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SUMMARY

On May 31, 1977, the U.S. International Trade Commissionron its
own motion, instituted an investigation (investigation No. 332-85)
to study the conditions of competition in U.S. markets between domestic
and foreign live cattle and meat of cattle fit for human consumption.
The institution of this investigation followed requests from several
members of Congress that the then existing investigation No. TA-201-25
be broadened so as to permit parties interested in legislative relief
from imported cattle and meat of cattle to appear and be heard pursuant
to the provisions of section 332 of the Tariff Act of 1930, as amended. 1/
The Commission's previous report on '"Beef and Beef Products " (TC Publicatiomn
128) was issued in June of 1964, prior to the passage of the so-called
Meat Import Act of 1964 (Public Law 88-482). This report contains data
developed on live cattle and meat of cattle since the last report was issued.
In the late 196Q's and early 1970's the growing U.S. demand for
beef, reflected in rising cattle prices, was conducive to expansion of
the national herd; pasture was abundant and supplies of feed grain, at
favorable prices, were ample. Cattlemen were optimistic and the indus-
try producing beef and veal (the cow-calf operations, the feedlot opera-
tors, and the slaughterers and processors), for which U.S. consumers cur-
rently expend some $20 billion to $30 billion annually, was prosperous.
Consumer incomes were increasing and consumption of beef continually rose,
despite rising prices and competition from other meats, fish, and poultry.
By 1973, average cattle prices received by farmers had reached record

levels of 43 cents per pound (100 percent of parity). In that year,

1/ On Sept. 17, 1977, the Commission (Chairman Minchew not participating)
reported to the President that the imports subject to investigation No.
TA-201-25 were not a substantial cause of serious injury, or the threat
thereof, to the domestic industry within the meaning of section 201 of

the Trade Act of 1974 (USITC Publication No. 834).
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however, per capita consumption of beef declined about 5 percent. In

the fourth quarter of the year cattle prices fell, and, for the most

part, they have not recovered as the overproduction of beef has continued.
In the first three quarters of 1977, cattle prices averaged 34 cents per
pound, about 59 percent of parity.

Notwithstanding the fall in cattle prices in late 1973, cattlemen
continued herd expansion. By January 1, 1975, the number of cattle on
the Nation's 1.8 million cattle farms and raiches was at a record level
of 132 million head. During that year, the effects of the increased
costs of production that had been burdening U.S. cattlemen since the
late 1960's, but well contained through late 1973, were exacting their
toll and causing great distress among cattle producers. 1/ The prices
received for cattle after the price~fall of 1973 were only 50 percent
higher than those received at the outset of the period of herd expansion;
the cost of production such as feed, labor, and land, had nearly doubled,
however, and those costs generally did not subside. Herd liquidation began
to increase at an accelerating rate in 1975.

In 1976 the slaughter of cattle (49 million head) and the resulting
production of beef and veal (27 billion pounds in carcass-weight equiva-
lent) reached an alltime high. These high levels of production have
continued into 1977. The recent declines in feed grain prices and the
indicated decline in cattle numbers appear to be reinforcing the con-
fidence of feedlot operaters and thus upward pressure is being exerted

on feeder cattle prices which were up about 5 cents per pound in early

1/ During the investigation, many cattlemen reported losses on their
operations. A number of factors have kept them in business; these include
rising land values, coupled with increased borrowing power, income from
farm operations other than cattle, and, in some cases, minimal cash outlays.



November 1977 from a year ago. . These events could prolong

the U.S. overproduction of beef. As production of beef has increased,
adding to the already large supplies of pork and poultry, fed cattle
prices have remained low, although they were up several cents a pound in
November. 1/

During this period of herd liquidation the financial position of
the meatpackers appeared generally stable, as measured against the
longrun experience of the industry. Meatpackers apparently have offset
some of their increased costs through lower prices paid for cattle and
increased productivity; thus, they have managed a sustained level of
profits. As measured by the farm-retail price spread, the farmers'
share of the 1976 retail beef prices declined by about 8 percentage
points from the average prevailing in the 1967-75 period. 1In 1976
the farmers' share was 56 percent.

Virtually all parties to the investigation agreed that cattlemen
have been in financial difficulty in recent years as costs have increased,
herds have been liquidated, and beef and veal have been in oversupply.
Some cattlemen contended that imports of beef and veal and of live
cattle were primarily responsible for the distressed conditions of
cattle growers and pointed out that in 1976 imports were at a near
record high while production was at a record level; hence, the imports
were having a price-depressing effect. Other cattlemen stated their
belief that imports were not an important cause of their difficulties
and that overproduction and increasing costs were the principal factors
causing the problems of the industry.

1/ After 1973, consumption of beef continued its long-term increase, owing,

in part, to a moderate decline in retail prices. In 1976, per c:apita con-
sumption of beef averaged 129 pounds, a record high.
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For a number of years, U.S. imports of live cattle have been equiva-
lent to less than 1 percent of the U.S. available supply. Imported feeder
calves (largely from Mexico) become products of the United States in
a sense, inasmuch as the bulk of their slaughter weight is added in
this country. Imports from Canada, the other important source, have
been feeder cattle, dairy cattle, and, more recently, slaughter calves

and cows.

Beginning January 1, 1965, U.S. imports of fresh, chilled, or
frozen beef have been subject to the Meat Import Act. Accordingly, about
80 to 90 percent of the imports of meat of cattle have been subject to the
provisions of the act. The remainder of the imports, mostly canned
corned beef (a product not produced commercially in the United States),
or frozen, cooked beef of South American origin, and imports of live

cattle are not subject to the provisions of the act. Imports of beef and

veal, about 1.6 billion to 2.0 billion pounds in recent years, mostly
boneless beef from Australia and New Zealand, have been equivalent to about
7 percent of consumption; before the Meat Import Act went into effect,
imports had been equivalent to about 9 percent of consumption.. 1/ Pro-
duction of beef and veal was about 6 billion pounds greater in 1976 than

in 1967; imports, in contrast, were 700 million pounds greater.

Under the provisions of the act, imports may increase, or decrease,
in accordance with changes in domestic production. In most years since
the Meat Import Act has been in effect, the President, acting under the
authority of section 204 of the Agricultural Act of 1956, has had the

Secretary of State negotiate bilateral agreements with countries supplying

1/ U.S. exports of live cattle and of beef and veal havenot exceeded
$225 miliiog in recerit years or have accounted for less than 1 percent of
the respective production; however, exports of beef and veal offal and

packinghouse byproducts have been valued at about $650 million to $950
million in recent years.
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fresh, chilled,or frozen beef and veal to the United States so that

their U.S. exports would be at or below the levels which would trigger
quotas under the act. For practical purposes, therefore, the bilateral
agreements, working as an adjunct to the Meat Import Act, have restrained
imports of beef and veal so that such imports have not changed significantly
relative to U.S. production and consumption since the act went into effect.
In this connection, the Department of Agriculture estimates that imports

of beef and veal in recent years would have been about 25 percent larger

in the absence of the restraints that existed.

Most of the beef and veal imported into the United States is of a
quality and type used for manufacturing, principally for making ground beef,
including hamburger. 1/ Much evidence submitted during the investigation
suggested that the demand for hamburger in the United States is strong and
has been growing for a number Qf years. Hamburger is produced largely

from the meat from cull cows and bulls (the type of beef with which the

bulk of the imports compete) and the trimmings from fed cattle. U.S.
prices of cull cows, like those of all cattle, have declined in recent
years. However, as steer prices declined from 1975 to 1976, cull cow
prices rose. This firmness of cow prices obviously reflects the growing
demand for beef for hamburger. The firm cow prices have persisted

despite increased supplies resulting from herd culling and liquidation

and imports of manufacturing type beef. Imports appear to have composed
about 18 percent of the U.S. supply of beef used for manufacturing in

1975 and 1976. Indeed, at the hearings on this investigation,

1/ Hamburger is ground beef to which beef fat may be added; in this
report the terms are used interchangeably.
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much virtually undisputed information was presented that the imported
lean beef is often mixed with trimmings from domestic fed cattle and

the fat from such cattle, which otherwise would be used as tallow. In
this use, the value of the domestic trimmings is enhanced to the extent
they are mixed with the imports for the production of ground beef instead
of being used as tallow.

Several members of Congress requested the Commission to address
itself in the course of this investigation to specific legislative
changes which may be needed, and to administrative actions which may
be justified, in arriving at solutions of the beef import problem. A
number of suggestions applicable to various aspects of the beef import
problem were received from interested parties; these were directed
primarily towards the modification of the Meat Import Act of 1964 and the
adoption of more stringent sanitary and health as well as labeling
regulations. These and other recommendations are briefly discussed in
the paragraphs that follow as well inkconsiderable detail in the body

of the report.

Many views were expressed concerning the existing regulations on

imports of live cattle and meat. Those most frequently echoed by the
domestic interests concerned modifying the Meat Import Act and a
tightening of the U.S. health and sanitary and labeling regulations
affecting imports of beef and veal. The advocates of modifying the
Meat Import Act contend that permissible imports under the act

should fluctuate inversely with domestic production rather than
directly as is currently the case. Contrary to the conditions that

existed in 1976, this system of countercyclical regulation would have
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lowered imports at a time when production increased. On the other hand,
it would allow greater imports at a time when production decreased.
While a number of formulas for the operation of countercyclical regula-
tions were presented during the investigation, no concensus was agreed
upon by the representatives of the cattlemen.

U.S. imports of beef and veal are permitted only from countries
which have meat inspection systems with standards that have been
certified by the U.S. Secretary of Agriculture as being at least
equal to U.S. Federal inspection standards. Officials of the Food
Safety and Quality Service (FSQS) of the U.S. Department of Agricul=
ture conduct periodic announced examinations of inspection pro-
cedures and plants in foreign countries to assure that comparable standards
are being enforced. During this investigation, many cattlemen and con-
sumer groups called for foreign produced meat to be exported to the
United States to be subjected to the same rigorous health and sanitary
requirements that are applicable to domestically produced meat.

With respect to labeling, some cattle producers contend that the
containers in which meat is currently imported are required by Federal
regulations to be labeled to show country of origin, but that after entry,
most of the imports are removed from the original containers and ground
with domestic beef to make hamburger. Hence, the imported beef loses
its identity and the ultimate consumer does not know whether the ham-
burger purchased at retail contains imported beef. It is also contended
that consumers have a right to this information and that the labeling
regulations should be changed so as to require imported meat to be

labeled through all channels of distribution, including the retail level,
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During the investigation, a number of import interests indicated
that they prefer to eliminate all restrictions on imports of beef
and veal. Second to that, they would like no changes in the existing
Meat Import Act. Spokesmen for the importers contend that some of the
processed beef and veal products not presently covered by the Meat
Import Act are either not produced or not produced in sigificant com-
mercial quantities in the United States. Some submitted that the
Commission's report on this investigation should only expound the facts
and that under the statute (19 U.S.C. 1332(g)) the Commission is neither
directed nor empowered to make policy recommendations to improve the
position of domestic industries.

With regard to the countercyclical proposals presented-—-some of which
involved limiting imports on a quarterly basis--importers expressed their
view that such proposals would be unworkabie because they would create a
situation whereby the foreign source could not react to the demands of
the U.S. market in an orderly fashion. During the investigation, importers
testified that any quota formulation that would not allow for the partici-
pation of imports in an expanded U.S. market would be patently unfair.

The import interests testified that imports of beef and veal already
comply with U.S. health, sanitary, and labeling laws and regulations.

They point out that imported beef and veal is subject to mandatory health
and inspection requirements which they allege are at least equal to

those imposed upon meat produced in the United States; these requirements
are imposed by the "Wholesome Meat Act' (21 U.S.C. 601, et seq.). In
connection therewith, the import interests pointed out that U.S. officials
are permanently stationed abroad, and they regularly visit and approve

the plants which ship meat to the United States-—-a prerequisite under
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U.S. law. Also, details of this inspection program are regularly
reported to Congress. Further, the imported meat is screened to detect
residues of substances such as pesticides and hormones in the exporting
countries as well as at U.S. ports of entry. If these residues should
exceed allowable limits, such imports are not permitted entry into the
United States.

With regard to labeling, the importers contend that the domestic
interests have implied throughout the investigation that meat products
alone enjoy an exemption from being labeled that is not enjoyed by other
products. The importers pointed out that the containers of imported
beef are labeled with country of origin, pursuant to statutory require-

ments (19 U.S.C. 1304). Under the law, the importers point

out, the "ultimate purchaser" is the manufacturer who uses the beef

for making products such as hamburger and not the housewife who buys
hamburger at retail. Imported beef is essentially a raw material used for
manufacturing, such as any other raw material which is transformed into a
new and different article before reaching the retail purchaser. The
importers assert that labeling requirements have long been a favorite
proposal of those trying to devise obstructions to import trade; such
attempts, when made at the State level, have been struck down by

Federal district courts as unconstitutional impairments to trade. Also,
bills attempting to impose a Federal repackaging law were vetoed in 1960
and in 1963. When these bills were vetoed by the President, it was
pointed out that such legislation would raise new barriers to foreign

trade, invite retaliation, and impose added costs upon U.S. manufacturers

and consumers.



INTRODUCTION

On March 17, 1977, the National Association of American Meat Promoters, the
Meat Promoters of South Dakota, the Meat Promoters of North Dakota, the Meat
Promoters of Montana, and the Meat Promoters of Wyoming, filed a petition with
the United States International Trade Commission seeking relief from imports
under the provisions of section 201(a)(l) of the Trade Act of 1974 for an investi-
gation to determine whether live cattle and certain meat products of cattle fit
for human consumption are being imported into the United States in such increased
quantities as to be a substantial cause of serious injury, or the threat thereof,
to the domestic industry producing articles like or directly competitive with the
imported articles. The Commission instituted investigation No. TA-201-25 on this
matter on March 26, 1977. 1/ Copies of the Commission's notices of investigation
and date of public hearings are presented in appendix A.

Subsequent tc the institution of investigation No. TA-201-25, the Commission
received from several member of Congress written request, cories of which are
contained in appendix A, to broaden the investigation so as to permit parties
interested in legislative relief to appear and be heard pursuant to the provisions
of section 332 of the Tariff Act of 1930, as amended. In accordance therewith, the
Commission, on its own motion, instituted this investigation (No. 332385) on May
31, 1977, to study the conditions of competition in U.S. markets between domestic
and foreign live cattle and cattle meat fit for human consumption. The same items
in the TSUS are included in both of the investigations. Copies of the Commission's
notices of investigation and dates of public hearings for investigation No. 332-85
are also presented in appendix A. The first four of the hearings were held in

Rapid City, S. Dak., on June 14 and 15, 1977; Fort Worth, Tex., on June 28 ana 29,

1/ The live cattle and certain meat products of cattle, which are the subjects of
the investigation, are provided for in items 100.40 through 100,55, jnclusive;
106.10, 106.80, and 106,85; 107,20 and 107,25; 107.40.through 107.60, inclusive;
and 107.75 of the Tariff Schedules of the United States (TSUS),



1977; New York, N. Y., on July 12, 19Y77; and Kansas City, Mo., on July 19 and 20,
1977, in conjunction with investigation No. TA-201-25. 1/ The 5th of the hearings,
which concerned investigation No. 332-85 only, was held in Washington, D.C., on

September 20 through 22, 1977,

1/ On the basis of investigation No. TA-201-25, the Commission (Chairman Minchew
not participating) reported to the President on September 17, 1977, that the live
cattle and meat products of cattle subject to the investigation were not being
imported into the United States in such increased quantities as to be a substantial
cause of serious injury, or the threat thereof, to the domestic industry producing
articles like or directly competitive with the imported articles within the meaning
of section 201 of: the Trade Act of 1974 (USITC Publication 834).



DESCRIPTION AND USES
This investigation covers éll live cattle, except the types gener-
ally imported free of d;ty (e.g., purebred cattle fér bree&ing),
Also included in the investigation is all meat of cattle fit for human
consumption (including meat offal) whether fresh, chilled, or frozen, or

prepared or preserved; 1/ beef extract is not included.

Live Cattle

In general usage, the term cattle refers to mature animals; the pro-
visions for cattle in the TSUS (items 100.40 through 100.55) apply to all
such animals regardless of age, sex, or size. Cattle are raised and
maintained in the United States for the production of meat and milk.

Beef cattle, which compoée about 86 percent of the national herd
traditionally have been short legged, thick bodied, and blocky. 1In recent
‘years, however, beef cattle have been bred to be more heavily muscled,
leaner, longer legged, and longer bodied. Such cattle tend to yield a
higher percentage of high-value meat cuts such as roasts and steaks.

