provision. Six of these firms purchased imports and three
directly imported subject live swine. Because the record in the preliminary phase of the investigation
was limited and no party disputed inclusion of the related parties, the Commission did not-find it
appropriate to exclude any of the identified producers from the domestic industry.*

In this final phase investigation, the record shows that two-thirds of subject imports (as measured
by head) are weanlings and feeder pigs used by the domestic industry.”” However, we have only
identified a limited number of related parties in this industry of 69,420 producers.*® The record of this
final phase of the investigation indicates that two parties have corporate ties to Canadian firms,* while a

“8ee 19 U.S.C. § 1677(H(BXii)(IE). That provision of the statute allows the Commission, if appropriate
circumstances exist, to exclude from the domestic industry producers that are related to an exporter or importer of
subject merchandise, or which are themselves importers. Exclusion of such a producer is within the Commission’s
discretion based upon the facts presented in each case. Sandvik AB v. United States, 721 F. Supp. 1322, 1331-32
(Ct. Int’l Trade 1989), aff’d without opinion, 904 F.2d 46 (Fed. Cir. 1990); Empire Plow Co. v. United States, 675
F. Supp. 1348, 1352 (Ct. Int’l Trade 1987). The primary factors the Commission has examined in deciding whether
appropriate circumstances exist to exclude related parties include: (1) the percentage of domestic production
attributable to the importing producer; (2) the reason the U.S. producer has decided to import the product subject to
investigation, i.c. whether the firm benefits from the LTFV sales or subsidies or whether the firm must import in
order to enable it to continue production and compete in the U.S. market, and (3) the position of the related
producers vis-a-vis the rest of the industry, 1.e. whether inclusion or exclusion of the related party will skew the data
for the rest of the industry. See, e.g., Torrington Co. v. United States, 790 F. Supp. 1161, 1168 (Ct. Int’] Trade
1992), aff’d without opinion, 991 F.2d 809 (Fed. Cir. 1993). The Comumission has also considered the ratio of
import shipments to U.S. production for related producers and whether the primary interests of the related producers
lic in domestic production or in importation. See, e.g., Melamine Institutional Dinnerware from China, Indonesta
and Taiwan, Inv. Nos. 731-TA-741-743 (Final), USITC Pub. 3016 (Feb. 1997), at 14 n.8].

* A domestic producer that does not itself import subject merchandise, or does not share a corporate affiliation
with an importer, may nonetheless be deemed a related party if it controls large volumes of imports. The
Commission has found such control to exist when the domestic producer was responsible for a predominant
proportion of an importer’s purchases and the importer’s purchases were substantial. Seg, .., Foundry Coke from
China, Inv. No. 731-TA-891 (Final}, USITC Pub. 3449 (Sept. 2001), at 8-9. The record in this final investigation
does not indicate the degree to which the producers were responsible for the importers’ purchases, and whether the
importers’ purchases were substantial.

4 JSITC Pub. 3693 at 13-14.
4 Tr. at 18 (Mr. Porter).
* Tn 2004, there were 69,420 swine operations in the United States. CR at ITI-1, PR at ITI-1.

# x%x ig related to a Canadian firm, ***, *#%* gwng *+* percent of **¥, *** CR at [I-4. *¥* *¥* the petition,
CR/PR at Table III-3; it represented *** percent of production in 2004. CR/PR at Table J-1.

##% {5 also related to a Canadian firm, ***, which is engaged in the production or the packing/slaughter of
live swine. CR at I1I-4, PR at 11I-5. *** owns $00 percent of ***, Phone Conversation of Michael Szustakowski
with *** (Mar, 29, 2005). *** *** the petition, CR/PR at Table III-3, and represented *** percent of production in

(continued...)




number of others imported subject swine from Canada or purchased subject imports during the period of
investigation and may be deemed to be related parties on this basis. As in the preliminary phase of the
investigation, no party argues that any related party should be excluded. Petitioners expressly state that it
is not necessary to exclude any such producers,™ as do the Manitoba Pork Council et al.”!

**x_an importer of subject merchandise, is the *** domestic producer and accounted for
approximately ¥** percent of production in 2004.% It supports the petition.”® *** imported swine from -
Canada because *** > This producer had *** in 2004 and suffered *** in 2002 and 2003, similar to the
industry as a whole.” Thus, the extent of any benefits from this producer’s importations, at least
compared to trends in profitability for the rest of the industry, is unclear. For this reason, and because no
party has urged ***’s exclusion from the industry as a related party, we conclude that appropriate
circumstances do not exist for its exclusion.

The remainder of the identified related parties that had corporate relationships with Canadian
exporters or importers, or imported or purchased subject imports of swine during the period of
investigation are quite small in size: ***, During the preliminary phase of the investigation five other
domestic producers indicated that they purchased subject live swine during the period: *#%°

The information on the record regarding the reasons for importation of subject live swine by
these domestic producers, as well as whether they actually imported or purchased subject imports, is
limited. As with ***, they also experienced *** during the period of investigation.”” It is unclear to what
extent any of these producers is benefitting from the subject imports, especially in this cyclical industry,
as explained below. In view of that fact, as well as the fact that no party has argued for exclusion of any
related party, we find that appropriate circumstances do not exist to exclude any of the related parties
from the domestic industry.

IVv. NO MATERIAL INJURY BY REASON OF LESS THAN FAIR VALUE IMPORTS®

In the final phase of antidumping duty investigations, the Commission determines whether an
industry in the United States is materially injured by reason of the imports under investigation.” n
making this determination, the Commission must consider the volume of imports, their effect on prices
for the domestic like product, and their impact on domestic producers of the domestic like product, but

4 (...continued)
2004. CR/PR at Table J-1.

30 Petitioners’ Prehearing Brief at 11. _

! Manitoba Pork Council's ef al. Prehearing Brief at 13.
3L CR/PR at Table II1-4.

3 CR/PR at Table I11-3.

% Saff verification report, ***, p. 5, Mar. 22, 2005.

55 w¥#’g net income to net sales ratio was ¥¥* percent in 2002 and **¥ percent in 2003. It was *** percent in
2004, CR/PR at Table J-1.

*% CR atJ-3,PR at I-3.
* CR/PR at Table I-1.

58 Negligibility is not an issue in this investigation. Subject live swine from Canada are not negligible under 19
U.S.C. § 1677(24) because they accounted for more than three percent of the volume of all such subject live swine
imported into the United States in the most recent twelve-month period for which data are available preceding the
filing of the petition. CR/PR at Table IV-1.

¥ 19 U.8.C. § 1673d(b).
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only in the context of U.S. production operations.” The statute defines “material injury” as “harm which
is not inconsequential, immaterial, or unimportant.”® In assessing whether the domestic industry is
materially injured by reason of subject imports, we consider all relevant economic factors that bear on
the state of the industry in the United States.”? No single factor is dispositive, and all relevant factors are
considered “within the context of the business cycle and conditions of competition that are distinctive to
the affected industry.”®

A, Information Available in This Final Phase Investigation

The live swine industry in the United States is extremely large and dispersed.* Thus, forwarding
questionnaires to even a substantial share of the thousands of domestic producers of the domestic like
product — live swine at any stage of development — was impractical.® Nevertheless, the Commission did
receive questionnaire responses from producers representing approximately 41.4 percent of U.S.
production in 2004, including the five largest producers, who accounted for ¥** percent of U.S.
production in 2004.% The Commission also gathered reliable, comprehensive and complete information
for this investigation from secondary sources.”” The parties concur in the use of all these data. The
necessary domestic producer data were obtained primarily from questionnaire responses as well as from
USDA data (for production volume).® Official import statistics were used for tmport data.*’ In addition,
the Commission has obtained some information on the domestic industry from questionnaires that asked

19 11.8.C. § 1677(7T)(B)(i). The Commission “may consider such other economic factors as are relevant to the
determination” but shall “identify each [such] factor . . . [a]nd explain in full its relevance to the determination.”
19 U.8.C. § 1677(7}B). See also, Anpgus Chemical Co. v. United States, 140 F.3d 1478 (Fed. Cir. 1998).

%19 U.8.C. § 1677(THA).

€219 U.S.C. § 1677(THC)(iii).

% 1d.

8 Tn 2004, there were 69,420 operations producing swine in the United States. CR at III-1, PR at ITI-1.

% The Court of International Trade has acknowledged that it would be “impractical given the time constraints for
completing its investigation for the Commission to attempt to obtain absolute coverage utilizing questionnaires for
“an industry comprised of more than 1,000 producers” in a final investigation. Chung Ling Co. v. United States, 805
F. Supp. 45, 49 (Ct. Int’l Trade 1992}.

% CR at ITI-1, PR at IIE-1.

 The statute directs the Commission to “use the facts otherwise available™ if the necessary information is not
available on the record. 19 U.S.C. § 1677e. In this case, the secondary information comes from the type of
independent sources that would normally be used for corroboration,

The Court of International Trade has supported use of secondary source data when the Commission
determined that questionnaire responses did not provide an adequate basis for making its determination. Alberta
Pork Producers’ Mktg. Bd. v. United States, 669 F. Supp. 445, 460 (Ct. Int’] Trade 1987) (“statute permits the
Commission to use the best information otherwise available, and nothing in the statute or regulations prevents the
Commission from using information other than questionnaire responses when the Commission determines that the
responses do not provide an adequate basis for making its determination™), aff’ g Live Swine and Pork from Canada,
Inv. No. 701-TA-224 (Final). See also Ranchers-Cattlemen Action Legal Foundation v. United States, 74 F.Supp.2d
1353, 1381 (Ct. Int’l Trade 1999) (Court affirmed Commission’s use of secondary sources for information rather
than questionnaire responses), aff’g Live Cattle from Mexico, Inv. No. 731-TA-813 (Preliminary), USITC Pub. 3155
(Feb. 1999). We note that the petitioners themselves proposed that the Commission use secondary source data.

See CR at 1II-1 0.1, PR at III-1 n.1.

® CRatI-2, PR at -2, CR/PR at Table III-1. The data generally involved periods through 2004,
® CR atI-2, PR at I-2 & Appendix E.
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narrative questions.”” The Commission also has obtained some information from responses to the
importers’/purchasers’ questionnaires regarding pricing data on both domestically-produced and
imported live swine.”"

B. Conditions of Com'petition

In reaching our determination, we have considered the following conditions of competition that
are distinctive to the U.S. live swine industry and provide the context for our analysis.™

1. Demand

The demand for live swine is a derived demand that is primarily determined by the demand for
pork.” Pork demand is affected by a number of factors, including population growth, overall economic
conditions, consumer tastes and habits, and developments with respect to alternative sources of meat
protein such as beef and poultry.”™ As the United States is a major exporter of pork, developments in
foreign markets can have a significant impact on demand for live swine as well.”

Most U.S. producers, brokers/distributors/importers and packers indicated that demand for swine
increased from 2002 to 2004. Apparent U.S. consumption of live swine increased by 3.2 percent by head
and by 3.9 percent by weight from 2002 to 2004.” As U.S. per capita consumption of pork has been
relatively stable over that period,” growth in live swine consumption reflects U.S. population growth and
growth in U.S. exports of pork. U.S. pork exports have increased annually for many years, reaching
record high levels during the period examined.”

Swine producers and other market participants cited various demand-related factors as affecting
the live swine market from 2002 to 2004.” Bovine spongiform encephalopathy (BSE), a disease
affecting cattle, was discovered in Canada and in the United States in 2003.*° Among other
repercussions, BSE restricted Canadian and U.S. beef and cattle exports, thereby increasing demand for

™ The Commission sent producers’ questionnaires to 184 producers of live swine, and its association
questionnaire to 44 state pork associations. CR at III-3, PR at ITI-2.  As noted, data obtained from the producers’
questionnaires accounted for 41.4 percent of U.S, swine production in 2004, CR at III-1, PR at TII-1. These data,
along with USDA data, represent the information available with regard to consideration of impact.

7 The Commission sent importer questionnaires to 43 brokers/distributorsfimporters, as well as to all U.S.
producers that were sent producers’ questionnaires. The Commission received 40 responses, including 18 that
provided data. CR atIV-1, PR at [V-],

719 U.S.C. § 1677(THC)(ii).

" CR at II-8, PR at II-5.

" See CR at II-8 - 11-12, PR at 11-5 - I1-8, Tr. at 46-47, 133 (Dr. Lawrence).
¥ CR at II-8 - H-10, PR at I1-5 - II-7.

76 As measured by weight, apparent U.S. consumption increased from 26.6 billion pounds in 2002 to 26.9 billion
pounds in 2003, then to 27.6 billion pounds in 2004. As measured by head, apparent U.S. consumption was 100.4
million head in 2002, 101.0 million head in 2003 and 103.6 million head in 2004. CR/PR at Table I'V-4. '

7 Tr. at 134 (Dr. Lawrence), 262 (Dr. Prusa).
7 CR at II-12, PR at I1-8, CR/PR at Appendix F.

™ CRat 11-8 - I-11, M-24 - [11-25, PR at I15 - [-8, I1-11 - [TI-12.
0 CR at I1-8 - 119, at [1-6.
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U.S. exports of pork as a substitute for beef.®’ Reportedly, U.S. beef exports will be limited again in
2005 due to bans currently in place by major importing countries.*

Outbreaks of avian influenza (Al), a disease affecting poultry, occurred in Asia, resulting in the
destruction of many flocks.® Al caused overseas markets to search for alternative sources of protein,
such as pork. Epidemics of Al can last for years.**

The popularity of high-protein diets may have stimulated a rise in demand, as pork products are
an essential component of these diets,* although, as noted above, per capita U.S. pork consumption has
remained steady. The extent to which high-protein/low-carbohydrate diets will affect the market in the
future is unclear.®

Other factors affecting pork demand include the lifting of Mexico’s restrictions on U.S. exports
of ham, Russia’s 2002 restrictions on U.S. poultry exports, and recent reduced growth in the U.S. poultry
industry.¥

We do not find persuasive petitioners’ arguments that the high demand for pork (and therefore
live swine) in 2004 is likely to decrease significantly in the near future.®® Record evidence indicates that
demand remains strong in early 2005.% USDA data show that total consumption of pork, as measured by
weight, is projected to increase from 19.7 million pounds in 2004 to 19.9 million pounds in 2005, and
then to 20.3 million pounds in 2006.%

2. Supply

As noted above, U.S. swine accounts for the vast majority of the market, with swine from Canada
accounting for the remainder. During the early to mid-1990s, many U.S. producers restructured their
operations to take advantage of improved production technigues. A large portion of small- to mid-size
family producers elected to focus on a specific phase of preduction rather than the entire farrow-to-finish
production operation.”® The industry restructuring has led many U.S. farmers to focus on the finishing
phase of production, particularly in Com Belt states with ready access to feed. The breeding of pigs,
known as farrowing, is the portion of live swine production that involves the highest labor costs and the
highest risk.”? In 2002, U.S. finishing-only operations accounted for the highest number of head sold,

81 The inability of Canadian cattle producers to export also produced a glut which drove beef prices down in
Canada, which reduced Canadian pork consumption, and in turn caused Canadian swine producers to turn to the
United States for a market outlet. CR at I1-9, PR at I1-6.

# CR at II-9, PR at II-6.

8 CR at II-10 - T1-11, PR at 11-7.

¥ CR at II-10, PR at II-7.

% CRatII-11, PR at I1-8.

% CR atII-11, PR at II-8.

¥ CR at II-8 n.9, JI-11, and I11-24-25.

% See, e.g., Tr. at 44 (Dr. Grimes); Tr. at 46-47, 68 (Dr. Lawrence).

® 1y, at 12 (Mr. Rosenthal); Tr. at 69 (Dr. Lawrence). We note that the period of investigation for which we
obtained information is 2002 to 2004,

% Manitoba Pork Council’s et al. Posthearing Brief, Exh. 11 at Table 24.
Ty, at 55 (Mr. Ledger).

2 R at1-8, 1-9 n.26, I-12 n.36, PR at I-7 & [-7 n.26, 1-9 1.36; Tr. at 29, 30-31 (Dr. Hayes). Health issues are
particularty significant for farrowing operations. Porcine reproductive and respiratory syndrome (“PRRS”), which
has caused financial losses to many U.S. swine producers, causes reproductive failure in females and respiratory tract

(continued...)
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60,393,074, with farrow-to-finishers constituting the next largest type of operation, with 45,959,882 head
sold.”

The focus in the United States on finishing operations has meant increased subject weanling and
feeder pig imports from Canadian sow herds.* Most U.S. imports of live swine currently consist of
weanlings or feeder pigs.” This increase in Canadian supply began well before the period of
investigation, as Canadian farmers, animal producers and provincial governments have promoted all
livestock operations, not swine operations specifically, as growth industries since the mid-1990s.®

The level of breeding stock (the breeding herd) plays an important role in swine production and
the swine market. The Canadian breeding herd has increased slightly over the period of investigation and
the pig crop has increased by a greater amount.”” In the United States, the breeding herd declined slightly
over the period examined, while the pig crop increased slightly.”™ We attribute this latter occurrence to
greater productive efficiency due to larger litter sizes.” The U.S. breeding herd remains larger than the
Canadian herd, at approximately 6 million head during the period examined, as compared to
approximately 1.6 million head of Canadian stock. In the early to mid-1990s, outside our period of
investigation and when the industry began restructuring, the Canadian breeding stock increased and the
U.S. breeding stock decreased.'® As noted, the higher labor costs and higher risks of farrowing led some
U.S. producers to switch to finishing-only operations. The record also indicates that Canadian producers
may enjoy certain advantages for farrowing related to climate, lower geographic concentration and lower
disease rates that U.S. producers do not experience.'"!

Another major trend in the U.S. live swine industry is toward fewer and larger hog operations. In
2004, there were 69,420 operations producing swine in the United States, down 9.0 percent from 76,250

% {...continued)
illness in pigs of all ages and sex. CR at II-19 - III-20, PR at ITI-9 - III-10. Actinobacillus pleuropneumonia
(“APP”) and mycoplasma also affect production of swine. CR at III-22, PR at I1I-10.

 CR/PR at Table III-1.
% See CR at III-3, PR at III-5. There has been an increasing trend to specialize in specific stages of production
such as (1) farrowing and nursery, (2) nursery only, or (3) growing/finishing only. Thus, it has become more typical

for swine to be sold from one producer to another at the weanling or feeder pig stage of development. CR at1-12 -1-
13, PR at I-10.

% CR/PR at Table IV-2.

% CR at VII-1, FR at VII-1. The Canadian Agriculture Income Stabilization (“CAIS”) program is designed to
provide assistance to producers that have been injured as a result of BSE or other factors, and paid producers $777
million in 2004. The Agriculture Revenue Stabilization Program (“ASRA”) in Quebec attempts to stabilize farm
incomes and has been described as yielding an average payment over the last 10 years of $15 per animal. CR at VII-
2, PR at VII-1.

% Canadian breeding stock numbered 1.5 million head in 2002, 1.6 million head in 2003 and 1.6 million head in
2004. Canadian live swine production, in terms of the number of pigs born, was 32.4 million in 2002, 34.2 mtllion
in 2003 and 36.1 million in 2004. CR/PR at Table VII-1.

% U.S. breeding stock numbered 6.1 million in 2002, 6.0 million in 2003 and 6.0 million in 2004. Production was
101.7 million head in 2002, 101.5 million head in 2003 and 102.5 million head in 2004. CR/PR at Table III-7.

P CR at [-9, TMI-13, PR at I-7, IH-5, CR/PR at Table III-7.
W0 CR/PR at Table IV-8.

11 For producers, being disease-free is the most important factor in purchasing weanlings and feeder pigs.
See CR/PR at Table II-3. While petitioners argue that Canadian government subsidies led to a larger Canadian
breeding herd, more imports of weanlings and feeder pigs, and a U.S. switch out of farrowing, we find that other
factors, noted above, clearly influenced the switch out of farrowing in the United States.
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operations in 2002 and down 5.8 percent from 73,720 operations in 2003."® We note that there are
various state and local regulatory constraints that affect the domestic live swine industry, namely zoning
permit issues and environmental regulations and permits (e.g., manure application restrictions on crops),
as well as issues pertaining to urban encroachment and proximity to non-farming neighbors.'®

Some swine producers, in addition, are now integrated with packers, and other swine producers
plan to enter into such an arrangement in the near future. Integrated producer-packer operations now
account for approximately 25 percent of production, whereas five or six years ago the figure was
approximately 10 percent.'"™ In order to maintain their efficiency, packers require steady volumes of
swine.'” This requirement has, at least in part, driven the restructuring of the industry.'*

3. Hog Cycle

A major characteristic of the live swine industry is the hog production cycle, a pattern of
expansion and contraction in the number of hogs and pigs.'” Historically, the hog production cycle has
averaged about four years in length, including two years of expansion and two years of contraction (i.e.
liquidating the herd). Cycles, however, have been as short as two years and as long as seven years.'®
The restructuring and consolidation of the industry has, however, changed the hog cycle such that supply
fluctuations are less pronounced and are less responsive to price changes.'”

4. Substitutability and Pricing

Live swine is generally considered to be a commodity product.’’® There is generally a high
degree of substitutability between the U.S. product and subject imports at the same stage of

192 CR/PR at Table ITI-2.

1% CR at I1I-14, PR at III-6. In addition, North Carolina has a moratorium on new hog facilities. CR at ITI-14,
PR at HI-6 n.5.

1% Tr. at 119 (Dr. Grimes). A total of 20 packers, including the largest firms in the industry, submitted responses
to the Commission’s questionnaires. Of those 20, 9 function strictly as packers, while 11 are also engaged in one or
more of severa! other operations, including farrowing, nursery operations, birth-to-feeder operations,
growing/finishing operations, and farrow-to-finish operations. CR at II-12, PR at II-8.

5 CR at I11-23, PR at TII-11; Tr. at 206 (Mr. Marks), 211 (Mr. Stevens).
1% Ontario Pork’s Prehearing Brief at 8-9; Tr. at 211-12 (Mr. Stevens).

17 The hog cycle has traditionaily operated as follows. During the expansion phase of the cycle, relatively high
hog prices induce hog producers to retain sows and gilts for breeding rather than marketing them for slanghter.
Initially, this reduces the number of hogs slaughtered, adding to the upward price pressure. Within eight to nine
months of retaining and breeding gilts, a larger number of hogs is available for slaughter. The increased supply of
slaughter hogs tends to put downward pressure on prices. This reduces the incentive for producers to retain gilts and
increases the incentive to cull less productive sows. Thus begins the contraction phase of the cycle, which adds
additional hogs to the supply available for slaughter and causes additional downward price pressure. Eventually, the
supply of slaughter animals decreases sufficiently to create upward price pressure, and the cycle begins again. CR at
II-1, PR at II-1. '

18 CR at II-1, PR at 1I-1. Expansion phases have been from one to five years in length, while liquidation phases
have ranged from one to four years in length. CR at II-1, PR at II-1.

1 See CR at II-1 - II-2, Figure 1I-1, PR at II-1, Figure II-1.
"0 CR at V-1, PR at V-1.
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development.'! Some producers and importers believe that the health status of subject live swine
imports is better than that of U.S.-produced live swine.'”? While health issues are a significant concern in
both countries, our data show a somewhat lower prevalence of PRRS (a major productivity-affecting
ailment) in Canadian herds than U.S. herds.!”* Most brokers/distributors/importers ranked Canadian live
swine as superior in availability and quality exceeding industry standards.'™

Given the substitutability between the U.S. and Canadian product, there appears to be a single
market for U.S. purchases of both U.S. and Canadian live swine. A majority of the packers also consider
the United States and Canada to be a single market for swine and pork.'® The prices in both markets
tend to move in tandem.''® In addition, U.S. and Canadian prices for live swine track each other closely,
and evidence of underselling or overselling would not be expected.

U.S. producers sell more market hogs than feeder pigs,'” whereas subject imports were primarily
weanlings and feeder pigs.'"® Because of the lag between the time a weanling or feeder pig
(approximately 20 days old to six to 10 weeks old) goes to market as a slaughter hog (166 to 180 days
old), there is limited correlation between weanling and feeder pig prices and the prices for market
hogs.!®

C.  Yolume

Section 771{{C)I) of the Act provides that the “Commission shall consider whether the
volume of imports of the merchandise, or any increase in that volume, either in absolute terms or relative
-to production or consumption in the United States, is significant.”'*

The volume of subject imports from Canada increased over the period of investigation, both in
weight and by head count."”' As measured by weight, the volume of subject imports increased from ***

"' The vast majority of producers, brokers/distributors/importers and packers reported that U.S. and Canadian
products are always or frequently interchangeable. CR/PR at Table T1-6.

12 CR at H-15, I1-17, I1-18 - H-20, PR at 11-12, 11-13, 1I-16.

12 Compare CR/PR at Table HI-13 with Table VIE-5.

3 CR at II-18, PR at II-14.

US R at I1-5, PR at II-3.

116 See, e.g., Tr. at 29 (Dr. Hayes) 201 (Mr. Skinner); 213 (Mr. Stevens); 250 (Pr. Reilly); see also CR/PR at
Figures V-2 - V-9, Tables V-1 - V-§.

1 In 2004, U.S. producers” commercial sales of market hogs were 9.9 million head, while their sales of feeder
pigs totated 1.9 million head in that year. CR/PR at Table VI-1. Compare CR/PR at Tables V-4 - V-5 (market hogs)
with Tables V-1 - V-3 (weanlings/feeder pigs).

"% In 2004, imports of swine from Canada were as follows: 3.1 million head of swine weighing less than 7

kilograms each; 613,461 head of swine weighing between 7 and 23 kilograms, 1.9 million head of swine weighing
between 7 and 50 kilograms; and 2.7 million head of swine for irnmediate slaughter. CR/PR at Table IV-2.

19 Ty, at 89-90 (Dr. Lawrence); see CR at 1.9 - I-10.
12019 1.8.C. § 1677(7XC)().

2! We consider data by weight when available as the best unit of measure for comparison of data that includes
live swine at different stages of development. A comparison based on head count would be less appropriate because
swine are not equivalent or substitutable at different stages of development. The use of weight provides a uniform
measure of size and value at each stage of development, and avoids the double-counting of subject imports of
weanlings and feeder pigs that are raised in the United States to be slaughter hogs. However, we also provide data
by head count, when available, in our analysis, and have relied on both in reaching our determination. See.e.g., Live

{continued...)
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pounds in 2002 to ¥** pounds in 2003, then to *** pounds in 2004. As measured by head, the volume of
subject imports increased from *** in 2002 to *** in 2003, then to *** in 2004."* The volume of
subject imports as measured by value followed the same trend.'?

While the increase in volumes was nominally large in percentage terms, relative to U.S.
consumption the increase was small.”* As measured by weight, subject import market share was ***
percent in 2002, rising to *** percent in 2003 and to *** percent in 2004. As measured by head, subject
import market share was *** percent in 2002, increasing to *** percent in 2003 and to *** percent in
2004.'% The same holds true for the ratio of subject imports to U.S. production.'*

Two-thirds of subject imports as measured by head are weanlings and feeder pigs.'*’ These pigs,
- weighing no more than 40 to 60 pounds, are not immediately slaughtered, but must be fed by U.S.
producers until they become market hogs at 240 to 280 pounds. A significant majority of the weight and
value is added to these imports by swine producers in the United States. When slaughtered, these market
hogs are products of the United States that provide revenue and income to members of the U.S.
industry.'”® This fact further lessens the significance, for injury purposes, of the already relatively low
level of subject imports. We therefore do not find these volumes or the increases to be significant,
whether absolutely or relative to domestic production or consumption.

Compared to the volume of live swine shipped by domestic producers, subject import volumes
were small. In addition, the domestic industry’s U.S. shipments of live swine increased over the
period.'”® Moreover, from 2003 to 2004, although subject imports continued to increase, U.S. producers’
production, shipments, net sales, and exports all increased,” and 1.S. prices rose.'*!

We are mindful that a relatively small volume of imports of an agricultural commodity product
may be significant in terms of its effect on prices. However, based on the evidence in the final phase of
this investigation, we find that the volume and market share are not significant even in the context of the
conditions of competition for this agricultural industry, in light of the relatively small market share held
by subject imports, the fact that two-thirds of the subject imports are used by U.S. producers to produce

21 ¢ continued)
Cattle from Canada, USITC Pub. 3255 at 13 n.91.

12 CR/PR at Table IV-4.

12 Ay measured by value, the volume of subject imports was $#¥¥ in 2002, $*** in 2003 and $*** in 2004.
CR/PR at Table IV-1.

1241J.8. producers’ production was 101.7 million head in 2002, 101.5 million head in 2003 and 102.5 million
head in 2004. CR/PR at Tables C-I.

25 CR/FR at Table IV-5.

26 The ratio of subject tmports to U.S. production was *** percent in 2002, *** percent in 2003 and *** percent
in 2004. CR/PR at Table IV-1.

7 Tr. at 18 (Mr. Porter). In 2004, 5.6 million head of imports were weanlings or feeder pigs, compared to total
imports of 8.5 million head. CR/PR at Table IV-2.

128 As noted above, prices of one-month old weanlings and two-month old feeder pigs are not correlated with
prices of the six-month old market hogs.

122 As measured by weight, U.S. producers’ U.S. shipments rose from 25.9 billion pounds in 2002 to 26.0 billicn
pounds in 2003, then to 26.6 billion pounds in 2004. As measured by bead, U.S. producers’ U.S. shipments were
947 million head in 2002, 93.6 million head in 2003 and 95.1 million head in 2004. As measured by value, U.S.
producers’ U.S, shipments increased from $8.6 billion dollars in 2002 to $9.7 billion doltars in 2003, then to $13.6
billion in 2004. CR/PR at Table III-8.

130 CR/PR at Tables HI-7, I11-8, VI-1.
3 CR/PR at Tables V-1 - V-8.
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U.S. slaughter hogs and, as discussed below, the lack of significant price effects caused by the subject
imports.

