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UNITED STATES INTERNATIONAL TRADE COMMISSION
Investigation No. 701-TA-298 (Final)

FRESH, CHILLED, OR FROZEN PORK FROM CANADA

Determination

On the basis of the record 1/ developed in the subject investigation, Fhe
Commission determines, 2/ pursuant to section 705(b) of the Tariff Act of 1930
(19 U.S.C. § 1671d(b)) (the act), that an industry in the United States is
threatened with material injury 3/ by reason of imports from Canada of fresh,
chilled, or frozen pork, provided for in subheadings 0203.11.00, 0203.12.90,
0203.19.40, 0203.21.00, 0203.22.90, and 0203.29.40 of the Harmonized Tariff
Schedule of the United States, that have been found by the Department of
Commerce to be subsidized by the Govérnment of Canada.
Background

The Commission instituted this investigation effective May 8, 1989,
following a preliminary determination by the Department of Commerce that
imports of fresh, cﬁilled, or frozen pork from Canada were being subsidized
within the meaning of section 701 of the act (19 U.S.C. § 1671). Notice of the
institution of the Commission’s investigation and of a public hearing to be
held in connection therewith was given by posting copies of the notice in the
Office of the Secretary, U.S. International Trade Commission, Washington, DC,
and by publishing the notice in the Federal Register of May 25, 1989 (54 F.R.
22634). The hearing was held in Washington, DC, on August 1, 1989, and all

persons who requested the opportunity were permitted to appear in person or by

counsel.

1/ The record is defined in sec. 207.2(h) of the Commission’s Rules of Practice
and Procedure (19 CFR § 207.2(h)).

2/ Chairman Brunsdale and Vice Chairman Cass dissenting. Commissioner

Lodwick did not participate.

3/ Commissioners Eckes, Rohr, and Newquist further determine that,

pursuant to section 705(b)(4)(B), they would not have found material

injury by reason of the imports subject to the investigation but for

the suspension of liquidation of the entries of the subject merchandise.
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VIEWS OF COMMISSIONERS ECKES, ROHR AND NEWQUIST

We determine, pursuant to section 705(b) of the Tariff Act of 1930 ("the
Act") (19 U.S.C. § 1671d(b)), that an industry is threatened with material
injury by reason of imports of fresh, chilled, or frozen pork from Canada

which have been found by the Department of Commerce to be subsidized.

Like Product

To determine whether material injury or threat of material injury to a
domestic industry exists, the Commission must first make factual
determinations as to like product and domestic industry. Section 771(10)
of the Act defines "like product" as "a product which is like, or in the
absence of like, most similar in characteristics and uses with, the article
subject to investigation." 1/

The Department of Commerce has defined the imported products subject to
investigation as "fresh, chilled and frozen pork". 2/ In our preliminary
determination we determined that the'like product was "fresh, chilled or
frozen pofk.J i/ The parties to this final investigation did not challenge
the like product definition as'defined in the preliminary determination.

No information arose in this investigation to support a contrary

1/ 19 U.Ss.C. § 1677(10). _ ]

2/ These items are currently provided for under HTS item numbers
0203.11.00, 0203.12.90, 0203.19.40, 0203.21.00, 0203.22.90, and 0203.29.40.
- 54 Fed, Reg. 30775 (July 24, 1989). We note that although Commerce's
investigation is entitled "fresh, chilled, and frozen pork" our
investigation is entitled "fresh, chilled, or frozen pork". We do not
think there is any substantive difference between these designations.

3/ Fresh, Chilled, or Frozen Pork from Canada, Inv. No. 701-TA-298
(Preliminary), USITC Pub. 2158 (Feb. 1989) ("Preliminary Determination")

at 5.
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definition. Accordingly, we find that the appropriate like product is

fresh, chilled, or frozen pork from Canada.

Domestic Industry

The domestic industry determination is built on the definition of the
like product. The domestic industry consists of "the domestic producers as
a whole of a like product, or those whose collective output of the like
product constitutes a major proportion of the total domestic production of
that product.” 4/

Sectién 1326(a) of the Omnibus Trade and Competitivenhess Act of 1988
("the 1988 Act") amended the statutory definition of domestic industry in
cases involving processed agricultural-produéts. 5/ The amended statute
provides that the Commission may include the growers of the raw
agricultural product in a domestic industry consisting of the producers of
the processed product if: (1) there is a single continuous line of
production from the rawvagricultural good to the processed agricultural
product and (2) there is a substantial coincidence of economic interest
between the growers and the processors. 6/

Single Continuous Line of Production

Section 771(4)(E) (ii) establishes two criteria for finding a single
continuous line of production:

(I) the raw agricultural product is substantiaily or

completely devoted to the production of the processed
agricultural product; and

19 U.S.C. § 1677(4)(A).
5/ 19 U.S.C. § 1677(4)(E).
19 U.S.C. § 1677(4)(E)(1).
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(II) the processed agricultural product is produced
substantially or completely from the raw product. 7/

There has been virtually no debate in this investigation over whether pork
fits the single line of production test. Almost all swine are eventually
sent to slaughter and pork is derived exclusively from swine. 8/ We
determine, as in the Commission's 1985 Live Swine and Pork from Canads
decision, affirmed in National Pork, 9/ and as in the preliminary
determination in this investigation, 10/ that the single continuous line of

production test has been met.

Substantial Coincidence of Economic Interest

’

To determine whether a substantial coincidence of ecoqomic interesf
exists, the st#tute directs the Commission to consider '"relevant economic
factbrs, which may, in the discretion of the Commission, include price,
added market value, or other economic interrelationships..." 11/ The
statutory language reflects and legislativé history expresses Congress'
intent to codify thefCommission's analytical framework for defining
domestic in&ustry in processed agricultural product'cases. 12/ While
codifying the Commission's'approach, the drafters of the legislation wefe

careful to preserve the Commission's discretion in applying the analysis.

7/ 19 U.S.C § 1677(4)(E) (ii).

8/ Petitioner's prehearing brief at 11; respondents do not address the
issue.

9/ Live Swine and Pork from Canada, Inv. No. 701-TA-224 (Final), USITC Pub.
1733 (July 1985) ("Live Swine")) aff'd sub nom, National Pork Producer
Council v. United States, 661 F. Supp. 633 (CIT 1987) (National

Pork) (affirming the Commission's deflnltlon of domestic industry excludlng
swine growers in Live Swine.)

10/ Preliminary Determination at 6.

11/ 19 U.S.C. § 1677(4)(E) (1) (I1).

12/ See H.R. Rep. 40, Part 1, 100th Cong. lst Sess. (1988) at 122; S. Rep.
71, 100th Cong. 1st Sess. (1988) at 110; 133 Cong. Rec. S 1254 (daily ed.
Jan. 28, 1987).
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Amended section 771(4) (E) of the Act 13/ provides thaé "producers -or
growérs of the raw agricultural product méy be considered part of the
industry producing the processed product ...", that the Commission should
consider "such other factors it considers relevant ..." and adds
recommendations as to how the Commission should evaluate price if it looks
at price, and value added, if it considers value added. 14/ The Sgnate
Finan;e Committee clearly intended to create "a flexible standard, [in
which] no one factor is necessarily determinative." 15/

Petitioner argues that Congress iptended for the Commission to emphasize
price cor:elation and value added in assessing substantial coincidence of
eqonomic_intergst. 16/ Petitioner asserts that because there is a high
correlation between the prige of swine and the price of pork (between 90.5
percent and 98.8 percent) 17/ and low market value added by the processors
to the raw product (between one and'ten percent) 18/ the Commission should
include in the domestic industry both growers and processors. 19/
Respondents, argging_that the 1988 Act "does little more than codify the
test. previously applied by the Commission in Live Swine," 20/ suggest that

value added and price correlation are not indicative of a coincidence of

13/ 19 U.S.C. § 1677(4)(E).

14/ Section 1326 of the 1988 Act, codified at 19 U.S.C. § 1677(4) (E)(iii)
(emphasis added).’

15/ S. Rep. 71 at 111. -

16/ Petitioner's prehearing brief at 12. ' kS

17/ Petitioner's prehearing brief at 13. '

18/ Petitioner applies a very narrow definition of value added in reaching
" its finding of 1 percent value added. Petitioner's prehearing brief at 14,
For the purposes of the investigation, the staff found the average ratio of
raw materials to cost of goods sold to be 10 percent. Report at A-30,

19/ Petitioner's prehearing brief at 16.

20/ Canadian Meat Council (CMC) prehearing brief at 52.
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economic interest in this case. 21/ Rather, respondents suggest the
divergence of profitabiiitp denotes a lack of common economic interest. 22/
Analysis |

In defining the domestic industry in agricuitural cases prior to'the
implementation of the 1988 Act, the Comm1551on developed a two-part test to
determine whether growers of the raw material should be ‘treated as
producers of the processed agricultﬁral product. The Commission 1ncluded
growers in the domestic processed product industry when it found a s1ng1e
continuous line of production and a commonality of economic interest. 23/
The Commission has employed this second test to distinguish those ceses id
"which growers and processors operate as a single industry from fhose inﬂ
which the growers are merely suppliers of e product to the processors pith
diVergent economic interests. 24/ 4

Applying these criteria to the swine and pork industry four years ago,
the Commission determined that the swine growers were not producers of
processed pork and that the processed pork industry consisted exc1u51ve1y
of packers. 25/ That determination was upheld by the Court of

International Trade on appeal which held that

21/ CMC prehearing brief at 56-60.

22/ CMC prehearing brief at 60-61. See also, Statement of Larry Martln

at 8. :

23/ See, e.g,, Citrosuco Paulista, S,A. V. Un;ted States, 704 F.Supp 1075,
1089-1092 (CIT 1988) (Citrosuco); see_also, Frozen Concentrated Orange Julce
from Brazil, Inv. No. 731-TA-326 (Final), USITC Pub. 1970 (April

1987) (FCOJ) ; Certain Fresh Atlantic Groundfish from Canada, Inv. No. 701-
" TA-257 (Final) USITC Pub. 1844 (May 1986) (Groundfish); Certain Red
Raspberries from Canada, Inv. No. 731-TA-196 (Final) USITC Pub. No. 1707
(June 1985) (Red Raspberries); Lamb Meat from New Zealand, Inv. No. 701-TA-
80 (Preliminary), USITC Pub. 1191 (Nov. 1981) (Lamb_Meat).

24/ Groundfish at 6.
25/ Live Swine at 7.
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substantial evidence on the record exists to support the

Commission's determination that there is insufficient

economic integration between swine growers and pork packers

to justify including the growers with the packers. 26/
The Court pointed to the following Commission findings:

(1)'[1l)ess than 5 percent of packing facilities are owned

by growers;' (2)'[vl]irtually none of the grower facilities

are owned by packers;' and (3)'the petitioners have

conceded that the prices for hogs are not linked by

contract to the prices received by the packers.' 27/
The Court further noted that the packers benefitted from low prices and a
large supply of swine whereas hog growers preferred limited supplies and
high swine prices; that domestic producers require Canadian pork to satisfy
domestic demand; that not all packers supported the petition; and that some
packers engage in further processing of the pork and need the additional
éupply of pork to fulfill orders. 28/ 1In conclusion, the Court fourid that
the exclusion of the growers from the domestic pork producing industry due
to insufficient economic integration was "supported by substantial evidence
and in accordance with law.” 29/

Since that decision, Congress passed the 1988 Act, which, inter alia
amended the definition of domestic industry as to processed agricultural
products. Both the House Ways and Means Committee Report and the Senate
Finance Committee Report explained that "[t]lhe purpose of including [the
new provisions] in the statute is to give explicit congressional

endorsement of their consideration, and to encourage their

application.”" 30/ In our view, each element "added" by the 1988 Act had

26/ National Pork, 661 F.Supp. at 638.

27/ National Pork, 661 F.Supp. at 638, quoting Live Swine at 6-7,
.28/ National Pork, 661 F.Supp. at 638.

29/ National Pork, 661 F.Supp. at 638.

30/ H.R. Rep. 40, at 122; S. Rep. 71 at 110.
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previously .been considered.in Commission decisions and already was part of
the Commission's analytical framework. 31/ "Furthermore, the law
specifically leaves within the discretion of.the Commission the decision as
to which economic factors it will examine in determining coincidence of .
economic interest. 32/

In light of the new provisions of -the 1988 Act, we determine that the
domestic pork industry is composed of pork packers alone. 33/ We believe
the nature of the industry has not changed in four years since the Live
Swine decision.. Revisiting the criteria applied in the Live Swine case,.
the packers and growers continuetto:profit,at different ‘'points in the
cyole,“packers continue to need Canadian pork to fulfill demand, 34/ and
while,the record shows only one packer in opposition to the petition, many
stated no position. 35/ Notwithstanding high price correlation and low

value added, 36/ vertical integration remains at a minimum, 37/38/ trading

31/ See Lamb Meat at 8 (single continuous line of productlon), Citrosuco,
704 F.Supp, at 1092 (value-added and-price correlation) :
32/ 19 U.S.C. § 1677(7)(E) (i) (II) (the Comm1551on should con51der the
"relevant economic' factors, which may, in the discretion of the
Commission, include...") (emphasis added).

33/ Commlss1oner Newqulst determines that the domestic 1ndustry is composed
of packers and growers. See Additional Views of Commissioner Newquist.

34/ Compare, Report at A-22, Table-3 (pork production) to Report at B-29,

"Table D-3 (domestic swine production).

35/ Report at A-20.

36/ There is evidence of a trend toward increased value added at the
processing stage.

37/ A few small packing plants are owned by swine: producers and there is

' one falrly large cooperative, Farmland Foods, accountlng for a small

percent of U.S. production of pork. There are no other maJor examples of

1nterlock1ng ownership.

38/ The Commission considers such legal arrangements not as-a separate
criterion, but as an indication that growers and processors have undertaken
to share economic risks and benefits. . The 1988 Act recommends' that the

Commission look to "relevant economic relationships, and not necessarily
legal relationships." (S. Rep. 71 at 110.) Thus, Congress did not prohibit
the Commission from considering legal relationships, but suggested that it

(continued...)
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is still conducted at arms léngth. 39/ and, according to testimony at the
hearing, profitability figures of the packers and the growers continue to
show an inverse relationship. 40/ We therefore find that the second test,
that requiring a substantial coincidence of economic interest, is not met
in this case.

fhus. we define the domestic industry to include only pork packers.

estic

In evaluating;the condition of the domestic industry, the Commission
considets, among other factors; u.s. produétion, capacity, capacity
utiiization,'domestic shipments, inventofies, employment, and financial
performance. 41/ The 1988 Act also amended section 771(7) (C) (iii) by
directing the Commission to "examine all relevant economic fattors
described in this clause within the context of the business cycle and
conditions of competition that are distinctive to the affected
industry." 42/ Moreover, the 1979 legislative history directing the

Commission to pay particular attention to livestock cycies is still

38/(...continued)

do so in the context of considering economic relationships, as we have done
here.

39/ Tr. at 96-98.

40/ Tr. at 107. Commissioner Rohr notes that while it is not clear that
there is, in fact, an inverse relationship between the financial

performance of the packers and growers, the evidence is clear that there is -

no positive correlation. This suggests at least that while some economic
interest may by held in common, many more interests and risks are not

* common to both and these divergent factors have a more significant impact
on the economic performance of each than those which are common.

41/ 19 U.S.C. § 1677(7)(C) (iii).

42/ See § 1328 of the 1988 Act, codified at 19 U.S.C. § 1677(7)(C) (iii).
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valid, 43/ and we must account for:the‘relationship between growers-and
packers to understand the nature of supply in the pork industry. ﬁ&/.
Consequently, we consider the cyclical nature of the hog industry as it .
relates to the pork industry.

Public data were used whenever possible to assess the .condition of the
packing industry. 45/ According to U.S. Department of Agriculture (USDA)..
data, domestic pork production rose 11.6 percent during the period of .
investigation, from 14.0 billion pounds in 1986 to 15.6 billion pounds in
1988. Production continued to expand_ieto interim 1989, but at a slower .
pace, from 3.8 billion pounds in January-March 1988.to 3.9 billion pounds.
in January-March, 1989, an increase of only 2.6 percent over the same

period in 1988. 46/ .

43/ In its discussion of material 1nJury, the Senate Report of the Trade
Agreements. Act of 1979 states: .

Because of the special nature of agriculture . . . special
problems exist in determining whether an agricultural
industry is materially injured. For example, in the
livestock sector, certain factors relating to the state of
a particular industry within that sector may appear to
indicate a favorable situation for that industry when in
fact the opposite is true. Thus, gross sales and
employment in the industry producing beef could be
increasing at a time when economic loss is occurring, i,e.,
cattle herds are being liquidated because prices make the
maintenance of the herds unprofitable. .

S. Rep. 249 96th Cong. lst Sess. 88 (1979). : - '
44/ The hog cycle is explained in. the Report at Appendlx D. The existence
of the hog cycle is generally well accepted, and in particular by the
parties. See e.g,, Tr. at 21, 38, 76 (petitioner) and at 114-115, 122, 142-
- 144, i

45/ We note, however, that the Commission received usable questionnaire
responses from 15 packers that accounted for 64 percent of the domestic
production in 1988. Report at A—19 In general the questlonnalre data
corroborate public data.

46/ Report at A-22, Table 3.
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'Data received through questionnaires indicate that domestic pork
processing capacity declined in 1987 to 6.1 billion pounds from 6.8 billion
pounds in 1986, but rose to 6.6 billion pounds in 1988, an increase of 7.1
percént. 47/ Capacity has remained stéble into 1989, however, the figures
showing a rise of less than one percent from January-March, 1988 as
compared to January-March 1989. 48/ Capacity utilization ratios generally
reflect the variations in absolute capacity, falling from 116 percent 49/
in 1986 to 114 percent in i987 and rising again to 122 percent in 1989;
although absolute capacity figures remAined virtually level during the
interim periods, capacity utilization rose by almost 3 bercenﬁage points
from interim 1988 to inferim 1989l 50/

© Official statistics from USDA indicate a slow rise in domestic shipments
from 1986 to 1988 (13.8 billion pounds in 1986, to 14.0 billion pounds in
'1987. and to 15.2 billion pounds in 1988). Shipments for the first quarter
of 1989 show ah increase over the first quarter of 1988, from 3.66 billion
pounds to 3.74 billion pounds, respectively. 51/

The Commission noteés that while the data in years 1986 and 1987 obtained
from questionnaire responses indicate differing trends, the most recent
data obtained from questionnaires parallel that in the public data.
According to the Commission's questionnaire data, the quantity of total
shipments 52/ fell from 8.1 billion pounds in 1986 to 7.5 billion pounds in

1987 but rose to 8.5 biIlion:pounds in 1988. Responding firms report an

=

47/ Report at A-24, Table 5.
48/ Report at A-24, Table 5.
49/ Capacity above 100 percent is achieved by runhning more than one shift.

50/ Report at A-24, Table 5. ) '

51/ Report at A-22, Table 3

22/ Total shipment figures from questionnaire responses include company transfers
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increase of shipments in:January-March 1989 of 2.9 percent over domestic
shipments of January-March, 1988. 53/.

The value -of total_ehipments reported by responding firms shows opposite
trends from the quantity figures, rising from §$ 5.0 billion in 1986 to -
$ 5.6 billion in 1987 and then falling to:$ 5.5 -billion. in 1988. Whereas
total value rose slightly from $ 1.33 billion in January-March ‘1988 to
$ 1.34 .billion -for the same period in 1989, the-average'unit value fell
from $ 0.72 to $§ 0.65, respectively, indicating that the rise in supply:
resulted in a;priee decline.. 54/

As a highly perishable item,. fresh.pork is not stored for long periods
of. time. 55/ Inventories ﬁsually reflect seasonal variations, with
inventories as a percentage of monthly production reaching peaks of 30
percent; monthly inventories rarely exceed 2 percent of annual
consumption. 56/ Nevertheless, according to USDA data, ending cold storage
stocks of pork for every month in 1988 were higher than those for 1986 and:
1987, and: higher yet in.the first five months of 1989 for which there are
data, indicating an oversupply situation beyond what is normal fer the pork
1ndustry __/ Furthermore, a domestic packer testified for the petltloner
that 1nventor1es of frozen hams and beilies are 25 percent hlgher than last.
year, a .level which, he opined, would dep;ess prices for ‘those fresh

products. 58/

53/ Report at A-25, Table 6.

54/ Report at A-25, Table 6.

55/ Report.at A-26.

56/ Report at A-26. :

57/ Report at A-26, Table 7.

58/ Transcript at 56; see also Rev1ew the Inspection and Igcreased :
Importation of Canadian Market Swine and Pork Products; Hearing before the
Subcommittee on Livestock, Dairy and Poultry of the House Committee on

(continued...)
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Employment figures compiied from queétionhaire respénses indicate that
overall employment of production and related workers rose from 11,151 in
1986 to ovef 13,681 in 1988. 22/ The number of workers in interim 1989 was
6.2 percent higher than interim 1988. 60/ Although hours worked showed a
similar increase, both hourly wages paid and total compensation paid
decreased over the period under inveétigation. 61/

The financial performance of the firms answeriﬁg questionnaires reveals
an industry that historically operatés at low margins, is sensitive to the
changes in the market and is entering a period of vulnerability to tﬁe
effects of subsidized imports of Canadian pork. 62/

Aggregate operating income declined from $12 2 million to $ 10.7 million
from 1986 to 1987 a decrease of 12 percent, but then jumped to $84.0
million in 1988. 63/ Interim 1989 shows a drastic decline of operating
income from $45.5 million in Jﬁnuary-narch 1988 to $18.1 million in
JanuényMérch 1989.

Operating income margins remaihed steady at 0.2 percent in 1986 and

58/(...continued)

Agriculture, 101st Cong. lst Sess. 1(1989) ("Subcommittee Hear1ng") at 52
(Statement of Eugene Leman,. Executive Vice-President, Iowa Beef Producers).
59/ Report at A-27, Table 8.

60/ Report at A-27, Table 8.

61/ Hourly total compensation paid did rise $ .01 from interim 1988 to
1989, but the yearly figure for 1988 remained over § 1 00 below that for
1986. Report at A-27, Table 8.

62/ See geperally Report at A-31, Table 10. Firms responding to
questionnaires report that gross profits rose from 1986 to 1988, but in the
first quarter of 1989 were down almost 30 percent compared to gross profits
" in the first quarter of 1988, Report at A-31, Table 10. We note that from
1987 to 1988, total cost of goods sold decreased (Report at Table 10) and
the percentage share of raw materials decreased from 1987 t6-1988, (Report

at A-30) supporting the conclusion that declines in hog prices account for
increases in packer profitability.

63/ Repqrt at A-31, Table 10.
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1987, but then rose to 1.4 percent in.i988. 64/ However, reflecting the
absolute figdres, operating incéme fell to 0.7 percent'in January-March
'1989, compared to ;.7 percent in January-March 1988, a decline of 60
percent. 65/ These figures, in light of the hog cycle, portend a period in
which tighter.supplies will restrict the number of hogs for proce;singqand
incréase:tﬁeir cost, thereby inhibiting the packers' abi;ity to lower
marginal costs. This will result in very narrow margins, and frequeqtly in
oéerating losses. 66/ The majority of the firms reporting exferienced some
loss over the‘three year period of investigation, and five out of twelve
experienced losses in the first three months of 1989, 67/

Data cémpiled from qqestionnaire§ sent to pork packers shows that, .on
their operations producing fork, cash flow 68/ increased from a deficit of
over S7.billion in 1986 to a positive cash flow of over $68 billion by
1588. 69/ This increase can partly be explained by the increase in supply
of swine, from both U.S. and Canadian sources, thereby increasing packers'
margins. 70/ Nevertheless, data for interim 1988 and 1989 show a sharp ’
decline in cash flow of over fifty ﬁercent, from $35.2 billion to §12.9
billion. 71/

In evaluating whefher these‘indicators depict an industry expérienéing

material injury, we are mindful of the cyclical nature of this

64/ Report at A-31, Table 10.

65/ Report at A-31, Table 10.

66/ Report at A-32, Table 11.

- 67/ Report at A-32, Table 11.

68/ Cash flow is defined as net income or loss plus depreciation and
amortization. : ' '
69/ Report at A-31, Table 10.

70/ See Report at A-41, Table 18; B-29, Table D-3.

71/ Report at A-31, Table 10.
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industry, 72/ and its histdrically low profit margins. 73/ The overall
picture of this industry over much of the period of investigation is of an
industry operating at a reasonable level, given expected fluctuations in
the-hog cycle. It is also anvindustey whose most recent trends are |
downward, particularly in terms of profitability. Although these trends
may in part be due to the natural progression of the hog cycle, 74/ we
 conclude they reflect an industry that is particuiarly vulnerable to-the

possible effects of increased imports of subsidized pork from Canada. 75/

it rial Injur
Section 612 of the Trade and Tariff Act of 1984 cohtains subparagraph
: 771(7)(F) which directs the Commission to consider a number of economic
factors in assessing threat of material infury. 76/ Such factors include:

(I) the nature of the subsidy and whether the subsidy is
an export subsidy inconsistent with the GATT;

72/ See footnote 43, infra.

13/ See 19 U.S.C. § 1677(7) (c) (iii) ("The Commission shall evaluate all
relevant economic factors ... within the context of the business cycle and
condition of competition that are distinctive to the affected

industry.") (emphasis added)

Commissioner Rohr notes that the performance of this industry is
substantially improved from what it was in 1985 during the Commission's
prior investigation. ‘

74/ We note that the Canadian subsidies have the effect of distorting the
natural progression of the hog cycle. See Other Demonstrgble Adverse
Trends, infra, at text accompanying notes 110-111.
75/ Commissioner Rohr notes that in 1985 he concluded that while the pork
industry was injured Canadian pork was not a cause of that injury. He
notes that had he found the condition of the pork industry to be materially
injured, he would still have concluded that Canadian pork imports were not
a cause of that injury. While Canadian imports have increased their market
share by 1-2 percentage p01nts, the other factors have not substantially -
changed and he believes there is insufficient evidence to conclude that
there is a causal connection between the imports and the present condition
of the industry.
16/ 19 U.S.C. § 1677(7)(F).



17

(II) the ability and likelihood of the foreign producers
to -increase the level of exports to the United States due
to increased production capacity or unused capacity;

(III) any rapid increase in penetfation of the U.S. market
by imports and the likelihood the penetration will increase
to injurious levels;

(IV) the probability that imports of the merchandise will
- enter the U.S. at prices that will have a depressing or
suppressing effect on domestic prices of the merchandise;

(V) any substantial increases in inventories of imported
merchandise in the United States;

(VI) wunderutilized capacity for producing the merchandlse

in the exporting country;

(VII) any other demonstrable adverse trends that indicate

the probability that importation of the merchandise will be
the cause of actual injury;

(VIII) the~potentia1 for product shifting (i.e. the ability
of exporters to shift production facilities from products
‘subject to other investigations or subject to outstanding
antidumping or countervailing duty orders to the product
‘subject to the instant investigation); 77/

(IX) In an investigation involving both raw and processed
agricultural products, the likelihood of increased imports
by product shifting between raw and processed products;
and 78/
(X) Actual and potential_negative effects on existing
development efforts to make a more advanced or derivative
version of the like product. 79/
The statutory language_furtherlprovides that'any threat must be real and

actual injury imminent and’admonishes that the Commission's determination

- must not benméde on the basis of mere conjecture or'supposition. 80/ As

77/ 19 U.S.C. § 1677(7)(F). _ '

78/ 19 U.S.C. § 1677(7)(F) (i) (IX), as amended, 1988 Act § 1326(b).

79/ 19 U.S.C. § 1677(7) (F) (1) (X), as_amended, 1988 Act § 1329; S. Rep. 71

at 118, ‘ v

80/ 19 U.S.C. § 1677(7)(F)(I). See Citrosuco 704 F. Supp.. 1094 (Commission

must consider each of the threat factors but it is not always necessary for

Commission to discuss each threat of injury factor) citing Asociacion
(continued...)
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the Court of International Trade has recognized, "since a threat of
material injury analysis involves projection of future'events; it is
inherently .'less amenable to quantification' than the material iﬁjury
"analysis." 81/

Nature of the Subgidies

The first factor we consider is the nature of the subsidies found by
Commerce. The Department of Commerce found eighteen federal and provincial
- subsidy programs which offered benefits to the pork producers. 82/ These
subsidies generally are aimed at and have the effect of decreasing the cost
of. producing hogs which decreases the cost of producing pork. 83/ Pork
production~and exportation are thereby“enhanced. 84/ Indeed, we note that
USDA statistics show that_produétion of pork in Canada increased by 600
million pounds from 2.0 billion pounds in-1986 to 2.6 billion pounds in

1988, while apparent consumption in Canada increased by only 110 million

80/(...continued)

Colombiana de Exportadores de Flores v. Unlted States, 704 F. Supp. 1068,
1073 (CIT 1988).

81/ Hannibal Industries, Inc. v. United States, 710 F. Supp. 332, 338 (CIT
1989), citing Rhone Poulenc, S.A. v. United States, 592 F. Supp. 1318, 1329
(CIT 1984)

82/ 54 Fed. Reg. 30774 (July 24 1989) ; Report at' Appendix B.

83/ Three programs have the direct effect of supporting hog prices to
encourage hog production. See, e.g. The Agricultural Stabilization
Act/National Tripartite Red Meat Stabilization Program (creates a floor .
price for hogs) 54 Fed. Reg. 30774, 30776 July 24, 1989; Quebec Farm Income
Stabilization Insurance Program (guarantees 1ncome) 54 Fed. Reg. 30774,
30781 July 24, 1989; Saskatchewan Hog Assured Return Program (creates a
floor price for hogs) 54 Fed. Reg. 30774, 30782 July 24, 1989. Commerce
found one countervailable grant which specifically decreased pork

- production. (Alberta Grant to Fletcher's Fine Foods) 54 Fed. Reg. 30774,
30780 July 24, 1989. See generally 54 Fed. Reg. 30774, July'24 1989.

84/ Commissioners Rohr and Newquist find especially unpersuasive
respondents’' argument that the subsidies do not create an incentive to
produce. Instead, they believe -that any time a farmer is guaranteed a

. return on his investment even if that guaranteed return does not cover his

full costs of production, he has incentive to produce more. See Tr. at 164-
166.
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pounds, from 1.56 billion pounds to 1.68 billion pounds during the same
period. 85/ Total exports during that period increased by 225 million
pounds in 1986 from 474 million pounds in 1986 to 703 million pounds in
1988; as a share of total Canadian production, exports increased from 24
percent of production to 26 percent of production. 86/ To the extent that
the subsidies increase production in Canada, and because Canadian
production is largely dependent on export sales, particularly to the United
States, the effect of such subsidies is to enhance the likelihood of
increased subsidized imports to the U.S. market. 87/
Likelihood of Increased Imports

The likelihood of further imports of Canadian pork is increased not only
by the nature of Canadian subsidies, but also by underutilizatign of
Canadian production capacity. A large pork packing plant in the Prairie
provinces, owned by Fletcher's Fine Foods, was closed for part of 1988 and
into 1989 due to a wo;k stoppage.(This not only created underutilized
capacity in Canada, but also contributed potentially to the decline in pork
imports during 1988. 88/ We note that a plant closure due a strike
represents idle capacity, cont;ibuting to underutilization of capacity. The
return of Fletcher's plant to production due to the settlement of the

strike in March 1989 will be likely to increase the quantity of pork

85/ Report at A-40, Table 17.

86/ Report at A-40, Table 17. :

87/ While we con31der the nature of the subsidies as requlred by the

" statute, we base our determination not on those subsidies but on subsidized

imports. Alberta Pork Producers Margetlng Board v, United States, 669 F.
Supp. 445, 465-6 (1987).

88/ Report at A-39. Respondent testlfled at the hearlng that cooler
capacity was up only 10 percent in 1988 as compared to 1985, but that
figure does not take account of the idle packing capacity. Tr. at 129.
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produced in Canada. 89/ Canada élready produces 50 percent more pork than
it consumes, 90/ and ships more than 50 percent of its exports to the
United States. 91/ Thérefore, an increase in production due to the return
to production of underutilized capacity following settlement of Fletcher's
strike, will in all likelihood result in increased exports to the United
States.

In addition to the return to slaughtering by Fletcher's, the record
shows that the Gainers plant in Alberta has.been authorized to receive a
grant to renovate that plant. 92/ This too will increase production in
Canada which already subétantially exceeds Canadian consumption. Thus

increased exports to the United States are likely.

We note that although market penetration ratios have shown modes;
declines in the most fecent period of time, we believe the likelihood of
further penetration p;ses a threat to the industry. Three specific factors
lead us to believe that there is a threat of an increase in market
penetration ratios to an injurious level.

First, we note that Canadian exports as a percentage of Canadian
production have increased over the period of investigation. 93/ Because

.the United States is the largest foreign consumer of Canada's pork exports,
it is likely that exports to the U.S. will increase as the export market_

increases in importance to Canadian producers.

89/ Available data do not permit a specific quantification of the effects
of strikes at pork packing plants in Canada.

90/ Report at A-40, Table 17.

91/ In 1987 and 1986, however, Canada shipped over 90 percent of its
exports to the United States. Report at A-40, Table 17.

92/ Report at A-39; Tr. at 183-184,

93/ Report at A-40, Table 17.
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'Secong, there was an increase of Canedian exports to the Japanese market
during the spring and summer of 1988, because pork from Taiwan, Japan's
normal source of supply, was experiencing problems with drug residue. 94/ -
Taiwan now appears to have solved this problem and USDA figures show that
Japan has resumed 1mportat10n of pork from Taiwan. 95/ Although Canadlan
exports to Japan may continue, they are not 11ke1y to be as high as they
might have been had Japan not recommenced importation from Talwanf It is
therefore like;y that imports not-sent to Japan will be oiverted to the
Unlted States ’

Last, the return to productlon of Fletcher s plant llkely will increase
Canadian production, which, because exports as a share of production are
rising, 96/ w111 lead to an increase in exports to the Unlted States.
These three factors suggest a rise in pork imports from Canada is likely.
Because U. S. consumption of pork has decreased slightly over the past ten
years, 21/ an increase in supply, due topincreased‘imports, cannot be
easrlyvabsorbed by the market. -Insteed, such imports will displace
domestic prodﬁcts, increasing Caneda's share of the market.

e vess‘o or Su

We note first that the pork market in the United States and Canada is

highly competitive 98/ and that pork prices in the United States and Canada

are closely correlated. 99/ The record, in. fact, shows examples of both

94/ Report at A-39.

95/ Report at A-39.

96/ Report at A-40, Table 17.
97/ Report at A-8, Table 1. . -
98/ Economics Memorandum EC-M-315 at 4; Subcommittee Hearing at 62
(Statement of James E. Dailey, National Director, South Dakota Pork Packers
Council). ’

99/ Report at A-45.
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under- and overselling by Céhadian‘quk in the U.S. market. 100/ We note,
however, that of the 28 comparisons made, there were 17 periods in which
Canadian pork uqdersold domestic pork and 11 periods in which Canadian pork
'ove;sold domestic pork. 101/ Pork is a relatively fungible proﬁuct and the
market in the United States and Canada is highly competitive. 102/ In a
commnodity type market for é fungible product such as pork, price is often
the determining factor in‘a successful sale. 103/ Becauée»the pork market
is a price sensitive market, the likely increase in imports will have a
price suppressing effect. 104/ This is particularly significant in light
oflyhe vulqerability of the industry.
Inventories

Fresh pork is a highly perishable item which is generally not held in
storage for lpng periods of time. Therefore, inventories are typically
low. 105/ We find it noteworthy that although‘U.S. inventories of Canadian

pork have declined in general, 106/ cold storage stocks of frozen bellies

100/ Report at A-60, Table 22. See Negev Phosphates, Ltd. v. U.S.
Department of Commerce, 699 F.Supp. 938, 948-949 (1988) (Although price
trends were mixed the Commission's conclusions on underselling are
supported by substantial ev1dence )
101/ Report at A-60.
102/ Economics Memoranda, EC-M-314 at 3; EC-M-315 at 4.
103/ Gifford-Hill Cement Co. v. United States, 615 F. Supp. 577, 580 (CIT
1985) .
104/ We note as indicated in the Trade Agreements Act of 1979 that
. For one industry, an apparently small volume of imports may
have a significant impact on the market; for another, the
same volume might not be significant.
H.R. Rep. 317, 96th Cong., 1lst Sess. 46 (1979) cited in USX v. United
States, 655 F.Supp 487,490 (1987).

Commissioners Eckes and Rohr do not share the staff's economic
assumptions and conclusions contained in footnote 3 page A-47 of the Report.
105/ Report at A-26, A-39.

106/ Report at A-39.
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are the highest they have been in 25 years. 107/ Nonetheless, because the
nature of the industry does not lend itself to large inventories, we note
that the existence or lack of inventories is not a major factor in our
finding of threat.
| Other Demonstrable Adverse Trends
In 1985, we decided that for imports of pork to increase "new channels
of transportation, distribution, and sales would have to be put into
place." 108/ Four years later, this is one aspect of the pork market that
has changed. Importation data indicate that the Canadians have developed
the means of transporting, distributing and selling their pork prodﬁcts in
the United States. 109/ Moreover, Canadian firms have purchased packing
facilities in the United States --Goerhings in Lodi, California (now
Victor's Fine Foods) and Western Iowa Pork Co. in Harlan Iowa-- gaining
access to those distribution networks. Therefore, the absence of a channel
of distribution, which partially accounted for fhe Commission's negative
determination in 1985, is no longer a constraint on Canadian production and
exportation of pork.
_ Another adverse trend is thg countercyclical nature of the hog cycle of

swine production to pork imports from Canada. 110/ At least three of the

107/ Tr. at 56; see_also, Subcommittee Hearing at 52 (Statement of Eugene

Leman, Executive Vice-President, Iowa Beef Producers).

108/ Live Swine at 18. ’

109/ See Live Swine at A-38.

110/ Commissioners Eckes and Rohr first note that although they have

- excluded hog growers from the definition of the domestic industry, the hog

cycle is nevertheless an important factor in the analysis of the threat of

material injury to the pork industry. The legislative history to the 1979

Act indicates that Congress recognized the "special nature of agriculture.”

S. Rep. 249, 96th Cong. 1st. Sess. 88 (1979). See footnote 43 supra, The

hog cycle is critical to the study of the pork industry because pork, like

many agricultural processed products, is a supply sensitive product. In
(continued...)
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programs which Commerce found countervailable are directly targeted at
increasing payments to swine growers when economic returns decline due to
" market forces, i.e., at the bottom of the hog cycle, thereby leveling the
hog cycle by eliminating the deep troughs. 111/ Hence, because the
Canadian and the U.S. hog cycles run on generally parallel schedules,
Canadian production, and hence exportation, is being encouraged just at
that point of the hog cycle when the U.S. industry is the most vulnerable.
Because the hog cycle is currently still at a peak, perhaps just beginning
its downward trend, we find that although there is no present injury, the
threat of injury is real and imminent. As domestic prices begin to fall
and domestic growers reduce their produ¢tion, domestic producers will face
supply contraction and higher hog costs, resulting in lower margins. At
the same time, due to subsidies, Canadian producers can afford to maintain
artificially high levels oflproduction. 'Thus, in a countercyclical manner,
Canadian hog prices are depressed, which in turn depresses imported pork
prices, further squeezing domestic packers' margins.
Potential for Product Shifting

The question of the threat of product shifting was one especially noted
by Commissioner Eckes in his dissenting views in Live Swine. In that
eaélier determination, Commissioner Eckes pointed out that "([i]mposition of

a countervailing duty on imports of subsidized Canadian swine... will give

110/(...continued)

examining the hog cycle in this manner, we do not suggest that growers and
packers constitute a single industry, but that we must consider an
industry's source of supply, which in this case is governed by the hog cycle.
111/ Namely, The Agricultural Stabilization Act/National Tripartite Red

Meat Stabilization Program (creates a floor price for hogs); Quebec Farm
Income Stabilization Insurance Program (guarantees income); Saskatchewan

Hog Assured Return Program (creates a floor price for hogs). See 54 Fed.

Reg. 30774, July 24, 1989.
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Canadian growers an extraordinary economic incentive to slaughter
increasing quantities of swine in Canada and then ship the resulting pork
products to U.S. processors." 112/
estigations of Raw and Proce i t Go

This factor is not relevant to this case because the raw and the

processed product are not the subject of the same investigation.
Negative Effects on Existing Qevelggmen;'gﬁfgggg

Packers are concentrating on adding further market value to the pork in

an effort to increase income. To date, we do not believe this trend has

been substantially influenced by imports from Canada.

Dumping in Other Markets

This last factor is not applicable.

Material Injury "But For" Suspension of Liquidatio
Section 705(b) (4) (B) states that:

If the final determination of the Commission is that there
is no material injury but that there is threat of material
injury, then its determination shall also include a finding
as to whether material injury by reason of imports of the
merchandise with respect to which the administering
authority has made an affirmative determination under
subsection (a) of this section would have been found but
for any suspension of liquidation of entries of that
merchandise. 113/ '

The narrow question posed by the statute is whether the condition of the
industry would have deteriorated to the point of material injury had not
the level and/or price of imports been affected by suspension of

liquidation. The available data indicate that while the threat of material

112/ Live Swine at 31. (Dissenting Views of Commissioner Eckes).
113/ 19 U.S.C. 1671d(b) (4) (B). ‘
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injury is imminent, there. is neither present injury nor would there have

been had liquidation not been suspended.

Conclusion

Based on the analysis of the above-discussed factors, we find that an
industry in the United States is threatened with material injury by reason
of imports of fresh, chilled, or frozen pork from Canada wvhich Commerce has

found. to benefit from countervailable subsidies. 114/

114/ We note that Article 1902 of the U.S.-Canada Free-Trade Agreement
("FTA") allows each country to retain the right to apply its antidumping
and countervailing laws to goods imported from the territory of the other
party, including "relevant statutes, legislative history, regulations,
administrative practice, and judicial precedents." H.R. Doc. No. 216, 100th
Cong., 2d Sess. 208 (1988) reprinted in 27 ILM 281 (1988): In addition,
section 102 of the 1mp1ement1ng act states that the laws of the United
States are to prevail in a conflict with the FTA. H.R. Doc 216, 100th
Cong., 2d Sess. 43, 47 (1988).  An FTA panel reviewing Commission
determination will apply the same standard of review as would the
Commission's reviewing courts. FTA Article 1904, H.R. Doc. No. 216 at 514
FTA, Statement of Administrative Action, H.R. Doc 216 at 258
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ADDITIONAL VIEWS OF COMMISSIONER DON E. NEWQUIST

For the reasons set forth in the Commission majority's
opinion, I determine that domestic packing firms that process
live swine into fresh, chilled or frozen pork are threatened with
material injury by ;eason of subsidized pork imports from Canada.
I also determine, however, that domestic swine producers should
be included in the domestic industry which faces a threat of
material injury froﬁ the subject imports.

As discussed in the majority opinion, in investigations
involving imports of agricultural products processed from a raw
. agricultural product, Section 771(4) (E) of the statute, as
amended by Section 1326 of the Omnibus Trade and Competitiveness
Act of 1988, 1/ authorizes the Commission to include producers or
growers of the raw agricultural product within the domestic
industry producing the processed "like product." The Commission,
in its discretion, may do so if: (1) there is a single continuous
line of production from the raw agricultural product to the
processed product, and (2) there is a substantial coincidence of

economic interest between the producers or growers and the .

processors. 2/

1l/ Pub. L. No. 100-48, 102 Stat. 1107 (1988).

2/ 19 U.S.C. § 1677(4) (E). In determinations rendered prior to
enactment of the 1988 Act, the Commission sought to determine
whether there was a "commonality" or "integration" of economic
interests between growers and processors. See, e.d., Frozen




28

In this case, there is no dispute among the parties that
there exists a single continuous line of production. Live swine,
the raw agricultural product, are used'solely for the production
of fresh, chilled or frozen pork, which products are producéd
entirely from live swine. The more difficult question concerns
whether swine growe;s and pork packers share a substantial
coincidence of economic interest.

Tq answer this question, the 1988 Act directs the Commission
to consider "relevant economic factors, which/may, in the
discretion of the Commission, include price, added market value,
or other economic interrelationships([.]" 3/ If price is taken
into account, the Commission is to consider the degree of
correlation between the price of the raw agricultural commodify
and that of the processed produét. If added market value is
faken into account, the Commission is to consider whether the
value of the raw agricultural product coﬁstitutes a "significant
percentage" of the value of the processed agricultural

product. 4/ Further, Congress has emphasized that the Commission

Concentrated Orange Juice from Brazil, Inv. No. 731-TA-326
(Final), USITC Pub. No. 1970 (April 1987) at 11-12; Live Swine
and Pork from Canada, Inv. No. 701-TA-224 (Final), USITC Pub. No.
1733 (July 1985) at 6. Although the statute now directs us to
consider whether there exists a "substantial coincidence" of
economic interest, it does not appear that this revision is
intended to create a more stringent standard. See H.R. Rep. 40,
Part I, 100th Cong., 1lst Sess. (1988) at 122; S. Rep. 71, 100th
Cong., 1lst Sess. (1988) at 110.

3/ 19 U.S.C. § 1677(4) (E) (i) (II).

4/ 19 U.S.C. § 1677(4) (E) (iii).
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is to focus on relevant economic relationships, not necessarily
legal relationships, pointing out that high price correlation may
result from market factors as well as contractual
relationships.5/

According to petitioner, from 1984 to 1988 the correlatiop
between hog and pork prices was between 90.5 and 98.8 percent. &/
Data from the USDA Economic Research Service show that from
January 1975 through May 1989, fluctuations in the price of live
;swihe "generally coincided with similar fluctﬁations in the
wholesale price of unprocessed pork and the price of processed
and retail cuts of pork." 7/ Commission staff further calculates
that the degree of monthly price correlation between live swine
prices and a weighted average price of three unprocessed
wholesale pork cuts (bellies, hams and loins) equals 95 percent. 8/
I conclude that such price correlation is high.

With regard to the value added to live swine by producers of
wholesale pork, data from the American Meat Institute show that
the cost of live swine equals approximately 89 percent of the

total cost of goods sold by packers and packer/processors whose

5/ See H.R. Rep. 40, Part I, 100th Cong., lst Sess. at 122
(1987); S. Rep. 100-71, 100th Cong., 1st Sess. at 110-111 (1987).

6/ Petition at 24-27.

1/ Report at A-45-A-46.

8/ Investigations Memorandum INV-M-090 at 1. The correlation
between swine prices and "carcass cut out value" -- that is, a

measure of the cost of the pork cuts from the swine carcass —- is
98 percent. Id.
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fresh meat sales constituted more than 67 percent of total sales. 9/
Data obtained from responses to Commission producer
questionnaires also show that from 1986 to 1988, hogs accounted
for an average of 89.6 percent of the cost of goods sold, which
in turn accounted for roughly 96 percent of the value of net
sales. 10/ Thus, the value of swine constitutes a significant
percentage of the value of wholesale pork. 11/ In my view, the
limited value added by packers constitutes evidence of
coincidence of economic interests. 12/

Respondents contend that hog producers and pork packers do
- not have substantially céincident economic interests, primarily
for two reasons. First, they point out that the profitability of
growers and packers may differ due to different cost structures.
Thus, the one sector's profitability may be adversely affected by
increases in certain costs (feed prices, labor costs, government

regulation, etc.) that may have little or no impact on the other

9/ Report, Table 13. Petitioner calculates that hogs represent
"at least 84.8 percent" of the value of fresh pork produced over
the period 1986-1988. Petitioners' Prehearing Brief at 15.

10/ Report at A-30-A-31.

11/ This reinforces the claim by petitioners and the conclusion
by the Department of Commerce that packers essentially perform a
finishing operation that does not substantially alter the
commercial character of live swine. See Petitioners' Prehearing
Brief at 15-16, 21, 43; Commerce Final CVD Determination at 9-10
(Claimed 20 percent value added by Canadian packers/processors
found not to alter the essential character of live swine and
determined to be limited.)

12/ See S. Rep. No. 100-71, 100th Cong., 1lst Sess. 111 (1987).
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sector. 13/ I am not persuaded, however, that this demonstrates
the absence of substantially coincident economic interests.. .-
Growers and processors are likely to have different cost facfors
in any agricultural industry, even those where growers and
processors are vertically integrated. -

Respondents also argue that, due to the hog cycle,. packers’
profits are greatest when growers are least profitable, and vice .
versa. As in other agricultu;al industries where there are normal
cycles in the production of the raw agficuiturai ihput, thé
performances of hog growers and packers do appeér td foliow
different trends at certéin points in the cycle. During the
expansion phase of the hog cycle, for example, when hog supplies
.are low, hog prices may increase rapidly while wholesale pork
prices increase more slowly, thereby squeezing the packers'
profit margins. At the peak of the hog cycle, when hogs are in
oversupply, hog prices may decline so rapidly that growers are
unablé to cover their costs of production. 14/ As this occurs,
packers'vprofié margins may actually increase, because wholesale
'pork prices may decline more slowly than hog prices and herd

liquidation enables packers to run more animals through their

13/ See Tr. at 134.