Beef cattle are grown and bred for the production of calves by so-called
cow-calf farmers and ranchers. The calves produced by such cattlemen
are generally regarded as the crop harvested from the herd. 2/ A beef
cow will sometimes produce as many as 10 calves during her life span.
In contrast to beef cattle, dairy cattle are angular in conformation

and have less flesh. Dairy cattle, which constitute about 14 perceat

1/ The terms "fresh, chilled, or frozen" and "prepared or preserved"
are defined in headnote 1, to subpart B of part 2 to schedule 1 of the
TSUS.

2/ Cow-calf operators generally keep 1 bull for each 20 to 30 cows.



of the national herd, are grown and bred for the production of milk.
Most of the female calves from the dairy herd are raised for replacement
stock. Most male calves and some of - the less desirable female calves
are sold for veal, although there has been an increase in recent years
in fattening dairy-type steers (castrated males).

A few of the calves from beef cattle herds are slaughtered for
veal when they weigh 180 to 250 pounds; veal calves are primarily milk-
fed. Some bull and some heifer calves are kept for herd replacements.
Most bull calves are castrated, and such steers, as well as heifers
not kept for herd replacements, are eventually shipped to the feedlots
for several months of intensive feeding and finishing on grain,
primarily corn, before they are slaughtered. These animals, when
initially placed in the feedlots, weigh 500 to 700 pounds and are
generally called "feeders.'" When they are ready for slaughter, at
weights generally averaging from 1,000 to 1,200 pounds, they are called
"fed cattle." Sometimes, particularly when feed costs are abnormally
high, feeder cattle are grown-out on grass or a combination of grass,
other roughages, and limited amounts of grain before slaughtering.

Such cattle are often called "nonfed cattle." 1In recent years, about
60 percent of the cattle slaughtered in the United States have consisted
of fed cattle, 25 percent have consisted of culled dairy and beef cows
and bulls, and 15 percent have consisted of nonfed steers and heifers.

Virtually all of the imported live cattle come from Canada and
Mexico. Transportation costs and animal health regulations generally

limit Mexico and Canada as being the only practical U.S. sources of



supply of live cattle. 1/ The cattle from Canada are mostly cows and
calves for immediate slaughter, cows for dairy purposes, and feeder
cattle. Those from Mexico are mostly lean and lanky feeder cattle that
weigh about 400 pounds. They are ultimately fed and finished in the

United States to weights of about 1,000 pounds before slaughter.

Meat of Cattle

Beef that is ready for cooking and consumption without further
processing is often referred to as '‘table beef.!" Table beef, which
consists of cuts of meat such as steaks and roasts commonly found in
grocery stores, constitutes a large part of the beef consumed
in the United States. Veal, the meat of calves, also is consumed
-mostly in the form of table cuts. The table beef consumed in the
United States is primarily from domestic grain-fed steers and heifers,
although a large part of the meat from the nonfed cattle is also
used as table beef. Beef sold for table use is generally graded

Choice, or better, by the U.S. Department of Agriculture. 2/

1/ The quarantine and sanitary regulations administered by the U.S.
Department of Agriculture prohibit, for example, all imports of cattle
and fresh beef, veal, and beef products from countries not declared to
be free of rinderpest and foot-and-mouth diseases. Because many of the
important meat-producing countries of South America have not been desig-
nated as free of such diseases, meat imports from those countries are
limited to cooked, canned, or cured meats. In view of such regulations,
cattle and fresh beef and veal can come only from Australia, New Zealand,
Central America, North America, and small areas of Europe and Asia.

Z] The official USDA grades for cattle and for beef (in descending
suitability for table use) are Prime, Choice, Good, Standard, Commercial,
Utility, Cutter, and Canner. In February 1976, revisions in the USDA
beef carcass grading standards became effective. The most significant
revision reduced the intramuscular fat content (marbling) required for
a carcass to be graded "Choice." This change increased slightly the
share of the carcasses graded "Choice" and reduced somewhat the share
of carcasses graded "Good," the next lower grade.



Beef and veal to be further processed (ground, chopped, diced,
cooked, or canned, etc) so as to alter the taste, consistency, or
appearance of the meat, or to preserve the meat in some fashion (other
than by chilling or freezing), is generally called "meat for manufac-

taring." At the hearings on this investigation, much testimony was presented

that the use of beef for manufacturing in the United States is increasing

rapidly, particularly for making ground beef, including hamburger.
Manufacturing beef is primarily from cull dairy and beef cows, as

indicated above, and the trimmings from fed and nonfed steers and

heifers as well as some meat from nonfed steers and heifers. The

quantities of beef used for the various types of manufacturing depend

upon a number of factors including the price for manufactured meat

products and the availability of meat for manufacturing.

In the United States, manufacturing beef is usually made into
foods such as sausages, and prepared and preserved into food products
such as ground beef and hamburger (by far the largest of these products
in volume), beef stew, corned beef, and beef used in precooked dinners
and soups. Beef sausages (TSUS items 107.20 and 107.25) include
comminuted seasoned products frequently put in casings, such as frank-
furters, bologna, salami, and pepperoni. The imported sausages are
generally more highly seasoned and higher in price than the domestic

sausages.



Cured or pickled beef (TSUS items 107.40 and 107.45) is not a
major article of commerce. Corned beef, which is prepared and seasoned
in a salt brine, is produced in substantial quantities in the United
States. The imported product, called canned corned beef (TSUS item
107.48) is a chopped, canned meat that is produced in the United States
only for military purposes under Government contract; such U.S.-
produced beef is not marketed commercially. In the United States,
the imported product is commonly used in making corned beef hash, but
it is sometimes also chilled and sliced for making sandwiches. TSUS
item 107.52 provides for canned beef, other than corned beef, such as
canned, cooked beef and gravy. U.S. production and imports of such
products are small. The domestic product, which is not chopped or
canned, is the beef commonly used in corned beef sandwiches.

TSUS items 107.55, 107.60, and 107.75 cover other prepared or preserved
beef products included in this investigation such as ground beef, stew
beef, cooked beef used in precooked dinners and soups,and mixtures
principally of beef and other meats. Most of the imports consist of
frozen cooked beef, which is produced in notable quantities‘in the
United States. In 1976, however, some of the imports consisted of
frozen beef that normally would have been classifiable in TSUS item
106.10 and subject to the provisions of the Meat Import Act,

except for the fact that it had been cubed in the free-trade zone

of Mayaguez, Puerto Rico.



Beef and veal offal (brains, hearts, kidneys, livers, tongues, and
the like), TSUS items 106.80 and 106.85, are also covered by this investi-
gation. Offal are both cooked and consumed in the form in which they
are removed from the carcass and are used as well for manufacturing.
Imports of offal consist mostly of calves' livers. Offal have been one
of the major exports of the livestock and meat segment of the U.S.
economy for the past two decades.

About 7 percent of the beef and veal consumed in the United
States is imported. Most of the imported beef is in the
fresh, chilled, or frozen condition (TSUS.itQm 106.10) and. is used for
manufacturing. 1/ The bulk of the remainder of the imports consists
of canned corned beef and cooked frozen beef; imports of beef sausages
and offal are small.

The imported beef used for manufacturing is mostly boneless beef.
At the hearings on this investigation a number of witnesses testified
‘that the imported beef was frozen, rather than fresh or chilled, and
thereby less subject to bacterial development 2/ than the domestic
(mostly fresh) beef; also, the imported, frozen beef rapidly chills the
fresh (unfrozen) domestic meat when the two are mixed for uses such as

making hamburger, thus slowing the growth of bacteria. Some contended

1/ A study issued by the Commission in 1971 concerning the uses of
imported beef showed that in the period 1969-70 about 8 percent of the
U.S. imports of beef and veal, classifiable in item 106.10 of the TSUS,
was used as table beef and 92 percent was used for manufacturing; the
uses of imported beef and veal during that period generally paralleled
those in 1963, as reported by the Commission in 1964 (TC Publication 128).

2/ Salmonella in meat, as well as in other foods, has become a problem
of health concern in the United States.



that the imported product was more uniform with regard to leanness.
Because of its lean content, domestic processors often mix the fat
trimmings from domestic beef with imported beef and thereby lower
their costs of production by utilizing larger quantities of less

expensive domestic trimmings in their production of hamburger.
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U.S. CONSUMPTION

Beef and veal combined-account for about half of the red meat, fish,
and poultry consumed in the United States; about 97 percent of the con-
sumption of beef and veal consists of beef. In 1976, U.S, consumers
spent about $30 billion for beef and veal, equivalent as in most recent
years to about 60 percent of their expenditures for red meats and about
20 percent of their todtal expenditures for food, For practical purposes,
consumption of beef and veal reflects consumption of live cattle, and

therefore, this discussion is limited to beef and veal.

Total and Per Capita Consumption

Annual civilian consumption of beef, which has risen rapidly in
the past several decades, reached an alltime high of 27.4 billion
pounds in 1976 (table 1, app. B), During the past decade, per capita
consumption of beef has generally followed the trend set by aggregate
consumption; in 1976, per capita consumption of beef reached a high of
about 129 pounds. For a number of years, the rise in beef consumption
was uninterrupted, except for a 5-percent decline in 1973, In that
year, cattle prices reached the then record levels; cattlemen held
back cattle for herd expansion, 1/ retail beef prices rose about
20 percent, and consumers boycotted beef. Although the effects of these
factors on consumption of beef cannot be individually appraised, many or
all of them undoubtedly had a bearing on the decline that occurred in
the consumption of beef as well as of other meats, fish, and poultry

in 1973.

1/ The price controls applicable to beef for about 6 months of the year
under the Economic Stabilization Program are discussed in the section of
this report on U.S. production.
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The ‘consumption of veal in the United States has always been much
smaller than the consumption of beef, and retail prices of veal have been
higher than those of beef. Unlike beef, however, the consumption of veal
has trended downward over the long term, notwithstanding an increase in
1974~76~-the years in which cattlemen marketed young calves for slaugh-
ter in response to sluggish cattle prices, The long-term decline in
the consumption of veal reflects, in part, the growing practice of
cattlemen to raise calves to maturity and hence maximize profits,

rather than to market them for slaughter as veal.

Factors Affecting Consumption
For a number of years, .U.S. consumers have demonstrated a strong
preference for beef over other meats. In addition to the increase in
population, factors such as rising consumer incomes, changing food

habits and tastes, preferences for convenience foods, increased fre-

quency of "eating out," improvements in the quality of the product, and
aggressive marketing have contributed to the rise in consumption of
beef. Also, the food stamp program of the Department of Agriculture
and direct purchases of beef by the Department for school lunch and

needy-family programs have boosted beef consumption. 1/

1/ During the past decade, except in 1973, purchases of beef (mostly
frozen ground beef, but in some years canned beef and more recently
frozen beef roasts and frozen beef patties) by the U.S. Department of
Agriculture, mostly under the Nationmal School Lunch Act, ranged from
42 million pounds (1967 and 1968) to 200 million pounds (1977); the
Department of Agriculture did not purchase any beef in 1973, This
subject is discussed in further detail in the section of this report
entitled "Provisions of Existing Law that May Provide Opportunities
of Relief to Cattlemen.”
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Hamburger and other processed beef

The phenomenal growth in the U.S. consumption of ground beef, including

hamburger, has undoubtedly accounted for a large part of the increased con-

sumption of beef, 1/ Hamburger is not only less expensive than table cuts

of beef, but it is also more competitive with other red meats and poultry
for the consumer's food dollar, Fast food outlets also have greatly
stimulated the sales of ground beef.

Detailed information on sales of beef, by form (including sales of
ground beef) is limited. In order to ascertain U.S. sales of beef and
veal, by form, the Commission sent questionnaires to the 100 leading
grocery distributors and a random sampling of about 25 of the well-
known and largest institutional users of beef, 2/ The following tabu-
lation shows the percentage distribution of U.S. sales of beef and
veal (domestic and foreign meat), by form, for 1975 and 1976 as reported

by the grocery distributors and fast-food outlets:

Item : 1975 © 1976
Beef and veal sold as--~ : :
Table cuts (i.e., steaks, roasts, chops)----~ : 67 : 66
Ground beef, including hamburger—------————-w-- : 25 : 25
Other processed beef (i.e., hot dogs, bologna,: :
pre-cooked dinners, soups)-——————————————= : 8 : 9
To}al— e e e e e : 100 : 100

1/ During the investigation, a number of interested parties advanced the

view that U.S. consumers are becoming a "hamburger society."
2/ Of the 125 questionnaires sent, 83 usable responses were received.



13

The respondents that supplied the data on which the above information
was based sold 3.3 billion pounds of beef and veal in 1975 and 3,6 billion
pounds in 1976 (about 18 percent of the total U.S. sales in each year),
Some of the respondents reported that they did not know whether the
beef they sold was of domestic or foreign origin. Of those that knew
the origin of the beef they sold, only a few reported that the imported
beef they sold was for table cuts (less than 6 percent of imports),
but rather it was ground beef or other processed beef. Of the U,S,~
produced beef and veal sold by the respondents in 1975, 69 percent
of the total consisted of table cuts and 31 percent was used for manu-
facturing (ground beef and other processed foods), In 1976, 68 per-
cent was table cuts and 32 percent was for manufacturing. Based on
these data, about 18 percent of the beef and veal used for manufac-

turing in 1975 and 1976 was imported.

Competing meats, fish, and poultry

Nothwithstanding the strong preference of U.S. consumers for beef,
the competition between beef, other red meats, fish, and poultry for
the consumer’'s expenditures for food has been strong, TFor example,
when per-capita consumption of all meat, fish, and poultry declined by
15 pounds from 1972 to 1973 as prices rose, beef consumption dropped by

about 6 pounds and pork consumption dropped 5 pounds.. Consumption of poultry

the other major meat experiencing long-term consumption growth comparable
with that of beef, declined only 2 pounds reflecting, in part, a pro-

portionately smaller rise in poultry prices than in red meat prices. !j

1/ Cattle, hogs, and poultry (chickens and turkeys) supply about 90 percent
of the U.S. annual consumption of red meat, fish, and poultry, Over the 14
year period, 1963-76, the share of annual consumption of all meats supplied
by poultry increased from 17 percent to 20 percent; the share of consumption of
all meats supplied by beef and veal increased from 46 percent to 51 percent,
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Poultry are far more economical in the conversion of feed grains into meat
than are cattle and hogs. 1/ This phenomenon is largely reflected in the fact
that retail prices of frying chickens have been less than half that of beef and

pork in recent years, as shown in table 2.

The role of imports

Annual U,S. imports of beef and veal have not varied greatly since the
late 1960's. Since 1967, they have ranged between 1.3 billion and 2,0 billion
pounds annually (table 3) and supplied from 6 to 9 percent of domestic con-
sumption of all beef and veal., Inasmuch as the imports of beef move largely
into manufacturing in the United States, imports compete primarily with the
meat for cull cows and bulls which are the primary domestic sources of such
meat. Nonetheless, as the demand for meat for manufacturing has expanded
over the years--as evidenced largely by the growing demand for hamburger
--prices for cull cows have held more firmly than have those for fed steers.
In addition, the imported lean beef is often mixed with the fat trimmings
from domestic fed cattle, thus enhancing the value of the trimmings from

domestic sources.

Disposable income

Rising disposable personal income has been an important factor in the
increased demand for beef. Increased income may be spent in a number of
ways, and the percent of disposable income spent for beef is decreasing,
In 1976, a year of record high per capita beef consumption, the percent of
disposable income spent on beef declined 0.2 percentage points from the

previous year and that decline has continued into January-June 1977 (table 4).

1/ The feed conversion rate for poultry is about 2.1 pounds of feed grains per
pound of meat, whereas the rate for cattle is about 10 to 1, and for hogs, 3.5

to 1.
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This decline reflects the fact that supplies of beef have recently
increased and consumers have used more of the product, but because of
relatively weak retail beef prices, proportionately less of consumers’
incomes have been required for their purchases. Herd liquidation has
caused this relatively weak pricing situation--a situation resulting

in consumer beef expenditures rising less rapidly than total income,
During the investigation, information was presented that if U,S. consumérs
had spent an additional 0,2 percent of their disposable income for beef in
1976, and assuming no change in supplies and distribution costs, the addi-
tional consumer expenditures on beef would have added an extra $30 to the
price of every animal slaughtered or an additional $1.,3 billion for the

U.S, cattle industry in that year. 1/

1/ Guidelines, Cattle Economics Report, the American National Cattlemen’s
Association and Cattle Fax, Denver, Colo,
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U.S. INDUSTRY
Characteristics of the U.S8. Industry
The production of beef and beef products may be divided into three
major categories: cow-calf operations, feedlot activities, and meat-
packing operations including both slaughtering and processing. Although
a single business enterprise may handle nearly all or various combi-
nations of the operations listed above, the individuals that grow the
live animals generally are not involved in the meatpacking operations.
The production of these three operations combined averaged about $25
billion in 1976.

