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PART 1
FINDINGS, RECOMMENDATIONS, AND VIEWS OF THE COMMISSION






UNITED STATES INTERNATIONAL TRADE COMMISSION
July 15, 1994

REPORT TO THE PRESIDENT ON
INVESTIGATION NO. 22-54

Wheat, Wheat Flour, and Semolina

FINDINGS:

Chairman Watson, Vice Chairman Nuzum, and Commissioner Crawford find that (1)
wheat, wheat flour, and semolina are not being imported under such conditions and in such
quantities as to render, or tend to render, ineffective the USDA wheat program; and that (2)
the evidence of the recent impact of increased wheat imports, which is concentrated in one
region of the United States and two segments of the wheat market, could support the
President finding either material interference or no material interference.

Commissioners Rohr and Newquist find that wheat, wheat flour, and semolina,
classified under Harmonized Tariff Schedule of the United States (HTS) heading 1001,
heading 1101, and subheading 1103.11.00, respectively, are being imported into the United
States under such conditions and in such quantities as to materially interfere with the price
support, payment, and production adjustment programs conducted by the U.S. Department of
Agriculture (USDA) for wheat.

Commissioner Bragg finds that wheat, wheat flour, and semolina, classified under
Harmonized Tariff Schedule of the United States (HTS) heading 1001, heading 1101, and
subheading 1103.11.00, respectively, are being imported into the United States under such
conditions and in such quantities as to materially interfere with the USDA program for wheat
based on material interference with the payment component of the program.

RECOMMENDATIONS:

Chairman Watson, Vice Chairman Nuzum, and Commissioner Crawford recommend

that, should the President find action to be appropriate, he take action as follows' to remedy
the adverse impacts identified in the record--

) Non-durum wheat
° no change in current duty rates on non-durum wheat for the first

1,000,000 metric tons’ entering, or withdrawn from warehouse for
consumption, annually.

' Chairman Watson, Vice Chairman Nuzum, and Commissioner Crawford decline to recommend
any limitations on wheat flour or semolina. They find that, given the negligible levels of imports of
wheat flour or semolina, there is insufficient justification for taking any restrictive action on such
imports.

? Chairman Watson and Commissioner Crawford view this as a minimum level of imports that
should be permitted to enter without additional duties, should the President determine to take action.
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@)

©)

(] ten percent (10%) additional tariff on quantities of non-durum wheat
that exceed 1,000,000 metric tons’ entering, or withdrawn from
warehouse for consumption, annually for two years beginning in crop
year 1994/1995.

Durum wheat

° no change in current duty rates on durum wheat for the first 500,000
metric tons® entering, or withdrawn from warehouse for consumption,
annually.

L ten percent (10%) additional tariff on quantities of durum wheat that

exceed 500,000 metric tons’ entering, or withdrawn from warehouse
for consumption, annually for two years beginning in crop year
1994/1995.

Temporary and Subject to Conditions

° The limited tariff increases suggested on a portion of the imports are
to be tied to the continued existence of a number of market conditions
currently existing in the United States and Canada, including
depreciation of the Canadian dollar relative to the U.S. dollar;
Canadian rail subsidies; nontransparent marketing practices of the
Canadian Wheat Board; surpluses of Canadian feed wheat;
extraordinary demand for feed wheat in the United States; and
unusual U.S. durum wheat market conditions in recent years.

° Such limitations should terminate two years from their date of
imposition, unless extraordinary circumstances otherwise dictate.

Commissioners Rohr and Newquist recommend that the President impose one of the
following three alternative forms of relief--

M

@)

an import quota in the aggregate amount of 900,000 metric tons per crop
year on imports of wheat, wheat flour, and semolina, to be divided as
follows-- '

(A) for wheat, other than durum wheat, and wheat flour, 540,000 metric
tons per Crop year,

B) for durum wheat and semolina, 360,000 metric tons per crop year;

for_imports of wheat, other than durum wheat, and wheat flour, a fee (duty)
in the amount of 35 percent ad valorem, in lieu of the existing rate of duty,
and for imports of durum wheat and semolina, a duty in the amount of 15
percent ad valorem, in lieu of the existing rate of duty; or



3) a tariff-rate quota system, as follows--

(A) for wheat, other than durum wheat, and wheat flour, a duty of 50
percent ad valorem, in lieu of the existing rate, on imports of such
articles that exceed 150,000 metric tons per year, beginning with crop
year 1994-95, with imports within such quota during the period of
any action to enter at the current rate of duty; and

(B) for durum wheat and semolina, a duty of 25 percent ad valorem, in
lieu of the existing rate, on imports of such articles that exceed
150,000 metric tons per year, beginning with crop year 1994-95, with
imports within such quota during the period of any action to enter at
the current rate of duty.

Commissioner Bragg recommends that the President impose a tariff-rate quota system
on wheat, wheat flour, and semolina as follows--

1) for wheat, other than durum wheat, a duty of 10 percent ad valorem, in
addition to existing rates of duty, on imports of such articles that exceed
800,000 metric tons per year, beginning with crop year 1994-95, with
imports within such quota during the period of any action to enter at the
current rate of duty;

2) for wheat flour, a duty of 10 percent ad valorem, in addition to existing rates
of duty, on imports of such articles that exceed 60,000 metric tons per year,
beginning with crop year 1994-95, with imports within such quota during the
period of any action to enter at the current rate of duty;

3) for durum wheat, a duty of 10 percent ad valorem, in addition existing rates
of duty, on imports of such articles that exceed 500,000 metric tons per year,
beginning with crop year 1994-95, with imports within such quota during the
period of any action to enter at the current rate of duty; and

4) for semolina, a duty of 10 percent ad valorem, in addition to existing rates of
duty, on imports of such articles that exceed 10,000 metric tons per year,
beginning with crop year 1994-95, with imports within such quota during the
period of any action to enter at the current rate of duty.

Background

On November 17, 1993, the Commission received a letter from the President stating
that he had been advised by the Secretary of Agriculture, and that he agreed with the
Secretary, "that there is reason to believe that wheat, wheat flour, and semolina are being or
are practically certain to be imported into the United States under such conditions and in such
quantities as to render or tend to render ineffective, or materially interfere with, the price
support, payment and production adjustment program for wheat conducted by the Department
of Agriculture.”

As directed by the President, on January 18, 1994 the Commission instituted
investigation No. 22-54 under section 22(a) of the Agricultural Act (7 U.S.C. 624(a)) to
determine whether wheat classified under Harmonized Tariff Schedule of the United States
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(HTS) heading 1001, wheat flour classified under HTS heading 1101, and semolina classified
under HTS subheading 1103.11.00 are being or are practically certain to be imported into the
United States under such conditions and in such quantities as to render or tend to render
ineffective, or materially interfere with, the price support, payment and production
adjustment program conducted by the U.S. Department of Agriculture (USDA) for wheat.

Notice of the institution of the Commission’s investigation and of a hearing to be
held in connection therewith was given by posting copies of the notice in the Office of the
Secretary, U.S. International Trade Commission, Washington, DC, and by publishing the
notice in the Federal Register of January 26, 1994 (59 F.R. 3736). The Commission held
public hearings in Bismarck, North Dakota, Shelby, Montana, and Washington, D.C., on
April 7, April 8, and April 28, 1994, respectively, in order to afford interested parties an
opportunity to present information to the Commission and otherwise to be heard.