D. Price Effects of the Subject Imports

Section 771(7}C)(ii) of the Act provides that, in evaluating the price effects of the subject
imports, the Commission shall consider whether —

(1) there has been significant price underselling by the imported merchandise as
compared with the price of domestic like products of the United States, and

(II) the effect of imports of such merchandise otherwise depresses prices to a significant
degree or prevents price increases, which otherwise would have occurred, to a significant -
degree.'*

A number of factors affect the price of swine, including the hog cycle; the volume of hogs being
marketed; their average weight, which affects the aggregate quantity of pork produced; the quality of the
animals being marketed, which affects the level of premium and/or discount from the base price; the price
of pork and pork byproducts; weather conditions; input costs; and transportation costs."™

Subject imports and the domestic like product, as previously discussed, are highly substitutable at
the same stage of development, and price plays an important role in purchasing decisions.” However, for
all groups, more responding firms deemed availability, quality and reliability of supply as very important
factors in purchasing decisions than considered price to be a very important factor to that decision.™

The Commission obtained pricing data from the USDA and from questionnaire responses for 10-
pound pigs, 40-pound pigs, 55-pound pigs, slaughter hogs (barrows and gilis), sows, and boars. The
evidence of overselling and underselling was mixed. The various USDA and Commission data series
show different amounts of underselling and overselling, with no clear pattemm evident. Margins of
underselling and overselling were typically under 10 percent.'

Prices for U.S. and Canadian market hogs rose substantially over the period investigated. Taking
into account annual seasonal fluctuations, prices began to increase in mid-2003, well before the petition
was filed in March 2004. In the fourth quarter of 2004, U.S. market hog prices were more than 70 percent
above the level in the fourth quarter of 2002."" Prices for U.S. sows and boars also ended the period
sharply above where they started.”® Weanling and feeder pig prices showed less of a gain, but generally
ended the period at or above prices at the beginning.'® Accordingly, there is no evidence of price
depression on the current record.

The record is similarly devoid of evidence of significant price suppression caused by subject
imports. There is no evidence of a cost-price squeeze, as the ratio of expenses to net sales declined

1210 U.8.C. § 1677(TCHGD).

B CRat V-1, PR at V-1.

¥ CRat[1-12 - 1I-13, PR at 11-8 - 11-9.
¥ CR/PR at Tables II-3 - II-5.

136 See CR/PR at Tables V-1 - V-8,

137 CR/PR at Tables V-4, V-5,

13 CR/PR at Tables V-6 - V-8.

% CR/PR at Tables V-1- V-3,
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steadily over the period.” In fact, total expenses have declined slightly over the period, even as prices
have risen.'!

Petitioners argue that the presence of growing quantities of subject imports necessarily kept prices
lower than what they would otherwise have been. However, there is little record evidence that this is the
case. The rapid and substantial rise in market hog prices means that whatever effect subject import supply
had on domestic prices was overwhelmed by market forces pushing prices higher. Indeed, it is unlikely
that domestic prices could have increased much faster than they did. It is noteworthy that prices were
highest in 2004, which is when the volume of subject imports was highest.'? Accordingly, we do not find
significant price suppression. _

The fact that most subject imports, as measured by head, are weanling and feeder pigs also limits
their impact on U.S. prices. Imports of weanling and feeder pigs have little immediate impact on market
hog prices.'* While these pigs eventually represent additional market hog supply when slaughtered, by
that time they are U.S. products representing mostly U.S. value-added.

In view of the foregoing in conjunction with the fact that the increase in subject imports was small
over the period of investigation, we find that there were no significant adverse price effects by reason of
subject imports of live swine.'**

E. Impact

In examining the impact of the subject imports on the domestic industry, we consider all relevant
economic factors that bear on the state of the industry in the United States.'*® These factors include
output, sales, inventories, capacity utilization, market share, employment, wages, productivity, profits,
cash flow, return on investment, ability to raise capital, and research and development. No single factor
is dispositive, and all relevant factors are considered “within the context of the business cycle and
conditions of competition that are distinctive to the affected industry.”*® '*7

140 The ratio of total expenses to net sales declined from 110.2 percent in 2002 to 103.8 percent in 2003, then to
82.3 percent in 2004, CR/PR at Table VI-1. '

141 Total expenses were $56.99 per hundredweight gain in 2001, $53.92 per hundredweight gain in 2002 and
$56.39 per hundredweight gain in 2003. CR/PR at Table VI-5.

"*2 While petitioners have submitted an economic analysis in support of their argument that the volume of subject
imports must have a significant adverse effect on prices, we find that the record does not indicate any such current
effect on prices and the Commission is entitled to rely on record evidence rather than economic models. See
Ranchers-Cattlemen at 1380 (Commission is entitled to rely on evidence in record rather than models concerning the
effects of Mexican imports on the U.S. cattle industry in terms of revenue and prices). Prices rose significantly over
the period of investigation. Moreover, petitioners” economic analysis may have significant flaws, in that it lacks '
certain variables that should help explain the relationship among U.S. price, 1.5, live swine supply, subject imports,
and the domestic industry’s financial performance. Memorandum EC-CC-010 (Apr. 4, 2003).

3 T1, at 89-90 (Dr. Lawrence).

1% Petitioners made no lost sales allegations, and no lost revenue allegations that could be verified. CR at V-21,
PR at V-15. We note that this is not surprising in a commodity agricultural product market.

519 1.8.C, § 1677(7XHC)(iii). See also SAA at 851, 885 (“In material injury determinations, the Commission
considers, in addition to imports, other factors that may be contributing to overall injury. While these factors, in
some cases, may account for the injury to the domestic industry, they also may dermonstrate that an industry is facing
difficulties from a variety of sources and is vulnerable to dumped or subsidized imports.”.

16 19 U.S.C. § 1677(7)(C)iii). See also SAA at 851, 885; Live Cattle from Canada and Mexico, Invs. Nos. 701-

TA-386, 731-TA-812-813 (Preliminary), USITC Pub. 3135 (Feb. 1999) at 25 n.148. We note, however, that for this,
{coatinued...)
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The condition of the domestic industry generally improved over the period of investigation.'*
U.S. producers’ shipments of live swine increased between 2002 and 2004, as did production.'”
Although the U.S. breeding herd declined during the period, the pig crop increased due to greater
productivity.'” The overall herd size grew 1.8 percent, which reflects producers’ expectations for
increased production.’™ While U.S. producers’ market share decreased somewhat over the period, it
remained quite high and continued to dominate the market at 91.8 percent (by head) and 96.3 percent (by
weight) in 2004.1%

146 ¢ _continued)
industry, capacity utilization is not a useful measure because producers do not maintain excess capacity in the form
of unused sows and gilts. Gilts that are not retained for breeding stock and sows that will not be bred for current
production or are no longer needed for breeding are culled from the herd and slaughtered. Thus, the breeding herd
can be viewed as being at or near 100 percent utilization at all times. CR at 1I-5, PR at II-4.

147 The Act instructs the Commission to consider the “magnitude of the dumping margin” in an antidumping
proceeding as part of its consideration of the impact of imports. 19 U.S.C. § 1677(7)C)(iii)(V). In its final
affirmative determination for subject live swine from Canada, Commerce found a weighted-average dumping margin
of 12.68 percent for Ontario Pork; 0.53 percent (de minimis) for Hytek, Inc.; 18.87 percent for Premium Pork
Canada, Inc.; 4.64 percent for Excel Swine Services, Inc., and 10.63 percent for all others. 70 Fed. Reg. 12181,
12185 (Mar. 11, 2005).

148 We have relied on both questionnaire data and USDA data in making our finding as to the impact of subject
imports on the domestic industry. For financial data, we have mainly used questionnaire data, although financial
information that was available from USDA was used as wetl (2004 USDA data had not yet been released). We have
placed primary weight on financial questionnaire data reported on a calendar year basis or on the basis of a fiscal
year ending on or after September 30, as these data better capture market developments during the latter part of
2004. We have also considered data reported on the basis of a fiscal year ending prior to September 30. See CR/PR
at Tables V-1 - V-3.

% 1J.8. shipments were 235.9 billion pounds in 2002, 26.0 billion pounds in 2003 and 26.6 billion pounds in 2004.
They were 94.7 million head in 2002, 93.6 million head in 2003 and 95.! million head in 2004. In terms of value,
U.S. producers’ U.S. shipments were $8.6 billion in 2002, $9.7 billion in 2003 and $13.6 billion in 2004, CR/PR at
Table III-8.

Rl ) production was 101.7 million head in 2002, 101.5 million head in 2003 and 102.5 million head in 2004.
CR/PR at Table III-7.

151 A decrease in breeding stock frequently indicates the intention to reduce future production. Production,
however, has become more efficient, as pigs per litter and the number of head produced increased from 2003 to
2004, U.S. production (pigs born) decreased by Jess than 0.2 percent from 2002 to 2003, then increased by 0.8
percent in 2004, CR at ITF-13, PR at II1-3.

12 See CR at Table I1I-11. End-of-period inventories were 59.6 million head in 2002, 60.4 million head in 2003
and 60.6 million head in 2004. CR/PR at Table III-11.

153 As measured by weight, U.S. producers” market share was 97.3 percent in 2002, 96.8 percent in 2003 and 96.3
percent in 2004. As measured by head, U.S. producers’ market share was 94.3 percent in 2002, 92.6 percent in 2003
and 91.8 percent in 2004. In terms of value, U.S. producers’ market share was 96.5 percent in 2002, 96.1 percent in
2003 and 96.2 percent in 2004, CR/PR at Table IV-5.
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The average number of production and related workers increased slightly over the period of
investigation, as did their hours worked.”** Their wages also increased over the period.'

Sales of live swine increased between 2002 and 2004,'* as did net income.”” In fact, 2004
income far exceeded the cumulated losses suffered in 2002 and 2003, and these profits are expected to
continue through 2005."*® The industry’s ratio of net income to sales was 17.7 percent in 2004." We
note that industry profits would have been even higher, except some producers used futures contracts to
lock in prices at levels below their peak in 2004.'% Most notably, net sales values and unit values
increased'®' and prices rose,'s? particularly from 2003 to 2004, even as subject imports increased.'*

Costs remained low during the period of investigation. While feed costs increased, they remained
low'® and other expenses — variable and fixed — declined through 2003, based on USDA data.'®
Questionnaire data indicate an increase in total expenses from 2002 through 2004.' We note that capital
expenditures declined over the period examined,'®’ but given the significant consolidation underway in the
industry, this development is not unusual.

The robust condition of the domestic industry indicates that the small, albeit growing, volume of
subject imports has had no significant adverse impact on the industry. The domestic industry’s profits

154 The average number of production and related workers of responding firms was 9,316 in 2002, 9,375 in 2003
and 9,535 in 2004. Their hours worked totaled 22.3 million in 2002, 22.8 million in 2003 and 23.0 million in 2004.
CR/PR at Table D-1,

135 Wages paid to production and related workers of responding firms totaled $252.7 million in 2002, $258.8
million in 2003 and $264.5 million in 2004. CR/PR at Table D-1.

156 Responding U.S. producers’ total sales of live swine were 29.4 million head in 2002, 29.9 million head in
2003 and 31.4 million head in 2004. In terms of value, U.S. producers” total sales were $2.4 bitlion in 2002, $2.7
billion in 2003 and $3.7 billion in 2004. CR/PR at Table VI-1.

157 Net income for live swine was a loss of $244.7 million in 2002, a loss of $101.4 million in 2003 and was a
positive $646.3 million in 2004. CR/PR at Table VI-1.

138 For the 13 weeks ending in January 2003, Murphy Brown/Smithfield reported profits of $145 million. For the
13 weeks ending in December 2004, PSF reported profits of $44 million. Tr. at 198 (Dr. Reilly). See also Tr. at 47
(Dr. Lawrence) (prices forecast to be profitable in 2005 because of continued strong demand).

1% CR/PR at Table VI-1.

1% Many companies use forward contracts, as well as futures and options contracts, to reduce the risk of market
fluctuations. They also use derivatives to manage revenue and cost-related volatility. While reducing volatility,
derivatives also limit the positive upside potential of commodity price movements. CR at VI-7 n.5, PR at VI-7 n.5.

11 CR/PR at Table VI-1.
12 “R/PR at Tables V-1 - V-8,
162 CR/PR at Table IV-1.

18 Per hundredweight gain, feed costs were $20.36 in 2001, $21.52 in 2002 and $22.05 in 2003. CR/PR at Table
VI-5.

1% Per hundredweight gain, fixed expenses were $12.17 in 2001, $11.97 in 2002 and $12.14 in 2003. Other
variable expenses were $44.82 in 2001, $41.95 in 2002 and $44.25 in 2003. Total expenses were $56.99 in 2001,
$53.92 in 2002 and $56.39 in 2003. CR/PR at Table VI-5.

1% CR/PR at Table VI-1.

167 Capital expenditures were $232.7 million in 2002, $90.4 million in 2003 and $62.0 million in 2004. CR/PR at
Table C-1. One firm began production in 2002. New sow facilities were added, one of which was a 25,000-head
facility begun in 1997 and completed in 2003. CR at III-13, PR at III-6.
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belie any harm resulting from the increased subject imports.'® The industry is not liquidating the herd, as
described above.'® Further, as explained above, we do not find either the volume of subject imports to be
significant, or any adverse price effects resulting from the subject imports. The majority of the sales of
subject imports are weanlings and feeder pigs that are used by U.S. producers to produce U.S. slaughter
hogs. We find no correlation between increased subject imports and the condition of the domestic
industry; in fact, the industry performed the best when imports were at their peak (in 2004). We thus do
not find that subject imports have had a significant adverse impact on the domestic industry.

V. NO THREAT OF MATERIAL INJURY BY REASON OF LESS THAN FAIR VALUE
IMPORTS

Section 771{7)(F) of the Act directs the Commission to determine whether the U.S. industry is
threatened with material injury by reason of the subject imports from Canada by analyzing whether
“further dumped . . . imports are imminent and whether material injury by reason of imports would cccur
unless an order is issued or a suspension agreement is accepted.””® The Commission may not make such
a determination “‘on the basis of mere conjecture or supposition,” and considers the threat factors “as a
whole.”"”" In making our determination, we have considered all factors, including all conditions of

I Petitioners argue that the domestic industry has performed worse financially since the early 1990s than it did
in prior pericds due to rising Canadian production and imports from Canada. They base this argument on costs and
returns of swine operaticns in Iowa and southern Minnesota, as estimated by Iowa State University. See Petitioners’
Prehearing Brief at 41 & Exh. 4; Petitioners’ Posthearing Brief, Exh. 1 at 4 & Exh. 6; see also Manitoba Pork
Council’s ef ql. Prehearing Brief at 52-55 & Exh. 19; Ontario Pork’s Prehearing Brief at 39-40 & Exh. 10; Tr. at
295-97 (Mr. McConnell). We are reluctant to place weight on information pertaining to perieds so far removed from
our period of investigation, as we do not have comprehensive data on conditions during those earlier periods,
Additionally, because it is based on constructed values, the estimate does not represent the actual financial results of
the U.S. swine-producing industry.

1 We have considered the special nature of agriculture cases, as referred to in the legislative history of the Act.
Because of the special nature of agriculture, including the cyclical nature of much of agriculture
production, special problems exist in determining whether an agricultural industry is materially injured. For
example, in the livestock sector, certain factors relating to the state of a particular industry within that sector
may appear to indicate a favorable situation for that industry when in fact the opposite is true. Thus, gross
sales and employment in the industry producing beef could be increasing at a time when economic loss is
occurring, i.e., cattle herds are being liquidated because prices make the maintenance of the herds
unprofitable.
S. Rep. No. 249, 96™ Cong. 1* Sess. 88 (1979). We note that these conditions do not exist in this industry, as
production and profitability increased during the period examined.

170 19 11.5.C. §§ 1673d(b) and 1677(7)(F)ii).

17t 19 U.S.C. § 167H7(F)(ii). An affirmative threat determination must be based upon “positive evidence
tending to show an intention to increase the levels of importation.” Metallverken Nederland B.V. v. Unifed States,
744 F. Supp. 281, 287 (Ct. Int’] Trade 1990), citing American Spring Wire Co. v. United States, 590 F. Supp. 1273,
1280 {Ct. Int’1 Trade 1984). See also Calabrian Corp. v. United States, 797 F. Supp. 377, 387-88 (Ct. Int’l Trade
1992), citing H.R. Rep. No. 1156, 98™ Cong. 2d Sess. 174 (1984).
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competition, that are relevant to this investigation,'”” and have determined that the domestic industry is not
threatened with material injury by reason of the subject imports from Canada.

We do not find that subject imports will increase to significant levels in the imminent future.
While large in percentage terms, the increases in volume during the period of investigation have resulted
in relatively small volumes, whether measured by weight or by head,”” and subject import market share
has likewise not increased substantially.”™ USDA predicts that subject import market share will be flat in
2005 and through 2007 as well.'” Canadian production, in terms of pigs boru, increased only slightly
over the period of investigation;'™ the growth in the Canadian breeding herd has slowed.””” The bulk of
any increase in subject imports is likely to continue to be weanlings and feeder pigs, which are the subject
of contracts already in place, as discussed above, and which are used by U.S. producers to produce
slanghter hogs.

We note that Canadian home market shipments have increased'™ and Canadian slaughter capacity
is increasing.'™ Even though Canada primarily exports live swine to the United States,'® the modest
increase in production and shipments to the United States to date'®' does not indicate the likelihood of an
imminent substantial increase in subject imports. The recent decline of the U.S. dollar may have an effect

72 19 11.8.C. § 1677(7XFXI). Factor I regarding countervailable subsidies is inapplicable to this antidumping
investigation because Commerce reached a negative determination in the companion countervailing duty
investigation. 70 Fed. Reg. 12186. However, we consider the non-countervailable subsidies with respect to the
argument that an increase in the size of the Canadian herd will lead to increased subject imports. Factor VI is not an
issue in this investigation. Factor VII regarding raw and processed agricultural products is inapplicable, because this
investigation does not involve a processed agricultural product. There is no evidence in the record of dumping
findings or antidumping remedies in markets of foreign countries relevant to this investigation. 19 U.S.C.

§ 1677(7)(F)iii); CR at VII-11, PR at VII-8.

73 As measured by weight, the volume of subject imports increased from *** pounds in 2002 to *** pounds in
2003, then to *** pounds in 2004. As measured by head, the volume of subject imports increased from *¥* in 2002
to ¥ in 2003, then to *** in 2004. CR/PR at Table IV-1. We note that the trends in import volume and Canadian
production during the period examined are no different than those observed over the last decade. There is evidence
in the record of trends regarding the Canadian and U.S. breeding herds, as well as subject imports, dating from 10
years in the past, see CR/PR at Table D-2, Petitioners’ Posthearing Brief at Exh. 7; see Petitioners’ Prehearing Brief,
Exh. 4.

174 As measured by weight, subject import market share was *** percent in 2002, rising to *** percent in 2003
and to *** percent in 2004. As measured by head, subject import market share was *** percent in 2002, increasing
to *** percent in 2003 and to *** percent in 2004. CR/PR at Table IV-5.

75 Petitioners’ Prehearing Brief, Exh. 3 (2/16/05 OsterDowlones Article).

176 The Canadian pig crop increased from 32.4 mitlion head in 2002 to 34.2 million head in 2003, then to 36.1
million head in 2004, CR/PR at Table VII-1.

77 Canadian breeding stock increased from 1.5 million head in 2002 to 1.6 million head in 2003, and remained at
1.6 million bead in 2004. CR/PR at Table VII-1.

78 Home market shipments increased from 23.6 million head in 2002 to 24.0 million head in 2003, then to 24.5
million head in 2004. CR/PR at Table VII-1.

' The number of hogs slaughtered increased from 20.8 million in 2002 to 21.2 million in 2003, then to 21.7
million in 2004. CR/PR at Table VII-3. *** CR at VII-6, PR at VII-4.

1% There were no export shipments to other countries in 2003 and 2004. CR/PR at Table VII-1.

81 Shipments of feeder pigs to the United States were 3.8 million head in 2002, 5.0 million head in 2003 and 5.6
million head in 2004, CR/PR at Table VII-1.
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on the Canadian live swine industry, as it means the returns are lower for Canadian farmers on their
exports to the United States.’® Canadian end-of-period inventories were steady over the period.'™

As noted above, the small volumes of subject imports are not currently having significant price-
suppressing or depressing effects on domestic prices. In addition, domestic prices have increased
significantly. The record does not indicate any likelihood that any increase in the volume and market
share of imports from Canada will depress or suppress prices in the future to any significant degree.
Moreover, given the high substitutability of U.S. and Canadian product, prices for both track each other
very closely and we would not expect to sec underselling or overselling of any consequence in the
imminent future. Record evidence shows that futures prices are so favorable that U.S. producers are able
to lock in by contract strong profits through 2005 into 2006.'%

With respect to non-countervailable subsidies provided by the Canadian government to the
Canadians, we do not agree with petitioners that they will lead to an increase in the size of the Canadian
herd that will result in a significant increase in subject imports in the imminent future. While we may, in
making our determination, consider these subsidies as we would any condition of competition that would
arguably stimulate more exports to the United States, the record does not indicate that a substantial
increase in subject imports is imminent as a result of any subsidies provided by the Canadian government.

We note that the domestic industry is experiencing a period of significant profitability and is not
in a vulnerable state. There is no evidence in the record of an imminent decline in demand for pork, as
packers require a steady supply of swine in order to operate efficiently, as described above, and any
conclusion that issues related to BSE and Al (which appear to have helped spur U.S. pork exports) will
disappear in the near future is speculative.’®® U.S. pork exports grew steadily prior to the onset of BSE
and Al, as we described above as well. Moreover, aside from dietary preferences for high-protein/low-
carbohydrate foods, U.S. per capita consumption has been relatively steady during the period examined
and can be expected to increase as the population increases. The industry’s profits are continuing into
2005 and, in view of the fact that strong demand is expected to continue throughout the year, we expect
high prices and resulting profits to do so as well. In the context of the hog cycle and rising imports, the
domestic industry is exhibiting strong performance. Moreover, feed costs are low relative to swine prices,
as indicated above, and there is no indication in the record that they will increase significantly in the near
future.

CONCLUSION

For the above-stated reasons, we determine that the domestic industry producing live swine is
neither materially injured nor threatened with material injury by reason of subject imports of live swine
from Canada that are sold in the United States at less than fair value.

1% CR at VII-7, PR at VII-5.

183 End-of-period inventories were 14.7 million head in 2002, 14.6 million head in 2003 and 14.7 million head in
2004. CR/PR at Table VII-1,

18 See Tr. at 16 (Mr. McConnell), 107 (Mr. Meyer); 185-86 (Mr. Durling), 204 (Mr. Marks), 207 (Mr. Marks)
213 (Mr. Steveng) 253 (Mr. Becker); see also Tr. at 99 (Mr. Mueller) (futures contracts hedge against price
volatility).

1% See CR at I1-8 - II-11, PR at I1-5 - II-8; Tr. at 307-08 (Mr. Machan)
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PART I: INTRODUCTION

BACKGROUND

This investigation results from a petition filed on March 5, 2004, by the National Pork Producers
Council, Washington, DC, and numerous state associations and individual swine producers, alleging that
an industry in the United States is materially injured and threatened with further and continued material
injury by reason of less-than-fair-value (“LTFV”) imports of live swine' from Canada.” Information
relating to the background of the investigation (and the terminated countervailing duty investigation) is
provided below.’

Effective date Action

March 5,2004 ... .. Petition filed with Commerce and the Commission; institution of Commussion
investigations

April 14,2004 ... .. Commerce’s notice of initiation

May 11,2004 .. .... Commission’s preliminary determinations

August 23,2004 . ... Commerce’s negative preliminary countervailing duty determination (69 FR
51800)

October 20, 2004 ... Commerce’s affirmative preliminary determination of sales at LTEFV (69 FR

61639); scheduling of final phase of Commission
" investigations (69 FR 67364, November 17, 2004)
March 8, 2005 .. ... Commission’s hearing?
March 11,2005 .... Commerce's affirmative final determination of sales at LTFV
(70 FR 12181); Commerce’s negative final determination of countervailable
subsidies (7O FR 12186)
April 6,2005 . ... .. Commission’s vote
April 25,2005 ... .. Commission’s determination to Commerce

! For purposes of this investigation, “live swine,” as defined by the U.S. Department of Commerce
(“Commerce”), consists of four-legged, monogastric (single-chambered stomach), litter-bearing (litters typically
range from 8 to 12 animals) animals, of the specics sus scrofa domesticus, except breeding stock swine. Specifically
excluded from the scope are breeding stock, including U.S. Department of Agriculture {“USDA™) certified purebred
breeding stock and all other breeding stock. Live swine are provided for in subheadings ¢1G3.91 and (103.92 of the
Harmonized Taritf Schedule (“HTS™), and enter the United States free of duty from countries, such as Canada, given
normal trade relations duty rates. Although the HTS subheadings are provided for convenience and customs
purposes, the written description of the merchandise under investigation is dispositive.

? Petitioners also alleged that an industry in the United States is materially injured and threatened with further and
continued material injury by reason of subsidized imports of live swine from Canada. The Commission instituted
countervailing duty investigation No. 701-TA-438 and made an affirmative preliminary determination. but
Commerce made preliminary and final determinations that countervailable subsidies are not being provided to
producers or exporters of live swine from Canada (70 FR 12186, March 11, 2003). Accordingly, the investigation
on subsidies was terminated (70 FR 13542, March 21, 2005).

3 Federal Register notices cited in the tabulation since November 17, 2004 are presented in app. A.

* App. B contains a list of witnesses appearing at the hearing.
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SUMMARY DATA

A summary of data collected in the investigation is presented in appendix C, table C-1. There are
two major sources of data for the U.S. industry in this report: (1) USDA statistics, and (2) responses to
Commission questionnaires. USDA data are presented in the body of this report because those data are
far more complete than questionnaire data, and account for the entire U.S. industry. Data compiled from
Commission questionnaire responses are incomplete in that they accounted for less than 50 percent of
U.S. production of live swine in 2004, and are thus presented in an appendix (appendix D, table D-1);
appendix table D-2 presents historical data from 1980 to 2004 covering the U.S. hog inventory, the U.S.
pig crop, imports from Canada, and slaughter information. Financial data obtained from questionnaire
responses are presented along with USDA data in Part VI of the body of the report. U.S. import data in
the body of the report consist of official Commerce statistics.” Monthly import data responses are
presented in appendix E.

PREVIOUS INVESTIGATIONS

In 1984, the Commission conducted a section 332 study on live swine entitled Conditions of
Competition between the U.S. and Canadian Live Swine and Pork Industries.® In 1985, the Commission
conducted a countervailing duty investigation on live swine and pork (fresh, chilled, or frozen) from
Canada. Commerce found imports of live swine and pork to be subsidized by the Government of
Canada. The Commmission determined that the domestic industry producing live swine was materially
injured by reason of subsidized imports of live swine from Canada, but that the domestic industry
producing pork was not materially injured or threatened with material injury by subsidized imports.”
Accordingly, countervailing duties were imposed on imports of live swine from Canada. In 1999, a
sunset review of the countervailing duty order on live swine was conducted; Commerce determined that
revocation of the order would not likely lead to continuation or recurrence of a countervailable subsidy
and therefore the order was revoked.®

NATURE AND EXTENT OF SALES AT LTFV

On March 11, 2005, Commerce published its affirmative final determination concerning sales at
LTFV.? Commerce’s final weighted-average dumping margins are presented in the following tabulation:

% All data reported in kilograms were converted to pounds using a ratio of 2.2046 pounds-per-kilogram.

b Conditions of Competition Between the [.S. and Canadian Live Swine and Pork Industries, Report to the
United States Committee on Finance on Investigation No. 332-186 Under Section 332 of the Tariff Act of 1930,
USITC Publication 1615, November 1984.

? Live Swine and Pork from Canadu, Investigation No. 701-TA-224 { Final}, USITC Publication 1733, July 1985,
p L

% 64 FR 60301, November 4, 1999,

S 70 FR 12181, March 11, 2005. Commerce’s period of investigation for its final determination of sales at LTFV
was January I, 2003, through December 3, 2003, corresponding to the four most recent tiscal quarters prior to the

March 5, 2004 filing of the petition. In making its determination, Commerce compared export prices or counstructed
export prices to the normal value.
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Weighted-average
Exporter/manufacturer dumping margin
{Percent ad valorem)

Ontario Pork Producers’ Marketing Board........ 12.68
Hytek, InC..ooi e .53 {de minimis)
Premium Pork Canada, InC....oovvovvvvvininvciiiennnnn, 18.87
Excel Swine Services, InCovivvivereveevieereeciieece, 4.64
Al OthErS. v e 10.63
U.S. TARIFF TREATMENT

Table I-1 presents current tariff rates for live swine. The general (normal trade relations) duty
rate applicable to live swine from Canada is free. The live swine covered by the scope of these
investigations is provided for in all the subheadings or statistical reporting numbers listed in the table
except for HT'S subheading (0103.10.00, which covers purebred breeding live swine (these animals have
been excluded from the scope).

SUMMARY OF U.S. MARKET PARTICIPANTS

Participants in the U.S. market for live swine consist of the suppliers to the market such as U.S.
producers {(which can also be customers for live swine), Canadian producers and exporters, U.S.
importers, and the ultimate customers for live swine, which are the packers.

Producers of live swine can consist of any of several types of operations, such as firms that raise
pigs from birth to weaning; firms that raise pigs from birth to feeder pigs; firms that raise feeder pigs to
appropriate slaughter weight; and firms that raise pigs from birth to slaughter.'® A more detailed
explanation of the types of swine and the definitions/categories of swine producers is presented in the
section of this part of the report entitled *“The Subject Product.”

There are approximately 90 U.S. importers of live swine. Major importers include *#%,!!
Virtually all imports are from Canada.®

'® There are approximately 69,000 U.S. producers of live swine. Onty a few of these producers account for more
than one percent of U.S. production (measured as pigs born). The largest producer, Smithfield, accounted for
approximately *** percent of U.S. production in 2004. The next four largest U.S. producers accounted for 15.5
percent of U.S. preduction in 2004 %%,

Petitioning producers, the National Pork Producers Council and state pork associations, are represented in
this investigation by the faw firm of Collier Shannon Scott, PLLC.

.S importers that are parties to this investigation are Baxter Transport, Ltd.; J. Quintaine & Sen, Ltd.; and
Zantingh Swine, Inc. (all represented by the law firm of Serko & Simon LLP); importers represented by the law firm
of Willkie Farr & Gallagher LLP; and Swift & Co. {represented by the law firm of Barnes, Richardson & Colburn).