Cow-calf operations

In 1976, some 1.8 million U.S. farms and ranches handled cattle,

compared with 2.2 million in 1967. Most of those farms and ranches

keep breeding herds for producing beef calves. Breeding herds are
often maintained on grass and receive little or no supplemental feed.
When the cows and bulls from such herds are slaughtered their carcasses
yield a lower grade of beef than the carcasses of grain fed animals. 1/
Cow-calf operations are located in all 50 States, but most

are found in the western range landé 2/, the Corn Belt 3/, and the

Southeastern States 4/ (see fig. 1).

1/ Purebred beef cattle, raised primarily to be bred with other cattle
to maintain and improve the beef characteristics of the domestic herd,
are also eventually slaughtered.

2/ The range lands are located in 15 States: Arizona, California,
Colorado, Idaho, Montana, Nevada, New Mexico, North Dakota, Oklahoma,
Oregon, South Dakota, Texas, Utah, Washington, and Wyoming.

3/ The following States compose the Corn Belt: Illinois, Indiana,

Iowa, Kansas, Michigan, Minnesota, Missouri, Nebraska, Ohio, and Wisconsin.

4/ The Southeastern States include Alabama, Arkansas, Florida, Georgia,

Kentucky, Louisiana, Mississippi, North Carolina, South Carolina, Tennessee,
and Virginia.
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Figure 1.--Distribution of cow-calf operations in the United States,
January 1, 1977

Number of beef cows (1,000 head) and percent change from
pervious year

MoNT ) ME
6

Alaska 2.3
-8

Hawaii 8

-4

U.S. 41,364
-5

378!
-3

Source: U.S, Department of Agriculture.
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Cow-calf operations are generally the most profitable agricultural
use for range lands, which characteristically are rough in topography and
have low rainfall, thus resulting in low levels of forage production.

The ranches, therefore, are usually large in area to compensate for the
lack of moisture and forage and may be 100,000 acres or more in size.
Although the typical cow-calf operation in the range lands often consists

of 150 to 300 cow-calf units, some operations reach several thousand

units. In 1977, about 45 percent of the U.S. beef-cow herd was located

in the rangelands, approximately the same percentage as in the early 1960's.

Cattle herds are generally smaller in the Corn Belt than in the
range lands; 50- to 100-cow herds are common. Corn Belt farms are highly
productive and generally cover several hundred acres. One acre usually
can support a cow-calf unit. Beef production is frequently only one
part of a diversified farm operation which often includes growing grain,
primarily corn, and raising hogs. In 1977, about 28 percent of the U.S.
beef~-cow herd was located in the Corn Belt, slightly less than in the
early 1960's.

Cow herds are relatively small in the Southeastern States; 50-cow
herds are typical, although there are also a few large herds. Rainfall
is higher than in the range lands and the growing season is longer than
in the Corn Belt, but the soil is less naturally fertile and forage
production is lower. In early 1977, about one-fourth of the U.S. beef-
cow herd was located in the Southeastern States, compared with one-fifth
in the early 1960's. Improved grasslands have stimulated cattle farming

in this area. A substantial part of the calves produced in this area

are shipped to other areas, particularly Texas, for fattening.
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Feedlot operations

Some 190,000 cattle feedlots were located in 23 major cattle-
feeding States in 1969; in 1976, there were 134,000 feedlots (table 5). 1/
This decrease in the number of feedlots, in recent years, is due in large
measure to rapidly rising costs of operation, particularly costs of feed
grains, coupled with a downward trend in the market price of fed cattle.2/

A relatively few feedlots account for the bulk of the U.S. output

of fed cattle and their share of the total output has increased over the
years. Many of these feedlots are known to be part of large multi-establish-
ment enterprises that encompass other farming operations, manufacturing, iand
trucking operations, as well as wholesale and retail activities. On the
other hand, many of the feedlot operations include both large and small

independent firms that concentrate primarily on cattle feeding. 3/

About two~thirds of the cattle marketed in the United States in
1976 came from 2 percent of the country's feedlots. These feedlots--
with a capacity of 1,000 head or more--were mostly located in the areas
of large feed-grain production west of the Missouri River. &4/ In 1976,
about 98 percent of the U.S. feedlots had an annual capacity of fewer
than 1,000 animals, and most of these were located east of the Missouri
River. In the United States, small-scale feedlots (fewer than 1,000
head each) are mostly owned and operated by individual farmers; such

farmers accounted for about a third of the fed cattle marketed in 1976.

1/ The 23 States account for about 95 percent of the fed cattle marketed
in the United States.

2/ Data obtained in the course of the investigation indicate considerable
turnover in the feedlot industry; about 40 percent of the independent feed-
lots have started since 1970 and about 75 percent have started since 1960.

3/ Available data indicate that about one-fourth of the feedlot operations
employ no more than 2 workers and three-fourths have 10 or fewer. Limited
data concerning sales volume tend to confirm the observation that most of
the operations are relatively small; over one-half of the firms reporting
sales volume showed sales of fewer than $1 million annually,and about 85
percent had sales volume of fewer than $5 million annually.. The size of
the average feedlot is believed to be increasing.

4/ The influx of capital from various sources into many large-scale
feedlot operations may have been largely because of tax advantages.
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Despite transportation charges, feeder cattle are often moved
relatively long distances and sometimes through several marketing
channels for feeding. 1In recent years a pattern following a clockwise
direction has developed for shipping feeder calves to feedlots. For
example, feeder calves from the Southeast tend to move to the Southwest;
those from Texas and Oklahoma move in a northward direction; and those
from the intermountain area and northern plains follow the traditional
movement into the Corn Belt. California and Arizona take feeder cattle

from various areas of the country.

U.S. meatpackers (slaughterers and processors)

In the slaughtering operation, live cattle are killed, bled,
eviscerated, decapitated,and skinned. The animal's carcass is then
generally split in half along the spinal column and chilled. 1In the
case of veal calves, the carcass is usually not skinned or split
until the final stages of processing.

Most domestic slaughterers also manufacture beef and veal products
from the carcasses; parts of the carcass are cut-up to yield steaks
and roasts, and other parts, including trimmings, are used in
preparing products such as ground beef, sausages, and cooked beef.
The use of beef for the various products depends, in large part, on
the quality of the meat and the demands of the market.

Domestic slaughterers and processors dealing in the interstate

commerce of meat are subject to the regulations of the U.S. Department
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of Agriculture. Most other meat plants are subject to State inspection regula-
tions that have been certified by U.S. Departmen; of Agriculture's Food .Safety
and Quality Service (FSQS). 1/ About 6,000 domestic meat slaughtering and
processing plants are federally inspected for health and sanitation reasons. The
majority of these plants probably handle beef. 1In 1976 there were about 1,660
federally inspected cattle-slaughtering plants and 900 such calf-slaughtering
plants in the United States. g/ In recent years, federally inspected plants have
accounted for 90 percent of the United States cattle slaughter.

The commercial slaughtering of cattle and the processing of the meat has
tended to move from central markets to within 50 to 100 miles of where the animals
are fed; only a few States have accounted for the bulk of U.S. slaughter of
cattle in recent years. In 1976, Texas, Nebraska, and Iowa accounted for nearly
two-fifths of the total slaughter of cattle, and Kansas, California, and
Colorado, for another fifth. The principal calf-slaughtering States that year
were New York (with about 20 percent of the total), Texas (with 10 percent),
Wisconsin and Iowa (with 9 percent each), and Pennsylvania (with 8 percent).

The carcass may be partially or fully processed at the meatpacking plant,
or it may be shipped for processing to another meat plant or to a retail outlet.
In recent years, there has been a trend toward more processing being done at

the plant level. Meat packers have been using so-called boxed beef to market

1/ The primary objective of FSQS inspection of 1ivestock and meat processing
is to assure that the meat distributed to consumers is wholesome, not adulterated,
and properly marked, labeled, and packaged.

2/ These data include duplication inasmuch as some plants handle both cattle
and calves.
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an increasing share of their output. 1/ Preparing boxed beef involves the
division of the carcass into primal or subprimal cuts at the meatpacking plant
and packaging these cuts into plastic-lined cardboard boxes. These boxes of
cuts of beef and coarse ground hamburger are then shipped to retail énd insti-
tutional outlets. Marketing beef as boxed beef, including coarse ground beef,
offers several advantages: improved worker productivity at the processing plant,
reduced transportation costs because excess bone and fat are removed before
shipment, weight loss of the meat is reduced owing to improved packaging,
and semiskilled labor can handle the meat at the retail outlet.

Concentration in the meatpacking industry is much greater than in the live

cattle industry. According to the 1972 Census of Manufactures (the most recent

data available), the four largest companies operating meatpacking plants produc-
ing beef accounted for about one-fourth of the total value of U.S., shipments in
1972; the 20 largest accounted for about one-half, and the 50 largest accounted

for two-thirds. Concentration in the production of veal is greater than that

of beef. 1In 1972 the 20 largest companies accounted for 70 percent of the

total value of veal shipments, the 50 largest companies, 91 percent. Concentra-
tion is also high in the canned-meat industry; in 1972, the 4 largest companies

supplied two-thirds of the value of shipments and the 20 largest accounted for

virtually all of the shipments.

1/ During the investigation, information was received that currently about
60 percent of the U.S. production of beef is marketed as boxed beef.
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Production

The production of beef and veal involves growing, feeding, and

slaughtering the cattle, as well as processing meat.

Live cattle

The latest expansion of numbers of cattle commenced during 1967,
with all cattle on farms totaling 109.4 million head on January 1,
1968. The expansion lasted until 1975 when cattle numbers peaked at
a record of 131.8 million head (table 6 and fig. 2). 1/ From January 1,
1975, to January 1, 1977, all cattle on farms declined to 122.9 million
head, or about 7 percent.

During the past decade, the share of the national cattle herd

composed of milk cows and milk replacement heifers declined from 18

to 14 percent, reflecting a long-term downtrend in the.number of milk

cowsj the share of the national herd composed of beef cattle has

correspondingly increased. Per capita consumption of milk and dairy
products has declined over the years and output per cow has increased.
Accordingly, the number of cows kept for milking has dropped, although
the decline appears to have halted in the past several years.

Culled cows from dairy herds are an important source of meat for

manufacturing.

1/ The cattle cycle is discussed in the following section of the
report on inventories.
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Trends in major cost elements of cattle productionm. 1/--The impor-

tance of the various elements of costs differs between feedlot opera-

tions and cow-calf operations. Feeder calves are the major cost

factor in feedlot operations; for example, during the first half of
1977, the purchase of calves accounted for about 45 percent of all
costs incurfed by feedlots. Feed, such as corn silage, protein supple-
ment, and hay, is the other major cost factor in feedlot operations;
it accounted for about 40 percent of total costs during the first half
of 1977. Labor, transportation, interest on purchases, and equipment
accounted for the remainder of the costs. Land costs are minor in
feedlot operations because of the small area required to maintain a
feedlort.

For cow-calf operations, on the other hand, land is a major cost
of production; it accounts for about 40 percent of total costs owing
in large measure to the large amount of land generally needed in cow~
calf operations. Feed costs account for about 25 percent of all costs
in cow-calf operations, labor for about another 10 percent, and
machinery, equipment, transportation, taxes, interest, veterinary and
medicine and other miscellaneous charges account for the remainder.

The index of feeder-calf prices paid by feedlot operators rose from
100 in 1967 to 199 in 1973; it then declined to 135 in 1975 before
advancing to 160 in 1976 (table 7). The increase observed from 1967 to
1973 reflects the profitability that took place in both feeding cattle
and in cowfcalf operations during the period. Similarly, the declines

in 1974 and 1975 reflect low profits, or losses, experienced by cattle

l/ Based on material published by the U.S. Department of Agriculture.
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feeders and the contraction of their operations, and declining receipts
to cow-calf operators.

After staying about level for several years, the feed price index
(1967=100) climbed to 160 in 1973 and peaked at 194 in 1974. The rise
in 1973 and 1974 reflected the competition from the strong export demand
for U.S. grains, a factor not prevalent in other cattle cycles, and un-
favorable climatic conditions that limited domestic feed production.

The moderation in the index to 187 in 1975 and to 191 in 1976 reflected
increased domestic feed grain production and reduced export demand. 1/

The annual increases in land costs were relatively moderate during
1967-71 (1967=100) but they rose sharply during 1972-76 and averaged 244
in 1976. The index of labor costs incurred by farmers (1967=100) stood
at 210 in 1976. During the 1967-76 period, land and labor costs increased
the most among the major cost elements experienced by farmers, followed
by feed costs and feeder calf costs. Although the major costs of cattle
production generally doubled from 1967 to 1976 (table 7), the price
received for cattle in 1976 was only 50 percent higher than in 1967.

Cattle slaughtered.--The long-term trend in the number of cattle

slaughtered has been upward. In 1976, the commercial slaughter of cattle

1/ In 1967-73, the beef-steer corn ratio (the bushels of No. 2 yellow
corn equivalent in value to 100 pounds of slaughter steers weighing 900
to 1,100 pounds, at Omaha) was favorable to beef production; it ranged
from 20.3 in 1967 to 28.0 in 1972. The ratio declined abruptly to 13.7
in 1974 and remained at low levels through.the spring of 1977. 1In
the summer of 1977, the ratio began to rise as grain prices moderated;
in August, it averaged 24.0. This development might result in increased
U.S. beef production in the foreseeable future and thus further increase
the already large production of beef.
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reached a record high of 42.7 million head (table 8), as herds were culled heavily,
or liquidated, in response to drought conditions and low prices. During January-
June 1977, slaughter amounted to 20.7 million head, compared with 19.3 million and
21.1 million head slaughtered in corresponding 6-month periods in 1975 and 1976,
respectively. The bulk of the commercial slaughter is made up of fed steers and
heifers. Most of the remainder consists of cows and nonfed steers and heifers.

During 1967-76, commercial cattle slaughter declined appreciably in only one
year, 1973. 1In March through September 10 of that year price controls were in
effect on beef and veal as well as on other meats under the Economic Stabilization
Program. During that period, it appeared that cattlemen withheld their animals
from the market in anticipation of higher prices and increased profits when the
controls were removed. However, when the controls were lifted, increased supplies
of cattle were marketed and prices dropped: they have not since attained the record
level reached in 1973.

During 1967-72, the price of beef cattle ranged from 78 percent (1967) to 91
percent (1972) of parity; in 1973, it averaged 100 percent (table 9). 1/ Since
then, it has declined as cattle prices have dropped and costs of productioﬁ have
increased. 1In 1976, the price of beef cattle averaged 59 percent of parity and the
price of beef calves averaged even lower at 51 percent. The parity ratio of all
farm products averaged 71 percent in that year. Indeed, during the 1974-76 period,
the parity ratio for beef cattle averaged some 12 to 18 percentage points below the
ratio for all farm products (calves averaged even lower at 20 to 36 percentage
points), indicating that cattlemen on the basis of parity have not fared as well
as other farmers in recent years.

Meat of cattle

Beef and veal.--Like the slaughter of cattle, production of beef has followed

a long~term upward trend; production reached a record high of 26.0 billion pounds

1/ The parity ratio is a measure of the average per unit purchasing power of all
farm products in terms of goods and services farmers buy in relation to that in a
statutory base period.
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(carcass-weight equivalent) in 1976 (table 3). During January-June 1977, beef
production amounted to 13.0 billion pounds, about 2 percent above the output during
the corresponding period in 1976. 1In 1976, and thus far in 1977, cattlemen were
continuing to liquidate and reduce the sizes of their herds. The increase in

beef production resulted not only from increased numbers slaughtered, but also from
the Increased average weight of cattle slaughtered.

U.S. production of vz2al has trended downward over the long term, notwith-
standing an increase in 1974-76, owing to both the practice of farmers to market
grain through fattening more calves and to the decline in the national dairy herd.
The commercial production of veal declined from 792 million pounds (carcass-weight
equivalent) in 1967 to 357 million pdunds in 1973; it then rose and averaged some
860 million pounds in 1975 and 1976 (table 3). The increased output of veal in
recent years reflects, in part, the cattlemen's decisions to liquidate and reduce
their herds in response to depresszd cattle prices.

Categorized in terms of the nomenclature of the TSUS, domestic production of
beef and veal can only be broadly estimated. These estimates can be based on data
on the output of federally inspected meat. The hamburger ground at the retail
level--which is believed to account for most of the hamburger produced in the
United States--is generally not federally inspected after grinding. If the U.S.
production of feder;lly inspected beef and veal had been classified for identifica-
tion purposes according to the provisions of the TSUS, about three-fifths of the
total produced in 1976 would have been classified under item 106.10, the category

for fresh, chilled, or frozen meat. About one-fifth of the total would have been



29

classified as prepared or preserved beef and veal under TSUS items 107.52 and
107.60, and the remaining one~fifth would have been sausages (TSUS items 107.20 and
107.25). 1/

There is also a substantial domestic output of edible beef and veal offal
which is not accounted for in the estimates above. 1In 1976, U.S. production of
such offal (TSUS items 106.80 and 106.85) amounted to about 1.8 billion pounds
(product-weight basis).