REPORT TO THE PRESIDENT
INV. NO. 22-54, WHEAT, WHEAT FLOUR AND SEMOLINA
VIEWS OF CHAIRMAN WATSON, VICE CHAIRMAN NUZUM AND
COMMISSIONER CRAWFORD

JULY 15, 1994

I. BACKGROUND INFORMATION

Section 22 Authority

The purpose of section 22 is to protect farm programs by authorizing the imposition
of import restrictions if imports impair or interfere with those programs. Specifically,
section 22 permits the President to impose such import restrictions as are necessary if, after
investigation and report by the Commission of its findings and recommendations, he
determines that "any article or articles are being or are practically certain to be imported into
the United States under such conditions and in such quantities as to render or tend to render
ineffective, or materially interfere with," any USDA program.'

Material interference has been defined by the Commission in past cases as "more
than slight interference but less than major interference."”> When determining whether
material interference is occurring or would occur the Commission has examined factors such
as: (1) the available supply of imports, including import levels, changes in import volumes,
world production, and world stocks of the imported product; (2) pricing data, including the
relationship between import prices, U.S. prices, and the support price; (3) information
relating to domestic supply and demand, including volumes and trends regarding U.S.
production and U.S. demand; and (4) data relating to the Government programs, including
Commodity Credit Corporation (CCC) outlays,” CCC surpluses, and changes in the cost to
the Government of running a program.’ When assessing materiality, the Commission has
analyzed any increases in imports, any additional USDA expenditures that result from

'7 U.S.C. § 624(a). The President may also take emergency action pending completion of the
Commission’s investigation. See 7 U.S.C. § 624(c).

? Certain Dairy Products, Inv. No. 22-53, USITC Pub. 2659 at 8 (July 1993); Cotton Comber
Waste, Inv. No. 22-51, USITC Pub. 2334 at A-17 (Nov. 1990); Certain Articles Containing Sugar,
Inv. No. 22-46, USITC Pub. 1462 (1983) at 30, n.11; Sugar, Inv. No. 22-45, USITC Pub. 1253
(1982) at 7; Casein and Lactalbumin, Inv. No. 22-44, USITC Pub. 1217 (1982).

> The CCC is a federally owned and operated corporation within the USDA created to stabilize,
support, and protect farm income and prices through loans, purchases, payments, and other operations,
but not through appropriations. All money transactions for agricultural price and income support and
related programs are handled through the CCC. The CCC also helps maintain balanced, adequate
supPIies of agricultural commodities and helps in their orderly distribution.

See, ¢.g., Certain Dairy Products, Inv. No. 22-53, USITC Pub. 2659 at 8 (July 1993); Sugar,
lnv. No. 22-45, USITC Pub. 1253 at 7 (1982); Certain Articles Containing Sugar, Inv. No. 22-48,
USITC Pub. 2626 at 11-16 (Apr. 1993); Certain Tobacco, Inv. No. 22-47, USITC Pub. 1644 at 5-6
- (1985); Peanuts, Inv. No. 22-52, USITC Pub. 2369 at 12-13 (Mar. 1991); Nonfat Dry Milk and
Animal Feeds Containing Milk or Milk Derivatives, Inv. No. 22-34, USITC Pub. 633 at 10 (1973).
The term "practically certain” means that the probability of articles being imported in such quantities
and under such conditions as to cause material interference is highly likely. See Certain Articles
Containing Sugar, Inv. No. 22-48, USITC Pub. 2626 at 8 (Apr. 1993). Mere speculation as to future
imports that will cause harm to a program is not sufficient. 1d.; Certain Tobacco, Inv. No. 22-43,
USITC Pub. 1174 at 3 (1981); accord H.R. Rep. No. 1166, 76th Cong., 1st Sess. 2 (1939)
_("practically certain” addresses investigations in which it is known to "a point of overwhelming
certainty" that the agricultural program would be ineffective in the absence of protection).
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increased imports of a product, and whether the goals of the program are being met.’ We
follow this approach in the present investigation.

II. DISCUSSION OF MARKET CONDITIONS

A. Conditions in the U.S. Wheat Market

During the past few years, the U.S. wheat market has witnessed significant changes
in market conditions as the result of several unusual factors. Supply in the United States and
Canada, the principal source of U.S. imports, has been disrupted by disease, flooding and
frosts. These unpredictable changes have affected both the quantity and the quality of wheat
production. Demand conditions have been altered by rising prices for products that compete
with wheat such as corn, rising consumer demand, changing exchange rates, and declining
tariffs. Such supply and demand changes are normally followed by adjustments in markets,
such as changing prices and movements of goods from regions with abundant supplies to
regions with scarcity. U.S. wheat market adjustments, and the supply and demand conditions
that caused them, are discussed below.

B. Supply_Conditions

The U.S. wheat market has two important sources of supply: U.S. production and
Canadian production.” Supplies of U.S.-produced wheat have been most directly affected by
the Midwest floods and Southeast drought in 1993 and sharply increased U.S. wheat exports.
U.S. wheat production in crop year 1993/94 suffered some losses from the extraordinary
flooding in 1993.° However, the flooding and drought also significantly reduced supplies of
feed grains, such as corn, which compete with wheat in its use as feed, thereby reducing
overall feed supplies.” Total U.S. wheat exports increased from 27.9 million metric tons

S Certain Articles Containing Sugar, Inv. No. 22-48, USITC Pub. 2626 at 11, 21 (Apr. 1993);
Cheeses, Inv. No. 22-31, TC Pub. 567 at 6 (1973). In some circumstances, the Commuission has been
required to assess the impact of imports of one product on price support programs governing another
product. When doing so, the Commission has examined whether the imports are likely to displace the
products that are the subject of USDA’s programs and the magnitude of any such displacement. See,
e.g., Casein and Lactalbumin, Inv. No. 22-44, USITC Pub. 1217 (1982).

Although it was requested during the investigation, we do not make a finding under section 705(5)
of the U.S.-Canada Free Trade Agreement. Section 705(5) places requirements on the President
before imposing import relief under section 22. It does not affect the Commission’s authority under
section 22. See 7 U.S.C. § 624(a), (f); United States-Canada Free Trade Agreement Implementation
Act of 1988 section 101(a)(3), P.L. 100-449, 102 Stat. 1851 (Sept. 28, 1988); Statement of
Administrative Action: The United States -- Canada Free-Trade Agreement Implementation Act at 36,
reprinted in, "Communication from the President of the United States," House Document 100-216,
100th Cong., 2d Sess. 198 (1988); S. Rep. 509, 100th Cong., 1st Sess., pt. 2 at 50 (1988), U.S. Code
Con7g. & Admin. News 2444-2445.

U.S. ending stocks, which carry over from one crop year to the next, constitute another source of
U.S. supply. Ending stocks have moved upward somewhat since 1991/92. The relatively small
movements suggest that supply has not been significantly altered by changes in end-stocks. However,
ending stocks of durum wheat have fallen. Table 15, Report at I1I-36. Supply has also been affected
by acreage reductions; 7.3 million acres were set aside in 1992/93 and 5.7 million acres in 1993/94.
Report at 11-18.

® Table 12, Report at 11-32.

% The effects of the Midwest floods and Southeast drought are cited in: U.S.D.A. Feed: Situation
and Outlook Report, FDS-329, (May 1994) at 5. This report cites U.S.D.A. preliminary estimates of
a 33 percent decrease in the total 1993/94 corn crop over the previous year. Production of other feed
grains also fell as follows: sorghum down 36 percent, barley down 13 percent, and oats down 30
percent. Consumption of corn for feed use fell nine percent.
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(MT) in 1990/91 to 35.3 million MT in 1992/93; the percentage of total U.S. wheat
production exported rose from 37.5 percent in 1990/91 to 52.8 percent by 1992/93."

Durum wheat production has been declining" for different reasons. Despite the
generally higher prices of durum wheat, on average, relative to other wheat varieties, farmers
have had an incentive to shift from durum to higher yield crops in order to earn overall
larger incomes on their planted acreage. 2 In addition, large year-to-year price fluctuations
have created uncertainty regarding durum prices which further discouraged production.