14/ There are no other markets wherein growers may sell their
product profitably and, as prices decline, it also.is | o
unprofitable to withhold hogs from the market. As a result, -
growers are forced to liquidate their herds, which depresses
prices even further. See Report, Appendix D. .



packing plants, thereby reducing their unit costs. 15/
Thereafter, however, as further contraction reduces the supply of
animals to levels that are inadequate to meet demand, packers’
earnings and profit margins may decline, because packers are
running fewer animals through their plants over which to spread
their fixed costs and because they bid up the price of hogs.
Thus:

When producer prices are lowest with production up,

packer margins and profits are greatest., When producer

prices are highest, packers margins and profits are

smallest. 16/

In my view, the fact that packers and growers may be most
profitable at different points inlthe hog cycle does not
necessarily establish the absence of a éubstantial coincidence of
economic interests. The demand for hogs is dependent on the
demand for wholesale pork. The two indicators of coincident
economic interests specifically cited by Congress in the statute
—— high price correlation and low value added —— are present in
this industry. In addition, both growers and packers (aséﬁming
they can maintain their profit margins) prefer higher prices,

which serve to guarantee plentiful sources of supply.

15/ Por a discussion of studies indicating that price changes at
the wholesale pork level lag behind price changes at the farm
level, see Boyd & Brorsen, "Dynamic Relationship of Weekly Prices
in the United States Beef and Pork Marketing Channels," Canadian
Journal of Agricultural Economics (Nov. 1985).

16/ Petitioners' Posthearing Brief, Attachment A at 4.
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= Also relevant to this -issue, I believe, is the question of
whether, over the longer term, there exists a substantial
coincidence of economic interest vis-a-vis. the subject imports.
Sales of subsidized pork imports may displace sales by domestic
packers of pork processed from domestic hogs. Also, given the
relatively inelastic demand for wholesale pork, an increase in
subsidized Canadian pork exports to the United States can have .a
significant, adverse impact on domestic hog and pork prices. 11/
In the short term, packers .may be better_able?than growers to
reduce the adverse impact of lower priees on their profit
margins..Nevertheless, lower prices will ultimately lead to a
contraction in domeefic suppiy, at whlch point. packers also may

suffer reduced operating marglns. _ﬁ/ Thus, both growers and

17/ See. e.g., Petitioners' Prehearing Brief, Attachment 1 at 2.
Even a relatively small increase in domestic hog production, or
in the sale of pork imports that displace the sale of pork
slaughtered from domestic hogs, may cause the supply of animals
available for slaughter to be too large to clear the market at
the prevailing price, resulting in price declines. See "Review
the Inspection and Increased Importation of Canadian Market Swine
and Pork Products;" Hearing before the Subcommittee on Livestock,
Dairy, and Poultry of the House Committee on Agriculture, May 19,
1989, Report:No. 89-896 at 79. Increased imports also may force
an even deeper contraction (trough) in the hog cycle, by
requiring domestic hog producers to reduce their production even
-further before domestic prices can begin to rise again.. Canadian
production and exports therefore threaten to exacerbate the costs
of the hog cycle to U. S producers §eg Petitioners' Prehearing
Brief at 2, 6. '

18/ At the p01nt where the contraction in hog supplies leads to
shortages, packers will bid up the price of hogs. To the extent
price competition from the subject imports prevents packers from
passing on such prlce 1ncreases, packers' profit margins will
decline. - A ) S . , ~
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packers are susceptible to injury by reason of an increase in
subsidized Canadian pork imports. |

Moreover, the statutory scheme granting the Commission
discretion to include growers within a domestic industry
producing a downstream agricultural product explicity recognizes
that, at any given point in a production cycle or in response to
an increase in the subject imports, one sector of the industry
may be doing better than the other. 19/ Where this occurs, I do
not believe we should define the domestic industry in such a
manner as to

focus our assessmenﬁ of the impact of the dllegedly

subsidized imports on that segment of the . . .

production process most able to minimize the impact of
the imports, thereby disregarding the impact of such

19/ As noted in the legislative history to the Trade Agreements
Act of 1979:

Because of the special nature of agriculture, including
the cyclical nature of much agricultural productlon,
special problems exist in determining whether an
agricultural industry is materially injured. For
example, in the livestock sector, certain factors
relating to the state of a particular industry within
that sector may appear to indicate a favorable
situation, when in fact the opposite is true. Thus,
gross -sales and employment in the industry producing
beef could be increasing at a time when ecoérnomic loss
is occurring, i.e., cattle herds are being liquidated
because prices make the maintenance of the herd
unprofitable.

S. Rep. 249, 96th Cong., 1lst Sess. at 88. See also., S. Rep. No.
100-71, at 111 ("{Ilnjury to the growers or producers of the raw
agricultural product is relevant in determining injury to the
domestic industry."”)



35

imports on the growers, that segment least able to
adjust(.]1" 20/

With regard to whether hog growers are threatened with
material injury by reason of the subject imports, the evidence
indicates that U.S. swine production is in, or is about to enter,
a modest contraction phase. 21/ In 17 of the past 19 months, U.S.
feeders have suffered negative net operating margins. Farrow-to-
finish growers also have suffered negative operating margins in
every month since September 1988. 22/ Under these preseht
conditions, I bélieve that domestic hog producers are

'particularly vulnerable to thé adverse volume and price effects
of increased pork imports from Canada. Therefore, I conclude that
the domestic industry ——consisting of both packers and growers ——
faces a real and imminent threat of material injury from the

subject imports from Canada. 23/

- 284 Lamb Meat from New Zealand, Inv. No. 701-TA-80 (P), USITC
Pub. No. 1191 (1981) at 8. See also, S. Rep. 249, 96th Cong., 1st
Sess. at 90-91. In National Pork Producers Council, the Court of
International Trade upheld the Commission's finding of two
separate industries in Live Swine and Pork from Canada, Inv. No.
701-TA-224 (Final), USITC Pub. No. 1733 (1985). However, I do not
read the Court's decision to preclude a contrary determination,
based on substantial evidence, in this case. Roses., Incorporated
\4 ni + ___CIT ___ (No. 84-10-013711) slip Op. at 4
(August 18, 1989).

21/ Report, Appendix D.

22/ In April 1989, U.S. feeders' net margin was -$11.79, and
farrow-to-finish growers' net margin was -$11.11, per
hundredweight. Id.

23/ Even if I had defined the domestic industry to include only
packers, substantial evidence in this investigation indicates
that packers are threatened with material injury.
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DISSENTING ViEWS OF CHAIRHAﬁ BRUNSDALE AND VICE CHAIRMAN CASS

Fresh, Chilled, or Frozeh Pork from Canadé
Investigation No. 701-TA-298 (Final)

We dissent from the Commission's affirmative determination in this
final investigation because we do not agree that the record before us .
présents sufficient evidencé tﬁat an industry in the United States is
materially injured or threatened with material injury by reason of suBsidized'
imports of fresh, chilled or frozen pork from Canada. In these Di;senting_
Views we explain our delineation of the appropriate like product and domg§tic

industry, and our analysis of the current and future impact of subsidized

pork imports on that industry.

I. LIKE PRODUCT AND DOMESTIC INDUSTRY
'A. Like Product!'
_In this case -both Pétitioners and Respondents agree-that_the_domestic{

products most "like" the imports subject to investigation are fresh, chilled,

! Under Title VII of the Tariff Act of 1930, as amended, the Commission must
assess the effects of subsidized imports on the industry in the United States
comprised of "the domestic producers as a whole of a like product or those
producers- whose collective output of the like product constitutes a major
proportion of the total domestic production of that product." 19 U.S.C. §
1677(4) .. Title VII further defines "like product" as "a-product which is
like, or in the absence of like, most similar in characteristics and uses
with, the [imports] subject to an investigation." 19 U.S.C. § 1677(10).
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and frozen pork.2 Sﬁihe{ the raw agricultural product from which pork is
produced, and pork that has been processed beyond the slaughter and cut
stage, such as ham, bacon.and sausage, were not'investigated by the Commerce
Department3 and the ﬁarties have not argued that either of these should be
included in the like product in this final investigatioﬁ. We therefore find,
as we did in the preliminary ‘determination, that the like product is
domestically produced fresh, chilled, and frozen pork.*
B. Domestic Industry

' Here, as in the preliminary investigation and prior proceeci-ings;S the
dispute between the parties centers on whether live swine growers should be
included in the'domestic industry along with packers that slaughfer, cut, and
pack pork for further processing or retail sale. Although Title VII of the
Tariff Act of 1930,6 clearly requires attention to this issue, in the

ordinary case the statute does not appear to contemplate that technical

2 petitioners' Prehearing Brief at 9-10; Prehearing Brief of the Canadian Meat
Council and its members and Canada Packers Inc. at .48 ("CMC" Prehearing
Brief"); Prehearing Brief of the Canadian Pork Council and its Members and
Moose Jaw Packers Ltd: at 2 ("CPC Prehearing Brief").

3\§gg Final Affirmative Countervailing Duty Determination: Fresh, Chilled,
and Frozen Pork from Canada, 54 Fed. Reg. 30774 (July, 1989)

4 See Fresh, Chilled or Frozen Pork from Canada, Inv. No. 701-TA-298
(Preliminary), USITC Pub. 2158 (February 1989), Dissenting Views of Acting
Chairman Anne E. Brunsdale at 40; Dissenting Views of Commissioner Ronald A.
Cass at 55-56. .

5 See Live Swine and Pork from Canada, Inv. No. 701-TA-224 (Preliﬁinary),
USITC Pub. 1625 (Dec. 1984); Live Swine and Pork from Canada, Inv. No. 701-TA-
224 (Final), USITC Pub. 1733 (July 1985) (hereafter "Live Swine"), aff'd sub
nom,, National Pork Producers Council v. United States, 661 F. Supp 633 (Ct.
Int'l Trade 1987). o

6 The countervailing duty provisions of the Act are codified at 19 U.S.C. §
1671.
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judgments on issues suchlas industryﬂdefinition Villvdictate the disposition_’
of our investigationsf If the_injuryAcaused by the-dumped.or:subsidised‘ -
imports is analyzed critically, apart from mere description of aggregate
trends or overall conditioos in a given dﬁdustry, there is much less
likelihood that industry definitdon_Will determine the»outcome.; Nonetheless,
before Voting.oo investigationsfsuch as thds yhere industry defindtion is
seriously at issue,;ye take the precautiop of assessing thezracts_to,_
determine'the outcome aPpropriatevunder_either arguably proper definitioni
Though we will not detail both analyses in our ddscussion of materia; injury,
we note that we reach the same conclusion regarddnguthe.impact,of imports :
whether nginclude onl& packers_ip the domestic industry or whether ve
include both growers and packers.

Both the parties and Congress have devoted considerable thought to the
proper definition of the domestic industry in this case. - In recognition of.
this, we believe it important to glve a . full. expos1tlon of our reasons for
determining that 11ve sw1ne growers and pork packers do not const1tute a
single 1ndustry, desplte our conc1u51on that the outcome of the case 1s not
affected by the 1ndustry def1n1t10n."‘. | ‘

Petitioners argue that the Commission should 1nc1ude’growers in the
domestic 1ndustry in llght of Sectlon 1326(a) of the Omnlbus Trade and
Competitiveness Act of 1988 (OTCA) 8. Sect1on 1326(a) prov1des that the

domestic industry produc1ng a "processed agr1cu1tura1 product" may include

7 Petitioners' Prehearing Brief at 9-10.

8 pub. L. No. 100-418, § 1326(a), 102 Stat. 1107, 1203-04, codified at 19
U.S.C. § 1677(4)(E). co ‘
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both'ghe growers.of the raw agricultural pro&uct and the packers or
processors ofAthe fiﬁisheo product if:the processed product is produced from

the raw product‘"throﬁgh a singie continuous line of production" and growers"

share a "substantlal c01nc1dence of economic 1nterest" with processors.

Accordlng to Petltloners OTCA reverses the Comm1551on s decision in L;gg

9

§g;gg as afflrmed in Ng;;gngl_ﬂg;k 10 that growers and packers do not share
the "requlslte economic 1nterests" to be treated as a 51ng1e 1ndustry |
?roducing_the like_product, and'therefore requires us in this investigation
to iﬁéiﬁde Both'inlthe domestic J'.nt_iusr.r}"..{1 | .' .
In defining the domestic industry in this investigation, we therefore

undertake a‘twofoidAanAIYSis. First we examine whether, as Petitioners

% The relevant portion of ‘the statute provides:

[(Iln an investigation involving a processed agricultural product °
produced from any raw agricultural product, the producers or
growers of the raw agricultural product may be considered part of
the industry producing the processed product if--

*(I) the processed agricultural product is produced from the raw
‘agricultural product through a single continuous line of
_productlon' and

(II) there is a substant1a1 coincidence of economic
interest between the producers or growers of the raw
.agricultural product and the processors of the
‘processed agricultural product based upon relevant
~ economic factors, which may, in the discretion of the
- Comm1381on, 1nc1ude price, added market value, or
other economic interrelationships (regardless of
whether such coincidence of economic interest is based
upon any legal relationship).

2

19 U.S.C. § 1677(4) (E) (1).
10 '
661 F. Supp. §63.

" Petitioners' Prehearing Brief:at 18-42,
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argue, OTCA imposes a new standard on the Commission different from its
traditional approach to the definition of agricultural industries, or
whether, as Reépondents belieQe, OTCA mereiy codifies this ap‘proabh.12
Second, having formulated our reading of the stafutory test, we apply the
test to the evidence before us regarding the manner in which hog growers and .
pork packers function in today's market to determine whether they should be
included in the same domestic industry. '

1. Interpretation of OTCA

Turning to the question of the prbper interpretation of OTCA, we
discuss below the development of the Commission's two-part test for including
growers'andﬁpackers in the same domestic industry and the legislative ‘history
of Section 1326 in light of the parties' arguments on the Commission's
interpretation of that provision.13

Prompted by congressional expreésions of concern in the 1979 Trade
Agreements Agt regarding the "special problems" of accurately determining

whether agricultural industries are materially injured by imports," the

Commission developed an alternative to the analysis used in cases involving

12 CMC Prehearing Brief at 48-49, 52-53; CPC Prehearing Brief at 3-4.

3 The Dissenting Views of Vice Chairman Cass to the preliminary determination
contain a lengthy discussion of the pre-OTCA development of the Commission's
two-part test for defining agricultural industries.

% In its report on the Trade Agreements Act of 1979, the Senate Finance
Committee noted that the "special nature" of agriculture creates "special
problems" for determining whether an "agricultural industry" is materially
injured. The Committee then explained that, for example, when livestock are
unfairly traded, packers may be doing well wh11e growers are 11qu1dat1ng stock
because prices make maintenance of the herds unprofitable.

S. Rep. No. 249, 96th Cong., 1lst Sess. 88 (1979). Though these statements
concern the material injury determination, the Commission referenced them when
deciding like product and domestic industry questions. : 4
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component suppliers and end-product manufacturers. In agricultural cases the
Commission began considering on a case-by-case basis whether to include both
growers and packers in the domestic industry.'® In order for both producers
and processors of the raw agricultural product to be included in a single
domestic industry, the Commission had to find (1) a single, continuous line
of production from the raw agricultural p;oduct to the processed product; and
(2) a sufficient coincidence of economic interest between the packers and
growers such that the two were adversely affected by the offending imports in
a like manner. Unless both parts of this test were satisfied, the Commission
included producers and processors in separate domestic industries.'¢

The Commission applied this test in Live Swine and found that growers
and packers were two separate industries with respect to hog and pork
production.17 Though the Commission found that pork was produced through a

"single, continuous line of production" from growers to packers, it

determined that growers and packers did not share the "requisite integration

15 See, e,g,, Certain Table Wine from France and Italy, Inv. Nos. 701-TA-210-
211 and 731-TA-167-168 (Preliminary), USITC Pub. 1502 at 4-10 (March

1984) ("Table Wine"); see also Live Swine; Certain Red Raspberries from Canada,
Inv. No. 7331-TA-196 (Final), USITC Pub. 1707 (June 1985) ("Raspberries");
Frozen Concentrated Orange Juice from Brazil, Inv., No. 701-TA-184 (Final),
USITC Pub. 1406 (July 1983)("Orange Juice"); Lamb Meat from New Zealand, Inv.
No. 701-TA-80 (Preliminary), USITC Pub. 1191 (Nov. 1981) ("Lamb Meat"); Fish,
Fresh, Chilled or Frozen from Canada, Inv. No. 701-TA-40 (Final), USITC Pub.
1066 (May 1980) ("Fish from Canada").

6 see e.g,, Table Wine, Raspberries, Orange Juice, Lamb Meat, and Fish from
Canada.

7 Live Swine involved subsidized imports of both live hogs and fresh,
chilled, and frozen pork. The Commission found that while hog growers were
materially injured by imports of live swine, packers were not injured by
imports of pork products. Live Swine at 3.
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of economic interest."'® The Commission therefore included only -packers in
‘the domestic industry producing pork.19

Petitioners in that investigation, the National PorKk Producers Council-.
(the NPPC, who are also Petitioners here), appealed the Commission's
definition of the like product and domestic industry producing pork to the.
Court”of International Trade.?® The court specifically ruled that”substahtial
evidence on the record supported the Comﬁission's finding that insufficient:
integration of economic interests between the growers and packers justified
including only the packers in the pork producing induStry.zt

Immediately after the Commission's decision in Live Swinei Senator
Grassley introduced legislation that: would have required the Commission to
include both growers and packers. in the domestic industry inicases in which
the Commission found that the processed agricultural product like the ‘subject
import was produced from the raw product in a single continuous line of

22.

production. In his comments introducing this legislation Senator Grassley

explained his understanding that the Commission's traditional test for
determining whether to include growers in -the domestic industry required a

single line of production or other “evidénce of economic interdependence.zs'*

18 Live Swine at 6-7.

19 Id, at 7.
¢ see National Pork Producers Council v. United States, 661 F.Supp. 633 (Cti
Int'l Trade 1987).

21 661 F. Supp. at 638.
22 g5, 1629, 99th Cong., 1lst Sess., 131 Cong. Rec. 23338 (1985).

23_11'_ - .. e T
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After‘hearings were held on the proposed legislation, at whieh
witnesses from the Commission end the Office of the United States Irade
Bepresentative testified, Senator Grassley introduced amendments to the bill
in order to. correct this misinterpretation of Commission practioe.24
Spec1f1cally, Senator Grassley noted that the "bill would maintain the two-
part test currently applied by the International Trade Commlssmn."25 He
explained’ fu:ther that this test requlred that the processed product be
produced through a single line of production and that a coincidence of
economic interest exist between growers and packers.?® 1In addition, the bill
provided that the Commission determine coincidence of econémic interest
"based uponfreievant economic factors, which may include pfice,‘market value
added... or other economic interrelationships...,"” rather than directing the
Comm1331on to con31der spec1f1c factors.?

Petitioners make much of these amendments to the definition of domestic
induetry for cases inyolving processed agricultural proaucts. Also
pertinent, hovwever, is what Congress did not do. Congtess could have
mandated that, in every;case involving a processed agricultural ptoduct like

pork, the grovers automatically be included in the domestic industry.28 The

amendments-fell far.snort of that imperative, outlining only a series of

% s, 2244, 99th Cong., 2d Sess., 132 Cong. Rec. 6347 (1986).
® 14,

% 1d.

a IQ.'(emppasis.added).

2  Indeed, Congress has so mandated in connection with wine and grape
products subject to investigation. 19 U.S.C. § 1677(4)(A).
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circumstances in which the Commission "may" join growers and producers.into
one domestic industry. Further, in articulating those circumstances, - .
Congress did not alter the focus of the industry definition. ‘It did-not, for:
instance, suggest that the Commission determine .what industry definition
would best identify the set of domestic producers most likely to have been
injured by the import practice being investigated. While there is reason to.
believe that our industry definition usually does indeed identify that group
of domestic producers,27 Congress continued to suggest that the domestic .
industry be defined on the basis of general factors rather than factors more .
narrowly focused on the affects of specific imports and trade practices.

Despite some. expression of congressional dissatisfaction with the
Commission's determination in Live Swine, after Congress investigated the
issues it passed legislation that actually retained the Commission's
traditional approach. The Statement of the Senate Finance Committee
regarding the final bill confirms this interpretation: .

The amendments contained in section 326 of the bill directly

relate to the inquiry made by the ITC under Title VII of whether

agricultural industries are being materially injured by dumped or.

subsidized imports. Many of the concepts embodied in these

* amendments have been derived from:ITC practice in past cases )
involving agricultural products. The purpose of including them
in the statute is to give explicit congressional endorsement of

their consideration, and to encourage their application.3°

There is little doubt that the bill as enacted contains at least

. ® See, e.g., Generic Cephalexin Capsules from Canada, inv. No. 731-TA-423
(Flnal), USITC Pub. 2211 (August 1989) at 30-33 (Additional Views of Chairman
Anne E. Brunsdale).

30 g, Rep. No. 100-71, 100th Cong., lst Sess, 108-111 (1987).
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a mild admonishmentlto the Commiséion to place more emphasis than.it did in
Live Swipe on econoﬁic indices of integration, as opposed to legal ones, in
its industry determinatipn.31 The new law specifically informs the
Cémmission that it may find a coincidence of ecgnomic interest based on
relevant ecohomic'factorg'"regardless of whether such coincidence of economic

"32  The Commission is also

interest is based upon any legal relationship.
told that if it takes price into account, it must "consider the degree of
corfelatiéh‘between the price of the raw agricultural product and the price
of the processed agricuitural product," and that if ‘it takes value added intb
account it must "consider whether the value of tﬁe raw agricultural product
constitutes 'a significant percentage of the value of the processed
agricultural product,"3

These provisions in no way, however,';educe the Commission's discretion
to examine and give weight to whatever factors it deems relevant iﬁ light of
the circumstances of the specific case. They certainly do not expressly or
otherwi;euoverturn the Commissiqn's degisidn in Live.Swine. "In light of the
améendments to the lav previously made on behalf of'wiﬂé‘grape growers, it is

clear that had Congress wanted to ensure that hog growers would be included

3! In Live Swine the Commission disposed of the question of economic interest
on the basis of the legal relationship between growers and packers, noting but
giving very little weight to the information respecting the underlying
economic relationship between growing swine and processing pork. In addition,
the Commission expressly found evidence that the high price correlation
between live swine and fresh, chilled, or frozen pork was not probative as to
the existence of economic integration of growers and packers. Live Swine at
6-7. - o :

32 19 y.s.C. § 1677(4)(E) (i) (ID).

33 19 U.S.C § 1677(4) (E) (iii)(I) & (II).
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in the domestic.industry with packers, it could have passed legislation more-
specifically directed to that end.

2.. Application of OTCA Test <y

Having said that Congress did not greatly alter the test for inclusion...
of raw agricultural producers in the industry arguably injured by processedp
imports, we should be quite clear in stating -that application of the . -
statutory test in this investigation is-far from.easy. .The evidence does. not
unequivocally support either inclusion or exclusion of_hog“growers_from the .
domestic industry. Indeed, the one prong .of the;industry.defipi;ion,thsg;is
readily applied here suggests a result that we believe, on balance, is .not:
compatible with cﬁe second prong.

‘The. first issue is the existence of.a single, continuous line of
production;34~“There is no, dispute thatqfresh,4chilled, and frozen pork ereﬁ
produced :through a single continuous line,of.production beginning with the .
growing of the hogs -and concluding-with the slaughtering of the hogs and the.
cutting. and packing of -the meat. .Hogs: are. completely devoted to .the .
productionlof pork and, conversely, pork is-produced entirely from-hogs..

o

3 19 U.S.C. § 1677(4) (E) (ii) provides that:

the processed agr1cu1tura1 product shall ‘be consideréd to be processed from a
raw agricultural product through a single continuous line of production if --

(I) the raw agricultural product is substantlally or -
completely devoted to the production of the processed agrlcultural product°~
and .

- (II) the processed agricultural product is produced -
substantially or completely from the raw product. S c R
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Both Petitioners and ﬁespohdehts essenﬁiAIIy agree on this boiht;35 and ve
believe that the evidence compels this conclusion. Priérlté enactment of
OTCA, the Commission in Live Swine reached fhis conclusioﬁ based on its .
fraditional'reasbning. The partiés haQe nof askéd us té révisit this issue
in light of OCTA.

The parties have insteéd'devbted their arguments to‘fhe more diffiéult
‘question of whether packers and growers share the requisite degree of
economic interest for both to be inclﬁdéd in the domestic indﬁstry.
Pﬁtitibnefs urge the Commission fo déeﬁ priée aﬁd valde addéd not'only‘to‘be
televant coqsiderations in this invéstigafion. but the key‘indicators of the
claimed correspondence between the economic interests of gfﬁwers ;nd
packers.363:Pétitioners-Stress that'the Cbmmiséion should not disreéafd these
facfbrs,vthe only two n;med in thé'sﬁatuﬁé, in favor of an anﬁlysié of other
economic factors such as relative profitabilityAand costs.3 :Péti€ionéré‘
pléCe further éﬁphééié on the stétutéry directive to the Cthission; should
it choose to evaluate pricé and value added, to consider "the degree of
correlation betweenlthe'ptice of the raw agricultural p?oduct and the pricé
of the processed agricultural product," and "whether the value of the raw
agricultural product constitutes a significant percentage of the value of the

processed agricultural product."38

fS»Petitioners' Prehearing Brief at-10-11. Respondents do not argue the
peoint. ' . . : - ’ ‘

3 petitioners’ Prehearing Brief at 14-15.

7 14, at 12, 59-60.

38 14, at 14-15. See 19 U.S.C. § 1677 (4) (E) (iii). Chairman Brunsdale notes
that Petitioners' arguments would apply to a lesser or greater degree
‘ (continued...)
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With respect to price, Petitioners point to the extremely high
statistical correlation, usually above 90 percent, between the price of hogs

39

and the price of pork over the last ten years. They argue that this

correlation in price movement is exactly the evidence of a high degree of

convergence in economic interests contemplated by the statute.*0

Similarly,
Petitioners note that hogs constitute over 85 percent of the value of the
finished fresh, chilled, or frozen pork product."1 Petitioners believe these
two facts indicate that packers are in essence "finishers" that Congress
intended to include in the domestic industry only with growers.*? In }ight
of the statutory scheme for the treatment of agricultural products,
PetitionersAargue that "the producer and the finisher cannot logically be
evaluated separately."43

Respondents, however, look beyond these facial indicators of similar

economic interest to the actual business conditions of the industry, arguing

that statistical price correlation and the amount of value added are not

38(...continued)

depending on the extent to which a product satisfies the first, continuous-
line-of-production prong of the statute; indeed, the more the product
satisfies this prong, the higher the correlations identified by Petitioners
are likely to be. In Senator Grassley's original bill, this would have been
sufficient. See n.23, supra, and accompanying text. But Congress made the
second, coincidence-of-economic-interest prong a requirement rather than an
alternative, indicating that more than a correlation in prices and high value
added are necessary.

3 14, .

“ g

4 1d, at 16-17.
42 14,

43 petitioners' Prehearing Brief at 44.
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indicative of a coincidence of economic interest between growers and

%  They stress the divergence of interests between growers and

packers.
packers based on their competing motivations with respect to hog prices and
the differences between the costs.and production constraints faced by each.4®
They argue further that value added is not germane to the Commission's
determination on the industry issue because whatever the value added by
packérs,'the adversity of packef and grower interests remains the same ., 46
ﬁoreover, they assert that whether packers are "finishers" is not the
standard enunciated by the statute.47_

With respect to the seeming correlation bet&een the movement of pork
and hog prices, Réspéndents pdinf to evidence that hog prices rise and fall
faster than retail pork prices and that, as a result, packef margins are
squeezed during a period of rising'hog prices until hog supplies ihcréase,
bringing hog prices down, %8 Respondents note that because packers have high
fixed costs, increased productioﬁ allows them to gain economies of scale and

increase margins relative to pork prices."9

Packers profit most when pork
prices remain high as hog supplies increase and hog prices drop. Conversely,

Respondents argue, such conditions reduce growers' profitability and are a

4 cmMe Prehearing Brief at 49, 57458;'Attachment A at 7-8; CPC Prehearing
Brief at 3-4. ‘ '

4 cmMe Prehearing Brief at 49, 58; CPC Prehearing Brief at 4-7.
4 cMc Prehearing Brief at -59-60, Attachment A at 8-9.
47 cMe Posthearing Brief at 7.

“8 CcMC Prehearing Brief at 57, 60-61, Attachment A at 4-6; CPC Prehearing
Brief at 3, 5-7.

49 coMe Prehearing Brief at 49, 58.
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signal to growers to reduce production.50 Respondents conclude that this
inverse relationship between profit margins for packers and growers leads the
two groups to different production décisions reflecting‘their different
interests and costs of production.51 As a result, Respondents argue that
packers and growers are not necessarily affected by external influences on
pork prices; such as imports, in the same way.52

We find that Respondents depict the interests of growers and packers
more reali#tically than Petitioners and therefore have the more persuasive
arguments on this issue. The record evidence overwhelmingly supports
Respondents' contention that packers profit when the supplies of hogs are up
and prices are cofrespondingly low. Growers, on the othervhand, suffer under
these conditions, profiting from exactly the opposite situation when hog

" supplies are down and prices are correspondingly high. Because the demand

50.]_:.@:.

31 Respondents note that

[nJumerous factors have been identified that affect the two
industries differently. Hog growers, as an agricultural business,
are greatly affected by feed prices, weather

(particularly drought), disease, and the like. These
agricultural factors are of little concern to pork packers,

who essentially run manufacturing enterprises. As

manufacturers, packers have greater concerns with labor

costs and disputes, OSHA regulations, and government meat
inspection regulations.

Analysis of these factors simply highlights ... that hog growers and
pork packers operate separate businesses requiring different
skills, applying different inputs and technologies, to produce
different products.

CMC Prehearing Brief at 62-63.

2 cMC Prehearing Brief at 62-64.
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for pork is reiatively inelastic -- that is, an increase in the supply of
pork may cause pork prlces to drop dramatlcally because consumers do not
expand thelr purchases proportlonate to the increase in supply -- growers
actually receive higher overall revenues when they produce fewer hogs.3

The record further indicates tnat growers and packers not only face
dlfferent costs of productlon as would be expected but that there is no
shared cost structure. The pr1ce of feed corn may 1nfluence a grower's
decision to produce a certain number of hogs in 11ght of forecast pr1ces for
live swine, but because live swine prices are set by overall supply and
demand for nogs, these costs are not necessarily passed directly to the
packers. Packers experlence changesﬂln grower costs only indirectly through
the growers' supply response.

| By the same token the record 1nd1cates that pork packers do not
directly pass changes in pork prices back to growers. While we agree with
Petitioners that the statute does not require the simple temporal alignment

of economic interests between growers and packers,>*

our definition of the
domestic industry in this case is 1nformed by our conc1u51on that growers and
packers do not necessarlly respond to reta11 sales volumes and prlces of pork
products in the same manner at any time in either's business cycle.‘

Petitioners themselves supplled some of the most cogent ev1dence in the

record that the primary short and mid-term (one to five years) determinant of

3 Report at Appendix D.

% Ppetitioners' Posthearing Brief at 4.
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hog prices in the United States is ‘the hdg cycle itself.”® On a year—to-~
year
basis, hog growers make production decisions in response to changes in their
own costs based on expectations regarding prices that result not from the

price of pork, but from the supply of hogs.56

Packers compete for hogs,
driving hog prices up relative to wholesale pork prices, to the point where
packer capacity is sufficiently utilized. At that point hog prices begin to .
drop.57

In discussing the circumstances under which growers are likely to
experience injury from imports, Petitioners quote the Additional Views of
former Chairman Liebeler in the Live Swine case:

The share of the injury incurred by the growers will depend on

the share of their product that goes into the final product and

the relevant elasticities of supply.... If the packers' supply

curve is infinitely elastic, thén all of the injury will be

passed to the growers.

While we agree that this is a correct understanding of when packers
will pass changes in the market for retail pork back to hog growers, we do

not agree with Petitioners that packers in this case face a perfectly

inelastic demand curve; we thus disagree with the premise for Petitioners'

5 gsee Petitioners' Posthearing Brief at Attachment A, "Pork Industry
Handbook," Cooperative Extension Service, Purdue University (1978).

56 Changes in the consumer demand for pork, which until recently was

constant, have only a long-term impact on the number of hogs that pork packers
can profitably turn into pork products. Petitioners' Posthearing Brief at
Attachment A, p. 1, 3.

57 14, at's,

% petitioners’ Prehearing Brief at 86.
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assertion that packers do not operate as would businesses following a supply
curve and that hog grbwers bear the full cost of changes in the market for

pork.59

Rather, the evidence before us indicates that the packers also are
responsive fo changes in.the market for pork; théir supply curve depends on
their operating costs, on the prices and quantities of hogs available from
domestic hog production, snd on the prices and aQailability of imported
hogs.66 Ths evidence suggests that the supply curve for domestic pork
production‘is affected by changes in any of these variables and that it is
highly, but not completely, inelastic.®

This does not mean that packers are the only ones affected by the
subsidized imports of pork or even that they are more affected than growers.
The record contains an eXtraordinary amount of evidence on this point. A
fair readlng‘of it could sustaln almost any prop051£10n What seems to us

most consistent with the ev1dence is that a Shlft in the demand for domestic

retail pork due to imports will change the packers' derived demand for hogs,

% 14, at 87. Petitioners argue that packers simply slaughter whatever hogs
are made available to them in any given period and posses no ability to alter
pork production in response to changes in the price of pork products.

60 Memorandum to the Commission from the Office of Economics, EC-M-315, dated
August 24, 1989 ("Economics Memorandum") at 5.

This memorandum notes that the packers' supply curve is also dependent
on the costs of other factors such as capital and labor, and on available
capacity and alternative production options. ' ’

We note that even after the imposition of countervailing duties on
imported Canadian swine, domestic pork processors still import a certain
amount of swine each year. Whatever the merits of the Live Swine decision,
the result can only have had a negative impact on the pork producers. Their
continued 1mportat10n of swine despite the duty strongly suggests that
processors perceive benefits from the Canadian trade. This is a further
indication that the interests of the processors and the growers are not
"coincident."

61 1d
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affecting both growers and packers, but affecting them in different ways.

The packers experience the effects of subsidized imports as a decrease
in the price obtainable for pork. So long as the packers are able to cover
their operation costs, this decrease does not‘directly affect demand for hogs
in the short term. The price of hogs will continue to be set principally by
capacity-driven packer demand and the available hog supply, which is
relatively invariant over the short term. Packers, thus, find their profit
margins squeezed in response to imports of pork at a time when hog growers
are unaffected.

Growers, however, may be affected by imports of pork in one or both of
two ways. They may experience a decline in the demand for hogs in the short
term; this decline will be slight if all packers remain in opération, but

operate at slightly lower levels of capacity utilization.®?

If some packers
currently operate at a marginal level of profitability while othér packers
currently operate near full capacity, the effect of any pork imports might'be
to so reduce packer ﬁrofitability as to cause a reduction in packing capacity
and a larger consequent decline in the demand for hogs. It is not certain
that packers would reduce pork production or, secondarily, capacity for
production; but if that occurred the short-term change in packers' capacity
would reduce demand for domestic hogs and exert dowhward pressure on hog
prices. Over the longer term, the impact on growers will be tied to changes

in the supply of hogs produced in anticipation of the effects of reduced

demand for domestic pork. It is important to emphasize the word

62 Of course, if packers continue to operate at current capacity utilization
levels, with similar demand for hogs but lower returns on pork, the packers
will experience all and the growers none of the effects of the imports.
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"anticipation," because the actual effect on hog growers depénds as much bﬁ
the reaction of other hog growers to the packers' anticipated response to
pork prices as it does on the packers' actual response. If hog growers as a
group are overly pessimistic, hogs will be in short supply relative to packer
demand at the initial hog price and hog prices consequently will rise, not
fall, in adjusting to imported pork. This, in essehce, is the story of the
"hog c&cle."

Under a different statutory instruction, the fact that grOWers can
experience harm from the subject imports might incline us to include growers
in the domestic industry. it‘appears, however, that the difference between
packers'and growers is more significant under the present law. It méy be
that ultimately the hog-growing industry, which is more price-elastic, will
experience a greater decline in révenues than the pork-packing in&ustry. The
competitive nature of hog-growing means that this revenue effect may not.
greatly affect what now shows up as growers' profits, but this does not
appear to negate the relevance of revenue effects under the statute. What
matters here is that this effect in both the long and short run is only
ambiguously related to the direct effects of the subsidized imports. Even if
growers could be said ultimately to be ‘more affected, the record here does
not clearly establish ény such ‘effect but does estabiish that packers bear

the primary (and'perhaps full) direct impact of price changes for pdrk.63

6 The degree to which this is true depends on the supply of hogs relative to
packers' capacity for pork production. As packers more closely approximate
full production prior to any increase in subsidized imports, they feel more,
and grovwers less, economic effect of pork imports over the near term, as the
likely effect of imports will be to decrease net returns to packers but not so
much as to take a marginal packer out of production thereby reducing demand
for domestic hogs.
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Given the current statutory test, this disparate impact of imports militates
in favor of excluding growers. The lack of correspondence in the impact of
imports on growers and packers, resulting as it does from the underlying
divergence in their economic interests, demonstrates that growers and packers
do not function as a single industry. in the marketplace, which is the issue
we must address here.

Petitioners' other arguments do not establish a legal basis for
rejecting the conclusion that growers and packers have insufficiently
coincident interests to be a single industry under the law. The concept
advanced by Petitiohers that packers add so little value to hogs that they
are merely "finishers" that "Congress has chosen to include with the industry
producing the product which is' 'finished'"% has no basis in the statute, the
legislative history or past Commission practice. In a case involving. )
processed agricultural produéts, the processors are the industry, with the .
possible inclusion of the growers. Perhaps one might argue that processing
involves so little economic activity that it cannot be considered an
industry. In this instance, however, thé value added by the packers of
around 15 percent is more than de minimis., Moreover, in light of tﬁg other
indications that packers are an industry independent of the growers,~trev
value added figures become less significant. Clearly, as discussed above,
the statute does not require that the Commission treat evidence regarding
value added as determinative of the coinéidence of economic interests between

packers and growers. -

¢ petitioners' Prehearing Brief at 16.
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-L,Betitiéners also ‘argue that under Commission precedent the
consideration of relative profitability is inappropriate in this
investigation.®® This argument misconstrues the Commission's examination of
the allocétion of revenues in prior cases. For example, in Orange Juice,
cited by Petitioner to demonstrate that relative profitability is not germane
to coincidence of economic interest,% bqth‘the growers and processors
derivéd their income from the sale of the final product and allocated the
révenues according to the cost of processing the fruit, a specified toll
charge, or some other formula. The profits of the growers and processors
were clearly linked to an agreed division of the ﬁrice'received for the
processed product,Aorange juice, and thus relative profitability was not
important. Here, the inverse relationship in the profitability of hog
growers and pork packers indicates that the fortunes of the two are not .
linked. In both- cases the Commission's focus is not on profitability per se
but on the evidence of a shared economié fate in the market for the processed
product vis a vis external factors such as imports that impact on sales and
prices for ‘that product.

Pétitioners'overstate their case by arguing that the opposition of
interests between gfowerS'and packers with respect to the price of the raw
product is inherent in any buyer/seller relationship and therefore will exist
for all agricultural products.67 According to Petitioners, if w; find that

the- inverse relationship in profitability and competing interests with regard

65 petitioners' Posthearing Brief at 2.
66 1d

67 petitioners' Prehearing Brief at 12-13, 58-59.
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to the price of the raw product are determinative of the lack of economic
interest between growers and packers, .then we have essentially negated the.
statute.® In making this argument we believe Petitioners erroneously assume
that the relationship between the growers and processors of all processed
agricultural products that come before the Commission will be characterized
by the same adversity that exists between hog grqwers and pork packers. The
fact that the Commission has in other cases included growers and packers in
the same industry, using essentially the same analysis called for by the
statue, belies Petitioners' argument.

We agree with Petitioners' that the OTCA amendments -- alloying-growers
to be included ésAinterested parties and as part of the domestic industry;
providing special provisions for the evaluation of threat; and, specifying -
thé,circumstances under which Commerce must attribute subsidies on raw .
products to the processor -- "constitute an articulation-by.Congress of the
proper countervailing duty theory to be applied in the contexﬁ of

né9

agricuitural products such as pork. Interprefed as an integrated whole,

however, these amendments do not create a scheme under which it would be
"illogical" for the Commission to evaluate packers and growers separately,

even in cases in which Commerce passed subsidies on the raw product forward

to packers and the Commission found the potential for product shifting.7°

8 14,

69 petitioners' Prehearing Brief at 18.

70 The legislative history of the-pfdvisions appears to acknowledge this.
The report of the Senate Finance Committee states with respect.to the new

provision on threat:

‘(continued...)
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The latter inquiries concern the degree of harm or botential harm to the'
domestic industry from subsidized imports. It rgmains for the Commission to
delineate the members of that industry based on the statutory two-part. test.
One of the primary considerations under that test is‘pop simply whether -
grovers and packers both are affected by imports of ;he procegsed product,
but whether they experience the impact. of imports of the processed p;oduct,in“,
a like manner.

Given the history of this issue with respect to porg datinguffom-thé
Live Swine case in 1985, it is not surprising_that,the inspant case has
attracted wide attention not only from members of the affected industries but
from Congres$ as well. While several members of Congress havg indic;ted in
connection with this investigation that the Commission should give ‘
considerable weight to the interests of hog growers, we believe that an even-
handed application of the principles expressed in the statute requires us to

find that growers are not.a part of the domestic pork producing industry.

II. MATERIAL INJURY BY REASON OF SUBSIDIZED IMPORTS

A. Introduction.

Title VII, for all its complexity, commands the Commission to answer
one question: Is a domestic industry materially injured or threatened with

material injury (or is the growth of a domestic industry materially retarded)

70(,..continued)

It should be noted that this amendment is not necessarily
restricted to raw and processed agricultural products whose
_.producers are determined to be part of the same 1ndustry pursuant
_to the new section 771(4)(E).

S. Rep. No. 100-71, 100th Cong., 1lst Sess. 108-111 (1987).
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by reason of the unfair imports under investigation? The various provisions
of Title VII mainly provide definitions of terms relevant to this inquiry and
procedures to be employed in Commission proceedings.

fhe key provision in Title VII COnsisté of instructions to the
Commission, encompassing a full page in the U.S. Code Annotated, that tell us
generally what to look at in order to determine whethér the imports are
causing "material injury" to a domestic industry in the United States.”! The
-statute instructs the Commission to focus on the volume of imports, the
effect of imports on prices in the United States for domestic like products,

7

and the impact of imports on domestic producers,’? and further specifies

numerous suBsidiary factors that should be helpful in assessin; facts Bearing
on these topics. To that end, the statute directs our attention to facts
indicating whether import volumes are rising absolutely or relative to
domestic production or consumption, whether there has been price suppression
or depression, and whether the imports have had an impact on a series of
specific employment and financial indicators. The statute, as recently
amended, also asks that we look at evidence on the three generic factors in
the context of each industry's particular-operation and that we be mingful of
business cycles' effects on the new data. The statute further authorizes the
Commissioners to consider "other economic factors" they deem relevant.”>

The statute does not prescribe a method for drawing together the

specific evidence regarding the three specified factors -- volume, price, .and

T 19 U.S.C. § 1677(7)(A).
72 19 U.S.C. § 1677(7)(B).

73 19 U.S.C. § 1677(7)(C).
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impact -- in order to assess whether the domestic industry has experienced
"harm which is not inconsequential, immaterial, or unimportant" by reason of
the subsidized imports under investigation. The law does, however, reqﬁire
each Commissioner to explain his or her method of analysis and, more
specifically, to address in each investigation how each of the three
statutory factors supporté thé.ultimate conclusion,’

»ﬁe.haQe typically addressed these issues in a similar fashion.
Although the particulars of our presentation of the analysis sometimes.
differ,” we both conduct the same three-part inquiry into the .existence of
mﬁterial‘injury by reason of the unfair imports, comparing the conditions

o -
experienced by the domestic industry to the conditions that would have

existed had there been rio unfairly traded imports.’®

First, we examine the
volume of the subsidized imports; given the causal requirement of the
statute, special attention is péid to the extent to which the volume of the
subject. imports, and correlatively their prices, were affected by thelalleged,

unfair trade practices. Second, we assess the effect of these apparent

changes' in the market for the subject imports on prices, and concomitantly on

™ 19 U.s.C. § 1677(7)(B).

75 See, e.g., Light-Walled Rectangular Pipes.and Tubes from Taiwan, Inv. No.
731-TA-410 (Final), USITC Pub. 2169 (March 1989) at 3, 9 (Views of Acting
Chairman Anne E. Brunsdale and Commissioner Ronald A. Cass).

76 For explanation of these approaches and the difference between these and
other approaches, see, e.g., Certain Electrical Conductor Aluminum Redraw Rod
from Venezuela, Inv. No. 701-TA-287 (Final), USITC Pub. 2103 (August 1988) at
35-49 ((Dissenting Views of Acting Chairman Anne E. Brunsdale); 3.5"
Microdisks and Media Therefor from Japan, Inv. No. 731-TA-389 (Preliminary)
USITC Pub. 2076 (April 1988) (Additional Views of Commissioner Cass), at 70-
74; Digital Readout Systems and Subassemblies Thereof from Japan, Inv. No.
731-TA-390 (Final), USITC Pub. 2150 (Jan. 1989) at 95-119.
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sales, of the domestic like product. Finally, we consider the impact of
these changes in prices and sales of the domestic like product on employment
and investment in the domestic industry and determine whether these effects
on the domestic industry are "materia1"~within the meaning of the statute,
In doing so, we pay careful attention to the evidence of record, including
that explicitly couphed in economic terms as well as.evidence phrased in ways
that implicitly, but not explicitly, convey information about the economic
forces operating in the particular markets relevant to the inyestigation.77
" In this investigation, the evidence on these factors considered together
requires a'negatiye detetmination of material injury by reason of the
78

subsidized imports subject to investigation.

B. Material Injury from Subsidizgd Pork Imports

_77 As our reviewing court has noted in reference to one such approach,
explicit advertence to economic principles "has the potential for explaining,
within the confines of the statutory framework and in an improved manner, how
[unfair) imports affected the domestic industry." USX Corp. v. United States,
682 F. Supp. 60, 69 (Ct. Int'l., Trade 1988).

Whether other methods of analysis satisfy the statutory criteria has
been the subject of scholarly debate. See, e.g., Morkre & Kruth, "Determining
Whether Dumped or Subsidized Imports Injure Domestic Industries:

International Trade Commission Approach," 7 Contemporary Policy Issues 78
(July 1988).

78 Though in this case we were given access to the majority's views on like
product and domestic industry, we were not permitted to see the majority's
views on material injury and threat of material injury. Commission practice
has been to withhold the majority opinion from those in the minority. We
believe that members of the Commission should freely circulate their opinions,
including the majority opinion, for comment and response by other
Commissioners. The Court of International Trade recently added its voice to
this debate, expressly disapproving current Commission practice in Borlem v.
United States, No. 87-06-00693, slip op. at 24 (Ct. Int'l Trade June 29,

1989) ("Borlem II"). After noting its frustration with this practice because
of the difficulty it adds to the task of judicial review-of Commission
" determinations, the Court of International Trade expressed "the hope that this
practice will come to an end.". We share that hope.
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1. Volumes and Prices of the Subsidized Imports

 The record evidence confirms that only a small volume of subsidized
pork from Canada entered the United States during the period investigated by -
the Commission. In calendar year 1988, 469,814,000 pounds of Canadian pork
was imported.?9 This constituted less than 3 percent of U.S. consumption by
volume,% down slightly from the figure a year earlier,.but roughly
comparable to the volume of imports in 1986. Although Petitionefs claim that -
the 1988 figures are understated due to a strike at a major Canadian packing
p1ant,81'Respondents introduced evidence'demonstrating that labor disputes at
packing plants have occufred frequently in the past and that overall
production aﬁd export figures for i988 were not distorted.® In all events,
the relative consistency of imports over the period of our investigation’
suggests that attention to 1988 volume figures is unlikely to be misleading.

In looking at import volumes, if is critical to understand the manner

in which the subsidies at issue affected these volumes. The Department of
Commerce does not calculate this effect, nor does it determine thé amdunt_by ‘
which foreign subsidies lowered the imports' prices when sold into the United
States. Commerce calculates only the amount of the foreign subsidy. The

final subsidyvlevel calculated by Commerce for these imports of Canadian pork

& Report at A-41, Table 18.
8 Report at A-43, Table 19.
8! petitioners Prehearing Brief at 66.