2 Canadian entities that are parties to this investigation are the Government of Canada (represented by the law
firm of Hughes Hubbard & Reed LLP); the Government of Manitoba {represented by the law firm of McKenna,
Long & Aldridge, LLP); the Gouvernement du Quebec {represented by the law firm of Paul, Hastings, Janofsky &
Walker, LLP); the Canadian Pork Council and its members (represented by the law firm of Cameron & Hornbostel,
LLP}; and a number of producers, exporters, and trade associations represented by the law tirm of Willkie Farr &
Gallagher LLP; and the Ontario Pork Producers” Marketing Board (represented by the law firm of Hogan & Hartson
LLP).

I3



Table I-1
Live swine: Tariff rates, 2005

HTS subheading or General’ Column 22
statistical reporting
number Article description Rates (percent ad valorem)
0103.10.0000 Live swine, purebred breeding animals Free Free
0103.91.0010° Live swine {other than purebred breeding
animals) weighing less than 7 kilograms _ Free 4.4. cints per
(“kg") each 9
3 , . .
0103.91.0020 Ln{e swine (_othgr than purebred breeding 4.4 cents per
animals) weighing 7 kg or more but less Free K
than 23 kg each 9
0103.91.0030° Live swine {other than purebred breeding
: C 4.4 cents per
animals) weighing 23 kg or more but less Free K
than 50 kg each 9
0103.92.0010 Ll\{e swine (qthgr than purebred breeding 4.4 cents per
animals} weighing 50 kg or more each, Free k
imported for immediate slaughter 9
0103.92.0020* Live swine (breeding animals other than
purebred breeding animals} weighing 50 Free 4.4 cints per
kg or more each 9
0103.82.0091* Qther live swine weighing 50 kg or more Free 4.4 cents per
each kg

' Normal trade retations, formerly known as the most-favored-nation duty rate. Canada is among the
countries that qualify for this duty rate. Because the normal trade relations duty rate for live swine is free, there is
ne “special” duty rate applicable under duty rate programs such as the Generalized System of Preferences and
various free trade agreements.

2 Applies to imperts from ceuntries that do not enjoy normal or preferential trade relations duty status.

3 Prior to June 30, 2003, imports under HTS statistical reporting numbers 0103.91.0010, 0103.91.0020, and
0103.91.0030 were combined under HTS subheading 4103.91.00.

* Prior to January 1, 2005, imports under HTS statistical reporting numbers 0103.92.0020 and 0103.92.0091
were combined under HTS statistical reporting number 0103.92.0090.

Source: Harmonized Tariff Schedule of the United States (2005).

THE SUBJECT PRODUCT

The imported product subject to this investigation consists of all live swine from Canada except
breeding stock swine. Live swine are defined by Commerce as four-legged, monogastric (single-
chambered stomach), litter-bearing animals (litters typically range from 8 to 12 animals) of the species
sus scrofa domesticus. Specifically excluded from the scope of the investigation are USDA -certified
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purebred breeding stock and all other breeding stock.” In the remainder of this report. the term “swine”
is used interchangeably with the term “live swine.”

Classification of Live Swine
USDA standards define five classes of swine as follows:™

(1) Barrow — A barrow is a male swine castrated when young and before development of the
secondary physical characteristics of a boar;

(2) Gitt — A gilt is a young female swine that has not produced young and has not reached an
advanced stage of pregnancy;

(3) Sow — A sow is a mature female swine that usually shows evidence of having reproduced or
having reached an advanced stage of pregnancy;

(4) Boar — A boar is an uncastrated male swine; and

(5) Stag — A stag is a male swine castrated after development or beginning of development of the
secondary physical characteristics of a boar.”

Live swine are in commen terminology grouped into weanlings, feeder animals (termed feeder
pigs in the remainder of this report), and slaughter animals {termed slaughter hogs or market hogs in the
remainder of this report). A weanling is any weaned pig that is placed in a nursery.’® Weanlings
generally weigh 10 to 15 or 20 pounds when they are removed from their sow, and remain in a nursery
for about 6 to L0 weeks until they weigh 30-80 (usually 40-60)} pounds, at which time they are considered
to be feeder pigs that are then fed until they reach slaughter weight. The “processing” of weanlings and
feeder pigs into slaughter hogs consists principally of feeding and housing the animals. USDA standards

3 As stated by Commerce, the designation of the product as “breeding stock™ indicates the acceptability of the
product for use as breeding live swine. This designation is presumed to indicate that these animals are being used for
breeding stock enly. 70 FR 12186, March 11, 2005.

All swine imported from Canada for purposes other than immediate slaughter must be accompanied by a
veterinary health certificate. This certificate must be inspected at the port of entry by the Animal Plant Health
Inspection Service veterinary (APHIS) inspector (U.S. Code 9 CFR Sec. 93.517). USDA’s Agricultural Marketing
Service (AMS)} does not administer any programs to certify swine breeding stock (***. AMS, USDA, e-mail
correspondence, March 23, 2004).

1 UJSDA, AMS, §53.151, United States Standards for Grades of Slaughter Swine, January 14, 1985.

'3 Typical stags are somewhat coarse and lack balance — the head and shoulders are more fully developed than
the hindquarter parts, bones and joints are large, the skin is thick and rough, and the hair is coarse. Boars typically
are more balanced and have relatively more developed hindquarter parts, smaller bones and joints, thinner and
smoother skin, and finer hair than stags.

16 “Segregated early-weaned” (“SEW™) {the United States terminology) and “isoweaned™ (the Canadian
terminology) refer to pigs with higher health status than that of traditional production methods because of the
management practices used to produce them. SEW pigs are pigs that have been removed from the sow while they
still possess high levels of passive immunity imparted from colostrum (the first milk from the sow at farrowing time;
it transmits passive immunities which protect pigs from diseases until they develop active immunity to disease).
SEW pigs are generally weaned at between 14 and 17 days of age, with 19 to 20 days of age being a practical limit;
they weigh between 10 and 15 pounds when weaned. This process reduces the pig’s exposure to diseases (primarily
respiratory diseases) that reduce performance in the nursery and grower/tinisher phases. To maintain this health
status and the potential benefits, these pigs must be isolated from pigs of other ages and from other source herds,
hence the term “isowean” used by the Canadians. These pigs perform best when used in all-in/all-out management
systems, described later in this section of the report.
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differentiate feeder pigs and slaughter hogs by their intended use: feeder pigs are those destined to be
slaughtered after a period of feeding,"” and slaughter hogs are those intended to be staughtered
immediately or in the near future.”® Feeder pigs normally weigh less than slaughter hogs, as the feeder
pigs by definition must be fed and fattened to slaughter weight. Pigs are in the feeder stage for about
four months. Slaughter hogs normally consist of barrows and gilts that typically are six months old and
usually weigh 240 to 280 pounds, and sows and boars that typically are three-to-five years old and weigh
from 400-600 and 500-700 pounds, respectively.

Production Stages and Classification of Producers
Modern swine production has evolved into a four-stage process:

(1) breeding and gestation, which involves breeding females and maintaining them during pregnancy;
(2) farrowing, which involves the birth of baby pigs and their care until weaning;

(3) nursery, which involves the care of pigs from weaning until they weigh 30 to 80 pounds; and

(4) finishing (or growing/finishing), which involves feeding hogs from the nursery weight of 30 to 80
pounds to a typical slaughter weight of 225 to 300 pounds.'

Swine producers are commmonly classified according to the stages of production that they

conduct:® '

(1) furrow-to-weanling producers (also known as weanling producers), which are in stages 1 and 2;

(2) weanling-to-feeder pig producers (also known as nurseries), which are in stage 3 only;

(3) farrow-to-feeder pig producers (also referred to as feeder pig producers), which are in stages 1. 2, and
3

(4) feeder-pig-to-finish producers (also known as grower/finishers or finishers), which are in stage 4
only; and

(3) farrow-ro-finish producers, which are operations that complete all four production stages.

Most producers are either classified as grower/finishers or farrow-to-finish producers.”’ How producers
are classified determines the type of swine that they market. Farrow-to-weanling operations produce
weanling pigs. Nurseries and farrow-to-feeder pig operations produce feeder pigs. Feeder-pig-to-finish
operations* and farrow-to-finish operations primarily supply barrows and gilts to hog packing plants.

1" This classification does not make & distinction among pigs by weight or age; consequently, as long as a pig is
not t¢ be immediately slaughtered (within 2 weeks), the animal would be classitied as a feeder pig.

18 U.S. code defines that livestock imported ‘for immediate slaughter” shail be transported directly to a listed
U.S. slaughter facility and must be slaughtered within two weeks of arrival. U.S, Code 9 CFR Sec. 93.517.

' Wiliiam D. McBride and Nigel Key, Economic and Structural Relationships in U.S. Hog Production, USDA,
Economic Research Service (“ERS™), AER-818, February 2003.

 Thid.
U USDA, APHIS, VS, Swine 2000, Part 1. Reference of Swine Health and Management in the United States,
2000, August 2001,

% In addition to the five producer classifications identified by McBride and Key, some producers are combining
the nursery and grower/finisher phases of production, either with separate nursery and growing/finishing facilities or
with specialized facilities that allow weanlings to remain in the same facility from weaning to sale for slaughter

: {continued...)
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There are a wide variety of facility types that can be and are used to produce swine in the United
States. Some facilities may be specifically designed to facilitate specific management systems, such as
all-in/all-out production systems # or facilities for the production of SEWs.** Furthermore, some types
of factlities are not acceptable for the production of swine to be used to produce specialty pork. While
some facilities may be more efficient than others at accommodating specific production systems, the
ultimate final output, market hogs, is evaluated and priced based on carcass qualities regardless of the
facilities and management processes used to produce them.

The level of labor and management skill associated with various production systems also varies.
Early weaning, for example, requires a higher level of management and labor skill than the production of
traditional feeder pigs. Therefore, while large farrowing and nursery operations may produce either early
weaned pigs or traditional pigs, there would most likely be a period of learning required for a facility to
switch from producing traditional feeder pigs to early weaned pigs, whereas a facility used to produce
early weaned pigs could easily apply its skill level to the production of traditional feeder pigs.

Production Phases™

The process of producing hogs and pigs begins with breeding sows or gilts. Sows come into
estrus and are ready to breed three to five days post-weaning. I not bred during this period, sows again
come into estrus 21 days later. However, if not bred during the first estrus, reproductive efficiency is
reduced. Therefore, most operations cull sows that are not bred during their first estrus after weaning.

Sows gestate for 113 to 116 days before giving birth, or farrowing. Sows typically farrow eight
to 12 pigs. Pigs weigh about three pounds at birth, and nurse at the sow for five days to four weeks and
are then weaned, usually by 20 days of age. However, small operations are more likely to wean pigs at
an older age than large operations.

After weaning, pigs are moved to the nursery. This is the point at which pigs may be marketed as
weanling pigs generally weighing 10 to 15 pounds. Nurseries are highly countrolled environments. Pigs
are typically kept in raised pens with slotted floors to keep them dry. Nurseries are heated and ventilated
to maintain the optimal temperature, as high as 85 degrees at weaning, gradually dropping to 70 degrees
as the pigs grow. Pigs typically remain in the nursery until they are 6 to 10 weeks old.** This is the point
at which pigs may be marketed as feeder pigs usually weighing 40 to 60 pounds. Pigs leaving the nursery
go to the growing/finishing phase.

During the growing/finishing phase, pigs are essentially allowed to eat until they achieve market
weight, usuatly 240 to 280 pounds for barrows and gilts. Pigs in this phase grow best at 60 to 70 degrees,
but they also generate large amounts of body heat. Consequently, ventilation to keep animals cool is

22 (,,.continued)
(transcript of the Commission’s March 26, 2004, conference in the preliminary phase of the live swine investigations
(“‘conference transcript™), pp. 19 (Caspers) and 52 {Ambrecht}).

2 More than half of ali producers practice all-infall-out farrowing, as opposed to continuous-flow farrowing. All-
in/afl-out management means that every animal is removed from a room, building, or site, which is then cleaned and
disinfected before new animals are placed in that facility.

** The production of SEWSs or isowean pigs requires separate gestating and farrowing facilities.

2% The description of the production process generally follows from Ag 101, Pork Production, U.S.
Environmental Protection Agency, found at Attp://www.epa. gov/agriculture/ag 101/pork.html, retrieved April 23,
2004, and is augmented with data from USDA, APHIS, VS, Swine 2000, Part I: Reference of Swine Health and
Management in the United States, 2000, August 2001.

% Death loss averages 2.6 percent of pigs that enter a nursery. USDA, NAHMS, Swine 2000, Part I: Reference
of Swine Health and Management in the United States, 2000, p. 21.
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typically of greater concern than providing heat. Death loss ranges from 2.4 percent at small operations
(fewer than 2,000 pigs) to 3.7 percent at operations with 10,000 or more pigs;*’ death loss at this phase of
production is a significant economic loss because of the feed costs already incurred in older, larger pigs.
Pigs are in the growing/finishing phase about 100 to 120 days, and are generally sent to market at 166 to
180 days from birth.

DOMESTIC LIKE PRODUCT

The Conunission’s decision regarding the appropriate domestic products that are “like” the
subject imported products 1s based on a number of factors including (1) physical characteristics and uses;
(2) common manufacturing facilities and production employees; (3) interchangeability; (4) customer and
producer perceptions; (5) channels of distribution; and, where appropriate, (6) price.” The Commission
may apply a “semifinished products analysis” to determine whether a product at an earlier stage of its
production process is “like” a finished or further processed product.” The factors examined in the
semifinished product analysis employed by the Commission consist of:

(1) whether the upstream product is dedicated to the production of the downstream product or has
independent uses;

(2) whether there are separate markets for the upstream and downstream products;

(3) whether there are differences in the physical characteristics and functions of the upstream and
downstream products;

(4) whether there are differences in the production costs and/or sales values {transfer values or market
prices as appropriate) of the upstream and downstream products; and

(5) the significance and extent of the processes used to transform the upstream product into the
downstream product.

In its determination in the preliminary phase of this investigation, the Commission considered
two domestic like product issues: (1) whether (a) weanlings and feeder pigs, and (b) market hogs, are
separate domestic like products, and (2} whether sows and boars are separate domestic like products from
other live swine. After examining these issues, the Commission made a preliminary determination that

7 Tbid.

% Respondents Baxter Transport, Ltd.; J. Quintaine & Son, Ltd.; and Zantingh Swine, Inc. support a traditional
six-factor domestic like product analysis for the two domestic like products it supports: (1) sows and boars and (2)
weanlings, feeder, and slaughter barrows and gilts (postconference brief of Baxter Transport, Ltd.; J. Quintaine &
Somn, Ltd.; and Zantingh Swine, Inc., filed by Serko and Simon LLP, pp. 10-13 and Response to Questions of the
Commission Statf, pp. 1-2). The Canadian Live Swine Exporter Coalition stated that for sows and boars the
traditional six-factor domestic like product analysis is appropriate (Canadian Live Swine Exporter Coalition’s
postconference brief, app. 1, Answers to Questions of the Commission Staff, p. 2).

2 Petitioners stated that “the Commission’s semifinished products analysis is appropriate when analyzing whether
a product at an earlier stage of its production process is ‘like” a finished or further processed product” {petition, p.
43). The Canadian Live Swine Exporter Coalition stated that a “semifinished products analysis is appropriate for
analyzing whether swine at earlier stages of development should be considered a separate like product from the
‘finished’ slaughter {market) animal” but added that for sows and boars a traditional six-factor domestic like product
analysis is appropriate {(Canadian Live Swine Exporter Coalition’s postconference brief, app. 1, Answers to
Questions of the Commission Staff, p. 2). In the preliminary phase of the investigation, the Canadian Pork Council
analyzed the guestion of domestic like product in terms of both the Commission’s traditional six-factor analysis and
the semifinished products analysis {Canadian Pork Council’s postconference brief, submitted by Cameron &
Hornbostel LLP, pp. 2-23).
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weanlings, feeder pigs, and market hogs, including sows and boars, are part of the domestic like product
defined as all live swine coextensive with the scope of the investigation. The Commission stated that in
any final phase investigations it would again explore the issue of including sows and boars in the same
domestic like product as other live swine.” In deciding whether weanlings and feeder pigs are the same
domestic like product as market hogs, the Comumission applied the semifinished product analysis; in
deciding whether sows and boars should be included in the same domestic like product as all live swine,
the Commission used the “traditional” six-factor domestic like product analysis.

Five parties have commented on the issue of domestic like product. Petitioners stated that the
domestic like product should consist of “live swine,” coextensive with the scope of the investigation.”
The Canadian Pork Council and its members, which in the preliminary phase of the investigation
supported four domestic like products (hybrid sows and boars for breeding, sows and boars for slaughter,
market hogs for slaughter, and weanlings and feeder pigs) now “accepts the Commission’s definition of a
single like product.” The Canadian Live Swine Exporters Coalition and respondents Baxter Transport,
Ltd.; X. Quintaine & Son, Lid.; and Zantingh Swine, Inc. support two domestic like products: {1) sows
and boars and (2) weanlings, feeder, and slaughter barrows and gilts (market hogs other than sows and
boars).?® The Ontario Pork Producers’ Marketing Board stated that weanlings, feeder pigs, and barrows
and gilts for slaughter are within the same domestic like product and takes no position on whether sows
and boars are within the domestic like product.

Weanlings, Feeder Pigs, and Slaughter Barrows and Gilts*

 Weanlings grow into feeder pigs,™ and feeder pigs grow into slaughter hogs. Weanlings and
feeder pigs are differcnt from slanghter hogs in weight and other characteristics and thus are not
interchangeable with slaughter hogs; however, when they reach slaughter weight they become slaughter
hogs (market hogs) and are sold for slanghter. Ultimately the end use for virtually all pigs and hogs is to
be slaughtered for the preduction of pork and other products.

® Live Swine from Canada, Investigations Nos. 701-TA-438 ( Prehmmary Vand 731-TA-1076 ( Preliminary),
USITC Publication 3693, May 2004, p. 10.

3 Petitioners” prehearing brief, submitted by Collier Shannon Scott, PLLC. pp. 1 and 2. Petitioners stated that
“live swine at each stage of development are dedicated to progression to the next stage and ultimately to
development as fed swine for slaughter” (petition, p. 45) and “a pig is a pig is a pig” (conference transcript, p. 29
(Ambrecht), and petitioners' postconference brief, p. 4).

* Prehearing brief of the Canadian Pork Council and its members, p. 2.

3 Prehearing brief of the Manitoba Pork Council et af, submitted by Willkie Farr & Gallagher LLP, exh. 4, and
prehearing brief of Baxter Transport, Ltd.; J. Quintaine & Son, Lid.; and Zantingh Swine, Inc.. filed by Serko &
Simon LLP, pp. 2-19.

3 Prehearing brief of the Ontario Pork Producers™ Marketing Board, p. 4.

* In the preliminary phase of the investigation, the Commission applied the semifinished product analysis (and
not the “traditional™ six-factor analysis) in deciding whether weanlings and feeder pigs are the same domestic like
product as market hogs. Accordingly, the orgamzation of the domestic like product discussion for weanlings/feeder
pigsfmarket hogs herein is not based on the traditional six-factor domestic like product analysis, altheugh it
addresses some of the six factors; it also addresses elements of the semifinished products analysis.

3 Feeder pigs have been through an additional stage of production, the nursery stage. compared with weanlings.
Feeder pigs typicalty weigh 40-60 pounds. They are normally commingled with pigs of other ages, and possibly with
pigs from other herds. Therefore, these pigs are not assumed to have the same level of health status as weanlings.
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Weanlings are produced by farrow-to-weanling producers (also known as weanling producers);
farrow-to-feeder pig producers; and farrow-to-finish producers. Feeder pigs are produced by weanling-
to-feeder pig producers (also known as nurseries); farrow-to-feeder pig producers; and farrow-to-finish
producers. Slaughter hogs are produced by feeder-pig-to-fintsh producers (grower/finishers) and farrow-
to-finish producers. There has been an increasing trend to specialize in specific stages of production
such as (1) farrowing and nursery, (2) nursery only, or (3) growing/finishing only. Thus, it has become
more typical for swine to be sold at the weanling or feeder pig stage of development. Regardless of the
stage at which first marketed, however, all live swine are eventually sold for slaughter.

Most market hogs are slaughter barrows and gilts. These hogs are normally grown to weights of
240 to 280 pounds before slaughter. They are expected to be well muscled and lean. If not produced
using any specially certified processes, such as organic processes, these hogs are typically purchased by a
major packer to be slaughtered to produce commodity pork. If raised using specially certified
procedures, they may be slaughtered by an independent toll processor and the pork will be marketed
through a specialty marketer.

Channels of distribution have become increasingly specialized and integrated to accommodate
demand for specific sizes and types of swine. Hogs are no longer delivered to public markets where
buyers browse and choose the size and type of swine they desire. Feeder swine are, for the most part,
sold directly from farm to farm; transactions may be based on long-term contracts or existing
relationships with brokers and dealers. Slaughter hogs are typically sold ditectly from producers to
packers. Most non-packer-owned slaughter hogs are sold under some form of market agreement.””

USDA price data on U.S. and Canadian 10-pound, 40-pound, and 50-pound pigs and on barrows
and gilts and questionnaire price data on barrows and gilts, sows, and boars are presented in Part V of
this report. Reported per-pound prices of 10-pound pigs are substantially below those of slaughter hogs.
However, on & per-pound basis there appears to be some overlap between prices of feeder pigs and
slaughter hogs.

Sows and Boars
Physical Characteristics and Uses

Sows and boars are breeding animals; they are slaughtered when, for various reasons, they can no
longer function as such. At slaughter weight, they are much larger than barrows and gilts. A sow
typically weighs from 400 to 600 pounds and a boar from 500 to 700 pounds, compared with barrow/gilt
market hogs weighing about 260 pounds.®™ Sows and boars accounted for a relatively small portion (3.5
percent) of total Federally imspected hog staughter in 2004;™ nearly all of the hogs slaughtered in the
United States consist of barrows and gilts, not sows and boars.*® Upon slapghter, the meat of sows and
boars is used for sausages and different uses than the meat of barrows and gilts; this is discussed further
in the section entitled “Interchangeability and Customer and Producer Perceptions’ below.,

7 University of Missouri and Paragon Economics, U.S. Hog Marketing Contract Study, January 2004.
3 Conference transcript, p. 160 (Hrapchak).
¥ USDA, NASS, Livestock Slaughter, January 2005, p. 11.

* The expanded use of artificial insemination in the hog industry has reduced the number of boars available for
slaughter,
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Manufacturing Facilities and Production Employees

Sows and boars are maintained in breeding and farrowing facilities. Barrows and gilts are raised
in farrowing facilities, nurseries, and growing/finishing facilities until they are of optimum slaughter
weight.

Most sows are slaughtered and the meat processed in specialized plants; the same is true for boar
slaughter and processing. Plants that specialize in slaughtering barrows and gilts process table cuts such
as pork loins, and do not slaughter sows and boars.*!

Interchangeability and Customer and Producer Perceptions

Sows and boars are dedicated to reproduction, whereas barrows and gilts are dedicated to the
production of pork and other products. Hormonal and other changes that occur in sows and boars make
them unfit for the production of pork.*

Customers and producers perceive differences between (1) barrows and gilts and (2) sows and
boars. Sows and boars typically weigh one-and-a-half to two times what barrows and gilts weigh.
Furthermore, after reaching sexual maturity, the hog’s weight gain consists of more fat than muscle, and
various characteristics of the meat are altered that make it unsuitable for fresh pork cuts or for processing
into ham and bacon. Therefore, sows and boars are slaughtered and processed in specialized plants and
are processed into sausage and other highly processed products. While barrows and gilts may be
processed into sausage and other highly processed products, sows and boars are not processed into fresh
pork cuts.

Virtually all sow meat is used in the production of sausages, and boar meat is believed to be used
primarily in well-spiced and highly flavored products. Boar meat requires special treatment as the meat
may have a potential odor that consumers find objectionable.”” Packers typically use barrows and gilts
for fresh table cuts and may use the trim for smoked and cooked products. Meat from bartows and gilts
may be substituted for sow and boar meat for ground and processed products; however, the likelihood of
this occurring is limited since sow meat is typically cheaper {per pound) than that of barrows and gilts.
Therefore, substitutability is not bi-directional.

Channels of Distribution
The processing companies for sows and boars differ from those for barrows and gilts. Sows and

boars are generally sold to sow and boar brokers who then resell them to sausage and specialty meat
manufacturers.*

* Petition, p. 8.

# Postconference brief of Baxter Transport, Ltd.; J. Quintaine & Son, Ltd.; and Zantingh Swine, Inc., filed by
Serko & Simon LLP, p. 11.

#* Petition, p. 8.

“ Postconference brief of Baxter Transport, Ltd.; J. Quintaine & Son, Ltd.; and Zantingh Swine, Inc., filed by
Serko & Simon LLP, p. I1.
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Price

On a per-pound basis, sows and boars are sold at a significant discount to the price of normal
barrows and gilts.” The Commission’s questionnaire sent to packers requested sepatate price data for
barrows and gilts; sows; and boars. Price data compiled from questionnaire responses are presented in
Part V of this report. The data indicate that prices for sows and boars, on a per-pound basis, are well
below those of barrows and gilts in each quarter for which data were obtained.

# Canadian Live Swine Exporter Coalition’s postconference brief, app. 1, Answers to Questions of the
Commission Staff, p. 15. The Canadian Pork Council contends that “there are distinct markets and pricing for culled
sows and boars compared to barrows and gilts” (Canadian Pork Council’s postconference brief, p. 8). Moreover,
prices of sows and boars are reportedly based on a set amount per hundredweight instead of on a carcass weight/meat
characieristics formula common to the pricing of market hogs (postconference brief of Baxter Transport, Lid.; J.
Quintaine & Son, Ltd.; and Zantingh Swine, Inc., filed by Serko & Simon LLP, pp. 6-7).
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PART II: CONDITIONS OF COMPETITION IN THE U.S. MARKET
THE HOG CYCLE

A major characteristic of the live swine industry is the hog production cycle, a pattern of
expansion and contraction in the number of hogs and pigs.! It is a significant factor affecting the price of
hogs and the profitability of hog producers. Relatively high hog prices induce hog producers to retain
sows and gilts for breeding rather than marketing them for slaughter. Inttially, this reduces the number of
hogs slaughtered, adding to the upward price pressure. Within eight to nine months of retaining and
breeding gilts, a larger number of hogs is available for staughter. The increased supply of slaughler hogs
tends to put downward pressure on prices. This reduces the incentive for producers to retain gilts and
increases the incentive to cull less productive sows. This adds additional hogs to the supply available for
slaughter, causing additional downward price pressure. Eventually, the supply of slaughter animals
decreases sufficiently to create upward price pressure, and the cycle begins again.

The hog production cycle consists of an expansion phase and a liquidation phase. Historically,
the hog production cycle has averaged about four years in length, including two years of expansion and
two years of contraction. Cycles, however, have been as short as two years and as long as seven years.
Expansion phases have been from one to five years in length, while liquidation phases have ranged from
one to four years in length, Corresponding to the cycle in hog production, but in the opposite direction,
is the hog price cycle.

U.S. producers and brokers/distributors/importers were asked to discuss the typical duration of
the cycle and the current stage of the cycle. Responses to the question were widely varied. Twenty-nine
responding producers provided estimates that the duration generally ranges from three to five years, with
the majority reporting a length of four years.” Seven brokers/distributors/importers provided estimates of
four and five years. The majority of producers and broker/distributor/importers did not attempt to judge
at what stage the cycle is in at present. However, those that did reported that the industry 18 currently in
the high price, high profitability stage. '

U.S. producers and brokers/distributors/importers were also asked whether large volume hog
farmers and integrated producers change their production differently in response to hog production cycles
than do small fanmers and independent hog producers. While responses were varied, many producers and
brokers/distributors/importers stated that large firms are less likely to respond rapidly to changes in price
because of their large investments, while small firms tend to be more flexible in adjusting production
levels. One broker/disiributor/importer stated that smatl producers are less likely to depend upon swine
for their livelihood than large firms, and thus find it easier to enter and exit the market.

In line with the increasing integration of the industry and the tendency toward larger farms,
fluctuations in the year-to-year volume of hog production have been less pronounced in recent years than
in earlicr years, and fluctuations in total inventories of hogs and breeding stocks have been less
pronounced (see figures 1I-1 and 11-2) .

Along with studies of the hog cycle, measures ol the sensitivity of increased supplies of hogs on
prices of prices of hogs have frequently been undertaken. This sensitivity, which is known as price

! Parts of this description of the hog cycle is generally summarized from Larry D. Stearns and Timothy A. Petry,
Hog Marker Cyeles, EC-1101, North Dakota State University, NDSU Extension Service, January 1996, found at
http://www.ext.nodak.edu/extpubs/ansci/swine/ec 1 10| w.htm, retrieved April 21, 2004; and Gene A. Futrell, Allan G.
Mueller, and Glenn Grimes, Understanding Hog Froduction and Price Cycles, Marketing PIH-119, Purdue
University, Cooperative Extension Service, found at http://www.cenome.iastate.edw/edw/PIH/ L 1 9.html, retrieved
April 21, 2004.

2 A few firms stated that the industry has changed so much that the traditional hog cycle no longer exists.
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Figure II-1
The hog cycle and changes in the inventory of all hogs for the total United States
and selected states, 1989-2004
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Figure II-2
The hog cycle and changes in the inventory of breeding stock for the total United
States and selected states, 1989-2004
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flexibility, is usually determined by first measuring the annual percentage changes in hog prices and the
annual percentage change in pork production over a number of years. This information is used to
calculate the percentage change in hog prices that would result from a one percent change in U.S. pork
production. A limitation of price flexibility analysis is that factors besides U.S. hog supplies may also
influence hog prices. An example would be increases or decreases in demand for swine.” * -

U.S. MARKET SEGMENTS/CHANNELS OF DISTRIBUTION

The market for live swine consists of separate market segments for weanlings, traditional feeder
pigs, and slaughter hogs consisting of market hogs (barrows and gilts), sows, and boars. All categories of
live swine from Canada are generally sold through the same or similar market channels as domestically
produced live swine.> Weanlings and traditional feeder pigs are mostly sold through direct farm-to-farm
sales between the producer and the grower/finisher.® Nearly all hogs sold for slaughter are sold directly
to processing companies. Among slaughter hogs, the largest sales consist of finished barrows and gilts
ready to be slaughtered and processed into fresh pork, ham, and bacon. This part of the industry 18
dominated by the large traditional packers including Cargill, Smithfield, Swift, and Tyson. In the case of
sows and boars, the characteristics associated with additional growth and maturity affects body
composition (lean-to-fat ratio} and other meat characteristics (taste and odor) that make the meat from
sow and boars undesirable for fresh table pork. Therefore, the primary purchasers of sows and boars are
sausage makers that use the meat primarily in highly processed and highly seasoned sausage and further
processed products.