While durum wheat production was down, more of what was produced went into
export markets; the percentage of U.S. durum production exported rose from 34.1 percent
in 1990/91 to 46.3 percent by 1992/93.” Supplies of U.S.-produced durum wheat were
further reduced by large export volumes. At the same time, average prices for durum and
other wheat in the United States were rising. The average value per bushel of wheat received
by U.S. farmers has increased from $2.61 in 1990/91 to $3.24 in 1992/93, but then is
estimated to have dropped slightly to $3.20 in 1993/94. Durum wheat prices have risen from
a low of $2.24 per bushel in August 1991 to $5.78 in March 1994."

C. Supply of Canadian Wheat to the U.S. Market

The amount of Canadian wheat available to U.S. markets is affected both by
Canadian production and by pricing factors. Unusual frost damage in 1992/93 and disease in
1993/94 forced the downgrading of large amounts of Canadian wheat from food to feed use.”
The overabundant feed wheat supplies in Canada thus were available to ease feed grain
supply reductions in the United States."

At the same time, several factors coalesced to make Canadian wheat more affordable
to the U.S. market. The Canadian dollar has depreciated 12 percent against the U.S. dollar,
in both nominal and real terms, since 1990." This has made Canadian goods less expensive
for U.S. purchasers. Declining U.S. duties on wheat imports from Canada have further
facilitated Canadian exports to the U.S. market.”® The Canadian Wheat Board (CWB), as the
near exclusive marketing agent for Canadian wheat, has been able to facilitate the movement

' Tables 8 and 13, Report at 1I-25 and II-33.

"' See Table 8, Report at I1-25.

2 The USDA support programs do not distinguish among varieties of wheat; per bushel target
prices are the same regardless of the variety of wheat produced. The more bushels produced per
acre, the greater the payments, after adjusting for average yield requirements. Post-Hearing Brief of
National Pasta Association at 13.

5 Tables 8 and 13, Report at [1-25 and 1-33. In the durum market segment, nearly one half of
U.S. durum production was exported in 1992/93, the majority of which was subsidized by EEP.
Tables 13 and 14, Report at 11-33 and [1-34.

" For average wheat value, see Table F-1, Report at F-3. For durum prices, see Table 28, Report
at 11-62.

'S For example, the percentage of Canadian Red Spring wheat classified as feed wheat increased
from one percent of the total in 1991 to 39 percent in 1992 and 22 percent in 1993. Responses to
Commission Questions, the Canadian Wheat Board, Appendix.

Data submitted by the Canadian Wheat Board indicate that the amount of Canadian feed wheat
imports as a percent of total Canadian wheat imports has increased from 20.7 percent in 1992/93 to
50.6 percent in 1993/94. Data for 1993/94 increases are partial year data (July to March). INV-R-
107 at 2.

"7 Report at 11-79.

® Duties on wheat from Canada, the source of nearly all wheat imports, fell from $0.21/bushel in
1988 to the current tariff of $0.08. As a percentage of 1992/93 import prices ($342/MT), the duty has
fallen from 5.75 percent to 2.24 percent. For pricing data, see Table K-1, Report at K-4. For duties,
see Report at 11-11. The reduction in tariffs is a result of the 1988 U.S.- Canada Free Trade
Agreement.



of supplies to high price markets, such as the United States. Finally, Canadian subsidies"
for rail transport of wheat have absorbed some producer costs and allowed Canadian
producers to deliver their export wheat to U.S. markets at a lower cost.

D. Demand Conditions

During this period of disrupted supply conditions, U.S. wheat demand increased.
1993 witnessed a surge in feed wheat demand® as a result of adverse conditions in other feed
markets, particularly corn. Use of wheat for feed normally varies by its cost relative to
alternative feed grains such as corn, and its quality. The 1993 Midwest floods and Southeast
drought removed substantial corn acreage from production and reduced yields.” Overall corn
production was thus substantially diminished.? The short supply of corn also had the effect
of increasing its market price.” The result was less corn at higher prices, creating
abnormally greater demand for feed wheat.” .

Meanwhile, the United States continued to experience rising demand for food quali}_y
wheat. U.S. consumption of wheat for food rose by 7.6 percent from 1990/91 to 1993/94.
However, reduced production and significant volumes of U.S. durum exports were affecting
U.S. consumption of durum.” Consumption of durum, the wheat input to pasta, fell slightly
from 1990/91 to 1993/94.” Imports of Canadian durum eased the tight U.S. supply, but
were a partial response to inadequate supplies of milling quality U.S. durum. Increased
imports of finished pasta products were the other response.”

E. Summary

In sum, the last few years have seen disruptions in wheat supply and demand in the
U.S. market. In the U.S. durum wheat market, U.S. supply was reduced as producers
shifted to other wheat varieties and exported a greater volume of wheat production.
Canadian durum was available to provide adequate supplies to purchasers in the United
States. Reduced duties, rail subsidies, and a stronger U.S. dollar relative to the Canadian
dollar together contributed to the attractiveness of Canadian durum.

Similarly, in the feed wheat segment of the industry, the United States experienced
supply reductions in total feed grain supplies as a result of the 1993 Midwest floods and
Southeast drought. Low quality Canadian wheat was available to satisfy the U.S. demand.

¥ See Report at 11-52, n. 117, and 11-55-56.

® [J.S. consumption of feed wheat increased by more than 50 percent from 1992/93 to 1993/94 to
reach about one-fourth of total U.S. wheat consumption. Table F-1, Report at F-3.

2" See supra note 9.

2 1d.

3 Comn prices increased by about 25 percent in 1993/94 over the previous year. Prices of
sorghum, another important feed grain, increased by about 24.3 percent during the same period.
USDA Feed: Situation and Outlook Report, FDS-329, (May 1994) at 28 and 29.

Demand for feed wheat and other feed grains was also increasing due to increasing inventories of
livestock and increasing use of corn for ethanol production. USDA Feed: Situation and Outlook
Regort, FDS-329, (May 1994) at 5 and 6.

U.S. consumption of wheat for food increased from 749 million bushels in 1989/90 to an
estimated 845 million bushels in 1993/94. See Table F-1, Report at F-3.

% Table A-1, INV-R-118 at 6.

2 Consumption of durum fell from 1.9 million metric tons in 1990/91 to an estimated 1.8 million
in 1993/94. Table A-1, INV-R-118 at 6.

3 In 1993, the United States imported 280,432 metric tons of durum wheat equivalent in the form
of pasta, a 29 percent increase in pasta imports in 1990. Pre-Hearing Brief of the National Pasta
Association, Exhibit 3 at 16.
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Reduced tariffs, rail subsidies, and a stronger U.S. dollar relative to the Canadian dollar
contributed to the attractiveness of Canadian feed wheat.

III. THE EFFECTS OF IMPORTS ON THE GOALS OF THE FARM PROGRAM

In this investigation, the Commission has been directed by the President to analyze
whether "imports of wheat, wheat flour and semolina are materially interfering with the price
support, payment and the production adjustment program conducted by the Department of
Agriculture for wheat." To understand whether there is material interference in the federal
wheat program, we must examine the purposes of these programs and determine whether and
how they are being affected by wheat imports. The primary purposes of the agricultural
programs under review can be summarized as follows:

1) Control the costs of farm support programs,

2) Support farm prices and income,

3) Assure consumers adequate supplies at reasonable prices,
4) Maintain a balanced flow of supply,

5) Promote trade, and

6) Promote conservation.”

The extensive record in this investigation leads to a conclusion that wheat imports
have furthered four of the six primary purposes of the programs, and have had no material
effect on a fifth. Wheat imports have contributed to an increase in the cost of farm support
programs through increases in USDA deficiency payments. However, even that additional
cost is small as a percentage increase in total support program payments. Each of the five
primary goals is considered below.