Movement of cattle and beef and veal into the U.S. market.--There has been

a long-term decline in the number of cattle sold at the large terminal markets,
from about 50 percent of the total in 1960 to 10 percent of the total in recent
years. Conversely, there has been an increase in the direct marketing of cattle
by farmers and ranchers and by feedlot operators to meatpackers from about 40
percent of the total in 1960 to 75 percent in recent years. The remainder of the
sales are accounted for by auction markets. The decline of the terminal markets
occurred as the large central slaughtering facilities were moved to the areas of
cattle production. The bulk of the beef and veal produced in the United States
is distributed through wholesaling branches of slaughterers and processors. The
farm slaughter of cattle for home consumption and vertical integration by retailers
is believed to be minimal, although there are several large operations in the
United States that feed and slaughter cattle and wholesale beef. A number of
small-scale, independent wholesalers market beef and veal, generally in less than

carlot quantities.

1/ These data do not account for the hamburger ground at the retail level.
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Importers sell the bulk of their fresh, chilled, or frozen beef and
veal to wholesalers and to packers or processors. In 1976, nearly two-
fifths of their sales were to wholesalers,and a third were to packers
or processors. Most of the remainder of their beef and veal went to re-
tail stores and mass feeding establishments.

Retail food stores are the major outlet for beef and veal. For a
number of years, less processing of beef and veal has been done at the
individual stores and more has taken place at the retailer's central
processing plants and the packer's processing plants. There has also
been an increase in the use of private label products that have been
processed, packed, and then shipped to the retailer ready for sale to

the ultimate consumer.
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U.S. Exports of Cattle and Products of Cattle

U.S. exports of live cattle as well as beef and veal are rela-
tively small; however, the United States is the world's largest ex-
porter of packinghouse byproducts of cattle (such as hides and tallow)

and a substantial exporter of edible beef and veal offal.

Live cattle

Annual U.S. exports of live cattle are equivalent to less than
1 percent of the U.S. cattle population. During the period 1972-76,
exports averaged 215,000 head annually, compared with only 62,000
head during 1967-71 (table 10).

The principal factors affecting the increase in exports of live
cattle during 1972-76 included: (1) agreements between Mexico and
the United States (the "Maquila beef" program) that provide for the
export of live cattle to Mexico and the return to the United States
of the beef that results from their slaughter; 1/ (2) the development
of practical air transport for live cattle, especially high-valued
cattle for breeding purposes; and (3) the opening of markets in the
Communist countries of Eastern Europe to U.S. cattle.

U.S. exports of live cattle have consisted primarily of cattle

for breeding and cattle for slaughter. Exports of cattle for breeding

1/ The U.S. had an unfavorable balance of trade with Mexico in live
cattle and beef during 1974-76.
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have generally declined in recent years~-from about two-thirds of the total number
in 1972 to less than one-third in 1976, Mexico and Canada have been the principal
export markets; other important markets include countries in South and Central
America and South Africa and Japan,

U,S. exports of cattle for slaughter during 1972-76 also went mostly to
Canada and Mexico., Many of the live cattle exported to Mexico are part of the
Maquila beef program, The high cost of transporting live cattle is probably the
most limiting factor in shipping cattle to countries other than Canada and Mexico.
Canadian health and sanitary regulations apparently limit U.S. exports of cattle to
Canada. For example, Canada requires that live cattle be tested to verify the
absence of blue-tongue disease, it require certification by U.S. veterinarians that
live cattle have not received DES (diethylstibestrol, a growth stimulant) and that
the meat of cattle offered for importation comes from animals that have not
received DES. 1If live cattle are to be imported into Canada from Michigan, the
‘animals must be tested by Canadian Government officials to verify the absence of
PBB (polybrominatedbiphenyl, a feed contaminant); meat of cattle is also spot
checked by the offiecials for PBB residue.

In August 1974, Canada unilaterally imposed quotas on its imports of certain
live cattle and beef from the United States. These quotas were in effect until
early August 1975. 1/ Mexico also has health and sanitary requirements and admin-
istrative regulations concerning imports of cattle.

Beef and veal and edible offal 2/

U.S. exports of beef and veal and edible beef and veal offal amounted to 311

million pounds in 1976, up about one~third from the 1972-75 annual average of 228

1/ In November 1974 the United States imposed quotas on its imports of certain
Canadian livestock and meat products in response to the Canadian action earlier in
the year; U.S, quotas were lifted at the same time the Canadian quotas were lifted.

2/ All weights are on a product-weight basis.
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million pounds and almost double the 158 million pound annual average of 1967-71.
Table 11 shows U.S. exports of beef and veal and beef and veal byproducts during
the period 1967-76. Dufing 1972-76, offal accounted for about three-fourths of

the quantity of exports, but, because of their low unit value, they accounted for
only ~bout one-half of the value. Exports of offal equaled about 13 percent of
U.S. production in 1976, up from 10 percent annually during 1972-75. The Eurgopean
Community (EC) was'by far the largest market for such exports, accounting for about
two-thirds of the total; other markets included Israel (beef livers), Mexico, and
Japan.

During the period 1967-76, U.S. exports of beef and veal ranged from 26
million pounds (in 1969) to 81 million pounds (in 1976). Exports of beef and veal
have been equivalent to less than 1 percent of U.S. production. U.S. exports have
consisted almost entirely of fresh, chilled, or frozen beef and a large part has
been high-valued cuts of beef used in restaurants. Japan.toék about one-third of
the exports in 1976 and Canada, a traditional market, one-fifth of the total;
markets in the Caribbean area accounted for another fourth of the total.

Japanese imports of beef and veal from the United States are subject to a.
tariff of 25 percent ad valorem and a variable levy, and, depending on the cut of
beef, a surcharge. Imports are also subject to an annually determined global quota.
Quotas reflect the price.received by Japanese beef producers. Thus, when the
wholesale price of beef in Japan exceeds the Government-determined "ceiling" price,
imports are permitted, reportedly to bring Jown the p;ice in Japan; conversely,
when the price in Japan is below the ceiling price, Imports are severely restricted.
On May 2, 1977, the Japanese Government announced the general beef import quota for
the first half of the fiscal year 1977/78 at 70 million pounds~-the same amount
allowed in the-previous 6 months, but 20 million pounds less than that allQWed'in

the semi-annual quota announced a year earlier. Well over half of the quota was

allocated to Australia.
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Canadian imports ¢f beéf and veal are subject to quantitative limitations
admininstered on a country-by-country basis. For 1977, Canada is limiting its
imports of beef and Veal from the United States to 26 million pounds. Canadian

imports . of fresh, chilled, and frozen beef and veal from the United States receive

most-favored-nation rates of duty as do those from Australia and New Zealand, the
other principal suppliers to the Canadian market. The rate of duty on beef and
veal from these sources 1s 3 cents per pound (Canadian). There is evidence that
Canada's health and sanitation requirements have inhibited U.S. live cattle exports
to this market in recent times. According to testimony by Congressman Marlenee at
the hearings in Washington, D.C., on September 20, 1977, the blue-tongue testing
requirements of the Canadian Government have posed a serious bottleneck to these
exports since 1973. 1/

EC imports of beef and veal from the United States are subject to tariffs,
variable levies, and other administrative limitations, including licenses. In
1974, the EC experienced a build-up of stocks of meat and imports of cattle meat
were banned, except for those articles negotiated under General Agreement on
Tariffs and Trade agreements. The Export-Import plan (Exim) in force during the
last half of 1975 permitted limited imports of beef only when an equal amount of
the meat from domestic sources was exported. This plan was replaced by the time
lag scheme, in force from January 1976 to April 1977, which linked imports with
purchases of equal amounts from EC surplus stocks, Since April 1977, variable
levies ranging from zero to 114 percent ad valorem have been imposed. The basic

levy is the difference between the EC price and the world price.

—y

1/ Transcript of hearings, pp. 51 and 52.
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Packinghouse byproducts

The principal packinghouse byproducts exported from the United
States are hides and tallow, the rendered fat of cattle. Exports of
the byproducts contribute more to the economic Qell—being of U.S.
meatpackers than exports of the other products of cattle. During
1967-76, the value of U.S. exports of cattle hides and calf skins
increased from $108 million to $480 miliion,and their share of the
total exports of beef and veal and their byproducts increased from
30 :to 37 percent (table 11). Most of the exports consisted
of cattle hides and were equivalent to about one-half of domestic
production. The increase in value of exports reflects, in part, a
growing demand abroad for U.S. hides that can be converted into leather
and leather products. Japan has been the principal export market,
by far, for U.S. cattle hides and calf skins. 1In 1976, that country
accounted for about two~-fifths of the total; other important markets
included the Republic of Korea, Mexico, Italy, and Romania.

During 1967-76, U.S. exports of tallow, in terms of quantity,
showed no discernible upward or downward trend, averaging about 2.1
billion pounds annually. In terms of value, however, exports of
tallow as a share of the total exports of beef and veal and their
byproducts dropped from 40 percent in 1967 to 30 percent in 1976.
Most of the U.S. exports consist of inedible tallow which may be
rendered edible abroad. U.S. exports go to many countries; in
1976, the European Community, Egypt, Japan, and South Korea were

the principal markets for U.S. inedible tallow.
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Inventories

Live cattle, the cattle cycle

Historically, the number of beef cattle and calves on U.S. farms
and ranches has followed a cyclical pattern (fig. 3), and the results
of that pattern, the cattle cycle, reflect the inventories of

cattlemen. 1/

Figure 3.--U.S. inventory of cattle and calves
on January 1, by cycles.
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Source: U.S. Department of Agriculture.
The cyclical characteristic shown above occurs for both economic and
biological reasons. A buildup in cattle inventories will be followed
by increases in beef production. The cycle enters the exnansion phase
with the decision of producérs to increase cow numbers. This decision
is likely to be based largely on current conditions regarding cattle
prices and forage supplies. Biological factors cause lags between the
time the expansion decision is made and the increase in beef and veal

production takes palce,{ﬁ/ Thus, the supplysdemand conditions that exist

1/ The number of cattle on U.S. farms and ranches is discussed in the
section of this report on U.S. production.

2/ The production of beef and beef products involves a series of opera-
tions that span a period of 2.5 years or more, beginning at the time the
cow is bred.
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when the increase.in beef output finally occurs may be quite different
than those prevailing when the initial expansion decision was made.

"The build-up of the breeding herd during the expansion phase is
accomplished by holding back heifers that would normally go to feedlots,
in addition to retaining cows. The retention of cows and holding back
of heifers further redqces supplies of beef available for slaughter, and
higher prices follow. Producers typically respond to the higher prices
by saving even more breeding stock.

At some point either fegd conditions become unfavorable (causing
producers to sell their cattle), or the supplies of beef and veal become
too large to clear the market at the prevailing prices. In-either event,
the production of beef ultimately outruns demand at the prevailing
prices, and prices begin to decline. Falling prices result in reduced
profits, and producers begin. to cull breeding stock. The culled breeding
stock adds to the already substantial meat production,: further depressing
prices and profits. Young animals that would normally go to feedlots
or breeding herds are also sold for slaughter, resulting in additional
supplies of meat. 1/

This liquidation (sell-off) phase of the cycle continues until
conditions (largely cattle prices and forage supplies) are such that

producers once again decide to expand their herds because of anticipated

rrofits, and a new cycle begins. The expansion phase of the latest cattle
: o o . .

"1/ Ronald A, Gustafson, '‘Livestock<C8rain.Interdependence: Implications
for Policy," Agricultural Food Policy Review, USDA, January 1977, p. 122.
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cycle got underway in 1967, with all cattle on farms at 109.4 million head on
January 1, 1968, and lasted until 1975, when January 1 cattle numbers peaked at a
record 131.8 million head. As a result of the liquidation phase of the cycle which
began in 1975, January 1 inventories during the last 2 years have been successive~
ly lower, falling to 122.9 million head on January 1, 1977.

Herd reduction has continued through the first three quarters of 1977 and U,S. .
Department of Agriculture economists predict that it will continue through the
fourth quarter and possibly into 1978. Their estimate of cattle on farms for January
1, 1978, is 117 million to 118 million head. Beyond early 1978, the Department of
Agriculture economists estimate that the movement of the cattle cycle will depend
largely on forage supplies and feed grain prices. Assuming favorable conditions,
herd slaughter should moderate and cattle numbers will stabilize at about 116
million head; if forage and grain conditions are unfavorable in 1978, herd
liquidation will continue.

Inventories of beef and veal

Cold-storage holdings of beef and veal do not change much from month-to-month
(table 12). Monthly cold-storage holdings have averaged about 322 million pounds
in recent years, generally equivalent to about 15 to 20 percent of the monthly output
In May 1977, stocks amounted to 457 million pounds, about a tenth more than in May
1976. Meatpackers prefer to market beef and veal in the fresh form, rather than
pay the costs associated with storage. Consequently, there has been little
relation between the increased beef and veal production in recent years and year-

end inventories.
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Financial Conditions

Cow-calf operations

The following discussion cover the financial conditions of cow-calf
operatérs from 1960 to 1976.
1960-72.--U.S. Department or Agriculture studies on costs and returns
of commerical cattle ranches in selected U.S. areas show that the rise in
the ranches' income was greater than the rise in their production outlays.
This reflected a combination of factors, such as: high prices of beef
livestock (especially of feeder calves), increased calving rates, lower
death losses, good range conditions, and concomitant heavier market
weights for calves. The U.S. Department of Agriculture studied com-
mercial ranches averaging about 300 head of brood cows in three import-
ant western producing areas: the northern plains, the northern Rocky
Mountains, and the Southwest (fig. 4). Table 13 shows percentage
returns to total capital (equity plus borrowed capital) invested. Ranch returns,
on the whole, were well above average returns on common stock in this period.
Even the least profitable Southwest ranches had positive, if low, returns. Their
low profitability was caused by factors such as: 1low carrying capacity of their
ranges, droughts, relatively limited use of public grazing land, and comparatively
high land values which increased the investment required per animal unit.
1973.-~In this peak year of.cattle prices, no comprehensive information

was available from the U.S. Department of Agriculture on costs and profitability.
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Figure 4.--Cattle ranches: Three U.S. regions covered by USDA studies
on costs and returns, 1960-72,
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Northern Plains: includes generally southeastern Montana, northeastern
Wyoming and western Dakotas. Northern Rocky Mountains: includes generally
southwestern Montana and east central Idaho. Southwest spans parts of
West Texas, southern New Mexico and parts of southeastern Arizona.

Source: U.S. Department of Agriculture.
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1974~75.--For 1974 and 1975 the U.S. Department of Agriculture preparec
detailed cost estimates for cow-calf operations considered common or
"typical" in five regions of the United States. The regions selected are
shown and defined in figure 5. From these itemized cost estimates the U.S.
Department of Agriculture calculated the average selling price that would
have been required both years to cover the variable costs and total costs
of feeder calves sold by these operations. As no estimates were made on
returns, a comparison of prevailing livestock prices in these years with
the expense of raising feeder calves. can serve as a crude indicator of
profitability.

Table 14 shows herd sizes considered common or typical for
operations in each of the regions and variable and total expenses per
hundredweight of feeder calves produced by these enterprises. Data
indicate that variable expenses differed significantly among the five
regions. In the northern plains and southwest plains they were low,
hence, returns to variable costs were probably positive, taking Kansas
City prices as a basis of comparison. By contrast, in the western Corn
Belt and especially in the southeast area, variable costs exceeded even
the higher 1974 1livestock prices, resulting in actual losses for the
operator. The U.S. Department of Agriculture analyzed the reasons why
a large majority of producers, which apparently were unable to cover
variable expenses, continued to stay in business (in the short'run,
positive returns to variable costs justify continued operations). - The
U.S. Department of Agriculture explains that, among other reasons, the

variable costs estimated were not entirely cash outlays, hence negative
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Figure 5.--Feeder calves; 5 U.S, regions covered in USDA estimates
on production expenses in 1974 and 1975.

Western: Corn Belt includes most of Iowa.plus.Northwest and West
. Central Illinois. Southeast includes the Piedmont areas of
Alabama, Georgia, South Carolina, and North Carolina. Northern
plains encompasses the southeastern -quarter of Montana and part
of eastern Wyoming. Southwest high plains covers Texas. The
intermountain area includes Nevada, Western Utah, southern

Idaho, southeastern Oregon, and a small borderline area of eastern
California.

Source: U.S. Department of Agriculture.
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returns did‘not necessarily mean cash losses for the operator. Most
importantly, estimates on variable costs included charges for the
labor of family members, which did not involve cash payments. Nega-
tive returnsto variable costs were found mostly in those regions
(western Corn Belt and southeast) where the cow herd was supple-
mentary to crop operations and was maintained for returns (however

low) to otherwise unutilized labor.