A majority of the packers consider the United States and Canada to be a single market for swine
and pork. When asked whether a single North American market for swine exists, 11 of 20 packers said
yes and 9 said no. When asked the same question concerning pork, 12 said yes, and 8 said no.

Information on quantities of live swine slanghtered during 2002-04 by category and by source is
presenied in table 1I-1.” While these data do not reflect all slaughtering of live swine during the period,
they do include data from the questionnaire responses of the largest packers in the industry.

3 Telephone conversation with *** (March 16, 2005).

4 Respondents have argued that measures of price flexibility should be focused on the effects of imports from
Canada rather than on changes in the 1.8, production of hogs (see hearing transcript, pp. 181-182 (Durling}) .

3 In the case of feeder pigs, a number of U.S. producers have developed long-term contractuzal arrangements,
including joint ventures and direct investrment, with Canadian isowean producers to assure themselves of consistent
supplies of high quality tsowean pigs. Postconference brief of the Canadian Live Swine Exporter Coalition (Wilkie
Farr & Gallagher LLP, on behalf of Maple Leaf Foods et al.}, exhibits 2 and 3, April 5, 2004.

% Some traditional feeder pigs are sold through auction markets. SEWs are generally not seld through auction
markets because their disease-free status, which is dependent upon isolation from pigs from other herds, would be
compromised.

7 In their questionnaires, packers were asked whether their shares of purchases of live swine from Canada and the
United States had increased or decreased in relative terms during the 2002-04, and if so, to state the reason for the
shift. While responses varied, they generally did not reveal any shifts in preferences between Canada and the United
States as sources of supply.
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SUPPLY AND DEMAND CONSIDERATIONS

U.S. Supply

Domestic Supply

The sensitivity of the domestic supply of live swine to changes in price depends on such factors
as the level of excess capacity, the availability of alternate markets for U.S.-produced live swine,
inventory levels, and the ability to shift to the production of other products. The capacity to produce
weanlings and feeder pigs, and thus market hogs, is directly related to the number of sows and gilts
available to breed and farrow. However, capacity utilization with respect to live swine production is less
meaningful and measurable than capacity utilization for manufactured products because hog producers
do not maintain excess capacity in the form of unused sows and gilts. Gilts that are not retained for
breeding stock and sows that will not be bred for curent production or are no longer needed for breeding
and are culled from the herd and slanghtered. Thus, the breeding herd can be viewed as being atf or near

Table li-1

Live swine: Combined annual slaughter of swine, by type and by source, reported by 20 U.S.

packers in purchaser questionnaires, 2002-04

{Quantily in number (head) of swine)
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BARROWS AND GILTS FOR SLAUGHTER RAISED TO APPROPRIATE MARKET W
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Quantity purchased from unrelated parties 59,692,404 | 50,213,851 | 60,504,614

BARROWS AND GILTS FOR SLAUGHTER RAISED TO APPROPRIATE MARKET W
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Quantity purchased from related pariies

Quantity purchased from unrelated parties
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Source: Compiled from data subritted in response o Commission questionnaires.
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100 percent utilization at all times. The total U.S. producers’ breeding stock in the United States
amounted to about six million head on December 1, 2004, approximately the same level as existed on the
same date in 2002 and 2003 (sece table II-7). '

Inventories of live swine are not directly comparable to inventories of manufactured products.
Most live swine in inventory represent goods in process because they are not ready for immediate
slaughter, but are in the process of growing to the desirable slanghier weight range of 240 to 280 pounds.
The USDA reports market hog inventories based on four weight ranges: less than 60 1bs., 60 to 119 ]bs.,
120 to 179 Ibs, and 180 or more ibs. During 2002-04, the December 1 combined inventory of market
hogs and pigs ranged between 53.5 million and 54.5 million head (see table 1I1-12). U.S. exports account
for only a very small percentage of total U.S. shipments of live swine. During 2002-04 they consistently
amounted to less than 0.1 percent of these shipments. Therefore, the U.S. live swine industry could not
easily divert shipments to or from other markets in response to changes in price. When asked whether
any other products are produced in the facilities used to produce live swine, 54 of 64 producers answered
no or did not respond to the question. Of the six that answered yes, other products included cattle,
turkey, and crop and manure production.

The overall evidence indicates that the industry has limited flexibility in expanding output and
U.S. shipments in response to an increase in price. The available information suggests that in the short
run, the U.S. industry can only respond to changes in demand with small changes in shipments of live
swine to the 10.8. market. Capacity utilization rates tend to be high, and biological constraints inherent in
live swine production limit the ability of live swine producers to substantially increase output in the short
term. In addition, a lack of export markets and evidence of an inability in the short run for preducers to
shift their facilities from the production of live swine to the production of other products further limit the
responsiveness of supply.

Subject Imports

The supply response of Canadian producers to changes in price in the U.S. market is likely to
depend upon such factors as capacity in Canada {measured in the number of breeding stock), the
inveniories of live swine, the existence of home markets, and the availability of other export markets
besides the United States. Canada’s total number of breeding stock increased from 1.51 miflion head in
2002 to 1.65 million head in 2005. End-of-period inventories of live swine were between 14.6 million
and 14.7 million head in 2002-04, The U.S. market accounted for 12.8 percent of Canada’s annual total
shipments during 2002, 15.8 percent during 2003, and 17.0 percent during 2004. Canadian producers’
exports to other markets accounted for an insignificant share of their total shipments of live swine during
2002-04. Home market shipments of Canadian producers accounted for 80.5 percent of their shipments
in 2002, 76.4 percent in 2003, and 74.3 percent in 2004. These data suggest that Canada’s producers
may have some flexibility in expanding live swine exports to the United States, particularly by diverting
some shipments from Canada to the United States. However, the biological constraints inherent in live
swine production discussed above may limit the ability of Canadian producers to substantially increase
exports in the short term.

U.S. Demand
Demand Characteristics
The demand for live swine is a derived demand that is primartly determined by the demand for

pork. Responses to questions in the U.S. producer, broker/distributor/importer, and packer
questicnnaires indicate that the demand for pork has mcreased during 2002-04 due to a number of factors
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including bovine spongiform encephalopathy (“BSE’), avian influenza (*°Al”}), and the popularity of high
protein/low carbohydrate diets discussed below. When packers were asked whether demand for their
processed swine product (consisting mainly of pork) had increased, decreased, or remained the same
during 2002-04, 10 of the 18 responding packers reported that demand had increased, 7 reported that it
was unchanged, and 1 reported that it had decreased.”

U.S. producers and brokers/distributors/importers were asked whether the demand for live swine
had increased, decreased, or remained unchanged during 2002-04. Of the 56 producers that responded to
the question, 51 reported that demand had increased, 4 reported that it was unchanged, and one reported
that it decreased. Similarly, 17 of 19 brokers/distributors/importers that responded to the question stated
that demand had increased, while 2 reported that it was unchanged.

The impact of factors such as BSE or Al mentioned above have reportedly had an effect upon the
demand for live swine imports from Canada and the demand for U.S. pork in the Untted States and in
export markets.” The discovery of BSE in Alberta, Canada on May 20, 2003, has been very important.
The resulting closure of the U.S. border to Canadian cattle resulted in an increase in demand for pork
products in the United States. Additionally, excess beetf on the Canadian domestic market produced a
glut which drove beef prices down in Canada. A corresponding decline in pork consumption of 10
percent resulting from the low beef prices decreased the slaughter rate of live swine in Canada, caustng
producers to turn to the United States for a market outlet. The border closure on cattle also created more
sufficient transportation capacity for hogs to be exported since cattle were no longer being shipped.
Seven months after the discovery of BSE in Canada it was also detected in Washington State (December
23}, further increasing the demand for pork in the United States. Imports of live swine from Canada were
50 percent higher in the first nine months of 2004 compared with the same period of 2002 when the
border was still open to cattle."

Before the one and only identification of BSE in the United States in December 2003, the United
States provided 18 percent of the world’s beef; since then the number has declined to just 3 percent. The
direct cost to the industry is estimated at $3.9 billion."" As of March 3, 2003, there were 58 countries
with bans on at least some form of U.S. beef or cattle because of the BSE detection in December 2003,
Bans are country-specific and range from all cattle and beef products to just semen and/or ruminants.

Reportedly, U.S. beef exports will be limited again in 2005 due to bans currently in place by
major importing countries. Forecasts project exports in 2003 exceeding 20004 numbers by 35 percent but
remaining far below historical levels. In the wake of the bans, Australia has emerged as the primary

¥ Among packers that completed questionnaires, exports of pork increased by over 30 percent during the 2002-04
period.

® Twenty-two of the responding Canadian firms recognized several major events in the U.S. and Canadian meat
markets between 2002 and 2004 as having a significant effect on the price of live swine. All credited BSE with
having a demand-increasing influence on their eperations, especially in the U.S. market, as the border closure to
Canadian cattle spurred a glut in their domestic beef market, causing prices to drop. The outbreak of Al in Asia
reportedly created additional demand for pork in Asia, and exports increased to compensate for that crisis. Firms
also cited the increasing popularity of high-protein diets in sustaining demand, as well as mentioning the opening of
the Mexican border te ham products.

10 Hurt, Chris, “2005: Another Great Hog Year,” Grain Price Qutlook, January 2005.

" Cornish, Luke, “Japan may accept US beet soon,” The Fort Morgan Times.com,
http:/fwww fortmorzantimes. com/Stories/0.1413,164~8305~2755863,00.html, retricved Muarch 11, 2005.
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competitor to the United States for providing high quality beef and is continually improving its position
with its proximity to Japan and Korea."

Events in Asia have also had an important effect on pork demand. Outbreaks of Al caused
markets overseas and in the United States to search for alternative sources of protein. With beef already
in low demand, pork was a good obvious substitute, boosting exports to East Asia, especially to Japan
and Taiwan. :

Pandemics of influenza are fairly common and have occurred four times in the last 125 years
(1889-91, 1918-19, 1957-38 and 1968-69). The virus is extremely prevalent in all types of fowl species
and there are numerous strains with different levels of virulence. However, the current rapid spread of
the highly pathogenic “H5N12” strain of Al among several countries at one time 1s unprecedented. Since
December 2003, a growing number of Asian countries have reported Al outbreaks in chickens and ducks.
So far more than 100 million birds have been culled in 9 countries in Asia including Cambodia, China,
Indonesia, Japan, Laos, Malaysia, South Korea, Thailand, and Vietnam. This strain has a mortality rate
reaching 100 percent and is characterized by a sudden onset of severe illness coupled with rapid death.

Control measures for the virus include quarantining infected farms and destruction of infected or
potentially infected flocks. The highly contagious strain can be spread from farm to farm through
mechanical means such as contaminated equipment, feed, and cages. Japan and Korea now appear to
have their Al outbreaks under control, especially after Japan detected its first human instance in
December 2004. This involved the culling and rapid destruction of poultry flocks. However,
governments in some countries do not have the resources to introduce recommended protective measures
for cullers or the means to carry out rapid flock destructions. Moreover, in poor, isolated, rural areas
livestock may not be registered with agricultural authorities, further complicating detection and
prevention.

Epidemics of Al can last for years, reeking havoc in terms of the loss of human life and cconomic
value. The HSN2 outbreak in Mexico began in 1992 and was not brought under control unti} 1995. The
United States experienced its own outbreak in 1983-84, mainly contained in Pennsylvania, which
resulted in the destruction of over 17 million birds and cost the poultry industry about $65 miltion along
with an increase in retail egg prices of some 30 percent."

In early 2004, there were detections of low pathogenic Al in the eastern United States and a
detection of highly pathogenic Al in Texas. There have been no further detections of either disease in
the United States. Currently, Malaysia is the only country on which the United States has an embargo
due to AL Industry experts report that based on average historical patterns, another influenza pandemic
is inevitable and possibly imminent, having an occurrence rate of three to four times each century.

In addition to BSE and Al, other factors have also affected the demand for pork products. One
factor is lower growth in the U.S. poultry industry. From October 2003 to October 2004, the number of
chickens slaughtered declined by 7 percent, the number of turkeys slaughtered declined by 14 percent,

2 World Beef Trade Overview, http://www.fas.usda. rovidlp/circular/2004/04-10LP/beefoverview.html,
retrieved March 11, 2003.

3 This discussion compiled from World Health Organization, http://www.who.inl. retrieved March 10, 2005,
unless noted.

14 «pacent Avian Influenza Qutbreaks in Asia” Center for Disease Control,
htpswww.cde. govilvavian/outbreaks/asia. itm, retrieved March 10, 2005.
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and the number of ducks slaughtered declined by 7 percent.”> Another factor was Mexico’s change in its
rules on meat labeling in accordance with the North American Free Trade Agreement. The Mexican
policy shift produced an increased demand for U.S. pork products in Mexico.'® Still another factor that
may be affecting pork demand is the overall change in preferences of the American consumer. There is
anecdotal evidence suggesting that the popularity of high-protein diets has stimulated a rise in demand.
Pork products are an essential component of these diets and U.S. consumers appear willing 1o pay higher
prices in pursuit of their weight control/loss goals.'” It is unclear, however, as to how much or for how
long this demand stimulus will have an effect as the diets are receiving considerably less attention now
compared to the beginning of 2004.

U. S. pork exports have increased annually for many years, as shown in appendix F. A breakout
- of major markets for the exports is also shown in this appendix.

Substitute Products

There are no substitutes for live swine in the production of pork. Substitutes for pork include
other meat and protein sources, primarily beef and chicken. When packers were asked to list substitutes
for pork, 15 of 20 firms responded. All 15 of the firms listed beef and chicken or poultry in general as
substitutes. Turkey was also mentioned, along with fish and seafood.

SUBSTITUTABILITY ISSUES

The degree of substitution between domestic and imported live swine depends upon such factors
as relative prices, quality (e.g., grade standards, reliability of supply, etc.), and conditions of sale (e.g.,
price discounts/rebates, lead times between order and delivery dates, payment terms, etc.). This
discussion of substitutability issues is based upon the results of questionnaire responses from producers
and brokers/distributors/importers that purchase swine, and packers. Available data indicate that there is
a relatively high level of substitutability between U.S.-produced live swine and imported live swine from
Canada.

A total of 20 packers including the largest firms in the industry, ***, submitted questionnaires.
Among these firms, 14 used both U.S.-produced and Canadian-produced hogs during 2004, while 6 relied
exclusively on U.S.-produced hogs. While 9 of the firms function strictly as packers, 11 are also engaged
in one or more of several other operations including farrowing, nursery operations, birth-to-feeder
operations, growing/finishing operations, and farrow-to- finish operations.

Factors Affecting Purchasing Decisions

_ When packers were asked to rank the three most important factors involved in purchasing
decisions, availability, quality, and price were alt commonly ranked among the top three factors.

15 This discussion was from Poultry Slaughter, National Agricultural Statistics Service (“NASS™), USDA,
December 6, 2004.

18 USDA Foreign Agricultural Service GAIN REPORT, “Canada Livestock and Products Semi- Annual 2005,”
Report Number CA 5004, January 31, 2005,

Y USDA, “Livestock, Dairy and Poultry Outlook — March 2004.”

I1-8



Of the 20 packers that responded, 11 ranked availability among the top three, 13 ranked quality among
the top three, and 11 ranked price among the top three factors (table II-2)."

I?vbeles:rl.fi?re: Ranking of factors used in purchasing decisions, as reported by U.S. packers
Number of firms reporting
Factor Number one factor Number two factor Number three factor
Availability 3 4 4
Price ' 1 5 5
Quality 8 3 2
Other! 8 ' 8 9

' Other factors include centracts, traditional supplier, timing of delivery, location of plant, and reliability of supply.

Source: Compiled from data submitted in response to Commission guestionnaires.

In addition to these comparisons, producers, brokers/importers/distributors, and packers were
also asked to rank the factors listed in tables II-3 through II-5 in terms of importance in purchasing
decisions. Each purchaser was asked to indicate whether a factor was very important, somewhat
important, or not important. The results indicate that the most important factors for responding
producers are freedom from disease, availability, product consistency, and quality meeting industry
standards (table II-3). For the brokers/distributors/importers that responded to the question, availability,
product consistency, reliability of supply, freedom from disease, and guality meeting industry standards
were most important (table TI-4). For packers, the leading considerations were availability, reliability of
supply, product consistency, and quality meeting industry standards (table II-3).

' In some cases the characteristics were grouped. For example, one packer ranked the cost and quality of the live
swine as a single factor.
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Table I-3
Live swine: Importance of purchasing factors, as reported by U.S. producers

Very important Somewhat important Not important

Factor Number of firms responding
Availability T 29 5 0
Delivery terms 13 19 2
Delivery time 10 22 2
Discounts offered 5 19 9
Disease free 30 3 0
Extension of credit 3 5 25
Price 22 12 0
Minimum guantity
requirements 14 13 7
Product consistency 28 6 0
Quality meets industry '
standards 26 7 1
Quality exceeds industry
standards 18 16
Product range 7 17
Reliability of supply 24 7
Technical support/service 8 13 13
U.S. transportation costs 4 22 8
Note--Not all purchasers responded for each factor.
Source: Compiled from data submitted in response te Commission questionnaires.

Comparisons of Domestic Products and Imports from Canada™

To determine whether domestic live swine can be used in the same applications as imports from
Canada, U.S. producers, brokers/distributors/importers, and packers were asked whether the product can
“always,” “frequently.” “sometimes,” or “never” be used interchangeably in the same applications. A
majority of the firms responding to the question reported that the products can always or frequently be

¥ Virtually all U.S. imports of live swine come from Canada. There are essentially no imports of live swine from
other sources.
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Table 1I-4
Live swine: Importance of purchasing factors, as reporied by U.S. brokers/distributors/importers

Very important Somewhat important Not important

Factor Number of firms responding
Availability 15 1 2
Delivery terms 8 5 4
Delivery time 4 10 3
Discounts offered 0 _ B 11
Disease free 13 3 1
Extension of credit 2 2 13
Price . 5 10 2
Minimum guantity )
requirements 6 7 4
Product consistency 14 2 1
Quality meets industry
standards 12 3 2
Quality exceeds industry
standards 30 5 2
Product range 1 7 9
Reliability of supply 14 2 1
Technical support/service 3 4 10
L.S. transportation costs 3 11 3

Note--Not all purchasers responded for each factor.

Source: Compiled from data submitted in response to Commission questionnaires.
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used interchangeably (table 1I-6). In addition to assessing the degree of interchangeability, some firms
also provided additional comments concerning interchangeability. One U.S. producer said that certain
vaccination procedures used in the United States are not allowed in Canada. In its view, the relative
health of the domestic and Canadian products determines the extent of their interchangeability. Another
producer stated that it sells to a packer that only buys swine of U.S. origin. One
broker/distributor/fimporter stated that Canadian sow production is more efficient. It also stated that the
health status of live swine imported from Canada is better than that of U.8.-produced live swine. Four
other broker/distributors/importers also stated that the health status of Canadian pigs is superior. None of

I?vl:elesi-iie: importance of purchasing factors, as reported by U.S. packers
Very important Somewhat important Neot important
Factor Number of firms responding
Availability 19 0 0
Delivery terms 10 8 1
Delivery time 10 7 1
Discounts offered 0 8 10
Extension of credit 1 2 15
Price 12 5 2
Minimum quantity
requirements 6 : 6 6
Product consistency 15 4 0
Quality meets indusiry
standards 15 4 0
Quality exceeds industry
standards 12 7 0
Product range 4 10 4
Reliability of supply 18 1 0
Technical support/service 1 7 9
U.S. transportation costs ) 9 3
Note--Not all purchasers responded for each factor.
Source: Compited from data submitted in response to Commission questionnaires.
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the 14 broker/distributor/importers that compared the U.S. product and imports commented on the
relative health of the products with respect to interchangeability. One packer said that U.S. government
programs on meat favor U.S.-produced hogs. Another packer said that USDA purchases of meat must be
sourced from hogs raised in the United States.

In addition to questions concerning interchangeability, producers and importers also were asked
to compare U.S.-produced products with imports from Canada in terms of product differences such as
quality, availability, product range, and other factors that affect sales. Again, firms were asked whether
these product differences are always, frequently, sometimes, or never significant. A majority of
producers reported that the differences are never or sometimes significant, while a majority of
brokers/distributors/importers said that the differences are always, or frequently, significant (table [I-6).
In addition to providing rankings, some firms also provided additional comments concerning product
differences. Two producers said that because of location factors and long shipping distances to purchase
imports from Canada, it is more practical to purchase U.S.-produced live swine. One producer based in
Michigan purchases only from a U.S. producer close to home because he is very satisfied with its
product. Another producer stated that it prefers the quality of live swine that it purchases in the United
States. Five brokers/distributors/importers said that the quality and/or health status of Canadian live
swine exceeds that of the U.S. industry. One packer said that because of geographical factors it has a
shipping advantage in purchasing Canadian-produced hogs to keep freight costs lower on its non-
contracted hogs. Another packer said that potential U.S./Canada border restrictions can affect purchases.

Table 1I-6

Live swine: Perceived degree of interchangeability of live swine produced in the United States
and imported from Canada,' and the perceived importance of differences in factors other than
rice,? as reported by U.S. producers, brokers/distributors/importers, and packers

U.S. vs. Canada
Country comparison
A F S N 0
Perceived degree of interchangeability:
U.S. producers 22 20 2 0 20
U.S. brokers, distributors, and importers 10 5 3 0 2
U.S. packers 5 9 3 0 3

Perceived importance of differences in factors other than price:

U.S. producers 7 2 10 2 43

U.S. brokers, distributors, and importers 12 3 0 4 1

U.S. packers 3 2 8 1 6

' Producers and importers were asked if live swine produced in the United States and in Canada are used
interchangeably.

2 Producers and importers were asked if the differences other than price between live swine produced in the
United States and in Canada are a significant factor in their firms’ purchases of live swine.

Note--“A” = Always, “F" = Frequently, “S” = Sometimes, “N” = Never, and “0" = No famitiarity.

Source: Compiled from data submitted in response to Commission questionnaires.




In addition to the comparisons relating to interchangeability and product differences, U.S.
producers, brokers/importers/distributors, and packers were also asked to compare U.S.-produced live
swine with imports from Canada in selected characteristics shown in tables II-7 through II-9. The
characteristics shown in the tables are all the same except that disease-free was not a characteristic
requested from or listed for packers. The results for both producers and packers show that a majority of
firms consider the products comparable in virtually all categories. A majority of
brokers/distributors/importers ranked Canadian live swine superior in availability and quality exceeding
industry standards, while in all other categorics, a majority ranked U.S. -produced and Canadian live
swine comparable.

Table li-7
Live swine: Comparisons between U.S.-produced and subject products from Canada, as reported

by U.5. producers

Number of firms reporting
Factor U.S. superior Comparable U.S. inferior
Availability 2 17 &
Delivery terms 3 20 1
Delivery time 4 19 1
Discounts offerad 2 18 3
Disease free 2 18 8
Extension of credit 4 19 0
Lower price’ 2 15 4
Minimum guantity requirements 4 18 3
Product consistency 1 19 5
Quality meets industry standards 2 19 4
Quality exceeds industry
standards 3 18 3
Product range 1 24 0
Reliability of supply 5 18 2
Technical support/service 4 17 1
Lower U.S. transportation costs 8 | 15 0
' A rating of superior means that the price is generally lower. For example, if a firm reports “U.S. superior,” this
means that the U.S. product's price is generally lower than that of the Canadian product,
Note--Some packers did not rank all of the factors,
Source: Compiled from data submitted in response to Commission guestionnaires.
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In addition to these comparisons, U.S. producers that purchase live swine trom U.S. suppliers or
import from Canadian sources were asked to rank their purchases in terms of health, delivery timeliness,
availability of desired volume (lot size), consistency of supply, and growth performance on a scale of 1
(lowest) to 5 (highest).”® Twenty-one U.S. producers ranked purchases of U.S.-produced live swine, and
nine ranked imported live swine from Canada. The average rankings for Canadian and U.S.-preduced
live swine were similar. For health, delivery timeliness, growth performance, and availability of desired
volume, Canada’s live swine averages were 3.9, 4.0, 3.6, and 3.7, respectively, while ratings of U.S.-
produced live swine for the same categories were 3.6, 4.0, 4.0, and 3.6, respectively.

Table 1I-8
Live swine: Comparisons between U.S.-produced and subject products from Canada, as reported
by U.S. brokers/distributors/importers

Number of firms reporting
Factor - U.S. superior Comparable U.S. inferior
Avaifability 0 5 12
Delivery terms 0 15 1
Delivery time 1 13 2
Discounts offered 0 15 0
Disease free 0 8 8
Extension of credit 0 13 2
Lower price’ 0 15 ]
Minimum quantity requirements 0 10 6
Product consistency 0 9 8
Qugzlity mesets industry standards 0 11 5
Quality exceeds industry
standards 1 6 9
Product range 0 13 3
Reliability of supply 1 9 7
Technical support/service 0 15 1
Lower U.S. transportation costs : 5 10 2
T A rating of superior means that the price is generally fower. For example, if a firm reporis “U.S. superior,” this
means that the U.S. product’s price is generally lower than that of the Canadian product.
Note--Some brokers/distributors/importers did not rank all of the factors.
Source: Compiled from data submitted in response to Commission guestionnaires.

2 J.8. brokers/distributors/importers were asked to provide the same ratings as U.S. producers, with consistency
of supply also added as a characteristic. While most of these firms provided ratings for imports from Canada, the
large majority was not able to provide ratings for U.S.-produced live swine.
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U.S. producers and brokers/distributors/importers were also asked to rank the relative health of
Canadian and U.S.-produced weanlings and feeder pigs. Questionnaire respondents were asked to
indicate whether the health status of the Canadian pigs is significantly better than, slightly better than,
about the same as, slightly lower than, or significantly lower than U.S. pigs. For the 33 producers that
compared weanlings, 20 reported that the health status is about the same, 3 reported that the Canadian
health status is significantly better, 6 reported that the Canadian health status is slightly better, 3 reported
that the Canadian health status is slightly lower, and 1 reported that the Canadian health status is
significantly lower. For the 38 producers that compared feeder pigs, 22 reported that the health status is
about the same, 10 reported that the Canadian health status is slightly better, 4 reported that the Canadian
health status is significantly better, and 2 reported that the Canadian health status is slightly lower.
Among the 13 brokers/distributors/importers that compared weanlings, 10 reported that the Canadian
products were significantly better, 2 reported that the Canadian products are slightly better, and one
reported that the products are about the same. Among the 11 brokers/distributors/importers that
compared feeder pigs, 9 reported that the Canadian products were significantly better, 1 reported that the
Canadian products were slightly better, and one reported that the products are about the same.

Table 1-9
Live swine; Comparisons between U.S.-produced and subject products from Canada, as reported

by U.8. packers

Number of firms reporting
Factor U.S. superior Comparable U.S. inferior
Availability 3 g 3
Delivery terms 1 12 2
Delivery time 2 12 1
Discounts offered 1 11 0
Extension of credit 0 10 0
Lower price’ 0 11 1
Minimum quantity requirements 1 11 0
Product consistency 0 9 6
Quality meets industry standards 0 13 2
Quality exceeds industry
standards 0 11 4
Product range 1 11 2
Reliabllity of supply 3 9 2
Technical support/service 0 13 8]
Lower U.S. transportation costs 1 1 0
' A rating of superior means that the price is generally lower. For example, if a firm reports “LLS. superior,” this
means that the U.S. preduct’s price is generally iower than that of the Canadian product.
Note--Some packers did not rank al! of the factors.
Source; Compiled from data submitted in response to Commission questionnaires.
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ELASTICITY ESTIMATES

This section discusses elasticity estimates for live swine. Parties were encouraged to comment
on these estimates as an attachment to their prehearing briefs. However, none of the firms commented
specifically on the staff estimates. A more commonly used economic measure in the live swine industry
than the elasticities shown is the price flexibility (sce earlier discussion in this section). The price
flexibility number is actually the inverse of the elasticity of demand. Thus, if the price flexibility is
three, this would be consistent with a demand elasticity of -0.33, and if the flexibility is four, the demand
elasticity would be -0.25.%

The petitioners argued at the hearing that the price flexibility 1s between -3 and -4, while the
respondents have argued that the price flexibility as usually measured is much lower.” The respondents
have also argued that a better measure than a standard price flexibility for purposes of this investigation
is an import price flexibility, which estimates the effect of imports on hog prices in the United States.”

U.S. Supply Elasticity**

The domestic supply elasticity for live swine measures the sensitivity of the quantity supplied by
U.S. producers to changes in the U.S. market price. The elasticity of domestic supply depends on several
factors including the level of industry capacity, the ease with which preducers can alter capacity,
producers” ability to shift to production of other products, the existence of inventories, and the
availability of alternate markets for U.S.-produced live swine. Analysis of these factors discussed earlier
indicates that the U.S. industry would find it difficult to greatly increase or decrease shipments to the
U.S. market int the short run; therefore, an estimate in the range of 0.5 to 1 is suggested, None of the
parties commented on this estimate.

U.S. Demand Elasticity

The U.S. demand elasticity for live swine measures the sensitivity of the overall quantity
demanded to a change in the U.S. market price of this product. This estimate depends on factors
discussed earlier such as the existence, availability, and commercial viability of substitute products, as
well as the component share of this product in the production of pork. Based on the available
information, the aggregate demand for live swine is likely to be inelastic; a range of -0.2 to -(.5 is
suggested. None of the partics commentcd on this estimate. However, the price flexibilities discussed by
the petitioners at the hearing would be consistent with this estimate.

Substitution Elasticity

The elasticity of substitution depends upon the extent of product differentiation between the
domestic and imported products.” Product differentiation, in turn, depends upon such factors as quality

! Telephone conversation with ***, March 16, 2005.

2 Hearing transcript, p. 149 (Meyer).

2 Hearing transcript, pp. 181-185 (Durling).

* A supply function is not defined in the case of a non-competitive market.