1. Control Costs of Farm Support®

The effects of wheat imports on program costs have been limited to increases in
USDA deficiency payments; imports have slightly depressed prices which in turn has led to
increased deficiency payments to farmers to cover the difference between target prices and
market prices.

The total cost of the USDA wheat program during the past five crop years has
ranged from $1.1 billion in 1989/90 to $3 billion in 1990/91.* The Commission’s empirical
model estimates that the additional cost to the program attributable to the price effects of
wheat imports is about $63 million in 1992/93.** We emphasize that this figure represents
the cost attributable to the total volume of imports. No party has suggested removing

® Various other purposes are also noted but there is no evidence in the record that wheat imports
have had any effects.

% Cost control is an explicit goal in both the Agricultural Act of 1961, P.L. 87-128 (Aug. 8,
1961), 7 U.S.C. § 1282 note; Food and Agriculture Act of 1965, P.L. 89-321, 79 Stat. 1187 (Nov. 3,
1965).

% These figures do not include government wheat payments under the Export Enhancement
Program. The dollar costs reported here are selected from the crops years 1989/90 to 1993/94; data
for 1993/94 are projections as of May 1994. See Table II-3, INV-R-098.

¥ The average annual increase in deficiency payments due to imports over the 1990/91 to 1993/94
period is $50 million. An alternative simulation model developed by the Commission estimates that
deficiency payments would have been roughly $4 to $11 million lower if imports had been limited to
one million metric tons of non-durum wheat and 0.5 million metric tons of durum wheat. See
Appendices A & B attached to these views.
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imports completely from the U.S. market. This $63 million figure only represents 3.4
percent of the $1.9 billion in total government payments under the wheat support program in
1992/93, not including export subsidies.” This effect on the program’s cost is small when
viewed in the context of the overall goals of the wheat program.

2. Income and Price Support™

A second primary purpose of the federal wheat program is to maintain income and
price support for farmers. Income support for U.S. wheat growers is provided through
deficiency payments based on differences between market prices, loan rates and established
target prices. Price support is provided through nonrecourse loans at the announced price
support loan rate.”

Farmer income support varies largely as a function of target price levels rather than
market price levels. Up to 85 percent of the eligible planted wheat acreage receives full
protection® from any decline in market prices through USDA deficiency payments; farmers
are paid the difference between the market price for this wheat and the target price level.
The target price for wheat has not been affected by wheat imports; it has remained at $4 per
bushel since 1990/91.

The record also indicates that farmers have not lost income from an inability to sell
their crops. There have been virtually no forfeitures of unsold commodities to the USDA.”

Therefore, neither price support nor wheat farmer income was adversely affected by
wheat imports.

3 See INV-R-098 for data on total wheat program payments and INV-R-118 for empirical model
results.

% 15 U.S.C. § 714 (establishing the CCC for, inter alia, "stabilizing, supporting, and protecting
farm income and prices"); Agriculture and Food Act of 1981, P.L. 97-98, 95 Stat. 1213 (Dec. 22,
1981) (an Act to, inter alia, "provide price and income protection for farmers"); Food and Agriculture
Act of 1977, P.L. 95-113, 91 Stat. 913 (Sept. 29, 1977) (an Act to, inter alia, "provide price and
income protection for farmers"); Food and Agriculture Act of 1965, P.L. 89-321, 79 Stat. 1187 (Nov.
3, 1965) (an Act to, inter alia, "maintain farm income" and "stabilize prices"); Agricultural Act of
1964, P.L. 88-297, 78 Stat. 173 (Apr. 11, 1964) (an Act to, inter alia, "maintain income of . . .
wheat producers”); Agricultural Act of 1961, P.L. 87-128 (Aug. 8, 1961), 7 U.S.C. § 1282 note
("policy of Congress . . . [inter alia] afford farmers the opportunity to achieve parity of income with
other economic groups"); Agriculture Act of 1956, sec. 102, P.L. 84-540, 70 Stat. 188 (May 28,
1956) ("policy of Congress . . . to [, inter alia,] protect and increase farm income"); Agriculture Act
of 1949, P.L. 81-439, 63 Stat. 1051 (Oct. 3, 1949) (an Act "To stabilize prices of agricultural
commodities"); Agriculture Act of 1948, P.L. 80-897, 62 Stat. 1247 (July 3, 1948) (an Act to, inter
alia, "stabilize prices of agricultural commodities"); Agricultural Adjustment Act of 1938 sec. 2, P.L.
75-430, 52 Stat. 31 (Feb. 16, 1938) (declaration of policy to, inter alia, "assist[] farmers to obtain,
insofar as practicable, parity prices . . . and parity of income"); Agricultural Marketing Act of 1929
sec. 1(a), Chp. 24, 46 Stat. 11 (June 15, 1929) (declaring intention that "the industry of agriculture
will be placed on a basis of economic equality with other industries").

* See Report beginning at 11-12 for a full description of U.S. wheat programs.

* Target price deficiency payments are limited to $50,000 per wheat farmer. In practice, less than
two percent of wheat farmers have reached their limit. There is no limitation on how much of a wheat
crop can be placed under loan, provided the producer complies with the wheat program provisions.
Also, no deficiency payments are made when market prices are above target prices.

Production from ineligible acreage may be sold at market prices. The price effects of imports
on such production would result in a negligible impact on farmer income.

" Payments under the price-support loan program were zero in 1989/90 and had risen to $8 million
in 1992/93. Table II-3, INV-R-098.
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3. Assure Consumers Adeguate Supplies at Reasonable Prices®

The third primary purpose of the federal wheat program is to assure consumers
adequate supplies of farm products at reasonable prices. This purpose encompasses two
related objectives: adequate supplies and reasonable prices.

U.S. production of feed grains was inadequate to meet U.S. demand last year,
creating a short supply and necessitating additional feed wheat. U.S. supplies of durum have
also been inadequate during the last two years, due both to reduced U.S. durum production
and the large volumes of U.S. production sent into export markets. In both cases, imports
have furthered the goal of assuring consumers adequate supplies.

Assuring reasonable prices for consumers is a related objective. As prices are
determined by supply and demand conditions, it is understandable that the additional supplies
available to American consumers from imports helped to hold prices down during a period of
rising demand. Wheat prices would have been an estimated 3.3 cents higher per bushel in
1992/93 alone, about a one percent increase, without the imports.” Such a price increase
would have caused a drop in domestic use of wheat by an estimated 24 million bushels, or
about a 2.3 percent decrease. Viewed from the perspective of the stated goal, American
consumers would consume 24 million fewer wheat bushels without the imports than they
would with the imports. Therefore, the presence of imports in the U.S. market has also
furthered the goal of assuring adequate supplies at reasonable prices.

40

4. Maintain_a Balanced Flow of Supply

Fourth, the programs seek to maintain a balanced flow of agricultural products. As
discussed in Part I1.B, Supply Conditions, the U.S. wheat market in recent years has
experienced certain supply disruptions. U.S. durum wheat supplies have been reduced as a
result of shifts from durum to higher yielding wheat varieties and larger export volumes.
Feed wheat supply reductions resulted from poor harvests. During these periods of short
supply, wheat imports have been the major factor in maintaining stable supplies in both
segments of the U.S. wheat market. Thus imports have helped to hold U.S. supplies at
stable levels adequate to satisfy U.S. demand. Imports therefore furthered this objective.

