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PREFACE!

On October 11, 1988, the United States International Trade Commission instituted
investigation 332-262, The Economic Effects of Significant U.S. Import Restraints, in
response to a request from the Committee on Finance of the U.S. Senate. The
investigation, conducted under section 332(g) of the Tariff Act of 1930, is being
conducted in three one-year phases. This report, phase II of the investigation, examines
restraints in the agricultural and natural resource sectors. Phase 1 of the investigation,
completed in September 1989, examined imported manufactures. Phase III of the
investigation, due in 1991, will examine the service sector and will provide a general
equilibrium analysis of the import restraints considered in phases I and II.

The report includes an assessment of the effects of significant agricultura! and natural
resource import restraints on consumers, on the output and profits of U.S. firms, on the
income and employment of U.S. workers in the protected industry, and on the net
economic welfare of the United States. In addition, the effects of the restraints on the
employment, profits, and output of significant downstream industries are examined. A
summary of the Commission's findings begins on page vii.

The Commission received the request on September 12, 1988. (See appendix A.)
Phase II of the investigation was initiated on July 28, 1989. Public notice of phase II was
given by posting a copy 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 October 4, 1989 (vol. 54, No. 191, p.40915). (See appendix B.)

A public hearing in connection with the investigation was held at Commission on
March 7, 1990. (See appendix C.)

' Acting Chairman Brunsdale did not participate in (he preparation pproval of those portions of
this report 1hal periain $0.restraints onn:um. ore
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EXECUTIVE SUMMARY

This report is the second phase of a three part study that examines the economic
effects of significant U.S. import restraints on consumers, on the output and profits of
firms, on the income and employment of workers, on downstream customers of the
protected industries, and on the net economic welfare of the United States. These
effects are examined on an industry-by-industry basis.

This phase focuses on nontariff restraints in the agricultural and natural resource
sectors.' The first phase of the investigation, completed in September 1989, was
confined to manufactured imports.2 The third phase, scheduled for release in 1991, will
examine the service industries and provide a general equilibrium analysis of the import
restraints considered in phases I and II. '

Five agricultural industries are identified as having significant nontariff im
restraints. Four of the industries—sugar, dairy, peanuts, and cotton —are protected by
import quotas. The fifth industry, meat, is protected through voluntary export restraints
(VERs). The value of production in each of the five industries exceeds $100 million.

Results

Interpreting the results

domln each of the mducsgies smnillied. ouawls im&on Mremm‘ mis used in conjtmcdondwiﬂ;
estic programs to achieve policy g with re to the price, output, or trade o
the commodity. Tokohwmeeffemofmehnponumm&omomuhmm.
we hold the me and production of domestic farmers constant. Spe y, we
calculate the effects of removing the import restraint while replacing domestic price
supports with 3 per-unit subsidy equal to the difference between the price and
the world price. In this way, farm income and farm production are held constant, but
removing the import restraint lowers consumer prices.3 In the case of meat, there are no
domestic price supports, 50 we do not keep farm income constant in our calculations.

The direct costs of current domestic farm support programs are substantial for the
cotton, peanut, and dairy sectors. The costs of Government subsidies that we report are
increases to the costs of current programs.

The analysis in this study is conducted on an industry-by-industry basis and does not
consider interactions beyond those between the proumcg industry and its immediate
suppliers and customers. Consequently, it is inappropriate to merely sum the estimates
of the effects from this study to get the sconomy-wide effects on consumers, producers,
or welfare. In particular, the interactions ignored in the present analysis are more likely
to be important when more than one import restraint is removed at the same time.* The
medthhinvemp‘ tion will provide estimates which account for these

The estimates of employment effects need to be interpreted carefully. Specifically,
the change in employment refers only to changes in the industry under investigation and
are not economy-wide job gains or losses. In fact little, if any, net change in overall

Y The study excludes import restraints imposed as a result of antidumping and countervailing
mmmmb?&mmmdwmmmmmmm%

& Ths Economic Effects of S Y cant U.S. Import Resiraints, Phase I: Menyfacturing, USITC
mmmzzzz.o:ﬂu.w!u.mm mpo

8 The reader should be aware that the scenario in this differs in at Jeast two t
mumumwwmwndmumwumw%ymmu Wm
current U.S tions would




employment would have been expected to result from the removal of these import
restraints.

Finally, the effects estimated in this study are for a one year period. If the markets
were allowed to adjust over a longer period, the change in the quantity of imports would
be tend to be proportionally larger than the one year effects reported. Whether the
change in prices, consumer benefits, and net national welfare would be greater or less
than the one year effects is unclear. The estimated import increases would tend to be
large, proportionately, for dairy, cotton and peanuts because imports of these goods are
currently such a small share of the U.S. market and are subject to such high import
restraints.

Estimates of the effects of significant import restraints

Tables A and B summarize the estimates for the effects of unilaterally eliminning
significant mon restraints in the agricultural and natural resources sectors during 198
and 1989 e holding the income and production of domestic farmers constant. The
tables highlight the effect on consumers, the Government, and net national welfare; the
effect on prices and quantities of both the domestic and imported commodity; and the
effect on employment in downstream industries that are significant users of the
commodity.

Consumers gain from the removal of import restraints because the price of both the
import and the competing domestic product decrease. These benefits are reported
separately. The cost to the Government of maintaining farm income and production
when the restraint is eliminated is reported as “producer subsidy cost.”® The difference
between the gain to the consumer and the cost to the Government (and, ultimately, to
the taxpayer) is the net increase in national welfare.

Sugar—The consumer cost of the sugar quotas was well over a billion dollars in both
1988 and 1989. Even holding farm income and production constant through a per unit
subsidy, net economic welfare in the United States would have improved by nearly $250
million in 1988 and $150 million in 1989 if the restraint had been eliminated. Further,
the decline in consumer prices would have increassd employment in significant
downstream industries by over 2 percent in 1988 and 1.5 percent in 1989. Finally, sugar
prices would have fallen significantly: the price of imported sugar would have d
over 45 percent in 1988 and over 35 percent in 1989.

Meat—Meat VERs were not negotiated in 1989. In 1988, the last year the VERS
were binding, consumers paid $167 million in higher costs while domestic producers
received $73 million dollars in extra revenue. The net welfare loss to the economy was
thus $94 million dollars. Imported meat prices were nearly 5 percent greater due to the
import restraints.

Peanuts—The effects of removing restraints in the peanut industry would be quite
small. Total consumer benefits would have been over $1 million in 1988 and 1989. The
::t“g.in to United States welfare would have been only $0.2 million dollars. Imports

increase significantly, but the import share would still be less than 0.1 percent of

production.

Cotton—The effects of removing import restraints in the cotton industry during 1988
and 1989 would be very small. Consumer costs of the quotas are well under $1 million

Dairy—The major effect of the dairy restraints would occur in the cheese
market. In both 1988 and 1989, ha removed the restraints would have yielded
consumer benefits over $250 million. umecoaofm:nmﬂghmmmek
accounted for, net national welfare would have risen by $42 ion in 1988 and by 538
million in 1989. Domestic cheese prices would have by approximately § percent
and imported cheese prices would have dropped by approximately 20 percent in1988
and approximately 15 percent in 1989.

S Thase are costs above the existing domestic subsidies.
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The effects of removing import restraints in the fluid milk market would be
concentrated at the U.S. borders. Total consumer benefits from removing the restraints
would have been over.$12 million in 1988 and over $10 million in 1989. The producer
subsidy cost would have been approximately $11 million in 1988 and $9 million in 1989.

Consequently, the net gain to U.S. welfare would have been over $1 million in both
years. The employment effect of removing the quotas would have been negligible.

The effects of removing restraints in the butter market and the condensed and
evaporated milk market are similar in size. Total consumer benefits of removing the
restraints on butter would have been over $4 million in 1988 and $4 million in 1989; the
consumer benefits from removing restraints on condensed and evaporated milk would
have been over $3 million in both years. The net welfare effects would have been less
then $1 million for both products in bath years.

The removal of the quota on sugar, which has a large market share under quota,
results in relatively large domestic price and economic welfare effects. The removal of a
quota on products such as peanuts, cotton and all dairy products, except for cheese,
whose market shares under quota are less than one percent of domestic consumption,
results in relatively minor domestic price and economic welfare effects. Even a doubling
o;fthese modest import market shares, due to the removal of quotas, results in small
effects.

»







Chapter 1
Introduction

Introduction

This report is the second phase of a three parn
study that examines the economic effects of sig-
nificant U.S. import restraints. This phase focuses
on nontariff restraints in thé a and
natural resource sectors.’ The first phase of the
investigation, completed in September 1989, was
confined to manufactured i 2 The third
phase, scheduled for release in 1991, will exam-
ine the service sector and will also provide, based
on general equilibrium model, the estimated ef-
fects of the import restraints considered in the
first two phases.

Five agricultural industries are identified as
having significant non-tariff import restraints.
Four of the industries—sugar, dairy, peanuts, and
cotton—are protected by import
industry, meat, .was (untl 1989) protected
through voluntary export restraints (VERs). The
value of production in each of the five industries
exceeds $100 million.

In each of the industries studied, the import
restraint is used in conjunction with domestic pro-
grams to achieve policy goals with regard to the
price, output, or trade of the commodity. To iso-
late the effects of border measures in the
presence of domestic programs, we hold the in-
come and production of domestic farmers
constant. In the cases where quotas are used to
protect domestic producers from import competi-
tion, we calculate the effects of replacing
domestic price supports with 8 per unit subsidy
equal to the difference between the support price
and the world price. In this way, farm income
and farm on would remain constant, but
the effect of the quota on consumer prices would
be removed. In the case of meat, there are no
domestic price supports, 5o we do not keep farm
income constant in our calculations.

The study is organized as follows. Chapters 2
through 6 examine the effects of significant im-
port restraints in the sugar, dairy, peanut, cotton,
and mesat industries. In each chapter, the esti-
mates of economic effects are preceded by a brief
history of the U.S. government programs that op-
erate in the industry. Appendix D describes the

used to measure the effect of the
import restraints. Appendix E lists the dats and
parameters used to apply the methodology in
sach industry.

* The study excludes im restraints imposed as a
result of anti-dumping menﬂmmumuu-
tions conducied by the Department of Commerce and the
ITC and section 337 and section 406 investigations

lms:’w:zm' of Significant U.S. Import

anyfacturing, USITC tion

Restraints, Phase I:
2222, October, 1989

quotas. The fifth

Summary of Methodology

The methodology was designed to measure
the economic effects of removing the restraints on
imports of certain agricultural products when the
import-competing domestic producers are shel-
tered from loss by government support payments.
Specifically, we measure the gain to U.S. consum-
ers, the cost to the Government of supporting
producers in the protected sector, the gain to
U.S. producers in industries that are downstream
from the protected sector, and the change in
overall economic welfare of U.S. residents. Con-
sumers gain because removing the import
restraint lowers the price of both the import and
the competing domestic good. The loas to the
Government comes from supporting labor eamn-
ings and profits in the import competing sector
once the restraints are removed. The change in
economic welfare is the gain to consumers less the
loss to the Government.

Removing -an- import- restraint - reduces the
price of the import and induces consumers to
substitute the relatively cheaper import for the
competing domestic good. Consequently, con-
sumption of the import rises, demand for the
domestically produced good falls, and the domes-
tic price and output of the domestic good fall as
well. The gain to consumers from the decline in
the import price is approximately the reduction in
the price multiplied by the quantity consumed.
The gains are twofold. First, removing the quota
reduces the import price and transfers revenue
(quota rents) from the exporting country to do-
mestic consumers. Second, the decline in the
import price allows consumers to increases con-
sumption of the import at the lower price thereby
eliminating the “deadweight loss” of the quota. In
addition, consumers gain from the decline in
price of the domestic good, a gain equal to the
declir:’e in price multiplied by the quantity con-
sumed.

Ordinarily, domestic producers in the import
competing-sector lose when the import restraint is
removed because demand for their output falls.
This output fall causes income losses to labor in
the industry and a reduction in industry profits.
In the present study, we assume that the Govern-
ment will use subsidies to prevent the
import-competing sector from incurring any loss
as a result of removing the restraint. Thus, there
is no producer loss. However, removing the re-
straint imposes a subsidy cost on the Government.

Removing the import restraints increases prof-
its (economic rents to capital) and the income of
labor (economic rents to labor) in downstream in-
dustries (consumers of the protected product).

1-1




import

removed. This increase in the subsidy is a cost to
the Government. Thus, for those industries, the
effect of the import restraint on overall economic
welfare is the consumer gain from lower prices
the import and competing domestic good, less
rise in Government subsidy payments.
to producers in the downstream industri
cluded as part of the consumer gain
lower price of the import and the dom
port-competing good.

In the meat industry, there are no
Government from eliminating the

¥
1

L
3§ 98y

1

straint, because the Government does not suppost
the domestic price of meat. However, because the
price is not supported, cers suffer losses

1-2

Limitations of the Study

The analysis in this study is conducted on an

industry-by-industry basis and does not consider
interactions beyond those between the protected
industry and its immediate suppliers and custom-
ers. Consequently, it is ina iate to

. sum the estimates of the effects from this study to

economy-wide effects on consumers, pro-

phase of this investigation provide estimates
that account for these interactions.

The estimates of employment effects need to
be interpreted carefully. Specifically, the change
in employment refers only to changes in the
downstream industry under investigation and are
not economy-wide job gains or losses. In fact, lit-
tle, if any, net change in overall employment
would be expected to result from the removal of
these import restraints.

Finally, the effects estimated in this study are
for a one year period. If the markets were al-
lowed to adjust over a longer period, the
in the quantity of imports would be tend to
proportionally larger than the one year effects
ported. Whether the change in prices,

greater or less than the one year effects is
clear.

¢ For a more detailed discussion, ses appendix D.
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Chapter 2
Sugar and Sugar-Containing
Products

Introduction

Refined sugar is derived from sugar cane and
sugar beets. In the United States, sugar cane is
grown in Louisiana, Florida, Texas, and Hawail
whereas sugar beets are grown mainly in five re-
gions, Minnesota-North Dakota, Michigan-Ohio,
the Great Plains, the Northwest, and California.
Sugar accounted for the dominant share of U.S.
consumption of sweeteners until 1985, when it
was surpassed by corn sweeteners.! Sugar also
lost market share to low-calorie sweeteners during
the 1980s. During the 1988/89 marketing year,
the United States accounted for approximately 6
percent of both world production and imports of
sugar and for 7 percent of world consumption.

Historically, sugar programs have been aimed '

at supporting the incomes of sugar-cane farmers,
sugar-cane millers, sugar-beet farmers, and sugar-
beet processors by raising the price of sugar.
Producers of substitute sweeteners, in part

high fructose comn slrup (HFCS), also benefit
from these programs.© Domestic refiners of cane
sugar are adversely affected by domestic sugar
policy, however, because it raises the cost of their

¥ See USDA, Sugar and Sweetener: Situation and
Outlook Report, Economic Ressarch Service, tember
1989 and Stephen Nell, Welfars Implications of Remov-
ing U.S. Import Quotas on Sugar and Dairy Products,
unpublished Ph.D. dissertation, Stanford University,
Oc:oku&:l’l“wc bearing for this investigati
% or on, Tepresen~
tatives of the Huvﬁhn!uwﬂmm Associstion, on
the behalf of the U.S. sugar industry and the U.S. com
bin industry, presented lestimony that supporied the
quo!

raw sugar inputs and they cannot pass all of the
cost increase on to their customers. Similarly,
downstream industries that produce sugar-con-
taining products also are adversely affected.

This section kprovides a brief description of

U.S. programs for sugar and sugar-containing

products since 1934. It also describes the ap-
roach used to assess the economic costs and
nefits of the current sugar program.

The History of the U.S.
Sugar Programs

The history of protection for the domestic
sugar industry since 1934 can be divided into two
periods: the “Sugar Acts” period, 1934-1974,
snd the “target price” period 1976-1989.3 (See
Table 2-1) %unn g both periods, income support
and border measures were used to protect domes-
tic sugar-cane and sugar-beet growers. From
1934 10 1974, import quotas, subsidy paymexés;

to

_ and acreage restrictions were used

mestic growers. From 1976 to the present,
import duties, fees, and quotas have been used to
prevent imports from disrupting domestic price-
support programs.