% The substitution elasticity measures the responsiveness of the relative U.S. consumption levels of the subject
imports and the domestic like products to changes in their relative prices. This reflects how easily purchasers switch
tfrom the U.S. product to the subject products (or vice versa) when prices change.
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(health of animals) and conditions of sale (availability, location, sales terms/delivery etc.}. Based on
available mformation, the elasticity of substitution between U.S.-produced live swine and imported
Canadian live swine is likely to be in the range of 4 to 6. None of the parties commented on this
estimate.
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PART HI: U.S. PRODUCERS’ PRODUCTION, SHIPMENTS, AND
EMPLOYMENT

The Commission analyzes a number of factors in making injury determinations (see 19 U.S.C. §§
1677(7)(B) and 1677(7)C)). Information on the margin of dumping was presented earlier in this report
and information on the volume and pricing of imports of the subject merchandise is presented io Parts TV
and V. Information on the other factors specified is presented in this section and/or Part VI and {except
as noted) is based on USDA data.! Other information is based on the questionnaire responses of 68 firms
that accounted for approximately 41.4 percent of U.S. production of live swine during 2004.

U.S. PRODUCERS

The most prevalent form of raising live swine is a grower/finisher (finishing only) operation,
whether measured by number of farms or head sold {table IlI-1). Other live swine producers include
farrow-to-weanling, weanling-to-feeder (nurseries), farrow-to-feeder, and farrow-to-finish producers, as
described in Part I of this report. A major trend in the U.S. live swine industry is toward fewer and larger
hog operations. In 2004, there were 69,420 operations with swine in the United States, down 9.0 percent
from 76,250} operations in 2002 and down 5.8 percent from 73,720 operations in 20037

Information on swine operations, by size, and their shares of swine inventories is presented in
table 1II-2. The largest producer, Smithfield, accounted for approximately *** percent of 1J.5.
production in 2004. The next four largest U.S. producers accounted for 15.5 percent of U.S. production
in 2004: ***_ Nearly all of the other U.S. producers each accounted for well under one percent of U.S.
production.

Table 1111
Live swine: U.S. hogs and pigs sold, by type of farm, 2002
Type of farm Number of farms Number of head sold

Farrow-to-weanling 6,205 38,852,180
Nursery 2,658 29,907,553
Growerl/finisher (finish only) 34,349 60,393,074
Farrow-to-feeder 7,755 18,965,222
Farrow-to-finish 28,749 45,959,882
Source: Census of Agriculture, USDA, NASS, table 28, 2002.

I Petitioners “propose that the Commission use publicly available USDA data for production, inventery, pricing,
and financial data. These data will result in the most complete and accurate industry analysis.” (Petition, p. 50.)

2.8, live swine production is derived from questionnaire respondents’ early-weaned pig productions’ share of
the U.S. pig crop.

* Compiled from USDA, NASS, Livestock Operations, 2003 Summary, April 2004, and NASS, Farms, Land in
Farms, and Livestock Operarions, 2004 Summary, January 2005.
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Table 111-2

Live swine: U.S. swine operations, by size and by shares of swine inventories, 2002-04

1-89 100-499 500-999 1,000-1,999 | 2,000-4,999 5,000 or
Year head head head head head more head
Number of operations’
2002 45,640 12,261 6,234 5,031 4,811 2,273
2003 44,490 11,530 5,687 4,877 4,871 2,265
2004 42,015 10,368 5,155 4,459 5132 2,291
Share of swine inventory (percentf)
2002 1.0 5.0 6.5 12.0 225 53.0
2003 1.0 4.5 6.5 11.0 24.0 53.40
2004 1.0 4.0 6.0 10.0 26.0 | 53.0
' An operation is any place having one or more hogs or pigs on hand at any time during the year.

Source: Compiled from USDA, NASS, Livestock Operations, 2003 Summary, April 2004, and NASS, Farms,
Land in Farms, and Livestock Operations, 2004 Summary, January 2005.

Swine are grown throughout the United States, but production and inventories have historically
been concentrated in the Corn Belt States to take advantage of low feed transportation costs. More recent
expansion of live swine production has occurred in other regions, most notably North Carolina, largely
due to the development and widespread use of contract production arrangements by a few large
integrated producers.*

The Commission sent its producers’ questionnaire to 184 producers of live swine, and its
association questionnaire to 44 state pork associations. A list of U.S. producers who responded to the
questionnaire is presented in table III-3, along with each company’s position on the petition, its
production phases, and production locations. These same U.S. producers’ share of U.S. production based
on their reported weanling and feeder pig production are presented in table III-4 and table HII-5,
respectively. Table III-6 presents which state associations responded to the Commission’s questionnaire,
their positions on the petition, and the positions of member tarrewing/nursery operations, finishers, and

packers.

In 2003, several U.S. producers of live swine identified by petitioners either reorganized or
closed their operations: Alliance Farms, Bell Farms, Farmland Foods, Heartland Pork Enterprises, and
Sand Livestock Systems.> However, also in 2003, approximatety 30 U.S. live swine producers
announced that they would invest $130 million in a 600,000-square-tfoot packing plant and headquarters

4 Canadian Live Swine Exporters” Coalition’s postconference brief, exhibit 4, p. 2.

* Conference transcript, p. 16 (Caspers).
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Table 1-3

Live swine: Responding U.S. producers, their positions on the petition, production phases, and

state locations of operations

Firm Position on petition Production phases Locations of operations
Alan Christensen Supports Contract finisher M)
Bailey Terra Nova Farms Supports Farrow-to-finish Ml
Belstra Milling Co. Supports Farrow-to-finish "
Blue Wing Farm Supports Farrow-to-finish My
Borgic Farms, Inc. Supports Swine farrowing IL
Bornhorst Bros. Supports Farrow-to-finish OH
Brandt Bros. Supports Farrow-to-finish SD
Bredehoeft Farms, Inc. e e il
Cargilt Pork Supports Farrow-to-finish AR, OK, MO NC, KY, MN, |1A
Cheney Farms Supports Farrow-to-finish MI
Circle K Family Farms LLC i i el
Cleland Farm Supports Swine farrowing IL
Coharie Foods Supports Farrow-to-finish NC
Country View Family Farms - = il
County Line Swing Inc. e e b
Danigl J. Pung Supports Farrowing MI
David Ballard Supports Farrow-to-finish Ml
De Young Hog Farm LLC Supports Farrow-to-finish Mi
Doubls "M" Inc. Supports " &)
Farest River Colony " " MO
GLM Farms " ) GA, M3, AL
Gold Kist Pork e Farrow-to-finish GA, AL, MS
H & H Feed and Grain = i e
Haag Farms Supports Farrow-to-firish iL
Harrison Creek Farm Supports Farrow-to-finish MO
Heritage Swine Supports Swine farrowing Wi
High Lean Pork, Inc. Supports Farrow-to-finish Mi
Hitch Pork Producers - - i
Harmel Foods - bl e
Huron Pork, LLC Supports Swine farrowing ("
indiana Packers Corp. u b e
J.B. Howerton and Sons Supports Farrow-to-finish MO, 1A
Jim Kempen Supports Swine farrowing |
Kendale Farm Supports Swine farrowing Ml
Lean Team America Opposses Feeder/finisher ND
Lehmann Bros. Farms LLC Supports Farrow-to-finish IL

Table continued on next page.
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Table HI-3--Continued
Live swine: Responding U.S. producers, their positions on the petition, production phases, and
state locations of operations

Firm Position on petition Production phases Locations of operations
Leidy's Inc. (Eastern Pork Inc.) it b i
Lewis Grain & Livestock Supports Farrow-to-finish 1A
Luckey Farm Supports Swine nursery, swine feeder/iinisher |NE
Martin Gingerich i i bl
Maxwell Foods, Inc. Supporis Farrow-to-finish NC
McKenzie-Reed Farms Supports Farrow-to-finish Mi
Meier Family Farms Inc. Supports Farrow-to-finish 1A
MFA, Inc, Supports Farrow-to-finish MO
Mill Farm, Inc. wew en ok
Millenia Farms, Ing. i b wk
Murphy Brown/Smithfiald Supports " 8]
MNed Black and Sons Supports Farrow-to-finish OH
New/Oak Leaf Premium Pork i e e
Oak Leat Premium Pork, LLC - e i
Orangeburg Foods Supports Farrow-to-finish SC, GA, NC, KA
Pat Gannon Opposes Nursery-to-finish 1A
Pipestone Systems Companies Supports Farrow-to-finish MN, 1A, SD, NE, Wi, OH
Premium Standard Farms, Inc. - i b
Prestage Farms, Inc. Supports Farrow-to-finish NC, MS
Propig e e -
R Hogs LEC Supports Farrow-to-finish 8D
Ray Lindhorst i i e
Rehrmaier Farms Supports Farrow-to-finish MG
Schritt Farms b i b
Seaboard Farms, Inc. e i e
Steven A. Gay Supports Swine farrowing Wi
Sunnygrest tnc. Supports Swine nursery, swine-feeder/finisher "
The Hanor Company " Farrow-to-finish W1, IL, OK, NG, 1A, KY, KS
The Pork Group, Inc. e e e
TLS Farmer Network §] " M
Two Mile Pork b i e
Walters Farms LLP Supports Farrow-to-finish GA
Wispig Supports Swine nursery, swine-feeder/finisher {WI, IL, |A
Wolf Farms Supports Farrow-to-finish Wi
Wooden Purebred Swine Farms Supports Seedstock "
Zimmerman Hog Farms Supports Farrow-to-finish NE

' No response.

Source: Compiled from data submitted in response to Commission questionnaires.
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Table 11I-4
Live swine: Pigs weaned by responding U.S. producers as a ratio to the U.S. pig crop, 2002-04

* * * w* * * *

Table llI-5
Live swine: Feeder pigs produced by responding U.S. producers as a ratio to the U.S. pig crop,

2002-04

Table llI-6
Live swine: Responding state associations, positions on the petition, and members’ majority
positions on the petition

* t* * * * * *

located in St. Joseph, MO,® which will add about 8,000 head to daily U.S. slaughter capacity’ and 16,000
head if a second shift is added in the autumn of 2006.% '

Producers were requested to indicate whether they experienced a shift in the production stages in
which they specialized. Most producers reported that they maintained the same operation throughout the
period examined. For the few that did experience a shift, several ceased farrowing operations and opted
to purchase weanlings, which they would then finish. The shifts were designed to reduce labor costs and
increase specialization. A few producers, however, did the opposite: increasing specialization in
producing weanlings and ceasing finishing operations.

Two U.S. producers, ***, reported being related to foreign firms, **%, that were engaged in the
importation of live swine from Canada. *** owns *** percent of ***. **¥_ %% ig the only U.S.
producer reported being related to a Canadian firm *** engaged in the production or the
packing/slaughter of live swine.

U.S. PRODUCERS’ BREEDING STOCK AND PRODUCTION

As shown in table HI-7, the U.S. breeding stock decreased and the pigs per litter increased
slightly from 2002 to 2004. A decrease in breeding stock frequently indicates the intention to reduce
future production. Production, however, has become more efficient as pigs per litter and the number of
head produced increased from 2003 to 2004. U.S. production (pigs bormn) decreased by less than 0.2
percent from 2002 to 2003, then increased by 0.8 percent in 2004.

¢ Canadian Live Swine Coalition’s postconference brief, p. 49, citing “Bringing home the bacon; Hog-processing
plant draws backers, critics in St. Joseph,” Kansas City Star, March 9, 2004.

T “Checkoff-funded study examines packer capacity,” Pork Magazine, November 8, 2004,

¥ Petitioners’ posthearing brief, exh. 1, Answers to Questions by the Commission, p. 10.
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Table I1-7
Live swine: U.S. producers’ breeding stock, sows farrowing, pigs per litter, and production, as of
December 1, 2002-04

Item 2002 2003 2004

Breeding stock' (1,000 head) 6,058 6,009 5,969
Sows farrowing (7,000 head) 11,492 11,429 11,462
Pigs per litter 8.85 8.88 8.94
Production? { 1,000 head) 101,678 101,480 102,457

T All swine retained for breeding purposes. Breeding stock in excess of need or incapable of breeding are
staughtered.

2 Pig crop.

Note--Breeding stock is as of December 1 of the given year. All other data are based on a December to November
calendar year.

Source: Compiled from USDA, NASS, Quarterly Hogs and Pigs, December 28, 2004 and March 24, 2005.

Fewer than half of U.S. producers reported that their stock of breeding animals, sows in
particular, has changed since the beginning of 2002. Most reported changes consisted of increases in
sow operations. This was done through minor expansions (e.g., to fill barns to capacity) and
acquisitions. The largest expansion was one producer, ***, increasing its sow operation from *** to **#*
head. Few producers reported reducing sow operations. Reasons cited for any reductions ranged from
accidents to selling off sows or closing sow operations to reduce costs.

One firm reported beginning production in 2002. New sow facilities were added, one of which
was a 25,000-head facility that was begun in 1997 and completed in 2003. Disease also caused change.
For some producers, an actinobacillus pleuropneumonia (*APP”}-positive sow herd led to depopulation
and then repopulation and another APP outbreak forced a producer to shift from farrow-to-finish
operations to just finishing. .

The few live swine producers that produced other products on the same acreage and used the
same equipment and facilities produced, in order of prevalence reported: corn, soybeans, cattle, turkey,
and crops. '

There are several regulatory constraints that affect the live swine industry. Regulatory
constraints that limit live swine production capabilities were cited by 47 of 68 producer respondents.
The most frequently cited reasons were zoning permit issues and environmental regulations and permits
(e.g., manure application restrictions on crops).” Other reported problems include urban encroachment
and proximity to non-farming neighbors. In spite of these constraints, the actual denial of necessary
permits has not been a hindrance to development, according to questionnaire responses. Only three
producers cited permit denial as a reason for limiting development. Very few producers reported actually
closing facilities because of the denial of permits. Two cited the inability to have necessary buildings
constructed because of permits and environmental regulations.

About three-quarters of reporting U.S. producers reported that they did not have any difficulties
obtaining a suitable labor supply. Several producers indicated that low profitability makes finding
qualified labor difficuit. The talent pool for recruiting workers in live swine production is generally
limited to undocumented and unskilled workers.

% North Carolina has a moratorium on new hog facilities.
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U.S. PRODUCERS’ U.S. SHIPMENTS AND EXPORT SHIPMENTS

Data on U.S. producers’ shipments of live swine are presented in table I1I-8. U.S. producers’
U.S. shipments based on the head count of swine increased by 0.3 percent from 2002 to 2004. U.S.
producers’ U.S. shipments based on weight increased by 2.6 percent between 2002 and 2004. The value
of U.S. producers’ U.S. shipments increased greatly, by 58.6 percent, between 2002 and 2004, principally
because of rising unit values. The unit value of U.S. producers’ U.S. shipments increased by 58.1
percent from 2002 to 2004. Export shipments were very small although they increased in each year.

Table itl-8
Live swine: t).S. producers’ shipments, by type, 2002-04
Calendar year
lem 2002 2003 2004

Quantity (1,000 head)
U.S. shipments’ 94,651 93,613 95,074
Export shipments 88 123 133
Total shipments 94,740 93,736 95,208

Quantity (1,000 pounds)
U.S. shipments? 25,852,792 26,002,408 26,563,028
Export shipments® 23,427 32,689 35,585
Total shipments 25,876,219 26,035,097 26,598,613
Vatlue (1,000 dollars)

U.S. shipments* : 8,564,943 9,730,663 13,594,769
Export shipments 12,342 22,777 23,505
Total shipments 8,577,284 9,763,439 13,618,274

Unit value (per head)
U.S. shipments $90.49 $103.95 $142.99
Expori shipments 139.57 185.53 176.13
Total shipments 90.54 104.05 143.04

Unit value (per pound)
LS. shipments $0.33 $0.37 $0.51
Export shipmenis 0.53 0.70 0.66
Total shipmentis 0.33 0.37 0.51

' Commercial slaughter plus farm slaughter minus total imports.

2 Commercial slaughter weight minus the weight of total imports.

® Estimated by muliplying the number of swine exported by the annual average slaughter weight.

4 The value of U.S. shipments is calculated as the total live weight of U.S. commercial slaughter, minus the total
weight of imports, times the price received (doilars per cwt).

Source: USDA, NASS, Livestock Slaughter Annual Summary: March 2002/March 2003/March 2004/March 2005
and official Commerce statistics. Value is based on USDA, NASS, Agricuitural Statistics Board, Agriculturat
Prices, January 2005, p. 16.
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U.S. PRODUCERS’ PURCHASES OF IMPORTS

Table III-9 presents individual U.S. producers’ purchases of imports and production of
weanlings. Table JTI-10 presents individual U.S. producers’ purchases of imports and production of
feeder pigs.

Table l1I-9
Live swine: U.S. producers’ production and purchases (including direct imports} of Canadian

weanlings, 2002-04

Table llI-10
Live swine: U.S. producers’ production and purchases (including direct imports}) of Canadian

feeder pigs, 2002-04

U.S. PRODUCERS’ INVENTORIES AND EMPLOYMENT

Data on end-of-period inventories of live swine for the period examined are presented in table
IM-11. Inventories of live swine, by weight group, are presented in table ITI-12. There are no known
official data sources that specifically report on employment and wages in swine operations; employment-
related data compiled in response to Commission questionnaires are presented in appendix D.

Table 111-11
Live swine: U.S. producers’ end-of-period inventories, and ratios of U.S. producers’ inventories to
production, U.5. shipments, and total shipments, as of December 1, 2002-04

Item 2002 2003 2004
Inventories' (1,000 head) 58,554 60,444 60,645
Ratio to production (percent) 58.6 59.6 59.2
Ratio to U.S. shipments (percent) _ 62.9 64.6 63.8
Ratio to total shipmenis (percent) 62.9 64.5 63.7

' Inveniories are of all hogs and pigs, including those kept for breeding.

Source: USDA, NASS, Quarterly Hogs and Pigs, December 28, 2004, p. 5 and March 24, 2005, p. 10; and USDA,
NASS, Livestock Slaughter, January 21, 2005.
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Table 1I-12 .
Live swine: U.S, producers’ end-of-period inventories of market hogs and pigs,' by weight group,

as of December 1, 2002-04

Item 2002 2003 2004
Quaniity { 1,000 head)

Under 60 Ibs. 19,485 19,778 19,650
60-119 Ibs. 13,033 13,238 13,439
120-179 Ibs. 10,875 11,109 11,186
180 Ibs. and over 10,103 10,311 10,401

Total 53,496 54,434 54,675

' Does not include breeding stock.

Note--Because of rounding, figures may not add to the total shown.
Source: Compiled from USDA statistics (USDA, NASS, Quarterly Hogs & Pigs December 28, 2004, p. 6 and
March 24, 2005).

PRRS AND OTHER SWINE DISEASES

Porcine reproductive and respiratory syndrome (“PRRS”) has affected the U.S. live swine
industry and has caused financial losses to many U.S. swine preducers, from breeding/farrowing
producers to growing/finishing producers. The disease causes reproductive failurc in females and
respiratory tract illness in pigs of all ages and sex.'” A recent study estimated that PRRS cost the U.S.
swine industry $600 million annually.”

The Commission’s questionnaire asked producers “What has been the health status of your swine
operations in regards to PRSS?” Table III-13 presents the number of responding firms that fell into the
following health categories with regard to PRRS at all stages of production for the years 2002-04. Those
producers responding to the questionnaires identified operations that were PRRS-positive with outbreaks
as having the highest costs associated with the disease. Reported costs due to the outbreaks ranged from
$5 to $10 per sow, $3 to $5 per animal at the nursery stage, and $2.50 per animal at the finishing stage,
leading to an average of $10.50 to $17.50 per slaughter hog. One firm credited PRRS with causing an
additional cost of $30 per sow.

Table 1lI-13
Live swine: Responding U.S. firms' PRRS status, 2002-04
2002 2003 2004
PRRS-negative herd 28 29 29
PRRS-positive herd, no outbreaks 22 19 25
PRRS-positive herd, with outbreak 18 19 19
Source: Compiled from data submitted in response to Commissicon questicnnaires.

P USDA, Agricultural Research Service, Porcine Reproductive and Respiratory Syndrome Vaccine, found at
hitp:/fwww.ars.usda.gov/research/patents/patents. htm?serialnum=08674475, retrieved lanuvary 27, 2003.

Y Leedstuffs, PRRS may cost industry between $560 million and $760 million, by Tim Lundeen, November 22,
2004, Issue 48, Vol. 76.
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Operations of PRRS-positive herds with no outbreaks had costs associated with the disease. The
effects varied from claiming that PRRS costs are small at about $3,000 per year, to an increased death
rate of three to four percent and another producer claiming vaccination costs of $30,000 a year. One
indirect cost associated with PRRS includes sows producing fewer pigs per litter; this in turn can directly
atfect production efficiency.

To reduce the incidence and impact of PRRS, 32 firms implemented changes to their operations.
Methods to mitigate the disease included introducing biosecurity guidelines, revising sanitation
guidelines (including installing shower stalls for shower-in/shower-out for workers and visitors),
reducing traffic between farms, segregating the herd and workers dedicated to specific production stages,
increasing the use of vaccinations, frequent biood tests, washing feed and service trucks, and antibiotic
therapy. Reported costs implementing the above changes ranged from $20,000 to $2 million.

Most firms that had PRRS outbreaks did experience depopulation/repopulation.'? For the few
that did, most herd replacement was from internal sources. Only two reporting firms repopulated with
Canadian livestock.

Forty-seven U.S. producers reported that PRRS had [ittle to no effect on the fevel of U.S. imports
of live swine from Canada or had no opinion or knowledge of the effect. Some producers claimed that
PRRS led to selling off labor-intensive practices like farrowing and nursery, thereby freeing U.S.
producers to specialize in finishing pigs. Some reported that the reduction in the U.S. supply due to
PRRS created a market for Canadian suppliers to fill, that Canadian pigs were used to fill the demand
that U.S. suppliers could not meet. Some Canadian firms also had PRRS-positive livestock, meaning that
they acted as additional suppliers of live swine and were not necessarily supplying healthier pigs.

Producers were evenly split between believing and not believing that PRRS had an adverse effect
on the condition of the U.S. live swine industry. Some producers reported that Canadian pigs offset the
tmpact of PRRS, in that Canadian suppliers gave U.S. finishers access to a source of weanlings and
feeder pigs, keeping U.S. finishing facilities full and operating more efficiently. However, some U.S.
producers reported that without the Canadian pigs U.S. producers would have received higher prices for
their pigs. Some of these same producers agree that Canadian pigs offset the impact of PRRS, but at the
expense of U.S. producers.

Most producers reported that there were no other disease outbreaks besides PRRS that affected
their operations. For the few producers that did cite diseases that affected production, the two most
common were APP and mycoplasma. APP reportedly led to closings and sudden death of swine, each
increasing production costs. Treating mycoplasma involves veterinary care and vaccinations. Only one
U.S. producer used Canadian livestock to offset the impact of these diseases. Five producers
depopulated and then repopulated, but none reported sourcing Canadian pigs.

An overwhelming number of U.8. producers believed that outbreaks of diseases besides PRRS
had no impact on the levels of live swine imports from Canada during 2002-04. However, many of these
same producers believed that there was an adverse impact on the U.S. industry from these diseases. The
producers believing that diseases adversely affected the U.S. industry believed that the availability of
Canadian weanlings and feeder pigs helped to keep facilities full. However, imported pigs also carry the
risk of potentially carrying disease such as a different strain of PRRS.

Responding both to the impact of PRRS and the impact of other diseases, some U.S. producers
reported that without the Canadian pigs they would have received higher prices. The argument parallels
the belief that Canadian pigs exacerbated the hog cycle. By this line of reasoning, depletions of supply
(caused in part by disease) bolster U.S. producers” prices, but the imported Canadian pigs erase the
inevitable price hikes; Canadian pigs filling the demand gap allegedly reduce the profitability of U.S.

12 Depopulation is a means used by pork producers to try and control the transmission of PRRS. In general, the
pigs are destroyed or slaughtered and the facilities are cleaned and disinfected. Repopulation is the rebuilding of the
herd once the disease has been eliminated.
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firms, making it difficult for them to make the improvements needed to make themselves successful
again. In a study in which nearly 1,200 hog producers were surveyed, more responding firms in each size
category selected “oversupply of hogs™ as the greatest challenge to the U.S. industry over the next five
years.

U.S. PRODUCERS’ OPINIONS ON THE IMPACT OF IMPORTS ON THE DOMESTIC
INDUSTRY

U.S. producers were requested to respond to the questions “What is the impact of imports of
early weaned and feeder pigs from Canada on the condition of the domestic industry?” and “What would
be the effect on your firm if live swine from Canada were not available in the United States?” Responses
received are summarized below, but are incomplete and do not necessarily represent the views of the
industry as a whole.

On one hand, producers indicated that without the imports, fewer hogs would have been
available for packers, which in turn would not have been able to operate at capacity, potentially leading
to closures. Tt was also reported that Midwest finishers, and in particular independent producers, would
have faced problems with underutilized feeding capacity; independent producers would have been
squeezed by the dearth of pigs. Imports of Canadian pigs reportedly helped independent U.S. producers
to maintain competitiveness with vertically integrated producers. Moreover, U.S. producers that were
unable to maintain farrowing and nursery facilities because of diseases reportedly were able to stay in
business; they restructured by shedding the more expensive functions and switching to specializing in
finishing pigs. It was also reported that the imports from Canada helped to meet the demand that U.S.
farrowers could not meet.

Other U.S. producers reported that imported pigs from Canada directly lead to less demand for
U.S. pigs, and caused U.S. producers to reduce the number of sows, which leads to a loss of equity. It
was also contended that the influx of Canadian pigs exacerbated the hog cycle by increasing supply in
what is normally a contraction phase, and that without the increased supply, what was considered a good
2004 could have been a banner year for U.S. producers.

U.S. producers reported that if live swine imported from Canada were not availabte in the United
States, prices would increase. In turn, U.S. producers would be more profitable, allowing for expansion
(e.g., expanding the sow herd) and in some cases taking market share from Canadian producers. Some
U.S. producers contended that they would have been able to sell pigs at a fair price. Morever, exposure
to diseases and different strains of disease that exist in swine in Canada would be limited.

About a quarter of responding producers believe that there would be no impact if Canadian live
swine were not available in the United States. Very few responding producers reported that they would
experience negative effects if live swine from Canada were not available. *** reported that it would
increase the purchase price of pigs thereby increasing the total costs of “raising an animal to market
weight.” *¥* believes that without Canadian pigs there would be excess finishing space that would “lead
to lower contract finishing rates.”

U.S. producers were requested to identify major events in the U.S. and Canadian meat markets
that affected individual firms® prices of live swine. The most commonly reported events were bovine
spongiform encephalopathy (“BSE”) found in Canada in 2003, avian influenza (“AI”) in Asia in late
2003 and early 2004, Russian restrictions on imports of U.S. chicken in 2002, and the rise m popularity
of low-carbohydrate (“low-carb™) diets.

5 Christian Boessen, John D. Lawrence, and Glenn Grimes, “Production and Marketing Characteristics of U.S.
Pork Producers - 2003, Agricultural Economics Working Paper 2004-4,” table 36.
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BSE’s impact was reportedly multifaceted. Because of the BSE found in Canada, the United
States banned imports of Canadian beef and cattle. This reportedly led to an increased supply of meat
protein in Canada, driving the price down; since pork was no longer competitive in Canada, exports to
the United States increased, which may have depressed U.S. pork prices. However, the lack of Canadian
beef in the U.S. market reportedly left a meat protein hole that consumers needed to fill, in which case
they chose pork. U.S. consumers also became cautious about beef in general, thereby increasing demand
for pork.

The ban by Russia on U.S. chicken imports reportedly had a similar effect as the United States’
ban on beef from Canada. The United States bad a glut of chicken protein, driving meat protein prices
down. A counterweight to this was that Russia increased demand for pork to substitute for the banned
chicken.

Al decimated the poultry stock throughout Asia in late 2003 and earty 2004. The lack of
domestic meat protein reportedly increased demand for imports in Asia, which drove demand for U.S.
meat protein exports including pork. Domestic demand reportedly increased because of the rise of high
protein, low carbohydrate diets; one producer noted that this likely peaked in 2004.



PART IV: US. IMPORTS, APPARENT U.S. CONSUMPTION, AND
MARKET SHARES

U.S. IMPORTERS

The Commission sent importer questionnaires to 43 brokers/distributors/importers, as well as to
all U.S. producers that were sent producers’ questionnaires; 40 questionnaire responses, 18 with data,
were received.! The three largest importers of live swine from Canada are *#*, which accounted for
approximately *** percent (based on head count) of U.S. imports of live swine from Canada in 2004.

U.S. IMPORTS

U.S. imports of live swine are presented in table [V-], based on official Commerce statistics.”
Canada is by far the largest exporter of live swine to the United States, accounting for virtually 100
percent of total U.S. imports in 2004. The volume of subject imports of live swine from Canada
increased by *** percent from 2002 to 2004. The majority of imports of live swine consists of weanlings
or fecder pigs that are then fattened to slaughter weight; the remainder of the imports consists of
slaughter hogs. A breakout of monthly imports of live swine from Canada in 2004 by HTS statistical
reporting number is presented in appendix E (table E-1). Annual imports from Canada by HTS number
are presented in table IV-2. :

Table IV-1
Live swine: U.S. imports, by sources, and ratios of imports o U.S. production, 2002-04
Calendar year
Source 2002 2003 I 2004
Quantity (head)
Canada (subject) e i e
Canada (Hytek—de minimis) e i e
Subtotal 5,725,646 7,420,217 _ 8,498,388
Other sources 602 191 546
Total 5,726,248 7,429,408 8,498,034
Quantity (7,000 pounds)}
Canada (subject} e b i
Canada {Hytek—de minimis) e
Subtotal 708,507 873,331 1,025,054
Other sources 147 5 238
Total 708,654 873,337 1,025,290

Table continued on next page.

' The Commission sent questionnaires to thosc firms identified in the petition and firms in proprietary data of the
U.S. Customs and Border Protection (“Customs™) as possible importers.