% Food Security Act of 1985, P.L. 99-198, 99 Stat. 1354 (Dec. 23, 1985) (an Act to, inter alia,
"ensure consumers an abundance of food and fiber at reasonable prices"); Agriculture and Food Act of
1981, P.L. 97-98, 95 Stat. 1213 (Dec. 22, 1981) (an Act to, inter alia, "assure consumers an
abundance of food and fiber at reasonable prices"); Food and Agriculture Act of 1977, P.L. 95-113,
91 Stat. 913 (Sept. 29, 1977) (an Act to, inter alia, "assure consumers an abundance of food and fiber
at reasonable prices”); Agriculture and Consumer Protection Act of 1973, P.L. 93-86, 87 Stat. 221
(Aug. 10, 1973) (an Act to, inter alia, "assur[e] consumers of plentiful supplies of food and fiber at
reasonable prices"); Agriculture Act of 1961, P.L. 87-128 (Aug. 8, 1961), 7 U.S.C. § 1282 note
("policy of Congress to . . . assure consumers of a continuous, adequate, and stable supply of food
and fiber at fair and reasonable prices"); Agricultural Adjustment Act of 1938, P.L. 75-430, 52 Stat.
31 (Feb. 16, 1938) (declaration of policy to, inter alia, "assist[] consumers to obtain an adequate and
steady supply of . . . commodities at fair prices”).

*"Table 37, INV-R-118 at 8.

“ Food and Agriculture Act of 1965, P.L. 89-321, 79 Stat. 1187 (Nov. 3, 1965) (an Act to, inter
alia, "assure adequate supplies of agricultural commodities"); Agricultural Act of 1956 sec. 102, P.L.
84-540, 70 Stat. 188 (May 28, 1956) ("policy of the Congress . . . to provide for . . . orderly flow of
such agricultural commodities in interstate and foreign commerce"); Agricultural Act of 1954, P.L. 83-
690, 68 Stat. 897 (Aug. 28, 1954) (an Act to, inter alia, "provide for greater stability in agriculture”);
Agricultural Adjustment Act of 1938, P.L. 75-430, 52 Stat. 31 (Feb. 16, 1938) 16, 1938) (declaration
of policy to, inter alia, "provide an orderly, adequate, and balanced flow of . . . commodities"); see
also 15 U.S.C. § 714 (establishing the CCC to, inter alia, "assist[] in the maintenance of balanced and
adequate supplies of agricultural commodities").
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5. Promote Trade with Friendly Nations"

The fifth primary purpose of the federal farm program is to promote trade with
friendly nations. Trade includes both imports and exports. Exports are expressly
encouraged by this stated goal. U.S. wheat farmers have responded by moving large
volumes of their production into export markets.

The other side of trade is imports. The movement of imports into U.S. markets is
by definition consistent with a stated purpose of promoting trade. Therefore, the imports
furthered both the import and the export goals of promoting trade.”

6. Promote Conservation®

The sixth primary purpose of our agricultural programs is to promote resource
conservation. Among other programs, the 1990 Farm Bill provides for the Conservation
Reserve Program.“ The Conservation Reserve Program is a long term retirement program
for highly erodible land.” Under the program, farmers contract with USDA for periods of
10 or 15 years, accepting annual payments from USDA in return for removing land from
agricultural use and converting it to vegetative cover. In 1994, nearly 11 million wheat acres
were enrolled in the Conservation Reserve Program.* Although farmers have the right to
withdraw from the program before the expiration of the contract, there are severe financial
penalties for doing so. Wheat acreage enrolled in the Conservation Reserve Program has
risen steadily between crop year 1989/90 and 1993/94, an increase of over 22 percent. Thus
wheat imports have furthered this important program purpose.

1V. FINDINGS

As the above discussion indicates, the extent of any adverse impact by imports of
wheat, wheat flour and semolina is very small, and evident only in increased government
expenditures for wheat deficiency payments. All other purposes of the USDA programs for
wheat appear to be either unaffected by or enhanced by the presence of increased imports.
We find, therefore, that wheat, wheat flour, and semolina are not "being or ... practically
certain to be imported into the United States under such conditions or in such quantities as to
render or tend to render ineffective ... the price support, payment and production adjustment
program conducted by the Department of Agriculture for wheat” (emphasis added).

Similarly, the small proportion of deficiency payment costs accounted for by the
increased imports is not sufficient, in and of itself, to justify a conclusion that imports are
"materially interfering” with the price support, payment and production adjustment program

“ Agriculture Act of 1961, P.L. 87-128, 7 U.S.C. § 1282 note (Aug. 8, 1961) note ("policy of
Congress to . . . expand foreign trade in agricultural commodities with friendly nations"); see also,
e.g., Food and Agriculture Act of 1965, P.L. 89-321, 79 Stat. 1187 (Nov. 3, 1965) (an Act to, inter
alia, "promote foreign trade"); Agricultural Marketing Act of 1929 sec. 1(a), Chp. 24, 46 Stat. 11
(June 15, 1929) (declaring Congress’s intention to “stabilize the currents of interstate and foreign
commerce in the marketing of agricultural commodities and their food products”).

“ The statutes contain numerous other stated goals. The record compiled in this investigation
contains no evidence that the wheat imports had any effect on these goals during the years under
review.

® See, e.g., Food, Agricultural, Conservation and Trade Act of 1990, P.L 101-624, 104 Stat. 3577
(§ 1231 dealing with conservation of erodible crop land); See, also id. at 3584 (§ 1237 dealing with
restoring and protecting wetlands).

“ Id. at 3576. See also Report at II-18.

* Report at 11-18.

“1d.
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for wheat. From the overall perspective of the purposes and operations of the wheat
program, which is a unified national program for all classes of wheat, the relatively small
adverse impact of wheat imports also supports a finding by the President of "no material
interference.” Nevertheless, we recognize that, particularly in the current fiscal environment
of the U.S. Government, additional deficiency payments costs in excess of $50 million are
not trivial. Moreover, there are certain regional and intra-industry aspects to this issue that
the President may want to consider, which could allow the President, given the broad scope
of the statute, to make an affirmative finding of "material interference.” We feel it is
important to address these additional considerations in our views.

Different effects in different segments of the wheat market

Durum imports, although steadily rising in recent years, are not a significant source
of any adverse impact for several reasons: (1) durum production currently accounts for only
3 percent of wheat production in the United States;”’ (2) durum production in the United
States has been declining steadily since the 1990/91 crop year;* (3) durum is a high-valued
wheat class with low substitutability with other classes, such that durum prices are generally
at the high end of the range of wheat prices;” (4) average prices for durum are frequently
above the U.S. target price;* and (5) prices for durum in the two most recent crop years
increased substantially,” notwithstanding the fact that durum imports were increasing to their
highest levels ever.”

If the question asked of us had been whether imports of durum alone are materially
interfering with the USDA wheat program, the evidence would point to a negative
determination. The question we have been asked to answer, however, is directed at imports
of all wheat, durum and non-durum, as well as wheat flour and semolina.

Compared with the gradual increase in durum wheat imports, nondurum wheat
imports increased rapidly in 1993/94.* For the most part, the increase is attributable to
imports of lower quality wheat. For example, imports of hard red spring wheat graded
neither #1 or #2 accounted for all of the 92.1 percent higher level of total hard red spring
wheat imports in June 1993-March 1994 as compared with June 1992-March 1993.*

This increase in imports of lower grade wheat in the last year of the period reflects
two conditions discussed above: a surplus of feed quality wheat in Canada and a strong
demand in the United States for feed quality wheat. Data collected support the contention
that a large portion of the wheat imports were in fact destined for use as feed grain. While
feed markets are admittedly not a prime "target" market for U.S. wheat producers, feed use

“ Over the period of investigation, durum production accounted for between 3 and 5 percent of
total wheat production. Table 12, Report at 11-32.
“ Table 29, Report at II-65; see also, USDA posthearing brief at chart, U.S. Durum Production
and Imports, following p. 18 of att. 1.
® 1d.; see also USDA posthearing brief at chart, U.S. Monthly Durum Prices vs. Lowest Price All
Othse(:)r U.S. Wheat, following p.18 of att. 1.
Id

5t E, see also, prehearing brief of the National Grain Trade Council at 14.