82 ey Prehearing Brief at 18-20.
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is CAN § .056 per poﬁnd,‘and includes subsidies to Canadién'hog growers.83
This has been computed as equivalent to a 2.9 percent ad valorem subsidy.&‘

This subsidy calculation, while essential to determining the subsidies'
effect on import volumes and prices in the United States, cannot be téken
uncritically as equivalent to a determination of the effect of the fbreign
subsidies on the U.S. price of the foreign imports.v.As Congress reéognized
in directing the Commission to consider the type of subsidy at issue in
evaluating threat of material injury,ss'different types of subsidies will
have different effects on the price and volume of the subsidizéd product.
Some subsidies may be direct payments to ekporters based oﬁ'the amount of thé ‘
subject pfo&uct exported, while others may be payments for pfoduction
regardless of the market_for which the product is produced. Still other
suBsidies may be payments for the use of particulér inputs to production,
including subsidies based on the loéation of the manufacturihg opefation. In
each case a cafeful evaluation of the manner in which the subsidy operétés is
necessary to determine its price and volume effects.%

In this case the primary component of thé subsidy calculated for pork
consists of various subsidie§ to Canadian hoé pro&uction. The parties to

this investigation draw opposite conclusions about the extent to which these

83‘§ggAFina1 Affirmative Countervailing Duty Determination: Fresh, Chilled
and Frozen Pork from Canada, 54 Fed. Reg. 30774 (July 1989). :

84 Report at A-15, n. 1.
8 19 U.S.C. § 1677(7)(E) (i).

86 See New Steel Rails from Canada, Inv. No. 701-TA-297 (Préliminary), USITC
Pub. 2135 (November 1988) at 42 (Additional Views of Commissioner Ronald A,
Cass). ’ o
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subsidies are passed forward to packers and then to consumers, and their
consequent effects. on import volumes and prices. Respondents rightly observe
that the impact of the subsidy on_pricg,depends on the supply and demand
elasticities for Canadian hogs and pork in the relevant market %
Respondents also. rightly note that because the Canadian pgrk ;upply is
relatively inelastic; as it is in the United Stategf the full amount of the
subsidies calculated By‘Commerce will not "pass through" as an equivalent
reduction in the price pf,the.subsidizedApork offered to consumers in the
United State;.agt This does not, of course, answer the more difficult
question: What effect do the subsidies have on that price?

Disagreement about the way in which the subsidies operate underlies the
parties' arguments oyer.the_degree‘to whi;h,supply yaries'in Canada with a

cyclical breeding and slaughtering_pattern.§9

The evidence on this issue is
mixed,. but resolution of it is unnecessary to the ultimate determination

here. Although some analysis of subsidy effects on U.S. prices and sales has

87 CMC Prehearing Brief at Attachment A. Information on the estimated supply
and demand elasticities is available in the Economics Memorandum.

8 14,

89 Respondents and Petitioners have each argued strenuously during this
investigation regarding whether subsidies have eliminated the "hog cycle" for
Canadian hog producers, forcing the U.S. producers to bear the brunt of the
decrease in production necessary to start hog prices back on their way up.
Petitioners' Prehearing Brief at 6, 84-85; CMC Prehearing Brief at 23-26; CMC
Posthearing Brief at 4-7; CPC Posthearing Brief at 4. As discussed below in
connection with our threat determination, it is very unlikely that the
subsidies bestowed on hog growers resulted in an increase in the supply of
swine to packers over the period of our investigation sufficient to
significantly affect the price of the exported pork.: :

Hog production is inelastic as a result of the biological restraints on
increasing production in the short term.. Before growers can respond to a
price rise with increased output, they must retain more sows for breeding and
then wait 14-16 months for the offspring to mature. Economics Memorandum at 6.
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been offered prédicated on import price effects'bf less than the full amoﬁnt
of the subsidies calculated by Commerce,’® for the purposes of our analysis
here we simply use the full amount of the ad valorem subsidy rate of 2.9
percent. The evidence suggests that this production subsidy, even if it
reduced import prices by its full amount, did not significantly increase the
volumes of Canadian pork in the U.S. market. Many facts 6f record here point -
to this conclusion: the smallness of the subsidy, its generality across
production (rathef.that being targeted to exports), and the absence of clear
distinction between U.S. demand and Canadian demand for Canadian po;k .
together with the great dominance of home market over export sales of such
pork all suggest minimal effects of thé subsidy on import prices and volumes.

2. Domestic Prices and Sales

Asvdeséribed above} the share of the U.S. harket for freéh, chille& and
frozen pork held by imports from Canada is quite low. In addition, there ié
substantial evidence in the record that Canadiah'pork producfs are priéed
comparably to similar U.S. products. Thé Commission staff vas unable to
confirm Petitioners' lost‘sales'allegations,'and found that while the
Canadian product sometimes undersélls domestic pork, it often oversells the

t.91 :

domestic produc For certain cuts the Canadian product may demand a

2

premium because it is leaner and of more consistent quality.9 For the most

%0 The staff performed this analysis as more fully explained in the Memorandum
to Commissioner Eckes from the Office of Economics, EC-M-316, dated August 24,
1989. We note that these calculations indicate that the partial pass through
effect of the subsidies is approximately one quarter of the full pass through
effect,. : ’ )

91 Report at A-61-63.

92 Id
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part, however, those who purchase these types.ofhpork products, essentially
processors and superma;ket retaile?s, view the U.S. and C;nadian products as_
virtually interchangeable.9§
Petitioners argue that. this high degree of substitutability between.thg
products, coupled ﬁith an inelastic consumer demand for réetail pork
‘products,?4 has magnified the impact of Canadian imporp; in the U.S.

marketplace.95

Generally, imports have the greatest impact on domestic like'
product prices and sales where consumer demand is relatively insensitive to
changes in price and the products grelviewed‘by the consumef as vefy clqsg
substitutes. In this situation, a'decreaselin the price of the import
relative tq'that of the domestic like product will, unless there is a
compensating reduction in the price of the like product, cause mofe consumers
to substitute the import for the domestic lige product? rather thap_increase
overall purchases of the Broduct.

‘ Altpough Petitioner;' argument on these tendencies is wgll taken, the
magnitude of the effect in this ipvestigation is severely constrained by the
imports' low penepration’of the U.S. market and by the limited effect, noted
above, of the subsidization on the volumes and prices of the impo;ts;

Overall, subsidized Canadian imports appear to have reduced the prices and

93 Report at A-3.

% Substitutability is a measure of the extent to which consumers view the

domestic and imported product as similar. Elasticity is a measure of the
degree to which consumers change their purchasing decisions with respect to
these products (as a class) based on variations in the .price of these.
products. Inelastic demand is evidenced by an unwillingness of consumers to
increase their purchases of a product in an amount proportionate to a decrease
in price.

9% petitioners' Prehearing Brief at 81-82, Attachment 1 at 1-2.
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sales volumes of the domestic like product only by very gmall amounts. Pork
prices have not remained constant over the period of the investigation, but
there is no credible evidence that links the Canadian subsidies to price and
sales fluctuations in the U.S. market for the_like product. Rather, the
flug;uations in pork pricgs that occurred over the period of invegtigation,
both up and down, appear to bé part of the normal "hog cycle" in which
growers respond to changes in the price of hogs by increasing or decreasing
production, thereby stimulating further changes in the prices of hogs and
retail pork products,

‘Pétitioners advance a number of arguments to the contrary. Many of
these argumehts rely on the’joiﬁt assessment of effects from imports of

6 No matter how the domestic

Canadian pork and imports of Canadian hogs.9
industry is defined, we are not f;ee to consider the effects of hog imports.

Only pork imports are within the scopé of the import investigation specified

by Commérce. Neither under the relevant provigions of the General Agreement

on Tariffs and Trade, wﬁich Title VII implements, nor under the terms of'U.S.
law is there authority for assessing the effects of imports not subje;t to

invest:igation.97

Imports of Canadian hogs are not under investigation
currently, and indeed are subject to countervailing duties when entering the
United States. These duties already influence the effects of such imports.

Petitioners' argue that, nonetheless, the existence of hog imports from

Canada should be considered among the other "relevant economic factors" that

% petitioners’ Prehearing Brief at 67-68, 78-81.

7 The cumulation provisions of U.S. law allow in some circumstances for joint
consideration of the effects of imports subject to different investigations,
but none of these applies to this investigation.
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Title VII authorizes the Commission to evalﬁgte.98 This arguméht cannot be
credited under the governing law and, given the countervailing duties, would
not alter the determination here in any event.

3. Investment and Employmenf

The third factor to which Title VII directs our attention is the effect
of subsidized imﬁorts on various measures of the domestic industry's
pefformanéé. At "a general level, these effects can be inferred from analysis
of .the subsidized iﬁpbrts' effects on prices and sales of the domestic like
product. In addition, our investigation gathered data on gross measures of
industry performance. These data are consistent with the finding that
imports have not materially injured the domestic industry. Industry trends,
standiﬁg alone, are not'probative of whether the indﬁstry is'materially
injured'by imports, but such information can usefully be reviewed in rélation
to the other factors analyzed under Title VII. Here, §veréli industry |
productioﬁ and revenues have climbed significantly over the period of fhé
Commission's investigation, corresponding to én upswing in fhe industry's
business cycle. |

Production of frésh,‘chilled and frozen pork inéreased from 1986
through 1988, with the biggest incré;se in 1988.%° The number of production
workers also increaéed aé did the number'of hours worked., 1% Wagés declined

101

slightly, however. Capacity utilization was reported to be over 100

% petitioners' Prehearing Brief at 78-81.
99 Report at A-22, Table 3,
100 Report at A-27, Table 8.

101 1d.
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percent in each of the three years of the investigation period.'®? 1In
conjunction with increases in production and high capacity utilization,
packers' revenues skyrocketed from 1986 to 1988,4though they may decline
;omewhat in 1989.19% Return on investment remained moderate, as has
historically been true in this industry, but went from a small negative
return in 1986 to a nearly 5 percent posifive return in 1988, 104 Capital
expenditures in the industry declined in 1987 and then increased in 1988 to
levels exceeding those in 1986,105 )
Petitioﬁers have called the Commission's attention to plant closures,in

the industry over the period of investigation,'06

The increase in 1988
capital expgndifures indicates, however, that the indusfry is reinvesting in
new plants and equipment. Viewed in the context of industry wide moves
toward ipcreased concentration (with each facility packing more pork) and
combined. packer/processor operations, these closings appear to be part of
long—te;m industry rationalization and restructuring, as Respondents
argue.w? Given the other information in the rgcord; the plant closings do

not provide a basis for concluding that the domestic industry is materially

injured by reason of subsidized pork from Canada.

102 Re?ort at A-24,

103 Report at A-31, Table 10.

104 Report at A-35, Table 14.

105 Report at A-36.

106 Petitioners' Prehearing Brief at 71-73.

107 cMC Prehearing Brief at 4.
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IV. THREAT OF MATERIAL INJURY BY REASON OF SUBSIDIZED IMPORTS

A. Introduction

The Petitioners also assert that, even if not matérially injured by the
subsidized imports at issue, the domestic industry is threatened with such
injury.’ Title VII clearly contemplates that the judgment on threatened
injury will require additional information about the behavior of the foreign
industry exporting to the United States and the changes in the domestic'
industry tha; are likely to follow from the exporters' predicted actions.
The threat provisions of Title VII call on the Commission to assess whether,
in light of that information and the-particular factual circumstancesjéf thé
case, the subsidized imports are likely to injure the domiestic industry
materially in the near future.

! Prognostication of this sort is incredibly demanding in the best of
circumstances. Commission proceedings make thevprocesé no easier. The
Commission faces statutorily imposed time deadlines that make the collection
of ‘the data necessary to evaluate the foreign indust}y'most difficult. The
Commission is-notﬂin a position to vérify'the'data submitted by Respondents.“
cannot use its subpoena power to extract more information from them, and is,
in any case, faced with the task of interpreting data on a foreign industry
with which the Commission may not be very familiar. The decision made
respecting actual injury from subsidized imports, like any decision that
includes a causal element, réquires some judgment on matters that cannot be -
established with certainty. Given the additional uncertainties inherent in
assessment of threatened future injury, there is a natural temptation to

impute threat where the evidence on the record almost suffices to sustain a

»
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finding that subsidized imports materially injured the domestic industry but
does not quite p;ss the threshold for that determination.

Thét is precisely the circumstance in which the law provides for a
finding of threaténed injufy if, but only if, changes in the behavior of the
foreign industry and in the domestic market are clearly established and would
generate sufficiently increased injury to be material. Congress élainly did
not want "threat analysis" to be used to avoid difficult judgments on the
injury actually caused by subsidized imports. Moreover, it clearly did not
intend threat determinations to be a basis for affirmative deéisions where
the domestic industry is not materially injured by the subsidized imports but
is instead ﬁlainly suffering financial decline for other reasons (such as a
change in consumer deﬁahd away from pork and toward fish and.poultry).

When crafting the threat pro#isions of the statute, Congress signalled
its concern that'these pfoVisioné not be used as an escépe valve from the
remainder of Title VII. It noted in the legislative history that a

determination of threat will require a careful
assessment of identifiable current trends and .
competitive conditions in the marketplace. This will
require the ITC to conduct a thorough, practical, and
realistic evaluation of how it operates, the role of
imports in the market, the rate of increase in

unfairly traded importsf and their probable future
impact on the industry.08

To ensure that the Commission would focus on information necessary to this
determination, Congress set forth specific factors that, together with
information obtained for examining actual effects of the subsidized imports,

should provide a sound basis for threat determinations:

(I) if a subsidy is involved, such information as may
be presented by the administering authority as to the

1% Conf. Rep. 1156, 100th Cong., 2d Sess. 174-75.
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nature of the subsidy (particularly as to whether the
subsidy is an export subsidy inconsistent with the
Agreement [on Subsidies and Countervailing Measures],

(II) any increase in production capacity or existing
or unused capacity in the exporting country likely to
result in a significant increase in imports of the
merchandise to the United States,

(III) any rapid increase in United States market
penetration and the likelihood that the penetration
will increase to an injurious level,

(IV) the probability that imports of the merchandise
will enter the United States at prices that have a
depressing or suppressing effect on domestic prices
of the merchandise,

(V) any substantial increase of inventories of the
merchandise in the United States,

(VI) the presence of unused capacity for produc1ng
the merchandise in the exporting country,

(VII) any other' demonstrable adverse trends that
indicate the probability that the importation (or
sale for importation) of the merchandise (whether or
not it is actually being imported at the time) will
- be the cause of injury,

(VIII) the potential for product-shifting if"
production facilities owned or controlled by the
foreign manufacturers, which can be used to produce
products subject to investigation under [the dumping
or countervailing duty laws] or to final orders . . .
are also used to produce the merchandise under
investigation,

(IX) in any investigation under this title which
involves imports of both a raw agricultural. product

. . . and any product processed from such raw
agricultural product, the likelihood that there will
be increased imports, by reason of product shifting,
if there is an affirmative determination by the
Commission . . . with respect to either the raw
agricultural product or the processed agricultural
product, but not bothl[,]

(X) the actual and potential negative effects on the
existing development and production efforts of the
domestic industry, including efforts to develop a
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derivative or more advanced version of the like
product.w9

These factors fall into two categories, one bearing on the likelihood .
that the foreign industry will sustain or increase its penetration into the
United States market (including inquiry into the nature of any subsidies),
and the other concerning the sen51t1v1ty of the domestic industry to those
imports., As the legislative history quoted above suggests, these factors do
not constitute a checklist. Congress has provided no normative criteria for
eleuating one factor over another and the statute does notvset out the
combinations of factors that wiii amount to a threat The factors are guides
de51gned to keep the Comm1551on focused on the proper question: will future
1mports materially injure the domestic 1ndustry7

The standard for that determination is high, The‘decision must be
based on evidence that "the threat of injury is real and that actual injury
is 1mm1nent ""0 The decision may not be based on "mere conjecture or
supposition." ob As the Comm1ss1on s rev1eW1ng court has ruled, the mere
possibility ofvfuture material injury does not meet the "real and imminent"
standard set forth in the statute. 12
With these prop051t10ns in mind, we turn to the'information respecting

the statutory threat factors.

B. The Canadian Pork Industry and the Subsidies Found by Commerce

109 19 y.s.c. § 1677(7) (F).
10 19 y.s.C. § 1677(7) (F) (i).
1119 U.5.C. § 1677(7) (F) (ii).

112 Alberta Gas Chemicals, Inc, v. United States, 515 F. Supp. 780, 791 (Ct.
Int'l Trade 1981).
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The parties to this case agree with the Commission staff;that the U.S.
and Canadian pork industries together .comprise a North American market for
pork. In that North American market, the domestic industry accounts for
approximately 85 percent and the Canadian industry approkimately 15 percent
of pork production. Because of the relative sizes of the Canadian and ﬁ.S.l
1ndustr1es, Canada would have to expand its production by more than 5 percent
and export all of the increase to the United States in order to capture an
additional 1 percent of apparent U S. consumption. In order to double its
peak 3. 4 percent penetration of the U.S. market the Canadian 1ndustry would
have to expand its production by nearly 20 percent. The essential issue is
whether the\evidence on the record indicatesdthat‘expansion ovaanadian
production and exports to the United'States in ouantities that would have a
material impact on the domestic industry'is imminent.. | |

In a sub31d1es case, the statute directs the Comm1551on s attentionl':
first to an assessment of the subsidies to determine wvhether they are likely ¥

"3 In this regard,

to generate more imports into the United States.
Petitioner points to several Canadian programs that were deemed not to be
countervailable by the Commerce Department W4 The statute makes clear that

our con51deration of subsidies is limited to "such information as may be

presented . . . by the administering authority [Department of Commerce] as to

E}

M3 19 U.s.C. § 1677(7)(F)(I). Future citations to 19 U.S.C. § 1677(7) (F)
identify the specific factors listed in that section to which the discussion
relates. Several of the factors listed in the section, including VII, VIII
and IX, are inapplicable to this case.

14 petitioner's Prehearing Brief at 90-02.
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nl15

the nature of the subsidy. We will therefore rely on the Commerce

Y16 in this matter and consider- only those programéx

Department determination
determined by that agency to confer countervailable subsidies..

Commerce found eighteen federal and provincial subsidies to be
countervailable, 1In the aggregate, these subsidies conferred benefits
amounting to CAN $0.036 per pound of pork produced in five Canadian
provinces. In all but two of these programs, Commerce calculated the
benefits of the subsidy to be on the order of tenths, hundredths, or even
thousandths of a cent per pound. We will limit our discussion to the two
brograms whose benefits exceed CAN $0.01 per pound.

The fi?st of these programs is the Canadian federal government's
tripartite agreement program. Under these agreements, the federal -
government,'provincial governments, and/or producers agree to contribute to a
fund from which:hog growers can receive payments if the market price of hogs.
falls below a "support priée." The support price is calculated by a formula
derived from the cash costs of production during a 13-week period; Commerce
calculated that this program confers a benefit on hog producers of
CAN$0.012486 per pound.'V ' ' . .

The second subsidy program‘deemed to confer benefits greater than CAN
" $0.01 per pound was the Quebec Farm Income Stabilization Insurance Program.

As the name implies, this fund was established to guarantee Quebec farmers

15 19 y.s.C. § 1677(7) (F)(I).

16 Final Affirmative Countervailing Duty Determination: Fresh, Chilled,.and
Frozen Pork from Canada, 54 Fed. Reg. 30,774 (July 24, 1989), reprinted in:
Report at appendix B. : B

Y7 14. at 30,777-8, Report at B-8-10.
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who meet the size. criteria (300 insurable hogs or 15 insurable sows) a net
annual income. The benefit amounts to CANS$0.019582 per pound of pork.”8

Two initial points are germane to an assessment of these subsidies.
First, the subsidies are nof export subsidies in that they do not.provide
greater benefits- for pork exported from Canada than for pork sold in that
country. Second, the benefits conferred are relatively small, amounting to
only 2.9 percent of the average price of pork-in the North American market
during 1988.

Both these subsidy programs confer benefits on the production of hogs,
not the production of pork. A subsidy of this kind would affect U.S. pork
producers if it résulted.in lower costs of hogs to pork producers.'!?:
However, Petitioners' own arguments refute this theory. According to
Petitioners, "packers respond to changes in prices of pork prices [sic] by
making immediate changes in.the price they pay for hogs, rather than in the
amount of pork they 'produce'."120 In other words, Petitioners maintain that
the price of hogs is driven by the price of pork, with the supply of pork
remaining relatively cénstant,in the .short term. By Petitioners' own
testimony, therefore, Canadian subsidies may insulate hog growers from

fluctuations in pork prices, but, assuming Petitioners' analysis of the

18 Id. at 30,781, Report at B-13.

19 But for the countervailing duties on Canadian swine 1mports, these
benefits would also be available to U.S. pork processors.

120 petitioner's Prehearing Brief at 88.
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market to be correct, the subsidies provide no cost advantage to pork
producers in Canada.'?!

Perhaps recognizing this dilemma, Petitioners argue that the impact of
the subsidy is to insulate the hog grower from the "hog cycle,” meaning that
growers will constantly have a large supply of hogs available for'fhe
packers, and that the threatened injury flows from this fact. The argument
runs that this assured supply of hogs'alléws the packers to operate at peak
cépacity‘and to produce more pork for export.

- The evidence does not support this proposition,’zz but even if it did,
thére would be no credible basis for predicting any increased threat to the
United States pork industry. For one thing, Petitioners' own arguments
suggest that the principal effect of changes in hog supply is to change the
price paid to the hog grower, rather than to change packers' operations.
Second, the subsidy has been in effect for some time and there is no basis
for presuming that it threatens a harm that has not yet been observed.

Third, the magnitude of the subsidy and the size of the Canadian and U.S.
industries strongly suggest that increased shipments of pork from Canada to

the United States would be insufficient to constitute a material threat to

121 1ndeed, according to the U.S. Department of Agriculture, the price of pork
in Canada and the United States is approximately the same after adjusting for
differences in transportation costs and exchange rates. Report at A-45.

122 1f anything, the Canadian hog cycle appears worse than the U.S. hog cycle.
Petitioner agrees that the Canadian hog cycle during the 1980s resulted in
fluctuations in production of 291,000 hogs. Petitioner's Post-Hearing Brief
at 6. Canadian hog production at its 1980s peak amounted to 1,428,000 head
(1989 estimate). Petitioner's Prehearing Brief at 66-B. The cycle in Canada
therefore resulted in a 20 percent decline in the hog population measured from
the peak population. In 1981-82, hog prodiction in the United States dropped
from a peak of 93,853,000 to 85,189,000, less than a 10 percent decline from
the peak year. L1ve Swine, supra, USITC Pub. 1733 at A-22.
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the domestic pork industry. In 1984, Canadian pork exports to the United
States peaked at 3.4 percent of U.S. domestic consumption during the period

123 While the 1985 countervailing duty on swine may have

of investigation.
encouraged a shift from swine to pork imports, the Canadian penetration of
the pork market has never surpassed the 3.4 percent figure.‘Z‘ ‘To surmise on
the basis of subsidy programs with a very small (2.9 percent) benefit
relative to the price of the supported product that the market penetration is
poised to increase over historic levels would be entirely speculative.125
Furthermore, the threat issue must be addressed in the context of the
relative sizes of the Canadian and U.S. shares of the North American market.
The percentage of Canadian pork production exported to the United States
reached its peak of 25 percent in 1987. This constituted only 3.4 percent of
apparent U.S, domestic consumption tbat year. In 1988, Canadian exports to-
the United States dropped to 18 percent of production ‘as' the Canadians
expanded their pork exports to Japan. Petitioner:'claims that the 1988 Japan
export binge was a one-time opportunity presented by a problem with pork
production in Japan's traditional source market, Taiwan. However, even if

all of Canada's 1988 exports had been directed to the United States, Canadian

imports still would have amounted to less than 5 percent of 1988 apparent

183 [jve Swine and Pork from Cahada, Inv. No. 701-TA-224 (Final), USITC Pub.
1733 at A-40 (July 1985). This figure includes shipments of fresh, frozen, or
chilled pork and pork processed in the United States from Canadian hogs.

124 If one adds in the imports of swine subject to a countervailing duty, the

ratio of pork from Canadian swine to apparent domestic consumption reaches
approximately 4 percent in 1988. Report at A-41.

125 19 U.S.C. § 1677(7) (F) (III), (IV).
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domestic consumption. Petitioners indéed recognize the different sizes of
the United States and Canadian markets, stating that "excess Canadian hog
production is insufficient to offset [the] reduétion in the U.S. hog supply”.
during the bottom portion of the hog cycle.126
The ability of'Canadian pork packers to generate even larger quantities

of pork for export to the United States is unclear.'?

The Canadian industry
has suffered persistent labor disputes during the past three years, a factor
that apparently caused the increase in the export of live swine to the United
States. However, as mentioned above, even if those swine otherwise would
have been imported as fresh, frozen, or chilled pork, Canadian imports would
not have reéched levels sufficient to injure the U.S. pork industry
materially.’.z8

Finally, the Commission has received scant evidence regarding\increased

capacity to process pork in Canada.'?

According to the Canadian Pork
Council, an initial report received by the Commission of a new processing
plant in Alberta was erroneous.'3® Although there is testimony that two.

plants in Alberta were recently renovated, the Commission has no evidence

regarding the amount of increased capacity resulting from these renovations.

C. Sensitivity of the Domestic Industry to Increased Imports.

[

126 Petitioner's Prehearing Brief at 5.
127 19 U.s.C. § 1677(7) (F) (III).

128 5ee note 125, supra.

129 19 U.s.C. § 1677(7) (F)(II).

130 Report at A-39.
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‘The domestic pork packing industry is in a transitional phase. As one
observer noted, the industry is becoming "more industrialized, streamlined,

S.."131

cost-consciou To achieve this goal, the industry is consolidating its

operations, resulting in pork packing conducted '"on a massive scale."% 1n
1988, 2.3 percent of the hog slaughter facilities were responsible for 66

33 Furthermore, in.order.to insulate

percent of all commercial slaughter.'
themselves from the vicissitudes of the packing business, many pork packers
are starting or expanding their processing operations to take advantage of
the higher value added by downstream products.134

This process has not been without associated pains. Labor problems
surfaced as new .owners of packing operations opened labor agreements for

135 New companies have entered the packing industry as others

renegotiation.
have departed. However, while several packing plants have closed, one .
partnership associated with an integrated hog raising-pork packing operation
expects to increase its holdings of sows from 10,000 to 25,000 in the near

term, with a goal of 2 million hogs by 1993, 136 Another -company that

accounts for 10 percent of domestic fresh pork production has opened five

131 vSIPCO's Pork Move: The Changes It Brings," Meat and Poultry, April
1688, p.22, quoted in the Report at A-17.

]

132 1d.
133 Report at A-17.

134 Report, Appendix E (excerpts from Securities and Exchange Commission
filings of Wilson Foods and Farmland Foods).

135 Report at A-18.

136 Report at A-19.
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paéking‘plants since 1982.'% The problems facing the domestic industry
therefore are the result of internal reorganization; they are neither the
result of import competition nor do.tHey indicate a particular sensitivity to
such imports. Rather than-suggesting a particulaf weakness in the domesticym
indﬁstry; Ehese changes indicate that the indﬁstry is becoming increasingly
competitive. Indeed, one proceséor that recéntly glosed its packing

8 complained that its prices of raw

facilities to concentrate on processing,13
pork "were among the highest ever experienced."'’

Because pork is expensive to store, pork packers do not keep
inventories.™® The concepts corresponding to inventory in the packing
industry are hours'worked and capacity utilization, i.e., because fresh pork
is sold immediately, a lag in sales that suggests an industry susceptible to
threat will result in lay-offs and unused capacity rather than an increase in
inventory stocks. Neither data on employment nor compu;ations of capacity
utilization, however, remotely suggest the likelihood that the industry is in
imminent danger of material injﬁry. During the three years under
investigation, capacity utilization was consistently over 100 percent, and

141

the number of workers and hours worked increased every year. The only

M

137 Report at A-30 - A-32.

138 Apparently, this decision was motivated at least in part by labor-
management difficulties. Report at A-19.

139 Report at B-35 (Securities and Exchange Commission filing of Geo. A.
Hormel & Co.).

140 Report at A-26.

141 peport at A-24, A-27.
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conclusion possible is that the U.S. pbrk industry is not in imminent danger
of material injury.

. LUST

For the foregoing reasons we conclude that the U.S. industry producing
pork is neither materially injured nor threatened with matérial injury by

reason of subsidized imports of pork from Canada.



INFORMATION OBTAINED IN THE INVESTIGATION
Introduction

On May 8, 1989, the United States Department of Commerce (Commerce)
published in the Federal Register (54 F.R. 19582) its preliminary determination
that producers and exporters in Canada of fresh, chilled, or frozen pork (pork) 1/
are being provided benefits that constitute subsidies within the meaning of the
countervailing duty law. Accordingly, effective that date, the United States
International Trade Commission (Commission) instituted countervailing duty
(CVD) investigation No. 701-TA-298 (Final) under the provisions of the Tariff
Act of 1930 to determine whether an industry in the United States is materially
injured, or threatened with material injury, or the establishment of an
industry in the United States is materially retarded, by reason of imports of
such merchandise into the United States. Commerce made its final determination
with respect to subsidies on July 24, 1989; the Commission notified Commerce of
its final determination with respect to injury on September 5, 1989.

Notice of the Commission’s investigation and the public hearing to be held
in connection therewith was given by posting copies of the notice in the Office
of the Secretary, U.S. International Trade Commission, Washington, DC, and by
publishing the notice in the Federal Register of May 25, 1989 (54 F.R. 22634). 2/
The hearing was held in Washington, DC, on August 1, 1989. 3/

Baékground

This investigation results from a petition filed on January 5, 1989, with
the Commission and Commerce by counsel on behalf of the National Pork Producers
Couricil (NPPC), Des Moines, IA, and others 4/ alleging that an industry in the
United States is materially injured, or is threatened with material injury, or

1/ Fresh and chilled pork are provided for in subheadings 0203.11.00,
0203.12.90, and 0203.19.40 of the Harmonized Tariff Schedule of the United
States (HTS); frozen pork is provided for in HTS subheadings 0203.21.00,
0203.22.90, and 0203.29.40. This definition encompasses fresh, chilled, or
frozen pork that is not otherwise processed, prepared, or preserved.

2/ A copy of the Commission’s Federal Register notice is presented in app. A; a
. copy of Commerce’s Federal Register notice is presented in app. B.

3/ A list of witnesses who appeared at the Commission’s hearing is presented in
app. C.

4/ Arkansas Pork Producers’ Council, Atkins, AR; Colorado Pork Producers’
Council, Eaton, CO; Idaho Pork Producers’ Association, Caldwell, ID; Illinois
Pork Producers’ Association, Springfield, IL; Indiana Pork Producers’
Association, Indianapolis, IN; Iowa Pork Producers’ Association, Clive, IA;
Michigan Pork Producers’ Association, Lansing, MI; Minnesota Pork Producers’
Association, Albert Lea, MN; Nebraska Pork Producers’ Association, Lincoln, NE;
North Carolina Pork Producers’ Association, Raleigh, NC; North Dakota Pork
Producers’ Council, Leith, ND; Ohio Pork Producers’ Council, Westerville, OH;
Wisconsin Pork Producers’ Association, Lancaster, WI; National Pork Council
Women, Des Moines, IA; ConAgra Red Meats, Inc., Greeley, CO; Dakota Pork
Industries, Inc., Minneapolis, MN; Farmstead Foods, Albert Lea, MN; IBP, Inc.,
Dakota City, NE; Illinois Pork Corporation, Monmouth, IL; Thorn Apple Valley,
Southfield, MI; Wilson Foods, Oklahoma City, OK.
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the establishment of an industry in the United States is materially retarded,
by reason of imports of pork from Canada that are alleged to be subsidized by
the Government of Canada. In response to that petition, 1/ the Commission
instituted investigation No. 701-TA-298 (Preliminary) under section 703(a) of
the Tariff Act of 1930 (19 U.S.C. § 1671b(a)). On February 21, 1989, the
Commission notified Commérce that there is a reasonable indication that an
industry in the United States is materially injured, or is threatened with
material injury, by reason of such imports (54 F.R. 8835, March 2, 1989).

Previous Investigations Involving
Fresh, Chilled, or Frozen Pork

The Commission has conducted one previous countervailing duty
investigation on live swine and pork from Canada. Investigation No. 701-TA-224
(Preliminary) was instituted on November 2, 1984, and resulted in an
affirmative determination (USITC Publication 1625, December 1984).
Investigation No. 701-TA-224 (Final) was instituted on April 3, 1985. 1In the
final investigation the Commission found that there were two like products--
live swine and fresh, chilled, or frozen pork. The Commission determined 2/
that an industry in the United States was materially injured by reason of
subsidized imports of live swine from Canada, but that an industry in the
United States was not materially injured or threatened with material injury,
and that the establishment of an industry was not materially retarded, 3/ by
reason of subsidized imports of fresh, chilled, or frozen pork from Canada
(USITC Publication 1733, July 1985).

On August 15, 1985, the U.S. Department of Commerce published a
countervailing duty order on live swine from Canada (50 F.R. 32880). The
import relief measures instituted as a result of the Comm1551on [ 1nvest1gat10n
are st111 in effect. 4/ :

The Commission also conducted an investigation under section 332 of the
Tariff Act of 1930 on the “Conditions of Competition between the U.S. and
Canadian Live Swine and Pork Industries” (Inv. No. 332-186). The Commission
reported its finding to the Senate Committee on Finance in November 1984 (USITC
Publication 1615, November 1984).

1/ On Mar. 8, 1989, counsel for the petitioners notified the Commission that
Farmland Foods was also a petitioner ‘and on Aug. 2, 1989, counsel for the
petitioners notified the Commission by letter that, due to recent changes in
each company, Illinois Pork and Dakota Pork wished to withdraw as petitioners
in this proceeding. Illinois Pork has recently become the subject of an
assignment for the benefit of creditors, a liquidation procedure under Illinois
state law. Dakota Pork recently experienced a change in ownership, with a
concomitant change in name and corporate restructuring.

2/ Commissioner Liebeler dissenting.

3/ Commissioner Eckes dissenting.

4/ On May 19, 1989, the Subcommittee on Livestock, Dairy, and Poultry of the
Committee on Agriculture, U.S. House of Representatives, held a public hearing
in Sioux City, IA, to “review the inspection and increased importation of
Canadian market swine and pork products.” The transcript of that public
hearing (Serial No. 101-16) has been incorporated into the Commission’s record
of this investigation.
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The Product

Description and uses

This investigation includes all fresh, chilled, or frozen meat (edible
muscle) of swine that has not been processed, prepared, or preserved and that
is fit for human consumption. Processed fresh, chilled, or frozen pork and
prepared or preserved meat of swine, such as cured ham, bacon, and sausage, is -

not included in this investigation. Canadian and U.S. fresh, chilled, or
frozen pork are essentlally the same, with certain marg1na1 differences as
described further in this section of the report.

Meat of swine.--In common usage, meat of swine is referred to as pork,
which is light red in color. White fat covers much of the swine carcass, and
some fat is dispersed throughout the meat. Figures 1 and 2 show the location
of the various cuts of the swine carcass., Figure 3 shows the weight and share
of the carcass accounted for by various cuts of a typical swine carcass.

The average live weight of Canadian swine slaughtered in the United States
in 1988 was 225 pounds; it was 223 pounds for those slaughtered in Canada. The
average live weight of U.S. swine slaughtered in that same year was 249 pounds.
According to officials of the Canadian Pork Council (CPC), 1/ the lighter
. average weight of Canadian swine reflects, in part, the Canadian Hog Carcass
Grading/Settlement System, which rewards leaner animals that are typically
.somewhat smaller than U.S. swine animals. The smaller and leaner Canadian
animals yield smaller and leaner pork cuts. The CPC officials further contend
that the leaner Canadian swine reflect in large measure genetic improvement
through selective breeding. Thus, they contend that Canadian swine are
relatively leaner independent of slaughter weights.

The current Canadian Hog Carcass Grading/Settlement System, which became
effective on March 31, 1986, is a program administered by the Canadian Federal
Government and is used to evaluate carcasses of an estimated 99 percent of all
Canadian swine sold for slaughter, and it is the basis on which farmers are
paid for swine. Under the system, swine carcasses receive a numerical rating,
. referred to as “the index,” based on the carcass weight and the lean yield of

the carcass as measured by an employee of the Canadian Federal Government.
Fizure 1.

PRIMAL (WHOLESALE) CUTS AND BONE STRUCTURE OF PORK

. BLADE BOSTON |. CLEAR PLATE .
SHOULDER FAT BACK LOIN LEG (FRESH OR SMOKED HAM)
IR
\\
JOWL ’ PICNIC SHOULDER SPARERIBS BACON (SIDE PORK)

1/ A trade association representing swine growers in Canada.
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Figure 3.

Hog Carcass Breakdown Retall Other Carcase
(Lbe) (Lbe) (Lbe)
.mhu\.““ HAM (39.4 ibs)
. 20.1
4
30
— 122
212 122 24
80
173
6.8
—_— 20 .
09 20 329
1.6
64
0.4 -
—_— 20
344 20 204
70
42
............ 0.8
. 120 120
............ 17
............ a7
......... 40
.............. 114 48 180
........ Y
............ 30
........ 144
........ 36 -
ol ......... ceves 104 170 203
7% Mioc: TOTAL ........... ... 1203 387 1880

S-v



A-6

Index points are deducted for undesirable characteristics, such as abnormal fat
color or texture and other factors. Swine are purchased on a liveweight basis;
however, meatpackers pay farmers on the basis of the index number derived from
the animal. Purchasers pay an additional 1 percent for each index point above
“index 100” and are reimbursed 1 percent for each index point less than 100.

In the United States, carcasses and live swine are graded by the U.S.
Department of Agriculture on the basis of yield--meaning the percentage of
primal cuts (hams, loins, picnic shoulders, etc.) obtained from the major parts
of the carcass. There are five yield grades: one, two, three, four, and
utility. Grade one has the highest percentage of retail cuts, and grade
utility has the lowest. In place of the USDA system, many meatpacking
companies administer their own grading systems. Some packers contend that the
'USDA grades are too broad. Other packers report that by using their own
grading systems, they can more effectively reward growers for producing the
types of carcasses they prefer for their individual operations. Most
‘slaughtered Canadian swine yield a carcass that weighs about 176 pounds, or
about 79 percent of the live weight. The Canadian carcass includes the head
and kidneys as well as leaf fat, which is 1nterna1 fat surrounding intestines
and organs, including the kidney.

Most slaughtered U.S. swine yield a carcass that weighs about 177 pounds,
or about 71 percent of the live weight. The U.S. carcass does not include the
head or kidneys and excludes the leaf fat thus accounting for the differences
between the two yields.

Pork that is ready for cooking and consumption without further processing
is referred to as fresh pork, and a significant portion of some pork cuts, such
as loins, are so consumed. Overall, according to the NPPC, approximately two-
thirds of all fresh pork ends up being further processed, prepared, or
preserved. The fresh pork that is consumed in Canada and the United States is
primarily from domestically raised slaughter hogs (swine slaughtered at the age
of about 6 months old).

Live swine.--In general usage, swine are referred to as hogs and pigs.
The term “hogs” generally refers to mature animals and “pigs” to young animals.
Swine are monogastric, litter-bearing animals that may weigh from 400 to 600
pounds at maturity, depending on breed and sex. In Canada and the United
States, most swine are slaughtered for meat when they are no longer used for
breeding. Carcasses of boars (male swine) sometimes acquire boar odor, an
unacceptable odor that renders the meat unfit for human consumption. When such
odor is detected by USDA inspectors, the carcass is condemned.

Swine are omnivorous and adapt to various types of feed (diets). They are
highly efficient in converting grain and protein supplement to meat. In the
United States, the typical swine feed consists of corn and soybean meal with
mineral and vitamin supplements. In western Canada, the typical feed is barley
and soybean meal with mineral and vitamin supplements, and in eastern Canada,
the typical feed is corn and soybean meal with supplements. 1/

Worldwide, live swine are divided into three types, on the basis of
usage--meat type, lard type, and bacon type--although all three types yield at

1/ At the staff conference in the preliminary investigation, the petitioner
maintained that the types of feed used in all parts of North America were
essentially the same--grain protein supplement diets. Transcript, pp. 59-60.
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least some of the other products. For many years, almost all swine raised in
Canada and the United States have been of the meat type, and meat production is
virtually the only purpose for which they are kept.

Swine may be white, dark red, brown, black, or any combination, depending
on breed. The most common breeds of swine in the United States are the Duroc,
Yorkshire, Hampshire, Spotted Swine (commonly called ”“Spots”), Landrace,
Chester White, Berkshire, and Poland China. Most swine in the United States
are not purebred but instead have bloodlines of two or more breeds.

Live swine are raised in Canada in much the same way as in the United
States. The most common breeds of swine in Canada are the Yorkshire, which
accounts for nearly one-half of the total, and Landrace, which accounts for
about one-third; other breeds include the Hampshire, Duroc, and Lacombe. In
Canada, the Yorkshire, Landrace, and Lacombe are referred to as white breeds,
and the Hampshire (which is black with a white band around the shoulder) and
Duroc (which is brick red) are referred to as colored breeds. Many farmers
breed so-called colored boars with white sows. These farmers contend that the
resulting litters are more hardy and profitable than purebred animals of any
single breed.

Although the Canadian pork cuts exported to the United States during 1986-
88 were quite similar to the U.S. cuts, the mix of such cuts was not
proportionate to U.S. production. As shown in figure 3, there is greater U.S.
production of loins and bellies and less of hams and shoulders than in Canada.
The mix of cuts exported from Canada to the United States remained rather
stable during 1986-88, as presented in the following tabulation (in percent):

Item 1986 1987 1988

HamS.vvovoeveovseesosnsenesesas 38 35 37
Shoulders ...veeeevensveeess 28 29 30
LoiNS vevvvnvvensonsosesesss 10 13 14
BelliesS .svivieveeecesncassess 13 13 10
Side and regular spare ribs, 6 - 5 5
Carcasses and sides ........ -} _5 4

Total sviiieveeerrnnnnonns 100 100 100

Manufacturing process

The manufacturing process is the same in both the United States and
Canada. In the slaughtering operation, live swine are inspected, stunned
(usually by an electric charge), bled, eviscerated, scalded, dehaired, and
partially decapitated. The animal’s carcass is then generally split along the
spinal column and chilled; the carcass may be partially or fully processed at
the meatpacking plant or shipped to retail outlets for processing. The carcass
is cut up to yield hams, loins, chops, and other parts as shown in figures 1
and 2. : ]

Many of the packers also process pork into sausage, ground pork, and other
pork-related products. Some cuts of pork are usually prepared or preserved so
as to alter the taste, consistency, or appearance of the meat and extend the
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shelf life. Smoking, drying, or injection of curing agents are common methods
used to prepare or preserve pork. 1/

Substitute products

Domestic interests contend that live swine are substitutes for pork
carcasses and pork cuts, at least for some packer/processors. As a source of
animal protein, pork competes with beef and poultry. Table 1 shows that per
capita consumption of beef on a retail-weight basis declined by 7 percent
between 1979 and 1988; pork consumption declined by less than 1 percent, but
poultry meat consumption increased by 36 percent.

Table 1
Beef, pork, and poultry meat: Apparent per capita consumption in the United
States, 1979-88, January-March 1988, and January-March 1989

\

Quantity (pounds)

Beef Pork Poultry Meat 1/
Carcass Retail Carcass Retail
Period weight weight weight weight Retail weight 2/
1979..... 105.4 78.0 68.4 63.4 60.1
1980..... 103.2 76.4 73.2 68.0 60.3
1981..... 104.2 77.1 69.9 '64.9 62.0
1982..... 103.7 76.8 62.5 58.5 " 63.4
1983..... 105.7 78.2 65.7 61.9 64.7
1984..... 105.5 78.1 65.3 61.5 66.5
1985..... 106.5 78.8 65.8 62.0 . 69.7
1986..... 107.3 78.4 62.1 58.6 72.0
1987..... 103.3 73.4 62.5 59.1 77.8
1988..... 102.2 72.5 66.9 63.2 81.9
Jan - Mar: '
1988... 25.6 18.1 . 16.3 15.3 19.4
1989... 24.1 17.1 16.2 15.4 19.7

1/ Chicken and turkey.
2/ Retail and carcass weight are virtually the same for poultry.

Source: Compiled from official statistics of the U.S. Department of
Agriculture.

Many consumers consider poultry meat to be a good economic value in
relation to red meats, and perceived health concerns among some consumers may
have affected demand for pork and red meats. Another factor is the aggressive
campaign by the poultry industry to cater to a convenience-conscious public by
providing prepackaged products like chicken nuggets and chicken fingers and by
building brand loyalty among consumers. Brand loyalty is built by advertising
and coupon campaigns, and prepackaging saves consumers time. Some pork
packers, such as Wilson and ConAgra, are moving to imitate the poultry industry

1/ Pork that is cured, prepared, preserved, or processed is outside the scope
of this investigation.
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by introducing “lite” pork products, with lower amounts of fat and fewer
calories, and by attempting to build brand loyalties.

U.S. Regulatory Treatment

U.S, tariff treatment

The products covered by this investigation are fresh, chilled, and frozen
pork, classifiable under Harmonized Tariff Schedule subheadings 0203.11.00,
0203.12.90, 0203.19.40, 0203.21.00, 0203.22.90, and 0203.29.40 and previously
provided for under Tariff Schedules of the United States Annotated items
106.4020 and 106.4040. The column l-general rate of duty (the duty rates
applicable to imports from Canada) for these HTS subheadings is free.
Specifically excluded from this investigation are any processed or otherwise
prepared or preserved pork products such as canned hams, cured bacon, sausage,
and ground pork. ’

Health and sanitary regulations of the USDA

Certain health and sanitary regulations with respect to U.S. imports of
live swine and pork are administered by the USDA and the U.S. Customs Service
to protect the U.S. livestock industry and to ensure an adequate supply of safe
meat for the consumer. For example, sources of imports of pork are limited to
those countries that have been declared free of rinderpest and foot-and-mouth
diseases 1/ by the U.S. Secretary of Agriculture, 2/ Canada has been declared
free of such diseases, but because of the existence of these diseases in many
of the pork-producing countries of Europe, pork imported from these countries
is usually cooked, canned, or cured.

With respect to the preparation of the products covered, section 20 of the
Federal Meat Inspection Act (21 U.S.C. 620 and 661) requires that foreign
countries exporting meat to the United States enforce inspection and other
requirements that are at least equal to those applicable to the preparation of
like products at federally inspected establishments in the United States. The
act also requires that the imported products be subject to inspection and other
requirements upon arrival in the United States in order to identify these
products and further ensure their freedom from adulteration and misbranding at
the time of entry. However, section 20 does not provide that the imported
products be inspected by U.S. inspectors during their preparation in the
foreign country. :

Although many countries are eligible to export meat to the United States,
not all plants within each country are so eligible. In Canada, virtually all
federally inspected plants are eligible to export to the United States. As a
country, Canada has long been eligible to export meat to the United States, and
as of December 31, 1988, 615 plants within Canada were so eligible.

1/ Rinderpest and foot-and-mouth diseases are highly contagious, infectious
diseases that can afflict cloven-footed animals (such as cattle, sheep, swine,
and deer). Because the diseases are easily transmitted and are debilitating,
they are an ever-present threat to the U.S. livestock industry. The diseases
do not present a direct threat to human health.

2/ Pursuant to sec. 306 of the Tariff Act of 1930 (19 U.S.C. 1306).
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During 1988, 2.7 million pounds of fresh, chilled, or frozen pork,
representing 0.4 percent of the total offered in that year, was refused entry
into the United States. Approximately 1.6 million pounds of that total was
from Canada.

Nature and Extent of Subsidies

On July 24, 1989, Commerce published in the Federal Register (54 F.R.
30774) its final determination that benefits that constitute subsidies within
the meaning of section 701 of the Tariff Act of 1930 are being provided to .
producers and exporters in Canada of fresh, chilled, or frozen pork products.
Accordingly, Commerce directed the U.S. Customs Service to continue to suspend
liquidation of all entries of the subject merchandise from Canada until further
notice. Liquidation was originally suspended when Commerce made its
preliminary subsidy determination on May 8, 1989. The period for which
Commerce measured subsidization (i.e., the review period) was calendar year
1988. The estimated net subsidy, as determined by Commerce, is Can$0.08/kg.
(Can$0.036/1b.) 1/ for all producers and exporters in Canada of fresh, chilled,
and frozen pork, and de minimis for all producers and exporters in Canada of
fresh, chilled, and frozen sow and boar meat.