Table 14 shows different variations among the five regions for:the total
costs than for variable costs of raising feeder calves, For example, in the
southwest high plains cow-calf units had the lowest variable, but the highest
total, expenses, owing especially to the high cost of land in this area.

U.S. Department of Agriculture estimates in all five regions showed totai
expenses per hundredweight of feeder calves above the actual price, Kansas
City basis. This indicates that in both 1974 and 1975 cattle raising must
have seemed an unprofitable enterprise to the potential entrant into the
field, considering the investment in land, equipment, and facilities at
the prevailing rates. In contrast, those operators that had their lénd
and other capital assets already paid for did not incur actual costs
associated with these assets on a year-to-year basis. Hence, if their
total costs had been computed on their original investment on these
resources, they would have been considerably lower than those presented

in table 14. 1/

-

1/ Total costs in table 14 were calculated on the basis of capital
asset values prevailing in the year in question,
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Capital appreciation.--Net asset appreciation, especially land

appreciation, has long been considered a very important element of the
cattle raising enterprise. Even in good years, capital appreciation
sometimes exceeded net operating returns,_}/

1976.--A study, .''Cost of Producing Feeder Cattle in the United
States 1976," has been completed but not yet released by the U.S. Depart-
ment of Agriculture. This new study discontinued the geographic classi-
fication used in earlier studies and defined five principal production
areas in the United States wifh sufficiently homogeneous climatic, topo-
graphic, and agronomic conditions within each region to allow regional
cost studies. These regions are: (1) Southeast, (2) Southwest, (3) West,
(4) Great Plains, and (5) North Central.

The new U.S. Department of Agriculture study compared the average
regional prices of feeder calves with their average regional production
costs and found that total costs invariably exceeded prices. However,
except in the Southeast, prices in these regions covered returns to
fixed costs. Under 1976 cost-price relationships, therefore, cattle
raisers may be expected to continue in business over the useful life of
their capital facilities. Negative returns to total cost cannot be

maintained indefinitely, however.

1/ Dr. Richard Shunway, -a witness at the USITC hearings on the current
investigation, testified that, in Texas, the gain in land values
(coupled with tax incentives) had probably been the principal cause of
the industry's long-term post-war growth despite low operating returns
and frequent losses. He pointed out that the low returns were augmented,
and losses apparently offset, by rapid capital gains. (0fficial report
of the proceedings, Vol, III, pp. 651-57),
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Cattle feeding industry

The profitability of cattle-feeding operations is determined
predominantly by the price of fed livestock (the output) and of
feeder cattle and grain (the principal inputs). The uncertainties and
fluctuations in the prices of these three items, which occur for a
variety of reasons, make cattle feeding a high-risk enterprise.
It is also difficult for the industry to adjust its scale of opera-

tions according to unpredictable cost-price squeezes, as there is a
time-lag of about'4 months between placing cattle on feed and marketing

the finished livestock. By the time the threat of reduced earnings or

outright losses becomes obvious, decisions on investment capital (and

to a large extent also on operating capital) already have been made.

During the herd-expansion phase of the most recent cattle cycle
the profitability of feeding operations fluctuated principally with
grain prices, as the prices of feeder. cattle and fed cattle were on a
fairly predictable long-range upward course. The cbrn bligﬁt of 1970
and resulting higher feed prices apparently caused short-run  losses to the
industry. However, until the last quarter of 1973, returns to feeding enter-
prises were generally positive. Although feed prices rose rapidly in
response to increased U.S. grain exports in 1973, the price of finished
cattle increased also and allowed sufficiently attractive (even if reduced)

margins. 1/

1/ See price section.
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In 1973, the retail price ceiling imposed in March and the subsequent
consumer boycott of meat pruchases broke the generally upward trend of
livestock prices. Although the meat price ceiling was lifted in the fall,
the previously withheld cattle inundated the market, causing livestock
prices te fall precipitously instead of rising as cattlemen had expected.
Prices continued to decline through the first quarter of 1975. The ratio
between cattle prices (which were falling) and grain prices (which remained
high) declined drastically. Adverse price developments prompted feedlot
operators to reduce cattle on feed beginning in 1974, contributing there-
by in large measure to the subsequent liquidation phase of the cattle
cycle. Negative price margins were reflected in heavy losses for cattle-
feeding enterprises in late 1973, throughout 1974, and early 1975. 1In
1974 the Emergency Livestock Credit Act was passed, providing Govern-
ment guarantees and loans to affected enterprises. By mid-1975, the
ratio of cattle prices to feed prices improved, bringing temporary
relief. Yet, by the first quarter of 1976, feedlot operators once more
saw a negative margin between their total costs and the selling price
of cattle. Negative margins prevailed through the middle of 1977, as

beef and cattle prices continued to be depressed.
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Table 15 shows receipts, major cost elements, and net returns for
cattle feeding in 23 States, based on U.S. Department of Agriculture
estimates. These States normally account for about 95 percent of fed
cattle marketed in the United States. Thus, the data shown give a fairly
accurate natioriwide picture of income trends in cattle feeding and the
principal factors influencing them. Data show that negative net income
(losses) prevailed in the industry for six continuous quarters from late
1973 through early 1975. Figure 6 shows the overwhelming effect of feed-
ing expenses on the profitability of the industry. Until mid-1973, total
costs and feeding costs were fairly stable, moving together. Feeding
costs accounted for less than half of total costs. Subsequently total
costs were driven up substantially by soaring feeding expenses through
the first quarter of 1974. Thereafter, heavy losses induced feedlot
operators to reduce total costs drastically by curtailing operations
and by other means. Yet, feeding expenses continued to grow, and for
most of 1975 they represented over two-thirds of total costs.

The U.S. Department of Agriculture i3 expected shortly to release
estimates for the second half of 1976 and the first half of 1977 on the
data shown in table 15 and figure 6. The above-mentioned negative price
margin between feeder and fed cattle that prevailed throughout this

period indicates, however, that profits, if any, must have been negligible.
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The impact of losses suffered by the industry varied among individual
cattle feeders. Those that did not accumulate sufficient earnings from
prior profitable years were faced with high losses of equity and
inadequate reserves to support additional debt, especially as equity
requirements also increased. Apparently, large commercial feedlots
managed to operate at times at 50 to 60-percent capacity utilization, and
relatively few feeders have been forced to liquidate their holdings through
foreclosure. The industry is seen to adjust to unfavorable financial
developments by making some changes in common ownership and/or business
arrangements with suppliers (feeder producers, feed companies) or pur-—

chasers (meat packers).

The meatpacking industry

The financial picture of the meatpacking industry from 1925 through
1976 is summarized in table 16.1/ American Meat Institute (AMI) data
show a continuous increase in the value of sales and net worth for meat
packers since 1968. They also reveal fluctuations in year-to-year profit-
ability, measured in earnings sales, since 1963, reflecting the
volatility of prices and production in the livestock economy.

Various median earnings ratios calculated by Forbes for the largest
16 public meatpacking companies are shown in table 17 for 1970-74, and

annually for fiscal years covering largely 1974, 1975, and 1976.

1/ Note that AMI data also include operations relating to hogs. By
contrast they exclude the meat processors that conduct no slaughtering
operations. The annual data for 1963-76 are estimates of the AMI based
on commercial livestock slaughter, as reported by the U.S. Department of
Agriculture.
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According the these data sources (AMI and Forbes), the profitability of
the meatpacking industry in terms of sales did not.change meaningfully in
1974-76. Forbes and AMI data indicate a slight decline in net profits on
sales in 1976, compared with 1974. Concerning long-range developments,
the ratio of net earnings to total sales of the meatpacking industry
was about the same, or better, in this period (1974-76) than in prior
yvears and decades. According to the AMI, earnings on net worth did decline
somewhat in 1976, but they have increased significantly in the long run
(table 16). Forbes data also shows a decline in median returns on stock~
holders' equity for 1976, but a better performance in 1974 through 1976
than in the preceding years of the seventies (table 16).

It should be noted that the financial performance of the meatpacking
industry in 1974 through 1976 is different from the poor financial condi-
tions of cow-calf operations and cattle feeders in these years. Table 18
shows that the gross profit margin of meatpackers ranged from 20.4 percent
in 1974 to 21.5 percent in 1976. The gains from declining raw-material
costs were offset by rising operating expenses in the meatpacking

industry, leaving profitability comparatively unchanged.
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PRICES

The principal meat price reporting services in the United States

are the "Yellow Sheet," published by the National Provisioner, ''The Meat

Sheet," which is a Fairchild Publication, and the "Market News:' a
free weekly publication of the U.S. Department of Agriculture. '"The
Yellow Sheet'" reports prices for a variety of items, but it does not
show sales volume or whether the sale was from packer to packer or
packer to processor. The quoted prices are based on open—market

sales which are identified by the National Provisioner through

telephone calls to and from sellers, buyers, and brokers. Estimates

by industry sources and other price reporting services indicate
that "The Yellow Sheet'" daily price quotations are based on approxi-

mately 5 percent of all daily wholesale meat transactions. The

National Provisioner has been reporting meat prices since 1927 and

has an estimated circulation of 15,000.

"The Meat Sheet'" reports daily high, low, gnd closing prices
along with daily volume. It distinguishes between packer-to-packer
and packer-to-processor sales of beef carcasses. It reports prices

for imported frozen meats f.o.b. east coast, as well as for imported
Central American boneless beef. '"The Meat Sheet" has been published
since 1974 and has a circulation of a little more than 700.

' quotes prices of

USDA's weekly publication, '"Market News,'
livestock and meat on a weekly basis. It is primarily used by cattle

producers.
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It should be noted that a number of suits -charging monopolistic practices

have been filed against several national food chains, the National Provisiomer,

and the National Association of Food Chains. The suilts have been filed by
cattlemen in California, Nebraska, Texas, and Oklahoma, The California case
involving Safeway, A & P, and Kroger, ended with an out-of-court settlement

by Safeway and Kroger; A & P was ordered by a jury to pay $35.8 million, later
reduced to $9 million. In another development, the Meat Price Investigators
Association, formed to represent a group of midwestern cattle feeders, filed

a civil-suit (in August 1976) against four slaughterhouses, charging them with
conspiracy to fix live-cattle and carcass-beef prices. 1/ In this suit the
companies allege&ly agreed to quote substantially identical bids for live cattle,
allocated territories, boycotted certain live cattle markets, purchased busi-
nesses of potential competitoers, bought production of beef of potential competi-
tors, and gained and used inside information from major buyers.

A recent report by the Comptroller General of the United States discusses
whether there are free-trade impediments in the marketing of meat, 2/ The
report concluded that the use of union/management agreements, which restricted
the form or hours in which certain meats could be marketed in some cities,
appeared to be declining. However, it .called for more effective actions in

dealing with commerc¢ial bribery in the meat industry which, according to the

1/ The 4 are Iowa Beef Processors, Inc,, Flavorland Industries, Inc., MBPXL
Corp., and Spencer Foods, Inc.

2/ "Marketing Meat: Are There Any Impediments to Free Trade?" Report of the
Comptroller General of the United States, June 6, 1977 (CED-77-81).
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Department of Agriculture, is longstanding and widespread, According to the
report, 'competition is limited and consumers are likely to pay higher prices
for meat” 1/ when commercial bribery occurs in the meat industry.

Despite the information presented above, only limited data exist concerning
the impact of the large-scale purchasing power of major retailers in the pricing
of beef in the United States. In the hearing on the California cattle industry,
conducted by the California Legislature, Senate Subcommittee on California's
Food and Agricultural Economy, on June 27, 1977, Chairman Garamendi stated on
page 6 of the transcript:

« « . There is no doubt that large retailers, working in conjunction,

have in the past artificially depressed beef prices. According to a

Ninth Circuit Court of Appeals decision, major retailers conspired

and in fact managed to depress the wholesale price of beef by 20

cents a pound. This practice is clearly illegal as it gouges

ranchers out of a fair return for their labor,

On October 20, 1977, the office of Chairman Garamendi reported that no summary
or conclusions of the hearing has yet been published and additional hearings.
are planned for December 1977.

In connection with the concentration of purchasing power by the major

retailers, reportedly about 70 percent of all fresh beef sold in the United

States is handled by grocery stores. According to Progressive Grocers'

Marketing Guidebook, total sales by grocery stores in the United States amounted
to $§131 billién in 1974, and the 10 top chains accounted for about $34 billion
of that total, or 26 percent.

Assuming that U.S, sales of beef by the top 10 chains paralleled their share
of U.S. sales of groceries in 1976, about 18 billion pounds (70 percent of the

beef produced in the United States) were sold by grocery stores, and, of that

amount, the top 10 chains puvrchased about one-fifth of the beef produced in the

United States in 1976.

— 1/ 1bid. p. 3.
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Economic Background

The beef industry experienced slow g;owth from 1967 to 1970 within
the general environment of an expanding U.S. economy with a fairly
moderate rate of inflation. Feedlot operators had the incentive of
positive feeding margins, ample grain supplies, and a growing demand.
for beef. The optimism of ranchers was reflected in longer holding
periods for cows and for replacement heifers. While this would mean
greater future beef supplies, the effect during this period was to
reduce current supplies and thus to increase meat prices. Prices rose
at all levels, from the farm level to the retail. Farmers receiving
an average price of $22.24 per 100 pounds for beef cattle in 1967
were receiving $27.10 in 1970 (table 19). Price increases were experienced

for Choice feeders,Choice steers, Utility cows, vealers, and for carcasses.

In the 1970's the beef industry has been strongly influenced by
events affecting the price of grains and by Government economic
policies. Because of a corn blight, the 1970/71 corn crop 1/ was
smaller than in the previous year, and corn prices rose. The U.S.
Department of Agriculture estimated that cattle feeders suffered losses
in the fourth quarter of 1970 and first quarter of 1971. 1In the
following year (1971/72), the grain crop set a new production record
and grain prices began to fall, thus resulting in attractive feeding
margins in the livestock sector. In late 1971, meat prices began
rising owing to the growth in consumer incomes and demand for beef,
the reduction in beef supplies resulting from the 1970 corn blight,
and the diversion of heifers from slaughter to the breeding herds.

Herd expansion became attractive as feeding margins expanded.

1/ Year beginning October 1.
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Although the 1972/73 corn crop was large, feed prices began in-
creasing in response to a growing export demand. Thus, feediﬁg margins
narrowed in mid=1972, yet not so much as to prevent a continuation of
the increase in cattle numbers. From late 1972 to mid-1973, cattle
prices rose sharply owing to a combination of increasing consumer incomes,
a demand for beef, and:a reduction in the supply of beef resulting from
the severée winter of 1972-73 in the plains and north central cattle
feeding areas. Price ceilings were imposed in March 1973.

The following month saw the beginning of a consumer boycott of meat
purchases. The response of cattle feeders was to reduce marketings,
and beef cattle prices continued to increase.

Rapidly rising grain prices in early 1973 resulted in the livestock
sector being caught in a cost-price squeeze by mid-1973. Beef prices stayed
strong and breeding herds continued to be enlarged. Despite retail
price ceilings, feeder cattle prices climbed, reaching record highs in
the third quarter of 1973. Because of the retail price cellings,
reduced marketings, and rising live-cattle prices, packers and
retailers curtailed their beef operations. Assuming that cattle prices
would rise even further, feeders withheld cattle from the market until
Price ceilings were to be lifted.

Price ceilings were lifted for beef on September 10, 1973. Feeder
cattle inventories were very large,and an excessive number of well-fed

cattle came on the market after that date. Prices of cattle fell strongly

for the remainder of 1973 and through 1974, particularly for the
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excessively finished cattle. Higher quality cattle fell more in price than did
cattle of lower quality during this period, as can be seen in price movements
of Choice feeders, Choice steers, and Utility cows (tables 20 through 22 and
fig. 7). Prices of €hoice steers at Omaha (900 to 1,100 pounds) fell from
$48.57 per 100 pounds in the third quarter of 1973 to $40.47 in the fourth
quarter. The liquidation phase of the cattle cycle had begun. 1/ Large
numbers of cattle were available while grain supplies were just adequate in
1973 and 1974. The 1974/75 grain crop was deficient, however, owing to such
factors as late plantings, drought, and an early frost,

With higher grain prices putting pressure on livestock margins and
cattle numbers at record levels, herd liquidation was accelerated in-1974.
Cattle on feed, which amounted to 13.9 million on January 1, 1973, numbered
8.5 million on April 1, 1975. From late-1973 to early 1975, cattle feeders
experienced negative net incomes. By late 1974, prices began to stabilize
for livestock. Lower grain prices combined with low feed lot placements in
1974 and early 1975 resulted in better feeding margins in mid-1975. Margins
favored placing cattle on feed. The price recovery was temporary, for
feeding margins declined again during the winter of 1975/76 owing to a large
nonfed-cattle slaughter and increased fed-cattle marketing. Prices were
further depressed during 1976 as a result of a greater number of cattle

slaughtered and higher average weights of the cattle during mid-1976.