? Tmports of live swine are from official Commerce statistics under HTS statistical reporting numbers
0103.91.0010, 0103.91.0020, 0103.91.0030, 0103.92.0010, and 0103.92.0090. Prior to June 2003, HTS statistical
reporting numbers 0103.91.0010, 0103.91.0020, and 0103.91.0030 were included under one subheading (HTS
0103.91.00).
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Table IV-1--Conlinued

Live swine: U.S. imports, by sources, and ratios of imports to U.S. production, 2002-04

Calendar year

Source 2002 2003 2004
Value (1,000 doflars)’
Canada (subject) e ' b b
Canada (Hytek—de minimis) e e o
Subtotal 307,501 398,491 539412
Other sources 204 54 509
Total 307,706 398,545 £39,921
Unit value {per animaly'
Canada (subject) Hrr e Gre
Canada (Hytek—de minimis) i e e
Subtotal 53.71 53.64 63.47
Other sources 339.65 282.67 932.88
Average 53.74 53.64 63.53
Unit value (per pound)'
Canada (subject) g g $
Canada (Hytek—de minimis) i ah e
Subtotal 0.43 0.465 0.53
Other sources 1.3g 9.99 2.16
Average 0.43 0.46 0.63
Average weight (pounds per animal)
Canada (subject) b i b
Canada (Hytek—de minimis) i e b
Subtotal 124 118 121
Other sources 244 28 433
Average 124 118 121
Share of guantity by number of animals {percen)
Canada (subject} e e i
Canada (Hytek—de minimis) b i b
Subtotal 100.0 100.0 100.0
Other sources ® §] g
Total 100.0 10C.0 100.0

Table continued on next pages.




Table {V-1--Continued

Live swine: U.S. imporis, by sources, and ratios of imports to U.S. production, 2002-04

Calendar year

Source 2002 2003 2004
Share of quantity by weight {percent)
Canada (subject} e b i
Canada (Hytek—de minimis) = i b
Subtotal 100.0 100.0 100.0
Other sources ) & ®
Total 100.0 100.0 100.0
Share of value (percent)
Canada (subject} - il b
Canada (Hytek—de minirmis} b i b
Subtotal 99.9 100.0 99.9
Other sources 0.1 3 0.1
Total 100.0 100.0 100.0
Ratio of imports to U.S. production (percernt)
Canada (subject} e b i
Canada (Hytek—de minimis) o b i
Subtotal 5.6 73 8.3
Other sources %) ) %)
Total 56 7.3 8.3

? Lass than 0.05 percent.

sent to Hytek.

" Values and unit values may be understated because of the ™",

Note.—Because of rounding, figures may not add to the totals shown. Value = landed-duty-paid value, f.0.b. port of entry.

Scurce: Compiled from official Commerce statistics and from data submitted in response to the Commission's quastionnairs

The United States also imports sows and boars for immediate slaughter. These are swine that

have outlived their productive lives and are primarily sold to sausage manufacturers. Imported sows

vastly outnumber imported boars. Fewer boars than sows are needed because of the industry’s usage of

artificial insemination; a single boar can produce semen for multiple sows. Table IV-3 presents the

number of sows and boars slaughtered in the T.S. atong with sows and boars for immediate slaughter
imported into the United States from Canada.
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Table V-2

Live swine: Annual quantity (in head of swine) of U.S. imports from Canada, by HTS, 2002-04

HTS category Description 2002 2003 2004

Weighing less than 7 kilograms

0103.91.0010 {“kg"} each (% 1,446,950 3,086,970
Weighing 7 kg or more but less

0103.91.0020" than 23 kg each & 348,588 613,461
Weighing 7 kg or mere but less

0103.91.0030’ than 50 kg each & 873,955 1,922,052

0103.91.00C0 Weighing less than 50 kg each 3,758,482 2,301,551 Q]
Subtotal of less than 50 kg each * 4,971,044 5,622,483
Weighing 50 kg or more each,

0103.92.0010 for immediate slaughter 1,808,075 2,215,663 2,855,817
Woeight 50 kg or more each,

0103.92.0090 other 159,089 242,510 220,088

Total 5,725,646 7,429,217 8,498,388

Source: Compiled from official Commerce statistics.

' HTS subheading 0103.91.00 was broken out into these statistical reference numbers beginning with July 2003 data.
2 Data not provided at that level of detail during that period.

[:zi\l:i-nse: Sows and boars for slaughter, U.S. slaughter and imports from Canada, 2002-04
ltem 2002 2003 2004
Quantity {(thousand head)
U.S. slaughter’ 3,456 3,456 3,530
Imports from Canada 587 415 451
Share of quantity (percent)
Canada 17.0 12.0 12.8

"U.S. slaughter under federal inspection,

Note--U.S. slaughter includes imports from Canada.

2005.

Source: Imports from Canada: USDA, AMS, 2002: USDA Market News WA_L 5635, Feb. 11, 2003; 2003:
USDA Market News WA_LS635, May 12, 2004; and 2004 derived from 2004 weekly issues of USDA Market
News. See hitp//www.ams.usda.gov. U.S.: USDA ,NASS, Livestock Slaughter, January 2004 and January




Most U.S. imports of live swine consist of weanlings or feeder pigs. Larger U.S. producers
(those selting 50,000 head or more of swine in a given year) tend to obtain Canadian pigs much more
than smaller producers.’

APPARENT U.S. CONSUMPTION AND MARKET SHARES

Data on U.S. consumption of live swine are presented in table [V-4, The quantity of U.S.
consumption by number of animals and by weight increased by 3.1 percent and 3.8 percent, respectively,
from 2002 to 2004. The value of U.S. consumption increased by 59.1 percent from 2002 1o 2004,

U.S. market shares for live swine are presented in table IV-5. Measured by head of swine, U.S.
producers’ market share decreased by at least 2.5 percentage points between 2002 and 2004, and the
share of subject imports from Canada increased by ***. Measured by weight,* U.S. producers’ market
share decreased by 1.1 percentage point between 2002 and 2004, and the share of subject imports from
Canada increased by ¥**. Measured by value, market share shifted by a lesser amount.

The new supply of swine in the United States can be measured by using the head count of U.S.
production (the pig crop), minus exports, plus U.S. imports.” This calculation and the resulting shares of
the U.S. and Canadian products are presented in table [V-6.

Table IV-4
Live swine: U.S. shipments of domestic product, U.S. imports, by sources, and apparent U.S.
consumption, 2002-04

Calendar year
ltem 2002 2003 2004
Quantity (1,000 head)

U.S. producers’ U.S. shipments’ 94,851 93,613 95,074
U.8. imports from:

Canada (subject) h i ol

Canada (Hytek—de minimis) ex i i

Canada (total) K726 7,429 8,498

All other 1 ) 1

Total {).5. impors 5,727 7,429 8,499

Apparent consumption 100,378 101,042 103,573

Table continued on next page.

3 Informa Economics, *“The Structure of the US Hog Production Sector - A current snapshot,” January 12, 2005,
p. 5.

* This is basis for market share measurement that is recommended by respondents (Canadian responding parties to
the investigation).

* This is the basis for measuring market penetration that is recommended by petitioners.
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Table IV-4-Confinued

Live swine: U.S. shipments of domesti

consumption, 2002-04

¢ product, U.S. imports, by sources, and apparent U.S.

Calendar year

ltem 2002 2003 2004
Quantity {7,000 pounds)

U.S. producers’ U.S. shipments® 25,852,792 26,002,408 26,583,028
U.5. imporis from

Canada {subject) e e ek

Canada (Hytek—de minimis) e e o

Canada {total) 708,507 873,332 1,025,054

Allt other 147 5 236

Total U.S. imports 708,654 873,337 1,025,290

Apparent consumption 26,561,446 26,875,748 27,588,318

Value (1,000 dollars)

U.S. producers’ U.S. shipments® 8,564,943 9,730,663 13,584,769
U.S. imports® from

Canada (subject)® i e s

Canada (Hytek—de minimis) b ak b

Canada (total) 307,501 398,43 539.412

All other 204 54 509

Total U.S. imports 307,708 398,545 539,921

Apparent consumption 8,872,648 10,129,207 14,134,690

' Commercial and farm slaughter minus the number of imports of Canadian live swina.

2 Fewer than 500 animals,

3 Commercial slaughter weight minus the weight of imported Canadian live swine.
¢ The value of U.5. producers’ U.S. shipments is cafculated as the total live weight of U.S. commercial swine slaughter, minus

the total weight of imports, times the price received,

® F.o.b. U.5. port of entry.

® Values may be understated because of the ***.

Source: Compiled from USDA statistics, official Commerce statistics, and from data submitted in response to the Commission’s

questionnaire sent to Hytek.
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Table IV-5

Live swine: U.S. consumption and market shares, 2002-04

Catendar year

ltem 2002 2003 2004
Quantity (1,000 head)
Apparent consumption 100,378 101,043 103,573
Quantity {1,000 pounds)
Apparent consumption 26,561,446 26,875,745 27,588,318

Value {1,000 doliars)

Apparent consumption

8,872,648 10,129,207 14,134,680

Share of quantity by number of animals (percent)

U.S. producers’ shipments 94.3 92.6 91.8
U.8. imports from--
Canada (subject) bl i i
Canada (Hytek—de minimis) bl - ik
Canada (total} 57 7.4 8.2
All other 9 ) (")
Total U.S. imports 57 7.4 8.2

Share of quantity by weight (percent)

U.S. producers’ shipments 97.3 96.8 86.3
U.8. imports from--
Canada (subject} FE e bl
Canada (Hytek—de minimis) bl A ik
Canada (total) 2.7 3.2 3.7
All other " ¥ ("
Total U.S. imports 2.7 3.2 3.7
Share of value (percent)
U.8. producers’ shipmenis 96.5 96.1 96.2
U.S. imports from--
Canada (subject) e ol bl
Canada (Hytek—de minimis) e e i
Canada (total) 35| 3.9 3.8
All other " " M
Total U.5. imports 3.5 3.9 3.8

! Less than 0.05 percent.

questionnaire sent 1o Hytek.

Source: Compiled from USDA statistics, official Commerce statistics, and data submitted in response to the Commission's




Table IV-6

Live swine: U.S. supply of live swine, by sources, and shares of total supply, 2002-04

Calendar year’

Item 2002 2003 2004
GQuantity (1,000 head)
U.S. production? 101,678 101,490 102,457
U.S. imports from--
Canada (subject) i i i
Canada (Hytek—de minimis) war e FrE
Canada (total) 5,726 7.429 8,498
All other 1 s 1
Total U.S. imports 5,727 7,429 8,499
U.S. exports 88 123 133
Total new supply (births+imports-exports) 107,316 108,797 110,822
Share of total supply (1,000 head)
U.S. production? 947 93.3 92.5
U.S. imports from--
Canada {subject) o ol i
Canada (Hytek—de minimis) ok xx ek
Canada (total) 5.3 6.8 7.7
All other * * "
Total U.S. imports 53 6.8 7.7
U.S. exports 0.1 0.1 0.1
Total new supply (births+imports-exporis) 100.0 100.0 100.0

is from December 2001 to November 2002).
% Pig crop.
3 Less than 500 head.
* Less than 0.05 percent.

Commission questionnaire sent 10 Hytek.

Note-Due to rounding, figures may not add to the totals shown.

! Apnual data are calculated from Decemnber of the previous year to November of the current year {(e.g., 2002

Source: Compiled from USDA statistics, official Commerce statistics, and from data submitted in response to




Information on the pig crops in the United States and Canada during 2001-04, by quarter, is

presented in table IV-7.

Table IV-7

Live swine: Pig crops in the United States and Canada, by quarters, January-March 2001 through

Qctober-December 2004

Number of animals

Period United States Canada Total
2001; |
January-March 24,683,000 7,442,700 32,105,700
April-June 25,532,000 7,615,900 33,147,900
July-September 25,494,000 7,773,500 33,267,500
October-December 25,005,000 7,968,700 32,873,700
Total 10C,684,000 30,800,800 131,494,800
2002:
January-March 25,408,000 7,956,400 33,404,400
April-June 25,888,000 8,049,300 33,937,300
July-September 25,579,000 8,153,300 33,732,300
October-December 24,416,000 8,207,200 32,623,200
Total 101,291,000 32,406,200 133,697,200
2003:
January-March 24,832,000 8,329,400 33,161,400
April-June 25,871,000 8,353,400 34,224 400
July-September 25,974,000 8,694,100 34,568,100
October-December 25,136,000 8,965,100 34,101,100
Total 101,813,000 34,242,000 136,055,000
2004:
January-March 25,355,000 8,947,700 34,302,700
April-June 25,910,000 8,931,100 34,753,100
July-September 25,959,000 8,870,200 34,765,200
October-December 25,379,000 9,333,800 34,615,800
Total 102,603,000 36,082,800 138,436,800

Source: LS. pig crop compiled from USDA, NASS Quarterly Hogs and Pigs, various issues. Canadian pig crop
compiled from Statistics Canada, Hog Stalistics, 2005, vol. 4, no. 1.




U.S. and Canadian Breeding Herds

The level of breeding stock (the breeding herd) plays an important role in swine production and
the swine market. For example, Canada’s breeding stock largely parallels its production and exports.
From 1990 to 2004, the Canadian breeding stock increased by 51.9 percent (table TV-8). The ratio of the
Canadian breeding stock to the U.S. and Canadian breeding stock combined grew from 13.7 percent in
1990 to 21.6 percent in 2004. Figure IV-1 illustrates that while the Canadian live swine breeding stock
has risen and the United States” has fallen since 1990, the latter still dwarfs the former.

Table IV-8
Live swine: Breeding herds, United States and Canada
Canadian breeding
stock as share of U.S.
Canadian breeding and Canadian breeding
U.S. breeding stock stock stock
Year (1,000 head)' (1,000 heady (Percent)
1990 6,847 1,084 13.7
19814 7,229 1,122 13.4
1992 7,109 1,144 13.9
1993 7,168 1,121 13.5
1954 6,998 1,195 14.6
1995 6,770 1,152 14.5
1996 6,578 1,185 15.4
1997 6,957 1,287 156
1998 6,682 1,304 16.3
1999 6,233 1,346 17.8
2000 8,267 1,406 18.3
2001 6,201 1,512 19.6
2002 6,058 1,588 2086
2003 8,009 1,617 21.2
2004 5,969 1,647 216
' As of December 1.
2 As of January 1 of the following year (i.e., 2003 is January 1, 2004).

Source: U.S. breeding stock, 1880-2002, compiled from USDA, NASS, Livestock Track Records, September 2004; 2003 and
2004 compilad from USDA, NASS, Quarterly Hogs and Pigs, March 24, 2005. Canadian breeding stock, 1990-1998, compiled
from Statistics Canada, CANSIM database found at www stat.ca/english/ads/cansimll/index.htm. retrieved March 18, 2005;
1899-2004 compiled from Statistics Canada, Hog Siatistics, 2005, vol. 4, no. 1.
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Figure IV-1
Live swine: U.S. and Canadian breeding herds
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PART V: PRICING AND RELATED INFORMATION

FACTORS AFFECTING PRICING

Swine is generally considered to be a commodity product. Prices fluctuate from day to day and
producers are price takers. A number of factors affect the price of swine, including the hog cycle; the
volume of hogs being marketed; their average weight, which affects the aggregate quantity of pork
produced; the quality of the animals being marketed, which affects the level of premium and/or discount
from the base price; the price of pork and pork byproducts; weather conditions; input costs; and
transportation costs.

Feed Costs

The primary input cost in the production of live swine is feed, which primarily consists of feed
grains. The primary feed grain source is corn, though barley, grain sorghum, and feed wheat may also be
used. During 2002-04, feed costs accounted for between 38.6 percent and 45.8 percent of total operating
expenses for U.S. producers.

Transportation Costs to the U.S. Market

Transportation costs for live swine shipped from Canada to the United States averaged
approximately 1.9 percent of the customs value of these imports during 2004. These estimates are
derived from official import data and represent the transportation and other charges on imports.

| Exchange Rates

Quarterly data reported by the International Monetary Fund indicate that both the nominat and
real values of the Canadian dollar appreciated relative to the U.S. dollar during 2002-04 (figure V-1).2

PRICING PRACTICES
Price-Related Questions

U.S. producers, brokers/distributors/importers, and packers were all asked whether their firms
were price takers (accepts the market price) or price makers (influences or sets market prices for live
swine). Of the producers that responded to the question, 30 reported that they are price takers, 5 reported
that they are price makers, and 2 reported that both categories fit. Among brokers/distributors/importers
that responded to the question, 12 stated that they are price takers, 3 stated that they are price makers, and
two said that they are both. Among packers, Il firmns reported that they are price takers, seven reported
that they are price makers, one reported that both categories fit, and one stated that it does not believe
that any single firm or segment of the market can set a price.

! The estimated cost was obtained by subtracting the customs value from the c.i.f. value of the imports for 2004
and then dividing by the customs value for the same period.

% Real exchange rates are calculated by adjusting the nominal rates for movements in producer prices in the
United States and Canada.
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Figure V-1 -
Exchange rates: Indexes of the nominal and real exchange rates of the Canadian dollar relative to
the U.S. dollar, by quarters, 2002-04
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Source: international Monetary Fund, International Financial Statistics, March 2005.

U.S. packers were asked separate questions on whether developments in the pork market or in
other markets such as beef and chicken have affected live swine prices. Of the 20 responding packers, 16
answered yes with respect to the pork market, and 18 answered yes with respect to the other meat
markets. Important factors frequently cited by packers as having an effect on pork and other meat
included BSE, Al, and a trend toward high-protein, low-carb diets (see discussion in Part II).

U.S. producers, brokers/distributors/tmporters, and packers were all asked questions concerning
the influence of the futures market. Producers and brokers/distributors/importers were asked to explain
the role of hog futures prices on the prices of early weaned and feeder pigs. While the majority of the
producers reported that they do not follow events in the futurcs market, a significant number said that
selling prices of earty weaned or feeder pigs are often based on futures prices. Six
brokers/distributors/importers that responded to the question said that futures prices are an important
determinant of prices for early weaned pigs and feeder pigs.> When packers were asked what effect, if
any, prices in futures markets have on the prices of slaughter hogs, the majority reported that these
markets have little, if any, effect on current prices. However, others reported that the futures prices are

3% stated that the “price” (gross value of production) for feeder pigs is, in his opinion, not related to or caused
by imports of feeder pigs, but rather is related to the futures prices for market hogs. He indicated that one could
track the futures prices of market hogs with feeder pig prices and obtain a sizeable correlation. Staff telephone
conversation with %,
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closely related to current market prices. For example, #** said that the prices are perfectly correlated,
and that futures prices are often an indicator of price trends.

Price Determination and Contracts

Methods of arriving at prices of live swine are varied. In some cases prices are negotiated on a
spot basis for delivery within a short period. In other cases, prices are fixed under contracts. In still
other cases, prices are determined through a variety of formula contracts. Under these formula
arrangements, the prices of the live swine may be determined by cash prices reported by the USDA, by
wholesale meat prices in the pork market, or by hog futures prices. In other contracts, prices are
determined by corn and other feeds. Window contracts are another method of determining prices of live
swine. Under these arrangements, the contracts have an agreed-upon floor and ceiling for the prices. If
the market price rises above the ceiling price, the full extent of the price increase will not be passed
forward, and if the price falls below the floor price, the full extent of the price reduction will not occur.
These contracts reduce the risk of large price fluctuations. Questionnaire responses relating to these
methods of determining prices are discussed separately below for U.S. producers,
tmporters/brokers/distributors, and packers.

U.S. Producers

Producers that purchased live swine were asked how prices of early weaned or feeder pigs
produced in the United States and/or imported from Canada are determined. For the 21 producers that
responded, the most common methods of arriving at prices were spot market negotiations and
negotiations based on prices in the contract futures market for hogs, for both U.S. and Canadian pigs.
Nine producers reported that all or part of their purchase prices were determined by spot market
negotiations, and nine reported that all or part of their prices were determined on a formula based on hog
prices in the futures market. Other reported methods for determining prices included formula contracts
based on pork prices and futures prices, contracts based upon feed prices, and “window” coniracts.

Three producers reported that they purchase under contracts with a flat or fixed price.

Of the 10 preducers that reported purchasing early weaned pigs on a contract basis during 2002-
()4, eight reported that all of their purchases are based on contracts and two others reported contract
shares ranging from 22 percent to 50 percent. Of the three producers that reported purchasing feeder pigs
on a contract basis during 2002-04, two reported that all of their purchases were based on contract, and
one reported that 44 percent were under contract. Reported contract periods for purchases of pigs ranged
from one to seven years, with most contracts having a length of three years or more. The majority of all
contracts for purchases of pigs that are currently in effect were negotiated prior to the 2002-04 period.

Producers were also asked questions concerning the significance of contracts as a share of their
total sales of pigs and market hogs. The responses show that early weaned pigs, feeder pigs, and market
hogs are most commonly seld on a contract basis. Contract periods for sales by producers of both market
hogs and pigs are typically from three to five years.

Importer/brokers/distributors

Importers/brokers/distributors that purchased live swine were asked how prices of early weaned
or feeder pigs produced in the United States and/or imported from Canada are determined. For the 11
firms that responded, the most common methods of arriving at prices were spot market negotiations and
negotiations based on prices in the contract futures market for both U.S. and Canadian pigs.



Very little data were received concerning purchase contracts for early weaned pigs and feeder
pigs from brokers/distributors/importers. The small amount of information received indicates that these
contracts are commonly from three to five years in length.

Packers

Packers were also asked whether their prices are determined on a spot-market negotiated basis, or
on one of the contract methods described earlier. The results show that for packer purchases of both
U.S.-produced hogs and imported hogs from Canada, formula contracts related to cash market hog prices
are the most common method of determining prices. During 2004, questionnaire data show that 38
percent of U.S.-produced hogs were purchased under a formula contract related to hog prices, while 14
percent of purchases were on a negotiated spot market basis. Small amounts of purchases of U.S. hogs
were also purchased under contract formulas relating to futures prices and meat prices, under contracts
tied to feed prices, and under window contracts and other methods. In the case of imports from Canada,
61 percent of all purchases were under hog price formula contracis and 28 percent were purchased on a
spot basis during 2004. There were no reported purchases of Canadian-produced hogs under any other
kinds of formula contracts or under windows contracts.

Questionnaire responses show that hog contracts are typically for periods ranging from three to
five years, Contract periods involving purchases of hogs for slaughter tend to be longer for purchases of
U.S.-produced slaughter hogs than for imports from Canada. Fourteen packers reported that between 5
percent and 100 percent of their contracts involving U.S.-produced slaughter hogs were in effect prior to
the 2002-04 period. None of the contracts involving Canadian slaughter hogs were in cffect before 2002-
04.

PRICE DATA

Price data for live swine were obtained from information developed by the USDA Agricultural
Marketing Service (AMS) and from Commission questionnaires. In response to a request by the
Commission staff, the USDA Marketing Service provided separate weighted-average delivered price data
on sales of [0-pound, 40-pound, and 55-pound pigs produced in the United States and imported from
Canada on a monthly basis during 2001-04. These data were provided to the AMS on a voluntary basis.
The USDA considers the U.S.-produced and Canadian feeder pigs to be comparable products. The
USDA also provided delivered purchase price data for U.S.-produced and Canadian slaughter hogs
(barrows and gilts) on a monthly basis for the period from October 2001 through December 2004. These
data were provided by packers under mandatory reporting requirements.* The prices of both U.S. and
Canadizn hogs were determined through negotiations as opposed to contracts.’

In addition to these data, the Commission requested delivered purchase price data from unrelated
firras for 10-pound, 40-pound, and 55-pound pigs and for slaughter hogs, sows, and boars during the
2002-04 period from U.S. producers and brokers/distributors/importers. Since prices of live swine often
fluctuate widely from day to day, all firms were requested to report prices on fransactions on or near
specific dates during specific months. The dates chosen were the second Wednesday during the middle

* The monthly data for these series are shown in app. G.

* The U.S. prices were based on transactions in the eastern and western corn belts. The eastern corn belt consists
of the states of AL, GA, IL, IN, MD, MI, MS, NC, NY, OH, PA, SC, TN, and WI. The western corn belt area,
which overlaps with the lowa-Minneésota region, consists of the following states: IA, KS, MN, MO, NE, and SD.
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month in each quarter of each of the three years. A total of 19 packers provided useable data relating to
purchases of slaughter hogs, sows, and boars; these data have been aggregated into calendar quarters for
purposes of this prehearing report. However, just a few producers and brokers/distributors/importers
provided data and much of these data were not useable. The small amount of useable data from these
sources relating to feeder pigs is presented in appendix H.

Price Trends

Quarterly weighted-average prices for U.S.-produced and imported 10-pound, 40-pound, and 53-
pound pigs, and for slaughter hogs, sows, and boars are presented in tables V-1 through V-8 and figures
V-2 through V-9.°7 USDA data are presented on a quarterly basis for the period 2001-04 for feeder pigs
(tables V-1 through V-3), and from October-December 2001 through October-December 2004 for
slaughter hogs (table V-4). All prices obtained from Commission questionnaires (tables V-3 through V-
8) are for the period 2002-04. For all series shown, the U.S. price and prices of imports from Canada
move closely together. While prices of some products have often fluctuated widely during the periods
shown, all prices were generally higher during 2004 than in the previous year.

® The weighted-average monthly data for sales of feeder pigs and purchases of staughter hogs werc converted to a
quarterly basis by the Commission staff.

" The very low prices for 10-pound, 40-pound, and 55-pound feeder pigs during the summer and early fall of
2002 are the result of and oversupply and decline in the hog market during this period (e-mail response from ***,
January 10, 2005).
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Table V-1

Live swine: Weighied-average delivered prices and quantities on certain sales of U.S.-produced
and imported (from Canada) 10-pound pigs, and margins of underselling/(overseliing), by

quarters, 2001-04

United States Canada
Price Quantity Price Quantity Margin
Period (Per head) | (Head count) | (Per head} | (Head count) {Percent)

2001:

Jan.-Mar. $35.66 294,964 $40.81 29,622 (14.4)

Apr.-June 32.66 246,421 34.22 35,199 (4.8)

July-Sept. 3232 304,124 32.99 33,128 {2.1)

Oct.-Dec. 33.89 231,921 36.23 45,165 (6.9)
2002:

Jan.-Mar. 37.82 334,811 40.25 37,768 (6.4)

Apr.-June 26.80 322,059 23.45 34,088 12.5

July-Sept. 18.45 267,765 14.09 55,114 236

Qct.-Dec. 30.01 447,973 19.23 97,731 359
2003:

Jan.-Mar. 32.38 537,313 33.50 48,233 {(3.5)

Apr.-June 29.07 494,016 27.73 58,173 4.6

July-Sept. 28.52 488,750 2525 73,216 11.5

Qct.-Dec. 31.63 528,287 29.57 93,598 6.5
2004:

Jan.-Mar. 32.01 633,796 32.96 175,999 (3.0)

Apr.-June 31.53 691,758 30.22 109,545 4.1

July-Sept. 32.66 763,289 31.36 100,351 4.0

Qct.-Dec. 35.55 639,207 41.47 47,687 (16.6)
Source: Compiled from data provided by the USDA Agricultural Marketing Service.




Table V-2

Live swine: Weighted-average delivered prices and quantities on certain sales of U.S.-produced
and imported (from Canada) 40-pound pigs, and margins of underselling/(overselling) by quarters,

2001-04
United States Canada
Price Quantity Price Guantity Margin
Period (Per head) | (Head count) | (Per head) | (Head count) {Percent)
200%:
Jan.-Mar. $53.15 195,000 $56.03 48,115. (5.4}
Apr.-June 53.92 165,026 56.23 30,650 (4.3)
July-Sept. 46.51 159,468 44.32 45,086 47
Oct.-Dec. 47.00 94,414 46.20 41,840 1.7
2002:
Jan.-Mar. 57.47 120,369 66.29 53,638 (15.4)
Apr.-June 39.91 107,571 33.78 72,410 15.3
July-Sept. 17.77 80,585 16.59 101,057 6.7
Oct.-Dec. 38.28 138,024 39.02 117,416 {2.0)
2003:
Jan.-Mar. 52.70 93,113 54.10 127,308 (2.7}
Apr.-June 44.16 103,280 46.44 191,333 (5.2)
July-Sept. 29.29 77,408 30.36 148,066 (3.7)
Oct.-Dec. 38.16 81,940 39.50 164,783 (3.5)
2004:
Jan.-Mar. 46.42 133,083 47.86 233,805 (3.1
Apr.-June 49.36 108,379 50.21 166,707 (1.7}
July-Sept. 43.07 184,505 45.41 172,696 (5.4)
Oct.-Dec. 62.90 173,831 59.68 71,010 5.1
Source: Compiled from data provided by the USDA Agricultural Marketing Service.




Table V-3

Live swine: Weighted-average delivered prices and quantities on certain sales of U.S.-produced
and imported (from Canada)} 55-pound pigs, and margins of underselling/(overselling) by quarters,

2001-04
United States Canada
Price Quantity Price Quantity Margin
Period (Per head) | (Head count) | (Per head) | {(Head count) {Percent)
2001:
Jan.-Mar. $60.74 15,817 $64.68 55,900 {6.5)
Apr.-June 53.43 12,285 62.83 67,060 (17.6)
July-Sept. 52.10 7.665 51.05 80,375 2.0
Qct.-Dec. 54.14 11,180 51.51 56,619 49
2002:
Jan.-Mar. 71.34 6,645 66.58 38,391 6.7
Apr.-June 39.02 8,485 38.90 21,905 0.3
July-Sept. 18.00 14,870 25.50 23,100 (41.7)
Oct.-Dec. 46.04 11,247 44 .25 27,280 3.9
2003:
Jan.-Mar. 60.47 18,785 57.69 45,424 4.8
Apr.-June 51.25 4,741 49.28 69,971 38
July-Sept. 28.44 640 34.13 87,220 {20.0)
Oct.-Dec. 40.50 2,040 42.96 58,467 (6.1)
2004;
Jan.-Mar. 52.22 13,049 51.57 55,280 1.2
Apr.-dune 53.71 5,116 55.05 41,033 (2.5)
July-Sept. 55.13 4,764 49.76 60,580 8.7
Oct.-Dec. 65.25 7,775 57.31 11,750 12.2
Source: Compiled frem data provided by the USDA Agricultural Marketing Service.