The following programs were determined by Commerce to confer subsidies: 2/

National Programs
1, Agricultural Stabilization Act/ National Tripartite Red Meat
Stabilization Program
2. Feed Freight Assistance Program
3. Western Diversification Program
4, Western Transportation Industrial Development Program

Federal/Provincial Program
5. Canada/Quebec Subsidiary Agreement on Agri-Food Development

Provincial Programs

6. Alberta Crow Benefit Offset Program

7. Alberta Department of Economic Development and Trade Act

8. Alberta Grant to Fletcher’s Fine Foods

9. Ontario Farm Tax Rebate Program

10. Ontario (Northern) Livestock Improvement and Transportation
Programs

11. Ontario Pork Industry Improvement Plan

12, Ontario Marketing Assistance Program for Pork

13. Quebec Farm Income Stabilization Insurance Program

14, Quebec Productivity Improvement and Consolidation of Livestock
Production Programs '

15, Quebec Regional Development Assistance

16. Saskatchewan Hog Assured Returns Program

17. Saskatchewan Livestock Investment Tax Credit Program

1/ Commission staff estimate, on the basis of the average exchange rate and
imports in 1988, that the average ad valorem equivalent would be 2.9 percent
for fresh, chilled, and frozen pork from Canada.

2/ None of these subsidies are considered by Commerce to be export subsidies.
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18, Saskatchewan Livestock Facilities Tax Credit Program

Brief descriptions of the programs follow:

Agricultural Stabilization Act/ National Tripartite Red Meat Stabilization
Program.--The Agricultural Stabilization Act (ASA) provides for the price

stabilization of certain agricultural commodities, including hogs. The
tripartite scheme and the provincial program provide for a 5-year phase-in
period to adjust the differences between the tripartite scheme and the
provincial programs. The tripartite agreements on hogs are administered by the
Stabilization Committee (Committee) in conjunction with the Agricultural
Stabilization Board (Board). The Committee calculates the stabilization
payments on a quarterly basis in the following manner. First it calculates a

. “support price,” which is equal to the cash costs of production in the current
13-week period plus 93 percent of the average margin in the same 13-week period
for the preceding 5 years. The margin for any given period is equal to

the national average market price for the period minus the national average
cash costs in the period. The difference between the support price and the
average market price is the amount of the stabilization payment. Stabilization
payments are triggered in any 13-week period during which the market price

falls below the support price. Payments are made only on hogs indexing 80 or
above.

To determine the benefit under this program, Commerce calculated the
dressed-weight equivalent of all hogs marketed in the five Provinces 1/ during
the review period (less sows and boars). To obtain the dressed-weight
equivalent, Commerce used the conversion factor of 79.5 percent as provided in
the Government of Canada’s questionnaire response. Since the stabilization
payments are paid out from a pool of funds which are made up of equal
contributions from the Federal Government, Provincial Governments, and producer
premiums, plus interest, Commerce multiplied the stabilization payments made
during the review period by two-thirds to factor out the producer premiums and
allocated the result over the dressed-weight equivalent of hogs marketed during
the review period to obtain an estimated subsidy of Can$0.027486/kg.
(Can$0.012468/1b.). Because sows and boars are ineligible for benefits under
this program, Commerce determined the benefit to be zero for sow and boar meat. 2/

Feed Freight Assistance Program (FFAP).--The Canada Livestock Feed Board
oversees the FFAP. The board ensures the availability of feed grains to meet
the needs of livestock feeders, the availability of adequate storage space in
eastern Canada for feed grain, and price stability for feed grain in eastern
Canada, British Columbia, Yukon, and the Northwest Territories. Only users of
grain, i.e., those who buy grain to feed livestock (commercial mills and
livestock producers), are eligible for assistance. Of the five Provinces,
livestock owners in only Ontario and Quebec are eligible for assistance under
the program. Commerce found that no benefits were provided to hog producers in
Ontario. Therefore, Commerce considered only the assistance provided to
Quebec producers. :

1/ Alberta, Manitoba, Ontario, Quebec, and Saskatchewan.

2/ Net payments to producers under the tripartite program, calculated by deducting
one-third of the payment made to producers, equaled Can$31.38, Can$25.49, and
Can$24.18 per hog for the fourth quarter of 1988 and the first two quarters of
1989, respectively. Petitioner’s posthearing brief, p. 8.
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Commerce verified that 2.7 percent of all payments under this program went
to livestock growers in Quebec. At verification Commerce found that 50 percent
of feed grains were consumed by hogs. Therefore, to calculate the benefit to
hog producers, Commerce used 1.35 percent, 50 percent of 2.7 percent of total
payments as the benefit to hog producers. Commerce divided this amount by the
dressed-weight equivalent of hogs marketed during the review period in the five
Provinces to obtain an estimated net subsidy of Can$0.000034/kg.
(Can$0.000016/1b.).

Western Diversification Program.--This program was established as a 5-year
program with a $1.2 billion diversification fund. Assistance is provided in
the form of ”"contributions,” either repayable or nonrepayable. Commerce
verified that, of the projects approved to date, only one provided benefits on
the production of hogs or the processing of pork during the review period.

To calculate the benefit, Commerce used as best information available the
nonrepayable contribution disbursed to the one hog/pork-related project during
fiscal year 1988-89 and divided it by the dressed-weight equivalent of hogs
marketed during the review period in the five Provinces to obtain an estimated
net subsidy of Can$0.000105/kg. (Can$0.000048/1b.) for fresh, chilled, and
frozen pork and for sow and boar meat.

Western Transportation Industrial Development Program.--This program

expired in June 1988 and was incorporated into the Western Diversification
Program. To calculate the benefit under this program, Commerce divided the
grants attributable to pork production during the review period by the dressed-
weight equivalent of hogs marketed during the review period in the five
Provinces to yield an estimated net subsidy of Can$0.000054/kg.
(Can$0.000025/1b.) for fresh, chilled, and frozen pork and for sow and boar meat.

anada/Quebec Subsidia ement o i-Food Development.--The
agreement is pursuant to an Economic and Regional Development Agreement between
the Government of Canada and the Province of Quebec. .Three programs and seven
subprograms are funded under the agreement. To calculate the benefit, Commerce
summed the grants provided to hog-related projects under subprogram 2A during
the review period and multiplied this sum by one-half to factor out the
Government of Quebec contribution. Commerce divided the result by the dressed-
weight equivalent of hogs marketed in the five Provinces during the review
period to obtain an estimated net subsidy of Can$0.000019/kg.
(Can$0.000009/1b.) for fresh, chilled, or frozen pork and for sow or boar meat.

Alberta Crow Benefit Offset Program.--The purpose of this program, which

is administered by Agriculture Alberta, is to eliminate market distortions in
feed grain prices created by the government’s policy on grain transportation.
The Government of Alberta estimated that 15 percent of benefits provided under
this program went to swine producers. Therefore, to calculate the benefit,
Commerce took 15 percent of the total amount of benefits to feed grain users in
Alberta and allocated it over the dressed-weight equivalent of hogs marketed
during the review period in the five Provinces. On this basis, Commerce
calculated an estimated net subsidy of Can$0.003228/kg. (Can$0.001464/1b.).

Alberta Department of Economic Development and Trade Act.--The purpose of
this program is to foster economic development in the Province. Assistance may
be provided in the form of grants, loans, or loan guarantees. However, only
loans and loan guarantees have been provided under the program. Loans and loan
guarantees are only provided to firms that cannot receive financing or
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equivalent financing from commercial sources. Two pork producers in Alberta
have received benefits under the program. Gainers, Inc. has received both a
loan and a loan guarantee from the Province under this program, and Fletcher’s
Fine Foods has received a loan guarantee.

During the review period, two loan guarantees and one loan were provided
to pork packers. One loan guarantee was used to obtain a short-term loan; the
other was used to obtain a long~term loan. Commerce totaled the net benefits
provided from this program and divided the result by the dressed-weight
equivalent of hogs marketed in the five provinces during the review period to
yield an estimated subsidy of Can $0.000018 kg. (Can $0.000008/1b.) for fresh,
chilled, and frozen pork and for sow and boar meat.

Alberta Grant to Fletcher’s Fine Foods.--During verification Commerce
found that Fletcher’s Fine Foods had received a grant from the Province of
Alberta., Company officials stated that the grant was received prior to the
review period, but no supporting documentation was provided. Because Commerce
was unable to verify that this grant was provided prior to the review period,
as best information available Commerce attributed the full amount of the grant
to the review period. Commerce divided this grant by the dressed-weight
equivalent of hogs marketed in the five provinces during the review period to
yield an estimated net subsidy of Can$0.000066/kg. (Can$0.000030/1b.) for
fresh, chilled, and frozen pork and for sow and boar meat.

Ontario Farm Tax Rebate Program.--This program replaced the Ontario Farm
Tax Reduction Program. Whereas the Ontario Farm Tax Reduction Program provided

a rebate of 60 percent of total property taxes levied on eligible farm
properties, the current program provides a rebate of 100 percent of taxes
levied on outbuildings and properties only. Taxes levied on the residence and
one acre of land are no longer rebated. Any resident of Ontario who owns and
pays taxes on eligible properties may receive a rebate. Eligible properties
are farming enterprises that produce farm products-with a gross value of
Can$8,000 in southern and western Ontario and Can$5,000 in northern and eastern
Ontario. Since all farmers in Ontario with a gross value of at least Can$8,000
are eligible to receive a rebate under this program, the program is limited to
a specific enterprise or industry, or group of enterprises or industries, and
is countervailable only to the extent that farmers in northern and eastern
Ontario whose gross output is between Can$5,000 and Can$8,000 receive benefits.

On the basis of data taken from the 1986 Census of Agriculture, Statistics
Canada, the last year for which complete information is available, the
Government of Ontario estimated that 4.7 percent of all Ontario swine farmers
have sales valued within the Can$5,000-Can$8,000 range. To calculate the
benefit, Commerce multiplied the total amount paid to swine producers in
eastern and northern Ontario by 4.7 percent during the review period. Commerce
divided the result by the dressed-weight equivalent of hogs marketed during the
review period in the five Provinces to obtain an estimated net subsidy of
Can$0.000020/kg. (Can$0.000009/1b.) for both fresh, chilled, or frozen pork and
for sow and boar meat.

tario the ivestock ovement and Transportation Programs.--
The purpose of these programs is to aid livestock producers in northern Ontario
by increasing production through herd improvement. Livestock producers in
northern Ontario are reimbursed up to 20 percent of the cost of purchasing
breeding stock and 50 percent of the transportation cost associated with the
purchase of such breeding stock.
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- To calculate the benefit to swine producers, Commerce allocated the
reimbursements made to swine producers during the review period, as reported in
the questionnaire response, over the dressed-weight equivalent of hogs marketed
during the review period in the five Provinces to obtain an estimated net
subsidy of less than Can$0.000001 in either kilograms or pounds for fresh,
chilled or frozen pork and for sow and boar meat.

Ontario Pork Industry Improvement Plan (OPIIP).--The purpose of the OPIIP

is to foster excellence in farm business management and in the adoption of
improved production technologies. Assistance is provided under a number of
subprograms. To be eligible for any of the subprograms, a producer must have
at least 20 sow equivalents (one sow equivalent is equal to one sow or 15
market-weight hogs marketed annually) and must submit the required production
records.

To calculate the benefit, Commerce summed the grants provided under this
program during the review period and divided the result by the dressed-weight
equivalent of hogs marketed in the five Provinces during the review period to
calculate an estimated net subsidy of Can$0.002324/kg. (Can$0.001054/1b.).

Ontario Markéting Assistance Program for Pork (MAPP).--This program

assists Ontario pork processors in their efforts to improve market prospects
for pork sales and to sustain and enhance their ability to compete in global
pork markets. Pork processors and packers receive grants of 25 percent of the
total cost of plant upgrading, new technology adoption, or new product
development.

To calculate the benefit, Commerce summed the grants provided under this
program during the review period and divided the result by the dressed-weight
equivalent of hogs marketed in the five Provinces during the review period to
calculate an estimated net subsidy of Can$0.000613/kg. (Can$0.000278/1b.) for
fresh, chilled, and frozen pork and for sow and boar meat.

ebec Farm Income Stabilization Insurance Progr FISIP).--This program
stabilizes the income of growers who operate in accordance with certain
production and marketing standards. The support level is calculated according
to a cost-of-production model. The program is funded two-thirds by the
provincial government and one-third by producer assessments.

Commerce calculated the benefit by multiplying the total amount of
stabilization payments made during the review period by two-thirds to factor
out the producer assessments. Commerce then divided the result by the dressed-
weight equivalent of hogs marketed during the review period in the five
Provinces to obtain an estimated net subsidy of Can $0.043170/kg. (Can
$0.019582/1b.) for fresh, chilled, and frozen pork. Because sows and boars
slaughtered for meat are ineligible for benefits under this program, Commerce
determined the benefit to be zero for sow and boar meat. '

Quebec Productivity Improvement and Consolidation of Livestock Production
Programs (QPICLP).--The program is divided into eight subgroups. Swine growers
are only eligible for one subprogram, the Farm Buildings Improvement Program.
Under this subprogram, grants are provided to convert existing piggeries to
farrow-to-finish operations. Grants cover up to 30 percent of the actual cost
of conversion. Producers operating farrowing piggeries must maintain between
40 and 80 sows, and finishing piggeries must maintain between 500 and 1,000
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hogs. Maximum assistance is Can$200 per sow and Can$25 per hog, with a maximum
of Can$15,000 per farm operation for the duration of the program.

To calculate the benefit, Commerce summed the grants provided under this
program during the review period and divided the result by the dressed-weight
equivalent of hogs marketed in the five Provinces during the review period to
calculate an estimated net subsidy of Can$0.000010/kg. (Can$0.000005/1b.) for
fresh, chilled, and frozen pork and for sow and boar meat.

Quebec Regional Development Assistance (QRDA).--This program consists of

four subgroups. Swine growers are only eligible for the Assistance for
Transporting Livestock subprogram. This subprogram provides eligible farmers
financial assistance for transporting animals to a slaughterhouse or to a
public market. To be eligible for assistance under this program, swine growers
must be located in one of the five agricultural regions. The assistance
offered varies according to the zone in which the applicant’s operation is
located.

To calculate the benefits, Commerce divided the amount of payments made to
hog producers during the review period by the dressed-weight equivalent of hogs
marketed during the review period in the five Provinces to obtain an estimated
net subsidy of Can$0.000025/kg. (Can $0.000011/1b,) for fresh, chilled, and
frozen pork and for sow and boar meat.

Saskatchewan Hog Assured Return Program (SHARP).--This program provides

stabilization payments to Saskatchewan hog producers when market returns fall
below a designated “floor price.” To be eligible, a grower must own market
hogs that are raised and finished to slaughter weight on the production unit,
or that are purchased as weaning or feeder hogs and fed a minimum of 60 days.
Coverage is limited to 1,500 hogs per producer per quarter. The program is
funded through producer premiums and matching funds from the Provincial
Government.

To calculate the benefit, Commerce multiplied the total amount of
stabilization payments made to hog producers in 1988 by one-half to factor out
producer premiums and divided the result by the dressed-weight equivalent of
hogs marketed during the review period (less sows and boars) in the five
Provinces to obtain an estimated net subsidy of Can$0.001408/kg.
(Can$0.000639/1b.) for fresh, chilled, and frozen pork. The estimated net
subsidy is zero for sow and boar meat because sows and boars are ineligible for
benefits under this program.

Saskatchewan Livestock Investment Tax Credit Program (SLITC).--This

program provides tax credits to livestock growers who pay income taxes and
whose livestock are fed in Saskatchewan. Hog growers are eligible for a tax
credit of Can$3.00 per hog. . There is a Can$100 deduction from the credit in
each year the tax credit is claimed. If any portion of the tax credit is not
used, it may be carried forward for up to 7 years.

To calculate the benefit, Commerce divided the tax credits net of
deductibles by the dressed-weight equivalent of hogs marketed during the review
period (less sows and boars) in the five Provinces to obtain an estimated net
subsidy of Can$0.000721/kg. (Can$0.000327/1b.) for fresh, chilled, and frozen
pork. The estimated net benefit is zero for sow and boar meat because sows and
boars are ineligible for benefits under this program.
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Saskatchewan Livestock Facilities Tax Credit Program (SLETCP).-~-This
program provides tax credits to livestock growers for investment in livestock
production facilities. The credits are deductible only from Provincial taxes.
Investments covered under this program include new buildings, improvements to
existing livestock facilities, and any stationary equipment related to
_ livestock facilities. During the review period, livestock growers were
eligible for a tax credit of 15 percent of 95 percent (14.25 percent) of the
total facilities investment. Participants may carry forward any unused credit
for up to 7 years.

To calculate the benefit, as best information available, Commerce divided
the total tax credits claimed by hog producers by the dressed-weight equivalent
of hogs marketed during the review period in the five Provinces to obtain an
estimated net subsidy of Can$0.000355/kg. (Can $0.000161/1b.) for fresh,
chilled, and frozen pork and for sow and boar meat.

The U.S. Industry
swine growers

Swine are grown throughout the United States, but production is
concentrated in the North Central States. 1/ In 1988, there were 333,500 swine
- enterprises 2/ in the United States. Of these, 166,500, or 50 percent, were
located in the North Central States. These enterprises accounted for 78.7
percent of hogs raised in the United States in 1988. 3/

Pigs are born (farrowed) after a gestation period that is normally 114
days. A few days after birth, most male pigs are castrated and are thereafter
referred to as barrows. The barrows and gilts (female swine that have not
farrowed) are raised to a weight of about 40 to 50 pounds in about 2 months.
These animals are referred to as feeder pigs, and the businesses that raise
them are referred to as feeder pig producers. The feeder pigs may be sold to
finishers, who raise them to a slaughter weight of about 220 to 240 pounds in
about 4 months. At that point, these animals are referred to as slaughter
hogs. However, many U.S. swine today are produced by “farrow-to-finish”
enterprises, which combine the feeder pig production and finishing businesses
into one operation. A few enterprises specialize in raising purebred animals
for breeding.

Swine are hardy, adaptable animals that can be raised under minimal
shelter, although the death rate for baby pigs can be quite high under those
conditions. In the United States, live swine shelter systems range from small,
A-frame buildings for individual sows (female swine that have farrowed) and
their litters to large-volume, total confinement systems in which swine are
maintained in totally environmentally controlled buildings throughout their
lives. In recent years the trend has been toward more confinement in order to
reduce swine labor requirements and to meet environmental protection
regulations. There has also been a trend toward concentration in the live
swine industry. However, even the largest swine-raising operations are
believed to account for only a small share of total U.S..production.

1/ Ohio, Indiana, Illinois, Michigan, Wisconsin, Minnesota, Iowa, Missouri,
South Dakota, Nebraska, and Kansas.
2/ An enterprise is any place having one or more swine on hand during the year.

3/ Hogs and Pigs, USDA, Jan. 6, 1989.
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Hog cycle

In the United States, and in many other countries and regions of the world
where swine are kept, production is subject to a business cycle--generally
referred to as the hog cycle. The cycle may be described as a change in the
inventory of live animals and a concomitant but opposite change in pork
production. The cycle is described in more detail in appendix D of this
report. In brief, it appears that the U.S. industry has been in a modest
contraction phase (in terms of animal inventory) since mid-1988, and growers
have been experiencing associated reduced profits, and even losses, while pork
production has been expanding.

Drought

During the feed growing season of 1988, parts of the United States,
including major swine-growing regions, were subject to drought, the severity of
which ranged from slight to severe, and high temperatures. Although the high
temperatures contributed to reduced litter sizes during the summer of 1988,
probably the more serious effect was reduced feed grain production because of
the drought, and subsequent higher grain prices. For example, corn prices rose
from an average of $1.92 per bushel (#2 Yellow, Central Illinois) in March and
April of 1988 to $2.59 per bushel in June 1988 and then to a peak of $2.90 in
July of that year (in the previous year prices rose from an average of $1.51 in
March and April to $1.71 in June but declined to $1.60 in July). Although the
drought continued throughout the summer of 1988, prices stabilized, averaging
about $2.65 per bushel for the remainder of 1988, reflecting a number of
factors including a large wheat crop, moderate exports of grains, and release
of stocks from Government and private stocks.

Meatpackers

Live swine are slaughtered and processed by meatpacking businesses. A few
of the small companies are owned and operated by live swine growers. Most of
these are cooperatives. Many of the large packinghouses also process pork into
sausage, ground pork, and other pork-related products. These operations are
referred to as packer/processors. The American Meat Institute defines packers
as companies that slaughter livestock and have sales primarily of fresh meat,
and packer/processors as companies that slaughter livestock and have sales of
processed meats equivalent to two-thirds or more of total sales. Pork
processors do not slaughter livestock and are involved primarily in the
manufacture and sale of processed pork meats. 1/

There appears to be a trend in the meatpacking industry toward
consolidation, specialization, and a division between ”commodity slaughterers,”
such as ConAgra, IBP, and Excel, and “branded processors,” such as Hormel and
Oscar Mayer. In 1988, there were 1,150 federally inspected hog slaughter
facilities. Of these, 26 facilities, or 2.3 percent, accounted for 66 percent
of all commercial slaughter. 2/ ”[A] more industrialized, streamlined, cost-
conscious pork industry is developing,” according to industry analysts and
observers. “If you’re going to be slaughtering hogs, you’ve got to do it on a
massive scale, That’s why we’re seeing this consolidation.” 3/.

1/ Meat Facts, American Meat Institute, 1988 ed., p. 42.

2/ Livestock SLgugbter. 1988 Summary, USDA, p. 55.
3/ "SIPCO’s Pork Move: The Changes it Brings,” Meat & Poultry, April 1988, p. 22.
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During the 1980s the U.S. pork-packing and processing sector has
experienced nearly continuous changes in corporate ownership, name changes, and
operating procedure. New companies have entered the sector and some companies
have departed.

Representatives of organized labor report that many of the changes
resulted in termination of labor-management agreements and initiation of
subsequent agreements that were less favorable to workers. Some labor
representatives contend that the termination of the labor-management agreements
was the motivation of some company decisions. Some management interests
contend that competitive factors in the meat industry dictated changes in the -
sector.

Probably the most complicated corporate change involved ConAgra, Inc. and
the Swift Independent Packing Company (SIPCO). The Swift Co. has been a major
meat. packer in the United States for about 125 years. Swift grew into a large,
diversified holding company, Esmark, a publicly owned company. In 1983 Esmark
divided Swift into two companies--SIPCO, the packing division, and Swift
Processed Meats, which specialized in prepared or preserved products, and spun-
off the 2 companies. SIPCO was subsequently purchased by an individual and
became a private company in September 1987. SIPCO was purchased from the
individual by Monfort of Colorado, a beef and lamb growing and packing company,
in October 1987. Monfort of Colorado, which had been a publicly owned company,
had been purchased by ConAgra, Inc., also a publicly owned company, in 1986.
All of ConAgra’s pork operations are now administratively part of Monfort Pork
Division,

IBP, Inc. (formally Iowa Beef Processors), a large-volume U.S. beef and
pork packing company, became a publicly owned company in 1961. The company was
subsequently purchased by an individual and became a private company. In 1981
IBP, Inc. became a wholly-owned subsidiary of Occidental Petroleum, a publicly
owned company, through a reorganization and plan of merger. In October 1987,
IBP, Inc. sold 23,500,000 shares of its common stock in an initial public
offering and Occidental’s ownership was thereby reduced to a 50.5 percent
interest,

John Morrell & Co., another large-volume pork-packing company, is a
subsidiary of United Brands, a publicly owned company. John Morrell & Co.,
unlike the two previously mentioned companies, sells processed brand-name
products. Company brand names include John Morrell, Nathan’s Famous, Tobin’s
First Prize, Hunter, Tom Sawyer, Krey, Krey Gourmet, Peyten, Buckboard, Rath
Black Hawk, Partridge, Rodeo, Scott Peterson, Bob Ostrew, E-Z Cut, Table Trim,
and Golden Smoked.

Smithfield Foods, Inc., a publicly owned company, is the largest volume
pork packer and processor in the Eastern United States. Its subsidiaries
include Gwaltney of Smithfield, Ltd.; Patrick Cudahy, Inc., Schluderberg-
Kurdle, Inc.; and, Smithfield Packing Co., Inc. Smithfield Foods, Inc.
distributes pork under the following labels: Esskay, Great, Gwaltney,
Hamilton, Luter, Patrick Cudahy, Smithfield, and Williamsburg. Patrick Cudahy
filed for bankruptcy in December 1987 and permanently ceased its swine
slaughtering and pork canning operations in the latter half of 1987.
Smithfield Foods, Inc. is a partner in Smithfield-Carroll’s joint venture.
The partnership is a swine-raising venture with Carroll’s Foods, Inc., and is
reportedly designed to assure a supply of swine for slaughter. According to




A-19

Smithfield’s 1987 annual report the partnership had 10,000 sows, a near-term
goal of 25,000, and a 1993 goal of raising 2 million swine per year.

Wilson Foods Corp. has been .a major U.S. meatpacking company for over 130
years. Wilson became a publicly held company in 1983, subsequently was
declared bankrupt,. and was purchased by Doskocil, a food products company, in
1988. In July 1989, Doskocil sold Wilson’s fresh and retail meats businesses
to a private individual. During the late 1980s Wilson had reduced its pork-
packing operations to support its processing operations.

Farmland Industries, Inc. is a regional agricultural cooperative. One
subsidiary, Farmland Foods Inc., is the largest pork packing and processing
cooperative in the United States., 1/ Its brand-name products include Jefferson
County, Farmland, and Maple River. - Farmstead Foods, another large-volume pork
packer, is a privately owned company.:

Sara Lee, a diversified publicly owned company, is a large-volume pork
packer and processor through its subsidiaries Bryan Foods, Hillshire Farm Co.,
Kahn’s and Co., and Jimmy Dean. Sara Lee’s brand labels include Bil Mar, Smoky
Hollow, Jimmy Dean, Khans, Bryan, and Mr. Turkey.

Thorn Apple Valley, Inc., formally known as Frederick & Herrud, is a
publicly owned large-volume pork packer and processor that has emphasized
further processing in recent years.

Geo. A, Hormel & Co., a publicly owned company, is another example of a
company that has decided to specialize in pork processing rather than pork
packing. One of Hormel’s packing plants was closed by a strike in March 1986,
reopened in August 1987, and &losed again in early 1989. The plant was leased
to another company and reopened on-June 19, 1989. The company’s remaining
packing plant is scheduled to close August 31, 1989. Hormel’'s brand names
include Spam, Top Shelf, Hormel, Mary Kitchen, Dubuque, and Dinty Moore. 2/

Oscar Mayer Foods Corp. is a pork packer but purchases additional
quantities of pork for processing. Oscar Mayer, a publicly owned company, was
first purchased by General Foods, also a publicly owned company, and then by
Philip Morris, another publicly owned company.

The Commission received usable questionnaire responses from 15 packers or
packer/processors that, according to official statistics of the U.S. Department
of Agriculture, accounted for 64 percent of U.S production of fresh, chilled,
or frozen pork in 1988. The questionnaire requested information from these
firms on any plant openings, relocations, expansions, acquisitions,
consolidations, closures, or prolonged shutdowns because of strikes or
equipment failures; or any other change in the character of operations or
organization relating to the production of fresh, chilled, or frozen pork since
January 1, 1986. Firms’ responses to that question as well as each firm’s 1988
production and share of total 1988 production are presented in table 2:

1/ No other major porkpacking or processing firms are owned by growers.
Farmland Foods accounted for *** percent of U.S. production in 1988.
2/ Hormel did not respond to the Commission’s questionnaire.
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Table 2 ,
Questionnaire responses of petitioners and nonpetitioners

Position on U.S. production Share of

I petiti in 1988 N 1 lucti
Million pounds Percent

Petitioners:

. ConAgra Red Meats 1/....... Supports aladed kk%
Farmland Foods.....e¢e..... Supports *kk *kk
Farmstead..:v.eeveeeveeces. Supports Rk *kk
IBP 2/ ccieecscccnecnenseees Supports *kk *kk
Thorn Apple Valley......... Supports kkk *ekk
Wilson Foods 3/. .......... Supports hududad okl

Total or average......... kk%k *kk

Nonpetitioners:

American Meat Packing...... * * * ok k : *kk

Excel COrp. 4/.vevveeeceess * % % *hk kkk

Fresh Mark, 5/....ccccevvee. * * % Kk *kok

Illinois Pork 6/....0c0000s * * * kkk *kk

John Morrell & Co....vvv0es * * % *kk kkk

Oscar Meyer 7/...vciveverees * * % *kk *kk

Sara Lee COTPiceerccssecees ¥ * % *kk *kk

Smithfield Foods & Co...... * * * | Kk k%

Valley Dale Packers,

INC 8/ ceereensonconnanees * * % *kk Xk

Total questionnaire re- '

SPONSES e, coessssocssoscneses 10,068 64.4
All others...ceveeeecrecesonce 5,555 35,6
Total, U.S. production....... 15,623 100.0
1/ * * *,

2/ * *

3/ % * *,
_[L/***.
5/ % % %,

6/ Withdrew as a petitioner on August 2, 1989. Company has recently become the
subject of an assignment for the beneflt of creditors, a liquidation procedure
under Illinois state law.

1/ * * *,

8/ * * %,

Plant closings

The number of Federally inspected swine-slaughtering plants in the United
States declined steadily during 1986-88 as shown in the following tabulation:

Year Federally inspected plants

1986....... 1,250
1987....... 1,182
1988...0..0 1,150

Officials of the U.S. Department of Agriculture report that in addition to the
decline in the total number of plants, there has been an increase in the share
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of total slaughter accounted for by the larger volume plants. A large share of
the plants slaughter only intermittently and account for only a small share of
total production.

U.S. Importers

Information concerning the channels of distribution for U.S. imports of
pork from Canada was obtained from counsel for the Canadian Meat Council, the
trade association of Canadian meatpackers. The bulk of the imports are
reportedly purchased directly from meatpackers in Canada by U.S. meat
processors, wholesalers, or retailers; some imports, however, are handled by
Canadian brokers. Most of the orders are for delivery in 1 week, at a price
set when the agreement is made. Although purchasers often deal with the same
suppliers for extended periods of time, there are typically no long-term legal
commitments to purchase pork.

The Commission received questionnaire responses from 19 firms that were
either the importer of record or that purchased fresh, chilled, and frozen pork
directly from meat packers or brokers in Canada. According to official
statistics, those firms accounted for about 25 percent of the imports of fresh,
chilled, and frozen pork from Canada in 1988.

The Domestic Market

Channels of distribution

In both the United States and Canada, fresh, chilled, or frozen pork
carcasses may be sold to pork processors by meatpackers--firms that slaughter
live swine. Alternatively, in both the United States and Canada packers may
also fabricate carcasses into primal cuts for sale to other packers or
retailers. They may also divide the primal cuts into subprimal or retail-sized
cuts for sale to retailers. Because fresh or chilled pork is a perishable
agricultural product, it is usually sold to the retail consumer less than 1
week after the animal is slaughtered. Some pork packers are also processors
that process pork products such as bacon, canned hams, sausages, and so forth.

Figure 4 shows the swine and pork sector production and marketing system.
Production may be viewed as beginning with animals for breeding purposes. Such
animals are raised by various types of growers and are then sold to growers,
who raise swine for slaughter for pork. Most of the sales by growers who raise
animals for breeding purposes consist of male animals inasmuch as most growers
obtain their female animals for breeding purposes by selecting and retaining
the most desirable animals from the litters they raise. Corporatioris,
including animal-health-product producers and animal feed companies, account
for a significant share of male animals (boars) sold for breeding purposes.
Also, some growers specialize in the raising of purebred animals for breeding
purposes. Some growers specialize in the raising of animals that are not
purebred but are nonetheless kept for breeding purposes.

As shown in the figure, swine may be raised from birth to slaughter
weights by farrow-to-finish enterprises and may then be sold for slaughter
through the various marketing channels. Alternatively, swine may be raised
from birth to about 40 to 60 pounds (so-called feeder pigs) and may then be
sold through various marketing channels to finishers, who raise them to
slaughter weights. Slaughterers may sell pork to processors, but many
slaughterers are integrated enterprises that further process the pork for sale
to wholesalers, retailers, or food service enterprises.



A-22

Figure 4
Production and marketing system
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Data on apparent consumption of fresh, chilled, or frozen pork were
compiled from publicly available sources. Table 3 shows apparent consumption
of fresh, chilled, or frozen pork as calculated from data compiled by the
Economic Research Service of the U.S. Department of Agriculture. During 1986-
88, apparent consumption increased by 9.5 percent, with consumption in 1987
increasing 1.6 percent over 1986 and consumption in 1988 increasing 7.8 percent
over 1987. Consumption in January-March 1989 continued to increase, rising 0.5
percent from consumption in January-March 1988,

Table 3

Pork: U.S. packers’ production derived from U.S.-grown swine, U.S. packers’
production derived from Canadian swine slaughtered in the United States, net
inventory changes, exports, imports, and apparent U.S. consumption, 1986-88,
January-March 1988, and January-March 1989

(In millions of pounds)

ary-Marc
Item : 1986 1987 1988 1988 1989
U.S. packers’ production

derived from U.S.-grown

swine 1/..ccieeennnnnnns 13,910 14,237 15,488 3,764 3,820
U.S. packers’ production 4

derived from Canadian

swine slaughtered in the

United States.....eoeee. 88 75 135 26 67
Total..iveeeeeennnnnnns 13,998 14,312 15,623 3,790 3,887
Net inventory change ..... (41) 99 " 66 72 57
EXports 2/.cceevecccnnnses 218 233 330 55 90
Domestic shipments 3/..... 13,821 13,980 15,227 3,663 3,740
ImpOrtS.sseerssecennenenss ~1,122 1,195 1,137 310 251
Apparent U.S. consump- : )
tion 4/.ciiieeennnennnns 14,943 15,175 ‘ 16,364 3,973 3,991

1/ Includes farm slaughter.

2/ Includes shipments to Puerto Rico and the U.S. Virgin Islands.

3/ Domestic shipments figure is derived by subtracting net inventory change and
exports from total U.S. producers’ production.

4/ U.S. apparent consumption figure derived by adding imports to domestic
shipments.

Source: Compiled from official statistics of the U.S. Department of
Agriculture and the U.S. Department of Commerce.
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Consideration of Material Injury
to an Industry in the United States

The Commission received usable questionnaire responses from 15 meatpackers
and packer/processors that, according to official statistics of the U.S.
Department of Agriculture, accounted for 64 percent of U.S. production of
fresh, chilled, and frozen pork in 1988. Information presented in this section
of the report was compiled from both publicly available sources and from
questionnaire responses.

" Data on the condition of swine growers are presented in appendix D, since
the petitioner alleged in the preliminary investigation and again in this final
investigation that swine growers are part of the domestic industry. 1/ Counsel
for respondents argues that swine growers should not be included in the
definition of the domestic industry. 2/

U.S. production

Table 4 shows U.S. pork production and the U.S. swine crop for the years
1986-88. Pork production rose by 11.6, percent from 14.0 billion pounds in
-1986 to 15.6 billion pounds in 1988, Pork production continued to increase in
January-March 1989, rising 2.6 percent from production in January-March 1988,

Table 4 .
U.S. commercial pork production (including pork derived from Canadian swine)
and U.S, swine crop, 1986-88, January-March 1988, and January-March 1989

-Pork Swine
Period production’ Crop
C Million pounds : - Thousand animals
" 1986, .00, ceeieavns 13,998 : 82,443
1987...... ceseerenn 14,312 : 88,067
1988, ceneivennvanas 15,623 92,661
January-March:
11988........ Ceven 3,790 : 1/ 46,834

1989.......... ves 3,887 -2/ 46,488

1/ December 1987-May 1988,
2/ December 1988-May 1989.

Source: Compiled from official statistics of the U.S. Department of
Agriculture.’ '

However, firms that responded to the Commission’s questionnaires reported
that production declined by 8.5 percent from 8.5 billion pounds in 1986 to 7.8
billion pounds in 1987, then increased by 15.7 percent to 9.0 billion pounds in
1988, Production in January-March 1989 continued to increase, rising 10.7
percent from production in January-March 1988 (table 5). 3/

1/ Petition, p. 6., transcript of hearing, p. 28.

2/ Respondent’s postconference brief, p. 39, transcript of hearing, p. 106.

3/ Trends in production and domestic shipments by questionnaire respondents
show a decline. in 1987 whereas official statistics show an increase. According
to questionnaire responses, six firms, * * * all had lower production and
shipments in 1987 than in 1986. Those firms accounted for *#** percent of
production in 1988. '
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Table 5
Fresh, chilled, and frozen pork: U.S. capacity, production, and capacity
utilization, 1986-88, January-March 1988, and January-March 1989

January-March

Ttem 1986 1987 1988 1988 1989
Average-of-period

capacity (million pounds).. 6,772 6,143 6,580 2,210 2,211
Production (million pounds).. 8,472 7,754 8,975 2,265 2,508
Capacity utilization

(percent) 1/...cevveeeness. 115.9 113.8 122.2 91.8 94.7

1/ Computed from data of firms providing data on both capacity and production.

Source: Compiled from data submitted in response to questionnaires of the U.S.
International Trade Commission.

u,s., c ity and ca i ilizati

Questionnaire respondents reported that capacity at their establishments
declined by 9.3 percent from 6.8 billion pounds in 1986 to 6.1 billion pounds
in 1987, then increased by 7.1 percent to 6.6 billion pounds in 1988. Capacity
rose slightly (less than 1 percent) from January-March 1988 to January-March
1989, Capacity utilization by the responding firms declined from 116 percent
in 1986 to 114 percent in 1987, then rose to 122 percent in 1988 (table 5). 1/
Capacity utilization exceeds 100 percent because * * *,

U.S, producers’ domestic shipments 2/

According to official statistics, producers’ domestic shipments of fresh,
chilled, and frozen pork increased by 1.2 percent from 13.8 billion pounds in
1986 to 14.0 billion pounds in 1987, then increased an additional 8.9 percent
to 15.2 billion pounds in 1988. Domestic shipments continued to rise in
January-March 1989,

According to questionnaire responses, total domestic shipments (including
company transfers) declined by 7.9 percent from 8.1 billion pounds in 1986 to
7.5 billion pounds in 1987, then increased by 12.8 percent to 8.5 billion
pounds in 1988. Domestic shipments by the responding firms totaled 2.2 billion
pounds in January-March 1989, representing an increase of 2.9 percent from ‘
January-March 1988 (see table 3).

Company transfers by the responding firms as a share of their total
quantity of domestic shipments declined from 25.6 percent in 1986 to 23.1

percent in 1987, 21.1 percent in 1988, and 18.8 percent in January-March 1989
(table 6).

1/ Due to the nature of the swine-growing industry, there are no discernable
trends regarding capacity and employment. Most U.S. swine growing enterprises
are family-owned firms that, typically, raise more thdn one agricultural
product. Report on 1985 investigation, p. 8.

2/ Data on swine slaughter (shipments) are presented in app. D.
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Table 6
Fresh, chilled, and frozen pork: Domestic shipments by U.S. producers, 1986-
88, January-March 1988, and January-March 1989

January-March
Item 1986 1987 1988 1988 1989

Quantity (million pounds)

Company transfers........... 2,074 1,736 1,790 434 413
Domestic shipments.......... 6,027 5,783 6,695 1,529 1,780
Total ® & 8 @ 00 0 0 O 8 G e OO DN 8-101 7-519 8.485 1-963 2-193

Value (million dollars)

Company transfers........... 1,621 1,397 1,278 325 275
Domestic shipments.......... 3,427 4,178 4,227 1,006 1,064
Total...eeeeveeooonnsaness 5,048 5,575 - 5,505 1,331 1,339

Unit value (cents per pound)

Company transfers........... 84 86 77 80 73
Domestic shipments.......... 63 79 69 70 64
Average....oeeevccencssass 69 80 70 72 65

1/ Computed from data of firms providing data on both quantity and value of
shipments.

Source: Compiled from data submitted in response to questionnaires of the U.S.
International Trade Commission. :

U,S, producers’ export shipments

According to official statistics, U.S. pork exports increased by 6.9
percent from 218 million pounds in 1986 to 233 million pounds in 1987, and then
jumped by 41.6 percent to 330 million pounds in 1988. Exports in January-
March 1989 totaled 90 million pounds, representing an increase of 63.6 percent
from exports in January-March 1988. 1/ Respondents to the Commission’s
questionnaire report that exports increased annually during 1986-88 and
continued to rise in January-March 1989. Exports by responding firms 1ncreased
by 19.6 percent from 92 million pounds in 1986 to 110 million pounds in 1987.
Exports in 1988 increased by 76.4 percent to 184 million pounds; they continued
to increase in January-March 1989, reaching 73 million pounds, representing an
increase of 69.8 percent from the 43 million pounds exported in January-March
1988. Principal export markets for U.S.-produced fresh, chilled, and frozen
pork in recent years have been Japan and Mexico. U.S. exports, as compiled
from data submitted in response to Commission questionnaires, are presented in
the following tabulation:

1/ U.S. exports of fresh, chilled, and frozen pork accounted for 1.6 percent of
U.S. production in 1986 and 1987, 2.0 percent in 1988, and 2.3 percent in
January-March 1989.
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Unit
Quantity Value value

Period {million pounds) (million dollars) {per pound)
1986..000uenses 92 63 $0.82
1987........... 110 89 .90
1988.....000... 194 190 1.05
January-March: :

1988......... 43 35 .87

1989.....00.. 73 55 : .79
roducers’ end-of-period invent

Table 7 shows that ending stocks of pork were larger in every month in
1988 than in the corresponding months of 1987 and 1986, and that stocks were
higher during the first 5 months of 1989 than in the corresponding months of
1986-88., The larger 1988 monthly inventories, which are small compared with
production, probably reflect increased pork production during 1988.

At the Commission’s conference during the preliminary investigation, 1/
domestic interests indicated that packers try to avoid accumulating inventories
of pork, although processors may have such inventories. The domestic interests
indicated that pork, as a perishable product, is expensive to store and that
inventories reflect annual fluctuations in production. ' Although peak monthly
inventories may equal as much as 30 percent of monthly production, they
represent, in part, product in the distribution chain. Monthly inventories
seldom exceed 2 percent of annual consumption.

Table 7

Pork: Cold-storage stocks 1/ in the United States, by months, January 1986-
May 1989

(In millions of pounds)

Month : 1986 1987 1988 1989
JanUATY.ecevrenaensns 235 218 287 381
February....veeeoeens 239 229 308 397
March...vieeeennnnans 254 221 346 394
April...vvvuennnnnn. . 282 218 397 438
May.....o... ceesereas 276 219 389 432
JUNE. v vvsrnonnsoas 248 189 363 2/
JUlY.eeoeeosnonnneanns 215 181 337 2/
August....vveevnennns 185 175 287 2/
September............ 186 186 288 2/
OCtober.....eoeveevs. 216 212 321 .2/
November.......ce.... 206 252 361 2/
December.......cee0.. 197 285 358 2/

1/ End of month.
2/ Not available.

Source: Compiled from official statistics of the U.S. Department of
Agriculture,.

1/ Transcript of conference for the preliminary investigation at pp. 65-69.
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U.S. packers and packer/processors responding to the Commission’s
questionnaire reported that their yearend inventories increased annually during
1986-88 but declined by March 1989. Inventories declined by 15.9 percent in
March 1989, dropping to 74.5 million pounds from 88.6 million pounds in March
1988. The ratio of inventories to U.S. shipments by the responding firms
increased annually from 0.8 percent in 1986 to 1. 0 percent in 1988 as shown in
the following tabulation:

Ratio, inventories

Period Quantity to shipments
(million pounds) (percent)

1986 ...vveieveesass 61.6 0.8
1987 ...viiiieieee.. 65.9 .9
1988 ...eveeviinnens 77.9 ’ 1.0
January-March-- _

1988.............. 88.6 1.2

1989, cevvecnnsees 74,5 .9

U,S, employment, wages, and productivit

The number of production and related workers producing fresh, chilled, and
frozen pork at firms that responded to the Commission questionnaire increased
annually, rising by 22.7 percent from 11,151 in 1986 to 13,681 in 1988.
Employment continued to increase in January-March 1989, rising by 6.2 percent
from employment in January-March 1988. Hours worked by production workers also
increased during the period, rising by 31.2 percent from 1986 to 1988.

- Average hourly wages paid to production and related workers declined from
$9.00 in 1986 to $8.00 in 1987 and 1988. Average hourly total compensation

paid to those workers also declined, dropping from $11.21 in 1986 to $9.97 in
1988 (table 8).

Table 8

Fresh, chilled, and frozen pork: Average number of production and related
workers, hours worked, average hourly wages paid, average hourly total
compensation (including fringe benefits) paid to those employees, and unit
labor costs, 1986-88, January-March 1988, and January-March 1989

January-March
Item 1986 1987 1988 1988 1989

Production workers (numbers) 1/.. 11,151 12,005 13,681 11,952 12,694
Hours worked (thousands)......... 21,246 22,812 27,882 7,448 7,897

Hourly wages paid....eveeueeeennn $9.00  $8.00 $8.00 $8.00 $8.00
Hourly total compensation paid... $11.21 $10.32 $9.97 $9.95 § 9.96
Unit labor costs (per pound) 2/.. $0.03  $0.03 $0.03 $0.03 $0.02

1/ Includes hours worked plus hours of paid leave time.

2/ Computed from data supplied by firms prov1d1ng data for both productlon and
total compensation paid.

Source: Compiled from data submitted in response to questlonnalres of the U.S.
International Trade Commission.
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Financial experience of U,S, producers 1/

Twelve producers, 2/ accounting for 60 percent of production of pork in
1988, provided usable income-and-loss data on the overall operations of their
establishments and on their operations producing fresh, chilled, or frozen
pork. 3/

Historically, the meatpacking industry has been characterized by low
profit margins. Over the past several years there have been numerous
plant closures and acquisitions of old plants by new ownership. Consequently,
the sales volume of some packers has declined as plants were divested or
closed. However, some companies have expanded their meat-processing
facilities. In their annual reports some firms indicated that their profit
margins on processed meats are greater than the profit margins on sales of
their meatpacking operations. 4/

Overall establishment operations.--Several of the companies transfer a
portion of their production to processing operations. Establishment
income-and-loss data provided by the producers were either the same as fresh
pork operations or combined both pork and processing operations. These data
are presented in table 9.

Establishment net sales rose by 9 percent from 1986 to 1987 but declined
by 1 percent in 1988 from 1987. During interim periods ended March 31, such
sales fell by 4 percent from 1988 to 1989. Aggregate operating income jumped
by 90 percent from 1986 to 1988, whereas such income dropped by 27 percent from
interim 1988 to interim 1989, Operating income margins increased from 1.2
percent in 1986 and 1987 to 2.2 percent in 1988. Such income margins decreased
from 2.5 percent in interim 1988 to 1.9 percent in interim 1989.

1/ For a discussion and tabulation of net returns to hog producers, refer to
app. D, “The Hog Cycle.”

2/ These firms are * * *,

3/ One of the largest packers, IBP, Inc., was visited for verification. No
material discrepancies were found in its reported data.

4/ Excerpts from annual reports are presented in app. E.
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Income-and-loss experience of U.S. producers i/ton the overall operations of their
_establishments within which pork is produced, accounting years 1986-88 and interim
periods ended March 31, 1988, and March 31, 1989

Interim period ended

March 31--
Item 1986 _1987 1988 1988 1989
) )

Net saleS...veeecrncrccnnnas 8,901,483 9,697,805 9,571,976 4,414,702 4,230,599
Cost of goods sold.......... ‘ 4 . : 4,626
Gross profit..ccveececceces . 496,169 501,943 - 642,241 348,444 315,973
General, selling, and :
_ administrative expenses... 3 4 6 4 237,514 4
Operating income.........s0. 109,145 111,757 207,716 110,930 81,324
Startup or shutdown

EXPENSE.ceesrsscscsssssons Rk : *kk 10,554 *kk - kkk
Interest expense.....cccecee 32,243 30,217 38,964 15,643 14,807
Other expense, net.......... *kk *kk 59,222 *kk k%%
Net income before income :

taAXeS..iierrtetcerernvannes 32,146 60,648 98,976 - 69,455 52,281

Depreciation and amorti-
zation included above.....
Cashflow2/0....0..000...'..

Cost of goods so0ld..........
Gross profit..ieesecesecesns
General, selling, and
administrative expenses...
Operating income.....cceeese
Net income before income
taXeS.vevererssosaorasnans

Operating losseS.....coceues
Net 10SS€S..cceeesseccccanne
Data....'.l........'.......'

Share of net sales (percent)

94,4 94.8 93.3 . 92,1 92.5
5.6 5.2 6.7 7.9 7.5
4,3 4.0 4,5 5.4 5.5
1.2 1.2 2.2 2.5 1.9
0,4 0.6 1.0 1.6 1.2

Number of firms reporting
3. 2 2 3 5
5 3 2 3 5
11

11 12 12 12

l/***.

2/ Cashflow is defined as net income or loss plus depreciation and amortization.

Source: Compiled from data submitted in response to questionnaires of the U.S.

International Trade Commission.