1/ The previous bottom of the cattle cycle had been reached in 1967.
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For 1977, beéf production is expected to be relatively large, with fed-
cattle slaughter estimated to be greater than that in 1976 by up to 3 percent, 1/
The price of Choice 900 to 1,000 pound slaughter steers at Omaha is expected to
average approximately $40 for 1977, while the 1977 retail price per pound of
Choice grade beef is estimated to be 3 to 5 cents above 1976's $1.39 per pound.
Supplies of pork and poultry are expected to be large this year and thus should
tend to restrict potential increases in beef prices. Feeder-cattle prices for
the remainder of 1977 will be influenced by weather conditions and the prospects
for the new corn crop. If grazing conditions are good and the corn crop is
large, feeder-cattle prices are likely to rise.

Individual Price Series
Retail
| Retail prices of Choice grade beef and of hamburger rose in similar pattern
almost continuously from 1967 to early 1974 (tables 23 and 24, fig. 8), but
since then their price movements have diverged. From 1974 to 1977, the price of
Choice grade beef has been both below and above the early 1974 peak, In the first
quarter of 1977 the average price of Choice grade beef was 10 cents per pound
less than that in the first quarter of 1974. The price of hamburger, however,
has not surpassed its early 1974 high due to liquidation and increased supplies
and was 21.6 cents per pound lower in the first quarter of 1977. The retail
price difference between these two types of beef has risen from 28 cents per
pound in 1967 to 51.3 cents per pound in 1976. The corresponding percentage
increases in price, however, are similar--68 percent for Choice grade beef and

61 percent for hamburger.

1/ Estimates as of June 1977 by the U.S. Department of Agriculture, Because
of reduced cow slaughter, total commerical cattle slaughter for 1977 is expected
to decline 4 to 6 percent from the 1976 levels,
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Wholesale

Wholesale prices of beef from 1967 to the present represented by carcass
prices have displayed a pattern very similar to retail prices (fig. 9). The
price difference between the higher and lower grades has increased. In 1967,
the price difference between Choice steer beef carcasses and Canner and Cutter
cow beef was $5.25 per 100 pounds; in 1976, it was $8.99 per 100 pounds. As
was the case at the retail level, the percentage increases in price at the
wholesale level for the higher and lower quality beef are similar. In the
1967-76 period, wholesale prices of Choice steer beef rose by 50 percent and
by 47 percent for Canner and Cuttet cow beéf (tables 25:and 26). These price
increases are smaller than those which took place on the retail price level.
The major divergence in the wholesale price movements of these two types of

beef occurred between early 1974 and early 1976.

Cattle prices

Four different cattle price series are shown in the report to cover various
aspects of the cattle market (fig. 7). Prices for all types of cattle rose
from 1967 to the third quarter 1973 then fell sharply until late 1974 or
early 1975. After recovering somewhat, price movements became erratic after
early 1975. The specific economic circumstances responsible for these price
movements since 1967 are described in an earlier section of this report
entitled "Economic Background.”

Choice feeders, 600 to 700 pounds, Kansas City, were quoted at an
average annual price of $26.68 per 100 pounds for 1967 (table 20), For 1976
the average price was $39.40, for an increase of 48 percent over 1967. A

similar price rise occurred for Choice steers 900 to 1,100 pounds, Omaha
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(slaughter cattle), which were $25.29 per 100 pounds in 1967 and $39.11 in 1976,
for an increase of 55 percent (table 22)., Prices for Utility slaughter cows,
the meat of which is used largely for hamburger and in sausage, averaged $17.22
per 100 pounds in 1967 (table 2I). 1In 1976 they were 47 percent higher, aver-
aging $25.31 per 100 pounds. Choice vealers (young calves) sold for an aver-
age of $31.61 per 100 pounds in 1967 and for $45.18 in 1976, amounting to a

43 percent increase (table 27). The average annual price received by farmers
for all kinds of beef cattle, per 100 pounds,was $22.24 in 1967 and $33.70 in

1976, amounting to a 52-percent increase.
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Farm-Retail Price Spread

The total annual farm-retail price spread for Choice beef more than doubled
from 1967 to 1976, rising from 29.6 cents to 61.0 cents per pound (table 28). 1/
From 1967 to 1975 the farmers' share was fairly stable; data for 1976 and early
1977, however, indicate a declining share. The rise in the total farm-retail
spread appears to be attributable to such factors as--(1) increases in the costs
to middlemen (e.g., higher wages, higher transportation costs, higher operating
costs), and (2) demand shifts by consumers to better quality beef, probably due
to growth in real per capita income,

The farm~carcass spread consists of transportation and marketing charges
incurred between the farm and the packing plant, and charges for slaughtering,
dressing, and shipping the carcass to the point of sale. 1It, too, rose over the
1967-76 period, from 6.4 cents to 10.7 cents. This was in contrast to the
decline in this spread from 1956 to 1967, when changes in the meatpacking industry
led to important improvements in efficiency which more than offset increases in
costs., Improvements in the meatpacking industry occurred through the construction
of new plants while many obsolete plants were being shut down, through an increase
in the number of plants specializing in the slaughter of beef cattle, and through
technical improvements which brought a reduction in labor requirements per unit
of output.

The carcass-retail spread is substantially larger than the farm-carcass
spread. The carcass-retail spread represents mainly the average gross margin that
retailers receive for selling beef. 1In 1976, it averaged 50.3 cents per pound,

more than double the 1967 spread of 23,2 cents.

1/ Note that these data are based on Choice grade beef only.
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Impott Prices

Price comparisons between imported and domestic beef are possible for several
items based on data available from the "Meat Sheet" since late 1974, The most
important import item reported is the frozen full~carcass cow, separate, 85 percent
chemical lean (85 percent CL). The most comparable domestic beef is frozen bone-
less processing beéf, 90 percent CL, ;j Average monthly prices for these two
substitutable types of beef have been computed for comparison purposes (table 28,
fig. 10). As can be seen, these prices tend to be very close and to rise and fall
together. Some seasonality does appear to exist with respect to the spread
ﬁetween the domestic and import price, During the first several months of the
calendar year the domestic price exceeds the import price. However, during the
last few months of the year the import price generally equals or exceeds the
domestic price. Several factors appear to be significant in explaining this
pattern. Because of the need to fill the annual quota, imports tend to arrive
well in advance of the end of the year, thereby creating a short-term scarcity of
imports by yearend. In addition, U.S. cow slaughter since 1974 has been seasonal,
with higher rates of slaughter for cows aﬁd non-fed cattle generally occurring
from October through February. These factors would tend to narrow the spread
between import and domestic prices,

" The average monthly spread in prices for the data in these two series was
2.13 cents per pound, with the domestic processing beef being the higher priced.
The domestic beef price is reported at Chicago. Imports are used principally for
mixing near their ports of entry on the east coast, and their prices are reported
f.o.b. east coast. For the domestic product to compete with imports it must be

transported to the east coast. Estimates of transportation costs between Chicago

1/ This point of comparability is in dispute, as discussed at length at the
hearings.



BRICE (CENTS PER POUNDD

94.0fy

BR. M2t

8. Edt

_BH. 2Rt

LY

H@. By

39.88r

20.8ay

19.08¢

d. ¥

FIGURE 10, —FROZEN BONELESS BEEF, DOMESTIC A'D IMPORTED: PRICE COMPARISONS. BY QUARTERS, JUNE 1974-JUNE 1977,

3 b 9
1874

SOURCE:  BASED ON DATA IN TABLE 25.

1878

YEHR

&
1976

————— DOMESTIC BONELESS
BEEF: 907 (L

----- - «--- IMPORTED FULL
CRRCASS COKWS
SEPRRATE, BR7 (L

g l k! ] 9
1877

59



66

and New York by both the National Provisioner and "'The Meat Sheet" were 2,25

cents per pound, This implies that the imported beef has a price advantage at
the east coast, but that at Chicago the domestic beef has a slight price advant-
age.

Two other price comparisons are possible with "The Meat Sheet" data between
the imported and domestic prices for trimmings, 85 percent CL, and trimmings,
75 percent CL (table 29, figs, 11 and 12), The data indicate a pattern of
seasonality of price spread very similar to that of frozen boneless beef, For
trimmings, 85 percent CL, the domestic price averaged 1.82 cents per pound higher
than the import price, and for the 75 percent CL it averaged 0.97 cent per pound
higher. 1If one accounts for transportation costs from the Midwest, these figures
imply that impotts of these trimmings have a slight price advantage on the east
coast, but that this advantage would disappear as one moves inland. At the
hearings on this investigation, it was alleged that foreign beef enhances the
value of the domestic trimmings to the extent that domestic trimmings are used for
mixing with the imported boneless beef for processing. Consequently, the imports
may help the domestic producer of fed steers and heifers from which the trimmings
are derived. This i% because the primary alternative use of the fat in these
trimmings is for tallow. Whereas trimmings have sold for from 40 to 75 cents per
pound since late 1974, the price of tallow is generally less than 20 cents per

pound.
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FOREIGN INDUSTRY
Live Cattle Trade

The major beef exporting countries are not major exporters of
live cattle. Australia, New Zealand, and Argentina, countries which
account for the bulk of beef exports, are not adjacent to major live
cattle importing countries, a prerequisite for substantial participa-
tion in live cattle trade.

Live cattle are purchased for breeding, feeding or slaughter. Breeding
cattle, used to upgrade both dairy and beef herds, are relatively
expensive, and the volume of trade is much smaller than the volume of
the feeder:and slaughter tattle .trade. Markets for these cattle afe in
both developed and developing countries. Phe United States, the European

Community, and Canada are the most important breeding cattle

exporters.

The major markets for slaughter cattle and feeder.cattle are the
United States and the European Community. Canada and Mexico supply the
U.S. market and Eastern Europe supplies the EC countries. During
1973, trade in these two markets reached about 2 million head of
slaughter cattle and feeder calves. In 1974, U.S. and EG
cattle production increased, and live cattle trade declined sharply;
imports of live slaughter cattle by the United States and the EC
were 50 percent below 1973 levels. In 1975, EC imports of live
cattle rose about 53 percent over 1974 levels, while U.S. imports
were 31 percent lower. High slaughter rates due to drought in the
EC countries led to decreased imports of 1ive slaughter cattle in
1976. . Several factors, including drought in western Canada, led to a

rise in U.S. imports of live cattle from Canada in 1976. .At the hearings



70

on this investigation, a number of witnesses testified that increased
imports of meat into Canada from Australia also led to increased
Canadian cattle marketing in the United States. An enlarged export
quota on Mexican cattle to the United States in 1976-77 was announced
by the Mexican Government, which, perhaps, combined with devaluation of
the peso, stimulated increased exports from Mexico to the United

States.
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Beef and Veal Trade

The major beef and veal consuming nations are the United States,
the nine EC countries, the Soviet Union,.Canada, and Japan. The
leading exporters are Australia, New Zealand, Argentina, Uruguay,
Mexico, and the Central American countries.

Per capita consumption of beef and veal among the main consuming
nations and for other selected countries for 1971-75 is shown in
table 30. As the table indicates, per capita consumption in the
United States was more than twice as high as it was in the EC and in
the Soviet Union in 1975, and more than 12 times as high-as 'in Japan
in that year. This may indicate potential for significant growth
in future consumption in the major foreign markets. Per capita con-
sumption in three of the exporting nations--Australia, New Zealand,
and Argentina--was significantly higher than in the United States
in 1975. However, because of the relatively small populations in
these countries, their total consumption was fairly small.

Some of the major exporting nations' rank among the world's lead-
ing beef and veal producers (table 3]1). 1In 1976, beef and veal output
in Argentina, the largest producer among the major exporting nations,
amounted to more than 6.2 billion pounds; in Australia production was
4.1 billion pounds. 1/ Total non~Communist world exports of beef

and veal in 1976 were about 6.0 billion pounds (table 32)--amounting

1/ Data in this section on output and trade are in carcass-weight
equivalents.
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to about 10 percent of the production of free-market economies. Australia
supplied approximately 31 percent of these exports while Argentina and New

Zealand provided 19 percent and 14 percent, respectively.

International trade in beef and veal is heavily influenced by trade restrictions.
The EC, Japan, and Canada, for instance,maintain quotas,and U.S. imports are related
to U.S. production levels in accordance with the Meat Import Act. In addition,
Japan and the EC both impose high tariffs on beef and veal imports, and the EC
also applies a variable levy to these imports. The chief exporting nations--
Australia, Argentina, and New Zealand--have the abundant grazing lands needed to
'produce'beef at a low cost and, thus, are generally able to export beef at a lower
price than other nations. As a result, these countries maintain a dominant
share of the: world export market in spite of the many obstacles to trade. However,
trade restrictions imposed by the major consuming nations do distort trade patterns.
Partly as a result of these distortions, retail beef prices vary widely from
country to country (table 33). Japan, which frequently has imposed the severest
import restrictions in recent years, has the highest prices.

Following the onset of the worldwide recession in 1974, exports of the major
supplying countries dropped sharply from 1973 levels (table 32). Although much of
the decline in trade was a result of decreased consumer purchasing power in the
major importing nations, the harsh import restrictions employed in the European
Community and Japan to protect the falling prices were a factor in reduced world
beef trade. European Community imports fell from 2.2 billion pounds in 1Y73 to
410 million pounds in 1975, while Japanese imports decreased from 428 million pounds
in 1973 to only 142 million pounds in 1975 (table 34). Although total trade in
beef and veal has recovered steadily since 1974, exports of the major supplying
countries were still below 1973 levels in 1976 and are expected to increase only

moderately in 1977--back to the 1973 level.
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In the remainder of this section the leading beef and veal
exporters and their major markets are considered in greater detail.
As a point of reference, actual and expected production and export
trends in the major exporting countries from 1974 to 1977 are shown

in table 35.

Australia

Australia, with a land area about the same size as the United
States but with a population only 6 percent as large, is well endowed
with the grazing lands needed to produce the cattle necessary for a
large, export-oriented beef industry. Australian cattle numbers
rose from 29.1 million head in 1973 to 33.4 million in 1976, but if
the current high rate of slaughter continues as expected, cattle
numbers in 1977 are projected to decline to 32.0 million head (table 36).
Australian beef and veal production declined 15 percent in 1974
following the worldwide recession, but increased 34 percent the follow-
ing year as beef that was held off the market during 1974, when low prices
prevailed, began to be offered for sale. In 1976, Australian beef and
veal output increased 10 percent to 4.1 billion pounds as economic pres-
sures and lack of producer confidence in the industry resulted in the
continued liquidation of herds; Australian output of beef and wveal is
expected to increase about 4 percent in 1937.

In 1976, Australia exported 44 percent of the total beef and veal
exported by the major beef exporters. 1/ For the most part, trends

in export growth paralleled and amplified Australian beef and

1/ Australia., New Zealand, Argentina, Central America, Mexico, Uruguay.
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veal production trends—-total, Australian exports fell about 53 percent in 1974,
experienced a post-recession rise by the same precentage in 1975, and rose 15
percent to 1.9 billion pounds in 1976. Australian exports of beef and veal are
expected to rise 16 percent in 1977. Higher relative domestic prices for beef
resulting from an 18-percent devaluation of Australia's currency against the

U.S. dollar in the fall of 1976 were expected to cause some decline in Australian
domestic consumption of beef, -as exports would be expected to increase. How-
ever, a shortage of sheep meat caused Australian beef consumption to trend

slightly upward.

Australia's 1977 beef and veal exports are projected by the U.S. Depart-

ment of Agriculture to be distributed as follows:

Market : Percent of total beef and veal
: exports 1/
United States——————=———mmm——mmem; 44
U.S.S. R e 11
Japan-—=—————m e e 10
Middle East-———=——————eom—em 8
Eastern Europe-——=——-—weec—cmmea——e— : 7
Canada------ - —_——— 4
EC-mmem— —_—— 4
Minor marketgs————-———c——emm——: 11

1/ Total ‘does not add to 100 percent hecause of rounding.

Restrictions on beef imports into the European Community and Japan
and the United States' voluntary restraint program have led many beef
exporting countries to seek additional markets. Australia has increased

exports to the U.S.S.R., East European countries, and the Middle East

in recent years.
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New Zealand

Although New Zealand accounts for only a small part of world out-
put of beef and veal, it produces about 8 percent of total beef and veal
produced by major beef exporters and has long been a leading exporter
of these products. In 1974, faced with unattractive prices and
favorable grazing conditions, New Zealand producers held cattle off
slaughter markets, cutting back production of beef and veal.

In 1975, a substantial domestic supply of cattle on the hoof gave rise

to a large number of cattle slaughtered, and New Zealand's output of beef
and veal increased. High slaughter rates continued throughout 1976,

and beef and-veal output increased further to 1.4 billion pounds. High
slaughter rates have reduced New Zealand's pectential suoply of beef and
veal for-1977, and production is forecast to decrease 13.percent.