:; Table 19, Report at 11-40.

* [_x-'r;ports of all hard red spring were 660,724 mt in June 1993-March 1994 as compared with
343,949 mt in June 1992-March 1993. Imports of hard red spring graded neither #1 nor #2 were
597,454 mt in June 1993-March 1994 as compared with 280,821 mt in June 1992-March 1993. This
represents an increase of 112.8 percent for the lower grade hard red spring. Memorandum INV-R-
098.

% Report at II-51.
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nevertheless accounts for a significant share of the overall U.S. market.* Feed markets
contribute to overall sales by the domestic industry, and the loss of a portion of this market
to imported wheat reduces those sales.

These volumes of low-grade Canadian wheat depressed the market prices of the
wheat sold as feed grain. By operation of the U.S. deficiency payments program, these
lowered prices for feed wheat therefore resulted in somewhat higher deficiency payment
outlays.

Regional effects concentrated in Montana/North Dakota

Another factor complicating the analysis of material interference in this investigation
has been the disproportionate regional effects of competition with imports. Kansas and North
Dakota are consistently the two largest wheat-producing states in this country, together
accounting for almost one-third of all wheat acreage in the United States.” The types of
wheat harvested in these two regions, however, do not significantly overlap. Kansas is the
leading producer, in terms of acreage, of winter wheat (hard red winter, soft red winter, and
soft white) and produces virtually no durum or spring wheat.® North Dakota, on the other
hand, is the leading producer of durum and of spring wheat, and produces virtually no winter
wheat.®® North Dakota’s neighboring state of Montana is the second-largest producer of
durum and also of spring wheat.”

The imports of wheat are concentrated in two classes -- durum and spring wheat. In
the United States, the geographic areas producing durum and spring wheat are concentrated
in the same region -- the northern tier states of North Dakota and Montana. In crop year
1993/94, North Dakota and Montana together accounted for 95 percent of total durum
acreage harvested, and 69 percent of total spring wheat acreage harvested.® Thus, while
Montana and North Dakota account for only about one-quarter of total U.S. wheat
production, these two states produce close to three-quarters of the wheat varieties that face
direct competition with imports from Canada.

The geographic distribution of wheat production in the United States is not simply a
matter of chance or choice. The length of the growing season in particular, along with soil
and climatic conditions generally, somewhat limit the ability of farmers in northern tier states
to shift acreage out of durum and spring wheat production. Canadian farmers are likewise
constrained by these factors.” Thus, the degree of competition between Prairie Province
farmers north of the border, and Montana and North Dakota farmers south of the border is
not likely to change, and heightens the regional character of this dispute.

Whereas the adverse effects of imported Canadian wheat are small when considered
in the context of a national wheat program covering all areas of the country and all varieties

% Table F-1, Report at F-3; Washington hearing transcript at 149.

7 Table 10, Report at 1I-28.

* 1d. For instance, in crop year 1993/94, all of Kansas’ estimated harvested acreage of wheat is of
winter wheat. 1d.

% 1d. For instance, in crop year 1993/94, out of North Dakota’s estimated total harvested acreage
of wheat of 10,800 acres, around 10,670 acres is of durum or other spring wheat. Id.

% Montana also harvests almost an equivalent amount of winter wheat acreage. In 1993/94,
Montana’s estimated harvested acreage of winter wheat is about 2,500 acres while its estimated
harvested acreage of durum and other spring wheat is estimated to be just over 2,750 acres. Montana
accounts for only a very small amount of total durum production (North Dakota alone accounts for
over 85 percent of U.S. durum production). 1d.

¢ In contrast, five other States (Kansas, Oklahoma, Texas, Colorado, and Washington) were the
top producers of winter wheat in 1993/94, accounting for nearly 60 percent of the U.S. total. Table
10, Report at 11-28. '

2 Memorandum on trip to Winnipeg at 7.
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of wheat, these effects are more visible at the immediate and direct level of regional impact.
For example, the recent increase in imports of wheat has strained transportation infrastructure
and disrupted marketing efforts, particularly during this last crop year, in the U.S.-Canada
border area of Montana. Farmers claim that, because of the local transportational overload,
they have been unable to market their 1993/94 crop and, therefore, risk forfeiting wheat to
the CCC.® These allegations find support in data on the volume of wheat placed under loan
while awaiting sale. Wheat under loan in Montana totalled 28 million bushels on April 1,
1994; this represents a 100-percent increase from the volume of wheat under loan in Montana
on April 1, 1993 (14 million bushels).* If these farmers are in fact impeded in their efforts
to transport and market their crop, they may be forced to forfeit wheat to the CCC.

We note that the U.S. Government has adopted, through legislation, a national
approach to farm programs, and section 22 neither requires nor prohibits regional effects to
be taken into account. Nevertheless, these disparate regional effects are part of the market
realities.

Conditions giving rise to adverse impact

Section 22 requires a determination of whether wheat is being imported "under such
conditions and in such quantities” as to cause material interference. The statute thus
recognizes that it is not simply a question of the volumes of wheat being imported, but the
conditions under which they are entering the U.S. market that are important as well.

We find that there are several conditions which gave rise to the small adverse impact
of wheat imports, particularly during the most recent two-year period. First, there were
certain developments on the U.S. side of the border -- primarily the shortage of high-
protein-content wheat as a result of poor harvest conditions, and the shortage of corn
availability in the feed grains market as a result of floods in the mid-west. These conditions
are short-term, rather than long-term, however, and are unlikely to continue in the future.

Unfavorable weather and poor harvests in the United States were not the only
conditions contributing to the increased imports, however. On the Canadian side of the
border, similar weather problems led to excess supplies of low-quality spring wheat and low-
protein-content durum. In addition, rail subsidies from the Canadian Government, through
the Western Grain Transportation Act, provides a cost advantage to Canadian grain exported
to the U.S. market.

Finally, we note that, unlike conditions in the U.S. market, the marketing of
Canadian wheat is handled almost exclusively through the Canadian Wheat Board. As the
sole seller of Canadian wheat for export, the CWB is able to exert greater influence over the
prices it receives for sales of Canadian wheat than its competitors can in marketing U.S.
wheat. Furthermore, on any given day, the prevailing market prices in the United States for
various classes and grades of U.S. wheat are widely known through public channels,
particularly open trading on the commodity market.® This is not the case, however, with
respect to competing prices of Canadian wheat, which are fiercely protected by the CWB as
proprietary information. The combination of its legal control over all Canadian exports and
its nontransparent pricing policies give it a competitive advantage over its U.S. competitors.

The conditions discussed above have together enabled Canadian wheat to enter U.S.
markets in increased quantities during the last two-year period. These considerations should

63

E.g., Shelby transcript at 51.

 USDA posthearing brief at charts following p. 31-of att. 1. In comparison, less wheat was under
loan in North Dakota as of April 1994. Id. This fact reflects the relatively strong demand for durum
wheat during 1993/94.

 Report at 11-59.

17



be taken into account by the President in determining whether and for what duration any
action against imports may be justified.

Conclusion

In conclusion, we find that (1) wheat, wheat flour and semolina are not being
imported under such conditions and in such quantities as to render, or tend to render,
ineffective the USDA wheat program, and that (2) the evidence of the recent impact of
increased wheat imports, which is concentrated in one region of the United States and two
segments of the wheat market, would support the President finding either material
interference or no material interference by such imports. In our view, the President has
sufficient discretion under the statutory authority of section 22, if he so chooses, to weigh the
considerations of regional impact and concentrated market effects in deciding whether to
impose import relief.