From 1934 through 1974, the Sugar Acts of
1934, 1937, and 1948 were passed,* but the sali-
ent features of the 1934 Act remained basically in
force until 1974, when the 1948 Act expired.$

® See Gary Hufbauer, Diane Berliner, and Kimberly
Elliott, Trade Protection in the United States: 31 Case
Studies (W . DC: Instituts for Intemational

Economics, mo! and USDA, Suger: Ba or
1985 Farm Legisiation, Econom!c“‘.uamh‘ml
tember 1984 for further discussion of the history of

. B, .
<'Tne Sugar Act of 1948 was furiber amended In
1571 was silowsd 1o sxpire 1 1974 wilh 86 equvalent
was no
legisation 10 replace .

Table 21
History of U.8. price supports for sugar: income and border measures,' 1834-74 and September 1578 -
Ooctober 1992 .
income Border
Period measures measures® Authority
“Sugar Acts’® period
(1834-74) ....occvevveenennes Bonaft payments Quota aliocations® Sugar Acts of 1834, 1837,
to growers. Exoiss tax and 10484
Acreage restrictions
*Target price® pariod
Septermber 78~ ............. Price-support payments Section 22 fees Agrioutture Aot of 1849, Food
&W&) and norvecowrse loans  Headnote 2 taritfe & Agricuttural Aot of 1877,
to growers. quotss by h :;mma
Act of 1985, '

* The quotas were suspended from 1642 through 164
*The Aot of 1548 was amencied in 1851, 1858,
lowed to in 1874 without any alternative legisiation

-4

1982, and 1671. The act, as amended in 1671, was &
impismented.

Source: Constructed by the staff of the U.8. international Trade Commission.



These early acts used import quotas to protect do-
mestic sugar producers from foreign competition.
The U.S. sugar market was divided into shares for
specific domestic producers and specific foreign
countries based on historic market shares. Pay-
ments were also made to domestic farmers to
encourage them to restrict acreage planted in

sugar. These payments were funded by a tax im- -

posed on all sugar (whether imported or
domestically) that was processed or re-
fined in the United States.®

During two brief periods, 1975-76 and
1980-81, sugar-cane and sugar-beet farmers did
not benefit from price-support programs and bor-
der measures except from the col. 1 rate of duty.
These program lapses were mainly the result of
peaks in the world price of raw sugar, which oc-
curred in 1974 and 1980.7

Since 1976, sugar-cane and sugar-beet grow-

ers, sugar-cane millers, and sugar-beet processors -

have benefitted from either price-support pay-

nonrecourse loans. ‘To receive nonrecourse
loans, millers and processors must pay sugar cane
sugar beet growers the support prices.$ The
sugar is used as collateral for the loans. If proces-
sars elect to forfeit the sugar
Credit Corporation (CCC), they are not liable for
yment of the loan (hence “nonrecourse”
loan). Border measures have been used to help
maintain the target price of domestic refined

§

£

sugar and thus reduce loan forfeitures to the
cCcC
® Under ths Sugar Act of 1934, a tax was
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In the current sugar program (the Food Secu-
rity Act of 1985), the target price for refined
sugar is supported entirely through the use of
quotas on imported sugar. The Act requires the
President to use all legislative authorities available
to enable the sugar program to operate at no cost
to the Federal Government, or more specifically,
to prevent the accumulation of sugar by the CCC,
Since the 1984/1985 marketing year, no forfei-
tures of sugar have been made to the CCC.

The col. 1 rate of duty (the "MFN" rate) has
also been adjusted to prevent imports from dis-
rupting price supports.® Since January {, 1968,
the minimum col. 1 rate of duty applicable to raw
sugar has been 0.625 cents per pound, raw value.
But the 1962 Act establishes the col. 1 rate of
duty for sugar at 1.875 cents per pound whenever
sugar quota legislation is not in effect. In addi-
tion, the Act authorizes the President to vary the
rate to a maximum of 2.8125 cent per pound to
administer concessions of the Kennedy Round. 10
Since 1976, the President has made frequent use
of the 1962 Act to increase the col. 1 rate of duty
on sugar,'' but the current rate is at the statutory
minimum.

imported during a representative period
is selected by the President). Either one of
mseuborder bx:xeasm'es.d but tg:t both :inml‘z‘a"nei;
» Ay impm President a

has ‘een determined, onlme basis of an i
vestigation, that imports materially interfere with
USDA price rt programs.'® There is cur-
rently a section 22 fee on imports of refined and

liquid sugar set at 1 cent per pound.

Because the gap between the U.S. domestic
price and the world price of raw sugar has been so

|
R
g
7

forty . quota
1989, to September 30, 1990, was 2.19
short tons.

® The tariff also applies 10 refined sugar afier it has
hugmm\dtonoqﬂnhmnvm.

" Ibid.

% However, section 22 fees may be imposed simulta-
o with headnote 2 quotas.

are

the Dominican Republic, n::ﬂ.mnmm.m

' . Peru, Memiu-
account for 67.1 percent of the current guota allocations.




The price of sugar is also supported by quotas
on imports of sugar-containing products, which
prevent impors of these products from disrupting
the price-support programs for cane sugar and
beet sugar. Quotas on sugar-containing products
were in existence during 1948-1974 under the
authority of the Sugar Act of 1948. The recent
quotas are Section 22 quotas.

The current quotas, which have been in effect
since January 1, 1989, are on a first-come, first-
served basis. The quotas apply to five broad
categories of sugar-containing products.t®

The Economic Effects of Removing
Import Quotas on Sugar and
Sugar-Containing Products

This section presents estimates of the eco-
nomic effects of removing the U.S. import quotas
on sugar and sugar-containing products. The
magnitude of these effects should be considered
in perspective to the size of the industry. (See
table 2-2.) U.S. production of sugar was valued
at $3.38 billion in 1988 and $3.74 billion in 1989.
The value of imports was $442 million in 1988
and increased to $567 million in 1989. Exports
were valued at $85 million in 1988 and $149 mil-
lion in 1989.

To examine the effects of removing quotas,
we use a mode! in which imported raw sugar and
domestic refined sugar'® are imperfect substitutes,
and where changes in U.S. imports can have an
important effect on the world price.'” The analy-

% The five categories of sugar-containing products
emdbywm‘:?ucmnmmudm“nmyd

the quotas are; 1) blended containing sugar, not
in retall mnlun) (HTS nm.zo). none (i.e., this
catsgory is embargoed); 2) edidble con
%‘m 65 percent . Dot in containers (HTS
.50.40), mone; 3 cocoa

9904.60.20), 2,72 m}r&c tons; ll) flour ‘ud
doughs containing over 10 percen + except doughs
in retall conuainers (HTS 9904.60.40), 6,550 metric

sis examines the effects of simultaneously remov-
ing the quotas on the three sugar-containing
products that are the largest downstream users of
sugar: chocolate and cocoa products, other fla-
voring extracts and syrups, and blended and
prepared flour.'$

The analysis of the sugar quotas shares some
common characteristics with the analyses of the
peanut and dairy quotas, which are presented in
subsequent sections. First (as noted in the meth-
odology sppendix D), the analysis estimates the
effects of removing the quotas while maintaining
farm income and production through per unit
subsidies. If we were to consider the effects of
eliminating the quota without maintaining the in-
comes of the domestic growers, we would
confound the effects of the quotas with those of
the domestic programs. .

Second, agricultural quotas are represented by
equivalent ad valorem tariffs.”® (Table 2-3 pre-
sents the ad valorem tariff equivalents for sugar.) -
That is, removing the equivalent tariff causes the -
import price and quantity to change in the same
manner as removing the quota. The only differ-
ence is that removing a tariff results in the loss of
government revenue, whereas removing a quota
merely shifts economic rents among market par-
ticipants. Finally, it is assumed that the quota
rents accrue to the foreign exporters.

We=Continued
HFCS would cause the demand of imported raw sugar 10
fall. In the methodology described in appendix C, this is
analogous 10 an impori-demand curve for sugar which is
more iacl;nic than the impori-demand curve depicted in

% By simultaneously removing the quotas in both the

tream and downstream sectors, we avoid the problem
of welfare distortions that result from removing

tas in only one of the sectors but not io the other. In

downstream sector, the removal of downsiream
import quotas would cause demand for the domestic
Muma’: ;:ﬂod\m ‘l:’ dccnnc..hiimulum&n nm‘;ul of
upstream quotas would cause
mofmcdmuucdmmdmtwm In the
methodology in appendix C, this is ous 10 ¢
domestic downstream demand-curve which is more
htlug:‘ than the domsestic downstream demand-curve

* The tariff equivalents used in this analysis are taken
from USITC, Estimated Tarlfy Equivaients of U.S.
Quotas on Agricultural Imports and Anclysis of Competi-
tive Conditions in U.S. end Foreign Markets jor gea.
Meat, Peanuts, Cotton, end Dairy Products,
Publication 1990.

HFCS v This decline in the prics of 6,
Table 2-2
Value of production, imports, and exports for sugar, 1955-89'
{in millions o! doliars)
Item 1988 1989
m0000‘00.0‘000000....O00000.0.0..00000.0.0000..'0....00 a‘a”.. a"“.o
m B 9000000 0000009000000 00000000 00 0 0G0 0000000000080 0000000 Oo m.z

' The value of U.S. production is based on the average annual U.S. prios of wholesale refined beet sugar. The
Mdhm“ommbuodwﬂnmm%&&“wﬁwbuﬂmm.

Sowrve: U.S. of Agricutture, Sugar and Sweetener: Situation and Outiook Report, Economic Re-
coarch Service. Maron 1950,
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tariff equivelent®

Percent
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u.s.

priog*

22.12

price
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handling®

‘Cents per pound
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12.79

10.18
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Tarif! equivalents for raw suger, 1888-89'
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Table 2-3
Year

Research Sarvice, March 1

Commodity Economics

gmmmmu.s.

Rmm

valoremn tariff equivalent is the
gross of freight and handiing calculated as a psrosnt of the worid 1.0.b. price.
» Economic Ressarch Servios

Sourcs: U.S. end world
Shuation and Outiook
the USDA

Trade Commission.
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Table 2-4

The economic wellare effects of removing the quotas on sugar and sugar containing produots, 1888-89

{In millions of doliars)
ftem 1988 1980
Consumer baneftt:
On purchasss of the domestio market ............... 207 894
On purchases of the imported market:
Quota rents recovered ...... Gesesvana teveesesrtrtanene N 187 137
loss recovered ........ sesessresanes serresserssnses 126 74
Total consumer benefit vesanas sesesrserarrninoas seeeseene 1,280 1,105
WMM ssess e SesssesssssssssssOEOOC S sesssses -1.03. -'55
Net weifare gain ...... N e vee 242 150

Source: Estimated by the staff of the U.S. international Trade Commission.

Table 2-8
The price and quantity effacts of removing the quotas on sugar and sugsr-contalning products, 1985-89
(in percent)
ttem 1088 1989
p:rom -30.7 24.0

KTIDOFLOO PROGUCE . oo veveersnonsnnsoonensnrensnrerenensrrenenees  =48.2 -35.8

Quantity effects:
DOMBSHIC PrOGUOE «o.oovevevrecccssasssssanssnsoovsovoscrssns ves 0.0 0.0
IMPOrted Produtt ....ccvovctevrccossccrsssrsosssans sessacsanesne §8.0 40.9

Source: Estimated by the staff of the U.S. intemational Trade Commission.

Table 2-8
;l'ho downstream economic effects of removing the quotas on sugar and sugar-containing products,
1988 1686
12 10
22 20
1.1 -0.9
1.1 0.9
1.5 1.2
20 24
L] 50
-2.3 -1.9
2.3 1.9
3.2 2.8
3 3
| ]
-1.2 «-1.0
1.2 1.0
1.5 1.2

In the blended and prepared flour industry, pared flour would have fallen by approximately 1
the economic rents accruing to labor would have percent 1988 and 1989. The results of

in both
increased by $3 million in both 1988 and 1989. the model indicate an increase of approximately

The economic rents accruing to capital would percent in the quantity sold in both 1988 and

have increased by $3 million in 1988 and by $3

1
million in 1989. The price of blended and pre- 1.5 percent in 1988 and 1.2 percent in 1989.




r




Chapter 3
Dairy

Introduction

Most major dairy-producing countries subsi-
dize the production and export of dairy products
and all of them restrict dairy imports. Conse-
quently, only about § percent of world dairy
production is internationally traded.

In the United States, imports are restricted by
quotas and have averaged less than 2 percent of
annual production in recent years. Expors,
though encouraged, have consisted mainly of be-
low market price sales or food aid to developing
countries. These have totaled about 2 percent of
annual U.S. production.

The History and Current Operation of
the U.S. Dairy Programs?

Regulation of the dairy industry evolved from
legislation enacted in the 1930s and 1940s. In
particular, the Agricultural Marketing Agreement
Act of 1937 provided for Federal milk marketing
orders, and the Agricultural Act of 1949 estab-
lished the dairy price suppont program.2 These
two programs play a major role in determining the
prices and production of dairy products.

The Dairy Price Support Program

The Agricultural Act of 1949, as amended,
established the dairy price support program. It
gave three main guidelines for the opersation of
the program:

1. 1t set the minimum and maximum levels at
which farm milk prices were to be sup-
ported;

2. It authorizes the Secretary of Agriculture to

determine the actual price support level be-

tween the minimum and maximum; and

. It specifies that the price of milk would be
supported by U.S. Federal Government
purchases of milk and milk products
t(hcr&x: the Commodity Credit Corporation

W

1 This section is based largely on Richard Fallert ot
al., Dairy: Background for 1990 Farm Legisiation,
Economic Ressarch Servies, U.S. Department of Agri-
culture, Staff Report AGES $020.

'qudmﬂkmkﬂh;mdmutnmmwu
that procassors must pay to dairy farmers for fluid

The dairy price support program remained ba-
sically the same from 1949 to 1981. Then, in the
face of large product surpluses, the Agriculture
and Food Act of 1981 was passed. In this Act,
the support level was tied to the size of CCC pur-
chases rather than to a set parity. The 1981-82
support price was set at its level in 1980-81,
which was $13.10 per hundredweight (cwt) of
milk.

. The next important change to the price sup-
pont program came with the Dairy and Tobacco
Adjustment Act of 1983. This Act lowered the
milk support level from $13.10 to $12.60 per cwt
and allowed further reductions in the support
level on April 1, 1985, if net government pur-
chases were projected to exceed 6 billion

for the year and on July 1, 1985, if the purchases
were projected to exceed S billion pounds for the
year. The Act also established the Milk Diversion
Program, which allowed dairy farmers to lower
their production between 5 and 30 percent and
receive $10 per cwt for these reductions. The Act
also authorized a nonrefundable assessment of
$0.15 per cwt to fund research and development.

The last important change to the price suppon
program occurred when the Food Security Act of
1985 was enacted. This Act continued the sup-
port price in effect at that time of $11.60 per cwt
through the calendar year 1986, lowered it to
$11.35 for the period January 1 through Septem-
ber 30, 1987, and to $11.10 for the period
October 1, 1987, through December 31, 1990.
The Act gives the Secretary of Agriculture leeway
10 reduce the support price in any calendar year
by $0.50 if the projected CCC net purchases ex-
ceed $§ billion pounds or raise the support price by
$0.50 per cwt if net purchases are projected to be
less than 2.5 billion pounds. Since net
by the CCC were estimated to be greater than §
billion pounds in 1988, the support level was re-
duced to $10.60 per cwt on January 1, 1988.
After fluctuations caused by drought-relief legisia-
tion that was passed in mid-1988, the support
price was reduced again to $10.10 per cwt on
January 1, 1990.