.~~The income-and-loss

experience of the U.S. producers include all hog-slaughter operations, whether
the product is sold as fresh pork or destined for further processing. These
operations are presented in table 10. Net sales rose 11 percent from $5.5
billion in 1986 to $6.1 billion in 1987, and then declined by 3 percent to $5.9
billion in 1988. During interim periods ended March 31, net sales decreased
slightly, by 0.4 percent from $2.61 billion in 1988 to $2.60 billion in 1989.
Aggregate operating income declined by 12 percent from $12.2 million in 1986 to
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Table 10 - .
Income~and-loss experience of U.S. producers 1/ on their operations producing pork,
accounting years 1986-88 and interim periods ended March 31, 1988, and March 31, 1989

Interim period ended

March 31--
Item 1986 1987 1988 1988 1989
Value (1,000 dollars)

Net saleS..c.cceevvncevrennsees 5,480,001 6,076,690 5,918,645 2,612,914 2,601,588
Cost of goods sold..........

Gross profit.......c.000v0ee - 130,582 143,375 228,063 122,090 88,491
General, selling, and

administrative expenses... ‘ 6 44 . 76.5 0
Operating income...ccceeveess 12,190 10,737 84,047 45,515 18,061
Startup or shutdown e

@XPENSC.cesecasosososscane - ki L *kk *hk bl
Interest eXpense....veeeeese 15,684 . 16,095 21,460 9,827 9,802
Other expense, net.....ee00. kkk kK% *kk *k* ok ok
Net income or (loss) before

income taXesS...cccoceccens © (33,441) (22,931) 40,424 21,813 (972)

Depreciation and amorti-
zation included above.....

Cash £10W 2/..eveeeeeennnse — - (1,313) 4,353 68,400 35,176 12,865

_ Share of pet sales (percent)
' Cost of goods 501d.......... 97.6 97.6 96.1 95.3 196.6
Gross profit"'.".'.......' 2.4 2.4 3.9 4.7 3'4

General, selling, and

administrative expenses... 2.2 2.2 2.4 2.9 2.7
Operating income.....cceve0es 0.2 0.2 1.4 1.7 0.7
Net income or (loss) before :

income taXeS...ccceceveros (0.6) (0.4) 0,7 0,8 (0,04)

Number of firms reporting
Operating losses...c.eeveese 7 5 4 3 5
Net 10SS€S.cevevccesssannans . 7 6 5 3 5
DatB..cecerecenrecarsencsnnns 11 11 12 12 12

1/ These firms are * * *,
2/ Cash flow is defined as net income or loss plus depreciation and amortization.

Source: Compiled from data submitted in response to questionnaires of the U.S. Internatio:
Trade Commission.,
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$10.7 million in 1987, but it jumped to $84.0 million in 1988. Operating
income margins rose from about 0.2 percent in 1986 and 1987 to 1.4 percent in
1988. Operating income dropped by 60 percent from $45.5 million, or 1.7
percent of net sales, in interim 1988, to $18.1 million, or 0.7 percent of net
sales, in interim 1989, Key income-and-loss data of each reporting firm are
presented in table 11, * * *, Pretax net income margins followed a similar
trend to that of operating income margins during the period covered by the
investigation. However, because of high startup and shutdown expenses and
interest expenses, pretax net income margins are much lower than operating
income margins and were negative for 1986, 1987, and interim 1989. Four firms
sustained operating losses in 1988, compared with seven firms in 1986. During
the interim periods ended March 31, five firms suffered operating and net
losses in 1989, whereas three firms sustained such losses in 1988.

Table 11

Key income-and-loss data of U.S. producers on their operations producing fresh,
chilled, and frozen pork, by producers, accounting years 1986-88 and interim °
periods ended March 31, 1988, and March 31, 1989

Eleven of the reporting firms, which accounted for 52 percent of
production in 1988, supplied data on the major components of their cost of
goods sold. * * * did not provide such data. Those components, as a share of
cost of goods sold by the reporting firms, are presented in the following
tabulatlon (in percent):

Average for

Item 1986 : 1987 1988 1986-88
Raw materials......... 90.1 90.5 88.0 89.6
Direct labor.......... 3.6 3.5 4.4 3.8
Other factory costs... 6,2 6,0 7.6 6.6
Cost of goods sold.. 100.0 100.0 100.0 100.0

As stated earlier, the meatpacking industry has a history of low profit
margins. In the previous investigation of these products, operating income
(loss) margins, as a percent of sales, were 0.4, (0.2), and (0.2) in 1982,
1983, and 1984, respectively. 1/ However, the industry has changed; IBP, Inc.
is now one of the largest hog slaughterers even though the company only entered
the business in 1982. 1IBP has been a beef processor for many years. * * *,
Data from IBP’s public financial reports are discussed below in order to
explain its long-term objectives. Its pork plant locations, slaughter capacity
(head per day), and initial year of operation are presented in the following
tabulation: 2/

1/ U.S. International Trade Commission , Live Swine and Pork from Canada,
Inv. No. 701-TA-224 (Final), USITC Publication 1733, (1985), p. 33.
2/ IBP Form 10-K 1987 from the item titled "Fac111t1es,” on p. 6.
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Plant location Capacity Year
Storm Lake, IA 13,407 1982
Council Bluffs, IA 5,077 1986
Louise County, IA 13,593 1986
Madison, NE 7,500 1987

The company added a fifth plant in 1988.

“This growth will continue with the addition of a fifth
pork plant. We intend to begin construction this spring
of a $40 million state-of-the-art pork plant in )
northeastern Iowa. The plant will be located in the
center of one of the largest hog-producing regions in the
country, with an estimated 10 million hogs fed within a
100-mile radius of the proposed site. The facility will
employ 1,200 to 1,500 people and have the, capacity to
slaughter and convert 4 million hogs a year.” 1/

As for future pork industry expansion, IBP stated:

”"IBP produces approximately 22 percent of the nation’s output

of fresh beef. Extending its processing technology to pork, IBP
by the end of 1987 was producing more than 10 percent of the.
nation’s fresh pork products, and expects to expand until its
percentage of overall fresh pork production approximates its
percentage of total beef production.” 2/

During the period of investigation, the industry has been affected by
factors such as long strikes and adverse weather (1988 drought), the effect of
which is difficult to quantify. The major cost item for U.S. fresh pork
producers is live swine. Virtually all reported purchases of swine were from
U.S. domestic sources. These data, from questionnaire responses, are shown in
the tabulation below:

1987 1988
United States:
Pounds..... .o 9,055,458 10,807,188
Costivevennnn $4,985,900 $4,918,485
Unit cost
per pound.. $0.551 $0.455
Canada :
Pounds..... .o Kkk k%
Costivvvennns Fhk kkk
Unit cost

1/ 1987 IBP Annual Report from the letter of the chairman of the board to

shareholders, p. 3.

2/ 1987 IBP Annual Report from the item titled ”"IBP: A Strategic Perspective,”
For excerpts from additional firms’ annual reports, refer to app. E.

P.- 5.
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The American Meat Institute (AMI) publishes a financial operating survey
for the meat industry as a whole. AMI changed its reporting format in 1986,
therefore comparable data are not available for 1985. AMI classifies firms as
either cattle or hog packers or packer/processors if the slaughter of
identified species represents at least 75 percent of the firms live-weight
slaughter. Data presented for hog packers and packer/processors in table 12
are based on the above classification. Data in table 12 represent not only
fresh, chilled, or frozen pork but also include processed pork. Hence, in
table 13, data are further classified on the basis of share of fresh meat
sales.

Data in table 12 show that from 1986 to 1987, for fresh and processed pork
operations, total sales rose by 5.5 percent and pre-tax income increased by 8.3
percent. As a share of net sales, pre-tax income rose from 2.54 percent to
2,60 percent.

Table 12 . , _
Average breakdown of value of sales for hog packers and packer/processors, 1986 and
1987 1/

(In percentl,

Point Percent change
Item 1986 1987 change in dollars’
L = . 100,00 100,00 +85,51
Cost of goods sold:
Cost of livestock/raw materials.. 69.23 69.88 .65 +6.50
Supplies and containers.......... 5.67 5.54 -.13 +3.09
Production 1abor....eeeceeescvens 5.65 5.30 -.35 -1.03
Total.veeeeeeennoeanecoossacans 80,55 80,72 £17 +5.74
Gross MArgiN...eeeeesecessacesssans 19.45 19.28 -.17 , +4.59
Other expenses:
Other wages and salaries......... 4,28 -3.80 -.48 -6.41
Employee benefits.........ocv0une 2.79 2.69 -.10 +1.61
Interest.ceeeeiocevesccnosscnnsas .37 .34 -.03 ~3.77
Depreciation..vseesececesrcnsenns 1,03 .99 -.04 +1.60
=) ¢ o .43 .39 -.04 -4,78
General/administrative insurance. .15 .17 .02 +19.41
Taxes 2/ ceeeveeseneanas cereeanene .19 .17 -.01 -.46
All other expenses......veeeeeees 7,67 8,12 45 +11,76
Total.eeeeeenoonacencannnnsonss 16,91 16,68 -.23 -0,30
Net income before income taxes..... 2.54 2.60 .07 +8.30
Income taXeS..vveeeveceroennconcans 1,31 1.14 -.17 -8,18
Net income.....ceveeveees ceesennsas 1.23 1.47 .24 +25.79

1/ Data are for 32 firms, which, according to the American Meat Institute,
accounted for about 60 percent of producers’ domestic sales in 1986 and 1987.
2/ Other than social security and income tax.

Source: American Meat Institﬁte, Meat Industry Financial Operating Survey, 1987.

As shown in table 13, pretax net income margins were lowest for hog packers
and packer/processors that sold the highest percentage of fresh meat. However,
. average return on sales for such firms doubled from 1986 to 1987, primarily because
of a decline in the cost of livestock/raw materials.
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Table 13 .
Average breakdown of value of sales for hog packers and packer/processors by
share of fresh meat sales, 1986 and 1987 1/

-(In percent)

Greater than 34-66 Less than
67 percent percent 33 percent

Item 1986 1987 1986 1987 1986 1987
Average fresh meat sales as a

share of total sales..... ces 70.69 78.69 51.99 49.25 24,46 23.19
SaleS..vieiiectcnncnaronanns .. . 100.00 100.00 100.00 100.00 100.00 100.00
Cost of goods sold:

Cost of livestock/raw _

materials...eesessvecscnes 81.32 78,38 75.42 76.94 60.24 62.07
Supplies and containers..... 4,05 4,10 4,35 4,53 7.53 6.73
Production labor..... ceveens 5,55 6,05 5,01 5.03 5,95 5,21
Total...vviveeenencnnnnnas 90,92 88,52 84,78 86,51 73,72 74,01

Gross margin....veeeeececesnns , 9.08 11.48 15,22 13.49  26.28 25.99
Other expenses: . »

Other wages and salaries.... 1.69 2,22 3.29 3.54 5.32 4,55

Employee benefits........... 1.80 2.78 2.90 1.92 3.16 3.17

Interest...vooevene crreesea 71 .28 .35 .42 .34 .31
"~ Depreciation........ cesreens .83 .61 .65 77 1.50 1.28

Rents....ccvvn cesensssasans .15 .51 .59 .42 42 .32

General/administrative :

INSUranCe...veeeeesassonnne .56 .27 .16 .17 .13 .14
Taxes 2/ vveeeencssnnossnree - .10 .14 .12 .08 .27 .25
All other expenses.......... 3,14 4,48 6,11 4,94 10,41 11.58

Total..... cetecressesareas - 8.98 11,29 14,18 12,26 _21.56 21,59

Net income before income o
LAXES . v veerrececnsnncennncs .10 .19 1.04 1.23 4,72 4,40
Income taxesS......... cesesenen .02 .02 .73 L 45 2,18 2,00
Net income.....ceeceeeveeees ches .08 .17 .31 .78 2,54 2,40

1/ Data are for 30 firms in 1986 and 32 firms in 1987, which, according to the
American Meat Institute, accounted for about 60 percent of producers’ domestic
sales.

2/ Other than social security and income tax.

Source: American Meat Ihstitute, Meat Industry Financial Operating Shrvey, 1986
and 1987.

Investment in productive facilities.--The value of property, plant, and

equipment for the U.S. producers is shown in table 14. The return on book value
of fixed assets and the return on total assets are also presented in table 14.
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Value of property, plant, and equipment of U.S. producers, accounting

years 1986-88 and interim periods ended March 31, 1988, and March 31, 1989

(In thousands of dollars)

As of end of accounting

Interim period

year-- ended Mar, 31--
Item 1986 1987 1988 1988 1989
Value (1,000 dollars)
All products of
establishments:
Fixed assets:
Original cost...cveeven 664,279 679,211 735,934 661,340 695,053
Book value....veeveees 387,485 369,828 384,624 358,078 370,498
Total assets 1/......... .752,448 760,932 822,906 789,208 768,279
Fresh, chilled, or frozen
pork:
Fixed assets: ,
Original cost..ceveees 309,002 321,479 350,525 333,359 334,545
Book value....eeeuvene 185,656 191,773 207,652 199,138 193,965

Total assets 2/.ceeeeeen.

331,191 341,500 _ 388,388 379,875 344,639

Return on book value of

All products of

fixed assets (percent) 3/

establishments:
Operating return 4/..... 24.8 30.2 49,2 27.1 22.2
Net return 5/...cc00veee 5.4 16.8 20.8 15.7 14.7
Fresh, chilled, or frozen
pork:
Operating return 4/..... (1.1) 4.0 29.9 14,7 5.8
Net return 5/...cccceeee _(24,3) (12.8) 9,5 2,7 (3.8
Return on total assets (percent) 3/
All products of
establishments: A
Operating return 4/..... 12.9 14.7 23.4 12.4 10.9
Net return 5/...c.cvveevee 2.8 8.2 9.9 7.2 7.2
Fresh, chilled, or frozen
pork:
_Operating return 4/..... (0.6) 2.2 15.3 7.4 3.1
Net return 5/...c000vene (13.5) (6.8) 4.8 1.4 (2.0)

1/ Defined as book value of fixed assets plus current and noncurrent assets.

2/ Total establishment assets are apportioned, by firm, to product groups on the
basis of the ratio of the respective book values of fixed assets.

3/ Computed using data from only those firms supplying both asset and profit-
and-loss information, and as such, may not be derivable from data presented.

4/ Defined as operating income or loss divided by asset value.

5/ Defined as net income or loss divided by asset value.

Source:
International Trade Commission.

Compiled from data submitted in response to questionnaires of the U.S.
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Capital expenditures.-- The capital expenditures reported by U.S.
producers are presented in table 15. Some firms closed plants, but others
acquired facilities and purchased equipment during the period of investigation.

Table 15
Pork: Capital expenditures by U.S. producers, accounting years 1986-88 and
interim periods ended March 31, 1988, and March 31, 1989 1/

(In thousands of dollars)

Interim period
. ended Mar, 31--
Item 1986 1987 1988 1988 1989

"All products of establish-

ments:
Land and land improve-

1113 o} - S N kkk 1,327 2,231 768 *h%
Building and leasehold

improvements....veeeeess *kk 14,265 32,860 12,003 k%
Machinery, equipment, and

fixtures...eeveveneocens 65,199 50,632 75,474 51,231 40,094

Totaleeeeeeeeenooennns 87,481 66,224 110,565 64,002 45,170
Fresh, chilled, or frozen

pork:
Land and land improve-
ments.,.'l...........l.. *** *** *** . 705 ***
Building and leasehold _
improvementS..cesesevoas hk ok *kk 10,518 Ll

Machinery, equipment, and
fixtures....ce0000000.... 38,373 27,178 44,103 25,366 10,219
Total.,...eocvenveveee 54,915 38,810 63,306 36,589 12,887

1/ Fourteen firms * * * provided data for establishments and all except * * *
supplied such data for pork. * * * did not provide data for either interim
period.

Source: Compiled from data submitted in response to questionnaires of the U.S.
International Trade Commission. '

Research and development expenses.--Research and development expenses for
the U.S. producers are presented in table 16.

Capital and investment.--The Commission requested U.S. producers to
describe any actual or potential negative effects of imports of fresh, chilled,
or frozen pork from Canada on their firm’s existing development and production
efforts, growth, investment, and ability to raise capital. Their responses are
shown in appendix F.
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Table 16
Pork: Research and development expenses of U.S. producers, 1/ accounting years
1986-88 and interim periods ended March 31, 1988, and March 31, 1989

{In thousands of dollars)

Interim period

ended Mar, 31--
Item ' 1986 1987 1988 1988 1989
All products of establish-
117=3 o) o - 2,311 2,629 2,717 1,178 1,173
Fresh, chilled, or frozen
POTK.:eeeiunsnsossansonanne 266 413 484 155 185

1/ These firms are * * *, Only 4 out of 8 reporting firms incurred
research and development expenses for fresh, chilled or frozen pork.

Source: Compiled from data submitted in response to questionnaires of the U.S.
International Trade Commission.

Consideration of the Question of Threat of Material Injury

Section 771(7) (F) (i) of the Tariff Act of 1930 (19 U.S.C. § 1677(7)(F)(i))
provides that--

In determining whether an industry in the United States is
threatened with material injury by reason of imports (or sales
for importation) of any merchandise, the Commission shall
consider, among other relevant factors 1/--

(I) If a subsidy is involved, such information as may be presented
to it by the administering authority as to the nature of the
subsidy (particularly as to whether the subsidy is an export
subsidy inconsistent with the Agreement),

(II) any increase in production capacity or existing unused
capacity in the exporting country likely to result in a
significant increase in imports of the merchandise to the United
States, '

(III) any rapid increase in United States market penetration and
the likelihood that the penetration will increase to an injurious
level,

(IV) the probability that imports of the merchandise will enter
the United States at prices that will have a depressing or
suppressing effect on domestic prices of the merchandise,

1/ Section 771(7)(F) (ii) of the act (19 U.S.C. § 1677(7)(F)(ii)) provides that
"Any determination by the Commission under this title that an industry in the
United States is threatened with material injury shall be made on the basis of
evidence that the threat of material injury is real and that actual injury is
imminent. Such a determination may not be made on the basis of mere conjecture
or supposition.”
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(V) any substantial increase in inventories of the merchandise in
the United States,

(VI) the presence of underutilized capacity for producing the
merchandise in the exporting country,

(VII) any other demonstrable adverse trends that indicate the
probability that the importation (or sale for importation) of the
merchandise (whether or not it is actually being imported at the
time) will be the cause of actual injury,

(VIII) the potential for product-shifting if production facilities
owned or controlled by the foreign manufacturers, which can be
used to produce products subject to investigation(s) under section
701 or 731 or to final orders under section 736, are also used to
produce the merchandise under investigation,

(IX) in any investigation under this title which involves imports
of both a raw agricultural product (within the meaning of '
paragraph (4) (E) (iv)) and any product processed from such raw
agricultural product, the likelihood that there will be increased
imports, by reason of product shifting, if there is an affirmative
determination by the Commission under section 705(b) (1) or

735(b) (1) with respect to either the raw agricultural product or
the processed agricultural product (but not both), and

(X) the actual and potential negative effects on the existing
development and production efforts of the domestic industry,

including efforts to develop a derivative or more advanced version
of the like product. 1/ '

The available information on the nature of the subsidies found by the
Department of Commerce (item (I) above) is presented in the section of this
report entitled “Nature and extent of subsidies;” information on the volume,
U.S. market penetration, and pricing of imports of the subject merchandise
(items (III) and (IV) above) is presented in the section entitled
”“Consideration of the causal relationship between imports of the subject
merchandise and alleged material injury;” and information on the effects of
imports of the subject merchandise on U.S. producers’ existing development and
production efforts (item (X)) is presented in the section entitled
”"Consideration of material injury to an industry in the United States.”
Available information on U.S. inventories of the subject products (item (V));
foreign producers’ operations, including the potential for “product-shifting”
(items (II), (VI), (VIII) and (IX) above); any other threat indicators, if
applicable (item (VII) above); and any dumping in third-country markets,
follows.

1/ Section 771(7)(F) (iii) of the act (19 U.S.C. § 1677(7)(F) (iii)) further *
provides that, in antidumping investigations, ” . the Commission shall
consider whether dumping in the markets of foreign countries (as evidenced by
dumping findings or antidumping remedies in other GATT member markets against
the same class or kind of merchandise manufactured or exported by the same
party as under investigation) suggests a threat of material injury to the
domestic industry.”
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U.S. inventories of fresh, chilled, and frozen pork from Canada have been
small, According to questionnaire responses, yearend inventories held by U.S.
importers declined by 13.6 percent from 272,000 pounds in 1986 to 235,000
pounds in 1987, then increased by 22.6 percent to 288,000 pounds in 1988. As a
share of imports from Canada, importers’ inventories dropped annually, from 1.4
percent in 1986 to 0.5 percent in 1988.

As shown in table 17, total exports of pork from Canada rose from 474
million pounds in 1986 to 703 million pounds in 1988. As a share of Canadian
production, exports rose from 24 percent in 1986 to 27 percent in 1988.
Whereas exports to the United States increased from 458 million pounds in 1986
(23 percent of Canadian production) to 512 million pounds in 1987 (25 percent
of Canadian production), exports declined to 470 million pounds in 1988 (18
percent of Canadian production). i

Exports to all other markets increased from 16 million pounds in 1986 and
13 million pounds in 1987 to 233 million pounds in 1988. The increase in
exports to other markets reflects developments in the Japanese market which,
combined with the U.S. market, has accounted for 95 percent of Canada’s total
exports in recent years. Until recently, Japan had been importing increasing
quantities of pork from Taiwan, but because of a drug residue (sulfamethazine)
problem with pork from Taiwan during the spring and summer of 1988, imports
from there were sharply reduced. As an alternative, Japan imported increasing
quantities of pork from other sources, including Canada and the United States.
Officials of the U.S. Department of Agriculture report that the residue problem
was resolved by the fall of 1988, and during the last 4 months of the year,
Japanese imports from Taiwan had begun to increase.

With respect to swine-slaughtering capacity in Canada, at the Commission’s
conference on this investigation, both domestic and Canadian interests
presented testimony that a large-volume Canadian swine-slaughtering plant in
the Prairie Provinces had been closed by a strike; 1/ this closure apparently
contributed to an increase in U.S. imports of live swine and possibly to a
decline in U.S. imports of pork from Canada. In addition, another large-volume
swine slaughtering plant in the Province; of Quebec was closed by a strike
during 1988, Mr. David Adams, General Manager of the Canadian Pork Council,
stated at the Commission’s hearing that contrary to the Commission’s prehearing
report, 2/ no hog-slaughtering plants have been built in Alberta since 1960. 3/

Petitioners state that a plant in Alberta, the Red Deer plant (Fletcher’s
Fine Foods), was recently renovated with subsidies from the Alberta Government
and went on stream again in the last month or two. Petitioners also contend

1/ The strike closed the plant in August 1988, and the plant remained closed
until March 1989, Mr. David Adams of the Canadian Pork Council stated at the
Commission’s hearing that there have been at least 3 disruptions in every year
since 1987, which had only 1 major strike. Transcript p. 128.

2/ The Commission’s prehearing report stated that a large-volume swine-
slaughtering plant had recently been built in Alberta (Prehearing report, p. A-
49).

3/ Transcript, p. 128,



A-40

that the Gainers plant, in Alberta, has been authorized a grant of $4 million
from the Government along with certain other loan guarantees to renovate that
plant. 1/

Table 17
Pork: Canadian production, imports, exports, apparent consumption, and exports
to the United States and all other markets as a share of production, 1986-88

Item 1986 1987 _ 1988
Quantity gmillidg pounds)
Production......... veeeses 2,004 2,066 2,619
IMpOortS..ceeneeseccecnnss . 31 37 T, 35
Exports to: e
United States 1/........ 458 512 . 470
All others.....ceveeveee 16 13 e _233
Total..... Ceesereases . 474 525 oo 703
Apparent consumption 2/... 1,563 1,578 ' 1,676
e cti ce
United States.....cceeeese 23 25 18
All others....ccceveeveess 1 1 : 9
Total..cevevons ceseseena 24 25 26

1/ Official statistics of the U.S. Department of Commerce, (U.S. imports of
fresh, chilled, and frozen pork).
2/ Includes changes in inventories.

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

Source: Compiled frcm official statistics of the U.S, Department of
Agriculture, except as noted.

I {es of the Canadi :

Detailed data are not available concerning inventories of Canadian pork.
Officials of the American Meat Institute, a trade association representing meat
‘packers and processors, contend that data on inventories of fresh pork at any
particular time are of limited value since such inventories are constantly
fluctuating. Fresh pork is a perishable product and is almost always sold to
the retail customer less than 1 week after the animal is slaughtered.

-Consideration of the Causal Relationship Between
Imports of the Subject Merchandise and Alleged Material Injury

U,S, imports

As shown in table 18, U.S. imports of fresh, chilled, or frozen pork from
Canada rose by 11.8 percent from 458 million pounds in 1986 to 512 million
pounds in 1987, then declined by 8.2 percent to 470 million pounds in

1/ Transcript, pp. 183-184.
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1988. During 1988, quarterly imports declined steadily from 137 million pounds
during January-March to 91 million pounds during October-December. The share
of the annual imports entering in any quarter varied from year to year, but no
quarter exceeded 29 percent of annual imports and no 6-month period exceeded 57
percent of annual imports. 1/

" Table 18

Swine and pork: U.S. imports from Canada, by quarters, January 1986-March 1989
(In thousands of pounds)

Period Swine imports 1/ Pork imports Total imports
1986: : '
January-March....... . 24,853 111,025 135,878
April-June.......... 16,731 100,185 116,916
July-September...... 30,408 131,734 162,142
October-December.... 15,562 114,654 _ 130,216
Total, 1986....... 87,555 457,597 , 545,152
1987: :
January-March....... 18,452 130,806 149,258
April-June......e... 18,883 130,153 149,036
July-September...... 18,452 127,010 - 145,462
October-December.... 19,396 ' 123,757 143,153
Total, 1987....... 75,183 511,725 586,908
1988: :
January-March....... 25,786 137,495 163,281
April-June.......vss 26,382 131,184 157,566
July-September...... 37,406 110,241 147,647
October-December.... 45,233 90,894 136,127
Total, 1988....... 134,807 469,814 604,621
January-March 1989.... 67,544 118,374 185,918

1/ Carcass-weight equivalent.

Source: Compiled from official statistics of the U.S. Department of Commerce

Officials of the National Pork Producer’s Council contend that in
assessing the impact of imports, the meat derived from live swine imported from
Canada and slaughtered in the United States should be included. Table 18 shows
that the quantity of such imports declined from 88 million pounds in 1986 to 75
million pounds in 1987 but increased to 135 million pounds in 1988. When
imports of fresh, chilled, or frozen pork from Canada are added to the quantity
of meat derived from live swine imported from Canada, the total increased
steadily from 545 million pounds in 1986 to 605 million pounds in 1988.
Principal customs districts for U.S. imports of fresh, chilled, and frozen pork
from Canada in 1988 and January-May 1989 were Ogdensburg, NY, Great Falls, MT,
Buffalo, NY, and Pembina, ND (table 19).

1/ Fresh and chilled pork accounted for 62 percent of the total quantity of
imports of fresh, chilled, or frozen pork in 1986, 65 percent in 1987, 65
percent in 1988, and 85 percent in January-March 1989. Virtually all of those

imports were chilled. U.S. imports of pork from boars and sows have been
negligible,.
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Fresh, chilled and frozen pork:

A-42

U.S. imports from Canada for consumption, by principal
customs districts, 1988 and January-May 1989

Customs_district

Ogdensburg, NY.....
Great Falls, MT....
Buffalo, NY..... .o
Pembina, ND........
Detroit, MI........
Seattle, WA........
St. Albans, VT.....
Portland, ME.......
Honolulu, HI..... .o
All other....ceve.e

Total/average....

1988 January-May 1989
Customs Unit Customs
Quantity value value Quantity value Unit vali
1,000 1,000 Cents per 1,000 1,000 Cents pe
pounds dollars pound pounds dollars pound
171,829 127,173 74.0 70,271 48,418 68.9
80,540 63,313 78.6 27,390 20,373 74.4
70,422 49,957 70.9 28,353 18,580 65.6
61,597 42,906 69.7 30,631 19,826 64.7
44,945 24,309 54.1 21,074 10,756 51.0
15,268 13,486 88.3 10,205 8,406 82.4
14,049 11,300 80.4 5,999 4,637 77.3
10,539 8,145 77.3 3,256 2,696 82.8
© 533 539 101.2 234 264 112.8
: 92 46 51.7 83 58 69,7
469,814 - 341,174 72.6 197,496 134,014 67.9

Source: Compiled from official statistics of the U.S. Department of Commerce.

According to official statistics of the U.S. Department of Commerce, U.S.

imports of live swine from Canada in 1988 and January-May 1989 entered

principally through the customs districts of Pembina, ND, Great Falls, MT, and
Detroit, MI, as shown in table 20:

Table 20

Live swine: U.S. imports from Canada, by principal customs districts, 1988 and

January-May 1989

Customs district

Pembina, ND......
Great Falls, MT..
Detroit, MI......
All others.......

Total/average. .

January-May 1989

1988
Customs Unit

Quantity value value Quantity
1,000 1,000 1,000
pounds pounds pounds
475 43,585 $91.76 343

253 26,528 104.85 137

90 7,397 82.19 66
17 1,226 72,12 4

835 78,736 $94,30 550

Customs
value
1,000

pounds

29,622
13,687
6,096
342
49,747

Unit -
value

$86.36
99.91
92.36
85,50
90. 44

Source: Compiled from official statistics of the U.S. Department of Commerce.

The U.S. Department of Agriculture veterinarian responsible for inspection
of live animals imported into the United States through port of entry in
Montana reports that #***, 1/

l/ kkk
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*%% reports that the distribution of recent. imports of live swine through
North Dakota is as follows (in percent):

‘ Percent
Source swine imports

South Dakota..... 51
IoWa...eeeeeoees. 43
Il1linois.ceeecsss 3
Minnesota........ 2
North Dakota..... 1

During the Commission’s hearing, petitioners argued that imports of both
hogs and pork are increasing dramatically and should be considered by the
Commission as one industry. Counsel for the petitioners states that the only
difference, essentially, between whether a hog is slaughtered in Canada or the
United.States is 24 hours. 1/ Respondents contend that imported hogs should
not be considered and that the Commission should find two separate industries. 2/
Figure 5 presents U.S. imports of Canadian pork and U.S. production of pork
derived from Canadian live swine, by months, during 1986-88.

U,S, market penetration by imports

Table 21 shows that the market penetration by imports from Canada
increased from 3.0 percent in 1986 to 3.4 percent in 1987, then declined to 2.9
percent in 1988, Market penetration by the imports from Canada was 3.0 percent
in January-March 1989, representing a decline from market penetration of 3.4
percent in January-March 1988. 3/

Table 21 , :

Pork: U.S. apparent consumption, imports of Canadian pork, and U.S. market
penetration by imports from Canada, and by U.S. producers, 1986-88, January-
March 1988, and January-March 1989

January-March~-

Item 1986 1987 1988 1988 1989
U.S. apparent consumption

(million pounds)....ce..e e 14,943 15,175 16,364 3,973 3,991
Imports of Canadian pork .

(million pounds)...... ceeses 458 512 470 137 118
U.S. market penetration by--

Canada (percent)......e.e... 3.0 3.4 2.9 3.4 3.0

Source: Compiled from official statistics of the U.S. Department of
Agriculture and the U.S. Department of Commerce.

1/ Transcript, pp. 24-25 and 99.
2/ Transcript, p. 106.
3/ Data on the value of consumption are not available from official statistics.



Figure 5.-- Pork: U.S. imports of fresh, chilled, or frozen pork from Canada, and
U.S. production derived from live swine imported from Canada, by months, January 1986-
May 1989, ' :
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Prices

Demand for fresh, chilled, and frozen pork is derived from the demand for
the final processed or fresh retail pork product. Among factors that affect
the demand for pork are the price of substitute products, e.g., poultry and
beef, consumer income, and consumer attitudes. An increase in the price of
substitute products or consumer income will increase the demand for pork. 1/
Commission questionnaire .responses indicated, in recent years, a greater
perceived health awareness by consumers and a preference toward leaner pork
cuts. U.S. producers and importers report that they are unable to quantify
this perceived health awareness on the demand for pork. Changes in consumer
preferences away from red meat in general will decrease the demand for pork.
However, changes in consumer preferences to leaner cuts will increase the
demand for leaner cuts of pork. 2/

The major supply-side influence on the price fluctuation of pork is the
price of swine. As shown in the following figure, fluctuations in the price of
swine between January 1975 and May 1989 generally coincided with similar
fluctuations in the wholesale price of unprocessed pork and the retail price of
processed and retail cuts of pork (fig. 6). 3/ There is a noticeable upward
trend in the price of retail pork during this time period, which could
represent movement by retailers and processors toward more value-added retail
products. The price series for swine and for wholesale pork do not show a
clear upward or downward trend over the l4-year, 5-month period.

Agricultural economists at USDA and the parties to the investigation state
that the pork market is best characterized as a North American market rather
than as separate U.S. and Canadian markets. Until the imposition of temporary
duties on pork accompanying Commerce’s preliminary determination, there were no
barriers to trade in either the United States or Canada, nor are there any
restrictions between States or between Provinces.'4/ Agricultural economists
at USDA state that the price of pork sold in Canada follows the same trend.and
is at a price level similar to that in the United States when adjusted for

1/ A review of the economic literature indicates that the relationship between
pork and consumer income is smaller than that between pork and substitute products.
2/ * * * stated that one of the reasons for the declining pork belly price has
been that demand has fallen because consumers perceive that the pork products
derived from bellies, e.g., bacon, have too much fat.

3/ The three price series shown in fig. 6 are based on different underlying
weights and are not completely comparable, although the influence of the swine
price can clearly be seen in each. The swine price is based on a U.S.
barrow/gilt 7-market price, live-weight basis. Wholesale pork value is a
weighted-average price of three unprocessed pork cuts: hams, loins, and
bellies. Retail pork prices are based on six retail pork cuts weighted by
their carcass proportions: sliced bacon, pork chops, ham rump, fresh sirloin
roast, smoked shoulder picnic, and sausage. The source of these price series
is the USDA Economic Research Service. See app. G for the three price series.
4/ There are barriers in the live swine trade between the United States and
Canada. Canada has a 30-day quarantine for pseudorabies on U.S. live swine
shipped to Canada, and the United States has a countervailing duty on live
swine imported from Canada.



Figure 6
Weighted-average prices for swine,
January 1975-May 1989
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differences in transportation costs and fluctuations in the U.S.-Canadian
exchange rate. 1/ U.S. importers contacted during this investigation that
purchased both U.S.- and Canadian-produced pork agreed that the prices are
similar. Moreover, the petitioner also agreed that there is a North American
pork market. 2/ However, the petitioner argued that the surplus hog production
in Canada is still depressing U.S. pork prices because of the high production
levels and increase of pork exports to the United States. 3/

Demand, supply, and pricing relationships for the hog/pork sector are
presented in figure 7. This model illustrates the product flow from the
breeding and slaughter of hogs through the production of pork and the retail
demand for pork by consumers. 4/ Industry sources generally agree that the
wide fluctuations in swine production associated with the hog cycle affect
demand, supply, and pricing relationships throughout the sector. 5/ As swine
production and slaughter increase, the retail price for pork declines, causing
an increase in the retail demand for pork.

There are essentially two markets for pork in the United States: an open
market, where pork is sold to unrelated retailers and processors, and a captive
market, in which the pork producers supply related pork-processing operations
with the unprocessed pork product. Approximately one-third of pork production
is sold to retailers, one-third is sold to unrelated processors, and, according
to industry sources, one-third is captive sales within related companies.
Questionnaire data received by the Commission indicate that captive sales
declined annually, from 25.6 percent of total sales in 1986 to 21.1 percent in
1988. &6/

1/ Conversations with Shayle Shangum and Kevin Bost, USDA Economic Research
Service.

2/ Hearing transcript, p. 20.

3/ Commission staff note that if there is one North American market, all
Canadian production of pork helps to increase supply and will have a depressing
effect on the North American price for pork even if it is consumed in Canada
and not exported to the United States. There may be price differentials in
specific smaller markets, e.g., Seattle, but these would be expected to be
temporary imbalances. Market forces would be expected to equalize prices
subject to other influences, such as transportation.

4/ This model represents a distinct U.S. pork market. If drawn to depict a
single North American pork market, the model would incorporate pork imports and
Canadian production into U.S. pork production, rather than as an exogenous
factor as shown in the chart. Jon Brandt, a professor at the University of
Missouri who assisted in creating the model, has stated that the model should
treat pork imports as endogenous.

3/ See section of this report entitled "The Hog Cycle" for a complete
description of this phenomenon.

6/ See section of this report entitled, "U.S. producers’ domestic shipments."
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Figure 7
The hog/pork sector
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Source: Brandt, Young, Alam, and Womack, “Live Hog and Pork Importé: Past and
Projected Consequences for the U.S. Pork Sector,” Southern Journal of
Agricultural Economics, December 1987.

Pork is sold on a per-pound or per-hundred-pound basis in spot and
multiple-shipment sales. U.S. producers and importers contacted during the
investigation stated that multiple-shipment sales typically do not have written
contracts; rather, these sales are long-term agreements to supply pork products
on a regular basis, e.g., every Tuesday and Thursday. U.S. producers typically
quote their product on a delivered basis, indicating to the purchaser both the
f.o.b. price and the transportation cost. Canadian producers also generally
quote their product on a delivered basis, although they are less likely to
indicate freight costs separately from the f.o.b. price. Sale terms for pork
are typically net 7 days.

There are two different pricing methods by which pork is sold in the
United States: a negotiated “total” price and a formula price. Approximately
10 to 20 percent of U.S. pork sales are based on a "total” selling price
negotiated between the producer and purchaser, e.g., 85 cents per pound for a
14-16 pound pork belly. These sales establish the basis for the market price
of that specific pork product. The USDA Agricultural Marketing Service and the
National Provisioner, which is an independent publisher located in Chicago, IL,
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collect price and quantity information for sales of this type and publish the
aggregated data for each specific pork product. 1/ Neither USDA nor the
National Provisioner differentiates in their publications between U.S.- and
Canadian-produced pork sold in the United States.

The remaining 80 to 90 percent of U.S. pork sales are based on a formula
price mechanism, usually quoting a premium (or overage) that is added to one of
the published market prices referred to above, e.g., "4 cents over next
Tuesday’s 14-16 pound pork belly price as quoted by the National Provisioner.”
An overage is used on sales of pork cuts not listed by these sources or in
cases where the purchaser has a different specification for the pork cut. The
reference time period typically used by U.S. producers and importers to
determine the published market price is either day of shipment or day prior to
shipment. However, purchasers- contacted during the investigation reported that
some Canadian producers will also sell pork at a firm price 2 weeks prior to
shipment. :

There are several factors that determine the selling price for pork: the
pork’s specific cut (e.g., bellies, hams, loins, butts, picnics, spare ribs,
trimmings, and byproducts); the pork cut’s weight category (e.g., 14-16 pounds,
17-20 pounds); whether from a barrow/gilt or from a boar/sow; whether fresh,
chilled, or frozen; whether skinned, trimmed, or shank1e55° and whether packed
in boxes or in crates. 2/

Pork from a barrow/gilt is more expensive than pork from a boar/sow.
Frozen pork is generally less expensive than fresh or chilled pork, although
this relationship may be reversed for some pork cuts during specific
seasons. 3/ Pork that is skinned, boneless, or shankless is more expensive

1/ The USDA publication is the Livestock, Meat, Wool, Market News; the National
Provisioner’s publication is the NP _Daily Market & News Service (Yellow Sheet).
The USDA collects information only if an actual sale is made, whereas the
National Provisioner incorporates bid-and-ask information regardless of whether
the sale is made.

2/ At the hearing, a question was raised regarding the impact of pork traded on
the commodity markets on the price of pork. Only pork bellies are traded on
the commodity market. Industry sources have stated that the level of bellies
traded on the market is low and does not greatly affect current price for
bellies. Glenn Grimes, the economist for the petitioner, reported in the
petitioner’s posthearing brief that the commodity market for pork bellies has a
limited impact upon the current cash market for pork bellies but does offer a
procedure to shift risks on storing bellies for future use. At the hearing,
Grimes stated that bacon processors and speculators use the commodity market
for pork bellies. Hearing transcript, p. 71.

3/ Some U.S. producers and importers reported that although frozen pork has not
affected the current price of fresh pork, it is possible that a high level of
frozen stocks of a particular pork cut may have a limiting effect on the price
of that pork cut, adjusting for seasonality, if the frozen product is
considered to be of equal quality to the fresh pork cut. The example that
producers cited most often was that the increasing stocks of frozen pork
bellies may eventually have a limiting effect on the current price for fresh
pork bellies if the demand for this product should increase. Seasonal
fluctuations in the level of other -frozen pork products will have a minor
effect on the current price for the specific pork cut. For example, stocks of
frozen spareribs increase during the winter, when demand and price fall, and
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because these operations provide extra value to the pork product. Industry
sources suggest that there is a trend by U.S. producers to provide more of
these value-added services. 1/ Pork that is packed in open crates is less
expensive per pound than pork packed in boxes,

The price of U.S.-produced pork is not differentiated by the country of
origin of the swine. U.S. producers that purchase both Canadian and U.S.-
produced swine indicated that they price pork identically regardless of the
country of origin. U.S. processors and retailers that do not have packing
operations indicated that they are unlikely to know whether the swine used to
produce the U.S.-supplied pork was Canadian produced or U.S. produced.

Transportation costs.--Fresh, chilled, and frozen pork are generally
shipped by truck within the United 'States. Both U.S. producers and importers
report that over 90 percent of all pork shipments are by truck. The remaining
pork shipments are by rail. U.S. producers and importers reported that
transportation costs typically range from approximately 1 percent to. 4 percent
of the total f.o.b. price for pork, depending on the distance of the customer
from the production facility. 2/

Respondents have argued that Canadian producers of fresh, chilled, and
frozen pork have a freight cost advantage over the U.S. producers when shipping
to specific regions of the United States, mainly the border area between Canada
and the United States, but including the northeastern and northwestern United
States. * * * U,S, producers, * * * reported that transportation costs
affected their price competitiveness with the imported Canadian pork primarily
in these regions. The closer proximity of Canadian packing facilities to the
Northeast, Northwest, and border areas of the United States can be seen in the
following map (fig. 8). This map identifies the locations of the slaughtering
facilities for Canadian plants that slaughter over 1,000 hogs a week and for
those U.S. producers that responded to the Commission’s questionnaire. 3/

decrease during the summer, when demand and price increase.

1/ * k%,

2/ * % %,

3/ These 15 U.S. producers accounted for 64.4 percent of U.S. production of
fresh, chilled, or frozen pork in 1988. Pork production from the identified
Canadian facilities represents most of total Canadian pork production.
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Figure 8

Canadian slaughtering facilities that slaughter over 1,000 hogs per
week and U.S. slaughtering facilities for those firms that responded
to questionnaires of the U.S. International Trade Commission

au e ac ties
P = Petitioner
N = Nonpetitioner
* = Closed U.S. plant
C = Canadian

Source: Agriculture Canada and data submitted in response to questionnaires of
the U.S. International Trade Commission.
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Published price trends for pork and swipe. 1/--Published price data for
six different pork cuts are presented on a monthly basis for January 1975 to
May 1989. The six pork cuts are fresh hams (17-20 pounds), fresh loins (14-18
pounds), fresh bellies (14-16 pounds), picnics (4-8 pounds), Boston butts (4-8
pounds), and fresh trimmings (combination 72 percent). Published price data
for one classification of swine were also compiled on a monthly basis for
January 1975 to May 1989. The swine price series is the U.S. barrow/gilt
7-market price. 2/

Published U.S. market prices are presented for the long-term January 1975-
May 1989 period as well as for the January 1986-May 1989 investigation period.
Prices fluctuated for the six pork products and one swine classification during
the entire l4-year, 5-month period, January 1975-May 1989 (figs. 9-15). 3/ The
price for each pork product also showed seasonality, with the price of ham at
its highest point at the end of the year and the other pork products at their
highest point at midyear. However, these fluctuations were not as pronounced
during 1988 as during 1986-87.

During the period of investigation, U.S. market prices for fresh hams
showed noticeable seasonal fluctuations in 1986 and 1987, with a more moderate
pattern occurring in 1988 (fig. 9). Ham prices generally increase toward the
end of the year as Christmas approaches, and noticeably decline at the
beginning of the year. This effect can clearly be seen over the l4-year period
1975-88. :

U.S. market prices for fresh loins also showed seasonal fluctuations
during the period of investigation (fig. 10). Prices for this product were
somewhat higher during January 1986-May 1989 as opposed to the ll-year period
1975-85. U.S. market prices for fresh pork bellies and fresh Boston butts also
showed seasonal fluctuations during the period of investigation (fig. 11 and 12).
Prices for both of these products increased during 1986-87 to their highest point
since 1982 before declining.in 1988 to their lowest level since 1980. Prices for
fresh pork bellies continued to decline during 1989, whereas the prices for fresh
Boston butts increased. Industry sources reported that the downward price trend

1/ During this final investigation, the Commission gathered price data from
public sources and through questionnaires. Usable questionnaire price data
were received from 13 U.S. producers and from 8 importers/purchasers of the
Canadian product. Due to the incompleteness of the questionnaire data, staff
believe published data provide a more accurate depiction of pork price trends
in the U.S. marketplace. Questionnaire price.data gathered during this
investigation follow the same trends as that from the published sources.
Comparisons of prices of U.S. and Canadian pork based on purchasers’
questionnaire responses are shown in the following section of this report.
Prices of pork, as a commodity product, are known to change continually, and
quarterly data gathered in the Commission’s questionnaires do not necessarily
represent simultaneous sales. Therefore, price differences calculated from
producer and importer questionnaire data cannot reliably be said to represent
differences based on country of origin., Producer and importer questionnaire
price data are presented in app. H.

2/ The published price data include imports of pork and swine.

3/ See app. G for the six pork products and one swine classification price
series.,
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Figure 9

Fresh ham published prices, 17-20 pounds, sold in the U.S. market, by

months, January 1986-May 1989 and January 1975-May 1989
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Figure 10 » : L .
Fresh loins published prices, 14-18 pounds, sold in-the U.S: market, by
months, January 1986-May 1989 and January 1975-May 1989
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' Figure 11° o _ : | | o
‘Fresh pork belly published prices, 14-16 pounds, sold in the U.S. market,
.- by months, January 1986-May 1989 and January 1375-May 1989
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Figure 12

Fresh Boston butts published prices, 4-8 pounds, sold in the U.S. market,
by months, January 1986-May :1989 and January 1975-May 1989
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Figure 13 : -
Fresh picnics published prices, 4-8 pounds, sold in the U.S. market,
by months, January 1986-May 1989 and January 1975-May 1989
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Figure 14

Fresh trimmings published prices, combination 72 percent, sold in the U.S.
market, by months, January 1986-May 1989 and January 1975-May 1989
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Figure 15
Live swine published prices sold in the U.S. market, by months,
January 1986-May 1989 and January 1975-May 1989 1/
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for fresh pork bellies was a function of the increased supply of frozen pork
bellies as well as the movement by consumers toward leaner pork cuts.

U.S. market prices for fresh picnics also showed seasonal variations
during 1986-87 before leveling off during January 1988-May 1989 (fig. 13).
Prices for picnics during January 1988-May 1989 were lower than during 1986-87.
U.S. market prices varied for fresh trimmings during 1986-87, and declined
during 1988 to their lowest point since late 1976 (fig. 14).

U.S. market prices also fluctuated for live swine during the period of
investigation (fig. 15). Prices for live swine during 1986-87 reached their
highest point since late 1982 before decreasing and leveling off during mid-
1987-May 1989. :

Purchasers’ responses concerning competition between the domestic and
imported fresh, chilled, or frozen pork product.--The Commission contacted 38
purchasers through questionnaires and phone interviews and requested that they
report on competitive conditions between the domestic and Canadian fresh,
chilled, or frozen pork on the basis of their actual purchase experience during
1986-89. 1/ Purchasers were asked to report and compare the delivered purchase
prices for domestic and Canadian pork and to give reasons why they purchased
the subject imported or domestic products. Quarterly purchase unit values were
requested for five specific commodity-specification products. 2/

Pricing differences.--* * * reported quarterly delivered unit values for
their purchases of two U.S. and Canadian pork products: fresh chilled 17-20-
pound hams and fresh chilled 14-18-pound loins (table 22). 3/ The reported
quantity of U.S. and Canadian pork purchased in these transactions represented
1.1 percent of total apparent U.S. consumption during 1988. Of the 28
quarterly delivered purchase unit-value comparisons, there were 17 periods in
which the three purchasers reported that their Canadian-produced pork was lower
in value than the comparable U.S.-produced pork and 11 periods in which the
unit values for Canadian-produced pork were higher than those for the
comparable U.S.-produced pork, Margins of underselling ranged between 0.1
percent and 10.8 percent. Margins of overselling ranged between 0.1 percent
and 27.8 percent.

Table 22

Pork: Delivered purchase unit values and quantities of products 1 and 5
reported by purchasers of U.S. and Canadian pork, by companies, and by
quarters, January 1986-March 1989

Source: Compiled from data submitted in response to questionnaires of the U.S.
International Trade Commission.