Table V-4

Live swine: Weighted-average purchase prices and quantities on certain purchases reported by
U.S. packers for slaughter hogs (barrows and gilts) and margins of underselling/(overselling), by
quarters, October-December 2001-October-December 2004

United States Canada
Carcass Carcass
price Quantity price Quantity Margin
Period {Per cwf) (Head count) {Per cwt) {Head couni) (Percent)

2001:

Oct.-Dec. $48.07 1,897,194 $50.88 3,373 (5.8)
2002:

Jan.-Mar. 50.92 1,918,415 49.87 15,345 2.1

Apr.-June 45.69 1,847,901 47.76 12,572 (4.5)

July-Sept. 43.84 1,949,783 42.31 9,642 35

Oct.-Dec. 40.37 1,968,660 40.07 3,910 08
2003:

Jan.-Mar. 46.25 1,854,322 46.08 2,532 0.4

Apr.-June 56.21 1,816,014 50.78 2,630 9.7

July-Sept. 56.47 1,669,479 53.56 3,105 5.2

QOct.-Dec. 48.28 1,553,359 42.71 3,137 11.5
2004:

Jan.-Mar. 68.85 1,399,870 52.49 1,264 10.8

Apr.-dune 73.06 1,272,590 70.09 1,255 4.1

July-Sept. 75.04 1,341,361 72.28 2,505 37

Cct.-Dec. 72.23 1,519,628 64.70 7,340 10.4
Source: Compiled from data provided by the USDA Agricuttural Marketing Service.
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Table V-5

Live swine: Weighted-average purchase prices and quantities on selected purchases reported by
U.S. packers for slaughter hogs (barrows and gilts) and margins of underselling/(overselling), by

quarters, 2002-04

United States Canada
Carcass Carcass
price Quantity price Quantity Margin
Period {Per cwi) {Head count) (Per cwi) (Head count) (Percent)

2002:

Jan.-Mar. $55.38 251,132 $58.29 9,326 (5.3)

Apr.-June 50.38 251,555 52.02 8,063 (3.3)

July-Sept. 5047 257,108 52.39 8,629 (3.8)

QOct.-Dec. 44.77 251,016 42 .56 9,301 4.9
2003:

Jan.-Mar. 51.08 261,920 53.59 4,541 (4.9

Apr.-June 60.63 247,737 63.68 6,957 (5.0)

July-Sept. 60.01 265,350 61.15 13,440 (1.9)

QOct.-Dec. 51.41 267,262 53.09 9,121 (3.3)
2004:

Jan.-Mar. B3.55 262,478 67.67 8,063 (6.5)

Apr.-June 79.26 248,307 87.23 4,928 (10.1}

July-Sept. 75.02 268,457 79.65 7,667 (6.2)

Qct.-Dec. 76.52 272,369 8165 9,819 (6.6)
Source: Compiled from data submitted in response to Commission questionnaires.
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Table V-6
Live swine: Weighted-average purchase prices and quantities reporied by U.S. packers for sows
on selected purchases, and margins of underselling/{overselling) by quarters, 2002-04

% % * * * * *

Table V-7

Live swine: Weighted-average prices and quantities reported by U.S. packers for sows on
selected purchases on a carcass weight basis, and margins of underselling/(overselling) by
quarters, 2002-04

Table V-8
Live swine: Weighted-average purchase prices and quantities reported by U.S. packers for boars
on selected purchases, and margins of underselling/(overselling) by quarters, 2002-04

* * % * * * *



Figure V-2

Live swine: Weighted-average delivered prices on certain sales of U.S.-produced and imported
10-pound pigs, by quarters, 2001-04
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Source: Compiled from data provided by the USDA Agricultural Marketing Service.

Figure V-3

Live swine: Weighted-average delivered prices on certain sales of U.S.-produced and imported
40-pound pigs, by quarters, 2001-04
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Figure V-4
Live swine: Weighted-average delivered prices on certain sales of U.S.-produced and imported

55-pound pigs, by quarters, 2001-04
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Source: Compiled from data provided by the USDA Agricultural Marketing Service.

Figure V-5
Live swine: Weighted-average purchase prices on certain purchases reported by U.S. packers for

slaughter hogs (barrows and gilts), by quarters, October-December 2001-October-December 2004
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Figure V-6

Live swine: Weighted-average purchase prices on selected purchases reported by U.S. packers
for slaughter hogs (barrows and gilts), by quarters, 2002-04
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Figure V-7

Live swine: Weighted-average purchase prices reported by U.S. packers for live sows on selected
purchases, by quarters, 2002-04

Table V-8

Live swine: Weighted-average prices reported by U.S. packers for sows on selected purchases on
a carcass weight basis, by quarters, 2002-04

* b ] E ] H * *
Figure V-9
Live swine: Weighted-average purchase prices reported by U.S. packers for boars on selected

purchases, by quarters, 2002-04

Price Comparisons

While prices of U.S.-produced and Canadian-produced live swine often move very closely
together, prices comparisons for all product categories were calculated. Margins of underselling are
shown on the right-hand columns in tables V-1 through V-8.

In addition to this information, producers, brokers/distributors/importers, and packers were all
asked to compare delivered prices of U.S.-produced and Canadian-produced live swine based upon their
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purchasing experience during 2002-04. Some firms did not compare prices for all three years. For the
few U.S. producers that made the comparisons for 2002, one ranked the prices comparable, three ranked
the Canadian prices higher, and two ranked the U.S. prices higher. For 2003, three producers ranked the
prices comparable, three ranked the Canadian prices higher, and two ranked the U.S. prices higher. For
2004, three producers ranked the prices comparable, two ranked the Canadian prices higher, and four
ranked the U.S. prices higher. For brokers/distributors/importers that responded for 2002, four ranked
the prices comparable, three ranked the Canadian prices higher, and one ranked the U.S. prices higher.
For 2003, three brokers/distributors/importers ranked the prices comparable, three ranked the Canadian
prices higher, and one ranked the U.S. prices higher. For 2004, four brokers/distributors/importers
ranked the prices comparable and three ranked the Canadian prices higher.

For packers that made the comparisons, the results tended to be similar for each of the three
years. For 2002, 15 packers ranked the prices comparable, 2 ranked the Canadian prices higher, and 1
ranked the U.S. prices higher. For 2003, 13 packers ranked the prices comparable, 2 ranked the Canadian
prices higher, and 1 ranked the U.S. prices higher. For 2004, 12 packers ranked the prices comparable, 2
ranked the Canadian prices higher, and 2 ranked the U.S. prices higher.

As an additional question, packers were asked if there is a difference in the prices that they pay
for U.S.-produced and imported hogs from Canada. Of the 16 packers that responded (o the question, 13
answered no and 3 answered yes. For the packers that answered ves, explanations were varied. One said
that its purchases from Canada are generally last notice-last minute purchases. Another reported that
prices may differ because of insufficient plant capacity or an oversupply of hogs from Canada. A third
firm said that hogs from Canada are more uniform than U.S. hogs, grade higher, and will earn more per
pound even when the hog price is the same.

LOST SALES AND LOST REVENUES

Petitioners stated that “specific information concerning lost sales and lost revenues are not
provided in this petition because they are not readily available to petitioners.” During the preliminary
phase of this investigation, the Commission sent questionnaires to U.S. live swine producers and asked
(1} whether their firm had reduced prices of live swine in order to compete with imports of live swine
from Canada, and (2) whether it had lost sales due to competition from imports of from Canada. A small
number of firms provided information in response to the questions. Eight of 22 firms reported that they
had reduced their prices in order to avoid losing sales to competitors selling live swine from Canada,
while 14 firms reported that they had not. With regard to lost sales, 3 of 19 responding firms reported
that they lost sales of domestic live swine due to competition with Canadian live swine, but these firms
were unable to provide any specific information concemning the lost sales or lost revenues.” Some firms
noted that they had not reduced their prices because they were price takers and did not set prices in the
first place.

During the final phase of this investigation, producers were again asked to report instances of
lost sales or lost revenues. Most either indicated that they did not experience lost sales during the 2002-
04 period, or did not respond to the question. Of the 64 producers that provided responses to the
questionnaires, two firms stated that they had lost revenue during the period as a result of competition
from imports from Canada. However, they did not provide the specific information needed to investigate
the allegations. None of the firms provided any lost sales allegations.

# Petition, p. 50.

? One firm, ***, submitted some information for two lost sales allegations; however, the information was
incomplete.
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PART VI: FINANCIAL CONDITION OF THE U.S. INDUSTRY
BACKGROUND

The financial data presented in this section of the report are from business proprietary responses
of live swine producers and from composite USDA data. The aggregated financial data differ from the
typical results of operations (income-and-loss) presented by Commission staff because many hog
production facilities use a cash basis of accounting, as opposed to accrual accounting under generally
accepted accounting principles (GAAP). Data for farm assets and capital expenditures are from
Commission questionnaires.

The majority of respondents reported information on a calendar-year basis or at least three
quarters in the same calendar period. Some responses, however, were based on fiscal years ending in the
middle, close to the middle, or prior to the middle of each calendar year. Because of these timing
differences, financial results are separated into companies that reported on a calendar-year basis (or fiscal
periods on or after September 30) and all other fiscal-year respondents. Data for combined calendar and
fiscal-year respondents are also presented.

Operations on All Live Swine

Income-and-loss and corresponding average unit value data for U.S. live swine producers are
separately presented in table VI-1 (calendar years or fiscal years ending on or after September 30) and
table VI-2 (fiscal years ending prior to September 30). Table VI-3 presents combined financial data for
both calendar and fiscal-year respondents.’ * Appendix J presents financial results of U.S. producers that
were related to Canadian firms engaged in the production of live swine and/or U.S. producers that
imported and/or purchased Canadian live swine.

Sales of market hogs was the primary type of live swine sales reported to the Commission, which
is consistent with the fact that the largest producers represent integrated operations and tend to dominate
the reported financial information. These producers grow live swine in their own (or leased) facilities or
contract out the production to growers. Among the largest vertically integrated producers, at least some
hogs are still purchased from other independent producers to supplement their own production of hogs to
be finished.”

As described by one producer, U.S. hog production operations are exposed to stgnificant
commodity price fluctuations, with year-to-year changes in profitability driven by prevailing hog prices

! Forty-four calendar-year companies are included in table VI-1. The following companies reported on a fiscal-
year basis and are also presented in the identified table. Table VI-1: ***, Table VI-2: ***. The questionnaire
response of Murphy Brown (Smithfield) was verified by staff. Changes resulting from verification are reflected in
the staff report. '

2 While detailed cost information was reported by most producers, it is not separately presented in absolute
amounts in table VI-1, table VI-2, or table VI-3 because not all producers reported the information. Selected
expense ratios are presented and reflect those respondents that reported this information.

3 “Ror fiscal 2004, the costs associated with our North Carolina processing facility reflected the fact that
approximately 27 percent of the hogs processed at that facility were purchased at market price from independent
local farmers under supply contracts,” Premium's 2004 10-K, p. 18. “Hogs processed at our plant include company
raised hogs as well as hogs raised by third parties purchased under contract.” 2003 Seaboard annual report, p. 4.

* Seaboard’s 2003 10-K at p. 9.
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Table VI-1

Live swine: Results of operations of reporting U.S. producers, calendar years or fiscal years (on or after

September 30) 2002-04

ltem 2002 2003 2004
Quantity (head)

R em—— Quantty(fead)
Feeder pigs, under 15 Ibs. 811,948 888,106 1,086,239
Feoder pigs, 1510 50 lbs.  a11.3%6 | 779,034 632,021
Feeder pigs, 50 to 110 Ibs. 216,713 200,192 155,835
Market hogs 9,894,557 10,043,847 9,921,071
Other (culied, eic.) B 895,428 © assa400 | 984592

Subtotal 12,629,982 12,797,669 12,779,758
Transters io re!ated firms:

| Feeder pigs, under 15 Ibs.  isessi2 1524207 | 1,484,501 |

" Feeder pigs, 15 to 50 Ibs. 0| 0 2,694 |
Feeder pigs, 50 to 110 Ibs. 1,384,643 1,410,889 1,360,349 -
Market hogs 13,733,494 14,159,561 15,716,652
Other (culled, etc.) 43525 40,690 48,777

o S r— B BT
Total 29,368,156 29033016 | 81,399,731
o Vaiue (1,000 doilars)
Commercial salés:
Feeder pigs, under 15 Ibs. T 1esas | ooe2 | 33204 |
Feeder pigs, 15t0 50 Ibs. 28,061 29,767 | 26,638
' Feeder pigs, 50 to 110 Ibs. 6,082 7,335 | 6,488
Market hogs 878,865 965,457 1,204,596
Other (culled, etc.) - esE22 66,751 99,227
Subtotal o 999,675 1,002,172 1,370,173
.'.I'rén‘s"fers to related firms:
Feeder pigs, under 15 Ibs. ._.“.45,696 : 46177 46,826
e son ; e S
Feeder pigs, 50 to 110 lbs. 60,981 62,603 60,810
Market hogs 1,281,355 1475192 | 2168032 |
Other {culled, otc.) 3,608 4,001 6,210
Subtotal I 1,391,729 1588063 | 2283185
Total B 2,391,404 ' 2,680,235 | 3,653,358
. Centinued on following page.
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Table VI-1--Continued

Live swine: Results of operations of reporting U.S. producers, calendar years or fiscal years (on or after

September 30) 2002-04

' Not applicable.

ltem 2002 2003 2004
- Value (1 000 doHars} I
v%atai_expenses 2 636 148 : 2 781 ,B6C 3,007,076
Net income or {loss) (244 744) - (101 4”25)_ _—646,283
Value {per head)
Commercial sales: | -
Feeder pigs, under 15 Ibs. $24 $26 $31
Feeder pigs, 151050 Ibs, 35 38 42
Feeder pigs, 50 to 110 Ibs. 28 37 42
Market hogs 89 896 121
~ Other (culled, etc.) 75 75 101
Subtgal a\-rera;ge_m " - _?g 85_ —_1 07
Transfers 1o related firms:
Feeder pigs, under 15 tbs. 29 30 32
Feeder pigs, 15 to 50 Ibs. " ) 42
Feeder pIgS 50 to 110 Ibs. ' 44 44 45 |
—I';grket hogs T _ 93 104_“_ - 138 |
——— _35 R 10] _ - _127
Subtotal average 83 93 123
Tatal average 81 90 116
Flaho to net sa!es (percent)
Pumhases:_. - S
Feeder pigs, under 15 Ibs. 3.9 3.8 25
Feeder pigs, 15 to 50 lbs. 1.0 0.8 0.7
Feeder pigs, 50 0 110 Ibs. 2.9 27 2.0
Total purchases 77 73|  s2
Feed costs 49.8 494 423
Tot.el expenses (including above) 110.2 103.8 82.3
i Net income or {loss) {(10.2} (3.8} ; 7.7
] Number of firms reporting
- Data A7 49 45
| Net Iosses“ 36 | o 28 B 91

Note: 2004 data consist of data for periods ending September 30, 2004; October 31, 2004; November 30,
2004; December 31, 2004; and early January 2005. 2002 and 2003 data are for the same perleds ending one

and two years earlier, respectiveiy.

Source: Compiled from data submitted in response to Commission questionnaires.
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Table VI-2

Live swine: Results of operations of reporting U.S. producers, fiscal years (prior to September 30) 2002-04

em 2002 2003 2004
Quantity (head) - o

Comrﬁercial sales: o
Feeder pig;, under 15 I.l.:}s..._ 0_ ; ' 135 ¢ 23,5735__

 Feeder pigs, 15 to 50 ibs. 248 0 ; 0
Feeder pigs, 50 to 110 Ibs. 1748207 | 1,841,534 - 1,751,943
Market hogs 1,841,940 | 4,720,461 | 2,000,525
Other (culled, etc.} “.159.271 | 144,5%4 - 200,619
Subtotat 3,740.666 | 3,706,704 3,676,622

..‘"rransfers to related firms: o '

_-“Eée-derpigs, under 15 Ibs. 0 | 0. 0

. Feeder pigs, 15 to 5;.'.} Ihs. 0 Q T
Feeder pigs, 50 to 110 Ibs. 8,385 0 o
Market hogs 3,239,658 3,648,565 3,986,994

__.Other {culled, eﬁ:.) 0 “ 0 0

Subtotal 3,248,043 3,648,565 | 3,986,994
Total 6,997,709 7,355,269 7,963,616
' Value (1,000 dolfars) o

““Commercial salés.:

__I-I.—'..eeder pigs, under 151bs. | 0 .. 4 667
Feedér pigs, 15 to 50 Ibs. 7 0 [ 0
Feeder pigs, 50 to 110 Ibs. 90,102 | 74,022 89,187 |
Market hogs o 192,385 151,471 221,689
Other (culled, etc.) 15,778 ° 9,923 18,499

Subtotal 298,272 | 235420 | 330,042
Transfers .to.related flrms - o
Feeder pigs, ﬁnder15 Ibs. 0 o o
Fééder pigs, 15 to 50 Ibs. 0 0 [ o
Feeder pigs, 50 10 110 Ibs, 380 0 o
-i\;ﬁarket hags . ) i 370,877 311.,.592". 421,814
Other (culled, etc)) 0 0 o
Subtotal 371,257 311,502 421,814
Total 669,529 547,012 751,856

Continued on following page.
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Table VI-2--Continued

! Not applicable.

Live swine: Results of operations of reporting U.S. producers, fiscal years (prior to September 30) 2002-04
: Item 2002 2003 2004
o Value (1,000 dofiars) o
" Total expenses 628,440 662,362 | 769,074
Net income or (loss) 41,089 (15349) | (17.218)
Value (per head)
commerciai . R B A A |
Feeder pigs, under 15 Ihs. i $30 : $28 |
' Feeder pigs, 15 to 50 Ibs. 328 w in
Feeder pigs.,. SO to 110 Ibs. _Sé 1 40 51 .
Markethogs 104 | 88 . 111
Other (culled, etc.) 99 69 | 92
Subtotél éverage o | 80 ”64 Il __83_
Transfers to relatéd firms:
Feeder pigs, under 15 Ibs. o m 0}
Feeder pigs, 15 0 50 Ibs, " 1y )
 Feeder pigs, 50 to 11C Ibs. 45 m i)
o Ihégs - 1 14 - R 35 e _me,_
Cther (cul#éci, ete.) ) [ i i
Subtotal average 114 85 106
Total average 9% 74 94
Ratio to net sales (percent)
PurChaseS:._.._ . |
Feeder pigs, under 151bs. 29 51 | 4.7
Feeder pigs, 15 1o 50_lb_s o 0.5 0.7 0.5
Feeder pigs, 50 to 110 Ibs. 07 0.8 | 05
Total purchases 4.2 65| 57
| Feed costs ) 43.2 . 59.2 51.3
" Total expenses (including above) 93.9 | 1211 1023
Net income or (loss) 8.1 (21.1} (2.3}
_ Number of firms reporting .'
Data ) 8 8 I 8
Net losses 3 7’ 5

Source: Compiled from data submitted in response to Commission questionnaires.

. Note: 2004 data consist of data for periods ending January 31, 2004; February 28, 2004; March 31, 2004; May
© 28, 2004; June 30, 2004; and August 31, 2004. 2002 and 2003 data are for the same periods ending one and
two years earlier, respectively.




Table VI-3
Live swine: Results of operations of all reporting U.S. producers, calendar and fiscal years 2002-04

ltem 2002 2003 2004
Quantity (head) |
Total 36,355,865 | 37,288,285 39,363,347
Value (1,000 dollars)
Total sales value 3060933 | 3207247 . 4405215
Total operating exbenses 3,264,587 . 3,444,021_?_“ 3,776,149
Total netincome or (loss) ) (203,654) | (216,774 629,065
Ratio to net sales (percenf)
Total expenses 106.7 . 106.7 85.7
Net income or {loss} (6?} o _(6; 143
Value (per head} o
: Total ave;a\ge sales o _“$84 387 $112
! Total average éxpenses 90 | o | 92 B | 96
Total average net.income or (loss) {8) {6) i 16
Value (1,000 doilars)
Capital expenditures’ 232,690 50,411 . 62,042
Total assets 2575387 | 2760297 3,224,066
Foreign ex'changé and hedging gains or {losses} : (12,263.5) 29,465;.-‘.'5”; o é.S_‘ZE
Number of firms reperting
Data o 55 57 53
Net losses . 39 35 14

Note: This table is a combination of table VI-1 and table VI-2. ***.

1+ According to Seaboard’s 2002 10-K, “{d}uring 2002, the Coempany invested $135.1 million in the Pork
segment primarily to purchase hog production faciiities previously leased, expand the hog production facilities,
make improvements to the pork processing plant, and purchase options for land upon which the Company could
! decide to expand operations. . .”

. Source: Compiled frem data submitted in response to Commission questionnaires.
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and the cost of feed corn and soybean meal.® Consistent with this view, feed cost was the primary
expense item shown in table VI-1 and table V1-2. Purchases of feeder pigs (particularly for table VI-1
which represented a larger number of less fully integrated producers), labor, housing, depreciation,
vaccination, breeding expenses, and utilities were also important cost items.®

The period examined (2002-04) began (see table VI-1) with losses in 2002 primarily due to lower
market hog prices compared to 2001, as well as higher feed costs.” Losses continued into 2003 with
continued higher feed costs and only moderate increases in average unit vajues, A notable feature of the
period examined was the consistent increase in overall sales volume combined with higher average hog
prices after 2002.

Based on the information submitted to the Commission, most producers appcar to have
experienced improvement in 2004 with the end of the period reflecting “strong overall market
conditions” according to one producer.® The improvernent in average sales value was reportedly due to
high domestic beef prices which in turn boosted pork prices.® Pork exports and volume were atso
reportedly higher due to the ban on U.S. beef exports and the depreciation of the dollar. On the cost side,
lower feed costs resulted from improved corn and soybean crops in 2004,

Operations on Sows and Boars

Table VI-4 presents the limited financial information reported to the Commission regarding
operations on sows and boars. Whilc 34 respondents provided volume and revenue information on their
sales of sows and boars, only 16 of these reported associated cost information. According to one
producer, “{t}he only reason the operation sells sows/boars from the herd is because they are no longer
productive and need to be culied from the herd. As a sow is culled, a replacement gilt enters the herd to
take her spot. The sows/boars are sold and the value helps to offset the cost of the mcoming gilt.”*
Most descriptions of sow and boar sales were similar to this one.

Gilts (for breeding) and boars are generally treated as assets for accounting purposes with the
purchased (or accumulated costs) expensed periodically in the form of depreciation. Producers generally
indicated that operating expenses specific to sows and boars are not separately tracked. The primary
reason for this is that sows and boars are maintained for the production of market hogs. As one producer
put it *“{o}perating costs are figured on a per pig basis, and not directly assigned to sows. Sow sales are

3 Tbid. Smithfield’s 2004 10-K at p. 4. Premium’s 2004 [(-K at p. 16. Many companies use derivatives to
manage revenue and cost-related volatility. For example, Premium Standard states that “{i}n our hog production
segment we use forward contracts, as well as futures and options contracts, to establish adequate supplies of future
grain requirements, to secure margins and to reduce the risk of market floctuations.” Premium Standard 2004 10-K,
p- 24. While reducing volatility, derivatives also limit the positive upside potential of commaodity price movements.
Smithfield’s 2™ quarter 10-Q notes that operating income was reduced because the company had already secured
margins in early 2004 *. . . before the unexpected increase in live hog market prices occurred during the first quarter
of fiscal 2005, Smithfield 2™ quarter FY 2005, p. 12. Foreign exchange and hedging gains and losses (combined),
which are included in the reporting producers’ financial results, are separately identified in table VI-3.

% See footnote 2 regarding the presentation of detailed cost information reported by U.S. producers.

" (Live Swine from Canada, Investigations Nos. 701-TA-438 (Preliminary) and 73 1-TA-1076 { Preliminary),
USITC Publication 3693, May 2004, table VI-2, p. VI-4.

¥ Seaboard referring to the period through its 3™ quarter 2004 {ending October 2, 2004). Seaboard’s 2004 10-Q
(3™ Quarter}, p. 12.

? November 29, 2004, Farmdoc Weekly Update, p. 1. www.farmdoc.uniuc.edu, retrieved January 4, 2005,

10 ®%% questionnaire response, 111-8.
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Table VI-4

Live swine: Results of sow and boar operations of all reporting U.S. producers, calendar and fiscal years

2002-04
ltem © 2002 | “20(.;!3 2004
e Quantity (head) __
Commefﬁial sales: o
Sows | 369,510 | 403,888 442,253
Boars 22,496 20,774 18,374
Transfers to-.felaled firms: o T
Sows 12,654 11,704 195 |
Boé}s' . - 0 S ___7_0
Total 404,660 436,366 460,822
Value (1,000 doliars)
Commercial sales: N
Sows 51 ,3(-5'.1; 38,841 64,916
Boars 3,032_“] 2,546 2,360
| %ansfers to related firms:
| Sows 1,320 | 1,181 28
| Boars 0 0 N 0
. Total sales 55,719 | 42,568 67.304 |
: Total operating.expensesfbook value 7?280 : 79,721 86,384
 Netincome or (loss) (2¢,561)_'§' " (37,153) (19,090)
Ratio to net sal\e;(;v;rcent)
. Total aperating expenses/book value 138.7 187.3 1284
i Net income or doss) (3'8...7)' {87.3) (28.4)
: Va! ue (ber head) |
Commerciél sales value:
Sows $13"9. $96 $147 |
Boars 135 123 128
Transf;:é to related firms: -
Sows 104 101 | 144
. B.Oa.rs 5 | " }1] R
- -Nl;;ﬁlber of firms reporting
Data 13 15 14
!get losses 8 9 7

! Not applicable.

Source: Compiled from data submitied in response to Commission questionnaires.
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strictly based on production and not for their retail value.”"' The cost information reported to the )
Commission generaily reflected two formats: book value and estimated per-head operating expenses. "

CAPITAL AND INVESTMENT

The Commission requested that U.S. processors describe any actual or potential negative effects
of imports of live swinc from Canada on their firms’ growth, investment, and ability to raise capital or
development and production efforts. Responses received are presented in appendix 1.

USDA DATA ON LIVE SWINE PRODUCTION COSTS AND RETURNS

USDA data, presented in table VI-5, show U.S. live swine production cash costs and returns for
2001, 2002, and 2003, which are the most recent periods for which data are available.”” The cash costs
and returns for 2003, by industry segment, are presented in table VI-6. The hog production segment data
in table VI-6 are the same as for the 2003 period shown in table VI-5.

USDA production costs and returns data were originally developed from a 1998 survey base
year, with the operation size averaging 2,126 head of market hogs in 2002 and 2,202 head of market hogs
in 2003. This is small compared to modern U.S. commercial hog farms; i.e., most U.S. production
volume now is derived from large, integrated, commercial cperations.

USDA data are generally consistent with the financial information reported to the Commission
by U.S. producers. This is particularly true when considering table VI-2 which reflects fiscal periods that
in some cases substantially overlap calendar years 2001, 2002, and 2003. The Commission data (table
VI-2) and USDA data indicate that calendar year 2001/fiscal year 2002 was profitable. Calendar year
2002/fiscal year 2003 reflected a decline to losses followed by a subsequent improvement (or reduced
losses) in calendar year 2003/fiscal year 2004,

Average market hog values followed a similar trend. USDA data indicate that the per-head value
of market hogs was $116, $88, and $101 in 2001, 2002, and 2003, respectively.” This is generally
consistent with the average market hog value calculated from the data reported to the Commission (see
table VI-1 for the 2002 and 2003 periods and table VI-2).

U.S. GOVERNMENT PROGRAMS

Live swine producers in the United States receive no direct payments from the Federal
Government and do not participate in any price support programs, but the USDA does have authority to
buy certain processed pork products (primarily ground pork and smoked fully cooked hams) under
commodity purchase programs. The Secretary of Agriculture can purchase pork products under the

following circumstances: (1) when surpluses exist; (2) to provide lunches for schoolchildren through the

1 %= questionnaire response, note to table I11I-10.

2 Petitioners’ representative was contacted in an effort to determine whether there are any industry data on sow
and boar profitability which could supplement the questionnaire responses. The response was negative. E-mail from
##% February 3, 2005.

B The data do not include owner labor.

" Based on the USDA information reported in app. C (final and preliminary phase), market hogs averaged 271
pounds per head in 2001, 273 pounds per head in 2002, and 278 pounds per head in 2003. These amounts were used
to convert the market-hog-per-hundredweight values reported in table VI-5 to an estimated per-head value.