The 1985 Act also authorized the voluntary
Dairy Termination Program (DTP), more com-
monly referred to as the whole-herd buyout.
Under this program, s dairy farmer could submit
& bid enabling the Federal Government to buy
out his entire herd. If a dairy farmer elected to
participate in this program, he was required to
leave the dairy industry for at least five years. Fi-
nally, the 1985 Act gave the Secretary of
Agriculture the option to continue the DTP
through 1990 and established a program to en-
courage additional exports of dairy products.

Since milk is a perishable product and is ex-
pensive to transpont in liquid form, the CCC
supports the farm price of milk indirectly by buy-
ing butter, cheddar cheese, and nonfat dry milk
from processors at specified prices. The CCC sets
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fts prices using a formuia that adds margins, or
“manufacturing allowances,” to the support price
of milk to cover the costs of processors. For ex-

yields 4.48 pounds of butter and 8.13 pounds of
nonfat dry milk, and the CCC pays $1.09 per
pmmd_lg:rb\meundso.‘m per pound nonfat dry

The Federal Milk Marketing Order Program

The price of Grade A milk (milk produced
under sanitary conditions that qualify it for both
fluid consumption and manufacture of dairy
groducs)kreguhteddh;;dhybythemkmr-

‘The minimum prices set by the marketing or-
ders are based on the average price of Grade B
milk in Minnesota and Wisconsin (the M-W
price), which, in tum, is indirectly supported by
the CCC. In general, prices for Grade A milk
used for manufactured products are set &t or near
the M-W price, while prices for Grade A milk
destined for the fluid market are set higher by
fixed differentials unique to each Federal order.
Thus, the marketing orders extend the support
price for the price of Grade B milk to all milk

The Economic Effects of Removing the
Dairy Quotas

In this section estimates are presented for the
economic effects of removing the U.S. dairy quo-

tas. In order to gain perspective on the magnitude -

of these effects, table 3~1 presents the value of
production, imports, and exports in the four dairy
sectors for the years. 1988 and 1989. Production
of fluid milk increased from $17.2 billion in 1988
to $18.2 billion in 1989. Imports for both years
were less than $0.01 billion. Exports rose from
under $0.01 billion in 1988 to $0.02 billion in
1989. In the cheese market, production was
$11.1 billion in 1988 and rose to $12.6 billion in
1989. were $0.30 billion in 1988 and in-
creased y to $0.31 billion in the f

year. fell from $0.05 to $0.02 billion.
Production of condensed and evaporated milk in-
creased from $4.40 billion in 1988 to $4.50
billion in 1989.
than $0.01 billion. Exports, which were well be-
low $0.01 billion in 1988, increased to $0.02
billion in 1989. Finally, in the butter market, pro-
duction h:ot;;edsb Sll;f;s billion in 1988 and $1.52
billion . Imports were significantly
than $0.01 billion in both years. Exports of
increased from $0.01 billion in 1988 to $0.04 bil-

of

1

lion in 1989.

dairy imports are removed® Otherwise, the
U.S. Government would have to enough
of the world supply to drive the price up
the support level. The in effect,




Table 3-1

Value of production, imports, and exports for the dairy seotor, 1888-89
(In millions of doliars)

1988 1088

Item
1 Ceveererernsnannanns . 17.200 18,193
Condensed and eveporated miik ............ cos . 400 .
M.' ooooooo 60t 0se0c00 00 “essssvene eeses0s s 000 essaases ’05‘7 "m
Mo000000.00.000ooolooot;uoooouooooool .o eses0esss s e "a‘“ 12,m

:!

“m.mlt ................................ Ceeeeserarsssiirree 8 8
Condensed and evaporated MK .. .c.c..ococcvtvcescssnne 4 4
M“ 000 00 ¢ 0006000006000 0600600 800000000060 0800600080 0600600060008 08000800 0 2 2
m.. 000000 6 0060600060000 0000000000000 00606060000000000000 m s'o

“?55'.;.-‘ ...... erreerenens cereens ] 20
Condensed and evaporated mi .......... trsesastecesassarasaanee 4 ]
Butter ....... Gretaarassereestestteranases eresrennen srsessenses 10 43
Choese .....coovvvvennnnes Cresesserrrnns certreenes N 48 26

' Since fiuid mikk is not directly imported, the value of imports for fluid cream is used as a proxy for the vaiue of

imports for fiuid mik

: Complled from officlal statistics of the U.S. Department of Commaerce and from data provided by Dairy,
Foreign Agricultural

Source
Livestock, and Poultry Division,

The analysis estimates the effects of impon
quotas by looking at the effects of an equivalent
-?( valorem tarift, i.e. a x:rm that hum e same
eftect on import price and quantity as the actual
quota. The specific tariff equivalents used are
presented in table 3-2. Consistent with the opera-
tion of a quota, we assume that the economic
rents resulting are merely shifted among market
participants rather than resulting in government
revenues as would be the case with a tariff. We
assume that the quota rents accrue to the foreign
exporters.

Ideally, estimates would be made for sectors
at the eight-digit HTS level to reflect the actual
quota. However, the parameters needed for the
calculations are not svailable at this level of de-
tail. Consequently, more aggregated sectors are
used* S y, four dairy sectors
and six downstream sectors are analyzed. These
sectors are listed in table E-2.

The method used to evaluate the effects of

oo g s o
estimates for the following:
1. ‘The total consumer benefit;
2. ‘The producer subsidy cost;
3. The ovenall welfare gain;
4. The effects on price quantity
mmgmﬁdww

5. The efi N »
m'eh:asonpﬁu quantity cmalom
sectors.

The estimates are based on daw for the years
1938 and 1989,

4 See D for a detalled tion of the
l"u.dh or a . axplana

Servios, U.S. Department of Agriculture.

Sector 1, Fluid Milk5

The economic welfare effects of removing the
quota on fluid milk are presented in table 3-3.
Having eliminated this quota would have resulted
in overall welfare gains of $1.3 million in 1988
and $1.1 million in 1989. The total consumer
benefit would have been $12.2 million in 1988
and $10.7 million in 1989. The cost of providin
s subsidy to producers would have been $10.
million in 1988 and $9.6 million in 1989.

The effects on price and quantity are
sented in table 3-4. The price m
milk would have declined by 0.2 percent under
version A, but would have remained unchanged
under version B. The price of fluid milk
bymlg have deg:lh;eg% ¢ 1%2 percent tnf1_988 ang
percent in . The quantity of importe

fluid milk would have increased by 106 percent in
1988 and by 93 percent in 1989. results indi-
cate no in the quantity of domestic fluid
milk in version B.

‘The economic effects on the downstream in-
dxmiuof‘;em%vkings_u;e on fluid milk are
presented in ta . gains in economic
to both labor and capital are negligible rela-
to the total rents a to labor and
‘This case

X




Table 3-2 .
Taritt equivalenta for the dalry ssotor, 1988-88"

{in peroent)

ftem 1088 1989

LT 1 ” ¥ 52.8
Condensed and ev. npontodmlt P §2.8
m"lOOtt."tottl...l.‘.oltt.‘lt.ttotol_’.ool.tll.olIollocoionl ‘s.’ 37.2
Cheese

20000080 0000000008008 00000000000°000000 000000000 VIIIEECERETrPTSITDMIS ‘73 ‘11

' Sinoe the for caloulating equivaients for fiuld milk and condensed ted
mmtnvalabh. mmmmmmmmmhmuu.mmmww%m
and condensed and evaporated mik.

Source: u.s. imemational Trade Commission, Estimated Equivalents of U.S. Quotas on Agricuitural im and
ompo itive Conditions in U.S. Fon?n Markets for Suger, Meat, Peanuts, Cotton, and Dairy Products,
tion No. 332-281, USITC Publication 2276, February 1890,

3%

Table 3-3
The soonomic welfare afiects of removing the dalry quotas: Secter 1, fiuld miik, 1988-89

{In thousanads of doliars)
item 1088 1989

mdmmm.. 10,847 ' 9,581
mmdmmm

000G OLROPPOPPOOICERIPPIBOROIEIPIPRREIPRORRPONOIOPOTPOITOITS “1

ncmod 780
Totdmmm. 12,180 10,662

WMM 0080000000000 000000000000000s00s0RTYOIIIOOIIITS -‘Otm 4.“5

Sowrce: Estimated by the staff of the U.S. Intemational Trade Commission.

Table 3-4
:ho.ﬂmoonpﬂunmlqmﬂydmwluﬁnddrvmtu: Seoctor 1, fiuld miik: versions Aand B,

{in peroent)
Version A Version B
tem 1008 1089 1088 1089
Price effects:

Mﬂm ®0s000s00000rt0snssct0ssnso e 42 -0.2 nno o-o
Mm Sseseseessetesstesstasentes 4 t' -'.n‘ 4'-. -‘.-1

Quantity effects:
Febioari ke v el T X 1089 3

Y Loss than 0.06 peroent.
Note.--in version A, the Government -unit t farmers that maintains the
“‘an subeidy to dakry prices they

reaches the markst. in version 8, the Government aiso provides a per-unit
subsidy but transfers some production to recipients of Federal Governmment programs.

Source: Estimated by the staft of the U.8. international Trade Cormmission.



Table 3-8

The downstream economic effeots of removing the dalry quotae: Seotor 1, fluld milk: versions A and

B, 1988-89
Version A Version B
item 1988 1089 1088 1089
o 11,000 oA .o s ees 22.0 18.0 1.0 1.0
Capital (1,000 doliare) ............ cerensans 4.0 3.0 ’ "
m ‘ ‘ ' oicoccuococ . LX) "0.'1 ‘00.1 : . :
chEuu: to— .
Labor (1,000 dollars) ......c..... cisessanns 0 83.0 3.0 2.0
cwt'l‘ "mm{‘, ess6r0000 080 [ XX 2‘5? Eg‘? 1i° 130
Price ¢ Cesestvesasssaresresras .
Quantity effect (pereent) ..........c.0000000e 2 s H z:s
(percantage change) ..... . " H L
Condensed and evaporated milk:
Economic rents accruing to—
Labor (1,000 dolars) ............ e1.0 72.0 2.0 2.0
Capital (1,000 dolars) ........... 71.0 62.0 2.0 2.0
Price effect (percent) ... vee 0.1 0.1 i
offect {peroomt) .......... cessannee r} ” : ;EE
Employment sffect (percentage change) ...... o of
los cream and frozen desserts:
Economic rents
mn"ﬁoggo } crerertterntacntcnnns gg gg 2.'0 z.‘o
m"“".‘nm'(m‘“"'.‘?i:.':.:.:..:::..:.:::. 5 e ” :f
Employment effect (peroentage change) ....... m 0 .
' Leoss than 1 thousand dolars
2 Loss than 0.05 peroent.
¢ Less than 0.05 percentage change.
Note.~-See tabie 3-4.

Souwrce: Estimated by the staff of the U.S. international Trade Commission.

In the cheese industry, the gains in economic
rents accruing to labor from $3,000 to
$88,000 in 1988 and from $2,000 to $83,000 in
1989. The gains in economic rents accruing to
capital range from $1,000 to $21,000 in 1988
and from $1,000 to $20,000 in 1989. The price
effect in the cheess would have been
negligible in both 1988 and 1989. The results in-

dica in in
mtenocl'xm;e quantity or employment

In the condensed and evaporated milk indus-
try, the gain in economic rents accruing to labor
range from $2,000 to $81,000 in 1988 and from
$2,000 to $72,000 in 1989. The gain in economic

-
L]

$15,000 in 1988 and from near zero to $13,000
in 1989. The price effect in the ice cream and
frozen desserts industry would have been negligi-
ble in both 1988 and 1989. The results indicate

no change. in quantity or employment in the in-
dustry.

Sector 2, Condensed and Evaporated Milk

quota on condensed and evaporated milk (CEM)
are presented in table 3-6. Eliminating this quota
would have resulted in overall welfare gains of
$651,000 in 1988 and $550,000 in 1989. The to-
tal consumer benefit would have been $3.6
nillion in 1988 and $3.2 million in 1989. The



1989
2,815
375
176
3,188
-2,618

2,887
3,619
651

-2,988

1988

R Y N N RN YN
sso0e

{In thousands of doliars)

asssvesceses
RN XXX ¥

sese

Net weltare gain

Source: Estimated by the staff of the U.S. intemational Trade Commission.

The sconomic wellere stfeots of removing the dairy quotas: Seotor 2, condensed and evaporated milk,

1208-89

Table 3-8
Table 3-7 -

item

77
mm um +3 Wummwnmwm ummomms Mﬂm
PR Wﬁmﬁf
ikl .m.w i it
£ PR 8% hrmm.mm whm mmmm
| i ki
| i i el
|| il
AR wmm mmmmﬂmmmﬁ wwmmm
Pl sl el e e

The price and quantity etiects of removing the dairy quotas: Beotor 2, condensed and evaporated milk:



Table 3-8
The downsiream economioc effects of removing the dalry quotas: Sector 2, condensed and evaporated
milk: versions A and B, 1988-89

Vearsion A Version B

Economic rents accruing to—
m“.mm’ 0000000 NEISOCGEOIOINIINIRIGS ‘o
‘.‘M“ﬂ)’l €0 seeseesessssscenese
ey |

Employment sffect (peroentags ohange) «cccuee.

.
oo

CXP
S a—

Source: Estimated by the staff of the U.8. intemnational Trads Commission.

Table 3-8
The economic wellare effects of removing the dairy quotas: Seotor 3, butter, 1553-88

|
|
|
|
[
{In thousands of dolisrs) {f
J
|
|
f

1088 1989

benefit:

il
|

on e dOMEsHC MABMKBL ...ccoececrrccsssrsrcvssscnns 3.852 2,144
on the mport market:

Source: Estimated by the staff of the U.§. international Trade Commission.

4,207 2,948

-3.061 -2,147
438 201

Table 3-10

"mo price and quantity effects of removing the dalry quotas: Seoctor 3, butter: versions A and B,

{in peroent)
Version A Version B ‘
1088 1089 1088 1989

item
Price eftects: :
IMPOrted Broduct - .. ... eeneees el

Quantity effects;
DOmestic Produtt .....ccocevrsssvoccsrsssccccs 0.0 0.0 -0.2 0.1
MPOrted Produsst .....ccccvevcrvccassrsantens 1268.1 ns 131.7 73.2

Note.—5ee table 3-4. !

Source: Estimated by the staff of the U.S. internationa! Trade Commission.

-1.0 -0.¢ 0.0 0
-30.8 -13.0 -30.4 -12.7

37



Sector 4, Cheese

The economic welfare effects of removing the
quota on cheese are presented in table 3-11.
Having eliminated this quota would have resulted
in economic welfare gains of $42.4 million in
1988 and $38.3 million in 1989. The total con-
sumer benefit would have been $280.5 million in
1988 and SZGB.;ymillion‘ in 1989. Tl:;cou of
providing a subsidy to producers would have been
gggl million in 1988 and $224.8 million in

The effects on price and quantity are pre-
sented in table 3-12. The price of domestic
cheese would have declined by 6 percent in 1988
and § percent in 1989 under version A, but
would have remained constant in both years un-
der version B. The price of imported cheese
would have decreased by 16 to 19 percent in
1988 and by 14 to 17 percent in 1989. The quan-
tity of imported cheese would have increased by
72 to 86 percent in 1988 and by 66 to 78 percent
in 1989. The quantity of domestic cheese would
have declined by 2 percent under version B.