1/ 20 processors, 4 retailers, and 14 distributors/brokers.
2/ See app. H for a description of the five products.
3/ * *
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***.l/ ***.Z/ ***._3_/

Purchasers were also requested to comment on delivered purchase prices of
domestic and Canadian pork. Of the 34 purchasers that responded, 11 indicated
that the delivered prices of Canadian pork were similar to those of U.S. pork,
11 reported that the price for Canadian pork was higher than that for U.S.
pork, 8 indicated that the price for Canadian pork was lower than that for U.S.
pork, and 4 reported that the price of the Canadian product was lower than the
price for the U.S. product on some pork cuts, but higher on other pork cuts.

Exchange rates

Quarterly data reported by the International Monetary Fund indicate that
during the period January 1986 through March 1989 the value of the Canadian
dollar increased by 17.8 percent against the U.S. dollar (table 23). 4/
‘Adjusted for relative movements in producer price indexes in the United States
and Canada, the real value of the Canadian currency appreciated 16.8 percent
relative to the dollar from January-March 1986 through January-March 1989,

Lost sales and lost revenues

* ¥ x gllegations of lost sales and lost revenues involving * * *
purchasers were cited by * * * U,S, producers of fresh, chilled, or frozen
pork. 5/ The Commission staff contacted all purchasers cited.

* % * g petitioning party, cited * .* * allegations of lost sales and
revenues to * * * - g warehouse distributor of meat products located in * * *,
involving * * * during * * *, ~* * %  purchaser of pork products for * * *,
could not recall the specific allegations but stated that * * * does purchase
approximately * * * of its pork requirements from * * * Canadian supplier, * *
*, and * * * of its requirements from * * * U.S. suppliers, * * *, % * %
reported that nearly * * * percent of the Canadian pork purchased by his firm
is sold to a * * *, . % * % reported that the three major factors considered by
* * * in purchasing pork are customer preference, price, and freshness.

* * * reported that in general the price of Canadian pork is very similar
to the price of U.S. pork. Canadian-produced pork loins are * * * per pound
less expensive than U.S.-produced loins; however, the Canadian product has more
bone in its product, providing less value than the domestic product. Canadian-
produced spareribs are * * * cents per pound more expensive than U.S.-produced
spareribs because the Canadian product has smaller ribs. Canadian-produced
fresh trimmings are more expensive than U.S.-produced trimmings because of the
better consistency of the Canadian product. * * * stated that the Canadian
trimmings will be between 78 percent and 80 percent lean, whereas the U.S.
product will be 72 percent lean. Although Canadian-produced pork butts are
less expensive than U.S.-produced butts, * * * reported that these two products

vRE
* ¥ *
* %
* % *

4/ International Financial Statistics, August 1989.
5/ % %
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Table 23
U.S.-Canadian exchange rates: 1/ Nominal exchange rates of the Canadian
dollar in U.S. dollars, real exchange-rate equivalents, and producer price

indicators in the United States and Canada, 2/ indexed by quarters, January
1986-March 1989

U.s. Canadian Nominal Real
Producer Producer exchange- exchange-

Period Price Index Price Index rate index rate index 3/
1986: ,

January-March....... 100.0 100.0 100.0 100.0

April-June.....e.... 98,2 . 98.5 101.4 101.8

July-September...... 97.7 98.7 101.3 102.4

October-December.... 98.1 99.4 101.4 102.8
1987:

January-March....... 99.2 99.8 104.9 105.6

April-June.......... 100.8 101.1 105.3 105.6

July-September...... 101.9 102.6 106.2 106.8

October-December.... 102.3 103.6 107.1 108.4
1988:

January-March....... 102.9 103.9 110.8 111.8

April-June.......... 104.8 105.2 114.1 114.6

July-September...... 106.2 106.3 115.1 115.2

October-December.... 106.7 107.2 116.4 116.9
1989: ' , _

January-March...... 109.0 -108.2 117.8 116.8

1/ Exchange rates expressed in U.S. dollars per Canadian dollars.

2/ Producer price indicators--intended to measure final product prices--
are based on average quarterly indexes presented in line 63 of the
International Financial Statistics.

3/ The indexed real exchange rate represents the nominal exchange rate
adjusted for relative movements in Producer Price Indexes in the United
States and Canada. Producer prices in the United States and Canada
increased 9.0 percent and 8.2 percent, respectively, between January 1986
and March 1989. )

Note.--January-March 1986=100.

Source: International Monetary Fund, International Financial Statistics,
August 1989, .
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are not comparable because the Canadians cut this product differently than U.S.
producers do, e.g., they leave more of the jowl on the product.

* % % cited * * * a warehouse distributor located in * * * in a lost
revenues allegation involving * * * but it was unable to provide any specific
information regarding the specific sale, the quantity, or price offered. * * *,

* * % reported that currently * * * of * * * purchases of fresh pork
product * * * is from a Canadian supplier, * * *, and * * * are from domestic
suppliers, * * *, % * * gtated that * * * started to purchase Canadian product
in * * * as a secondary supplier to * * ¥, % * * explained that the domestic
producers were unreliable suppliers and that he needed to insure a constant
supply of fresh pork product for his customers. The Canadian product also
provided a better trimmed product, thereby producing a better yield than the
pork product from domestic sources.

* * * reported that the price of the Canadian product is approximately * *
* per pound below comparative domestic product. Although * * * another
domestic supplier, prices its product competitively with the Canadian pork, * *
* product is not trimmed sufficiently. The domestic pork purchased by * * #* is
priced on a formula basis (USDA plus a premjum from * * * and the National
Provisioner plus a premium from * * *), The Canadian product is priced on a
total price basis. * * * gstated that he is aware of the USDA and National
Provisioner price when negotiating for the Canadian product.

* * %,  a petitioning party, cited * * * allegation of lost sales involving
¥ k % to * * * a processor of pork located in * * ¥, * * * coyuld not recall
the specific sale but reported that between * * * percent of its purchases are
from Canadian suppliers. * * * stated that the Canadian product is too
expensive, * * * cents per pound higher than its U.S. suppliers, for * * * to
purchase more Canadian product. The advantage of the Canadian product is that
the supplier will sell its product 2 weeks in advance on the basis of current
price, whereas U.S. producers will only sell on a day-prior or day-of-shipment
basis, '

* * * reported that the three major factors considered by * * * in
purchasing pork are price, current availability, and quality of product. * * *
stated that the Canadian pork product is generally leaner than the U.S.
product., * * * purchases fresh pork from the following domestic companies: *
* %
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22634 Federal Register / Vol. 54, No. 100 / Thursday, May 25, 1989 / Notices

[Investigation No 701-TA-298 (Final)]

Fresh, Chilled, or Frozen Pork from
Canada

AGENCY: United States International
Trade Commission.

ACTION: Institution of a final
countervailing duty investigation and
scheduling of a hearing to be held in
connection with the investigation.

SUMMARY: The Commission hereby gives
notice of the institution of final
countervailing duty investigation No.
701-TA-298 (Final) under section 705(b)
of the Tariff Act of 1930 (19 U S.C.
1671d(b)) (the act) to determine whether
an industry in the United States is
materially injured, or is threatened with
materia!l injury, or the establishment of
an industry in the United States is
materially retarded, by reason of
imports from Canada of fresh, chilled or
frozen pork, provided for in subheadings
0203.11.00, 0203.12.90, 0203.19.40,
0203.21.00. 0203.22.90 and 0203.29.40 of
the Harmonized Tariff Schedule of the
United States, that have been found by
the Department of Commerce, in a

_ preliminary determination, to be
subsidized by the Government of
Canada. Commerce will make its final
subsidy determination in this
investigation on or befaore July 17, 1989,
and the Commission will make its final
injury determination by September 5,
1989 {see sections 705(a) and 705(b) of
the act (19 U.S.C. 1671d{a) and
1671d(b))). '

For further information concerning the
conduct of this investigation, hearing
procedures, and rules of general’
application, consult the Commission’s
Rules of Practice and Procedure. part
* 207, subparts A and C (19 CFR part 207),
as amended, 53 FR 33041 (August 29,
1988) and 54 FR 5520 (February 2, 1989},
and part 201, subparts A through E (19
CFR part 201), as amended, 54 FR 13672
(April 5, 1989).

EFFECTIVE DATE: May 8, 1989

FOR FURTHER INFORMATION CONTACT:
Bruce Cates (202-252-1187), Office of
Investigations, U.S. International Trade
Commission, 500 E Street SW.,
Washington, DC 20436. Hearing-
impaired individuals are advised that
information on this matter can be
obtained by contacting the

Commission's TDD terminal on 202-252-.

1810. Persons with mobility impairments
who will need special assistance in
gaining access to the Commission
should contact the Office of the
Secretary at 202-252-1000.

SUPPLEMENTARY INFORMATION:
Background

This investigation is being instituted
as a result of an affirmative preliminary
determination by the Department of
Commerce that certain benefits which
constitute subsidies within the meaning
of section 701 of the act (19 U S.C. 1671}
are being provided to manufacturers, .
producers, or exporters in Canada of
fresh, chilled, or frozen pork. The
investigation was requested in a petition
filed on January 5, 1989, by the National
Pork Producers Council (NPPC), Des
Moines, 1A, and others.! In response to
that petition the Commission conducted
a preliminary countervailing duty
investigation and, on the basis of
information developed during the course’
of that investigation, determined that
there was a reasonable indication that
an industry in the United States was
materially injured or threatened with
material injury by reason of imports of
the subject merchandise (54 FR 8835,
March 2. 1989).

Participation in the Investigation

Persons wishing to participate in this
investigation as parties must file an
entry of appearance with the Secretary
to the Commission, as provided in
§ 201.11 of the Commission's rules (19
CFR 201.11), not later than twenty-one
(21) days after the publication of this
notice in the Federal Register. Any entry
of appearance filed after this date will
be referred to the Chairman. who will
determine whether to accept the late
entry for good cause shown by the
person desiring to file the entry

Service List

Pursuant to § 201.11(d) of the
Commission’s rules (19 CFR 201.11(d)),
the Secretary will prepare a service list
containing the names and addresses of
all persons, or their representatives,
who are parties to this investigation
upon the expiration of the period for

! Arkansas Pork Producers’ Council. Atkins. AR:
Colorado Pork Producers' Council, Eaton, CO: 1daho
Pork Producers’ Association, Caldwell. ID: {llinois
Pork Producers’ Association. Springfield. IL: Indiana
Pork Producers’ Association. Indianapolis. IN: lowa
Pork Producers’ Association, Clive. LA: Michigan
Pork Producers’ Association. Lansing. ML
Minnesota Pork Producers’ Association. Albert Lea,
MN: Nebraska Pork Producers’ Association. Lincoln.
NE: North Carolina Pork Producers’ Association,
Raleigh, NC: North Dakota Pork Producers’ Council,
Leith, ND: Ohio Pork Producers’ Council,
Westerville. OH: Wisconsin Pork Producers’
Association, Lancaster, Wi National Pork Council
Women. Des Moines. IA; ConAgra Red Mcats. Inc..
Greeley. CO: Dakota Pork Industries. Inc.,
Minneapolis. MN: Farmstead Foods, Albert Lea,
MN: IBP. Inc.. Dakota City. NE: lllinois Pork
Corporation. Monmouth, IL; Thorn Apple Valiey.
Southfield. Ml: Wilson Foods, Oklahoma City. OK.
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filing entries of apppearance. In
accordance with §§ 201.16(c) and 207.3
of the rules (19 CFR 201.16(c) and 207.3,
as amended, 53 FR 53041 {August 29,
1388) and 54 FR 5222 (February 2, 1989)}.
each document filed by a party to the
investigation must be served on all other
parties to the investigation (as identified
by the service list). and a certificate of
service must accompany the document.
The Secretary will not accept a
document for {iling without a certificate
of service. )

Limited Disclosure of Business
Proprietary Information Under a
Protective Order

Pursuant to section 207.7(a) of the
Commission's rules (19 CFR § 207.7(a),
as amended 53 FR 53041, August 29.
1986) and 54 FR 5222 (February 2, 1989)),
the Secretary will make available
business proprietary information
gathered in this final investigation to
authorized applicants under a protective
order, provided that the application be
made not later than twenty-one (21)
days after the publication of this notice
in the Federal Register. A separate
service list will be maintained by the
Secretary for those parties authorized to
receive business proprietary information
under a protective order. The Secretary
will not accept any submission by
parties containing business proprietary
information without a certificate of
service indicating that it has been
served on all the parties that are
authorized to receive such information
under a protective order.

Staff Report

The prehearing staff report in this
investigation will be placed in the
nonpublic record on July 12, 1989, and a
public version will be issued thereafter,
pursuant to § 207.21 of the Commission's
rules (19 CFR 207.21).

Hearing

The Commission will hold a hearing in
connection with this investigation
beginning at 8:30 a.m. on August 1, 1989,
at the U.S. International Trade
Commission Building, 500 E Street SW.,
Washington, DC. Requests to appear at
the hearing should be filed in writing
with the Secretary to the Commission
not later than the close of business (5:15
p.m ) on July 19, 1989. All persons
desiring to appear at the hearing and
make oral presentations should file
prehearing briefs and attend a
prehearing conference to be held at 9:30
a.m. on July 24, 1989, at the U.S.
International Trade Commission
Building. The deadline for {iling
prehearing briefs is July 24, 1969.

Testimony at the public hearing is
governed by § 207.23 of the
Commission's rules {19 CER 207.23). This
rule requires that testimony be limited to
a nonbusiness proprietary summary and
analysis of material contained in
prehearing briefs and to information not
available at the time the prehearing
brief was submitted. Any written
materials submitted at the hearing must
be filed in accordance with the
procedures described below and any
business proprietary malterials must be
submitted at least three (3) working
days prior to the hearing (cee
§ 201.6(b)(2) of the Commicsion's rules
(19 CFR 201.6(b)(2))).

Written Submissions

All legal arguments, economic
analyses, and factual matcrials relevant
to the public hearing should be included
in prehearing briefs in accordance with
§ 207.22 of the Commission’s rules (19
CFR 207.22). Posthearing briefs must
conform with the provisions of section
207.24 (19 CFR 207.24) and must be
submitted not later than the close of
business on August 7, 1989. In addition,
any person who has not entered an
appearance as a party to the
investigation may submit a written
statement of information pertinent to the
subject of the investigation on or before
August 7, 1989. . .

A signed original and fourteen (14)
copies of each submission must be filed
with the Secretary to the Commission in
accordance with § 201.8 of the
Commission's rules (19 CFR 201.8). All
written submissions except for business
proprietary data will be available for
public inspection during regular
business hours (8:45 a.m. to 5:15 p.m.) in
the Office of the Secretary to the
Commission.

Any information for which business
proprietary treatment is desired must be
submitted separately. The envelope and
all pages of such submissions must be
clearly labeled “Business Proprietary
Information.” Business proprietary
submissions and requests for business
proprietary treatment must conform
with the requirements of §§ 201.6 and
207.7 of the Commission’s rules (19 CFR
201.6 and 207.7 as amended, 53 FR 33041
{August 29, 1988) and 54 FR 5222
(February 2, 1989).

Parties which obtain disclosure of
business proprietary information
pursuant to § 207.7(a) of the
Commission’'s rules (19 CFR 207.7(a) as
amended, 53 FR 33041 (August 29, 1988)
and 54 FR 5222 {February 2, 1989)) may
comment on such information in their
prehearing and posthearing briefs, and’
may also file additional written
comments on such information no later

than August 14, 1989. Such additiona!
comments must be limited to comments
on business proprietary information
received in or after the posthearing .

‘briefs.

Autbority: This investigation is being
conducted under authority of the Tariff A<t of
1930, title VII. This notice is published
pursuant to § 207.20 of the Commission’s
rules (19 CFR 207.20)

By order of the Commission.
Kennetb R. Mason,
Secretary.
Issued: May 15, 1989.
{FR Doc. 89-12487 Filed 5-24-89: 8:45 am)
BILLING CODE 7020-C2-M
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International Trade Administration
[CV-122-807)

. Final Aftirmative Countervalling Duty
Determination: Fresh, Chilled, and
Frozen Pork trom Canada.

AGENCY: Import Administration,
International Trade Administration,
Commerce.

ACTION: Notice.

SUMMARY: We determine that benefits
which constitute subsidies within the
meaning of the countervailing duty law
are being provided to producers or
exporters in Canada of fresh, chilled,
and frozen pork, as described in the -
*“Scope of Investigation” section of this
notice. The estimated net suhsidy is
Cans$0.08/kg. (Can$0.036/1b.) for all
producers or exporters in Canada of
fresh, chilled. and frozen pork and de
minimis for all producers or exporters in
Canada of fresh, chilled. and frozen sow
and boar meat. v
EFFECTIVE DATE: July 24, 1989,
FOR FURTHER INFORMATION CONTACT:
Kay Halpern or Rick Herring, Office of
Countervailing Investigations, Import
Administration, International Trade
Administration, U.S. Department of
Commerce, 14th Street and Constitution
Avenue, NW,, Washington, DC 20230;
telephone: {202) 377-0192 or 377-2438.
SUPPLEMENTARY INFORMATION:
Final Determination

Based on our investigation, we
determine that certain benefits which
constitute subsidies within the meaning
of section 701 of the Tariff Act of 1930,
as amended (the Act), are being
provided to producers or exporters in
Canada of fresh, chilled. and frozen
pork. For purposes of this investigation,

the following programs sre found to
confer subsidies:

Federal Programs -

¢ Tripartite Stabilization Programs
under the Agricultural Stabilization Act.

¢ Feed Freight Assistance Program.

¢ Western Diversification Program.

¢ Western Transportation Industrial
Development Program.

Federal /Provincial Program

¢ Canada/Quebec Subsidiary
Agreement on Agri-Food Development.
Provincial Programs

¢ Alberta Crow Benefit Offset
Program.

¢ Alberta Economir Nevelopment and
Trade Act.

¢ Alberta CGrant to Fletcher's Fine
Foods:

‘.o Ontario Farm Tax Rebate Program.

» Ontario Marketing Assistance:
Program for Pork Producers.

¢ Ontario (Northern) Livestock
Improvement and Transportation
Assistance Programs.

* Onterio Pork Industry Improvement
Program.

¢ Quebec Farm Income Stabilization
Insurance Program.

¢ Quebec Productivity Improvement
and Consolidation of Livestock
Production Program (Farm Building
Subprogram).

* Quebec Regional Development
Assistance Program (Livestock
Transportation Subprogram).

o Saskatchewan Hog Assured
Returns Programs.

¢ Saskatchewan Livestock
Investment Tax Credit Program.

» Saskatchewan Livestock Facilities
Tax Credit Program.

We determine the estimated net
subsidy to be Can$0.08/kg. {Can$0.036/
1b.) for all producers or exporters in
Canada of fresh. chilled. and frozen pork
and de minimis for all producers or
exporters in Canada of fresh, chilled,
and frozen sow and boar meat.

Case History

Since the last Federal Register
publication pertaining to this
investigation (Preliminary Affirmative
Countervailing Duty Determination:
Fresh, Chilled, and Frozen Pork from
Canada, 54 FR 19582, May 8. 1989)
(Preliminary Determinatior), the
following events have occurred.
Respondents submitted a supplemental
response to our third supplemental/
deficiency questionnaire on May 11,
1889. We conducted verification of the
questionnaire responses of the
Government of Canada and the
provincial governments of Alberta,
Manitoba, Ontario, Quebec and
Suskatchewan in Canada from May 15
to June 1, 1889. Respondents submitted
amended responses and additional
clarifying information requested at
verification on May 24, June 13. June 14
June 15, June 22 and June 30, 1989.

Both petitioner and respondents
requested a public hearing in this
investigation. Case briefs were filed by
petitioner and respondents on June 23
and rebuttal briefs were filed on june 2
1989. The hearing was held on June 28,
1989.

During the hearing, one party
presented oral arguments which had n
been included in a rebuttal brief. Unde
section 355.38(b) of the Commerce
Department's regulations. published ir
the Fedcral Register on December 27,
1988 (1o be codificd at 19 CFR 355.38(1L
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during the hearing “an interested party
may make an affirmative presentation
only on arguments included in that
party’s case brief and may make a
rebuttal presentation only on arguments.
included in that party's rebuttal brief.”
For this reason, that party’s rebuttal
presentation has been stricken from the
transcripts of the hearing. We wish to
remind all interested parties that, in all
hearings before the Department, we will
strictly enforce the requirements of
section 355.38(b).

Scope of Investigation

The United States has developed a-
system of tariff classification based on
the international harmonized system of
customs nomenclature. On January 1,
1989, the U.S. tariff schedules were fully
converted to the Harmonized Tariff
Schedule (HTS), and all merchandise
entered or withdrawn from warehouse
for consumption on or after that date is
now classified solely according to the
appropriate HTS item number(s). The
Department is providing both the
appropriate Tariff Schedules of the
United States Annotated (TSUSA) item
number(s) and the appropriate HTS item
number{s) with product descriptions for
convenience and Customs purposes. The
Department’s written description of the
products under investigation remains
dispositive as to the scope of the
products covered by this investigation.

The products covered by this
investigation are fresh, chilled, and
frozen pork, currently provided for
under TSUSA item numbers 106.4020
and 106.4040, and currently classifiable’
under HTS item numbers 0203.11.00,
0203.12.90, 0203.19.40, 0203.21.00,
0203.22.90, and 0203.29.40. Specifically
excluded from this investigation are any
processed or otherwise prepared or
preserved pork products such as canned

hams, cured bacqn. sausage and ground

park. . .
Application of Section 771B

Section 1313 of the Omnibus Trade
and Competitiveness Act of 1988
amended the Tariff Act of 1930 to -

include a new section 771B. This section -

reads as follows:

In the case of an agricultural product
processed from a raw agricultural
product in which—

{1) the demand for the prior stage product is
substantially dependent on the demand
for the latter stage product. and

(2) the processing operation adds only limited
value to the raw commodity, -

subsidies found to be provided to either

producers or processors of the product shall
be deemed to be provided with respect to the
manufacture, production. or exportation of
the processed product.

- The subject merchandise in this .
investigation is an agricultural product,
fresh, chilled. and frozen pork,
processed from a raw agricultural
product, live swine. Therefore, in this
investigation, we must analyze the
elements of section 771B to determine
whether the subsidies provided to
producers or processors of live swine
shall be deemed to be provided with
respect to the manufacture, production,
or exportation of fresh, chilled, and
frozen pork. For the reasons discussed
below, we determine that the elements
of section 771B are met. :
Prior to the enactment of section 771B
the Department considered a benefit to

. producers of a raw agricultural product

as a benefit to producers of a processed
agricultural product. See Certain Fish
from Canada: Final Countervailing Duty
Determination (43 FR 25996, June 16,
1978); Lamb Meat from New Zealand:
Preliminary Affirmative Countervailing
Duty Determination (46 FR 58128,
November 30, 1981); Final Affirmative
Countervailing Duty Determination:
Live Swine and Fresh, Chilled, and
Frozen Pork Products from Canada
{Swine) (50 FR 25098, June 15, 1885);
Final Affirmative Countervailing Duty
Determination and Order: Lamb Meat
from New Zealand (Lamb Meat 1985)
(50 FR 37708, September 17, 1885);
Preliminary Affirmative Countervailing
Duty Determination: Red Raspberries
from Canada (50 FR 42574, October 21,
1885); Final Affirmative Countervailing
Duty Determination and Order: Rice
from Thailand (51 FR 12358, April 10,
1888); and Final Affirmative
Countervailing Duty Determination:
Certain Fresh Atlantic Groundfish from
Canada (Groundfish) (51 FR 10041,
March 24, 1888). For example, in Swine,
respondents argued that the Department
should apply the upstream subsidy
provision, section 771A of the Act, to
determine if benefits to hog producers
passed through to pork producers. We
disagreed because we did not consider
live swine to be an “input” into
unprocessed pork. Instead, we
considered benefits to hog producers as
direct benefits to pork producers.
Therefore, since we otherwise did not .
find reasonable grounds to believe or
suspect that an upstream subsidy was
being paid or bestowed with respect to
unprocessed pork, we did not conduct
an upstream subsidy investigation.

We clearly spelled out in Swine our
reasons for determining that benefits to
hog producers directly benefit pork
producers. “We believe there are two
characteristics which evidence that live
swine should not be considered an
‘input’ into fresh, frozen, and chilled
pork products. These characteristics are

" level of value addéd and the role of the

roducer.” First, in‘our discussion of
value added we said, “A low level of
value added at a given level of
processing is an indication that the prior
stage product entering that level is not
an input into the processed product.”
Second., in our discussion of the role of
the processor and whether the processor
merely makes the product ready for the
next consumer we said, “The salient
criterion is the degree to which the
demand for the prior stage product is-
dependent on the demand for the latter
stage product.” ’

Respondents in Swine appealed the
Department's decision not to apply the
upstream subsidies provision. The Court
of International Trade (CIT) remanded
Swine to the Department of conduct an
upstream subsidy investigation. The CIT
ruled that Commerce had to apply the
upstream subsidy provision because it
found no exception to that provision for
agricultural products either in the
statute or in the legislative history. See,
Canadian Meat Council v. United
States, 661 F. Supp. 622 (1887). The
decision of the CIT can only be
considered advisory, however, because
its later decision to uphold the ITC's
negative injury determination regarding
the domestic industry for pork products
mooted its remand instructions. See,
National Pork Producers Council v. .
United States, 661 F. Supp. 633 (1987). In
light of the Court's decision, Congress .
amended the Act by adding section 771B
to codify the Department's practice. 133
Cong. Rec. S8814-16 (daily ed. June 16,
1989).

In this investigation, we determine
that the first criterion of section 771B is
met because the demand for live swine
depends substantially upon the demand
for fresh, chilled, and frozen pork. Swine
producers raise most swine for
slaughter. Pork constitutes the primary
product of the slaughtered pig. Thus, the
demand for pork and for live swine are
inextricably linked. a fact recognized by
the provincial hog marketing boards,
which actively promote the consumption
of pork to increase the demand for live
swine. The demand for live swine to be
processed further, e.g., into canned ham
or sausage, still requires that the live
swine first be processed as fresh,
chilled, and frozen pork. In this regard.,
the demand for fresh, chilled, and frozen
pork incorporates both the retail
customer who demandas fresh, chilled,
and frozen pork for consumption and the
wholesale customer who demands fresh,
chilled, and frozen pork for further
processing.

The second criterion of section 771B is
also met in this investigation because
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the processing operation used to
manufacture fresh, chilled, and frozen.
pork adds limited value to the live
swine. We verified.that pork producers
in Canada add, on average,
approximately 20 percent in value to the
live swine. This figure, however,
encompasses various levels of .
processing that often go beyond the
initial steps needed to first make a pig
into pork. That is, to make the product
under this investigation. the pork
manufacturer immobilizes, kills, washes,
dehairs, eviscerates, and splits the hog.
After the pork producer weighs the
carcass, he then removes the head and
kidneys and trims air pockets or
diseased portions. The split carcass now
classifies as fresh, chilled, and frozen
pork. -

While a percentage figure for value
added helps focus our evaluation of the
second element of section 771B. it does
not resoive the question of whether the
processing operation adds only /imited
value to the raw commodity. The pork
producers incur most of their cost in
processing the live swine into split
carcasses. The additional cost
associated with processing the split
carcass into primal or trimmed cuts is
small relative to the price which these
cuts receive in the market. For example,
we verified that, in some cases, a flick of
the knife transformed a primal cut into a
more expensive, trimmed cut. As |
explained by the General Manager for
the Canadian Meat Council, “It has
‘made practical and economic sense for
the industry to do this additional fat
trimming at the plant level due to high
returns for the fat credits and, in many
cases, the fat is removed without
additional labour.” Thus, the figure of 20
percent value added to a degree :
corresponds to the higher profits earned
in the marketplace by product
presentation. and not the cost of
processing the split carcass into primal
or trimmed cuts. For these reasons, we
find in this investigation that the
processing operation adds only limited
value to the raw commodity because the
processing represented by the figure of
20 percent has not changed the essential
character of the live swine,

Therefore, for the reasons set forth
above, we determine that subsidies
found to be provided to live swine shall
be deemed to be provided with respect
to the manufacture, production, or
exportation of fresh, chilled, and frozen
pork in accordance with section 771B of
the Act.

Analysis of Programs

We streamlined this investigation
because of the large number of programs
involved, the large number of swine and

pork producers in Canada, and the fact
that we have previously examined most
of the programs upon which we > . - .- -
initiated. and decided to examine only -
swine and pork producers in the -
provinces of Quebec, Ontario, Alberta,
Manitoba, and Saskatchewan. These
five provinces accounted for 92.5 -
percent of hogs slanghtered in Canada
in 1987, the most recent year for which’
such information is available. * -
We used our standard methodology to
calculate benefits under grant programs.
Grants provided on a recurring basis are
expensed in the year of receipt. For non-
recurring grants, we totalled the grants
provided under each program and
divided that amount by the total sales
value of the subject merchandise from

- the five provinces examined for

purposes of this investigation. If the sum
was less than 0.5 percent of the sales
concerned, we expensed such grants in
the year of receipt. Since we have not
received sales information for the years -
prior to the review period. we used as
best information available the sales
value for 1988. as reported in the
response, to détermine if grants received

" prior to 1888 should be allocated over

time or expensed in the year of receipt.
Based on this methodology. all grants
were expensed in the year of receipt.
In both Swine and this investigation,
we have used a conversion factor to
calculate the percentage of pork yield
from live swine. This percentage is then
used in calculating the subsidy. Both
respondents and petitioner have made
suggesuom as to the appropriate
conversion factor. We have selected a

conversion factor of 79.5 percent as

verified for the review period.

‘We believe that 79.5 percent is the
most appropriate conversion factor to
use because the two largest
countervailable programs in this
investigation, the tripartite program and"
the Quebec Farm Income Stabilization
Insurance Program, both use similar
conversion factors. Of the conversion
factors which have been proposed in
this investigation, the factor of 79.5
percent most closely approximates the
conversion factor used by the
stabilization programs and the
provmcnal marketing boards and
packers in determining the final pnce to
be paid for the live swine.

In the Final Results of Counterv all:rg
Duty Administrative Review; Live
Swine from Canada, 54 Fed. Reg. 651
{1989) (Live Swine Review), separale
rates were calculated for market hogs
and for sows and boars. Sows and boars
were determined to be a distinct
subclass of merchandise. Both
respondents and petitioner have argued

that a separate rate should be applied
for sow and boar meat. In light of the
practice established in the
administrative review, and the
arguments provided by respondents and
petitioner, we have calculated a
separate rate for sow and boar meat.
For those programs where sows and
boars are not eligible for benefits, we
have allocated payments only to market
hogs. For additional information on this
issue, see Comment 11.

We discovered the Quebec
Reimbursement of Municipal and
Educational Taxes Program, which may
provide difierent levels of tax rebates to
farmers based on regional criteria, too
late in the investigation to gather
sufficient information to be used in this
determination. If a fina! countervailing
duty order is issued in this investigation,
we will examine this program in any
subsequent 751 review.

For purposes of this final
determination, the period for which we
are measuring subsidies (“the review

.period”) is calendar year 1988.

Based upon our analysis of the
petition, the responses to our
questionnaire, verification, and written
comments from respondents and
petitioner, we determine the following:

1. Programs Determined To Confer
Subsidies

We determine that subsidies are being
provided to producers or exporters in
Canada of fresh, chilled. and frozen pork

under the following programs:
A. Federal Programs
1. Tripartite under the

Agricultural Stabilization Act. The
Agricultural Stabilization Act {ASA) of
1958 was passed by the federal
government to provide for the price
stabilization of certain agricultural
commodities. In 1975, the ASA was
amended to revise the list of named
commodities to cattle, hogs. sheep,
industrial milk and cream, corn, -
soybeans, and oats and barley grown
outside the Canadian Wheat Board
designated areas. The supgort formula
was update to a minimum of 90 percent
of a five year average market price plus
an index to reflect production cost
changes.

In January 1985, the ASA was further
amended by Bill C-25. which authorized
the Minister of Agriculture. with the
approval of the Governor in Council. to
enter into tripartite agreements with the
provinces and/or producers to provide
price stabilization schemes for any
natural or processed product of
agriculture. The Minister may enter into
a tripartite agreement only after he



Federal Register / Vol. 54. No. 140 / Monday, july 24, 1889 / Notices

- B-9

30777

determines that it will not give a

- financial advantage to some producers
in the production or marketing of the
product not enjoyed by other producers
of the same product in Canada and that
it will not provide an incentive to
overproduce. The Bill also amended the
Act by (1) changing “sheep” to “lamb
and wool,” (2) adding to the list of
named commodities spring and winter
wheat grown outside the Canadian
Wheat Board designated areas. and (3)
providing for different support periods
with respect to different commodities
(e.g. quarterly periods for livestock).

Tripartite agreements on hogs were
signed effective January 1, 1886, with
Alberta, Saskatchewan, Manitoba, and
Ontario. An amended agreement was
signed on February 8, 1989, adding the
Provinces of British Colymbia, Quebec,
New Brunswick, Prince Edward Island,
and Nova Scotia. Under the terms of the
tripartite agreements on hogs, the
provinces, with the exception of Quebec,
may not offer separate stabilization
plans or other ad hoc assistance for
hogs, nor may the federal government
offer compensation to hog producers in
a province not a party to the agreement.
The tripartite scheme provides for a
five-year phase-in period to adjust for
differences between the tripartite
scheme and previously existing
provincial programs. Existing provincial
stabilization plans, with the exception of
the Quebec Farm Income Stabilization
Program, are to be completely phased
out by 1991,

The tripartite agreements on hogs are
administered by the Stabilization
Committee (“Committee”) in
conjunction with the Agricultural
Stabilization Board (“Board™). The
Committee calculates the stabilization
payments on a quarterly basis in the
following manner. First, it calculates a
“support price,” which is equal to the
cash costs of production in the current
13-week period plus 85 percent of the
average margin in the same 13-week
period for the preceding five years. The
margin for any period is equal to the
national average market price for the
period minus the national average cash
costs in that period. The difference
between the support price and the
average market price is the amount of
stabilization payment. Stabilization
payments are triggered in any 13-week
period that the market price falls below
the support price. Payments are made
only on hogs indexing 80 or above,
thereby automatically excluding sows
and boars.

To date, tripartite ageements have
been signed for the following
commodities: hogs, cattle, cows/calves,

lambs, sugar beets, apples, white pea
beans and other dry edible beans;
honey. and yellow seeded onions. We
verified that producers of one
commodity, asparagus, requested a
tripartite agreement and were rejected.
Producers of two other commodities,
sour cherries and corn, have also
requested agreements, but no
agreements are being drawn up for these
commodities.

Support payments under the tripartite
agreements for various commodities are
calculated in the manner described
above, using a formula ranging from 85
to 95 percent of the average market price
over the past five years plus an index to
reflect production cost changes. We
verified that the support level for beef
and apples, both of which are covered
under tripartite agreements, is 85
percent, as compared to the 95 percent
used for hogs. ’

As federal and provincial payments to
hog producers are now made pursuant
to tripartite agreements, rather than as
named commodities under the ASA, we
must, as respondents have argued, focus
on the tripartite program and consider
whether it is, de jure or de facto, limited
to a specific enterprise or industry, or
group of enterprises or industries, within
the meaning of section 771(5)(B) of the
Act. :

We typically consider three factors in
determining whether a program is
limited to a specific enterprise or
industry or group of enterprises or
industries: (1) The extent to which a
foreign government acts (as
demonstrated in the language of the
relevant enacting legislation and
implementing regulations) to limit the
availability of a program; (2) the number
of enterprises, industries, or groups
thereof that actually use a program,
which may include the examination of
disproportionate or dominant users; and
(3) the extent, and manner in which, the
government exercises discretion in
making the program available.

Pursuant to the first factor, we
verified that there is no de jure
limitation as to which commodities may
be covered under tripartite agreements.
Thus. we find that the federal )
government did not act to limit the
availability of the tripartite program.

Pursuant to the second factor, by its
terms, the ASA, as amended, provides
that any agricultural product may be
covered under a tripactite agreement.
However, since the January 1985
amendment authorizing tripartite
agreements, only nine out of an
innumerable number of egricultural
commodities have been incorporated
under such agreements. Furthermore,

not all producers who request tripartite .
agreements for their commodities obtain
such agreements. For exampie, ‘
agreements for sour cherries and comn
have not been drawn up because of-
“administrative difficulties™ involving
the valuation of land and other factors,
despite the fact that an agreement
already exists for apples, a commodity
with similar valuation problems.
Asparagus growers were rejected
because government officials deemed
there was little need for an asparagus
agreement due to the rising price of
asparagus and the relatively small value
of asparagus sales.

Pursuant to the third factor, we found
that discretion in the administration of
the tripartite program. which results in
different treatment for different
commodities, is exercised in the
following ways. First, there are no
explicit or standard criteria for
evaluating tripartite agreement requests.
Neither the ASA, as amended. nor the
regulations and guidelines concerning
tripartite agreements, establish
procedures or criteria for when a
commodity is to become subject to a
tripartite agreement. In practice, it is
ultimately at the Ministry's discretion
whether to implement a request for a
tripartite agreement (see Comment 7).

Second, we verified that the level of
price stabilization and the terms of each
scheme varies, at the discretion of the
government, from commodity to
commodity. For parity of benefits among
the producers of different commodities

.to exist, it is essential that the cost of

production elements in the stabilization
formulas for varjous commodities be
comparable to one another. That is, the
cost of production model used for the
swine program should reflect the actual
cost of production experience of swine
producers to the same extent that the
model for other commodities reflects the
actual cost of production experience of
producers of those commodities. At
verification. we learned that cost of
production models do not necessarily
reflect the experience of the relevant
producer group.

Furthermore, the support level has
varied historically for the same product
and is ofter different for different
commodities. For example, the support
level for hogs was raised from 93
percent to 95 percent in an effort to get
Quebec to sign a tripartite agreement on
hogs. Moreover, as noted above, the
suport level for apples and beef is only
85 percent., \We were told during
verification that the Committee worked
with different support models for these
commodities, and that a model was
originally devised for beef in which the



30778

B-10

Fodsral Register / Vol. 54, No. 140 / Monday, July 24, 1888 / Notices

support level would be 50 percent.
However, due to opposition to that
support level, it was raised to the
present level but elements in the cash
cost component of the model were
dropped. Thus, the incomes of producers
of certain covered commodities are
being stabilized to a significantly greater
or lesser extent than those of others for
no objective reasons.

Even among swine producers, benefits

. are not available on equal terms.
Indeed. it appears that, by allowing
Quebec to keep its provincial hog
stabilization program, the Ministry is
undermining the general guidelines of
the tripartite program by giving an
advantage to some producers in the
production of hogs not enjoyed by other
producers of the same product in
Canada.

For the foregoing reasons. we
determine the tripartite program to be
limited.to a group of enterprises or
industries, and therefore
countervailable. :

To calculate the benefit under this
program, we first calculated the dressed-
weight equivalent of hogs marketed
during the review period in the five
provinces examined for purposes of this
invesgtigation (leas sows and boars). To
obtain the dressed-weight equivalent,
we used the live-weight to dressed-
weight conversion factor of 79.3 percent
as verified for the review period. Since
the stabilization payments are disbursed
from a pool of funds made up of equal

* contributions from the federal
government, provincial governments,
and producer premiums, plus interest,
we multiplied the stabilization payments
which we verified were made to ho%
producers during the review period by
two-thirds to factor out the producer
premiums. We then allocated the result
over the dressed-weight equivalent of
hogs marketed in the five provinces
during the review period (iess sows and
boars) to obtain an estimated net :
subsidy of Can$0.027486/kg.
(Can$0.012468/1b.) for fresh, chilled, and
frozen pork. Because sows and boars
are Ineligible for benefits under this
program, we determine the benefit to be
e Foed Freight Avaistance Program.
eed Freight Assistance

The Feed Freight Assistance Program

was administered by Agriculture

Canada until 1967, when the Livestock

Feed Act (LFA) was passed and the

Livestock Feed Board was formed to

administer the program. Parliament
enacted the LFA in response to domestic
feed grain supply problems and price
fluctuations in eastern Canada and

British Columbia. The Board ensures the

availability of feed grain to meet the
needs of livestock feeders, the

availability of adequate storage space in
eastern Canada for feed grain, and price
stability for feed grain in eastern
Canada, British Columbia, the Yukon,
and the Northwest Territories. Only
users of feed grain, i.e. those who buy it
to feed livestock (commercial mills and
livestock producers), are eligible for
assistance.

Eligibility for the program is restricted
to feed grain millers in “designated
areas” (Manitoba, Saskatchewan,
Alberta and parts of British Columbia)
whose grain is fed to livestock, and to
livestock owners in parts of eastern
Canada and British Columbia, and in the
Yukon Territory and the Northwest
Territories.

To qualify for assistance, the feed -
grain must be transported outside the
farm where it is grown and moved
through commercial channels.
Commercial channels are defined as
transactions that provide an invoice,
weight certificate, grade certificate, and
bill of lading. Payments are made only
on grain that will be fed to livestock.

Benefits are provided for transporting
and storing feed. Payments for feed
grain transportation are set per ton
according to the destination of the grain.
Feed grain storage payments are made
on a product-specific basis.

Because this program is limited to
feed grain millers in the above described
“designated areas” whose grain is fed to
livestock, and to livestock owners in
parts of eastern Canada and British
Columbia, and in the Yukon Territory
and the Northwest Territories, we,
determine that it is limited to & specific
enterprise or industry, or group of
enterprises oe industries, and is
therefore countervailable. -

Of the five provinces we are
examining for purposes of this
investigation, livestock owners in only
Ontario and Quebec are eligible for

' assistance under the program. We found

that no benefits were provided to hog
producers in Ontario. Therefore, we are
only considering the assistance provided
to Quebec producers. We verified that
2.7 percent of all payments under this
program went to livestock owners in
Quebec. At verification we found that 80

rcent of feed grains were consumed

y hogs. There{ore, to calculate the

benefit to hog producers, we used 1.35
percent (50 percent of 2.7 percent) of
total payments as the benefit to hog
producers. We divided this total by the
dressed-weight equivalent of hogs
marketed during the review period in
the five provinces to obtain an
estimated net subsidy of Can$0.000034/
kg. (Can$0.000018/1b.) for fresh, chilled.
and frozen pork and for sow and boar
meat.

3. Western Diversification Program.
The Western Diversification Program
was established by the federal
government in August 1887 to diversify
the economic base of western Canada
(British Columbia, Alberta, .
Saskatchewan and Manitoba). The
program was established as a five-year
program with a $1.2 billion
diversification fund. Assistance is
provided in the form of “contributions,”
either repayable or non-repayable. The
amount of funding provided, as well as
the terms and conditions attached to it,
are determined on a project-by-project
basis. The federal government funds the
program: provincial governments do not.
Interest is rarely charged on repayable
assistance. Eligible projects include new
product development, plant
establishment, new market
development, industry-wide productivity
improvement, feasibility studies or new
technology. Upon approval of a project,
an offer of financial assistance is made.
Contributions are disbursed quarterly,
usually after the project is completed.

Because this program is limited to
westarn Canada, we determine that it is
limited to enterprises or industries
located In a specific region of Canada,
and is therefore, countervailable. We
verified that, of the projects approved to
date, only one provided benefits on the
production of hogs or the processing of
pork during the review period.

Tao calculate the benefit, since we do
not! have the calendar year 1988 figures,
we used as best information available
the non-repayable coatribution
disbursed to the one hog/pork-related
project during fiscal year 1988-1989 and
divided it byrthe dressed-weight :
equivalent of hogs marketed during the
review period in the five provinces to
obtain an estimated net subsidy of
Can$0.000105/kg. (Can$0.000048/1b.) for

fresh. chilled, and frozen pork and for
sow and boar meat.

4. Wastern Transportation Industrial
Development Program. Under this
program, assistance was provided by
the federal government to
manufacturing, processing and related
service industries in Manitoba,
Saskatchewan, Alberta and British
Columbia. This program expired in Jun
1988 and was incorporated into the
Western Diversification Program.

Because this program is limited to
firms in the four provinces of western
Canada, we determine that it is limite
to enterprises or indusiries located in
specific region of Canada, and is
therefore countervailable.

To calculate the benefit under this
program, we divided the grants

attributable to pork production during
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the review period by the dressed-weight
equivalent of hogs marketed during the
review period in the five provinces to
yield an estimated net subeidy of
Cans$0.000054 /ig. (Can$0.000025/1b.} for
fresh, chilled, and frozen pork and for
sow and boar meat. -

B. Pederal Provincial Prografn

1. Canado/Quebac Subsidiary
Agreement on Agri-Food Development:
The Subsidiary Agreement on Agri-Food
Development is pursuant to an
Economic and Regional Development
- Agreement (ERDA) between the

Government of Canada and the Province
of Quebec. Programs funded under the
Subsidiary Agreement include the
following: C
Program 1: Research and Development;
A. Contract Research; B. Food
Research
Program 2: Technological Innovations
and New Initiatives; A. Agricultural
Production; B. Conservation,
Processing and Marketing
Program 3: Soil Conservation and
Improvement; A. Inventory of Seil
Degradation Problems; B Soil and
Water Conservation Research: C.
Technology Transfer in Soil and
Water Conservation ’
Funding foe each program and
subprogram for the duration of ths
Subsidiary Agreement is estimated at
Can$3$ million. and is split evenly
between the federal and provincial
50X the seven subprograms availabi
e seven su s svailable,
we verified that only three, 1.A., 2A.
and 3.B. include bog-related projects. Of
these projects, those ender subprogram
1.A. were contracted with universities or
research institutions, and the one under
subprogram 3.B. was contracted with &
consulting firm. We verified that the .
projects under these two
included provisions for making the ..
research tesults publicly available. (Ses
Section 1l of the notice,
Determined to be Not Countervoilable,
‘concerning subprograms 1.A. and 3.B.) -
The hog-related projects under
subprogram 2.A. were contracted with |
private individuals or farmers, and do
not involve research. :
Because projects under subprogram
2.A. are limited to Quebec, we
determine that the federal government's
contribution is limited to enterprises or
industries located in a specific region of
Canada and is therefore
countervailable. Because we verified
that projects in subprogram 2.A. involve
_a large number and a wide variety of
agricultural products, we détermine that
the pravincial government's contribution
is not limited to a specific enterprise or

industry, or group of enterprises or
induatries. and is therefore not
countervailable.

To calculate the benefit. we summed
the grants provided tv kog-related
projects under subprogram 2. A. during
the review period and multiplied this
sum by oune-balf to factar out the
Government of Quebec contribution. We
divided the resalt by the dressed-weight
equivalent of bogs marketed in the five
provinces during the review period to
obtain an estimmated met subsidy of
Can$0.000019/kg. {Can$0.000008/1b.) for
fresh, chilled, and frozen pork and for
sow and boar meat.

C. Provincial Programs

1. Alberta Crow Benefit Offset
Program. The purpose of this program,
which is administered by Agriculture
Alberta, is to eliminate market
distortions in feed grain prices created
by the federal government's policy on
grain transportation. -

Assistance is provided on feed grain
produced in Alberta, feed grain
produced outside Alberta but soid in
Alberta, and feed grain produced in
Alberta to be fed \o livestock on the
same farm. The government provides
certificates to registered feed grain users
and registered feed grain merchants,
which can be used as partial payments
for graing purchased from grain
producers. Feed grain producers who
feed their own grain to their own
livestock submit a claim directly to the
government for payment.

Hog producers receive bepefits in one
of three ways. Hog producers who do
not grow any of their own feed grain
receive certificates which are used to
cover part of the cost of purchasing -
grain. Hog producers who grow all of
thair own grain submit a claim to the
Govemmest of Alberta for direct
payment. Finally. hog producers whe
grow past of their own grain but who
also purchase grain receive both
cartificates and direct payments.

Because this program is limited to
feed grain users, we determine that it is
limited to a specific enterprise or
industry, aor group of enterprises or
industries, and is therefore,
caountervailable.

Since we do not have precise data oo
hog consumption of feed grain, as best
information available, we are using data
published in Agriculture in Alberta,
which states that hogs consumed 15
percent of the province's barley
production and that barley is the
primary grain fed to hogs. Therefare, to
calculate the benefit, we allocated 15
percent of the total amount of benefits to
feed grain users in Alberta over the
dressed-weight equivalent of hogs

marketed during the review period in
the five provinces. On this basis. we
calculated an estimated net subsidy of
Cans$0.003228/kg. (Can$0.001464/1b.) for
fresh, chilled, and frozen pork. and for
sow and boer meat. .

2. Alberta Department of Economic
Development and Trade Act. The
purpose of this program is to foster
economic development in the province.
Assistance may be provided in the form
of grants, loans, or loan guarantees.
However, only loans and loan -
guarantees have been provided under
the program. Loans and loan guarantees
are only provided to firms which cannot
receive financing or equivalent financing
from commercial sources. Twao pork
producers in Alberta have received
benefits under this program. Gainers
Inc. has received both a loan and a loan
guarantee from the province under this
program, and Fletcher's Fine Foods has
received a loan guarantee.