V. REMEDY RECOMMENDATION

Section 22 of the Agricultural Adjustment Act of 1933, as amended, provides that if,
on the basis of the Commission’s "investigation and report to the President of findings and
recommendations made in connection therewith, the President finds the existence of such
facts", he shall impose fees or quantitative limitations on the articles which are the subject of
the investigation.® In discussing remedial options available to the President herein, we are
mindful of the discretion provided to the President to reach his own factual conclusions based
on the views expressed in the Commission’s report and the information contained in the
Commission’s record.

Should the President determine, therefore, to impose fees or quantitative limitations
on imports of wheat,” in order to remedy the adverse impact identified in this investigation,
we recommend the following:

) Non-durum wheat

° no change in current duty rates on non-durum wheat for the
first 1,000,000 metric tons® entering or withdrawn from
warehouse for consumption annually

o ten percent (10%) additional tariff on quantities of non-
durum wheat that exceed 1,000,000 metric tons® entering or
withdrawn from warehouse for consumption annually for two
years beginning in crop year 1994/1995°

% 7 U.S.C. Section 624 (b). The statute directs the President to impose such relief as necessary in
order that the entry of the articles subject to investigation will not render or tend to render ineffective
or materially interfere with USDA programs.

" We decline to recommend that any limitations be placed on imports of wheat flour or semolina.
Given the negligible imports of wheat flour and semolina during the period covered in this
investigation, there is insufficient justification for taking any restrictive action at this time. Report at
11-42, Table 20. :

% Chairman Watson and Commissioner Crawford view this as a minimum level of imports that
shall be permitted to enter without additional duties, should the President determine to take action.

% This type of limited tariff increase on a portion of imports is known as a "tariff-rate quota”. The
Commission gathered its data in terms of "crop years". A crop year runs for a twelve month period

(continued...)
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(2) Durum wheat

° no change in current duty rates on durum wheat for the first
500,000 metric tons® entering or withdrawn from warehouse
for consumption annually

o ten percent (10%) additional tariff on guantities of durum
wheat that exceed 500,000 metric tons™ entering or withdrawn
from warehouse for consumption annually for two years
beginning in crop year 1994/1995

(3) Temporary and Subject to Conditions

L The limited tariff increases on a portion of the imports are to
be tied to the continued existence of a number of market
conditions currently existing in the United States and Canada,
including: depreciation of the Canadian dollar relative to the
U.S. dollar; Canadian rail subsidies; nontransparent marketing
practices of the Canadian Wheat Board; surpluses of Canadian
feed wheat for sale; extraordinary demand for feed wheat in
the United States; and unusual U.S. durum wheat market
conditions in recent years.

] Such limitations shall terminate two years from their date of
imposition, unless extraordinary circumstances otherwise
dictate.

The proposed remedy addresses the adverse effects identified in this record with
fewer costs to the economy than more restrictive remedies. The record shows that below
certain import levels, imports of both durum and non-durum wheat have not had any adverse
impact on the USDA wheat program. A more restrictive remedy would likely substantially
disrupt the U.S. wheat market, resulting in reduced national income, higher prices and
increased costs to downstream industries and consumers.” Our recommended approach, on
the other hand, avoids excessive interference with wheat market dynamics and minimizes
adverse effects on other sectors of the economy and consumers of wheat products.” Due to
the unique conditions existing in the durum market, we make separate recommendations for
durum and for non-durum wheat.

Our remedy recommendation focuses on the slight adverse impact that imports of
wheat have had on the entirety of the price support payment and production adjustment

® (...continued)

from June 1 to the end of May. Report at II-4, note 11. The Harmonized Tariff Schedule (HTS) of
the United States for 1994 establishes wheat quota quantities for 12-month periods beginning May 29.
Report at Appendix G-7. Although we have framed our recommendation in terms of crop years, we
note that section 9904 of the HTS establishes quotas for some agricultural products on a calendar year
basis. We believe it is most appropriate to establish a tariff-rate quota on a crop year basis because it
consistently utilizes existing data and because the current domestic wheat crop has not yet completed
harvest.

. See, EC-R-055 at 8.

" In addition, this approach provides a more flexible response mechanism should U.S. demand
increase.
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programs for wheat.” This adverse impact is discernible through increased government
expenditures for deficiency payments. We expect that the remedy described herein will have
the effect of supporting domestic wheat prices and consequently lowering the total
expenditures for USDA deficiency payments.” Because deficiency payments are tied closely
to domestic wheat prices, it can be expected that any action taken to support U.S. wheat
prices will either lower or stabilize deficiency payments.™

Should this remedy be adopted by the President, it should be temporary and tied to
the continued existence of certain conditions in the U.S. and Canadian markets. As discussed
above, the record compiled by the Commission identifies several factors that have given rise
to the conditions we currently find in the U.S. wheat market. Some of these factors relate to
developments on the Canadian side of the border and some to developments on the U.S. side
of the border. It is important to note that it is the simultaneous existence of these factors that
has led to the adverse effects identified in the record. Many of these conditions are currently
in flux and should be carefully monitored. Any remedy imposed by the President should,
therefore, take into consideration the continued existence of these factors.

With respect to Canadian practices, such conditions include Canadian Wheat Board
non-transparent marketing practices and transportation rail subsidies. In addition, there has
been a significant and gradual depreciation of the Canadian dollar against the U.S. dollar
over the past several years that continues to affect the cost of, and the demand for, Canadian
imports. Moreover, we note that the availability of Canadian grain storage capacity
continues to decline possibly affecting Canadian production levels.”

The record indicates that there also have been certain highly unusual and significant
changes in the composition of Canadian imports beginning in crop year 1992/1993 that are
not likely to be repeated. The most important of these changes involves the increase in U.S.
imports of Canadian feed wheat.” Prior to crop year 1992/1993 there were no reported
imports of feed wheat. Data indicate, however, that approximately 46% of the increase in all
Canadian wheat imported into the United States in crop year 1992/1993 was feed wheat used
for feed purposes. In crop year 1993/1994, this figure far exceeded 100% of the increase.”
In addition, imports of durum wheat increased substantially in crop year 1992/1993.®

™ We note that the only element of the price support, payment, and production adjustment program
for wheat being adversely impacted by imports are deficiency payment programs.

™ We note that although USDA did not recommend a particular level of import restriction that
would remedy interference, it concluded that a tariff-rate quota is the appropriate restriction. See EC-
R-067 at 6.

™ The USDA wheat program is designed to provide substantial deficiency payments to farmers,
regardless of the impact of imports. For example in crop year 1992/1993 deficiency payments in the
approximate amount of $1.37 billion were made to U.S. farmers. Report at I1-21. Tt is estimated that
elimination of all imports in that crop year would affect less than 5% of those payments. Report at
1191, Table 37.

" Although Canadian storage capacity, remains quite limited, Canadian ending stock levels of wheat
have increased and have apparently become burdensome. USDA has, in fact, indicated that Canadian
farmers are likely to reduce their plantings of wheat in 1994/1995. Report at II-57.

™ This change is most likely related primarily to severe crop damage in Canada in the 1992/1993
Canadian crop year which runs from August 1 through July 31. This crop damage led to the
unexpected grading of increased quantities of Canadian wheat as Canadian Western Feed Wheat. See
generally Report at 11-51, 11-57.

See Report at 11-40, Table 19; Memorandum INV-R-107 dated June 21, 1994. Data indicate that
some portion of the imported wheat that is graded by Canada as feed wheat is, in fact, milled for
human consumption.