Table 3-11
The economic weltare stfects of removing the dalry quotas: Sector 4, oheese, 1888-80
(in thousands of dollars)
item 1988 1089
Consumer benefit
amgg:mmm. tecsesssrnacsssssne 233,857 221,422
QUOLE rents reCOVEred .....occcoonccsscsccsssssoscsoae 31.014 28,881
Deadweight loss recovered ....... esesesstasese ceene 15,623 12.880
Total consumer benefit ......... ceteessessaseccasssrnsresens 280,404 263,083
Produocer subsidy 608t .....ccc00000 tesesaae veeace eesesteesetsasans ~238,082 ~224,750
MM””0'.O.QoQ..IO..‘l‘t...lo.“‘....ll.'l...‘.. ‘2.“2 a"‘:
Source: Estimated by the staff of the U.S. intermnational Trade Commission.
Table 3-12
"r;n price and qusntity affects of removing the dairy quotas: Sector 4 cheess: versions A and B,
{in psroent)
i Varsion A Version 8
item 1988 1080 1088 1089
Price effects:
Product ....ovvevccsccne ceesene -5.8 -4.6 0.0 0.0
imported product ...... seesessoessrsresssneas -18.8 -18.4 -16.3 -14.2
Quantity :
MM soesn ey X} XXXl o-o °.° -2.’ -‘.'
IMPOrted Produtt ... .cooccvcensensenssnsssscce 71.9 e8.2 8.1 78.1
Note.~500 table 3-4.

Sowrce: Estimated by the etaff of the U.8. international Trade Cornwnission,



Chapter 4
Peanuts

The History of the U.S.
Peanut Program!

Most of the U.S. peanut crop is consumed as
edible nuts and as part of such edible products as
peanut butter, candy, and cookies. Most of the
foreign peanut crop, however, is crushed for food
oil and animal feed. The edible nuts market com-
mands a higher price than the crush market
domestically as well as abroad. Peanut oil and
peanut meal face strong competition from prod-
ucts derived from soybeans, cottonseed, and
sunflowerseed. Peanuts are the world’s third most
imp:mm oilseed behind soybeans and cotton-
seed.

Three major peanut-producing regions of the

United States provide 98 percent of U.S. peanut.

production: They are the Georgia-Florida-Ala-
bama (Southeast) region, the Texas-Oklahoma
(Southwest) region, and the Virginia-North Caro-
lina region. The Southeast region dominates, with
about 6{5 percent of U.S. productior‘}. ﬂt;e§mm
types of peanuts are grown in the United States:
Runners (which have a medium-sized kernel),
Virginia (which have a large kernel), and Spanish
{which have a small kernel). The Southeast re-
gion grows mostly Runners. The Southwest region
grows two-thirds Spanish and one-third Runners.
The Virginia-Carolina region grows mainly Vir-
ginia peanuts. (A fourth type, the Valencis, is
grown in New Mexico.) In 1987/88, Runners ac-
counted for about 78 percent of peanuts used in
domestic edible products.

provisi

1933. The Act limited growers to planting
at most 90 percent of the 1933 or 1934 acreage,
but the 1935 crop was reduced by only 1 percent
from the 1934 level. The Act also provided pay-
ments 10 encourage diverting peanuts into

legumes hays
* This is based largely on James D
apd Brucs Wendland, ts: Backgrouad for 1990
Famm . Servics
Department of Agriculture, Stafl Report AGES 89-61,

In 1937, four regional growers' associations
were organized to participate in the peanut diver-
sion programs. (In 1940, the number of
associations was reduced to three, the current
number.) They were authorized to buy a certain

‘quantity of peanuts at prices established by the

U.S. Department of Agriculture and were reim-
bursed by the Depantment (at taxpayers’
expense) for storage costs and losses on surplus
peanuts diverted to crushing. However, despite
the offers to pay growers for withdrawing land
from production, high prices could not be sus-
tained because nonparticipating growers ex-
panded their acreage. ‘

Acreage quotas became part of the program in
1941, but because of increased demand for pea-
nuts, penalties for noncompliance were not
enforced during World War II . Thus U.S. peanut
acreage almost doubled, from 1.9 million acres to
3.4 million acres, during the war. The Agricul-
tural Act of 1949 established new support prices
for peanuts to-be paid-only if peanut growers:
agreed to acreage allotments and marketing quo-
tas. (The marketing quotas exceeded the
production on allotted acreage.) The growers
agreed and aliotments and quotas remained in ef-
fect unti] 1982. In 1967, new legislation allowed
the sale or lease of acreage allotments, but only to
other growers in the same county.

Until 1977, all peanuts grown on allotted
acres were guaranteed the support price. Produc-
tion in excess of domestic consumption was

d by the Commodity Credit Corporation
{CCC) and sold in the domestic crush market
(for oil, cake, and meal) or exported. Since
1953, imports have been limited to 1.7 million
pounds (shelled basis), (asbout one-tenth of one
percent of domestic edible consumption) to sup-
port high domestic prices2 Because domestic
demand grew more slowly than per acre yields,®
costs to the government of the program increased
greatly. Also, the Secretary of Agriculure de-
cided not to sell 1974 and 1975 crop-year
peanuts bought by the CCC at less than the edible
support
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Chapter §
Cotton

Introduction

The United States has been a major producer,
consumer, and exporter of cotton for well over
100 years. Cotton is the fifth largest U.S. field
crop in terms of value. During the 1980s, U.S.
production of upland cotton, the predominant va-
riety, has accounted for nearly 20 percent of
world production and 25 percent of world ex-
ports. The United States also accounts for 10
percent of world consumption.

During the last fifty years, the Government
has played an active role in the cotton market.
Government programs have attempted to stabilize
farm income by supporting cotton prices directly
through deficiency psyments and indirectly
through acreage adjustments. Import quotas were
used in conjunction with the domestic programs
to allow domestic prices to rise above world
prices.

This section provides a brief history of the
U.S. cotton programs and describes their opera-
tion. 1t also describes the method for assessing
the economic effects of significant U.S. import re-
straints on the cotton industry.

The History and Operation of the
United States Cotton Programs?

The first U.S.legislation affecting the cotton
market was the Agricultural Marketing Act of
1929. The Act created the Federal Farm Board,
which was responsible for making loans to coop-
eratives for the purchase and storage of surplus
crops. However, the lack of production controls
and s secular decline in the demand lor cotton
made the program ineffective in supporting either
farm income or cotton prices.

The Agricultural Adjustment Act of 1933 at-
tempted to correct the failings of the earlier Act
by establithing “parity” prices for sach of the ba-
sic commodities and by controlling production
through limiting acreage.2 The basic tenets of the
Act were implemented during the mid-1930s:
one quarter of the cotton acreage was eliminated
in 1933 and price supports were implemented in
the form of nonrecourse loans.® In 1934, mar-

! See, Harold Stults ¢t al., Cotton: Bamd Jor

1990 Farm Legisiation,
U.S. Department of . 19
¢ Parity prices, were used 10 establish minimum
mﬁ?umnhv:‘hw‘lhﬂ .mm‘\&n
Jevels of commodity purchasing n
f power
$ Nonrecourss loans allow producer 1o y the

keting quotas were added to limit the cotton pro-
gram benefits to participants in the acreage
reduction programs.

The unconstitutionality of the 1933 Act and
its replacement by the 1936 Act caused an in-
crease in acreage and 2 fall in farm incomes. To
correct this, Congress quickly passed the Agricul-
tural Adjustment Act of 1938, which instituted
mandatory price supports and tied. marketing
quotas to acreage allotments. The program was
effective in decreasing acreage, but production
failed to decline because of increasing yields.

Between 1942 and 1949 cotton acreage allot-
ments were suspended while price supports were
increased to 95 percent of parity. Consequently,
by 1949, total cotton acreage had increased to
above the prewar levels. This brought a return of
marketing quotas and acreage allotments in con-
junction with a support price set at 90 percent of
parity. Subsequent to their brief suspension dur-
ing the Korean. War, marketing quotas and
allotment were reestablished in the Agricultural
Act of 1954. The marketing quotas ran continu-
ously through 1970.

The effect of the 1954 Act and the 1956 Act
was to continue the decline in acreage. However,
yields continued to increase. Although acreage
declined from 28 million acres in 1949 to 15 mil-
lion acres in the early 19605, cotton stocks grew
rapidly. Program administrators had reached the

legislated floor for cotton allotments and further -

discretionary decreases were prohibited.

The 1964 Act attempted to reduce the large
stocks by lowering cotton prices and continuing to
decrease acreage. One provision allowed the Sec-
retary of Agriculture to make payments to
domestic textile mills to equalize the domestic
and export price of cotton thus ending the two-
tier price system. Other provisions tied the level
of price support to the level of acreage reduction.
‘The Food and Agricultural Act of 1965 contin-
ued to tie farm income and acreage reduction. By
the end of 1970, the CCC inventory had been
eliminated.

The 19705 saw the introduction of market
prices as a determining factor in the level of price
support. The 1973 Agriculture and Consumer
Protection Act introduced the target price. Direct
payments to farmers were made only if the mar-
ket price fell below the target. Further, payments
could not exceed the difference between target
price and the loan rate. The target price provi-
sions applied only to acreage
additiona! plantings were ineligible.

The decline in cotton prices during the
mid-1970s engendered a change in the target
price program. After the 1977 Act, target prices
were calculated on cost of production rather than
on market prices whereas the loan rate was still
based on past market prices. Further, tarpet
prices were calculated on actual acres planted

g



rather than on historical allocations. This encour-
aged s reallocation of resources toward more
gfficient growing regions in the western United
tates.

By the early 1980s, the provisions of the 1977
Act were clearly not rting farm income at

pri

Act of 1981. Also, the Secretary of Agriculture
was given discretion to further raise target prices.
However, this i

planted. However, deficiency payments still to-
taled over $400 million since farm prices
well below the target price. Consequently, the
ricultural Program Adjustment Act of 1984 froze
the target price, made no payment for the normal
20 percent acreage reduction, and required even
further reductions. Even with the new provisions,
the record yields of 1985 resulted in over $800

million of deficiency payments.

25

The Economic Effects of Removing
Import Quotas on Cotton

]

With this subsidy, removal of the import restraint
will not affect cotton production or the income
received by farmers. If we considered the effects
of eliminating the quota without maintaining the
income of the domestic cotton farmers, we would
confound the effects of the import quotas with
those of the domestic programs.

The tables on the next page report the follow-
ing results which are described in the
methodology section in appendix D:

1. The consumer gain;

2. The cost of replaci .
ditional m%pﬁ@gsmoasem
level of farm income;

The net welfare gain;

. The price and quantity effects for the do-
mestic and imported products; and
5. The price, quantity, and employment ef-
fects for the downstream sectors as well
as the economic rents accruing to capital
and labor in these sectors.

Estimates are presented for the calendar years
1988 and 1989 and the 1988/1989 crop year.

The effects of removing the import quotas are
quite small relative to the size of the U.S. cotton
industry. U.S. production of cotton was valued at
$4.20 billion in 1988 and $4.17 billion in 1989,
The value of exports was $1.77 billion in 1988
and increased to $2.11 billion in 1989. The quo-
tas were effective in limiting imports: the value of
imports was only $1 million in 1988 and fell to
$0.9 in 1989. (See table 5-1.)

In assessing the eﬁ:ects of the import re-
straints, we represent import quotas as an
equivalent ad valorem tariff. The tariff equiva-
lents are presented in table 5-2. Because of the
effectiveness of the marketing loan program, U.S.
and world cotton prices are nearly equal. Conse-
quently, the tariff equivaients are very small.

‘The effects on economic welfare of
the import quota on cotton are presented in table
5=3. Eliminating the quota would have yielded a
consumer benefits of $0.34 million in 1988,
so.oalgx%',%:; inHl989. and $0.21 million in crop
year . However, producer subsidy costs
would have increased by $0.29 million in 1988,
by $0.07 million in 1989, and by 0.17 million in
crop year 1988/89. The net economic welfare
gain would have been $52 thousand in 1988, $14
thumnd””,” in 1989, and $32 thousand in crop year

The emmhon :._‘nn_!glhe quxpﬁtyfof cotton
are presented in ta . price of domestic
cotton would have decreased by a negligible
amount in all three periods. The price of im-
ported cotton would have decreased by 3.8
percent in 1988, by 1.1 percent in 1989, and by

1.7 percent in crop year 88/89. The quantity of
cotton would have increased by 1§

imported per-
cent in 1988, by 4 percent in 1989, and by 7

»w



Table 4-1
Value of production, imports, and exports of peanute, 1088-89

(In miiltons of dollars) )
item 1988 1989
Boorte oo 133.0 1608
Source: U.S. Department of Agricuiture and U.S. Department of Commeros.
Table 4-2
Taritl equivalents for psanuts, 1688-80 and crop yesar 1888/88
{in parcant)
Ad velorem
Yeor tariff equivalent!
‘m 800 00 00000000ttt IOICEOEPIPOEEIt O G000 00000t 000 o0s oottt e “
1‘” LR RN e 0000000000 00000000 000600000000 000000000006806000006000000s0tnttoce w
wymw” 00...0.‘0...‘.'.0.00..0..0000'.0.00.0000.....0.00.0QO‘.I.C..0.0‘ m

' Weighted average of tariff equivalents for in-shel and shelled raw psanuts.

Souroe: U.S. internationa! Trade Commission, Estimated Equivelents of U.S. Quotas on Agricultural gfm and
Analysis of Compaetitive Conditions in U.S. Forelgn Markets for Sugar, Meat, Peanuts, Cotton, and Dairy Produots,
investigation No. 332-281, USITC Pubiication 22768, February 1690,

T‘n.\:ho:;’mmlo wellare effects of removing the psanut quotas, 1883-89 and crop year 1588/89
(in thousands of doliars)
tem 1088 1089 ,c’r::'gv
Consumer benefit:
gnng:m“:'fg:mm .......... cetsesanes 999 1,038 1,038
Quota rents recovered ..... secsnsescannns seceesase tesasens 161 202
Deadwelgin 1088 recovered ........ecen00000e sececsenncsss ] 108
Total CoNBUMEr DONBM . .......ccoivecverscscrsnccnnss . 1,200 1,338 1,368
Producer subsidy 008t .......cco0000vn0e seesransens tesssenee A (4 -1039 ~1038
Net welfare gain ....... Geeesssessssssssrrtecsssccnnns 200 200 329

and $1.04 million in both 1989 and crop year rents accruing to labor would have increased by
1988/89. The net economic welfare gain would $60,000 in 1988 and by $82,000 in 1989. The
have been $200 thousand in 1988, $299 thou- economic rents accruing to capital would have in-
sand in 1989, and $329 thousand in crop year creased by $75,000 in 1988 and by $102,000 in

1988/89. 1989. Note that the inucl:;w mm capital
The effects on and are rents are very small ve to ' rents re-
saned” oects o6, Frice ar pro- ceived by capkal and labor. The price in the

in year 1988/1989. There would have been $156,000 in 1989. The economic rents accru-
m%mmwdmm. z‘wamwu“ $91,000 in
The downstream economic effects of remov- 1988 and by $123,000 in 1989. Once again, these
ing the quota are presented in table 4-5. In the increases are negligible as a of total
downstream peanut butter industry, the economic rents accruing to capital and labor. The effects on
4-3



Table 4-4

The price and qmnmy offects of removing the peanut quotas, 1888-89 and orop year 1988/88
{in peroent)

item

(o]
1088 1089 1‘:&3:"

Pl'b..ﬂom

m ©0 00800000 CSECOSIORRINIOPRGOPEISEOSIOISOISIIBOIOTDN

Quantity effects:

"oduet 4060000000500 038000C000PEIORINICIGSS o
.ﬂpﬂﬂ'ﬂl’ﬁdﬂﬂto-oo-..‘.-........---...o.---..---.--o..o. -‘50

-39

.1 0.1 0,1
8 =31.4 i «31.4

sesarne o

Source: Estimated by the staff of the U.S. intermnational Trade Commission.

Table 4-8

The downstream sconomic sfieois of removing the pesnut quotas, 1885-89
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' Loss than 0.05 peroent.

Sowrce: Estimated by the staff of the U.8. intermational Trade Commiesion.