In order to determine whether a
domestic program confers a
countervailable subsidy, we must
determine whether the benefits provided
under the program are limited to a
specific enterprise or industry, ar group
of enterprises or industries, in
accordance with section 771(5){B) of the
Acl. We typically consider three factors
when making this determination: (1) The
extent to which a fareign government
acts (as demonstrated in the language of
the relevant enacting legislation and
implementing regulations) to limit the
availability of a program; (2) the number
of enterprises, industries, or graups
thereqf that actually use a program,
which may include the examination of
disproportionate or dominant users; and
(3) the extent, and mannes in which, the
government exercises discretion in
making the program available. (See,
Final Affrmative Countervailing Duty
Determination and Countervailing Duty
Order: Carbon Steel Wire Rod from
Malaysia (Wire Rod). 53 FR 13303, April
22, 1988, and the DOC Position to
Comment 7.)

During verification, we found no
standard criteria for either the approval
or rejection of applicants under this
program. We were unabie to review
applications of successful and rejected
companies under this program. We were
also unable to determine why certain
companies were approved far either a
loan ot a loan guarantee, {ncluding both
pork packers under investigatian in
Alberta. Provincial officials were unable
to provide us with a list of rejected
companies. They were also unable to
determine the number of companies that
have applied for benefits under this
program. In addition, we noted that
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there was no formal or standard .
application process. . ...

Since we were unable to review the
documents necessary to make an
adequate evaluation of two of the three
factors cited above, as best information
available, we determine that the
program is limited to a specific
enterprise or industry, or group of
enterprises or industries. In making this
determination, we note that, of the
amount of loans granted under this
program from its inception in 1988
through March 1989, approximately 75
percent went to Gainers. Also, in any
given year there were only a limited
number of loan guarantees provided.

We determine this program to be
countervailable because the terms of the
lnan and loan guarantees are
inconsistent with commercial
considerations. During the review
period, two loan guarantees and one
loan were provided to pork packers. In
considering the guaranteed loans, we
assumed that the packers would not
have received loans at the interest rates
provided without these guarantees
because this program is available only
to companies that could not otherwise
receive financing. In addition, we found
that loan guarantees are not provided as
a normal banking practice in Alberta.

One loan guarantee was used to
cbtain a short-term interim loan.
Therefore, to calculate the benefit from
this loan, we used our standard short-
term loan methodology. comparing the
irterest rate on this guaranteed loan to a
benchmark rate for non-guaranteed
loans. No guarantee fee was paid oh this
loan during the review period; therefore,
we did not deduct a guarantee fee from
the net benefit. :

The other loan guarantee was used to
obtain a long-term loan, and we
therefore used our standard long-term
loan methodology. We used as our
benchmark the average long-term
corporate bond rate during the review
period. To that, we added our standard
risk premium to reflect the fact that this
program is available only to
uncreditworthy companies. We
considered as the principal of this loan
only the amount attributable to pork
operations. Because the firm paid part of
the guarantee fee during the review
period, we subtracted that portion of the
fee attributable to the loan for pork
operations from the net benefit.

We followed the same methodology
for the one loan provided under this
program without a guarantee, except
that no guarantee fee was subtracted
from the benefit.

We then totalled the net benefits from
this program and divided the result by
the dressed-weight equivalent of hogs

marketed in the five provinces during
the review period to yield an estimated
net subsidy of Can$0.000018/kg.
(Can$0.000008/1b.) for fresh, chilled, and
frozen pork and for sow and boar meat.

3. Alberta Grant to Fletcher's Fine
Foods. During verification we found that
Fletcher's Fine Foods had received a
grant from the province of Alberta.
Company officials stated that the grant
was received prior to the review period,
but no supporting documentation was
provided. They were unable to tell us
under which program this grant was
provided.

The grant from the province of
Alberta is limited specifically to
Fletcher's, and is therefore
countervailable. Because we were
unable to verify that this grant was
provided prior to the review period, as
best information available, we are
attributing the full amount of the grant
to the review period. We divided this
grant by the dressed-weight equivalent
of hogs marketed in the five provinces
during the review period to yield an
estimated net subsidy of Can$0.000068/
kg. (Can$0.000030/1b.) for fresh, chilled,
and frozen pork and for sow and boar
meat.

4. Ontario Farm Tax Rebate Program.
The Ontario Farm Tax Rebate Program
replaced the Ontario Farm Tax
Reduction Program. While the Ontario
Farm Tax Reduction Program provided a
rebate of 60 percent of total property
taxes levied on eligible farm properties,
the current program provides a rebate of
100 percent of taxes levied on
outbuildings and properties only. Taxes
levied on the residence and one acre of
land are no longer rebated.

Any resident of Ontario may receive a
rebate if he or she owns and pays taxes
on eligible properties. Eligible properties
are farming enterprises that produce
farm products with a gross value of at
least Can$8,000 in southern and western
Ontario and Can$5.000 in northern and
eastern Ontario. We determine that this
program is limited to enterprises or
industries located in a specific region
within the province, and is thus
countervailable. However, since all
farmers in Ontario whose gross output is
at least Can$8,000 are eligible to receive
a rebate under this program, the
program is countervailable only to the
extent that farmers in northern and
eastern Ontario whose gross output is
between Can$5,000-8,000 receive
benefits.

Based on data taken from the 1988
Census of Agriculture, Statistics
Canada, the last year for which
complete information is available, the
Government of Ontario estimated that
4.7 percent of all Ontario swine farmers

have sales valued within the Can$5,000-
8.000 range. To calculate the benefit, we
therefore multiplied the total amount
paid to swine producers in eastern and
northern Ontario during the review
period by 4.7 percent. We divided the
result by the dressed-weight equivalent
of hogs marketed in the five provinces
during the review period to obtain an
estimated net subsidy of Can$0.000020/
kg. (Can$0.000009/1b.) for both fresh,
chilled, and frozen pork and for sow anc
boar meat. .

S. Ontario (Northern) Livestock
Improvement and Transportation
Assistance Programs. The purpose of
these programs is to assist livestock
producers in northern Ontario by
reducing their relatively high costs of
maintaining and improving herd quality
Livestock producers in northern Ontarit
are reimbursed up to 20 percent of the
cost of purchasing breeding stock and §
percent of the transportation cost
associated with the purchase of such
breeding stock.

Because these programs are limited t
livestock producers in northern Ontaric
we determine that they are limited to a
specific enterprise or industry, or group
of enterprises or industries, and
therefore countervailable.

To calculate the benefit to swine
producers, we allocated the
reimbursements made to swine
producers during the review period ove
the dressed-weight equivalent of hogs
marketed in the five provinces during
the review period to obtain an estimat
net subsidy of less than Can$0.000001 i
either kilograms or pounds for fresh,
chilled, and frozen pork and for sow a1
boar meat.

6. Ontario }’ork Industry Improveme
Plan (OPIIP). The purpose of this
program is to foster excellence in farm
business management and the adoptio
of improved production technologies.
Assistance is provided under a numbe
of subprograms. To be eligible for any
the subprograms, a producer must hav
at least 20 sow equivalents (one sow
equivalent is equal to one sow or 15
market-weight hogs marketed annuall
and must submit the required product
records.

Grants are provided to hog produce
under the following subprograms: Sw'
Production Analysis, Enterprise
Analysis, Swine Ventilation,
Productivity and Quality Improvemer
Artificial Insemination, Rodent Contr
Private Veterinary Herd Health,
Education, Feed Analysis and Herd

Health Improvement.

In addition to the above subprogra:
there are three other subprograms un
OPIIP. One provides grants to the
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Ontario Swine Artificial Insexination
Association, 8 farmer cooperative
organized for the purpose of developing
swine semen production {acilities. This
Association is the enly licensed
producer of swine semen in the
province. The other two subprograms
provide grants to support (1) research
projects related to swine production and
(2) local chapters of the Ontario Pork
Producers’ Marketing Board. (For -
additional information on these last two
subprograms, see Section 1l of the
notice, Progrems Determined to be Not
Countervajlable.)

Because the OPIIP provides granis
under the remaining subprograms only
to swine producers, we deterrine that
these remaining subprograms are limited
to a specific enterprise or industry, or
group of enterprises or industries, and
are therefore, countervailable.

To calculate the benefit, we summed
the grants provided under these
subprograms during the review period
and divided the result by the dressed-
weight equivalent of hogs marketed in
the five provinces during the review
period to obtain an estimated net
subsidy of Can$0.002324 /kg.
(Can$0.001054/1b.) for fresh, chilled. and
frozen pork and for sow and boar meat.

7. Ontario Marketing Assistance
Program for Pork {MAFPP). This program,
instituted in 1988, assists Ontario port
processors in their efforts to improve
domestic market prospects for pork
sales and to sustain and enhance their
ability to compete in global pork
markets. Pork processors receive grants
of 25 percent of the total cost of plant
upgrading, new technology adoptian or
new product development. .

Because this progrem provides grants
to only poark processors, we determine
that it is limited to a specific enterprise
or industry, or group of enterprises or
industries, and is therefore,
countervailable.

A consumer survey was also financed
under MAPP. For additional information
on that project, see Section Il of this
notice, Programs Determined to Be Not
Countervailable. In addition, there was
an export promotion subprogram which
was not used during the review period.

To calculate the benefit, we summed
the grants provided under this program
during the review period and divided the *
result by the dressed-weight equivalent
of hogs marketed in the five provinces
during the review period to obtain an
estimated net subsidy of Can$0.000613/
kg. (Cans$0.000278/1b.) for fresh, chilled,
and frozen pork and for sow and boar
meat.

8. Quebec Farm Income Stabilizalion
Insurance Program. This program was
started in 1976 to guarantee a net annual

income to participating producers. It is
.administered by the Regie des
Assurances Agricoles du Quebec {the
Regie). The program covers calves.
feeder cattle, potatoes. piglets, feeder
hogs. corn. cats. wheat, barley, heavy
veal. and sheep. There are no
established criteria and no authorization
for designating additional commodities
to be covered. To be eligible for the
pigiet or feeder hog programs, a
producer must own the hogs or sows he
insures. be personally involved in
raising the hogs or piglets, own at least
300 insurable hogs or 15 insurable sows.
and enroll in the scheme for at least five
vears. The coverage year runs from
April 1 to March 31. for the feeder hog
program, and runs from July 1 to June 30
for the pigiet program.’

The support level is calculated
according to a cost of production model
that includes an adjustment for the
difference between the average wage of
farm workers and the average wage of

- all other workers in Quebec. Payments

to growers are calculated on a yearly
basis and are made at the end of the
coverage year. The program is funded
two-thirds by the provincial government
and one-third by producer assessments.
Producer and government contributions
are made once a year and are kept in
one acconnt from which all
disbursements are made. Pursuant to an
amendment of july 13 1988, produces
assessments and the stabilized net
annual income are set according to the
size of production, effective in the 1988-
89 coverage years. Payments received
from another source. e.g.. under a
tripartite agreement, are deducted from
apy stabilization payments made by the
Regie. : .

Since several major agricultural
commodities. such as eggs, dairy
products. and poultry. are not covered
under this program, we determine that it
is limited to a specific enterprise or
industry, or groop of enterprises os
industries. and is therefore
countervailable.

We calcuiaied the benefit by
multiplying the total amount of
stabilization payments made under the
piglet and feeder hog programs during
the review period by two-thirds to factor
out producer assessments. We then
divided the result by the dressed-weight
equivalent of hogs marketed in the five
provinces during the review period {less
sows and boars) to obtain an estimated
net subsidy of Can$0.043170/kg.
(Can$0.018582/1b.) for fresh, chilled and
frozen pork. Because sows and boars
slaughtered for meat are ineligible for
benefits under this program, we
determine the benefit 10 be zero for sow
and boar meat.

9. Quebec Productivity Improvement
and Consolidation of Livestock
Production Progrom (Farm Building
Improvements Subprogram). This
program was started in 1987 and is
designed to aid small producers. Itis -
divided into eight subprograms. Swine
growers are only eligible for one
subprogram. the Farm Building
Improvements Subprogram. With regard
to hogs, this subprogram provides grants
to consolidate production so that the
process from farrowing to finishing
takes place on the same farm. The
grants cover up to 30 percent of the
actual cost of the conversion.

To be eligible for assistance.
applicants must be rccognized farm
producers according to the Farm
Producer's Act and be registcred with
the Bureau de Renseignements
Agricoles. Producers operating
farrowicg facililies must maintaio
between 40 and 80 sows, and finishing
farms must maintain between 500 and
1.000 hogs. The maximum assistance is
Can$200 per sow and Can$25 per hog,
with a maximum of Can$15.000 per {arm
operation for the duration of the
program.

Because this subprogram is limited to
livestock producers. we determine that
it is limited to a gpecific enterprise or
industry. ar group of enterprises or
industries. and is therefore
countervailable.

To calculate the benefit, we summed
the grants provided under thie program
during the review period and divided the
result by the dressed-weight equivalent
of hogs marketed in the five provinces
during the review period to obtain an
estimated net subsidy of Can$0.000010/
kg. {Can$0.000005/1b.) for fresh, chilled.
and frozen pork and for sow and boar
meat.

10. Quebec Regional Developrent
Assistance Program (Livestock
Transportation Subprograrn). This
program was siarted in 1987 to promote
regional development in Quebec. The
program consists of four subprograms,
only one of which, the Livestock
Transportation Subprogram. is available
to hog producers. This subprogram
provides financial assistance to elizible
producers for transporting animals to a
government inspected slaughterhouse.
Quebec is divided into tweive

. agricultural regions, only five uf which

(three full regions and pa:sts of two
others) are eligible for aid under the
subprogram. These five regions are
divided into seven zones bused on the
distance from the Montreal-Quelhiec
triangle, where most of the
slaughtcrhouses are located. The
assistance offered varies according to
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the zone in which the applicant's -
operation is located.

Because this subprogram is limited to
livestock producers in specific regions of
Quebec, we determine that it is limited
to a specific group of enterprises or
industries located in a specific region
within the province, and is therefore
countervailable.

To calculate the benefit, we divided
the amount of payments made to hog
producers during the review period by
the dressed-weight equivalent of hogs
marketed in the five provinces during
the review period to obtain an estimated
net subsidy of Can$0.000025/kg.
(Can$0.000011/1b.) for fresh, chilled, and
frozen pork and for sow and boar meat.

11. Saskatchewan Hog Assured
Returns Program (SHARP). SHARP was
established in 1976 pursuant to the
Saskatchewan Agricultural Returns
Stabilization Act. SHARP provides
stabilization payments to Saskatchewan
hog producers when market returns fall
below a designated “floor price.” The
program is administered by the
Saskatchewan Pork Producers’
Marketing Board on behalf of the
provincial Department of Agriculture,
Under the Saskatchewan Agricultural
Returns Act, the provincial government
may establish a stabilization plan for
any agricultural commodity. However,
in practice, only hogs and cattle have
such plans.

To be eligible, a producer must own
market hogs raised and finished to
slaughter weight on the production unit
or purchased as weanlings or feeder
hogs and fed a minimum of 60 days.
Coverage is limited to 1,500 hogs per
producer per quarter.

The program is funded by producer

premiums and matching funds from the -

provincial government. When
Saskatchewan joined the tripartite
agreement on hogs effective January 1,
1988, SHARP payments were reduced by
the amount of payments received
through the tripartite program. No
producers have been eligible to join
SHARP since December 31, 1885. -
SHARP payments are being phased out -
and will be terminated by March 31,
1991.

Stabilization payments are based on
the sum of the producer's cash costs
plus 75 percent of the sum of non-cash
costs for each quarter. Payments are
made approximately four weeks after
the end of each quarter. Unlike the
tripartite program, under which all
producers of a commodity receive the
same payment per unit of that
commodity. each producer under
SHARP is paid the difference between
his average market price and the
support price,

Although the Saskatchewan
Agricultural Returns Act allows the
provincial government to establish
stabilization plans for any agricultural
commodity, in practice, only hog and
cattle producers have such plans.
Because stabilization payments under
this program are limited to only hogs
and cattle, we determine that the
program is limited to a specific group of
enterprises or industries, and therefore
countervailable.

To calculate the benefit, we multiplied
the total amount of stabilization
payments made to hog producers during
the review period by one-half to factor
out producer premiums. We then
divided the resuit by the dressed-weight
equivalent of hogs marketed in the five
provinces during the review period (less
sows and boars) to obtain an estimated
net subsidy of Can$0.001408/kg.
{Can$0.000839/1b.) for fresh, chilled, and
frozen pork. The estimated net subsidy
is zero for sow and boar meat because
sows and boars are ineligible for
benefits under this program.

12. Saskatchewan Livestock
Investment Tax Credit Program. The
Saskatchewan Livestock Investment
Tax Credit Program was introduced in
March 1984, under the Saskatchewan
Livestock Investment Tax Credit Act.
The program is administered by the
Economics Branch of Saskatchewan
Agriculture. It provides incentives for
the finishing of livestock in
Saskatchewan. The program provides a
tax credit on a per head basis for feeder
cattle, hogs and lambs seld for
slaughter. Dairy cows, hogs and lambs
used for breeding purposes do not
qualify for assistance. Poultry is also not
eligible for tax credit under this
program.

To be eligible for a tax credit, hogs
must index 80 or above and be owned
by a resident of Saskatchewan for at
least 60 days. {This qualification
automatically excludes sows and boars.}
There is a credit of $3.00 per hog and a
$100 deductible per claimant per year.
Any unused portion of the tax credit can
be carried forward for seven ycars and
applied to provincial tax payable.

Because this program is limited to
livestock producers, we determine that
it is-limited to a specific enterprise or
industry, or group of enterprises or
industries, and is therefore
countervailable.

To calculate the benefit, we dmded
the tax credits net of deductibles
claimed by swine producers during the
review period by the dressed-weight
equivalent of hogs marketed in the five
provinces during the review period (less
sows and boars) to obtain an estimated
net subsidy of Can$0.000721/kg.

{Can$0.000327/1b.) for fresh, chilled, and
frozen pork. The estimated net benefit is
zero for sow and boar meat because
sows and boars are ineligible for
benefits under this program.

13. Saskatchewan Livestock Facilities
Tax Credit Program. This program,
implemented on January 1, 1988,
provides tax credits to livestock
producers for investment in livestock
production facilities. The credit may
only be used to offset provincial taxes
and applications for tax credits must be
received by Saskatchewan Agriculture
no later than six months after the
project is completed.

Unlike the Investment Tax Credit
Program, livestock covered under this
program can be raised for either
breeding or slaughter. Eligible livestock
include cattle, horses, sheep, swine,
goats, poultry, bees, fur-bearing animals
raised in captivity, or any other
designated animals. Investments
covered under the program include new
buildings, improvements to existing
livestock facilities and any stationary
equipment related to livestock facilities.

The program pays 15 percent of 95
percent of project costs, or 14.25 percent
of total costs, in order not to overlap the
Business Investment Tax Credit
Program, a federal program. As with the
Livestock Investment Tax Credit
Program, participants may carry
forward any unused credit for up to

‘seven years.

Because this program is limited to
livestock producers, we determine that
it is limited to a specific enterprise or
industry, or group of enterprises or
industries, and is therefore
countervailable.

To calculate the benefit, we divided
the total tax credits claimed by hog
producers by the dressed-weight
equivalent of hogs marketed in the five -
provinces during the review period to
obtain an estimated net subsidy of
Can$0.000355/kg. (Can$0.000161/1b.) for
fresh, chilled. and frozen pork and for
sow and boar meat.

Il. Programs Determined To Be Not
Countervailable

1. Special Canada Grains Program.
The Special Canada Grains Program
1987 Extension provides grants 1o grain,
oilseed. special crop and honey
producers who have experienced
dramatic drops in income due to
international agricultural policies. To be
eligible, farmers must have seeded
acreage in Canada of eligible crops
harvested in 1987 or have seeded
acreage which was cut for silage,
greenfeed, ploughed down, or left tor
summerfallow due to a natural disaster.
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Eligible crops include wheat, oats,
barley. mixed grains, rye, corn, and high
moisture grains which are intended to
be harvested as grains or fed to
livestock.

Because this program is based on
seeded acreage of eligible crops, we
determine that it does not provide a
countervailable benefit with respect to
the production or exportation of pork.
To determine whether this program
provides a benefit to hog producers, it
would be necessary to conduct an
upstream subsidy investigation.
However, petitioner did not make a
sufficient upstream subsidy allegation,
and we therefore did not undertake such
81 investigation.

-This program is distinguished from the
Feed Freight Assistance Program (FFA),
which we did find countervailable.
Under the FFA, the benefit was
provided directly to the hog producer for
the purpose of purchasing feed. Under
the Special Canada Grains Program,
payment is made to a grain farmer
based on his grain production.

2. Research Projects under the
Canada/Quebec Subsidiary Agreement
on Agri-Food Development. At
verification, we examined three
subprograms under the Subsidiary
Agreement, 1.A., 2.A. and 3.B., which
include hog-related projects. Of these
projects, those under subprogram 1.A.
were contracted with universities or
research institutions, and those under
3.B. were contracted with a consulting
firm. We verified that the research
results of projects under these two
subprograms are made available to the
public, including producers of fresh,
chilled, and frozen pork in the United
States. Therefore, we determine that
projects under subprograms 1.A. and
3.B. are not limited to a specific
enterprise or industry, or group of
enterprises or industries, and are thus
not countervailable. Subprogram 2.A. is
discussed under Section | of the notice,
Programs Determined to be.
Countervailable.

3. Research Projects under the
Cadnada/Saskatchewan Agricultural
Development Subsidiary Agreement.
Under the Canada/Saskatchewan
Agricultural Development Subsidiary
Agreement, pursuant to the ERDA ’
between the federal government and the
Province of Saskatchewan, a variety of
research projects are funded. These
projects involve crops, livestock, soil,
irrigation, and human resources. The
livestock projects include a number of
hog/pork-related projects, including the
Swine Herd Technology Transfer
Program. Some projects are 100 percent
funded by the federal government, while
others are 100 percent funded by the

provincial government. In the end,
however, dollar amounts for all projects
work out to be split 50/50 between
federal/provincial financing.

We verified that the research results
of projects related to hogs or pork
funded under the Subsidiary Agreement
are made available to the public, .
including producers of fresh, chilled, and
frozen pork in the United States.
Therefore, we determine that projects
under the Subsidiary Agreement are not
limited to a specific enterprise or
industry, or group of enterprises or
industries, and are thus not
countervailable.

4. Alberta Processed Food Market
Expansion Program. This program
promoted consumer awareness of
Alberta products throughout the -
province. The promotion was for all

- agricultural progucts produced in

Alberta. Because this promotion is
designed to increase domestic
awareness, and therefore is tied to the
sale of products to a market other than
the United States, we determiné that it
does not provide a countervailable
benefit to the production or exportation
of fresh, chilled, and frozen pork.

§. Alberta Food Processors’ Promotion
Assistance Program. This program
replaced the Processed Food Market
Expansion Program. The objective of the
program is to promote Alberta
agricultural products within Alberta.
Because this promotion is designed to
increase domestic awareness, and
therefore is tied to the sale of products
to a market other than the United States,
we determine that it does not provide a
countervailable benefit to the '
production or exportation of fresh,
chilled, and frozen pork.

6. MAPP Consumer Survey. The
Ontario Ministry of Agriculture and
Food commissioned a survey on U.S.
consumer attitudes toward pork. The
cost of the survey was Can$250,000 and
was financed under MAPP. The results
of the survey are publicly available both
inside and outside of Canada. Therefors,
we determine that the benefits from this
project are not limited to a specific
enterprise or industry, or group of
enterprises or industries, and are thus

- not countervailable.

7. Research Grants under the OPIIP.
Research grants under OPIIP are
provided to support research projects
related to swine production. We verified
that the results of such research are’
publicly available both inside and
outside Canada. Therefore, we
determine that the benelfits of such
research grants are not limited to a
specific enterprise or industry, or group
of enterprises or industries, and are thus
not countervailable.

8. Education Grants to the Ontario
Pork Producers’ Marketing Board under
the OPIIP. Grants are giveri to local
chapters of the Marketing-Board to help
defray the costs of general agricultural
education programs. The amount of the
grants is determined by the membership
of the organization. Because these
grants are paid to the marketing boards
for agricultural education programs, we
determine that there is no
countervailable benefit to the
production or exportation of pork.

9. Grants to the Pork Producers’ -
Marketing Boards. During verification
we found that some marketing boards
had received funds from the provincial
governments to defray the cost of pork
promotion campaigns. Because these
promotions were designed to increase
domestic consumption, and therefore
were tied to the sale of products to a
market other than the United States, we
determine that they do not provide a
countervailable benefit to the
production or exportation of fresh,
chilled, and frozen pork.

11l Programs Determined Not To Be
Used

We determine that the following
programs were not used by producers or
exporters in Canada of fresh, chilled,
and frozen pork during the review
period: _ ‘

1. Export Expansion Fund. This fund
covers the costs of federal government
travel to foreign countries for trade
consultations or technical seminars. The
fund also brings foreign officials to
Canada. No funds were used to.finance
travel related to the exportation of pork
to the United States during the review
period. : ,

2. Canada/Alberta Subsidiary
Agreement on Agricultural Processing
and Marketing. This subsidiary
agreement operates under the ERDA -
between the Government of Alberta and
the Government of Canada, which
became effective June 8, 1984. The
agreement is jointly funded and
administered by the federal and the
provincial government. The purpose of

- the agreement is to enhance the
agricultural processing sector of
Alberta’s economy.

Applicants who carry out approved
projects within the agricultural
processing sector receive non-repayable
contributions toward eligible costs
incurred. Eligible projects include the
establishment, expansion, and .-
modernization of processing operations
and testing and research facilities, as
well as feasibility studies and product
research and development.
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We verilied that no assistance was
provided to federaliy-inspected pork
producers (the only pork prodacers
eligible to expart) during the review
period.

3. Canoda/Alberta Livestock Drought
Assistance Program. This program
provided relief to livestock producers in
certain areas affected by drought. The
program was jointly fanded by the
provincial and federal governments.
Eligible livestock included beef cattle,
dairy cattle, bison, sheep, goats and
horses. Hog producers were not eligible
for benefits under this program.

4. Albenta Livestock Assistance
Program. This program provided
assistance to livestock produoers living
in areas not covered by the joint federal-
provincial drought program. Livestock
eligible for this program were the same
as for the joint program. Hog producers
were not eligible far assistance under
this program. ’ :

5. Alberta Red Meat Stabilization
Program. This interim program provided
assistance to livestock producers before
the tripartite agreements were signed.
We verified that no assistance was
provided to hog or pork producers
during the review period, as all
payments were made during 1985.

6. Alberta Grants to Pork Producers.
The province of Alberta agreed to
provide funds to two pork producers in
the province under the same terms and
conditions as the Canada Alberta
Subsidiary Agreement on Agricultural
Processing and Marketing. However, the
grants are to be fully funded by the
province. We verified that no funds
were disbursed during the review
period.

7. Manitoba Development
Corporation. During verification, we
discovered that East-West Packers
received a forgiveable loan from the
Manitoba Development Corporation. We
requested additional information on the
Manitoba Development Corporation but
none was submitted. However, using our
methodology, the forgiveable loan was
received oo late to have provideda -
benefit to the company during the
review period.

8. Manitoba Hog Income Stabilization -
Program. This program provided income
support payments to hog producers
when the market price for hogs fell
below an established price support
level It was funded by premiums from
participating producers and from the
provincial government. This program
was terminated effective june 28, 1888.
We verified that no assistance was
provided to hog producers during the
review period, as the last payout under
this program was made in july 1888

9. Ontario Export Sales Aid. This
program assists agriculture and food
producers and processars in developing
markets abroad by providing financial
and technical support for various
promotional activities. We verified that
no assistance was provided to hog or
pork producers during the review period.

10. Ontario Smafl Food Processors
Assistance Program. This program
assists eligible small food processing
companies by improving their access to
market information, strengthening their
business planning skills and
capabilities, and providing financial
assistance on eligible capital
investments. We verified that no
assistance was provided to hog or pork
producers during the review period.

11. Quebec Maat Sector
Rationalization Program. Under this
program, the Ministry of Agriculture
assumed part of the eligible capital costs
of investments for the establishment,
standardization, expansion,
modernization or amalgamation of
slaughterhouses and meat processing
plants. The program started in 1975 with
a three-year mandate, after which it was
renewed four times for one year at a
time. The program officially terminated
in 1982, with financial assistance
granted until 1384. We verified that

-there were no benelits to

slaughterhouses or pork packers under
this program during the review pgriod.

Comments

All written comments submitted by
the interested parties in this
investigation which have not been
previously addressed in this notice are
addressed below. |

Comment 1. Respondents assert that
the application of section 771B in this
investigation is inconsistent with U.S.
obligations under the General
Agreement on Tariffs and Trade (GATT)
which states that a signatory cannot
impose a duty in excess of the subsidy.
Respondents maintain that unless it can
be shown that benefits completely pass
through from the producers of the raw
agricultural product to the processors of
that product, the countervailing duty on
the procesed product may be greater
than the actual subsidy to the producers
of the processed product.

Petitioner argues that the application
of section 771B is not a violation of the
GATT because the type of analysis
contained in that section has been used
in several previous agricultural cases
where a "“pass through™ analysis was
deemed inappropriate. According to
petitioner, in cases involving agricultural
products which are closely related, such
as hogs and pork. any subsidy paid on
the raw product is itself paid on the

initially processed product Moreover,
petitioner claims that the government of
Canada has applied a similar analysis in
a countervailing duty investigation
involving boneless beef from the
European Economic Commumity.
Petitioner contends that in that
investigation the Canadians considered
benefits to cattle producers as direct
benefits to producers of boneless beef.

DOC Position. Section 771B is
consistent with Article VI({3) of the
GATT. Article VI(3) of the GATT holds,
in part, “No countervailing duty shall be
levied on any product * * * in excess of
an amount equal to the estimated
bounty or subsidy determined to have
been granted, directly or indirectly, on
the manufacture, production or expart of
such product in the country of origin or
exportation * * *" First. section 771B
simply recognizes that, due to the nature
of the market for certain agricultural
products, the subsidy on such products
is deemed to be provided directly to the
manufacture, production, or expartation
of the processed product See
Application of Section 7718. Second,
section 771B does not inflate the subsidy
given on the raw or processed product
In fact, to accurately measure the
subsidy. we used a conversion factor to
calculate the percentage of pork yield
from live swine. For these reasons,
section 771B remains consistent with the
GATT.

Comment 2 Respondents cantend that
section 771B supersedes any prior
administrative practice regarding raw

- and processed agricultural products.

Respondents argue that the
Departmen)'s practice in such cases was
not consistent and consequently could
not be considered to be codified in
section 771B.

DOC Pasition. The criteria codified in
section 771B are the same criteria used
in Swine. In fact, as the legislative
history clearly shows. Congress passed
this amendment in order to codify the
Department.s practice in past
investigations regarding agricultural
products. particularly the Swine
investigation. For these reasons, we
consider previous final and preliminary
determinations that discussed these pas
practices to be relevant to this
investigation.

Comment 3. Petitioner argues that the
Department's determination that 20
percent value added was not limited in
Initiation of Countervailing Duty
Investigation: Certain Table Wine from
France (50 FR 40480, October 4, 1985)
(Table Wine), is not relevant to this cas
because, unlike hogs, grapes have
several other end uses. Petitioner argue:
that the value added threshold for a
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product with multiple alternative retail
uses is not necessarily the same as fora
product dedicated to a single end use.

Respondents argue that the ’
Department should find the 20 percent
value added by pork packers to be more
than limited. as it found in the initiation
notice for Table Wine. Respondents
argue that in Table Wine the

. Department refused to consider benefits
to grape growers as benefits to wine
producers because the value added by
wine producers was at least 20 percent

DOC Position. We have determined
that, in this investigation. it is
reasonable to consider the 20 percent
added by pork producers to live swine
to be limited value, as the term is
defined under section 771B. Because we
never reached a preliminary or final
determination following the initiation of
Table Wine, the initiation notice for that
investigation carries no precedential
weight. '

Comment 4. Petitioner contends that
the Alberta Crow Benefit Offset
Program is countervailable because it
provides direct benefits to livestock
producers who use either farm-fed or
purchased grains.

Respondents assert that the Alberta
Crow Benefit Offset Program is not -
countervailable because the program
only partially offsets the disadvantage
to grain users created by the federal
Crow Benefit Program. Respondents
argue that it is consistent with
Department practice to find such
offsetting programs not countervailable
when there is no gross subsidy to the
producer. Respondents cite the Final/
Affirmative Countervailing Duty
Determinations: Certain Stee! Products
from the Federal Republic of Germany
(47 FR 39345, September 7, 1882) (FRG
Steel). and the Final! Affirmative
Countervailing Duty Determinations:
Certain Steel Products from Belgium (47
FR 39304, September 7, 1982) (Belgium
Steel), as examples of cases involving
offsetting programs which were found
not countervailable. In addition,
respondents claim that if there is any
benefit to hog producers, that benefit
goes to an input, grain, and therefore an
upstream subsidy investigation is
required. Since no upstream
investigation has been carried out,
respondents contend that any possible
benefit to hog producers cannot be
measured. .

DOC Position. Unlike the Special
Canada Grains Program, this program is
not tied to grain production; it is limited
to feed grain users and merchants.
Therefore, we have determined that it is
countervailable.

The fact that a program is designed to
offset the economic effects of another

govemment program or policy does not
exempt it from investigation under the’
countervailing duty law. For example,
programs designed to exempt certain
companies from income taxes in order
to offset the effect of an extremely high
national income tax policy are still
potentially countervailable. In order to
be considered an offset, the criteria of
the offset provisions of section 771(6) of
the Act must be met Clearly, these
provisions were not met here.

We reject respondents’ claim that this
program is analogous to FRG Steel. In
that investigation, the German
Government chose to impose an import
ban on coal and to subsidize coal
production. We found no
countervailable benefit to steel
producers resulting from the coal
subsidy because the price that steel
producers were paying for coal was
higher than the world price. Since the
FRG Steel determination, we have
adopted an upstream subsidy analysis,
which would now be applied to
determine whether benefits to coal
producers passed through to steel
producers. In this investigation, the
benefit is paid directly to grain users
and not to grain producers. Thus, there .
is no need to conduct an upstream -
subsidy analysis. )

The precedent set in Belgium Steel
also does not apply to this investigation.
In Belgium Steel, the government
assumed responsibility for funding the
cost it imposed on the steel companies
by mandating early retirement of certain
workers. We determined in that case
that this assistance was not
countervailable because it benefitted
only the workers and not the steel
companies.

Comment 5. Petitioner asgerts that the
Department should determine that at
least 50 percent of all benefits under the
Alberta Crow Benefit Offset Program
are paid to hog producers because hogs
account for about 50 percent of total |
feed consumption in both eastern and
western Canada. Petitioner contends
that the 12 percent figure used in the
preliminary determination should be
rejected because it is based on the
relative value of swine with respect to
other livestock and, therefore, is not
relevant to the amount of feed grains
consumed by hogs.

Respondents argue that the
Department should not use the 50
percent figure requested by petitioner
because (1) it is unverified. (2) it relates
to feed consumption in weslern Canada
and not Alberta. and (3) it is unclear
whether this 50 percent figure relates to
all feed grains or just corn and barley.

. Moreover, respondents claim that the 12

percent figure used in the preliminary

determination was based on the cash
receipts for hog producers over the cash
receipts for all livestock producers.
Respondents argue that it would be
more accurate to use the cash receipts
for hog producers over cash receipts for
all agricultural production because this
program benefits grain producers and
not livestock producers. Respondents
claim that the correct percentage of
payouts which can be attributed to hog
producers is 5.48 percent. .

- DOC Position. We have used, as best
information available, data contained in
the publication Agriculture in Alberta,
which stated that hogs accounted for 15
percent of the consumption of the
province’s barley production, and that"
barley is the primary grain fed to hogs in
Alberta. We consider this to be the most
appropriate measure of the benefits
conferred on hog production under this
program. We have rejected respondents’
5.48 percent figure because the relative
value of hogs to other agricultural
commodities bears no relationship to the

-amount of grains fed to hogs. The 18

percent figure published in Agriculture
in Alberta is the only data we have on
the amount of grain consumed by-hogs
in Alberta and represents the best
information available to measure the
countervailable benefit under the

gram.

Comment 6. Petitioner argues that the
full amount of rebates to hog producers
under the Ontario Farm Tax Rebate .
Program should be found
countervailable because sorme farmers,
namely those with a gross value of
production of less than Can$5,000, are
ineligible for benefits. Petitioner
maintains that in two prior cases, Fina/
Affirmative Countervailing Duty
Determination and Countervailing Duty
Order: Lime from Mexico (49 FR 35672,
September 11, 1984) and Groundfish,
programs which provided higher
benefits lo certain groups or classes of
producers were found countervailable to
the extent that there was a differential
between the most and the least
preferred producer. Since the least
preferred producer in this program
receives no benefits. petitioner contends
that all benefits to hog producérs should
be found countervailable.

Respondents argue that this program
is generally available to all bona fide
farmers and that only rebates to swine
producers in northern and eastern
Canada with a gross value of produclion
between Can$5.000 and Can$8,000 are
countervailable. Respondents also claim
that the programs cited by petitioner are
not relevant in this investigation
‘because under those programs, even the
least preferred producer was included in



30788

B-18

Federal Register / Vol. 54. No. 140 / Monday, July 24, 1989 / Notices

the program, whereas those farmers
with a gross value of production of less
than Can$5,000 are not even eligible
under this program. Respondents assert
that these farmers are not eligible
because they are not considered to be
bona fide farmers.

DOC Position. For purposes of this
program, the province of Ontario has
defined a bona fide farmer as one with a
gross value of production of at least
Can$5.000 a yeat. We find that
definition to be reasonable and one that
does not restrict benefits to any specific
group within agriculture. However, we
do find the program countervailable to
the extent that farmers in southern and
western Ontario need a gross value of
production of Can$8,000 to qualify for
the program. Our decision is consistent
with the cases cited by petitioner. In
each of those cases, we only
countervailed the difference in the level
of benefits based on regional distinction.

Comment 7. Respondents argue that
the Department is not authorized to
examine the process by which benefits
are conferred in determining whether
bencfits under the tripartite program are
limited to a specific enterprise or
industry or group of enterprises or
industries. They state that the CIT has
“never approved * * * the examination
of governmental discretion or intent” in
determining whether a program is
limited to a specific enterprise or
industry or group of enterprises or
industries. They cite Cabot Corp. v.

-United States, 620 F. Supp. 722. 730
(1885)(Cabot 1. in which the Court ruled
that the Department “must examine the
actual results or effects of assistance
provided by foreign governments and
not the purposes or intentions.”

Petitioner counters that the Cabot /
citation is part of a larger discussion
having nothing to do with the role of
intent or discretion, and that “the
passing reference to intent” is therefore
dicta. Petitioner argues that, “in the
absence of any reliable evidence of
specific criteria for extending tripartite
coverage to given commodities, the
Cepartment must examine discretion
and intent in order to determine how the
tripartite schemes, as a group, operate.”

. DOC Position. We typically consider
three factors in determining whether a
program is limited to a specific
enterprise or industry or group of
enterprises or industries: (1) The extent
to which a foreign government acts (as
demonstrated in the language of the
relevant enacting legislation and
implementing regulations) to limit the
availability of a program; (2) the number
of enterprises, industries. or groups
thereof that actually use a program,
which may include the examination of

disproportionate or dominant users; and
(3) the extent, and manner in which. the
government excercises discretion in
making the program available. With
respect to the third factor, it is our
general policy when verifying domestic
programs to review the procedures for
approving or rejecting applications for
benefits. We must examine relevant
documents to ensure that a situation
does not exist where a program, which
based on the statute appears to be -
available to all companies in a country,
is being administered in a manner that is
distortive. See, for example, Wire Rod.

At verification, we found no standard
criteria for establishing or operating
tripartite agreements. Instead, we found
that (1) tripartite agreements only exist
for nine agricultural commodities; (2)
tripartite agreements do not exist for all
commodities requested by producers; (3)
different levels of stabilization exist
among commodities covered by
tripartite agreements, and (4) even
among swine producers, benefits are not
available on equal terms, due to the fact
that Quebec is allowed to maintain its
provincial stabilization program while
other provincial stabilization programs
must be phased out.

Comment 8. Petitioner argues that the
benefit from the tripartite program
should be calculated on a credits-as-
eammed basis. Petitioner states that this
methodology is consistent with the
Department.s past practice. and cites
Final Affirmative Countervailing Duty
Determination and Countervailing Duty
Order: Certain Steel Wire Nails from
New Zealand (52 FR 37198, October 5.
1307), in which benefits under the
Export Performance Faxation Incentive
(EPTI) program, a New Zealand tax
program, were calculated in this manner
because there was “no uncertainty as to
eligibility, no need for complex tax
accounting, and no dependence on
ultimate tax liability.” Petitioner asserts
that the tripartite program is similar in
that there is no uncertainty as to
eligibility. no need for complex
accounting, and no adjustments for
individualized circumstances.”
Petitioner adds that the credits-as-
earned methodology would yield the
most accurate cash deposit rate because
it is “based on market conditions which
actually existed during the review
period.”

The Canadian Pork Council (CPC)
argues that, if the Department does
determine that the tripartite program
and provincial stabilization programs
are countervailable, the benefits should
be based only on government
contributions to the stabilization fund,
rcgardless of payments to producers. It
characterizes the tripartite program as

an insurance scheme in which “the
actual benefit to producers * * * should
be viewed as the income security that is
available on a continuing basis” which
should be measured not by the amount
of any particular payment a producer
may receive in any given year, but by
the funds available in the ‘insurance’
plan, made up of premiums paid by
producers, provincial and Federal
governments, and any interest on the
accumulated funds.” The CPC counters
petitioner by stating that this
methodology would result in “a more
predictable level of countervailable
duties from year to year, and avoid
significant differences between depostits

and assessed duties.”

The Canadian Meat Council and
Canada Packers. Inc.. (CMC and CP}
aoree with the CPC but add thst if the
Department decides not to use the
government contribution approach. it
should use the credits-as-earned
methodology suggested by petitioner.
The CMC and CP qualify this point by
arguing that the time period used should
be fiscu! ycar 1988/89 (April 1, 1988~
March 31, 1989). They state that the
credits-as-earned method and the fiscal
year 1988/89 time period would result in
a deposit rate “thal is most consistent’
with any final dutiés which might later
be assessed in an admiuistrative review.

DOC Position. The Department has
consistently used the cash flow method
in determining when benefits are
received.

There are two exceptions. One applies
tu certain situations involving big ticket
items. the production and delivery of
which may extend over several years. In
such situations, the application of the
cash flow method would enable certain
countervaiiable subsidies to go
unremedied. See Final Affirmative
Countervailing Duty Determination:
Offshore Platform Jackets and Piles
from Korea, 51 FR 11779 {1986). This is
not the case with payments under the
tripartite program, which waould be
captured at the time they are paid out to
producers.

The second exception involves an
expori benefit provided as 4 percentage
of the value of the exported
merchandise {(such as a cash payment or
an overrebate of indirect taxes) on the
date of export. This exception is based
on the New Zealand EPT1 program cited
by petitioner. The EPTI example is not
applicable here. however. because the
recipients of the EPTI pavments knew at
the time they made their export sales
what their cash paymernt would be. By
contrast, hog produccrs enrotied in the
tripartite plan for hogs do not know
what cash payments. if any. they will
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receive until'their checks are sent out.
Certainty as to the amount to be
received does not occur when the
federal and provincial governments
contribute to the stabilization fund or
when hogs are sold.

Regarding our use of the cash-flow
methodology for determining when
benefits are received. we note that
under Article VI(3) of the GATT we are
not allowed to countervail more than the
actual amount of a subsidy. Our cash-
flow methodology ensures that we do
not exaggerate the actual subsidy paid
on a product during the period under
review. The accrual method suggested
by respondents could lead the
Department to finding a subsidy when,
in fact, pig farmers have received no
payments at all or to finding no benefit
when pig farmers actually received
substantial payments.

As for the argument made by the CMC
and CP that we change our review
period to the Government of Canada's
1988/869 fiscal year. the Department has
congistently refused to change the
review period in an investigation after
the preliminary determination. To
change the review period after the
preliminary determination would
substantially prejudice the position of
all parties to the proceeding by
decreasing their ability to comment on
our findings.

Comment 9. Petitioner states that
there are discrepancies between the
tripartite payouts reported in the March

9, 1989 response and those reported in a
subsequent response. Petitioner argues
that the Department should therefore
use the higher figures contained in the
later response.

Respondents state that the
Department verified the figures reported
in the March 9 response and that the
figures contained in the subsequent
response are hypothetical amounts
based on 100 percent participation in the
tripartite program. i.e, icipation of
all ten provinces and all federally and
provincially inspected plants and all
exports of market hogs, rather than the
actual amounts paid out under the

program. A

DOC Position. We have based our
calculations on verified information.

Comment 10. Respondents argue that
we should allocate the benefits provided
to the production of swine over the
entire live weight of swine. Citing
Groundfish, respondents contend that
when analyzing benefits from a
domestic subsidy. the Department's
practice is to allocate those benefits
over ail domestic production. They state
that the Department allocated the
benefit over all fresh fish and shellfish,
even though shellfish was not under

investigation. They also cite Lamb Meat
1985, in which the Department allocated
the domestic subsidy over all products
produced during the slaughter operation,
including the meat. pelts, wool and offal.

DOC Position. Respondents cite Lamb
Meat 1985 as an instance where the
Department allocated the domestic
subsidy over all products produced
during the slaughter operation. This case
is not relevant to the present
investigation. however, as hogs are
raised for the sole purpose of producing
pork. Lambs, on the other hand, are
raised for two primary purposes, their
meat and wool. Groundfish also has no
relevance to this investigation. In
Groundfish, the Department did allocate
certain program benefits over fish and
shellfish. We did so because benefits
under those programs were provided to
both fish and shellfish and could not be
segregated to the subject merchandise.

Comment 11. Petitioner argues that
slaughter sows and boars should be
excluded from the denominator used to
calculate benefits under any program
that does not cover sows and boars.
Sows and boars are not eligible under
the tripartite program and were
considered a distinct subclass of
merchandise in the Department's first
administrative review of the
countervailing duty order on live swine.
For that review, the rate for all programs
under investigation was recalculated by
deducting 2.1 percent of production to
account for sows and boars.

Respondents, citing the Live Swine
Review, also argue that the Department
should calculate a separate rate for
sows and boars and: in addition,
determine which benefits pass through
to producers of sow and boar meat.
They maintain that if the Department
does not calculate a separate rate for
sows and boars, it will be determining
that benefits from programs for which
sows and boars are ineligible pass
through to sow and boar meat. They
maintain that sow and boar meat should
not be subjected to any countervailing
duty on fresh, chilled, and frozen pork
produced from market hogs. They
contend that sow and boar meat is
distinguishable from market hog meat
by its color, weight, and consistency,
and that boar meat must be stamped as
such.

DOC Position. We have calculated a
separate rate {or sows and boars. Sows
and boars are not eligible for
stabilization under the tripartite and
other subsidy programs. Additionally,
sows and boars were considered a
distinct subclass of merchandise in the
Department’s Live Swine Review.
Following the methodology used In that
review, we have deducted 2.1 percent of

hog production to account for sows and.
boars, where appropriate. from our
subsidy calculations.

Comment 12. Respondents contend
that the Department's use of total pork
production in the five provinces as the
denominator is accurate. They maintain
that, unlike imports of live swine, pork
imports are not identified by their
province of origin. Additionally, hogs
often originate in one province but are
exported as pork by another province.
For these reasons. respondents state
that calculating the countervailing duties
using the trade-weighted approach
would be inaccurate.

DOC Position. We agree. We verified
that hogs are often shipped across

_ provincial boundaries for slaughter and

cutting into pork. Therefore, any
countervailing duties based on the
trade-weighted approach would
overstate or understate the level of
benefit depending on whether the -
province is a net importer or exporter of
hogs. i O
Verification

In accordance with section 776{(b) of .
the Act, except where noted in this
determination, we verified the
information used in making our final
determination. We followed standard
verification procedures, including
meeting with government and company
officials, examination of reievant
accounting records, and examination of
original source documents. Our”
verification results are outlined in detail
in the public versions of the verification
reports, which ate on file in the Central
Records Unit (Room B-099) of the Main
Commerce Building.

Suspension of Liquidation

In accordance with section 703(d) of
the Act, we instructed the U.S. Customs
Service to suspend liquidation of all
entries of fresh, chilled. and frozen pork
from Canada which is entered, or
withdrawn from warehouse, for
consumption, on or after May 8, 1988,
the date of publication of our
preliminary determination in the Federal
Register. The liquidation of all entries,
entered or withdrawn from warehouse.
for consumption will continue to be
suspended, and as of the date of
publication of this notice in the Federal
Register, the Customs Service will
require a cash deposit or bond for all
entries of fresh, chilled and frozen pork
equal to Can$0.08/kg. (Can$0.036/1b.},
and zero for all entries of fresh, chilled.
and frozen sow and boar meat.
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ITC Notification ,

In accordance with section 705(d) of
the Act, we will notify the ITC of our
determination. In addition, we are
making available to the ITC all non-
privileged and non-proprietary
information relating to this
investigation. We will allow the ITC
access to all privileged and business
proprietary information in our files,
provided the ITC confirms that it will
not disclose such information, either
publicly or under an administrative
protective order. without the written
consent of the Assistant Secretary for
Import Administration.