VI-9



Table VI-5

Live swine: Hog production cash costs and returns per hundredweight gain, 2001-03

1 Note: .Other income includes the value of manure preduction. Other operating costs include odor and control

| fees, permits, licenses, and other regulatory costs,

. Source: Compiled from official statistics of the USDA,

2001 | 2002 2003
o B 1 Value (per cwi)
Gross value of production: e
Market hogs $42.97 |  $3250 i $36.20
Feeder pigs 14.35 | 124 1236
Cul stock 1.39 089 107
___ Breeding stock 1.01 0.66 0.81
~ Inventory change 063 | 0.42 0.78
_ Otherincome 1.85 1.32 . 1.52
_Total gross value of production | - 62.00 47.03 52.74
Cash expenses: -
Feed -- .
Grain 534 | 6.23 ' 5.88
Protein sources | 4B2| 4.68 | 4.90
Complete mixes S B 102z 10.43 11.09
Other feed items o - 018 0.18 | 0.18
| Total feed cost. 20.36 21.52 | 22.05
Other variable expenses: |
| Feeder pigs 16.63 12.99 14.38
Veterinary and medicine 1.10 1.08 1.10
Bedding and litter 0.03 0.03 0.03
Marketing 1.05 1.04 | 1.07
Custom services 0.42 ! 0.41 0.42
Fuel, lube, and electricity 1.32 1.17 145
Repairs _ 0.78 079 0.79
Hired tabor 2.39 256 | 270
Other operating costs 0.04 o go4,| 004
Interest on operating capital 0.70 033 022
Total, variable operating costs 44.82 4195 | 44.25
Fixed expenses: o R
General farm overhead 0.97 gge| 100
Taxes and insurance 0.46 0.45 0.45
Depreciation 10.74 ; 10.53 : 10.69
Total fixed expenses 12.17 11.97 - 12.14
... Totalexpenses ~.56.99 53.92 96.39
Gross value of production
| less expenses 5.01 (6.89) (3.85)

VI-10



Table VI-6

Live swine: U.S. production cash costs and returns for hog production, farrow-to-finish, farrow-
to-feeder pig, and feeder pig-to-finish, 2003

Farrow-to- ‘ Feeder pig- :

Hog Farrow-to-
ltem production finish | feeder pig to finish
Value (per cwi)
Gross value of production. |
_Market hogs $36.20 $35.86 $1.78 | $43.23
| Feeder pigs 12.36 0.87 102.91 0.33
Cult stock 1.07 174 2.53 0.30
Breeding stock 0.81 0.8 0.17 0.31
Inventory change 0.78 0.08 (4.57) 2.04
Other income 1.52 1.58 1.39 1.49 !
Total gross value of production 52.74 4011 | 104.21 47.70
| Cash expenses:
| Feed -- o
| Grain 5.88 9.70 1.96 3.77
| Protein sources 4.90 8.81 0.92 2.49
Complete mixes 1.09| 491 26.98 13.41
Other feed items .08 ] 0.33 0.24 0.06
Total feed cost i - 22.05 23.75 30.10 19.73
Other variable expenses:
Feeder pigs 14.38 0.09 0.59 25.44
Veterinary and medicine 1.10 1.51 2.77 0.48
Bedding and litter 0.03 0.04 0.08 0.01
Marketing 1.07 0.39 883| 093
Custom services 0.42 0.32 0.29 - D.46
Fuel, lube, and electricity 1.45 1.69 4.08 0.83
Repairs 0.79 1.19 1.15 0.39
Hired labor 2.70 3.47 14.06 077
Other operating costs 0.04 | 0.04 0.04 - 0.03
Interest on operating capital 0.22 0.15 0.23 0.26
Total, variable operating costs 44.25 32.64 57.20 49.31
Fixed expenses:
______ General farm overhead _1po 134 1.61 0.65
| Taxes and insurance 0.45 0.55 0.94 0.32
Depreciation 10.69 12.08 : 2804 | 690
Total fixed expenses 12.14 13.97 30.59 7.87
Total expenses ~58.39 46.61 87.79 57.18
Gross value of production
less expenses (3.65) (6.50) 1642 | (9.48)

VI-i1

Note: Other income includes the value of manure production. Other operaling costs include odor and control
fees, permits, licenses, and other regulatory costs,

Source: Compiled from official statistics of the USDA.




National School Lunch Program; and (3) to provide food to the elderly, needy families, and other
charitable institutions. During fiscal year 2004 (through September 2003), the USDA purchased 26.8
million pounds of pork totaling $29.8 million."”” The USDA purchases onlty pork products of 100-percent
domestic origin.'®

15 Frozen Pork, Purchases by Vendor, fiscal year 2004, Livestock and Seed Program, AMS. USDA.
www.ams.usda.gov, retrieved January 24, 2003.

18 «“YVeneman announces $30 million purchase of pork products,” USDA News Release, www usda.gov, retrieved
April 22, 2004.
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PART VII: THREAT CONSIDERATIONS

The Commission analyzes a number of factors in making threat determinations (see 19 U.S.C. §
L677(THF)()). Information on the volume and pricing of imports of the subject merchandise is presented
in Parts IV and V, and information on the effects ol imports of the subject merchandise on U.S.
producers’ existing development and production efforts is presented in Part VI. Information on
inventories of the subject merchandise; foreign producers’ operations, including the potential for
“product-shifting;” any other threat indicators, if applicable; and any dumping in third-country markets,
follows.

The Commission sent questionnaires to 88 firms identified in the petition as possible Canadian
producers/exporters of subject merchandise, as well as to numerous Canadian live swine producers
identified in information provided by Customs. Thirty Canadian producers/exporters of live swine
provided responses to the Commission’s request for information. However, for complete coverage of
the Canadian industry, a number of other sources are used herein, including data from Statistics Canada
and the Foreign Agriculture Service of the United States Department of Agriculture (“FAS-USDA”).

THE INDUSTRY IN CANADA

The industry in Canada is much less geographically concentrated than that of the United States,
reportedly providing several advantages, especially in the area of health, but also making it more difficult
to present a solid overview. This geographic disbursement of farms and facilities means that trends vary
across the country with regard to inventories and specializations. For instance, from October 1, 2003 to
October 1, 2004, four Canadian provinces expanded their breeding herds while three saw a decline.! One
definite observation, however, is that Canadian farmers, animal producers, and provincial governments
have promoted livestock operations as growth industries since the mid-1990s. It was then that the Crow
Rate rail subsidies on the export of grain out of the prairie provinces were repealed. This resulted in the
expansion of the live swine industry where grain was cheap and readily available, but also reportedly
meant that the swine farmers would be dependent on exports.” This explanation is in contrast to the
situation that evolved in the United States where proximity to abundant supplies of feed increased the
industry’s finishing efficiency rather than production.

Petitioners have alleged that certain government programs have bolstered the growth of the
Canadian swine imdustry. These include the Canadian Agriculture Income Stabilization (“CAIS™)
program, designed 1o provide assistance to producers hurt as a resuit of BSE or other factors, which paid
out $777 million in 2004.> Also mentioned was the Agriculture Revenue Stabilization Program
(“ASRA™) in Quebec. This program attempts to stabilize farm incomes and has been described as
yielding an average payment over the last ten years of $15 per animal.’

Data for the Canadian live swine industry for 2002-04 are presented in table VII-1. Table VII-2
presents live swine inventories by province in Canada.

! Hog Statistics, Statistics Canada, 2004, vol. 3, no. 4.
? Hurt, Chris, “2005: Another Great Hog Year,” Grain Price Outlook, January 2005.
* The Daily, Statistics Canada, Thursday, February 24, 2005.

4 Powell, Doug, AnimalNet, September 2, 2004,

hitp:archives.foodsafetynetwork cafanimalnet/2004/9-2004/animalnet_sept_2-2.htm, retrieved March 10, 2005.
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Table VII-1

Live swine: Canadian breeding stock, inventories, production, and shipments, 2002-04

ltem 2002 2003 2004
Quantity (1,000 head)
Breeding stock’ 1,512 1,568 1,617
Production® 32,406 34,242 36,083
Production® 29,645 31,308 32,807
Shipments:
Internal consumption 0 0 0
Home market* 23,613 24,022 24,524
Exporis to--
The United States:
Feeder swine 3,758 4,971 5,622
Swine for slaughter 1,967 2,458 2,876
Total 5,726 7,429 8,498
All other markets ) 0 0
Total exports 5,726 7,429 8,498
Total shipments 29,339 31,453 33,022
End-of-period
inventories 14,672 14,623 14,675
Ratios and shares (percent)
Share of total quantity of
shipments:
Internal consumption 0.0 0.0 0.0
Home market 80.5 76.4 743
Exports to--
The United States:
Feeder swine 12.8 15.8 17.0
Swine for slaughter 6.7 7.8 8.7
Total 19.5 2356 257
All other markets 0.1 0.0 0.0
All export markets 19.5 2386 25.7

*1 ess than 500 head.

"Breeding stock as of January 1 of each year, figure for January 1, 2005 is 1,647
? Canadian pig crop {pigs bormn).

ITotal of the number of pigs born during each quartsr that were sither on hand at the end of the guarter or had been sold.
“ Slaughter plus deaths and condemnations.

Nate.--Because of rounding, figures may not add to the totals shown.

Source: Gompiled from "Hog Stafistics, Statistics Canada, 2005, vol. 4, no. 1,” report supplied by Siatistics Canada; export data
compiled from official Commerce statistics.
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Table VII-2
Live swine: Canadian inventories, by province, as of January 1, 2002-04

Province 2002 2003 2004
(1,000 head)

Quebec ' 4,291 4,280 4,250
Ontario 3,525 3,661 3,670
Manitoba - 2,688 2,825 2,852
Alberta 2,125 2,140 2,050
Saskatchewan 1,180 1,230 1,265
Atlantic 390 374 366
British Columbia 168 162 170

Total 14,367 14,672 14,623
Note.--The Atlantic region consists of the provinces of New Brunswick, New Foundland and Labrador, Nova
Scotia, and Prince Edward Island; per telephone conversation with Ganadian embassy on March 24, 2005.
Source: Statistics Canada (Hog Statistics, 2005, vol. 4, no. 1, Catalogue No. 23-010-XIE, tables 1,2 & 3).

Resporidents have alleged that the low concentration of Canada’s swine industry, coupled with
the Canadian climate, provides several comparative advantages when it comes to the production of live
swine. They claim that the wide distribution of farms has a large effect on the overall health of swine
herds, including the spread of infectious diseases like PRRS. They also contend that the climate, most
importantly the relatively cool Canadian summers, allegedly makes breeding herds more etficient when
compared to those in the United States, and that pig producers in Canada have to cope with
comparatively fewer seasonal infertility problems brought on by late summer heat stress; relatively cool
weather also allegedly allows farmers to heavily feed their animals and bring them to market sooner.
Petitioners dispute the validity of these claims, arguing that it is the age of a facility that dictates sow
productivity,” and that a study by GREMIP (Canada) indicates that approximately 80 percent of swine
herds in Canada are affected with PRRS, whereas the USDA estimates that 59 percent of swine herds in
the United States are infected.® In any event, the net effect is that Canadian sows have outperformed
their 1.S. counterparts in terms of pigs per litter and pigs per breeding animal per year.

Canada contends with the same types of environmental concerns regarding production and
facility expansion that the United States does, especially with regards to manure and water quality.
Similar to the United States, the regulations and Testrictions governing producers are mainly enacted by
provincial and municipal governments, and vary across them. According to the Ontario Ministry of
Agriculture, Food and Rural Affairs, Canadian producers already pay more than U.S. producers for
manure treatment.’” Meanwhile, Manitoba generally appears to be the least restrictive of intensive

3 Petitioner’s prehearing brief, p. 32.
® Petitioners’ posthearing brief, answers to questions by the Commission, p. 29.

7 “World Hog Production: Constrained by Environmental Concerns?”, ERS, USDA, Agricultural Outlook,
March 1998.
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livestock operations.® Respondents indicated that Canada does not have the anti-corporate measures
prohibiting large expansion that many U.S. states have in place. Two laws mentioned in the hearing
pertaining to these restrictions were 1-300 in Nebraska and Amendment E in South Dakota, both of which
prohibit out-of-state investment in hog production facilities.”

As of January 1, 2005, Canada had a swine inventory of 14.7 million pigs.'® This was an
increase of 0.4 percent over the number from a year before, and a 2.1 percent increase from January I,
2002. Moreover, Canada’s breeding stock as a whole increased 8.9 percent from January 1, 2002 to
January 1, 2005, with a beginning sow inventory of 1.6 million head in 2005, up 4.8 percent from 2003."
This rise in breeding stock led to 36 million pigs born in 2004, an increase of 11.4 percent from 2002."
Over the period of investigation, production of live swine in Canada increased 11.4 percent while the
number of hogs slaughtered rose 3.3 percent.”* These numbers appear in line with reports that production
is outstripping slaughter capacity in Canada, creating an additional impetus for export."* However,
capacity is set to expand in the domestic Canadian market. ***. Table VII-3 presents the number of
hogs slaughtered in federally inspected facilities in Canada from 2002 to 2004.

I?vt:esyv'ilnz: Number of hogs slaughtered in Federally inspected establishments in Canada, 2002-04
Calendar year
ltem 2002 2003 2004
Number of animals
Hogs slaughtered 20,802,925 21,185,447 21,744,000

Source: 2004 data: Agriculture and Agri-Foed Canada, Hog Statistics at a Glance, for the week ending
December 25, 2004 and January 1, 2005 combined found at

hitp:/ fwww.aqr.qe.ca/misb/aisd/redmeat/weeklyhogsupplycalendar.htm. 2002-0G3 data: Agriculture and Agri-
Food Canada, 2003 Annuat Livestock and Meat Report, found at

hitp:/Awww agr.qe.ca/mish/aisd/redmeat/Q3tabl27.xls.

Canadian exports in 2004 reached a record 8.6 million head, with 8.5 million going to the United
States. This was a 48- and 14-percent increase from the exports to the United States for 2002 and 2003,
respectively.” In 2004, subject U.S. imports from Canada accounted for *** percent by head, and ***
percent by weight of the total U.S. market. Increases in exports to the United States were seen for
weanlings/feeder pigs as well as for hogs for immediate slaughter, with increases of 51 and 43 percent,

8 «A Review of Selected Jurisdictions and Their Approach to Regulating Intensive Farming Operations™, Ontario
Ministry of Agriculture and Food, http://www gov on.ca/OMAFR Afenglish/agops/otherregs2. hitm, retrieved March
9, 2005.

% Hearing transcript, p. 275 (Becker), p. 276 (McCullogh}.
10 The Daily, Statistics Canada, Thursday, Febrnary 17, 2005.

" USDA Foreign Agricultural Service GAIN REPORT, “Canada Livestock and Products Semi-Annual 2005,
Report Number: #CA 5004, January 31, 20035,

? Hog Statistics, Statistics Canada, 2005, vol. 4, no. L.
* Thid.

¥ Friesen, Ron, “Hog Producers Say US Report Proves They’re Not Subsidized,” agcanada.com, December 9,
2004,

15 The Daily, Statistics Canada, Thursday, February 17, 2005.
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respectively, from 2002 to 2005."° Weanlings and feeder pigs accounted for 67 percent of total live
swine exports to the United States in 2004."" Exports surged towards the end of 2004 when workers at
Quality Meat Packers in Toronto went o strike, resulting in an additional 20,000 head per week being
exported live for all of November 2004."® The strike ended and the plant restarted operations during the
first week of December.

The decline of the dollar may have an effcct on the Canadian live swine industry, especially on
farrowing units, which price their output in U.S. dollars while many of their inputs are priced in
Canadian dollars."”” A declining dollar means less returns for Canadian farmers, and could curtail
expansion or willingness to export to the United States. Changes within the live swine market are further
discussed in the questionnaire responses of Canadian producers. Paramount among these is the
contention that increased U.S. imports of Canadian weanlings are a result of U.S. demand for healthy
animals and the imbalance of supply caused by the U.S. industry’s focus on live swine finishing.

In response to a question in the Canadian produecers’ questionnaire, seven firms replied “Yes”
when asked if they or a related firm has the capability or intention to produce live swine inside the
United States. Sixteen firms said “Yes” to having plans to import live swine into the United States. Only
one foreign producer, ***, reported that a U.S. firm has ownership interests in its facilities, and stated
that it replaced U.S. farrowing capacity, citing the decision of the U.S. owners to focus their domestic
operations on finishing pigs.

Three questionnaire respondents indicated plans to expand production capacity of live swine in
Canada, referring to the purchase of additional sows, farrowing facilities, and finishing capacity. Sales
of live swine dominated the overall total sales of nearly all the responding firms and farms as they
accounted for over 50 percent of all sales for 23 firms and over 95 percent for 18. Only five firms used
the same acreage, equipment, or facilities used for live swine in their production of other products,
mostly corn and soybeans used as feed for the pigs themselves.

Table VII-4 presents the number of responding Canadian firms whe describe themselves as
falling within each of the listed categories of operations.

¥ 1USDA Foreign Agricultural Service GAIN REPORT, Canada Livestock and Products Semi- Annual 2005,
Report Number CA 5004, January 31, 2005,

" Bridson, Randy, “Pig imports swell as U.S., Canada ‘integrate”,” tarmweek.ilfb.org, January 5, 2003, retrieved
January 28, 2003.

1 JSDA Foreign Agricultural Service GAIN REPORT. Canada Livestock and Products Semi-Annual 2003,
Report Number CA 5004, January 31, 2005.

* Informa Economics, Inc., “Hog & Pork Update, ITP04-15,” December 29, 2004, p. 6.
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Table VIi-4
Live swine: Responding Canadian producers, by type of firm, 2002-04

Hem 2002 2003 2004
Number of firms
Swine farrowing 4 4 4
Swine nursery 4 4 5
Swine feeder/finisher 4 4 2
Farrow-to-finish 8 8 8
importer/broker/distributor 14 14 15
Packer 1 1 1
Other 3 4 4

Note.--Several firms defined themselves using more than cne of the categories.

Source: Compiled from data submitied in response to Commission questicnnaires.

Seven gquestionnaire respondents said that they had experienced a shift in their production stages;
however, it is apparent from the table above that such a shift was not dramatic, as their self-descriptions
remained constant over the time period. What six of those firms described was an increased efficiency in
other production stages, but not enough to change their main specialization. Sow efficiencies, breeding
stocks, and finishing capacity were the stages mentioned. The variations in skill level associated with
each production syster discussed in Part I of this report may help to explain why more firms have not
shifted their production stages.

Table VII-5 presents the number of responding Canadian firms that fell into various health
categories with regards to PRRS at all stages of production for the years 2002 to 2004.

Table VII-5
Live swine: Responding Canadian firms’ PRRS status, 2002-04
2002 2003 2004
PRRS-negative herd 11 11 12
PRAS-positive herd, no outbreaks 7 7 8
PRRS-positive herd, with outbreak 0 0 3

Source: Compiled from data submitted in response to Commission guestionnaires.

Despite the relatively few responses, the data appear to confirm what was mentioned above
regarding pig health in Canada, especially as it relates to PRRS. The low number of outbreaks compared
to those of reporting U.S. producers may be indicative of a lower-virulence strain of the disease, making
it much more manageable. All the reporting firms that had PRRS-positive herds, but no outbreak,
reported minimal costs due to the weak strains their herds had. The three firms that did cxperience
outbreaks had a range of costs resulting from early mortality and sow abortions from $1,950 to $52,000.
Furthermore, three firms replied that they had implemented changes to their operations to reduce the
incidence or impact of PRRS. The precautions taken inciuded testing, vaccinations, installation of an on-
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farm truck wash, and the construction of a quarantine barn. Costs estimates ran from $6.000 per year for
testing to $90,000 per year for all the improvements listed above.

Four Canadian producers reported that they experienced a shift from Canadian to U.S. customers
from 2002 to 2004, and nine Canadian firms responded “Yes” to increasing their sow inventories. All
explained the respective shift and expansjon as a result of the increased U.S. demand for weanlings and
feeder pigs. Vertical integration within the U.S. industry has reduced the number of independent
farmers, and the total U.S. breeding stock has decreased by 1 percent between December 2002 and
December 2004.% Reportedly, U.S. packers are no longer responding to seasonal changes in supply and
instead are pursuing economies of scale by operating at full capacity year-round.”** Firms cited the
increased incentives, such as floor prices of $28 to $32, that U.S. packers are providing and the benefit of
having an essentially farrow-to-finish production operation without the capital cost of building barns.
These close cross-border links support the notion of a continually integrating market for the United States
and Canada. This is reflected in the fact that 25 out of 28 Canadian firms said that there was a single
North American market for live swine.

U.S. IMPORTERS’ INVENTORIES

Data on U.S. importers’ inventories are not available because of the nature of the importation and
distribution process. Live swine for immediate slaughter are primarily imported/purchased by meat
packers. Once producers raise hogs to the desirable slaughter weight and body fat composition, the hogs
femain at peak weight and body fat composition for only a short time. There is no economic incentive to
keep inventories of slaughter hogs. Live swine that enter the United States at younger stages, e.g.,
weanlings, are imported/purchased by U.S. finishers who feed them until they grow to full slaughter
weight.

BROKERS/DISTRIBUTORS/IMPORTERS’ IMPORTS SINCE DECEMBER 31, 2004

Brokers/distributors/importers were asked whether they imported or arranged for the importation
of live swine from Canada for delivery after December 31, 2004. Seventeen of the responding firms
indicated that they had arranged for imports on a contractual basis with U.S. firms. Quantitics of swine
ranged from 100 per day and 7,000 per week to 400 head for the entire month of April. The typical
response was that orders were based on weekly contracts that were rarely specified more than two weeks
in advance. A good example of this contractual volatility is *** which imported 2,700 live swine for the
week of January 3-7, but onfy 195 for the week of January 18-21. With regard to mmports for 2005, a
recent USDA publication stated that “projected increased hog slaughter capacity in Canada and little to
no increase in the total pig crop is expected to result in a small decline in the level of live Canadian hog
exports to the United States.””

2 Quarterly Hogs and Pigs, National Agricultural Statistics Service, USDA, December 2004.

2 Friesen, Ron, “Hog Producers Say US Reporl Proves They're Not Subsidized,” ageanada.com, December 9,
2004.

2 Reporiedly, U.S. finishing capacity cutstripped the U.S. pig crop by 9.9 percent in 2004. Prehearing brief of
the Manitoba Pork Council, exh. 14.

% USDA Foreign Agricultural Service GAIN REPORT, Canada Livestock and Products Semi-Annual 2005,
Report Number CA 5004, JTanuary 31, 2005
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COUNTERVAILING AND/OR ANTIDUMPING DUTY ORDERS IN THIRD COUNTRIES
None of the Canadian questionnaire respondents cited any countervailing or antidumping duty

orders on live swine from Canada in any country other than the United States, and there are no known
such investigations in any country other than the current antidumping investigation in the United Staies.
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INTERNATIONAL TRADE
COMMISSION

[Investigations Nos, 701-TA—438 (Final) and
T31-TA-1076 (Final}]

Live Swine From Canada

AGENCY: United States International
Trade Commission.

ACTION: Scheduling of the final phase of
countervailing duty and antidumping
investigations.

SUMMARY: The Commission hereby gives
notice of the scheduling of the final
phase of countervailing duty
investigation No, 701-TA~438 (Final)
under section 705(b) of the Taritf Act of
1930 (19 U.S.C. 1671d(b}} (the Act) and
the final phasc of antidumping .
investigation No. 731-TA-1076 [Final)
under section 735(b) of the Act (19
U.S.C. 1673d(b)) to determine whether
an industry in the United States is
materially injured or threatened with
material injury, or the establishment of
an industry in the United States is
materially retarded, by rcason of less-
than-fair-value and allegedly subsidized
imports from Canada of live swine,
provided for in subheadings 0103.91.00
and 0103.92.00 of the Harmonized Tariff
Schedule of the United States (HTS).1
For further information concerning
the conduct of this phase of the
investigations, hearing procedures, and
rules of general application, consnlt the
Commission’s Rules of Practice and
Precedure, part 201, subparts A through
E (19 CFR part 201), and part 207,
subparts A and C (19 CFR part 207).

DATES: Effective October 20, 2004.

FOR FURTHER INFORMATION CONTACT:
Michacl Szustakowski (202-205-3188),
Office of Investigations, U.5.
International Trade Commission, 500 E
Street SW., Washington, DC 20436.
Hearing-impaired persons can obtain
information on this matter by contacting
the Commission’s TDD terminal on 202—
205-1810. Persons with mobility
impairments who will need special
assistance in gaining access to the
Commission should contact the Office
of the Secretary at 202-205-2000,
General information concerning the
Commission may aiso be obtained by
accessing its Internet server (hitp://

1 Tor purposes of those investigations, the
Department of Commerce has defined the subjoct
merchandise as all Hive swine from Canada except
breeding swine, Live swine are defined as four-
legged, moenogastric (single-chambered stomach).
and litter-bearing (Hilers typically range from 8 to
12 animals), of the species sus scrofo domesticas.
This merchandise is currenily provided for in HTS
statistical reporting mumbers 0103910018,
0103.91.0020, 0103.91.0030, 0103.92.0010, and
0103.92.0090.
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www,usitc.gov). The public record for
these investigations may be viewed on
the Commission’s electronic docket
(EDIS) at hitp://edis.usite.gov.
SUPPLEMENTARY INFORMATION:
Background. The final phase of these
investigations is being scheduled as a
result of an affirmative preliminary
determination by the Department of
Commerce that live swine arc being sold
in the United States at less than fair
value within the meaning of section 733
of the Act (19 U.S.C. 1673b). The
investigations were requested in a
petition filed on March 5, 2004, by the
National Pork Producers Council and
numerous state associations and
individual pork producers.

Although the Department of
Commerce has preliminarily determined
that imports of live swine from Canada
are not being and are not likely to be
subsidized, for purposes of efficiency
the Commission hereby waives rule
207.21(b) ? so that the final phase of the
investigations may proceed
concurrently in the event that
Commerce makes a tinal affirmative
determination with respect to such
imports.

Participation in the investigations and
public service list. Persons, including
industrial users of the subject
merchandisc and, if the merchandise is
sald at the retail level, representative
consumer organizations, wishing to
participate in the final phase of these
investigations as parties must file an
entry of appearance with the Sccretary
to the Commission, as provided in
section 201.11 of the Commission’s
rules, no later than 21 days pricor to the
hearing date specified in this notice. A
party that filed a notice of appearance
during the preliminary phase of the
investigations need not file an
additional notice of appearance during
this final phase. The Secretary will
maintain a public service list containing
the names and addresses of all persons,
or their representatives, who are parties
to the investigations.

Limited disclosure of business
proprietary information {BPI} under an
edministrative protective order {APO}
and BPI service list. Pursuant to section
207.7{a) of the Commission’s rules, the
Secretary will make BPI gathered in the
final phase of these investigations
available to authorized applicants under
the APO issued in the investigations,
provided that the application is made
no later than 21 days prior to the

= SBection 207.21(h) of tha Commission's rules
provides that, where the Department of Commerce
has issued a negative preliminary determination,
the Commiission will publish & Final Phase Natice
of Scheduling upon roceipl of an affirmative final
determination from Commerce.

hearing date specified in this notice.
Authorizad applicants must represent
interested parties, as defined by 18
U.S.C. 1677(9), who are parties to the
investigations. A party granted access to
BPI in the preliminary phasc of the
investigations need not reapply for such
access, A separate service list will be
maintained by the Secretary for those
parties anthorized to receive BPI under
the APO.

Stuff report, The prehearing staff
report in the final phase of these
investigations will be placed in the
nonpublic record on February 22, 2005,
and a public version will be issued
thereafter, pursuant to section 207.22 of
the Commission’s rules.

Hearing. The Commission will hold a
hearing in connection with the final
phase of these investigations beginning
at 9:30 a.m. on March 8, 2005, at the
U.S, International Trade Commission
Building. Requests to appear at the
hearing should be filed in writing with
the Secrstary to the Commission on or
before February 25, 2005. A nonparty
who has testimony that may aid the
Comemission’s deliberations may request
permission to present a short statement
at the hearing. All parties and
nonparties desiring to appear at the
hearing and make oral presentations
should attend a prehearing conference
to be held at 9:30 a.m. on March 2, 2005,
at the U.S. International Trade
Commission Building, Oral testimony
and written materials to be submitted at
the public hearing are governed by
sections 201.6{b)(2), 201.13({f), and
207.24 of the Commission’s rules.
Parties must submit any request to
present a portion of their hearing
testimony i camera no later than 7
days prior to the date of the hearing.

Written submissions. Each party whao
is an interested party shall submit a
prehearing brief to the Comnission.
Prehearing briefs must conform with the
provisions of scction 207.23 of the
Commission’s rules; the deadline for
filing is March 1, 2005. Partics may also
file written testimony in connection
with their presentalion al the hearing, as
provided in section 207.24 of the
Commission’s rules, and posthearing
briefs, which must conform with the
provisions of section 207.25 of the
Commission’s rules. The deadline for
filing posthearing briefs is March 15,
2005; witness testimony must be filed
no later than three days before the
hearing. In addition, any person who
has not entercd an appearance as a party
to the investigations may submit a
written statement of information
pertinent to the subject of the
investigations, including statements of
support or oppasition to the petition, on

or before March 15, 2005, On March 30,
2005, the Commission will make
available to parties all information on
which they have not had an opportunity
to comment, Parties may submit final
comments on this information on or
before April 1, 2003, but such final
comments must not contain new factual
information and must otherwise comply
with section 207.30 of the Commission’s
rules. All written submissions must
confarm with the provisions of section
201.8 of the Commission’s rules; any
submissions that contain BPI must also
conform with the requircments of
scctions 201.6, 207.3, and 207.7 of the
Commission's rules. The Commission’s
rules do not authorize filing of
submissions with the Secretary by
facsimile or electronic means, except to
the extent permitted by section 201.8 of
the Commission’s rules, as amended, 67
FR 68036 (November 8, 2002).

Additional written submissions to the
Commission, including requests
pursuant to section 201.12 of the
Commission’s rules, shall not be
accepted unless good cause is shown for
accepting such submissions, or unless
the submission is pursuant to a specific
request by a Commissioner or
Commission staff.

In accordance with sections 201.16(c)
and 207.3 of the Commission’s rules,
each docurmnent filed by a party to the
investipations must be served on all
other parties to the investigations (as
identificd by cither the public or BPI
service list), and a certificate of service
must be timely filed. The Secretary will
nat accept & decument for filing without
a certificate of service.

Authority: These investigations are being
conducted under anthority of litle VIT of the
Tariff Act of 1930; this notice is published
pursuant to section 207.21 of the
Commission’s rules.

Issued: November 12, 2004.
By order of the Commission.
Marilyn R. Abbott,
Secretary to the Commission,
[FR Doc. 04—25496 Filed 11-16-04; 8:45 am]
BILLING CODE 7020-02-P
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Secretary for Economic Development
David A. Sampson. E-mail submissions
must be addressed to saci@eda.doc.gov
and should include all nomination
materials (including attachments) in a
single transmission. The Department
strongly encourages applicants to
submit nominations by facsimile or e-
mail. Nominations sent by postal mail
may be substantially delayed in
delivery, since all postal mail sent to the
Department is subject to extensive
security screening.

FOR FURTHER INFORMATION CONTACT: The
Office of Chief Counsel, Economic
Development Administration,
Department of Commerce, Room 7005,
1401 Constitution Avenue, NW.,
Washington DC 20230, telephone (202)
4824687,

SUPPLEMENTARY INFORMATION: On
February 3, 2005, the Secretary of
Commerce (the “Seccretary”) and the
Secretary of Housing and Urban
Development jointly annouonced the
President’s Strengthening America’s
Communities Initiative (the
“Initiative™). The Initiative proposes to
transfer and consolidate 18 Federal
economic and community development
programs from the Departments of
Agriculture, Commerce, Health and
Human Services, Housing and Urban
Development and Treasury within the
Department, ultimately comprising a
%3.71 billion unified grant program,

On Tebruary 9, 2005, the President’s
Domestic Policy Council requested the
Secretary form the Committee, The
objectives and duties of the Committec
will be to provide advice and
recommendations to the Secretary, and
to develop a comprehensive written
report of policy parameters to assist in
implementing the Initiative, including
advising on its legislation, regulations
and other guidance. The Committee’s
report will encompass 