» Quantity, and
E:Eun industry would have

rents to
cressed by $154,000 in 1988 and by $210,000 in
1989. The economic rents accruing to capital
would have increased by $122,000 in 1988 and
by $166,000 in 1989-—increases of minor signifi-
cance given total rents in the industry. The eflect
on price in the peanut candy industry would have

been negligible in 1988 and 1989, and there
would have been no oﬁmonqunmy

significant
or employmant in the industry.
In the downstream peanut oil and meal indus-

cy.dnaeuwuﬁcmcemﬂngwhbormld
have increased by $6,000 in 1988;ndby

¥
¢
i



Table 5-1
Value of production, imports, and axports for cotton, 1968-89 and orop year 1888/89"
(Millions of dollars)

Item 19862 19890

Crop r
19088/69

'e"m"""' s

0060000600000 00080000000 000ttt sstOstast

$60060000600600060000000s0s0s0s0ssttsrttrer ‘.1‘9.‘ 4.‘74'2
1.0 0.9
P L L L R L L R 1.m.° 2.’“.9

4,188.0
1,670.8

' Valued et farm pricss for a weighted average of all growthe.

2 Calendar year quantities are constructed using 1987 and 1888 crop years.

'WwaMmWﬁmMimwlﬂﬁOwym.
Souroe: U.5. Department of Agriculture and U.S. Department of Commerce.

Table 5-2
Tarit aquivalants for cotton, 1688-89 and orop year 1988/89
(In parcent)

Year

Ad valorem
tarift equivelent!

1088 ... .ciivviinnnennnes

Cceerscsenstaenn eessene Ceeseecesseessosrrsnr st

1989 . .

' Weighted average of tariff equivaients for Type A, Type B, and ELS cotton,

Source: U.S. international Trade Commission, Estimated Equivalents of U.S. Quotas on Agricultural Im, and
Analysis of Competitive Conditions in U.S. Foreign Markets for Sugar, Meat, Peanuts, Cotton, and Dairy Products,

tion No. 332-281, USITC Publication 2276, February 1890.

Table 6-3

The economic weltare effects of removing the ocotton quotas, 1988-89 and orop year 1988/88

(In thousands of dollars)

itern 1088 1889

Toeske”

Comsurmner benefit:

L 14
“
0

174
3

)]
&7

-174

g8 El.s B

Not woltare gaIn ......ccccveevennnnnes 14

Source: Estimated by the staff of the U.S. intemnational Trade Commission.

Table §-4

The price and quantity effects of removing the cotton quotas, 1888-89 and orop year 1888/88

{in peroent)

item 1088 1989

el

Domestio product 0.0 0.0
BTIPOTLOO PrORICE . oo v vovnssnnsssrsrnsnsnnsrrorsrrnnnsnrees =88 -1.1

Quantity effects:

0.0
-1.7

Source: Estimated by the staff of the U.5. intemational Trade Commission.
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percent in crop year 1988/1989. There would be
no eféect on the quantity of domestic cotton pro-

The downstream economic effects of remov-
ing the quota are presented in table $-5. Effects
on price, quantity and employment would have

been negligible in all of the significant down- -

stream industries (the cotton broadwoven fabric
mill sector, the cotton yarn mill sector, the cotton
thread mill industry, the cotton felt industry, and
the cottonseed ofl industry) in both 1988 and
1989. Further, the increase in economic rents to
both capital and labor can be measured in the

Table 5-§

thousands of dollars. These sumns are negligible as
;‘dpemnugeofmnlhbormd capital rents in the
ustry.

In summary, the import restraints on cotton
had very little effect on the industry in 1988 and

The downstream economic effects of removing the cotton quotas, 188389

ooooooooooooooooo

- - -
(- 1-] e ) =b

g
- - -
———

- - -
e O O

' Loss than 0.05 peroemt.
Source: Estimated by the staff of the U.8. mernational Trade Commission.




Chapter 6
Meat

Introduction

This chapter describes how government pro-
grams and barriers to meat imports affect the
U.S. meat industry. The chapter is divided into
two parts. Part one provides a history of the gov-
ernment programs used to aid the livestock
industry and protect it from import competition.
Part two describes the method for assessing the
economic effects of significant import restraints
and reports the results.

The History of the U.S. Meat Programs

The U.S. Government uses both domestic
programs and import restraints to support in-
comes of domestic meat producers and to reduce
the variability of meat supply. Nevertheless, Gov-
emment intervention has been minimal; price
suppons are nonexistent; and trade barriers have
been used only sporadically.

Domestic Programs

Government support for incomes of meat pro-
ducers began with the National Wool Act of
1954, This Act, which extends through December
of 1990, supponts domestic sheep and goat pro-
ducers. Although it increases the supply of meat,
the main purpose of the Act is to stimulate pro-
duction of woo! and mohair, The Government
uses the revenue from tariffs on imported wool to

and inspection and sanitary regulations. Section
204 gives the President authority to negotiate
agreements with foreign governments to restrict
imports of any agricultural product from certain
countries. The Act also gives the President power
to limit the withdrawal of imported products
stored in the U.S. even if the imports are from
countries not specifically under restraint.

The Meat Import Act of 1964 was passed to
protect the domestic cattle industry. The Commit-
tee on Finance in the Senate asserted “that
imported meat has played an important part in
creating the distressed market conditions®! in the
industry. The Act covered fresh, chilled, or fro-
zen beef and veal? meat of sheep (except
lambs), and goats¢ Base quantities, sdjusted
yearly, were used to determine whether import
restrictions would be imposed. The base
for each year was computed by multiplying the
original base (established by law to be
725.4 million pounds of meat) by a production
factor, which was the ratio of a 3 year moving
average of domestic production to a 4 year mov-
ing average of domestic production. This adjusted
the minimum import level for changing trends in
U.S. production. At the beginning of each year,
the Secretary of Agriculture announced the new
base quantity and the “trigger” level which was 10
percent over the new base quantity. At the begin-
ning of each quarter, the Secretary also
forecasted the amount of subject meat that would
enter the country in the absence of restrictions. If
the Secretary’s estimates exceeded the trigger
level, then the President was required by law to
impose quotas. The Act allowed the President to
suspend the quotas, but only if there were some
grave reason, such as a threat to national security.

The Meat Import Act of 1979 altered the
1964 Act in a number of ways. Coverage of prod-
ucts was extended to include prepared or
preserved beefl and veal (TSUS item numbers
107.55, 107.61, and 107.62).% Most impor-
tantly, the 1979 Act was designed to make
imports of subject meats countercyclical to U.S.
production. That is, restrictions on imports are
more stringent when domestic production is high
and less stringent when the domestic production
is Jow. The intent is to dampen the variability of
both price and supply.

' §.R. 1167, 88th Congress, 24 session, 2, sed
?IMI‘J!‘:”C.?::CWMMMWO. 1. Nok
‘B uugolz‘npmmu TSUS ftem 106.10 and the
emgndm HS numbers are 0201,10.00, 0201.20.60,
ozgx. .60, 0202,10.00, 0202.20.60, and 0202.30.60.




lied by a growth factor and a cal
amr.hmwm&mhthenﬁoofa year
moving average of domestic production to & 10
year moving average of domestic production. The

rcyclical factor is a ratio of a § year moving
ction to a 2 year

%

current production is
tion), the President may suspend
such action is justified by “overri economic
or national interests of the U.S.” or if
current mpglies would be inadequate to satisfy
demand at “reasonable” prices. Unlike the 1964
Act, the 1979 Act adds the provision that the
mddemmpul:lﬂumum%o;'m:umm

import quota permit a y comment
period before taking final action.

In years when circumstances clearly indicated

that quotas would be imposed, voluntary expont

Couniries Under the authonty of the Apvatare

countries & ity 0 i

Act of 1956, section 204. As a result, quotas have
f 1976 only ' f

o .

%
;
E

Import tariffs
Tariffs on fresh, chilled, or frozen beef and
veal (TSUS 106.10) are 2 per pound. For

veal, and corned
Preferences (GSP) and Caribbean Basin
(CBI) countries snter the United States duty free.
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The Economic Effects of Removing
the VERs on Meat '

The evidence suggests that the main barriers
to trade in the meat industry are the voluntary
export restraints on shipments from Australia and
New Zealand which operated during parts of
1987 and 1988. Accordingly, we estimate what
the price of meat would have been without these
restraints, and then examine the effects of the
lower price on domestic consumers and produc-
m. '

This report considers only U.S. impons of
boneless cow beef, most of :lluych is blended with -
prescribed amounts of fat to produce meat used
mainly for hamburger by restaurants. Imports of
boneless cow beef account for more than 90 per-
cent of the total amount of meat imports from
Austnli:‘“ mdf!‘llc;\y' g.e%lasnd covered ?y 'ht::e Meat
Import o . U.S. imports of sheepmeat
and goatmeat are quite small, and domestic de-
mand for these types of meat is also quite small.

The Protected Sector

This section presents the results of removing
the voluntary export restraints on beef on the do-
mestic protected sector. The magnitude of these
effects should be considered in pe i




'able 6-1
L.luo of produetion, Imports, end exports' of bonelese cow beef, 1887-88
(in millions of doliars)

item 1987 1988
m ooooo T T R R R T ‘.055.0 3'“7.0
INPOMtS ....ccasnvnnrasssarrssssossososne cesoeen TTTTY TR eeee 1,337.0 1,484.0
Exports ..... cesrerinscsans B T T 0.0

' Exports of the type of beet subject to the quota.
Scurce: U.S. Department of Agriculture and U.S. Department of Comsmeroe.

Table 8-2
Taritf equivalanta for boneless cow beel, 1987-88'
Average Average
Price to Prioe to
Canadian u.s Ad valorem
Year buyers® tariff equivaient’
Cents per pound Peroent
1087 ........ cesecrressaascsrnns 83.¢ 84.9 1.8
1888 ...... sesasscsesesancns srseas 90.6 88.1

!mcmmfwmn-n-m-gomsm mcmmmtﬂubmawm7
monthe, and both are f.0.b., New Zsaland.

'Thou.s.prbﬂorn:?bm;muomws"m the U.S. prioes for 1888 is an average over 7
°. X} .d.‘n

Source: New Zealand Meat Producers Board; specific and ad valorem tariff equivalents computed by the staff of
the U.S. international Trade Commission.

Table 6-3
The economic wellare effsots of removing the VERs on meat, 1087-88
(in millions of doliars)
item 1987 1088
Consumer benefit:
amgg:mm ......... N 10.1 73.4
Ouota rents et Cereeeeeeiranerennaaens 21.0 5.0
Deadwelght 1088 reoOVered ........ccocccvvrrrnnnee crereees 1.0 8.0
Total consumer benefit .......... seestessenne sessessssrresssas 41.1 167.4
Producer loss inthe domestic market ........cccevee ersesns sessserene 19.1 73.4
NOt wollare gain ......covovvvvernvcnsercncnnes 2.0 4.0
whwm (AR NN E NN ENE NN NNIENENENEN) SO0 GBS RIOOPOIBRIOOIGEOIOIROEINOETS 1‘.0 “.o
Losa INCaptal ROMS ....ocvvvenncncrresnnnns cecserssnnsasasersanes 3.0 13.0

Sowrce: Estimated by the staff of the U.5. international Trade Commission.

fare effects from removing the VERs and the million in 1988. Consumer benefits totaled $41

changes in income of labor and capital in the in- million in 1987 and $167 million in 1988. Ap-

dustry. Table 6~4 presents the effects of removing proximately half of the consumer benefits are due

lheVERsonthepmeofhnpmdmt.mdﬂw to lower prices domestically produced beef
f domestically other
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Table 6-4 :

The prica and quantity effacts of removing the VERs on meat, 1987-88

{in percent)
Iem 1987 1988
Price effects:
............................................. =047 -1.88
IMDOTted Protdst « . cvcvcrtaoreressstasararoascrissrsirsaserreans -1.,21 4,30
Quantity effects:
mm ........ esdsassesesosssseeseseeen e0sssv0ss s -0.49 -1'°‘
IMPOrted Produstt ....ccocevcescccssssrsses tesassasannss cessncns 3.40 11.70
inputs in domestic production
m:m«m ............ S TYTITRITRLY .o.gg .ggg
chmoom”hm""of" ITAREOEIAL INDULE o vevns e envnensensnsnnsnsnsansn 49 R+

Source: Estimated by the staff of the U.S. intemational Trade Commission.

Removing the VERs would reduce the in-
come of labor employed in the domestic industry
$14 million dollars in 1987 and by $54 million
dollars in 1988, while the income of capital falls
by $3 million in 1987 and $13 million in 1988.
Reductions in output and employment in the do-
mestic i would have amounted to less than
1 percent of total industry production and em-
ployment in 1987. In 1988, the effects are
larger~domestic output and employment both fall
by 2 percent.
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industry differs from those conducted for the
other industries considered in this report. The es-
timates of the changes in the income of labor
capital from removing the import restraint as
as the other effects on the downstream industry
are presented in table 6-5.

Sausages and Prepared Meats

them first d:vmmug industry considered is
sausage and prepared meat industry. Appen-
dix E identifies the “protected” sector as the
industry labeled “meat packing plants.” How-
ever, there is an aggregation problem: the “meat
packing plants® industry produces a variety of
products, not all of which are subject to quotas.
Therefore, it would be inappropriate to treat the
entire industry as the protected sector. This is im-
portant when calculating the effects of removing
the VERs on downstream industries, since the re-

if




Table 6-8
The downstream economio effeats of removing the VERs on meat, 1987-88

itam 1987

1986

. Sausages and prepared meats:
Ecog:me rents aceruing to—

=0b88
oamoo

oft
Employment effect (percentage change) ........cc00e

OO&UA
NN OO

cobi
MM O

Source: Estimated by the statf of the U.S. international Trade Commission.

and prepared meats would have fallen by 1 per-
cent, whereas output would have risen by 1
percent and employment would have been 1 per-
cent higher.

Frozen Specialties

Since meat subject to the quota restriction
represents 6 percent of the cost of producing fro-
zen specialties, the effects on the returns to labor
and capital in the frozen food industry are minus-
cule. Without the VERs in place, both labor and
capital income would have been $1 million higher
in 1987 while in 1988, labor income would have
been $4 million higher and capital income would
have been $3 million higher. These effects are
very small relative to the size of total labor and
capital rents in the industry. For 1987, the effects
of removing the VERs on the domestic frozen
food industry would have been negligible since in-
puts from the protected sector account for a small

share of the cost of producing frozen foods, and
the tariff equivalent is quite small. There would
have been only insignificant changes in domestic
prices, output and employment in 1987 or 1988.

Eating and Drinking Establishments

The results of removing the VERs on meat on
eating and drinking establishments are likewise
very small since meat represents only 5 percent of
production costs. In 1987, having eliminated the
VERs would have increased the income of labor
by $13 million and that of capital by $18 million.
For 1988, labor income would have increased by
$53 million while capital income would have been
$72 million higher. These estimates may seem
large, but they are small relative to the size of the
industry: sales would have been $147 billion in
1987 and $157 billion in 1988, and industry
price, output or employment would have changed
insignificantly in either 1987 or 1988.

-5
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Smns | SEEEE  Hnied Stotes Senate

Wasumgron, DC 20810-6200

September 9, 1988

The Honorable

Anne Brunsdale

Vice Chairman

United States International
Trade Commission

300 "E®" Street, 8.W.

Washington, D.C. 20436

Dear Madan Vice Chairman:

On behalf of the Committee on Pinance, I request that the
Commission conduct a study pursuant to section 332 of the Tarifs
Act of 1930 on the economic effects of existing significant u.s.
import restraints. The study should include an assessment of the
effects on U.8. consumers, on the output and profits of U.S.
tirms, on the income and employment of U.S. wvorkers, and on the
net sconomic velfare of the United States. The study should
assess the direct effect on U.8. industries that are protected by
the import restraints and the indirect effects on “downstrean®
industries that are customers of the protected industries.

The study should consider the effects of significant
restraints on U.8. imports, such as voluntary restraints on steel @ .
and autos, and the Multifiber Arrangement, whether they result
from an Act of Congress, an action taken under the fair trade
levs of the United States, such as section 201 investigations, or
an international agreement. The study should not include those
import restraints result from f£inal antidumping or
countervalling duty investigations by the ITC and the Department
of Commerce or section 337 and 406 investigations by ths ITC.