If the ITC determines that material
injury. or the threat of material injury,
does not exist, this proceeding will be
terminated and all estimated duties ]
deposited or securities posted as a result
of the suspension of liquidation will be
refunded or cancelled. If, however, the
ITC determines that such injury does
exist, we will issue a countervailing
duty order, directing Customs officers to
asscss countervailing duties on all
entries of fresh, chilled, and frozen pork
from Canada entered, or withdrawn
from warehouse, for consumption. as
described in the “Suspension of
Liquidation” section of this notice.

This determination is published
pursuant to section 705 (d) of the Act {19
U.S.C. 16md(d)).

Eric 1. Garfinksl,

Assistant Secretary for Import
Administration.

July 17, 1969.

{FR Doc. 89-17278 Filed 7-21-80: 8:45 am)
SILLING CODE 3610-08-0 '
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CALENDAR OF PUBLIC HEARING

Those listed below appeared as witnesses at the United
States Internaticnal Trade Camnission's hearing:

Subject : FRESH, CHILLED OR FROZEN PORK
FROM CANADA

Inv. No. : 701-TA-298 (Final)

Date and time : August 1, 1989

Sessiaons were held in connection with the investigation in
the Main Hearing Rocm 101 of the United States Internaticnal
Trade Camnission, S00 E Street, S.W., in Washington.

Conaressional Appearance:

Thamas J. Tauke, u.s. Congressman, Second District, State of Iowa

In support of the imposition of
— countervailing duties:

Thampson, Hine and Flory
Washington, D.C.

an behalf of
Boxk Progucers:

Naticnal Pork Producers Council (NPPC)
Arkansas Pork Producers Council
Colorado Pork Producers Council

Idaho Pork Producers Association
Illinois Pork Producers Association
Iowa Pork Producers Association
Michigan Pork Producers Association
Minnesota Pork Producers Association
Nebraska Pork Producers Association
North Carolina Pork Producers Association
North Dakota Pork Producers Council
Chio Pork Producers Council
Permsylvania Pork Producers Council
Wisconsin Pork Producers Association
Naticnal Pork Council Wamen

- more -
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In support of the imposition of
—countervailing duties: =

Pork Packers:

ConAgra Red Meats, Inc.
Dakota Pork Industries, Inc.
Farmland Foods, Inc.
Farmstead Foods

Illjnois Pork cOrporatim :
Thorn Apple Valley

Wilson Foods, Inc.

Jeremey Kinross-Wright L o
Pork Producer, Big Timber, Montana

Baob Baker
Pork Producer, State Center, Iowa =

Edward Brems

Vice President for Processor Sales,

ConAgra Red Meat, Greeley, Colorado

Glenn Grimes o
Professor Emeritus of Agricultural Econémics = -
University of Missouri, Columbia, Missouri

Doyle Talkingtan, National Pack Producers Council

Mark Roy Sandstrum )—OF COUNSEL

- more -



In opposition to the imposition of
—cCountexrvailing duties ¢

Armold & Porter Minutes .
Washington, D.C. :
on behalf of:

The Canadian Meat Council -
(Members and Canada Packers, Inc.)

Larry J. Martin, Professor of Agricultural Econamics,
University of Guelph, Ontario, Canada

David M. Adams, General Manager, Canadian Meat Council

Alan O. Sykes, Assistant Professor of Law,
- University of Chicago Law School

Lawrence A. Schneider )
Michael T. Shor ) —OF : COUNSEL
Susan G. Lee ) s

Camerxcn, Hornbostel&Buttennan
Washington, D.C.
on behalf of:

The Canadian Pork Coincil |
Martin Rice, Executive Secretary
Canadian Pork Council

'William Ince )
)—OF COUNSEL
Michele C. Sherman )
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The U.S. Hog Cycle

In the United States, and in many other countries and regions of the world
where swine are kept, production is subject to a business cycle, generally
referred to as the hog cycle. The hog cycle may be described as a change in
the population or inventory of live animals and a concomitant but opposite
change in pork production. The cycle reflects the decisions of growers to
expand of reduce production in response to economic signals as modified by
biological constraints. In the United States, a hog cycle is typically 2 years
in duration from peak to trough and 4 years in duration from peak to peak.

Biological constraints.--Biological constraints impose a lag in production
responses, especially for decisions to expand production. When female animals,
called gilts, are about five months old and weigh about 180 pounds, growvers
normally decide whether to continue to grow them to slaughter weights of about
220-240 pounds or whether to retain them for breeding purposes. If the
decision is to retain them for breeding purposes, the gilts must be raised to
sexual maturity (which occurs at about 8 to 10 months of age) before they are
suitable for breeding. Hogs give birth, or farrow, after a gestation period of
about 4 months, or as growers typically say, 3 months, 3 weeks, and 3 days.

The litters that result from the farrowing are ready for slaughter in about six
months. Thus, about 14 to 16 months elapse between the time a grower decides
to keep a gilt for breeding purposes and the time that increased pork
production results are seen.

Economic_signals.--The economic signals initiating phases of the hog cycle
include fluctuations in prices or profits or even anticipation of such
fluctuations. Also, because growers are accustomed to constantly fluctuating
prices and profits, economic signals typically must be reasonably consistent
for 2 to 6 months before production decisions are altered, depending on the
magnitude of the fluctuation. The economic signals typically reflect
developments occurring in the hog cycle, but may reflect largely exogenous
variables. The largely exogenous variable that most often influences the cycle
is the fluctuation in feed prices since feed is the largest single cost
associated with raising hogs. Other exogenous variables that affect consumers
include the cost and availability of alternative meats, credit considerations,
and, indirectly, weather.

The economic signals that reflect developments occurring in the hog cycle
are for the most part caused by changes in quantities supplied. For example,
as the price for live animals rises, growers typically respond by retaining
additional animals for breeding purposes in order to ultimately have more,
animals to sell at the higher price. Consequently, fewer animals are available
for slaughter, putting even more upward pressure on the price and encouraging
even more retention of animals for breeding purposes. The expanded number of
animals kept for breeding purposes eventually results in supplies of animals
‘for slaughter that are too large to clear the market at the prevailing price,
and the price declines. As the price declines, growers typically respord by
retaining fewer young animals for breeding purposes and by selling for
slaughter mature animals that had been kept in breeding herds. The additional
supplies put even more downward pressure on the price, encouraging growers to
sell even more animals for slaughter. Ultimately, animal supplies are reduced
to levels that are inadequate to meet demand, and the price begins to rise
initiating the next phase of the cycle.
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Analysis of the hog cycle could logically begin at various points along a
cycle. For purposes of this investigation, an analysis could begin at January
1985. An analysis of developments between January 1979 and early 1985 is
provided in appendix D of USITC publication 1733, Live Swine and Pork From
Canada, July 1985, the Commission’s report on Investigation No. 701-TA-224.

The changes in profits, referred to as net margins, that occurred during
January 1985-April 1989 are shown in table D-1 and table D-2, which are based
on official statistics of the U.S. Department of Agriculture. Table D-1 shows
the net margins for Corn Belt hog feeding and represents the calculated average
profit experience for growers in that region who raise feeder animals of about
40 to 50 pounds to slaughter weights of about 220 to 240 pounds. Such data
were included in the previously described Commission analysis of the hog cycle
between January 1979 and early 1985 and are included in this analysis to
provide continuity with that report.

Table D-1
Swine: Net margins 1/ to U.S. feeders, by months, January 1985-April 1989

. (Per hundredweight)

Month 1985 1986 1987 1988 1989

January........ -$1.10 $1.83 -$6.71 -§5.22 -$7.60
February....... 1.28 - 2.29 - 1.62 0.44 - 9.06
March.......... - 4.77 - 3.40 -1.15 -1.75 - 5.9
April.......... - 6.69 - 2.67 3.41 - 0.56 -11.79
May............ - 8.95 2.36 o 7.83 1.13 - 2/
June........... - 6.74 6.95 10.27 - 2.38 2/
July........... - 6.50 "11.34 10.10 - 6.82 2/
August......... - 8.75 15.44 7.45 - 8.76 2/
September...... - 9.26 - 9.58 3.23 -11.59 2/
October........ - 3.93 4.08 - 0.06 - 8.45 2/
November....... - 1.81 " 0.97 - 8.87 -13.45 2/
December....... - 0.9 - 2.27 --8.88 - 8.39 2/

1/ Difference between price received by farmers for slaughter hogs and all
costs (feeder animal, feed, labor and management, interest on purchase, and so
forth) for raising feeder pigs from 40 pounds to a slaughtér weight of 220
pounds.

2/ Not available.

Source: Compiled from official statistics of the USDA.

- Table D-2 shows the net margins for farrow-to-finish hog production, 1,600
head annual sales, North Central region, and represents the calculated average
profit experience for growers in that region who raise animals from birth to
slaughter weights. Officials of the USDA estimate that about 80 percent of all
hogs grown in the United States are grown in the North Central region (which
includes the States of Illinois, Indiana, Iowa, Kansas, Michigan, Minnesota,
Missouri, Nebraska, Ohio, South Dakota, and Wisconsin), where 4 out of 5 hogs
are grown on farrow-to-finish operations. The format of table D-2 was first
published by the USDA in May 1987, and the statistical data in the table are
updated monthly-
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Table D-2

Swine: Net margins 1/ to farrow-to-finish growers, 1,600 head annual sales,
North Central region, by months, January 1985-April 1989

(Per pﬁndredweizht)

Month 1985 1986 1987 1988 1989
January......... -$0.74 $2.41 $8.60 $6.32  -$5.61
February........ 0.70 1.46 9.70 7.73 - 6.56
March........... - 3.07 - 0.79 8.37 4.28 - 7.69
April........... - 4.81 - 1.50 11.20 3.39  -11.11
May............. - 4.27 3.99 15.43 5.98 2/
June............ - 0.82 10.10 20.99 7.09 2/
July............ 0.90 16.39 20.50 4.44 2/
August.......... - 1.46 19.32 19.31 3.31 2/
September....... - 3.65 15.08 15.64 - 1.72 2/
October......... - 0.15 10.52 11.90 - 5.37 2/
November........ 0.01 11.50 3.32 -10.15 2/
December........ 1.56 11.27 4,39 - 6.88 2/

1/ Receipts less cash expenses and replacement.
2/ Not available.

Source: Compiled from official statistics of the USDA.

Table D-3 shows the quantity of pork produced in the United States from
domestically grown animals and demonstrates the results of the hog cycle. The
statistics in table D-3 exclude pork produced in the United States from animals
grown in Canada and imported into the United States for slaughter, and, hence,
the statistics are not directly comparable with certain other production
statistics in this report.

Table D-4 shows the number of animals kept for breeding purposes in the
United States as of June 1 and December 1 of each year during 1984-88 and June
1 1989, and when compared with previous year levels, suggests developments in
the hog cycle. Table D-5 shows, among other things, the estimated annual
slaughter of animals grown in the United States during 1984-88 and part of
1989, and provides a convenient overview of developments in the cycle.
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Table D-3 :
Pork: U.S. production derived from domestic live swine, by months, January
1985-March 1989

(In million of pounds)

Month 1985 1986 1987 1988 1989
January........... 1,249 1,254 1,235 1,234 1,283
February......... . 1,080 1,098 1,066 1,176 . 1,187
March............. 1,195 1,193 1,221 1,351 1,350
April............. 1,274 1,286 - 1,162 1,255 1/
May............... 1,309 1,207 1,066 1,223 1/
June.............. 1,107 1,058 1,080 1,222 1/
July.............. 1,129 1,049 1,075 1,124 1/
August............ 1,199 1,028 1,069 . 1,268 1/
September......... 1,188 1,130 1,221 1,343 i/
October........... 1,352 1,279 1,353 1,424 1/
November.......... 1,234 1,113 1,307 1,445 1/
December.......... 1,204 1.216 1,382 1.409 1/

1/

Total........ 14,520 13,911 14,237 15,474

1/ Not available.

Source: Compiled from official statistics of the USDA and the U.S.
Department of Commerce.

Table D-4 ‘ }
Live swine for breeding purposes: U.S. inventories as of June 1, and
December 1, 1984-89 ‘ :

Inventory as of-- 1984 1985 1986 - 1987 1983 1989

June 1.............. 7,401 6,997 6,420 7,040 7,530 7,325
December 1.......... 6,933 6,783 6,671 7,153 7,040 l/

1/ Not available.
Source: Compiled from official statistics of the USDA.

Net margins (the profit levels) shown in table D-2 were apparently
somewhat discouraging to growers during 1985 through April 1986. Pork
production, at 14.5 billion pounds during 1985, slightly exceeded previous-year
levels. Table D-3 shows that pork production during January-April 1986
exceeded production during the corresponding period of 19§5. Table D-4 shows

:
.‘\
!
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that inventories of animals kept for breeding purposes, as of June 1, 1985, and
December 1, 1985, were lower than previous-year levels. Total hog slaughter
during 1985 was 83.3 million animals, compared with 83.8 million animals in
1984 (table D-5).

Table D-5
Swine: U.S. slaughter, imports from Canada, and estimated slaughter of
domestically grown swine, 1984-88, January-March 1988, and January-March 1989

Quantity (In 1,000 animals)

Jan-Mar-
Swine-ﬁﬁ_h 1984 1985 1986 1987 1988 1988 1989
U.S. slaughter... 85,168 84,492 79,598 81,081 87,795 21,358 21,886

U.S. imports from
Canada.......... 1,322 1,227 501 446 836 156 410
Estimated U.S.
slaughter of
swine grown in .
the U.S..... 83,846 83,265 79,097 80,635 86,959 . 21,202 21,471

Source: Compiled from official statistics of the U.S. Department of
Agriculture.

Net margins became sharply more positive beginning in June 1986. Although
less pork was produced during the last 8 months of 1986 than in the
corresponding part of 1985, the inventory of animals kept for breeding purposes
as of June 1, 1986 and December 1, 1986, was below previous-year levels; the
December 1, 1986, inventory was, however, higher than the June 1, 1986,
inventory. Total pork production during 1986 was 13.9 billion pounds, and the
number of animals slaughtered was 79.1 million.

Net margins during January-March 1987 were less than in the last 7 months
of 1986, but still much higher than in the corresponding period of 1986;
margins rose in April 1987 and were at historically high levels during the
summer of 1987. Pork production during January-May was below previous-year
levels, and production during June-August was only slightly more than in the
corresponding period of 1986. The June 1, 1987, and December 1, 1987,
inventories of animals kept for breeding purposes were higher than previous-
year levels. Pork production during 1987 amounted to 14.2 billion pounds, and
slaughter of U.S. hogs was 80.6 million animals. '

Net margins declined sharply beginning in October 1987, were below
previous-year levels during that month and December 1987, remained below
previous-year levels in every month of 1988, and were negative for the last 4
months of 1988. Margins were negative for at least the first four months of
1989 in contrast to the positive margins in the corresponding months of 1988.
The June 1, 1988, inventory of animals kept for breeding purposes was higher
han the corresponding inventory of 1987, but the December 1, 1988, inventory
was lower than the December 1, 1987, inventory. The June 1, 1989 inventory of
animals for breeding purposes at 7.3 million animals was 3 percent below the
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corresponding inventory in 1988. Pork production amounted to 15.5 billion
pounds during 1988; slaughter was 86.9 million U.S. animals in 1988.

The increased pork production beginning in November 1987 increased
slaughter in 1988, and the drop in the inventory of animals kept for breeding
purposes as of December 1, 1988, suggests that the hog cycle is in a modest
contraction phase. It appears that the profit margins of 1987 resulted in
expanded inventories. These expanded inventories of animals kept for breeding
contributed to larger supplies of animals for slaughter, subsequent larger pork
production, and presumably, reduced profitability.

Pork production during January-March 1989 amounted to 3,820 million pounds
compared to 3,761 million pounds in the corresponding period of 1988.
Slaughter of U.S. grown swine during January-March 1989 was 21.9 million
animals compared to 21.4 million animals in the corresponding period of 1988.
Data for January-March 1989 suggest that the U.S. swine industry continued to
be in a contraction phase.
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EXCERPTS FROM ANNUAL REPORTS

Excerpts from annual reports

Wilson Foods

"After experiencing large operating losses, Wilson adopted a
strategy to redirect its business toward value-added fresh and
processed pork products and to reduce its hog slaughter and
commodity pork activities to those necessary to approximate the
anticipated raw material needs of that business. Since 1982, the
Company has sold or closed seven plants and two marketing centers
thereby significantly reducing its slaughtering capacity and its
work force...The Company continues to increase its percent of sales
volume to the growing food service industry, reflecting management’s
emphasis on this higher margin channel of distribution which
exhibits continued growth in demand. 1/

As far as profit margins are concerned, Wilson stated:

"During the past few years, the Company has increasingly emphasized
value-added products because these products generate higher sales
prices per pound, exhibit lower finished product price volatility
and generally result in higher and more consistent profit margins”
than commodity products.” 2/

—
a~]

The company discussed its three new plants and stated:

"All three plants are now operating profitability, and
are expected to be major contributors to IBP’'s earnings
growth.” 3/

Farmland Foods

"Extensive advertising and marketing of Farmland Foods’ pork
products and the integration of many value-added and convenience-
added products have made 1988 a very profitable year for the

company."” &4/

l/ Wilson Foods 1988 Annual Report and 1988 10-K from the item titled
"Business” on p. 1.

2/ Wilson Foods 1988 10-K from the item titled "Products and Brands” on p. 4.
3/ IBP 1987 annual report from the letter of chairman of the board to
shareholders on p. 2.

4/ Farmland Industries 1988 annual report from the general discussion of
Farmland Foods on p. 18.
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Smithfield Foods., Inc.

"Fiscal 1988 was a very gratifying year in the history of
Smithfield Foods. Both net income and net income per share
reached record levels.” 1/

Hormel

"Record earnings were achieved despite severe pressure on
margins caused by pork raw material costs that were among the
highest ever experienced. Offsetting this nearly year-long
problem were higher sales volumes in many branded product
lines, plant utilization efficiencies and productivity
improvements, tight internal cost controls and successful new
product introductions. 2/

l/ Smithfield Foods 1988 annual report, p. 2.
2/ Hormel 10-K, 1988.
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APPENDIX F

IMPACT OF IMPORTS ON U.S. PRODUCERS’ EXISTING DEVELOPMENT AND
PRODUCTION EFFORTS, GROWTH, INVESTMENT, AND ABILITY TO
RAISE CAPITAL
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IMPACT OF IMPORTS ON U.S. PRODUCERS' EXISTING DEVELOPMENT AND
PRODUCTION EFFORTS, GROWTH, INVESTMENT, AND ABILITY TO
RAISE CAPITAL

The Conmission requested U.S. producers to describe and explain the actual
and potential negative effects, if any, of imports of fresh chilled, or frozen
pork from Cdnada on their firm’'s existing development and production efforts,
growth, investment, and ability to * * *,
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APPENDIX G

PUBLISHED PORK AND LIVE SWINE PRICE SERIES




Table G-1

Pork and live svine prices in the United States, by pork cut and month, January 1975-May 1989

{In cents per pound)

Trimmings 7 okt Est.
Loins Bams Bellies Picnics Butts 722 Omaha Wholesale Retall
Yearg 14-18 lbs 17-20 1lbs 14-16 lbs 4-8 lbs 4-8 lbs lean price price price
1975:
January........... 77.2 65.8 60.4 43.2 59.5 56.3 38.9 67.4 114.6
February..... e e 74.3 68.2 61.8 42.0 63.5 53.5 39.6 67.9 114.5
Mareh............. 73.1 66.3 61.7 41.8 63.6 56.1 39.5 66.9 113.3
April e e 75.9 64.6 67.1 43.6 60.2 59.5 40.7 68.9 115.4
May ... eenennnn 92.7 12.2 72.5 49.0 74.3 65.3 46.4 78.3 122.6
June. ...... ... 98.0 77.3 81.13 55.5 86.9 72.5 51.2 84.7 130.1
July...... e 104.1 84.6 91.1 65.5 98.1 85.4 57.2 92.4 143.3
August............ 103.4 91.4 104.4 60.0 91.9 82.0 58.1 99.1 149.7
September......... 109.8 96.4 102.3 66.4 94.2 86.5 61.2 102.3 153.3
October........... 107.6 100.7 91.4 66.6 90.5 89.6 58.5 99.8 158.2
November.......... 96.2 93.6 78.3 59.4 84.0 68.8 49.7 89 .4 153.5
December.......... 88.5 93.7 69.1 58.8 76.3 62.0 48.3 84.3 ib’.l
1976:
January........... 96.2 78.7 75.1 60.9 85.9 65.2 48.4 82.6 143.9
Pebruary.......... 93.1 78.6 67.4 58.2 85.5 73.5 48.9 79.3 141.3
March............. 84 .4 82.2 67.5 QZ.S 75.7 67 .4 46.7 78.1 138.4%
April. ... ... .. 87.6 80.5 73.6 53.0 77.2 71.0 47.9 80.4 136.3
May . .. oo v v it e e 92.4 78.0 73.0 54.6 73.1 74.1 48.9 80.6 138.3
JuUne. . ...t 97.2 81.5 79.2 54 .5 75.9 73.8 50.8 85.4 140.1
July. ... v v 96 .3 75.9 74.1 51.6 73.7 70.5 48.3 81.3 141.8
August............ 83.9 74.6 73.6 47.5 62.6 62.1 44.0 77.0 137.1
September......... 81.7 69.2 63.6 44 .8 54.0 56.5 39.4 71.1 132.4
Octobox.. .......... 70.6 63.8 47.9 41.8 48.0 47.6 32.7 60.7 124.6
November.......... 65.2 72.3 42.6 35.9 43.2 42.1 32.1 60.7 117.3
December. . ........ 72.1 81.5 45.7 41.0 50.2 48.1 3s.1 67.2 117.0
1977:
January....... ... 83.4 66.5 51.6 44 .0 54.2, 54.1 39.5 66.6 119.5
February.......... 80.1 71.6 52.1 42 .4 58.6 57.5 40.2 67.8 121.0
March............. 70.9 70.9 48.9 39.5 54.8 50.5 37.5 63.8 120.9
April............. 73.1 61.6 55.2 40.3 52.1 55.9 37.0 62.9 118.8
MBY . -t vt e 80.8 69.9 7.1 43.0 60.5 62.8 41.8 69.0 120.8
June. .. ... .00 86 .9 71.6 58.5 44 .4 76.6 69.2 43.9 71.9 125.6
July .. ... v 90.6 72.9 62.6 49.0 73.7 72.0 45.8 74.8 132.0
84.1 75.2 64.0 46.0 66 .6 61.5 44 .4 74 .2 130.2
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Pork and live swine prices in the United States, by pork cut and month, January 1975-May 1989

(In cents per pound)

. Trimmings 7 mkt Est.
Loins Hams Bellies Picnics Butts 722 Omaha Wholesale Retail
Yeax 14-18 1bs 17-20 lbs 14-16 Lbs -8 lbs _ 4-8 1lbs lean price price price
1977:--continued
September. .. ...... 84 .6 74.2 5;.0 .45.0 60.3 61.5 41 .4 71.1 130.7
October........... 85.1 81.4 59.5 44.5 60.3 54.5 40.8 72.1 126.8
November.......... 75.8 90.3 65.8~ 41.9 55.4 51.8 39.3 71.1 127.4
December.......... '87.8 88 .4 $51.3 51.0 61.6 59.5 44 .0 76 .3 130.5
1978
January........... 90.3 81.6 59. 4 50.0 69.0 63.6 46.0 77.0 133.8
FPebruary.......... 91.5 86.4 67.1 52.5 71.4 74.3 48.8 81.7 138.0
March............. 87.9 76.6 74 .6 49.4 69.0 73.3 47.5 79.3 139.2
April............. 87.8 70.5 70.6 51.5 68.9 77.3. 46.0 75.6 141.6
May. ... ... ... 96.53 77.5 67.0 53.5 76.8 81.3 49.2 79.7 141.4
June............ .. 98.7 76.0 56.9 57!0 84 .8 80.0 48 .3 76 .5 144.2
July'. . ... .. ....... 95.2 76.2 57.9 52.0 77.7 80.7 46.8 75.9 1644 .2
August............ 92.6 83.2 58.4 57.6 79.8. 84.9 48.8 78.0 164 .4
September......... 100.5 87.6 60.5 56.7 78.6 82.8 50.0 82.7 145.5
October........... 106.1 95.8 61.6 61.0 79.0 81.3 52.2 88.0 149.4
November.......... 93.2 97.13 58.3 57.1 77.7 82.2 48 .4 83.6 150.4
December.......... 94 .6 93.8 57.7 61.6 86.8 82.1 49.6 82 .4 150.5
1979 - , _
January........... 109.2 83.7 60.2 66 .6 91,2 89.3 52.1 83.6 154.2
February.......... 106.9 85.7 62.5 6&)8 91.8 96.9 54 .4 84.5 157.1
March............. 93.6 84.2 54 .5 59.1 82.5 86 .8 49.4 77.4 156.9
April .. ........... 93.5 73.8 51.9 58.9 76 .0 86 .7 45.0 72.5 150.7
May............... 90.0 70.3 46.5 56.1 73.1 85.0 43.8 68 .4 149.3
June. . . ... . ... 94.8 69.1 L IS § 51.6 65.5 73.5 40.3 68.6 144.5°
July. .. ... ... ..... 86.6 63.1 39.0 49 .5 67 .3 70.3 38.7 62.2 142.4
August . ... ........ 82.9 67.2 36.5 47 .4 63.2 69 .7 38.2 61.9 135.9
September......... 87.3. 68 .9 38.6 51.2 66.8 75.2 38.6 64.6 135.6
October........... 78.9 70.8 33.5 45.0 58.2 64 .4 34.7 61.2 134.3
November. ... ... e 73.0 86.13 43.7 48.0 60.5 67.2 36.0 68 .7 132.2
December.......... 81.5 75.2 40.9 49.7 68.7 66.6 38.5 66 .0 136 .3
1980:
January. ... ... .... 80.7 63.5 3js8.8 54.8 68 .5 73.1 37.5 60.6 135.3
February.......... 79.1 65.9 34.6 52.8 66.0 72.5 37.5 59.7 133.2
March. . ........... 74.2 62.3 35.0 43.7 59.0 62.2 33.9 57.0 E% 3
Aprcil. ... .. ... ... 69.3 52.2 27.9 38.3 50.2 56.0 28.9 49 .4 127.8
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Table G-1
Pork and live swvine prices in the United States, by pork cut and month, January 1975-May 1989
(In cents per pound)

. Trimmings 7 mkt East.
Loins Hams Baellies Picnics Butts 722 Omaha Wholesale Retall
Yesear 14-18 1bs 17-20 }Jbs 14-16 Jbs 4-8 1lbs 4-8 1bs lean price price price
1980:--continue
May. ... .. o .. 69.7 52.4 29.4 36.5 52.8 53.3 29.5 50.1 123.6
June. ... .......... 79.0 60.3 32.5 45.2 60.4 60.3 35.2 56.9 124 .4
July....... ... ... 86.3 -71.8 45.7. 55.1 '78.0 78.5 43.2 67.7 136.2
AUGUST . o oot 93.9 80.5 $5.6 " 61.2 84.7 87.2 48.3 76.4 145.7
September......... T 94.2 82.0 54.7 61.4 81.7 88.9 47.2 76.8 150.7
October........... 95.7 85.9 57.1 63.8 80.1 90.7 48.2 79.6 153.8
November.......... 90.8 84.9 60.0 57.3 78.0 87.7 46. 4 78.6 156.3
D.c.nb.t...f ..... . 91.0 75.6 53.9 57.7 79.7 81.5 44.8 73.2 153.8
1981: :
Janusry........... 96.5 63.7 50.4 53.6 75.5 . 17.6 A1 .4 69.0 151.5
Pebruary.......... 95.2 66.7 50.2 53.2 71 1 74.0 2.4 69.8 148. 4
March............. 90.1 67.5 40.2 48.5 66.8 62 .4 39.5 65.3 146.2
April. .........0... 84.8 68.9 4A8.6 45.9 68.5 67.1 39.8 67.0 142.7
May . .......cvcvo.. 93.1 67.9 45.1 48.3 75.3 74.8 42.1 68.0 144.9
June. ... .......... 100.4 79.8 55.13 57.7 80.0 84 .4 49.0 78.0 146.6
July. ... .......... 104.7 82.4 54.7 58.1 92.2 82.5 50.7 80.1 154.9
August............ 103.8 84.3 59.5 58.7 89.9 '85.9 50.9 82.1 158.1
September. .. ... ... 103.4 81.7 60.1 56.7 84.1 86.9 49.7 81.1 159.5
October........... 97.7 80.9 55.4 6.4 77.0 76.6 45.6 77.6 160.4
November. ... ...... 0.0 82.6 56.7 49.6 70.7 71.5 42.2 76 .4 158.2
December. .. ....... 84.9 81.9 51.5 47.6 67.2 66.0 40.1 73.0 157 .4
1982 ' " _
January........... 102.4 73.2 62.2 55.1 80.1 74.9 45.6 78.2 158.2
February.......... 99.7 78.9 67.8 55.1 76.1 82.5 49.5 81.5 160.7
March. . ........... 93.1 86.6 66.7 52.4 74 .4 77.3 494 §2.1 161. 4
Aprtil............. 103.0 81.0 74.4 57.1 87.4 85.2 '52.1 85.3 163.0
May........ovoen. 114.2 8%.6 80.8 63.2 97.7 94 .0 58.1 92.6 169 .6
June............ 121.4 87.0 176.7 62.5 102.2 92.0 59.2 93.8 175.4
July.......... . ... 120.2 87.5 84.5 61.3 105.0 91.8 59.8 96.1 181.1
August . ... .. ... 121.2 97.5 93.5 63.9 101.6 95.3 63.1 103.2 183.5
September. . ....... 122.8 100.8 90.7 67.8 105.5 95.1 63.0 104.0 190.3
October........... 112.8 101.3 75.2 61.1 92.6 86 .8 56.9 96 .3 190.9
November ... ... .... 101.8 106 .1 71.9 57.2 80.7 78.5 53.5 93.8 187.0
December. . ... ... .. 104 .0 97.2 74.0 60.2 90.3 78.9 54 .9 91.7 183.5
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Table G-1 .
Pork and live swine prices in the United States, by pork cut and month, January 1975-May 1989

{In cents per pound)
. Trimmings 7 okt Est.
Loins Hams Bellies Plcnics Butts 72% Omaha Wholesale Retall
Xeax . 14-18 1bs 17-20 ibs 34-16 lbs 4-8 lbs  4-8 lbs lean price _price price
1983
Jenuary........... 112.8 84.5 80.9 60.6 88.6 82.5 56.8 91.6 185.0
Pebruary.........,. 115.8 87.4 73.9 60.7 87.7 86.3 57.3 91.4 183.3
March............. 103.3 76.1 65.1 52.7 77.8 78.3 50.9 80.6 180.7
April............. 98.4 67.1 64.7 49.6 72.6 76.2 47.58 75.5 173.9
May. . ............. 98.2 64.0 60.8 48.4 75.7 76.2 47.0 73.0 171.1
June.............. 98.2 63.4 60.2 48.5 78.6 79.5 45.7 72.6 168.2
July.............. 95.4 67.1 59.1 47.0 79.5 69.6 45.7 72.8 166.6
Augusc............ 97.7 73.9 6s5.7 $1.2 78.8 76.9 49 .4 78.2 165.7
September......... 93.6 73.4 $5.3 46.4 70.9 61.4 45.7 73.5 163.9
October........... 83.4 71.58 49.1 48.3 63.1 57.7 a1.4 68.4 162.3
Noveaber.......... 76.0 75.0 s0.9 42.6 $7.7 55. 4 18.8 67.6 159.0
December.......... 92.9 84.5 - 54.6 $3.2 70.6 63.3 A6.4 77.3 158.1
1984: _
Jasnusry........... 104.4 69.5 65.0 56.2 76.1 72.1 49.9 78.3 162.2
Pebrusry.......... 94.72 66.7 $4.7 45.8 71.7 68.6 46.3 71.0 162.9
Merch............. 88.8 73.2 356.0 46.3 64.1 68.4 46.8 72.3 159.4
Aprtil............. 91.9 73.2 s8.3 48.3 68.1 4.7 48.3 73.9 159.8
May............... 95.3 69.0 57.4 44.8 73.5 71.3 48.1 73.0 158.6
June.............. 97.6 69.7 67.1 48.7 80.1 76.4 50.4 7.1 159.9
July.............. 114.9 72.9 64.8 $2.4 94.3 76.5 54.0 82.6 162.2
August............ 102.4 78.8 62.2 52.0 88 .4 79.4 52.1 80.4 166.1
September......... 97.6 7%5.8 58.0 45.7 72.3 64 .4 47.3 75.7 163.6
October........... 86.1 77.7 s2.8 45.4 63.4 62.9 4.5 72.2 163.9
Hovember.......... 87.4 93.9 60.53 46.2 63.8 64.7 48.3 81.2 162.4
Deceamber.......... 95.4 86.4 64.3 49.0 75.1 67.2 50.1 82.0 163.5
1985 : i
January........... 97.7 70.7 67.5 A7.0 7131 69.6 49.1 77.6 166.0
FPebruary.......... 93.5 73.0 64.1 47.5 66.4 73.0 49.0 76.2 165.6
March............. 84.2 66.1 64.3 40.7 61.7 64.3 43.9 70.8 164.7
April............. 79.9 60.1 58.8 s1.8 61.0 65. 4 a1 .4 65.5 159.3
May............... 84.0 57.4 $58.6 40.1 64.5 67.6 42.2 65.6 158.7
June. . ....... ... .. 90.6 62.2 70.2 41.1 66.9 65.9 45.7 73.1 157.9
July. .. ... ... ... 96.9 64.7 62.5 45.6 71.8 69.7 47.0 73.4 161.7
8 2 54.2 42.0 68.8 66 .4 43.5 68.9 161.8

August............ 93. 62.
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Table G-1
Pork and live svine prices in the United States, by pork cut and month, January 1975-May 1989

(In cents per pound)

Triommings 7 mkt Est. '
Loins Hams Bellies Plcnics Butts 7212 Omaha Wholesale Retall
Year 14-18 lbs 17-20 lbs 14-16 lbs 4-8 lbs 4-8 lbs Ieag price price price
1985:--continue
September......... 89.4 61.77 S1.4 42.73 60.7 58.5 40.4 66.5 159.8
October........... 97.9 75.1 $2.1 41.7 61.0 55.2 481 74,4 160.0
November.......... 90.0 82.95 51.7 41.6 62.9 61.8 ‘66.1 '76.8 \ 162.4
Deceamber.......... 100.3 71.5 58.6 48.1 75.7 71.5 46.9 75.8 166.5
1986: : ‘ .
January ..., 95.4 62.8 61.73 50.5 71.0 70.6 4s.s 71.9 169.0
Pebruary.......... 91.8 62.7 51.5 42.4 62.0 64.1 W3.6 '67.6 168.3
March............. 88.1 59.6 50.8 37.9 60.7 56.5 40.9 65.1 165.8
April..... ... .. 89.3 54.8 49.5 38.2 63.3 56.7 40.3 63.2 162.2
MaY . oo e et 102.5 63.7 61.8 '40.8 75.5 67.6 46.9 74.5 162.3
JUN® . it 111.6 ‘71.8 71.8 50.5 88.6 79.1 54.5 83.5 1s§.s
JULy e o oeie e 121.8 86.4 90.1 57.8 101.8 88.7 61.0 98.0 183.4
AUGUSE. .o vt 125.7 92.% 89.1 62.1 104.9 90.6 63.4 101.1 . 190.3
September......... 118.8 98.3 75.6 61.8 91.8 89.0 59.0 97.0 19% .4
October........... 109.8 100.9 60.3 52.7 81.1 73.0 54.2 90.5 194.9
‘NMovember.......... 100.1 102.1 63.3 4.1 75.6 78.6 53.6 89.0 192.5
Dacember.......... 102.3 80.2 64.7 56.8 85.0 76.1 51.4 81.7 191.3
1987: ' ’ : _ L
RPY T Y 2 2 98.7 62.7 66.1 53.7 75.8 73.3 87.4 74.4 188.1
FPebruaty.......... 99.4 65.1 s7.8 50.5 68.2 74.7 48.7 72.8 185.6
March............. 93.3 70.2 60.0 44.3 63.5 70.3 48.2 73.7 181.3
April. ... ... ... 102.2 72.8 65.8 45.5 79.3 78.1 51.9 79.2 178.9
MBY . oot eieeee 120.8 71.4 67.2 54.5 90.9 81.8 55.6 84.5 183.7
JURG . e et 124.4 79.6 78.4 56.8 100.6 87.3 61.1 92.4 187.6
JULY e ot et i eeens 121.7 80.6 83.6 61.8 95.3 92.0 61.9 93.6 193.6
AUBUST « o oo v e e e 123.5 87.1 80.5 59.6 86.2 88.5 60.4 95.7 196.2
September......... 122.17 90.9 59.7 57.7 82.0 80.1 54.7 90.2 196.9
October........... 103.5 93.8 §9.4 50.5 69.7 68.3 48.8 82.4 194.4
November.......... 80.4 89.4 45.9 45.0 61.9 64.7 80.7 72.7 189.2
December.......... 84.7 88.1 82.6 44.3 62.9 62.0 41.1 72.5 185.6
1988 ’
JaOnUBEY « e 102.4 65.4 51.8 7.7 61.6 64.8 84.4 71.9 185.3
February.......... 94.7 76.2 48.2 47.8 60.8 63.7 47.0 72.6 183.1
March. . ovoovnennnn. 87.3 71.2 45.3 1.1 60.9 60.3 2.8 67.6 183.3
Aprll. oo, 94.1 62.9 43.2 41.1 61.1 60.8 2.1 65.7 182.9
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Table G-1
Pork and live swine prices in the United States, by pork cut and month, January 1975-May 1989

(In cents per pound)

Trimmings 7 mkt Est.
Loins Hams Bellies Plcnlcs Butts 722 Omaha Wholesale Retail
Year 14-18 1lbs 17-20 lbs 14-16 lbs 4-8 lbs 4-8 lbs lean price price price
1988:--continue
May............o.o.. 112.9 63.3 46 .4 43.6 78.6 67.7 47.6 72.4 183.6
June.............. 110.9 65.6 45.2 44 .3 82.7 64 .8 48.1 72.4 187.9
July.............. 104.9 63.7 40.9 41.4 74.4 61.6 45.6 68 .4 187 .4
August............ 107.0 67.0 38.2 45.6 T4 .4 70.0 46.1 69.5 185.5
September...... ... 98 .4 71.2 33.2 44.3 64 .1 60.2 41.0 66.9 184.9
October........... 85.3 74.6 34.7 46.1 59.8 55.4 39.0 64.9 181.6
November.......... 77.8 73.4 33.6 39.3 54 .3 49.2 36.5 61.9 178.0
December.......... 93.6 73.6 34.9 45.2 66.6 55.9 40.6 67.0 177.4
1989:
January........... 89.3 64.6 37.1 48.0 62.0 62.4 41.6 63.0 181.1
February.......... 91.0 66.2 31.4 42.9 62.3 56.1 40.9 62.3 179.3
March. . ... ........ 91.8 61.1 30.5 41 .7 58.9 61.1 39.9 60.2 179.7
April............. 91.7 55.4 25.6 40.0 60.8 54 .8 37.1 56.5 179.5
May . .. oo 99.8 60.9 29.3 41.6 76 .1 65.2 42 . 4 62.2 177.1

Source: USDA, Economic Research Service.
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APPENDIX H

QUESTiONNAIRE PRICE DATA
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The Commission requested U.S. producers and importers to provide quarterly
unit value data from January 1986 through March 1989 for five pork products and
one swine product. For each pork product, producers and importers were asked
to report the average net f.o.b. selling price for all U.S. shipments in that
quarter. U.S. importers that processed or retailed pork in the United States
vwere requested to provide average delivered purchase price information on their
imports of Canadian pork and their purchases of U.S. pork. U.S. producers were
also requested to provide delivered purchase price information on their
purchases of swine from the United States and Canada. The Canadian hog
producers’ provincial marketing boards and U.S. importers were requested to
provide delivered sales information for the classification of Canadian swine
sold in the United States. The specified pork products and classification of
swine for which price data were requested are listed below:

Product 1: Ham (pork leg)--Fresh chilled hams, 17-20 poundé;
skinned (skin collar), bone in, regular shank.

Product 2: Ham (pork leg)--Fresh chilled hams, 20-26 pounds,
skinned (skin collar), bone in, regular shank,

Product 3: Pork belly (side)--Fresh chilled bellies, 14-16 pounds,
skin on.

Product 4: Pork belly (side)--Fresh chilled bellies, 16-18 pounds,
skin on.

Product 5: Loins--Fresh chilled loins, 14-18 pounds, trimmed,
bone in. ‘

Product 6: Live swine: Barrows and gilts, 210-240 pounds live
weight, U.S. grades #1 and #2 or equivalent.

Price data were requested for products 1-5 sold in 2,000-pound crates. Price
data were also requested for product 5 sold in 70-80-pound boxes. -

Thirteen U.S. producers and 8 U.S. importers reported unit value data for
the pork and swine products during the investigation. The responding U.S.
producers accounted for over 55 percent of all U.S.-produced domestic shipments
of pork and 40 percent of all U.S. purchases of live swine in 1988, Their
shipments of products 1-5 accounted for 10 percent of the total U.S. producer
shipments of pork in 1988. The responding U.S. importers accounted for less
than 1 percent of the total imports of Canadian pork in 1988. The responding
Canadian hog producers’ provincial marketing boards accounted for 100 percent
of all Canadian exports to the United States of the specific classification of
swine in 1988.

Quarterly net f.o.b. price data collected through questionnaires for U.S.-
produced pork products (table H-1) showed the same relative price fluctuations
and seasonality as did the USDA data (figs. 9-15). 1/ Prices for the U.S.-
produced fresh ham (products 1 and 2) typically increased toward the

1/ Sales quantities are shown in table H-2.



Table H-1
Pork: Weighted-average net f.o.b. unit values of products 1-5 reported by U.S. producers ard importers of
Canadian pork, by products, and by quarters, Jarmary 1986-March 1989

(In dollars per hundred pounds)

Product 1 Product 2 Product 3  Product 4 Product 5 ’
2,000 1b crates 70-80 1b boxes

Period u.Ss, Canada 1/ U.S, u.,s. . .S, U.S. U,S, Canada 1/
1986:

Jan,Mar..... 63.73 - 60.20 57.53 50.55 * ok ok 107.54 -

Apr.-Jme.... 63.29 - 60.72 61.69 55.85 * k% 116.53 -

July-Sept.... 95.03  * x * 93.21 90.41 77.05 * K ok 134.76 -

Oct.-Dec..... 98.61  * * * 94,28 64.44 58.75 * kX 120.93 -
1987: ‘

Jan.Mar..... 66,62 x* % 63.04 64.31 58.66 * ok ok 115.04  * * *

fpri-hme.... 76,67 kxk k 75.37 69.51 68.75 125.37 132.16 * * %

July-Sept.... 89.17 * x % 86.39 75.14 74.71 113.11 : 139,68  * * *

Oct.-Dec..... 90.78 * k% 78.86 50.60 47.92 90.18 . 108.66 * % %
1988: )

Jan.Mar..... 72.06 *** 68.41 49,96 46,28 99.58 111.77  * * %

Apr.-Jure.... 65.95 kx * 63.70 50.69 43,63 * Kk 121,10 * % %

July-Sept.... 69.16 * % * 68.11 38.62 36.98 117.63 117.74 . * % %

Oct.-Dec..... 74,93 ** % 70.00 36.54 33,93 95.80 101.87 k% %
1989: ‘

Jan,Mar..... 65.65 % * * 61.78 36.04 34,59 . 102.37 : 106.97 X % *

1/ One importer reporting.

Source: Campiled from data submitted in response to questiommaires of the U.S. International Trade Commission.
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Table H-2

Pork: Sale quantities of products 1-5 reported by U.S. producers and importers of Canadian pork, by products,
ard by quarters, Jarwary 1986-March 1989 '

(In thousands of pounds)

Product 1 Product 2 Product 3 Product 4 Product 5
2,000 1b crates 70-80 1b boxes

Period U,S, Canada 1/ U.S, - 0,8, U,S, . U,S, u.S., Canada 1
1986; .

Jan.Mar..... 58,253 - 134,193 69,564 27,336 * k ok 122,078 -

Apr.-Jure.... 57,024 - 140,738 63,604 26,505 * k% 115,226 -

July-Sept.... 51,216 * % * 110,757 53,890 21,596 * kK 93,931 -

Oct.Dec..... 50,720 * * * 123,046 65,455 24,348 * k% 106,774 -
1987:

Jan,Mar..... 61,351 * % % 115,689 68,809 28,123 * k% 126,745 * * %

Apr.-June.... 50,835 *** 104,778 57,617 26,658 1,987 118,998 * * *

July-Sept.... 56,359 * % % 109,115 56,971 23,335 569 123,322 x k%

Oct,Dec..... 52,995 * * * 136,698 60,616 31,265 422 139,658 * * *
1988: :

Jan.Mar..... 51,596 * * * 123,384 59,438 30,772 508 131,873 * % *

Apr.-June,... 41,317 * * * 115,724 61,294 ‘ 33,111 LR 127,660 * * *

July-Sept.... 44,754 * * % 103,949 51,083 26,018 633 131,763 * * *

Oct.Dec..... 55,455 * * * 136,190 66,628 39,160 1,012 113,201 * * *
1989:

Jan.Mar..... 44,426 * k % 113,694 28,612 19,496 796 82,700 * * %

1/ One importer reporting.

Source: Carpiled fram data submitted in response to questiomaires of the U.S. International Trade Cammission
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end of each year. Prices for the U.S.-produced lighter ham product 1 (16-~20
pounds) were higher on a per pound basis than the heavier ham product 2 (20-26
pounds). Overall, prices for products 1 and 2 were 3 percent higher between
January-March 1986 and January-March 1989. 1/ Prices for the Canadian-produced
ham product 1, although representing only one response, remained relatively
stable through each year of the investigation. Prices for the Canadian ham in
1988-89 were approximately * * * percent lower than prices in 1986.

Prices for the U.S.-produced fresh pork bellies (products 3 and 4)
increased during the first three quarters and declined during the fourth
quarter in both 1986 and 1987. Prices for both products generally declined
during 1988. Overall, prices for products 3 and 4 were 37 percent and 32
percent lower, respectively, between January-March 1986 and January-March 1989.

Prices for U.S.-produced fresh loins (product 5) varied during each year
of the period of investigation. Loins packed in boxes holding 70-80 pounds
were more expensive per pound than loins packed in crates holding 2,000 pounds.
Prices for Canadian-produced fresh loins packed in boxes holding 70-80 pounds,
although representing only one response, also showed price fluctuations similar
to prices of U.S.-produced loins.

Delivered purchase prices for the live swine varied for both U.S.- and
Canadian-produced swine (table H-3). Overall, prices for the U.S.- and
Canadian-produced swine were 5 percent and 10 percent lower, respectively, at
the end of the period of investigation.

1/ Because of the seasonality of prbduct prices, a quarter/year to quarter/year
comparison is more applicable. Because of the large fluctuations, price
comparisons are difficult under any circumstances.
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Table H-3

Swine: Weighted-average delivered unit values of U.S.- and Canadian-
produced product 6 purchased by U. S pork producers, by quarters,
January 1986-March 1989 1/

(In dollars per hundred pounds)

Period United States Canadian 2/
1986:
Jan.-Mar....eeeeeenrcees 43.90 45,32
Apr.-June...eeesvccannns 46,76 49,37
July-Sept........ cereses 60.08 61.37
Oct.-DeCreercnvenennes .e 53.78 52.82
1987: '
Jan.-Mar..cveeeoeeccenns 48.96 49.76
Apr.—-June..iviervnvvnans 56.25 : 54.68
July-Sept..... cetestnnae 58.98 59.24
Oct.-Dec...... seevacenns 44,67 47.07
1988: -
Jan.-Mar....... 000000, 45.93 46.64
ApPT.-JUune...eveverncocns 47,10 48.70
July-Sept...cvovvvnnnnas 45,83 45.46
Oct.-DecC.eeierncncconnes 40.14 40,99
1989 ‘
Jan.-Mar....cceecnveeces 41.68 41,00

1/ On a live-weight basis.
2/ Canadian prices based on sales information by Canadian hog
producers’ Provincial marketing boards.

Source: Compiled from data submitted in response to questionnaires
of the U.S. International Trade Commission.