New Zealand's exports of beef and veal declined in 1974 and then
rose in 1975 as New Zealand increased exports to the United States, the
Soviet Union, and Canada and expanded to new markets in the Middle and
Far East. New Zealand's 1976 beef and veal exports increased substantially,
reaching 836 million pounds, as high slaughter rates and low domestic prices
prevailed. In 1977, New Zealand's exports of beef and veal are projected
to decrease slightly owing to decreased production and continued import
reétrictions in major markets.

New Zealand's 1977 beef and veal exports are projected by the U.S.

Department of Agriculture to be distributed as follows:
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Percent of total

Market :beef and veal exports 1/
United States—=-——--—————mm— : 55
Canada~=-—=—==—=————m— ! 12
U.S.S.R—~~—=—~ —— -3 12
European Community---————————— : 5
Far East and South East Asia---: 5
Middle East—-—-——————m— e : 2
Minor marketgs--——=—————mecm—e— : 10

l/ Total does not add to 100 percent because of rounding.

Argentina

Argentina's economy is closely allied to the level of beef exports.
The country depends mainly on the European Community to absorb most of
the portion of its beef and veal production available for export. Sales
to new markets face strong competition from Australia and New Zealand.
Argentina's exports of beef and veal to the United States consist entirely
of processed products--principally canned corned beef. 1/ Fresh, frozen,
or chilled Argentine beef is not allowed in the United States owing
to health regulations prohibiting imports from countries where foot-and-
mouth disease exists.

In 1974, Argentina's beef and veal production rose slightly after
a small drop in 1973. Exports fell by nearly half in 1974, a year
of economic recession in Europe. In 1975 a high slaughter
rate prevailed, and beef and veal production increased 13 percent;
Argentina's 1975 beef and veal exports fell 8 percent. High slaughter

rates continued in 1976 as beef and veal production rose to

1/ On Mar, 1, 1977, the duty preference for Argentine canned corned
beef, which had been granted under the Generalized System of Preferences

given developing countries, was removed. The concession was rescinded
when U.S. imports of canned corned beef from Argentina exceeded the

values permitted for the 1976 calendar year.



77

6.2 billion pounds, and Argentina's 1976 beef and veal exports nearly
doubled to 1.2 billion pounds. Argentina's 1977 exports are projected

to remain at about 1976 levels,

Other meat exporting countries

Uruguay, Central America,.l/ and Mexico accounted, respectively,
for 9, 6, and 1 percent of total 1976 exports of beef and veal by
major beef exporting countries. Uruguay, like Argentina, exports much
of its beef and veal to European Community countries; exports of
Uruguayan fresh, frozen, or chilled beef to the Uﬁited Sgates are pro-
hibited by the same U.S. health regulations that affect Argentina.
Céntral America and Mexico send most of their exported beef and veal to
the United States. However, several Central American countries are
attempting to diversify their markets (some have made increased sales
to Venezuela and sales to Iérael), and Mexico has sold approximately 0.5
percent of its projected 1977 beef and veal exports to Japan.

Uruguayan beef and veal exports increased. in 1974 and then decreased
somewhat in 1975 subsequent to the imposition of EC import restric-
tions on meat products. Uruguayan beef and veal exports increased 73
percent in 1976 as EC beef and veal imports increased nearly 60 percent

over 1975 levels; however, projections of Uruguayan beef and veal exports

indicate no rise in 1977.

1/ Including Caribbean countries. -
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In Central America, beef and veal production dropped slightly in
1974 but rose in 1975 and 1976 as slaughter rates were increased above
1975 levels. A small increase in beef and veal production is projected
in 1977. Central American beef and veal exports have paralleled production
trends, falling in 1974 and rising in 1975 and 1976. Central American beef
and veal export volume is currently more or less determined by the level
of imports into the United States permitted under the U.S. Meat Import
Act. In 1977, Central American beef and veal exports are projected to

increase 13 percent.

Mexico is gradually becoming less of a major exporter of beef and
veal as domestic demand for these products steadily grows. Although
its production level in recent years has averaged about 14 percent of
all beef and veal produced by the major beef and veal exporting countries,
Mexico exports énly about 1 percent of all the beef and veal exported by
those countries. Mexican exports trended sharply down in 1974 and 1975,

sharply up in 1976, and are projected to increase less sharply in 1977.
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U.S. IMPORTS
Live Cattle

From 1967 to 1976,U.S. imports of live cattle, excluding cattle for
breeding, fluctuated considerably (table 37, fig. 13). Imports in 1967
amounted to about 740,000 head of cattle; from 1968 to 1973, about 1 million
head a year entered the U.S. market. Imports dropped sharply in 1974
and 1975, a period of sharply declining cattle prices in the United
States. By 1975, approximately one-third as many head of cattle were
imported as in 1972. 1In 1976, imports rose to almost 973,000 head, a
level comparable with that of the late 1960's and early'1970's._£/

From 1967 to 1974, approximately 80 percent of the number of cattle
were in the 200 to 699-pound category. Im 1975 and 1976, there occurred a
significant increase in the importation of live cattle weighing 700
pounds or more. In value terms, this category was the most important
one for these 2 years.

Mexico and Canada are the two principal supplying countries of
livestock to the United States (table 38). Except for 1975 and 1976,
Mexico has consistently provided a much larger number of live cattle
to the United States than has Canada. Almost all the imports from
Mexico have been feeder cattle weighing from 200 to 699 pounds. In
the other weight categories, i.e., under 200 pounds and 700 pounds and
over, most of the imports have come‘from Canada. In recent years, most
of the cattle from Canada have consisted of veal calves and cows for
immediate slaughter.

Imports of live cattle are a very small addition to the U.S. domestic

supply of cattle each year. From 1967 to 1976 the number of dutiable

1/ Of the value of imports of live cattle in 1976, only 2 percent of the
total involved related-party transactions: virtually all the transactions
were at arm's length.
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live cattle imported (i.e., all cattle imported except those for breed-
ing purposes) was less than 1 percent of the annual available domestic’
supply of live cattle (table 39).

The two major ports of entry for cattle in 1976 were El Paso,
Tex., and Pembina, N. Dak. (table 40). The inereased flow of imports from

Canada compared with imports from Mexico helps explain the shift in the

pattern of entry of live cattle imports by customs districts since 1974,
when the top four districts were all on the U.S.-Mexican border.
Questions were raised by domestic producers as to the impact that
U.S. imports of live cattle from Canada and Mexico have on the price of
cattle in U.S. regional markets near the U.S. borders with these two
countries. Recently a high percentage of U.S. imperts from Canada

have been slaughter cows weighing over 700 pounds. To see whether these

imports were having an impact on cow prices at U:S. markets mear the Canadian

border vis-a-vis those further inland, weekly prices of Utility cows at
South St. Paul, Minn., and at Omaha, Neb., were compared with western
Canadian exports to the U.S. of cattle for slaughter weighing over 700
pounds. Four different 10-week periods during 1976 and 1977 were used.
The price differential between South St. Paul and Omaha was used on the

theory that when imports from Canada rise, the price at South St. Paul

should fall relative to that in Omaha and the differential should diminish.

1/

l/ Utility cow prices at South St. Paul are generally higher than those
at Omaha. More Canadian imports should reduce demand at South St. Paul
relative to Omaha owing to the former's much closer proximity to Canada.
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Hence, one expects an inverse relationship between the price differences
and imports. A correlation analysis of the data results in a correlation
coefficient of -0.22, which indicates that there was not a significant price
impact. 1/

U.S. live cattle imports from Mexico consist principally of feeder calves
weighing between 200 and 700 pounds. To ascertain whether these imports
were affecting prices at U.S. markets near the Mexican border, prices of
Choice feeder calves (steeré) at Alice, Tex., close to the Mexican border,
were compared with those at Amarillo, Tex., located much further inland.
Weekly import flows through the Laredo customs district were compared with
the Alice-Amarillo price differential. If imports increase, one expects
this differential to diminish or become more negative. Thus, a negative
relationship would be expected if Mexican imports have a greater price
impact on regional markets near the border than on markets further inland.
The correlation coefficient between imports and the price differentials
was -0.066, which indicates almost no relationship between these two
variables and that, therefore, there was no significant price impact.

Both the Canadian and Mexican data used here indicate no significant

regional price impact of live cattle imports.

Meat of Cattle

Volume and trend

In terms of product weight, U.S. imports of beef and veal (includ-
ing edible offal and processed products) in 1976 amounted to 1.5 bil-

lion pounds, valued at $924 million (table 41). Imports rose from

1/ The correlation coefficient is a measure of linear association. It
enables one to determine whether the hypothesis that the level of imports
and the price differential are related is a tenable one.
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approximately 1 billion pounds to just over 1.5 billion pounds during

the 1967-73 period, a time of herd expansion and rising cattle and

beef prices in the United States (figs. 14 and 15). From late 1973 through
early 1975, cattle -and beef prices in the United- States were relatively
low. As expected, imports fell from their 1973 peak, with the values
dropping to a-.greater extent than the quantities owing to price declines
(see section on import prices). U.S. prices for cattle and beef have
recovered somewhat since early 1975, and the same is true for beef imports.
While the 1976 import quantity is approximately the same level as the

1973 quantity, it was valued at about $250 million less. 1/

The most important import item is fresh, chilled, or frozen bone--
less beef, of which over 1.2 billion pounds, valued at over $730 million,
entered the United States in 1976. Mest of these imports are 85 per-
cent chemical lean beef. Only two other import items were valued at
over $50 million in 1976--corned beef and beef and veal, prepared, pre-
served, valued over 30 cents per pound (also known as frozen, "cooked
beef"). Imports of corned beef have shown some growth since 1967. Other
items of beef and veal have been imported in small quantities in recent

years.

The principal supplying countries

In 1976 the major sources of beef and veal imports into the United
States were Australia and New Zealand, which together accounted for over
60 percent of the quantity of imports and almost 60 percent of the

import value (table 42). No growth in imports from these two countries

1/ Of the value of imports of meat of cattle in 1976, about 20 percent
of the total involved related—party transactions; v1rtually all the
transactions were at arm's length,
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has occurred since 1972. Other principal supplying countries in 1976
were those of Central America, Argentina, Canada, Brazil, and Mexico.
Imports of beef and veal, fresh, chilled or frozen, covered by the
Meat Import Act, come principally from Australia and New Zealand
(table 43). Other major sources are the Central American countries,
Canada, and Mexico. In 1974, imports from Ireland were approximately at
the same value and quantity as those from Canada and Mexico, but since
then they have drepped substantially to a very low level. For'imports
of beef, bone in, Canada was the main traditional source in the 1972-76
period, with the exception of 1974 when almost half came from Central
America. Veal imports have increased from New Zealand, and decreased,
almost equally, from Australia. Veal imports from Canada and Mexico
have diminished very sharply since 1972. 1In 1976, approximately 60

percent of veal imports came from New Zealand.

Imports of beef not covered by the Meat Import Act came
principally from Argentina and Brazil during the 1972-76 period (table
44). These two countries have supplied at least 80 percent of the U.S.
import market for corned beef; in 1976, they supplied over 90 percent.
While imports in 1976 from each source amounted to about 46 million
pounds, the Brazilian product was valued about $5 million more than the
Argentine. For the remaining beef imports, Argentina has been the
principal source since 1972, and Brazil has been the second most impor-
tant one. Imports of these beef products from Central America have
declined substantially since 1972, whereas imports from Australia and

New Zealand have grown considerably; nevertheless, imports from
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Oceania in 1976 still accounted for a very small portion of this import market.
Canada's small share has decreased over the 1972-76 period. Imports of edible
meat offal (not covered by the Meat Import Act) have come primarily from Canada
(table 45).

U.S. entry ports

The major ports of entry for U.S. imports of beef and veal, fresh, chilled,
or frozen, in 1974-76 were New York, Philadelphia, and Miami (table 46). Most of
these imports are further processed near the ports of entry. These areas are
generally distant from the major beef-producing areas of the United States. Major
entry ports for corned beef in 1976 were Philadelphia, New York, San Juan, San
Francisco, Mobile, New Orleans, and Baltimore (table 47). 1In quantity terms, all
imports through these ports have grown since 1974 except for those through New
Orleans. For other beef in airtight containers, major entry points in 1976 were
Philadelphia, Mobile, and San Francisco (table 48). Imports through Houston have
declined substantially since 1974.

The Conditions of Competition from Imports of Beef and Veal in the Period
Preceding the Meat Import Act of 1964 and Those of the Current Period

Before the late 1950's, imports had supplied only a negligible part of the
beef and veal consumed in the United States. By 1958, however, imports supplied
6.3 percent of consumption, and by 1963, the year before the enactment of the Meat
Import Act, they had increased to 9.1 percent of consumption. In terms of product
weight, U.S. imports of beef and veal increased from 941 million pounds in 1958
to 1,702 million pounds in 1963, or by about 80 percent. The act became effective
on January 1, 1965, and afforded cattlemen a degree of protection from imports not
enjoyed by many other industries. Since then, imports have not shared in the U.S.
market as they did prior to enactment of the act. Rather, they have averaged

about 7 percent of consumption. Moreover, imports of beef and veal have not in-
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creased as dramatically in recent years as they did during the 1958-63 period. 1In
1971, for example, imports of beef and veal amounted to 1,756 million pounds and
in 1976, they amounted to 2,006 million pounds, for an increase of 14 percent.
With regard to the restrictiveness of the act, the U.S. Department of Agriculture
has estimated that imports of beef and veal in 1976 would have been 307 million
pounds greater (an increase of 25 percent) in the absence of the restraints in effect
in that year and in 1977, they would have been 300 million to 350 million pounds
greater (an increase of 27 percent). 1/

Although imports have been a known factor in the marketplace 'since enactment
of the Meat Import Act and their share of consumption has remained relatively
stable, cattlemen have not fared as well in recent years as they did before the
act. In recent years, production costs rose rapidly, and, concurrently, cattle
prices did not keep pace with costs. 1In the 1958-63 period, for example, the parity
ratio for beef cattle averaged about 90 percent. In 1971-76, however, it averaged
77 percent, and in 1975 and 1976, it was only 58 percent and 59 percent, respectively.

All farm products in 1975 and 1976 averaged 76 percent and 71 pereent of party,

respectively.

The Meat Import Act has held beef and veal imports quite stable relative to
consumption. At times when domestic supplies have been limited, such as in 1973,
the act has been administered so as to allow unlimited imports, thus stabilizing
prices and assuring consumers of adequate supplies, On the other hand, when sup-
plies have been plentiful (e.g., 1975 and 1976) the act has been administered so
as to provide for voluntary restraints on exports to the United States, or, as in
October 1976, to implement an actual import quota, Thus, the act has provided a
degree of stability for consumers and, at the same time, has maintained imports at

levels lower than otherwise might have occurred.

1/ U.S. Department of Agriculture, 'Meat Import Options for 1976" and "Meat
Import Options for 1977." No date.
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U.S. CUSTOMS TREATMENT

Live cattle and meat of cattle fit for human consumption are
provided for in parts 1 and 2 of schedule 1 of the Tariff Schedules
of the United States which became effective on August 31, 1963. From
June 18, 1930, to August 30, 1963, inclusive, these articles were
classified under paragraphs 701, 706, and 1606 of the Tariff Act of
1930, as amended. Table 49 shows the statutory rates of duty and the
rates applying to imports from most-favored nations (MFN) (a) in effect
in 1967 prior to the implementation of certain reductions negotiated

during the Kennedy round and (b) presently in effect. 1/

1/ The term "statutory rates' refers to the rates of duty set by
Cdggress in the Tariff Act of 1930, the so-called Smoot-Hawley tariff.
The rates of duty applicable to most articles imported from our trading
partners have been negotiated downward, and sometimes eliminated,
since 1930 as a result of various bilateral and multilateral trade
agreements between the United States and other countries. The most
recent comprehensive multilateral agreement was concluded in 1967 as a
result of the Kennedy round negotiations. As a result of those
negotiations, rates of duty on numerous articles were reduced or
eliminated, generally in stages beginning Jan. 1, 1968, with final
implementation on Jan. 1, 1972. These negotiated rates are applicable
only to goods imported from most-favored nations. Rates of duty
applicable to MFN countries are set forth in column 1 of the TSUS.
Rates of duty applicable to non-MFN countries--all Communist countries,
with the exception of Poland, Yugoslavia, and Romania, which have been
granted MFN status--are set forth in column 2 of the TSUS. The column
2 rates are all statutory rates. The column 1 MFN rates are primarily
negotiated rates and thus lower than the statutory rates. The same
statutory rates appear in both columns 1 and 2 on articles for which
there has been no negotiated reduction in rates of duty.
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By virtue of the so-called Meat Import Act of 1964(Public Law
88-482, approved Aug. 22, 1964; 19 U.S.C. 1202), further discussed
elsewhere, meat of cattle provided for in item 106.10 of the TSUS may be
made subject to an absolute quota by Presidential proclamation should the
annual ratio of imports to domestic commercial production increase over

the analogous weighted average annual ratio for the period 1959 ‘through

1963, inclusive.