The results of the study should be reported in three
phases. The first phase should address the effects of
restraints on imports of manufactured products. The second
phase should address the effects of restraints on imports of
agricultural products and natural resources, and the third phase
should address the effects of restraints on services industries.
The Committee would appreciate receiving the report for the first
phase vithin one year after receipt of this request, the report
for the second phase vithin two years, and the report for the
third phase within three years.

.m,.
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--Elhu$ tsen
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Federa! Register / Vol 54, No. 181 / Wednesday, October 4, 1988 / Notices 20815

s ——

submit comments to the Medford
District Manager ut the above address.
Objections will be reviewed by the
Sute Director who mey sustaln, vacate,
or modify this realty action.
Date signed: Sepinmbur 28, 16988
Devid A. joass,
District Manages.
FR Doc. 8023412 Filed 10342 848 am|
ML CODE 4300-35-00

ICA-910-09-4214-10; CACA 24047}

Partial Termination of Proposed
Witharawal and Resurvation of Land;
California

AGENCY: Bureau of Land Munsgement,
huterioe,

ACTION: Nutice.

SUMMARY: Notice of the U.S. Depattment
of the Navy applicatioa CACA 21047 lur
the m\hdnw snd reservation of
public lunds from settlement, sale,
location, or extry undur the general lund
lews, including the mining laws, was
published in lho Federal Reyister on
Fabruary 2, 1009 {54 FR 8281). The US.
Departmaut of the Nsvy has cancellad
:: application as to the lands described
low:

Meouni Diablo Meridian
TBS.ROLE,
Sec. 18, 81NNV, S%NY. and S¥%.
‘The ares described ecatains 360 acres in
Son Beraandino County.
DATE: At 10 a.m. on November 6, 1980,
- the land will be relisved of ite
segregative affect in accordance with
the regulations in 43 CFR 2310.2-3(c)
POR PURTHER BIFORMATION CONTACT:
Violu Andrade, BLM Californias State
Office, B-2043 Federal Office Building,
2800 Cottage Way. Sacramento,
Califurnis 03825, (918} #78-4820.

Detad: Seplamber 28, 1990,

Neacy }. Alax,
Chisf, Loaus Section Rrusch of Adjudicativa
ond Rucords.

YR Duc 89-23807 Filed 10-3-8 &:4$ am|
SALING COBE 48500000
e

INTERANATIONAL TRADE
COMMISSION
{investigation Ne. 332-202]

The Economic Effects of Significant
U.S. import Restraints Phase i
Agricuitural Prosucts and Natural
Rescurces

aeeucy: United Statas Intsrnational
Trads Commission.

B-2

ACTION: Scheduling of heering and
request fur comments in connection with
pbase II of tha investigetion.

EFFECTIVE DATE: July 28, 1868,

FOR FURTHER INFORMATION CONTACT:
Seth Keplan (202) 252-1231, or Donald
Rousslang (202) 252-1223, Research
Divisivn, Offics of Economics, U.S.
Intemnationa) Trade Comuwission,
Warhingtaon, DC 20436,

Bauhground

The Comminsion instiluted

investigution No. 332-282 following
recoipt of a letter datsd Seplember g,
1988, from ths Senate Commitise on
Finuncs. Ths Commitive requested that
the invustigation be canducted in three
cunaecutive snnual phases addressing
the effects of siguificant US. import
restruins on (1) impocts af
manufactussd prodncu. (2) imports of
agricultural products anJd natural
resources, and (3} servics industriss.
The Commission bas submitted ite
report on phase { on Septsaber 11, 19¢9.
Notice of the instituticn of the
investigstion aud of ths hexring and
othar malters related 10 pbase | was
published in the Federal Reglster of
October 16, 1988 (33 FR 40071).

As requesiad by the Cowmittes, the
phase 1l report (like the re oo the
other two phases) will include an
assessmant of the sffects on US.
eonwun.oathcompnludpmﬂucl
US. firms, on the income and
mplcymn!olu.s.wuhn.mdutbc

economic wellare of the United
SumllwmcmmMnMu
US. industries that are protected by the
import restraints and the indirect effects
oo “downstream” industries thut are
customers of the protected industriss.

‘This phase will focus on US.
reslraints to imports of agricultural
products and astural resources, whalher
the restraints result from an Act of
Congress, an actioa luken under the fair
trads laws of the United States, such as
201 of the Trade Act of 1974, or an
intarnational agreement. Howevee, the
report will not cover thoss tmport
mwmmm

ar cuunterv
hvuugmmbylhl‘l'c P mthlﬂm

Department of Commercs, inves
by the [TC undeor section 337 of the
Tariff Act of 1930, oe section 408 of the
Trade Act of 1974, o¢ investigations by
the US. Trade tive under
mmdmmwazm

The Commission axpecis to report the
results of this phuse of the investigation

10 the Commiitee on Pinsnce on o
sbowt September 11, 1990

Public Hearing

A public hesring in connection with
the sucond phase of this investigation
will be luld in the Commission Hearing
Room, 500 E Streat, SW, Washington,
D.C. 20438, beginning at 9.30 a.m. on
March 7, 1000. All parsuns bava the right
to uppear by counsel or in pereun, to
present information, und to be hespd.
Requeats tv appesr st the public heariug
should be filed with the Secretury,
United States Internations! Trede
Commission, 500 E Street, SW,
Washington, DC 20438, no Ister thun
noun, February 21, 1890, The decdline
for filing prehuasing biivls (usiginal and
14 copias) is Fabruary 21, 1990. A date
for public hearings o connection with
tbe third phase will be announved later.

Wiilten Submissioas

Intarested persons are invited 1o
submit written atatemanty i
the matters 10 be addressad in the
report. Commercial oc finsncial
information that & party desires the
Commission 10 treat as confidential
must be submitled on separate shecta of
paper, each clearly marked
“Coufidential Business lnformstion” at
the top. All submissions requesting
coafidential treatment must conform
with the requirements of § 2018 of the
Commission's Rules of Practice and
Procedure (19 CFR 201.8). All written
submissions, except for confidential
business information, will bs made
available for inspection by intetestad
persona in the Office of the Secrslary 0
the Commimion. To be assured of
consideration by the Commission,
written stutaments relating to the
Commissioa’s report and post-heering
briefs should be submittad at the

" aatliest peactical date snd should be

recsived ao later than March 21, 1990
All submissions should be addressed to
the Secretary 10 the Commission at the
Connhlhucﬂbh Washington, DC
are advised

&llh!ounuuu matter can be
eblained by contracting the
Commissioa’s TOD terminal on (202}
252-16810.

By ordes of the Commsissics.
Keaneth B, Mosen,
Secretory.

leoued: Sepicmber 22, 1980
(VR Doc. 6-23384 Filed 10-3-48; &:45 am|
SRAMG COBE Tess-e0-1
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APPENDIX D
METHODOLOGY




Introduction

This appendix describes the methodologg used to measure the effects that removing
agricultural quotas would have on the U.S. economy. It begins by looking at the
protected sector itself, focussing on the effects in the markets for the restrained imports
and the competing domestic output. It then examines the effects in important
downstream industries, including the effects on income received by labor and capital in
these industries. .

Equiiibrium in the Import and U.S. Product Markets

In generai, terminating an import quota results in increased imports as consumers
substitute the now cheaper imports for competing domestic goods. Consequently, both
price and output of the domestic goods decline. The model used in this study does not
assume that U.S. consumers regard the imported and domestic product as perfect
substitutes for each other. Instead, consumers are allowed to distinguish among products
of different national origin for a variety of reasons, including differences in physical
quali:"es or durability, warranty terms, speed and reliability of delivery, and liability of
manufacturers.

Effect on Labor and Capital Income in the Protected Industry

For all the agricultural products protected by quotas, except for beef, U.S. producers
receive a r price. If the quotas were ended for these products, demand for the
competing U.S. product would decline, and the Government would have to increase the
subsidy to the domestic industry if it wanted to maintain the support price. Thus, if the
price rt program is maintained, it insulates labor and capital employed in the U.S.
industry from the effects of terminating the quota, but it imposes additional support costs
on the Government.

The U.S. beef industry, however, does not benefit from a domestic price support
program. Therefore, removing the quotas would cause the price received by domestic
beef producers o decline, and would cause the income of both labor and capital
employed in that industry to also decline.

National Welfare Effects

A quota restricts imports and raises the price to U.S. consumers. Furthermore, if the
quota rights are assigned as export licenses to foreign interests, as they are in the case of
all agricuttural products, except dairy, the premium U.S. consumers pay above world
price for the imports accrues to foreign exporters rather than to domestic importers or
other U.S. residents. Had the quotas not been in place, these payments to foreigners
would have been reuined by U.S. consumers and could have been used to purchase

produ
A q reduces U.S. demand for the import which tends to drive the world price
qsug.hlnducﬁonmuwwﬂdpﬁcewouldumlionw (but never offset) the rise in
price to consumers caused by the quota.

Eliminating a quota increases demand for the imports, putting upward pressure on the
Mdpﬂcegtnn'lonﬂn;nnpgicewv.s consumers. Eliminating the quota also reduces



Effect on Income of Labor and Capital Employed by Downstream
Industries

When the quota is eliminated, the price of both the imported and competing U.S.
product declines, as just described. As a result, production costs for industries that use
these products as intermediate inputs will fall. As their costs and prices fall, consumers
buy more of the downstream products. The resultant greater production in these
industries means that they will employ more labor and capital and, consequently, bid up
the price of these inputs, at least in the short-run. The model estimates the resuitant
short run increase in income received by labor and capital employed in each downstream

industry. :

Effects Not Included in the Current Model

Several economic effects that could result from eliminating agricultural import quotas
are not accounted for in the methodology. These effects are discussed in this section.

Terms of trade effects of exchange=rate deprecigtion

The phrase “terms of trade” refers 10 the prices a country receives for its exports
compared to the prices it pays for its impons. Specifically, the terms of trade are
measured as the weighted average of export prices divided by the weighted average of
import prices. A reduction in the terms of trade is also called a worsening of the terms of
trade, because it implies that the home country must give up a greater amount of its
output to pay for a given amount of imports.

Eliminating an import restraint increases U.S. imports and tends to move the U.S.
trade balance towards deficit. The move toward deficit, in turn, causes the U.S. dollar to
depreciate against other currencies, raising the doliar prices of U.S. imports and exports
for a given dollar price for non-traded goods. Nontraded goods include, generally, many
types of services (such as the productive services of labor) and certain products
characterized by high transportation costs. Since the United States is large enough in
world markets to aflect the price it pays for imports and the price it receives for expors,
the depreciation will ordinarily worsen the terms of trade.!

The net welfare loss of the worsened terms of trade is the loss to consumers (who
must pay higher prices for imports), less the gain to producers (who receive higher prices
for their exports), less the gain to those who receive income from foreign investments
(whose foreign exchange earnings transiate into a greater dollar amount owing to the
dollar depreciation). During periods of current account deficit, the losses to national
residents are likely to exceed the gains.

The adjustment for the response of exchange rates is not needed if foreign trading
partners reciprocate for the taniff removal. When foreign tariff concessions accompany
the U.S. tariff concessions, an increase in foreign demand for U.S. exporns accompanies
the increase in U.S. demand for imports, so the U.S. trade balance does not tend toward
deficit and there is no need for an exchange rate adjustment.2

Domestic taxes

Domestic income and excise taxes lower real alter-tax wages, thereby distorting the
work-leisure choice and discouraging work effort. Eliminating an import restraint can
reduce the work disincentive effect of domestic taxes by increasing real wages. The
increase in real wages comes from the reduction in consumer prices caused by eliminating
the import restraint, Thus, by ignoring the role of domestic taxes, the methodology tends
to understate the actual effi gain of removing an import restraint.3

' See G. Basevi, "The Restrictive Effect of the U.S. Tarill and Jis Wallare Vakus,” American
Economic Review, $8:4 (Seplember 1963), rp 840-832.

2 For a further discussion of terms-ol-irade effects, see D.J. Rousslang and J.W, Suomela,
Calcuiating the Consumer and Ncr' \:cmn Cests of import Relief, Safl Research Study #tS, U.S.

International T . 1988,
-m.mmammammuwn&y.mb.nmun#.-‘m
Wallare Cost of import Restraints in the Presence of Domestic Taxes,” Mimeo, USITC, Apell 1990,
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Macroeconomic effects and employment

Policy makers often are interested in the effects that eliminating import restraints
would have on the overall level of employment. Unfortunately, the overall level of
employment is the result of many economic forces both at home and abroad, including
monetary and fiscal policies, technological innovation, and even political events. A full
macroeco:::mic n:?‘d;:l is needed to usesfs g:::e factors, but such a lmgleil is not useful for
assessing the we consequences of disaggrepate commercia Ccy actions. In
contrast, the model employed here is useful for assessin disaggregate U.S. commercial
policy actions, but it sheds light only on the sectoral e t{‘mem etlects of such actions.
Aggregate employment effects depend on such factors as the response of monetary and
fiscal policies and labor market congestion. In particular, aggregate employment effects
are likely to vary substantially depending on the stage of business cycle when the
commercial policy action occurs. ~

The Protected Sector

This section provides the equations for measuring the loss to labor and cafpinl in the
protected industry when the quota is eliminated. It is assumed that the loss of protection
does not cause any involuntary unemployment of labor. Impors and the competing
domestic output in the industry are treated as imperfect substitutes in demand.

The effect of a tariff on labor's income is illustrated in figure D-1. There, the tariff
causes output in the protected industry to rise, which increases the industry's demand for
labor from Lp to Lv'. Given the labor ly curve Ls, the increase in demand causes the
wage to rise from wy to w, and causes employment (number of hours worked) to rise from
Lo to Ly. The increase in the wage (wy - wp) multiplied by the initial (9reurlﬂ) level of
employment (Lo) is an approximate measure of the increase in labor's income in the
protected sector. This approximation is shown as the shaded rectangle in figure D-1.
g::‘dmai;nmmhbor'sincomwmﬁmnm«mmmwﬂuﬁmofm

area.

Let t be the equivalent ad valorem tarlf), i.e. the tariff that would restrain s 10

exactly the quota amount. Then, the loss in labor's income in the sector
caused by removing this tariff (V1) is approximated by
A Vy~ (WTVT, (1)

1+t,and Vi

w

where w is the wage rate of labor employed in the protecied industry, T =
thetoullabor-\nﬁ.billinzbeprotemdinduury (= wL where L is the volume o
employment). A hat (°) over a variable denotes percentage change. For example
w = Aw/w. The increase in income to capital caused by a tariff is estimated in an
entirely analogous manner.

When a tariff is imposed, T = 1 initially and T =t. When a tariff is removed, T= 1
t initially, so T = =t/(1 +t). The ratio w/T is the elasticity of the wage rate with respect
to a change in T. This ratio is obtained as follows. e

wuummzmmammmkwwm
equa

L —Y

Def(VA(K L), ) =min (VA" """ ) ®2)

where D is the quaniity of domestic output, VA is value added, and ¥y, and ¥, are
o&nohﬂdﬂu. VA is both linearly neous and constant of substitution
(CES) in capital and labor.* The function { assumes that VA and mai inputs, 1, are
used in fixed proportions, with constant elasticities, ¥y, and ¥,¢ It is also
assumed that the price of 1 i fixed to the industry, v '

homogsneous ( " than
| J 3
utun:pond: wmul:mo;m mwm@mmwm



Figure 1
Factor market in the protected seoter
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If the domestic industry is in competitive equilibrium before the tariff is removed
(firms are earning zero economic prolits), the average output elasticity must equal one
initially,

1e ola eV, | ' (D3)

where ay, is the share of value added in total cost and a is the share of material input
costs. That is, in competitive equilibrium, production must be characterized by local
mmmmwmkwhenmrﬁmlcwequannpmtmdummnﬂ' firm.

Next, write the factor market equilibrium conditions as

Ly(w,r, (R, PT)) =L,(w (DY)
KL w. r, D,(Fy, P.T)) = K (1), . (DS)

where La and K¢ denote the quantities of labor and capital demanded by the industry, r
is the rental rate on capital and Dy is the consumer demand for the industry’s output,
which in turn is a function of the price of domestic output (Ps) and the tariff~-ridden
{ the (Y H and K of labor and
::pb:li:dwmw (Fa); Ly » are the quantities capital
In the market for imporis, we have
MR, BT) = M(P,), o (D6)



where Mgis the quantity of imports demanded and M, is the quantity supplied.