® Imports of durum increased 40% between crop year 1991/1992 and 1992/1993. The share of the
quantity of U.S. consumption of durum wheat imports increased during this period from 17% to 25%.
INV-R-098, Table 8 (Revised).
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At the same time that the supply of Canadian feed wheat increased, a demand in the
United States for feed wheat has been created by severe weather in the midwestern and
southeastern United States in 1993 and a resultant corn crop shortage. USDA has, however,
recently raised its 1994/1995 harvest forecast for corn to near record levels indicating that
current U.S. demand for feed wheat as a corn substitute is unlikely to continue.” There is
also some uncertainty in regard to U.S. durum planting despite current high durum prices
and current durum shortage.”

Consideration should also be given to the level of U.S. wheat exports in future years.
U.S. exports of wheat and wheat flour have become increasingly significant in recent crop
years and greatly affect availability of U.S. wheat in the U.S. market.

We are also mindful that the adverse impact of the increase in wheat imports is
particularly apparent in those regions in proximity to Canada and to main transportation
arteries. While we recognize that the President may determine that relief is appropriate
based on these regional and segmented impacts, we note that changes in the market
conditions described above are likely to affect any such impact that imports may currently
have.

We also recommend that any limitations imposed on wheat imports by the President
be terminated two years from the date of their imposition, unless extraordinary circumstances
indicate otherwise. We believe that two years is sufficient time to allow the U.S. wheat
market to stabilize given current extraordinary market conditions and wheat planting cycles.

Our approach provides that there should be no change in current duty rates for the
first 1,000,000 metric tons of non-durum wheat imports. This level corresponds
approximately to the total non-durum imports in crop year 1992/1993. As discussed above,
discernible evidence of an adverse impact by the imports did not materialize until the latter
part of crop year 1992/1993.*

In regard to imports of durum wheat, our approach provides no change in current
duty rates on durum wheat for the first 500,000 metric tons. This level also corresponds
approximately to the total durum imports in crop year 1992/1993. Although durum wheat
imports have been steadily rising, they do not appear to be a major source of adverse impact
for the reasons stated above.® Our approach is also based, in part, on the uncertainty
regarding any increases in future production of durum wheat by U.S. farmers and the current
short supply of U.S. durum wheat given consumer demand.

In order to evaluate the likely effects on the U.S. market of various limited tariff
increases, we have used a computable partial equilibrium (simulation) model developed by

” See U.S. Raises Harvest Forecast, Prompting Some to Cut Food Inflation Projections, The Wall
Street Journal, July 13, 1994.  Given the recent projection for a strong U.S. corn crop it is unlikely
that the U.S. demand for Canadian feed wheat will continue. Moreover, it is unlikely that the severe
weather conditions that took place in Canada during the 1992/1993 and 1993/1994 crop years will be
repeated. Assuming that the market does not see a repeat of these unique supply-demand conditions in
regard to feed wheat it remains to be seen whether there will be a corresponding shift in the
coma)osition of imports.

® Report at 11-33.

¥ USDA has asserted that if imports were sufficiently restricted, total deficiency payments to
farmers would be reduced substantially from 1991 through 1994. See EC-R-067 at 5. We suggest,
however, that the focus of remedial action should not be limited solely to decreasing the amount of
deficiency payments made to U.S. farmers. Moreover, we believe that data for crop years 1992/1993
and 1993/1994 are most relevant.

2 We note that at the same time that Durum imports have been increasing, average durum prices
received by farmers have steadily increased. For example average durum prices rose from $3.06 in
June 1993 to $5.78 in March of 1994. Prehearing Brief on Behalf of the National Pasta Association at
Table 2. '
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the Commission’s Office of Economics.”® Modeling results indicate that a 10% tariff rate
quota on non-durum imports would have a modest but not insignificant positive effect on
both U.S. producers and domestic prices and production.®

In regard to durum imports, economic modeling also indicates that our approach
would have a modest but not insignificant positive effect on both U.S. producers and
domestic prices and production.®

Conclusion

In conclusion, we recommend that, if the President finds the facts justify imposition
of trade relief, he impose a 10 percent tariff increase on imports of durum wheat in excess of
500,000 tons and on imports of non-durum wheat in excess of 1,000,000 tons. Such relief
should terminate in two years and be tied to certain conditions as discussed above.

% This model is based on well established principles of economics that organize available evidence
on relevant economic relationships. The model relates the imposition of duties, the removal of duties,
or other price changes of imported goods to the resulting impact on U.S. producers and consumers of
similar products.

We note that the base year used for the model is the 1992/1993 crop year. The model
measures, therefore, what the effect would be of a specified tariff-rate quota given market conditions
in crop year 1992/1993. This year was chosen rather than the 1993/1994 crop year because use of the
latter year would necessitate use of certain projections.

# See Appendix A attached to these views.

% See Appendix B attached to these views.

22



VIEWS OF COMMISSIONER ROHR AND COMMISSIONER NEWQUIST

WHEAT, WHEAT FLOUR, AND SEMOLINA
INV. NO. 22-54

SUMMARY

On January 18, 1994, at the request of the President of the United States, the
Commission initiated an investigation under section 22 of the Agricultural Adjustment Ac
to determine whether wheat, wheat flour, and semolina are being or are practically certain to
be imported into the United States under such conditions or in such quantities as to render or
tend to render ineffective, or materially interfere with, the price support, payment and
production adjustment programs conducted by the Department of Agriculture for wheat, and
to report its findings and recommendations at the earliest practicable date.®” Pursuant to this
request, and consistent with the longstanding Commission interpretation and application of
section 22, we must make two findings. First, we must make a determination of whether
imports have materially interfered with the wheat programs. Second, if, and only if, we do
so find, we must recommend such relief as will remedy the situation.

We have determined that wheat, wheat flour, and semolina are being imported into
the United States under such conditions and in such quantities as to materially interfere with
the wheat price support, payment, and production adjustment programs conducted by the
Department of Agriculture and the goals of those programs as set forth by the Congress of
the United States.® To remedy this material interference, we recommend that the President
limit wheat imports to levels roughly equivalent to their average volume for the crop years
1989/90 through 1992/93. This will reduce the effect of imports on deficiency payments
significantly. We find that this level of imports can be achieved either through the use of a
quota, a tariff, or a tariff rate quota. The specific levels of these alternative tariffs and
quotas are as follows:

t86

Option 1 - QUOTA
Overall 900,000 metric tons
Durum and semolina 360,000 metric tons

All other wheat
and wheat flour 540,000 metric tons

%7 U.S.C. § 624.

¥ A copy of the President’s letter to the Commission is contained in Appendix A of the
Commission’s Report (Report).

% In this investigation we focused on these programs because they were the only USDA programs
identified by the USDA and the President as requiring investigation.
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Option 2 - TARIFF
Overall 33 percent ad valorem
Durum and semolina 15 percent ad valorem

All other wheat
and wheat flour 35 percent ad valorem

Option 3 - TARIFF RATE QUOTA

Durum and semolina below 150,000 metric tons - current rates
above 150,000 metric tons - 25 percent ad valorem

All other wheat below 150,000 metric tons - current rates
and wheat flour above 150,000 metric tons - 50 percent ad valorem

MATERIAL INTERFERENCE WITH THE UNITED STATES WHEAT PROGRAM

Section 22(a) of the Agricultural Adjustment Act requires us to look both to the
mechanics of the wheat programs and the goals and objectives of those programs. Imports of
wheat, wheat flour, and semolina have materially interfered with the operation of the wheat
programs by significantly inflating the amount of the deficiency payments that must be made
to U.S. farmers. Equally significant, we find that these imports have materially interfered
with the general goals and objectives of farm programs as enunciated by Congress.”

The U.S. Wheat Program and U.S. Wheat Farming

The USDA programs for wheat consist of three separate elements: the £rice support
program, the income support program, and the production adjustment program. The price
support program provides a minimum price in the form of nonrecourse loans at an announced
"price support” loan rate.” The income support program involves direct payments to
farmers, the principal form of which is a deficiency<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>