The quarantine and sanitary regulations administered by the U.S.
Department of Agriculture operate to restrict and even prohibit imports
of cattle, beef, veal, and beef products from certain areas. 1/ For
example, imports of cattle and fresh, chilled, or frozen beef, veal,
and beef products are limited to those countries that have been
declared free of rinderpest and foot-and-mouth diseases by the U.S.
Secretary of Agriculture. Because of the existence of such diseases
in many of the important meat-producing countries of South America,
meat imports from those countries, in recent years, have virtually all
been in the form of cooked, canned, or cured meats. The general effect
of such prohibitions has been to limit imports of fresh beef to those
from Australia, New Zealand, Central America, North America, and small

areas of Europe and Asia.

1/ Pursuant to sec. 306 of the Tariff Act of 1930, as amended
(19 U.S.C. 1306).
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Tariff Treatment for Live Cattle

Imports of live cattle, other than purebred animals for breeding
purposes, 1/ are provided for in items 100.40 through 100.55, inclusive,
of the TSUS. For purposes of the TSUS, the term cattle includes all
such animals, including calves and dairy cows, regardless of sex, size,
or age.

The TSUS breaks such live cattle imports into 3 basic weight cate-
gories--under 200 pounds each, 200 pounds or more but under 700 pounds
each, and 700 pounds or more each. Subcategories within the under 200
pound and 700 pounds and over categories set tariff-rate quotas on
certain live cattle imports. Dairy cows weighing over 700 pounds each
are also specially provided for in a subcategory.

Cattle weighing under 200 pounds each are provided for in TSUS
items 100.40 and 100.43. Item 100.40 provides for the entry of a
quota of not more than 200,000 head in a 12-month period beginning
April 1 in any year at a tariff rate of 1.5 cents per pound from MFN
countries. All overquota imports enter under item 100.43 at the rate
of 2.5 cents per pound. The average ad valorem equivalent of the rate
of duty on the cattle entered under item 100.40 in 1976 was 5.1 percent;
for item 100.43, the average ad valorem equivalent was 9.5 percent.

Cattle weighing 200 pounds or more but under 700 pounds each are
provided for in item 100.45 of the TSUS. The statutory rate of 2.5
cents per pound applies to all such imports; the rate has not been
reduced as a result of post-1930 trade agreements. The ad valorem

equivalent of the duty on such imports averaged 8.0 percent in 1976.

1/ Such purebred animals enter under TSUS item 100.01 and are free
of duty.
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Cattle weighing 700 pounds or more each, if cows imported specially
for dairy purposes, enter under TSUS item 100.50; otherwise, such cattle
are subject to a tariff quota and enter under item 100.53. Those cattle
imported in excess of the quota provision of item 100.53 are entered under
item 100.55 of the TSUS. The MFN rate of duty for the dairy cows
entered under TSUS item 100.50 is 0.7 cent per pound. The rate had
been 1.5 cents per pound prior to the Kennedy round tariff reductions.
This rate of duty was the only one of the six TSUS item rates covering
imports of live cattle that was reduced as a result of the Kennedy
round agreement. The ad valorem equivalent of the MFN rate of duty
averaged 1.7 percent in 1976.

The MFN rates of duty for the other cattle weighing 700 pounds
or more each, provided for in items 100.53 and 100.55 of the TSUS,
are 1.5 and 2.5 cents per pound, respectively. Item 100.53
provides for the entry of not over 400,000 head in the 12-month period
beginning April 1, in any year, of which not over 120,000 may be
entered in any quarter beginning April 1, July 1, October 1, or January
1. Overquota imports enter under item 100.55 at the higher duty of
2.5 cents per pound. In 1976 the ad valorem equivalent of the 1.5-
cents-per-pound rate of duty averaged 5.7 percent and that of the

2.5-cents—per-pound rate averaged 11.9 percent.
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Tariff Treatment for Meat of Cattle
Meat of cattle of the types covered in this investigation is
provided for in items 106.10, 106.80, 106.85, 107.20, 107.25, 107.40,
107.45, 107.48, 107.52, 107.55, 107.60, and 107.75 of the TSUS. Such
meat of cattle includes beef and veal and the edible meat offal of
cattle, whether or not such meat is fresh, chilled, or frozen, or
prepared or preserved, and whether or not it is in the form of sausages

or mixed with other kinds of meat.

Meat (exceot meat offal) of cattle, fresh, chilled, or frozen

The bulk of the imported meat of cattle enters under TSUS item
106.10, which provides for meat (except meat offal) of cattle (i.e.,
both beef and veal), fresh, chilled, or frozen. All such imports under
item 106.10 may be made subject to an absolute quota pursuant to the
Meat Import Act. Meat entering under item 106.10, if from an MFN
country, is dutiable at a rate of 3 cents pér pound. This trade-agree-
ment rate has been in effect since 1948. The average ad valorem

equivalent of the MFN rate of duty was 5 percent in 1976,

Edible meat offal

Edible meat offal, fresh, chilled, or frozemn, of all animals—-
including cattle, but excluding birds--enters under item 106.80, if
valued not over 20 cents per pound or item 106.85, if valued over 20
cents per pound. Such offal, if valued not over 20 cents per pound,
is dutiable at a rate of 0.5 cent per pound if from an MFN country. The
average ad valorem equivalent of the MfN rate of duty for such offal
was 3.4 percent in 1976. Offal valued over 20 cents per pound is
dutiable at a rate of 2.5 percent ad valorem if from an MFN country.

Rates of duty on offal imported from MFN countries were reduced by
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50 percent as a result of the Kennedy round trade agreements. Further,
offal, if imported from designated developing country, has been

eligible since January 1, 1976, for duty-free treatment under the

Generalized System of Preferences (GSP). 1/

Sausages

Beef sausages in airtight containers enter under TSUS item 107.20
and "'other'" beef sausages enter under TSUS item 107.25. Beef sausages
in airtight containers entering under TSUS item 107.20 are dutiable at
a rate of 7.5 percent ad valorem if from MFN countries, and "other"
beef sausages entering under TSUS item 107.25 are dutiable at a rate
of 5 percent ad valorem if from MFN countries. The MFN rates for both
items were reduced by 50 percent as a result of the Kennedy round
agreements. Beef sausages entering under TSUS items 107.20 and 107.25

are eligible for duty-free treatment under the GSP.

Beef and veal, prepared or preserved (except sausages)

Beef or veal, cured or pickled, valued not over 30 cents per pound,
enters under TSUS item 107.40 at a rate of 3 cents per pound if from an
MFN country, and such beef and veal valued over 30 cents per pound enteérs
under TSUS item 107.45 at a rate of 10 percent ad valorem, if from
an MFN source. Such beef or veal has been designated as eligible for
duty-free teeatment under the GSP. There have been no known imports
entered under TSUS item 107.40 since 1971.

Beef, prepared or preserved, in airtight containers, enters under
TSUS item 107.48, if corned beef, and under TSUS item 107.52, if other

such beef. Such beef is generally canned, but it may also be in sealed

1/ The Generalized System of Preferences is provided for in title V
of the Trade Act of 1974 (19 U.S.C. 2461 et seq.).
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plastic packages. The MFN rate of duty for both items is 7.5 percent
ad valorem. Both rates were reduced by 50 percent as a result of the
Kennedy round agreements.

Other types of beef and veal, prepared or preserved--that is,
other than sausages, beef, or veal, cured or pickled, or beef in air-
tight containers--enters under TSUS item 107.55, if valued not over
30 cents per pound, and under TSUS item 107.60, if valued over 30
cents per pound. The MFN rates of duty on TSUS items 107.55 and
107.60 are 3 cents per pound and 10 percent ad valorem, respectively.
Both rates were last reduced in 1948. The ad valorem equivalent of

the 3-cents-per-pound rate of duty was 11.2 percent in 1976.

Mixtures of beef and other meats

Products containing mixtures of beef and other meats, such as
certain types of salami, enter under TSUS items 107.70 or 107.75,
which provide for 'other meats and edible meat offal. . . ." The MFN
rate of duty on such imports is 5 percent ad valorem. The pre-Kennedy

round rate was 10 percent.
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Other Government Regulations Affecting Imports

The Meat Import Act of 1964 1/

The Meat Import Act was passed, among other reasons, to protect
the domestic cattle industry. In the view of the Committee on
Finance of the U.S. Senate, the industry was '"caught in the crossfire
of rising production costs and decreased product prices.".g/ The
Committee concluded, on the basis of price data provided as a
result of a Commission study, 3/ "that imported meat has played an
important part in creating the distressed market conditions" in the
industry. 4/ The Committee noted that imports of beef accounted
for one-half of the total increased domestic use of beef over the
8-year period 1956-63. 5/

Under section 2(a) of the Meat Import Act, the aggregate quantity
of fresh, chilled, or frozen beef and veal (TSUS item 106.10) and meat
of mutton and goats (except lambs) (TSUS item 106.20) which may be
imported into the United States in any calendar year beginning after
December 31, 1964, should not exceed an adjusted base quantity. 6/
Provision is made that this base quantity (725,400,000 pounds) shall
be increased or decreased for any calendar year by the same percentage

that estimated average annual domestic commercial production of these

1/ Reproduced as app. C. - -

2/ S. Rept. No. 1167, 88th Cong., 2d sess. 2, reprinted in /1964/
U.S. Code Cong. and Ad. News 3070, 3071 /hereinafter cited as Meat
Import Report/.

3/ Report on Investigation No. 332-44 (Beef and Beef Products) Under
Section 332 of the Tariff Act of 1930 Pursuant to a Resolution of the
Committee on Finance of the United States Senate Adopted November 20,
1963, TC Publication 128, June 1964.

4/ Meat Import Report, note 3, page 1 at 3074.

5/ 1Ibid at 3071
6/ For practical purposes, imports of beef and veal (TSUS item 106.10)

are the significant imports.
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articles in that calendar year and the 2 preceding calendar years
increases or decreases in comparison with the average annual domestic
production of these articles during the years 1959 through 1963,
inclusive.

A 10-percent overage is allowed, so that only when imports are
expected to exceed the adjusted base quota level by 10 percent are
those quotas triggered. Each year the Secretary of Agriculture is

required to publish in the Federal Register the estimated quantity that

would trigger the imposition of quotas under the law, and quarterly, the
quantity of meat that, but for the law, would enter the United States in
such calendar year.

If the Secretary's estimate of imports exceeds the trigger level,
the President is required by law to proclaim quotas on imports of meats
subject to the law. The quota proclamation may be suspended or the
total quota quantity increased, if the President determines and proclaims
pursuant to section 2(d) that—-

(1) such action is required by overriding economic or

national security interests of the United States, giving

special weight to the importance to the nation of the

economic well-being of the domestic livestock industry;

(2) the supply of articles of the kind described . .
will be inadequate to meet domestic demand at reasonable
prices; or

(3) trade agreements entered into after the date of the

enactment of this act ensure that policy set forth will be

carried out.

Section 2(d) further provides that any such suspension shall be for such

period, and any such increase shall be in such amount, as the President

determines and proclaims to be necessary to carry out the purposes of

section 2(d).
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Section 204 of the Agricultural Act 1/

Section 204 of the Agricultural Act of 1956 (7 U.S.C. 1854) authorizes the
President to negotiate agreements with foreign governments to limit the export from
such countries and the importation into the United States of any agricultural com-
modity or product manufactured therefrom. Section 204 also provides that when a
bilateral agreement has been concluded under section 204 among countries accounting
for a significant part of world trade in the articles with respect to which the
agreement was concluded, and remains in effect, the President may also issue regu-
lations governing the entry or withdrawal from warehouse of the same articles which
are products of countries not parties to the agreement.

The President has used this authority from time to time since 1964 as an adjunct
to the Meat Import Act. He has had the Secretary of State negotiate numerous bilat-
eral agreements with countries supplying beef and veal to limit their exports below
the respective calendar-year trigger levels established under the Meat Import Act.

All of the bilateral agreements negotiated have been substantively the same,
except that shares of the adjusted aggregate import quota for each calendar year
are allocated (pursuant to section 2(c) (3) of the Meat Act)--

. . émong supplying countries on the basis of the shares

such countries supplied to the United States market during

a representative period of the articles described , .

except that due account may be given to special factors

which may have affected or may affect the trade in such

articles.

Each agreement sets forth the rights and obligations of each party. The
agreements do not purport to be comprehensive in the sense of providing enforce-
ments, compensation, or penalty provisions. A typical agreement states the total
amount of imports the United States will permit into the country from participants
in the voluntary restraint program and the portion of that quantity which the
signatory will receive. Additionally, there is usually a provision permitting the

United States to limit imports to that level by the issuance of regulations

governing entry or withdrawal from warehouse, along with a provision permitting the

1/ Reproduced in app. C.
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United States to increase the total amount imported under the prbgram and allocate
shortfall resulting from some countries being incapable of filling their negotiated
levels. Finally, the agreements almost always contain provisions stipulating the

representative period for computation of possible quotés, and calling for consulta-

tion on interpretative questions and questions on total import increases.

History of meat imports under the Meat Import Act and
Section 204 of the Agricultural Act

During the first 3 years that the Meat Import Act was in effect (i.e., 1965-67),
meat imports were below the adjusted base quotas and the trigger levels (see tables
in app. Q).

In mid-1968, it became apparent for the first time that imports might exceed
the trigger level. Accordingly, in August 1968, Australia and New Zealand were
asked to restrain shipments voluntarily in order to avoid quotas. Imports in 1968
were ultimately above the base quota level but below the trigger level.

When imports reached levels that threatened to trigger'the quotas under the
Meat Import Act, that act and section 204 of the Agricultural Act were used in
conjunction with each other to forestall the imposition of quotas. The Meat Import
Act quotas come into effect when imports are estimated to exceed the adjusted base
quota by 10 percent; however, the President may suspend such quotas. Whenvsuch
quotas come into effect they can restrict imports to the adjusted base quota amounts.
Since it is advantageous to the exporting countries to ship quantities approaching
the trigger levels for the Meat Import Act quotas and at the same time not exceed
the trigger levels lest quotas be imposed reducing the shipments to the adjusted
base quota, exporting countries were receptive to negotiating voluntary restraint
levels under section 204 which would not exceed the trigger levels under the Meat
Import Act. No country wanted another country to take unfair advantage and have a
disproportionate share of the total quota, and each country might prefer to fill a
known quota in the way it finds most advantageous to itself. The provision of
section 204 allowing the President to impose regulations governing imports from

countries not a party to the agreement, when bilateral agreements have been con-
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cluded with countries accounting for a significant part of world trade, encourages
all supplying countries to agree to restraint levels or face unilaterally imposed
restrictions.

In 1969, all major supplying countries, except Canada and the United Kingdom,
agreed to an informal restraint level below the trigger level (see table C-2 in
app. C ). Special restrictions on imports from Honduras were agreed to bilate-
rally in November 1969 and were enforced to keep imports within agreed-to restraints.
Imports in 1969 exceeded the adjusted base quota level and approximately equalled
the trigger level.

In 1970, a restraint program was again negotiated. Imports in the first half
of the year were very heavy and, as a result, two actions were taken at mid-year--
(1) the President proclaimed and then suspended quotas in view of '"overriding eco-
nomic interests of the United States' (Proclamation No. 3993, 3 CFR 491 (1970)),
and a new restraint level was authorized at a level higher than the trigger level,
and (2) section 204 was used to embargo transshipments through Canada, closing a
loophole in the program. Section 204 was also used to hold five supplying countries
to their restraint agreements. Actual imports in 1970 were 1,170.4 million pounds,
171.6 million pounds over the 998.8-million-pound adjusted base quota level and
71.7 million pounds over the 1,098.7-million-pound trigger level.

In 1971, the restraint program continued at the level established in late 1970.
Because this level was higher than the 1971 trigger level, the President took
action to proclaim and suspend quotas (Proclamation No. 4037, 3 CFR 16 (1971)).
Actual 1971 imports were slightly higher than the suspended trigger level, but they
were below the negotiated restraint level largely because of U.S. dock strikes.

In 1972, a restraint program 7 percent higher than the 1971 program was agreed
to by the principal supplying countries. In March, the President suspended the
quota proclamation in order to encourage greater shipments of beef to the United

States (see Proclamation No. 4114, 3 CFR 115 (1972)).
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In 1973 and 1974, quotas were again invoked by the President and simultaneously

suspended (see Proclamation No. 4183, 3 CFR 208 (1973); and Proclamation No. 4272,
3 CFR 338 (1974)). There were no new voluntary restraints negotiated during those
2 years. In 1973