In a shon-run period, the industry supply curve is the horizontal sum of existing
firms' marginal cost curves. (Over a sufficiently longer period, however, entry by new
firms will tend to dissipate any profits, and the supply curve will be horizontal at the
minimum average cost.) Thus, Lgrice equals marginal cost, which is obtained by
differentiating the cost function with respect to quantity, or

P, = wil, 4D + wK/eD +s 1,/aD, _ (D7)

where units of 1 are defined such that the price P = 1,
Logarithmically differentiating equilibrium conditions (D4), (DS), and (D6) totally

with respect to T yields a system of three equations in four variables, wiT, t/T, Po/T, and
Po/T and P, /T.* Logarithmically differentiating condition (D7) with respect to

T yields the required fourth equation. Since this calculation is somewhat tricky, the
procedure is sketched here.

First, note that condition (D7) may be rewritten as
P‘D = VL*VA + vx*wu* ‘{*I (07
Logarithmically differentiating condition (D7’) with respect to T yields

i’,fi‘ + b/’i‘ = (&rr + f.l‘i‘) &t (;n.' + l.(fl.') ot i/’i‘w (D8)
where,

¢ = (VW I(V +V W, +V¥] i=LKlI ' (D9)
Note that i.l'!:. irf. and frr may be expanded in terms of w/T, 5/T, and Q/T.

LA = T 4y iF 4y, DY (D10)

KA = g /T + q /T ¢y DA (o11)

1T =y DT, (D12)

where the w's are own- or cross~-price demand elasticities. (Throughout this appendix,
all own-price demand elasticities are negative numbers.)

Finally,

DIT = 0, B/T 4.0, (P /T+1), (D13)

By substituting equation (D13) into equations (D8), (D10), (D11), and (D12), and
then equations (D10), (D11), and (D12) into equation (D8), B /T  may be expressed in
terms of W/T. 1/T, and i’-""ofmm. the fourth independent equation.




In matrix notation, the four equations may be written,

Av =B (D14)
where
As
" ne, . Mx ‘ Yot Yoalen 7
N Ny ~& VYua s YAl
¢, /0(14m +o /b M ) ¢ SO(1Mtd /o) =1 M SB((d 4 W, 4 ¥, ~1]
| 0 0 Nt Na™ta | d

v = it ¥, B B D)
B (~%uMup+ ~HaTkw' T R+ NNpp+4y ¥ 1), -n,)
0= 1= m, [(d+d; Ia+é, ¥, ~1],
n.mi w}xe‘re ‘the‘ ¢'s arf s:.:pply elasticities. The solutions to (D14) yield the values of
w/T, t/T, B,/T, and B /T.7

Now, using the solution for the wage-tariff elasticity, wiT, the change in labor's
mcomemybeevahmedm( 1).

The compensated demand elasticities for K and L required in (Did4) may be
emmdhumsofcoashamnndehuidduofuchnmlmmm y

=0y (D163)
Np® % (D16b)
"o *n (D16c)
=00 (D164)

where the o's are cost-shares of total value added accounted for by either capital or labor
and Oy is the elasticity of substitution between labor and capital in value added.

Similarly, the uncompensated own-price and cross-price demand elasticities for the
domestic_and product used in (D14) may be expressed in terms of market
shares (), Armington elasticity of substitution between the domestic and imported

ptodtxet(°¢1.andd\eehsddtyofdemndfofﬂneompodugoodcomprkedofmem

o e ms;mm'um unu'z'n'mu(bu)m'm product supply
ﬁm:’wl mmum% factor supply functions that underlie the
exerciss. The implicit supply elasieity u,mth&-ﬁh&h structure may be

BalT = [Ny Mg = T (Mg= GN( M= &) (W = &) = Ny Mg ) (D15a)

BAS (L Q- Q) Oy - § ) - N T,) (D1sb)

mmmmmamn«w these two in domestic
dnnd an introduction 1 Mmﬂm%?%d&%mhiammm

mm:«mm.m Press, Cambridge, 1982.
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ng=§,n-8_q, (D17a)

n=¥n-d,q, (175)
n= 8, (0. W) (D17¢)
Mol Ja (0t ) " (D179)

The analysis has been presented in terms of removing a tariff. To apply the analysis
u} esmmthe te the effects of removing a quota, replace T with one plus the tariff-equivalent
o quota.

In summary, the parameters required to estimate the effect of a quota on the income
of capital and labor are cost and expenditure shares, the composite demand elasticity, the
elasticities of substitution between the imported and domestic products and between
capital and labor, the ned product and factor ly elasticities, the total wage (or
capital rental payments) bill, and the equivalent tarift rate for the quota.

Welfare Analysis

Relaxing import restraints has several effects on U.S. national welfare. In this
section, those effects are identified and analyzed. The analysis is for 8 quota when the
unoota rents accrue to exporters. It is assumed that in the absence of the quota, the U.S.

vernment would increase subsidies to producers of the import-competing product so as
to maintain the initial price.

Fi D-~2, panel A depicts the import market. With the quota in place at quantity
M*, 3.s. consumers pay the price TPJ:nthe world price is POm, and foreign exporters
receive the difference between the U.S. and world price in the form of rents e?ml 10
areas B and C. When the quota is removed, U.S. residents pay s lower price for the
import (P'ms), and thus reduce expenditure on the initial quantity of imports by area B.
In addition, U.S. residents increase purchases of imports and receive additional
consumers’ surplus of area A. Thus, in the import market, national welfare increases by
the sum of areas A and B.

Panel B illustrates the domestic product market. In that market, the subsidy must rise

to maintain the suppon price (P ¢) when the quota is eliminated. Eliminating the quota
causes consumption of the domestic product to fall from Dy to Dy. Welfare increases by
the amount of reduction in subsidy paid to producers (trapezoid E plus triangle F). The
addiﬁonalmbsid;mededtominmnthempponpﬁeerenﬂtsinlwelhrelossthltkme

» and G. Thus, the net cost incurred in the domestic product market

‘The full national welfare effect of eliminating the quota is thus the sum of areas A and
B in panel A less area G in panel B,

ThepomeuyofﬁgunD-Zmybemnﬂnedimoa.lgebpka. Area A,
for instance, is approximated by a triangle with a base of (Pp /T+1)Tn ,Qu+ and a height

. of =® /T+1)TR where T is negative because » quota with tariff equivalent t is being

removed. Therefore, area A is approximated as,
Area A = =[(Ba /T+1)fT2n WVa )12, (D18)

Omwumwmhmummsmmm.ma.mmm
troe social cost 10 the exisnt that the tax used to gensrase the revenve

results in less afficient allocations of resources and goods. o3

instruments. Even if it is assumed that the revenue would come at the

expenss of Mmmm lp::im ther than from tax similar cost arises provided
o t [ pew revenus, &

each additional dollay of government tare tes social beneflts that exceed a dollar. The
benefits of additional government tare unnmmm?uamhm»
Justify the efficiency costs of the taxes. For s discussion of this fssue, ses E. K. Browning, “On
the Marginal Wallare Cost of Taxation,” American Economic Review, March 1987, pp. 11-23.
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where V,, is the initial expenditure on the imported product, and i’. /T is obtained from
the solution to equation (D14) or (D15a).

Similarly, area B is a rectangle with height ~(Pw /T+1)TPm and base Qu. Thus,

Area B = =(P, /T+1)TV, (D19)

Finally, area G may be approximated by a triangle with height [P¢ /T)eTPav'and base

[By/T})\Te Ry where {Pa/Tlo is the solution to equation (D15b) under the assumption
that the domestic product’s supply elasticity, ed, is zero, because the target price is

maintained; and [Fe/Tlo is the solution to the same equation under the assumption that
the et price is not maintained and the full domestic supply response occurs.®
Accordingly, area G may be estimated by calculating,

Ares G = {{B /T]o[Pa/T} T2e Ve} 12 (D20)
The total effect on national welfare of eliminating a quota is given by
A Welfare sw Area A + Area B - Area G. , D21)

Note that the total gain to domestic consumers of removing a quota equals the sum of
sreas A and B in Panel A plus the shaded area in Panel B. The consumer gains depicted
in Panel B, however, come at the expense of U.S. taxpayers who must finance increased
Government subsidies, and thus do not represent a change in net nationsl welfare. Total
consumer gains are calculated and reported for each product, and sre comparable
conceptually to consumer gains reported in previous ies that have generally treated
the competing domestic product as homogeneous with the imported product.

The Downstream Markets

This section presents an analytical framework for assessing the effect that removing &
quota has on the income of capital and labor employed in industries that are downstream
from the protected market.

Removing the quota causes prices of the import and competing domestic good to
decline, 50 downstream industries will face a lower price for these intermediate inputs.
The price reductions should lead to increases in production and sales of downstream

and in the demand for labor and capital in these industries (La and Ka). If L.
and K, are not perfectly mobile among industries, or if the downstream is
enough to affect in the markets for these factors, their price will be bid up'! and
they will receive higher income.

In Figure D-3, removing the quota causes demand for labor in a downstream industry
to shift from Lp to Lp°'. ployment in the industry increases along the labor supply
curve (L.a) from L, to L, and the wage rises from wy to wg. The shaded rectangle
;pprwdmam the income gain to workers in the industry. The equation for the rectangle

AVy™ (w, MV, T. (D22)

Mw.kﬂtengemofhbormuwdownm‘amhdwy.Vmistheumlhbor-wue
bill in the downstream industry (= w,L,), and T equals =t/(1+t).2 Production in the
downstream industry uses both primary factors and intermediate inputs, 1. Intermediate
inputs include both a composite product, 1,. comprised of the restrained upstream import
(lea) and its U.S. impon-competing substitute (lw) and a composite product (I,)
comprised of all other intermediate inputs.

:h.mmmmw“'“'murpm"m'uma %er the shorter the adjustment period
'mdmw.mx:nmm%uh&baﬂmwalm
h‘uuyhuwy'mmgm.
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Figure 3
Downstresm factor market
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‘l'hoproductionfuncﬁonfotﬁudwmumproduah;imby

Q,= {( VACK, L), I(1,( 1, 1), 1)) = min { VA'/FY 1K), (023)

which assumes that value added (VA) and intermediate inputs (T) are used in fixed
morum. Omp\uc.ho\nm.hnotmﬂylineuhomogethAmdl;
mmMmmeammwAmu.mmemmm.

Vahnad?dha&m:‘wubu&mnbmmmmh‘vkadﬁm
an elasticity of substitution of Ogyry. intermediate input, both
oaq...." The composite

mdou:"dmcafgkum wumx.m,g
1=g(l, 1) =min ( 1}/h%, [}/ne), 20
The total output elasticities for I, and 1, in Q, are given by
“‘.“l“holnd (Dzs.)
Ba & Myhl g ©251)

Assuming the downstream industry be, in competitive equilibrium, the ~ghare
anpolmemwmm.m oot

1= (a1 + Gza)pvan ¢ (Cten + Cma)iy + Con o (D26)
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Furthermore, as in the case of the upstream market, downstream firms charge
marginal cost. Finally, the period considered is one that is too short for entry or exit to
dissipate economic profits resulting from the upstream shock. Thus, the industry as a
whole may be out of competitive equilibrium during this period. The markets to be
examined include the capital and labor markets in the downstream industry, the

product markets, and the markets for both the upstream import and

downstream
competing domestic products.

Equilibria in the downstream factor markets require equality of demand and supply
for each factor, or

Dia( Wa Tae Qo) = S1a(Wa), and . (D27s)

Dxa( Wa T Qo) = Sxa(ra)- (D27b)

Demands for labor and capital in the downstream industry and Dx,) depend
the \n:en:‘ne (3:'.). the uurc:opn of capital (r)) (assumed equalat:outhe nm:n.) to capiulo)!:
and the quantity of the downstream product produced in equilibrium (Q,). Intermediate
input prices do not affect these demands because those i are used in fixed
proportions. Supplies of each factor (Sia and Sxa) depend only on own prices.

Logarithmic differentiation of conditions (D27a) and (D27b) yields,

" ;v.fl' + '.qu.r.fl‘ + 1y, QT= :L\.v.l‘f'. and (D28a)
nn;v.ri'+n‘ .‘ ﬁwu,,,\ bfr-.,}_ri' (D28b)
Note that the factor demand elasticities are income compensated, $0

N = - ap/(0p. ¢ Ox)Oxalar (D29a)
Nga = = Qra/(Qyy + Cx)OgaLas (D29b)
Nixe = Ox/ (G, ¢ Qxd)Ogaras and (D29¢c)
Noa = /(0. ¢+ Cx)0ratar (D294)

where the a's are cost shares.

To solve simultaneously equations (D28a) and (D28b), we need an expression for

Q/T. This expression is obuined by differentiating the pricing condition tha
&nmﬁmhm@.&mﬁucqunm&ym.mchywds ' '

MC( w,, Iy P-T' Pe Qo) = Po(QJ. (D30)
where MC is the marginal function and P, is the downstream product’
demand Rem that the dovngem is in eompeﬁnv:

inverse function. calling
squilibrium initially so that price equals sverage cost, total differentiation of (D30) yields

QAT =8 bplay, w/T ¢ oy /D +

Ko, i».ri' to (.z T+ D)) (D31)
where
B = (n e)/(e - ). (D32)

In definition (D32), ¢, is the
holding factor prices fixed and w, is the own-price elasticity of demand for the




downstream U.S. product. The output-marginal cost elasticity ¢,) is. implicit in the
rroducdon “structure specified by equation (D23) and may be found by twice
ogarithmically differentiating the cost function, recalling that the various output
elasticities are assumed to be invariant with respect to scale. Doing so yields,

¢, = A/B, (D33)
where
A= (0 + Og) Bvas + (Cas + Ca) o + O oy 204 (D34a)

B= (0, + 0xy) Bvan (Bvas = 1) .
+ (0gn + Oga) Bu(iy= 1) + gy g (Mo = 1) (D34b)
Note from equation (D26) that A equals one.

Now, inserting equation (D31) into equations (D28a) and (D28b) yields the desired
system of simultaneous equations

[ N By, "mﬂ"“:mpaj [ :v.fi' ]
Tuxati, Boy, Nxex HHABa /T

(D3s)

== By iy [0,R T+, @/T+ 1) [ 1]
1

m)iri and B, /T are solved in equation (D14), or in equations (D15s) and

The solutions to equation (D3S) may then be used in equation (D22) to estimate the
effect of changes in upstream protection on incomes of capital and labor in downstream
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APPENDIX E
DATA AND PARAMETERS




This appendix describes the data and parameters needed for the analysis outlined in
appendix D

Input-Output Data

The analysis of agricultural import restraints outlined in appendix D requires a
number of values calculated from input-output tables.! These values are taken.from the
1982 IMPLAN Input-Output Tables of the U.S. Forestry Service. This section describes
these tables and values derived from them. :

The first step is to concord the product categories being examined to the Bureau of
Economic Analysis (BEA) input-output sectors. In most cases, the categories being
examined are Harmonized Tariff System (HTS) lines. These HTS lines are mapped into
Standard Industrial Classification (SIC) sectors and from there to the BEA input-output
sectors. In other cases (certain sugar products), the products are SIC sectors, and only 2
single mapping from SIC to BEA sectors is necessary. The results of these mappings are
presented in table E-1.

Table E-1
Concordance 10 input-output sectors
MTS Line SIC sactor BEA input-output sector
0201, Fresh, chilled beef and veal ....... 2011. Meat packing plants ....... 140101, Meat packing plants
02%%. Froten bee! and veal ......cco000ee gguan:mkmplm }:g}gi.ummmpm
Mutton ..., Cetectserrane . Maat packing plants ....... . Meat packing plants
0401, Mk and cream, ot GOnG « oo ness 2026, FAMG K 1o e " Pk il
0402, Mk and cream, €OnG ....... ceess 2023, Dry, cond. and evap.
MK c..oivnccnennnns ceess 140400, Cond. and evap. mik
040310, Yom ....................... 2028, Fluld MK ......... ceseees 140800, Fiuld mik
. OPOBM cocovvvnccnnsnnss 2026, Fluld mik ........ seeecses 140800, Fluld mik
. [ Y 2026, Fluld MK ...ooocececcnnes 140800, Fluld mik
04038020, Buttermik .......... ceeevsoe 2026, Fluld MIK ...ccccccenncnee 140800, Fluid mik
' SOUP CTOAM cccvvevrnees 2023, Dry, cond. and evap.
mK ...... eecscesesssests 140400, Cond. and evap. mik
04039050, Drisd sour cream ......ce0c0e 2023, Dry, cond. and evap.
(1 S veseane 140400, Cond. and svap. mik
04030080, Dried s0ur cream ......... «es 2023, Dry, cond. and evap.
MK co.cicenranconsenccns 140400, Cond. and svap. mik
04039070, Sour cream ...... cessssreree 2026, Fluld MK ....ccconeennses 140800, Fluid milk
04041020, Flulkd Whey ...ccovceenccnes e 2022, Choese .....cc0cc000000e . 140300, Cheese
04041040, Drisd whey ......... essesess 2023, ., cond. and evap.
.................. oo 140400, Cond. and evap. mik
040480, Other mik constituents ....... 2023, Dry, cond. and evap. :
tats and ole 2021 MK cocoeene }M.M“:ﬂvﬂnm
c"‘. N‘w. °u. LR N NN N NN .a‘."m'w‘w 2800000000 QG.U"' '
?aos.am-&m sesecasscnsss %%.mu gosoo.gnm
. Poamuts, roasted ....co000ne . YT - P 0800, Ol bearing
17011100, Cane 2osl.cmmmw.uom 141900 orops
17011100, Cane Ceeeesretnenenens 2082, Cane sugar refininy 7100000 141900, 809
17011200.Mmm................. zm.lmmmm 141900, WW
12120100, Bost SUDEr . ...coccosooss oo 0133, Sugarcane and sugar
12128200, CaN® SUQRP ....cccccceccencne 0133, &nmm nndm m'&ww
17026020, Fructose SYIUP .............. 2048, Wet corn miling ........... 141700, Wet oom miling
20081100, Pearurt m.:mmm. uazoo.m '
0.8 0.8,
$201, Cotton, not carded or combed .... 0131, Cotton .................. 020100, Cotton
6202, COMON Card StriPs ......ccccceee. 2209, Toxtio goods, NO.C..... . . 171002, Yextie goods, n.e.C.
§203, Cotton, oarded and combed ...... 2209, Textle goods, N.e.C....... 171002, Textle goods, n.e.c.

Sowrce: Complied by the staff of the U.S. international Trade Commission.

* The reader unfamiliar with inpu t economics can consult C.S. Yan, /ntroduction to Input
Output Economics, Holt, Rinshart and W « New Youk, 1969.
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To calculate downstream effects, it is necessary to identify the important downstream
users. This is done employing a “use matrix,” which gives the inputs of commodities into
industrial production.2 First, the domestic use matrix is transformed from value terms
into input-output coefficients. These coefficients give the value of inputs of s given
commodity into a dollar's worth of outmn of a given industry. Second, the coefficients
are adjusted to account for differences in industry inflation rates between 1982 and 1987

using IMPLAN price indices.

Important downstream users are sectors with a significant amount of their total costs
attributable to protected upstream industries. A “significant” downstream connection is
defined as one where the protected industry accounts for at least 5 percent of the total
cost to the downstream user. The significant downstream users are presented in table
E-2. A problem arises with the case of Bottled and Canned Soft Drinks. The
input-output data show this downstream user having a coefficient of 0.06 for sugar
and 0.02 for wet comn milling inputs (comn syrup). In fact, theproductiong;omo the
soft drinks industry has changed 5o that it exclusively uses corn syrup. For this reason, we
set the coefficient for corn syrup inputs into soft drink production to 0.02 + 0.06 = 0,08
and the coefficient for sugar inputs into soft drink production to 0.00.

Table E-2

important downatream users of protected sectors’ output -

BEA Supplier BEA downstream user 'c"g"rlmm
o ————— e i S8
140800, Fid mik .............. tesenns }m.mw:um ......... sreieseeseass gf‘r

‘mqmo““wlMCCCOOCOCCCCCOCCOOQCCO o.w
140300, Cheese, natural and Prod ...cccceecccanse. 0,08
frozen desserts . .

. 1
142002, Chocolate and cocoa products ........
140300, Cheese ..... Gesececcnsssansss ('; eesecsssssrenne eassssecesectsssecene r
140200, Creamery {_ (* ceessesne eerestssssessesse teeedcsscasse .
020600, Ol bearing Orope .............. 142600, Vegetable ol Mills, N.8.0 c.ocvevvvonreccnss 0.
142001, Confectionery produots ,.....cecccceeoesss  0.20
143200, Food preparations, N.8.0 .......cceecee... 0,08
“‘m’w 0000000000000 00OTYS “2“2. am‘.“m 4000000000000 °ou
142300, FhvorhowmmJ
SYTUDS, MB.C .ovcerocorcencscccsssonanse 0.15
141000, Sopar - o o 088
141700:\\!“ orope it 1413%. KIS PSS TOLC LLLUTILIERIELOORY .
m 6090002000000 00008000000000000000¢0 QC“
142300, Flavoring
s ne.o . SYTUDS, NB.8 covvceracictccasosscnns e o(o.'{
m‘u'ww:'uu“....m....'.:....t..::::::: w1m. .00..0.000'0 ...........................
180300 V.Mmula “m" ................... 0.07
. Yam
Of toxthes, N.@.0 ....ccovivernccceccesss 0,08
142400, Cottonesed ol mils . ....... eesecccrreseces 0.87
160400, Thread MBS ...cccooeerccccccnss eassses .« 0,06
171002, Textle goods, N.G.0 ........... 170200, Folt QOOTS, N.8.6 c.ccevveecennccsoencese 0,08
;mmwhmvu«mmp«mmummw.
* S00 taxt for Giscussion of this coefficlent. .

Source: Caloulated by the staff of the U.8. international Trade Commission from U.8. Forestry Service data.

mmmlMDMWMmﬁmmMMMd

labor, capital, and iate goods in the protecied meat ing sector and in all
downstream sectors. Thase shares are calculated from the commodity output
and value added data for the BEA input-output sectors given in table E-1. The resulting
shares are presented in table E-3.

* The use matrix is the sum of the IMPLAN domestic use matrix and import use matrix.
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Table E-3
Shares of labor, capital, end intermediate goods in production

8EA No.

i
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Source: Calculated by the statf of the U.S. international Trade Commission using IMPLAN Input-Output Tabies from
Forestry Service.

Tariff Equivalents

The analysis of appendix D requires the tariff equivalent of the subject agricultural
restraint. These equivalent are taken from a recent, ITC report on tariffication of
agricultural import restraints that was prepared for the U.S. Trade Representative.?

Elasticities of Substitution

Two tml:s:t eh?ucmes of m::imﬁon are u%re& d‘:'he first of these is ths
Armington elasticity of substitution between imports e mesnccompeung;ood
These were taken from the literature and are presented in table E—4.

Table E-4
Armington alastiolties

Elasticity Source

e
Meat
Dairy

of coceces

Hanson et al. (1989)
Hortel ot al (1889)'
Hanson et

‘- @000seeNceetecstess0 ettt ,

SOOGS0 0000000000000 00c000te0s000s0c00 0060600000000 PRPIONEORNIOICEORNOIEREROR m“.‘d “m"
Haneon

POAMME .....cccicvcncccrcnrcacercccccce @0 cuen

‘o R R L R N T R Y R R R R R A A . ,
#8000 cs00000000000000000000c0R0e oW ceevccesvsrreccvsecsteccsesrnsornse .t.L “ )

coes eeessccsccss Hanson et al, (1089)
P0G G000 COGCPISIOGOIOOPIOSIOIOISIOIOEOTIEOITOPTDS w“‘l “m,
’o' 9000000000000 00000000 0000000000000 'ﬁl‘l".ﬁl‘ “"',

L XN

'Mmmmmmmmmmh-mmmnm»

that the

model gensrated a *plausbile® mummm Quotas were *Plausbie® was defined as

MMWM.MM
m:x.m.s.mqm.ms.rm.-m mhﬁ.‘tm AOEGEMMof

ucwmqm-'rwwnw .E. Teigas, -Ememu
¢ Lbornlu'uu;h'u. A'wﬁu‘m.' Alstoodnil D. Vincent, and §. Cuthbertson
ol Farm Support Policies. mmm Du'hnm.Im.

Estimated Equivalen U.s. pou- ﬂudmllmmc d Ang| Competitive
Cndmg:b ll.{” fnm:"’ Sugar, Moat, Posnuts . and “ ”“USITC
mqmmmdmmm two good in
. an introduction 10 this concept, see Section 7.2 of K. Dervis, J. de Melo, and

M
;;m IW Moaufu Dunlonmu Policy (Cambridge: m Ualvumy




The second type of elasticity of substitution is the elasticity of substtution between
labor and capital in the value added production function. These are taken from a survey

by Caddy.5 These estimates are given in table E-S5,

Table E-§

Centra! tendency tor estimates of elastioily of substitution Botwun labor end oapital, by secter

Sector

Estimate

O..... B0 0C OB NCOOPIPOOOOOOEOENIOIOCEINOEICOEOEOIOEIDODROENOOEDPOEDPVNOOIIOGEOEDBIRIOCOIDIOINIIOESIOPRIDN
Tm m m.......o.l.ooo. IF A NN RN NNENENNENNNNNREN NN NN NN NN NN NN .000;...
m m 26000000 RPBORC000CERIIRRNICCECEIRNRIRBIRIDRIRPPORINOEOEOIOIOIOINLIOOINOGOIIEOOITOECEOIBOIDDY

$00000 80000000000 0000 0000000060080 20000v0080000000000030 8000000000000 0000

Petroleum refining

w w “mO........l.'lIO.I"..ll‘l..l..........'..l.l.. (AN AR N R NN NN N
w m m w w V000 8000002000900 0806 2000060000600 0000000000000
T“”“‘w""“u‘um OQ..O.'..Ol....‘..O‘.......:::::::::.::::O.::::O:l...t:::

980
0.012
0.737
0.810

-

Souros: V. Caddy, *Empirical Estimation of the Elasticity of Substitution: A Review,* Worling Papers OP-00,

MPACT Project, industrial Assistance Commission, Melbourne Australia, 1078,

Supply Elasticities

Three kinds of supply elasticities are required. The first of these is the
impon supply.

Estimates were taken from the literature and are presented in table

of

fom Elastioity Time period

Al imports .......... 10.0
m‘.............. ‘o.o

“l..........“.. ‘.g
LA RN I R NN YN N NNN] ..w‘z.o
2.4

ii

4000000000000 Tm

Ve ¥

1 ssesccescssasscece TYOIS

3

982
LONGFUN .ocovcvsovvonnes Lattimore et al. (1687)

tecescesscrsctrssns Tm:éﬂdﬂm’i&;

Source

:unu: ", ‘TNEMO'Mhmh mm Agricuttursl Econornic

, vol, 34, 1 ap 12-18; 8.E. Haynes and

of Supply Behavior in international

0008r0N
Trade,* nmwsmwswm . $26-832; R. Lattimore, J. Roberteon, and
nm-mmmmm Mnnmz\ WUSDAW

m .s-oozozmnemm smmmr-w..lm-us

Polloy the
for imported Beef,* unpublished Ph.D. Dissertation, lows State University, m.RTm“KAM
Journa! of Policy

-mw in international Food Trade: mmm-mm
Modelling, vol. 11, Fall 1688, pp. 316-344.

’lhueondtypcoprplyohsddtynqdndkhu.s lupply Estimates wers taken

from the literaturs and are presented in table E-7.

MWWMI!&MGIW A Review,” Working Papers

Industrial Assistance Commission, 1976).
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Table E-7
Domeastic supply slasticitiss

item Elasticity Time period Source
Meat:

Beef, Ves! ........ 0.65 S-5years ......con0000000 Gardiner ot al. (1989)
Pork . .cococinnonns 1.00 3-5y88r8 .....c00i0iinnnn Gardiner et al. (1989)
Mutton, Lamb . 0.60 3-5y6858 .....000000000 .. CGardiner et al. (1889)
SUQEF ..oceeeiee 0.50 3-5yeare .......... ceeees Gardiner et al. (1089
2.00 Leu et al. (1987) ,
MK .....oconeene. 080 3-5Y0ArB ....iiiiiniianes Qardiner ot al. (1980)
Butter ....... ceons 0.80 S-Syears .......cc000000n ot al. {1089
0.84 3-5years ...c.0v0ceeines . Gardimrotal 1089
other ......... PN 0.48 3-5Y88r8 ......00cenennn . Gardiner et al. (1989

e
N

Gardiner ¢t al. (1889)
Gardiner ot al. (1089)

Sources: WH.WVO . L,
D.pmmom Agricuture, E m

1“7 op. so"f'-s'&'"wmww

JW

Demand Elasticities
The analysis requires estimates of the own-price elasticity of demand for

good made up of the

composite
their sources are presented in table E-8.

Eummm In tho dee Liberalization Database, U.S.
I.ou. A. Schmitz, and
Agricuitural

Economics, vol. n.m&m

the
import and the domestic substitute. Such estimates and




Table E<8
Demand elsstioities

ttem Elesticity Time period Souroe

eessesaane *.“ m ‘m
Food ..... ~0.32 Blano: and Green (1989
-0.58 LONg MM ..cooovnicncnneses mmmm 8)

m sevsvsesrnee Jo“ m“m
Mtv“ [E X RN NN N] IE X EEENRENRNNEE NN N] w.‘dl " ,

:u ‘ 00.--;.cnooilooooio l“‘ 1“5
cg 'm XY YRR R R RN Y ¥ m‘:m,’

i

m-coooio.o.oo-o
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[1 ' A000808030000000a0 'u‘
«0.10 U”o: Lw.z((im)’

H'“. .II....‘I...'.I..I W“d. 'm
Hahn (1888 (1089

Dairy:
“ 0800000000000 d.”“4l” Hm [EE EEEENNENENENNN]
=0.83 Croas se0ON ...ce000nvnee muw.m‘-
m....l....... q.” [ EEXREN]
Em esosconsece an
m I EE X R E NN N NN N QI“”4IN
-0.17

4!7’
Cheess ........... =0.80t0~0.60
-0.33

O”-’- ®e0csssrsene -0.75
m“...nn. ! .01‘2

m 900008000000 ' dc“

Peanuts ............ -0.74
'-0,.12
.20

-0
=0.14
' Drisd beans, peas, and nuts,

sm'v%iu Awulnu's 511-2'1'5 wunmvo and K Eu swuumgﬁrm
w«wamm uso':m m.m -R Green and J.
*Eiastioities in A!De Models. unpublished University cumom.muy 889; W.F. Hain,
'Emcud inoome Distribution on mounmul’qumwsmnm vol. 40, Spring 16833,
1o-uuuano.u mcu.w-uu. 'Tmbumna Dﬁy : Struoture, Prediction, and
Journal of 70. nu\po 218-220; K.S. , U.S.

Gardiner ot al. (1989)
(18.;5 al, (1008)

Sohad (1 u%

Rucker and Thurman (1689)

: North Carolina ‘State University, May 1989; J.D.

Schawd, “Peanut Demand Estimates and M'Mdhmm presented at the annual
of the American Psart Research and Eduoation Sooiety, Oriando 14-17. 1987; K. Thel and

K.Ww. » “A Differential Approach to U.8. import Demand,* emunm 1970. pp. 249-254.

§§~

Studies Querterty. vol. 3%, March 1'm..'mu-n: R.R. Ruoker and W.N. Thurman, “The Economic Effects of
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