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In This Issue ...

The Soybean Market ... Rice Production & Prices ... Everglades
Restoration ... & Impacts of NAFTA & the Farm Act

Farm Act Eases Acreage Shifts Mexican markets and enhancing the
competitiveness of U.S. agriculture.
Analysis by USDA's Economic Research
Service (ERS) has attempted to isolate the
economic impacts of agricultural trade
liberalization under NAFTA from other
economic forces. Looking at the 3-year
period following NAFTAs implementa-

tion on January 1, 1994, ERS analysis
found that a little more than a fifth of the
$2.7-billion increase in U.S. exports to
Canada and Mexico, and slightly less than
a fifth of the $3.3-billion increase in U.S.
imports, can be attributed to NAFTA.

The 1996 Farm Acgranted U.S. farmers
more flexibility to respond to strong mar
ket price signals by eliminating acreage
reduction programs, base acreage plantin
requirements to maintain program pay-
ments, and limits on flex acreage that
farmers could plant to other crops. High
prices in 1996 prompted farmers to
increase planted acreage of major field
crops by 16 million acres, to nearly 262
million. In 1997, although total planted
acreage was about the same as in 1996
the crop mix changed as farmers plante
more soybeans in response to strong
prices relative to other crops.

The agricultural provisions of NAFTA
have had small but positive impacts to
date on investment and employment in
agriculture and agriculture-related indus-
tries. The effects are small principally

Under prior farm legislation, farmers’
flexibility to switch acreage among crops$
was limited. But the 1996 Farm Act, by because NAFTA trade is a small compo-
removing constraints on land use, perm nent of the U.S. farm economy, and to a

ted a larger supply response to the eco- . lesser extent because trade liberalization
nomic incentives provided by absolute  Rice Output Reflects Strong Prices under NAFTA is only partially complete.

and relative price movements. The 1997 U.S. rice crofs estimated at )
Soybean Producers 182 million cwt, up over 6 percent from Everglades Restoration &
Look t6 World Market last year, although a cool, wet spring will Agricultural Options

keep southern rice yields from matching
U.S. soybean farmemesponded to this last year’s .record. The production i_ncr(_aasene of the'most ambitiou%nvironmer_l—
spring’s strong prices and greater plantingcomes entirely from a 15-percent rise in tal restoration efforts—the South Florida
flexibility by planting an estimated 70.9 southern long grain rice acreage, the resulicosystem Restoration Project—is under-
million acres, up 10 percent and the Iargeélf higher prices at planting for long grain way to restore the Everglades watershed.
in 15 years. Crop conditions to date sug- "1c® compared with medium and short  Decades of urban and agricultural devel-
gest a record 1997 U.S. soybean crop.  drain varieties and alternative crops. opment in south Florida have profoundly
Soybean marketers will turn to growing altered the Everglades, with wetlands lost
international as well as domestic markets Strong rice prices reflected an extremely and natural water flows disrupted.
to sell the expected 1997 bumper crop. tight domestic supply situation, with a

stocks-to-use ratio of 13 percent at the eriestoration will place increasing demands
Record supplies are projected to lift both ©f the 1996/97 marketing year, the loweston the agricultural sector to adjust tradi-
domestic crush and U.S. soybean exportsSince 1980/81. For long grain rice, the  tional patterns of land and water use.
to record volumes. Recent trade agree- 'atio fell even lower—to 7.4 percent. I Acquisition of land or land-use rights for
ments that have removed international  "€Cent years, stronger world trade, fueledenvironmental restoration is a priority, and
barriers and opened U.S. export markets by rising incomes in Asia, lower trade barmuch of the land would likely be areas
should provide a welcome boost. riers, and faster growth in world rice con- currently in crop production or pasture.
However, sensitivity in some European  SUmption than in output, has helped main€hanges in cropping patterns and crop
markets to the importation of new, geneti-ta'” higher domestic prices for U.S. rice. type may help to integrate agricultural

cally modified soybeans, and related dis- _ production with natural water flow sys-

cussions of product labeling, represent NAFTA: Third-Year Assessment tems. Improved management of land,

potential hurdles for future U.S. exports. . water, chemicals, and other purchased
The North American Free Trade inputs will be a key element . The envi-

Agreement (NAFTA) has had a positive  ronmental benefits of maintaining a strong
overall effect on the U.S. agricultural sec-agricultural sector need to be considered

tor, reinforcing the trend toward greater \when assessing the benefits and costs of
integration of U.S., Canadian, and alternative restoration measures.
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Field Crops

Durum Wheat Crop
Dips in 1997

Fluctuating moisture conditions this yea
in the Northern Plains is wreaking havoc
with U.S. production of durum wheat,
the main ingredient for pasta. USDA's
August 1 forecast indicates that farmers
will harvest only 90 million bushels in
1997, down 22 percent from last year's
large crop and the smallest in 4 years. A

a result, U.S. durum imports are projected

to rise in 1997/98, as are durum prices
relative to other classes of wheat.

Extremely wet field conditions following
spring storms and snowmelt slowed
spring planting across much of North
Dakota, which typically accounts for at
least three-fourths of the U.S. durum crg
Just over one-third of North Dakota’s
durum planting was completed by mid-
May, compared with an average of near
half for this period during 1992-96. Dry
weather allowed farmers to finish plantin
by early June, but lowered yield prospeg
when the dryness continued through the
month.

The clouds opened again in July, bringin
much-needed rain. Crop prospects
improved somewhat, especially in the
northern parts of the region where the
crop matures later. However, the moist

(and cool) conditions have promoted
development of disease in some areas,
which can reduce both yield and quality.
Compounding the impact of lower pro-
jected overall yields this year, U.S. farm
ers had planted 10 percent less durum
area, in response to prices that were loy
at planting time than a year eatrlier.

during June and July. In contrast, prices
for other classes of wheat declined in
mid-summer as the harvest of a bumper
winter crop advanced up the Plains.
Durum prices do not necessarily fluctuate
in unison with other classes of wheat,

vdrecause there is little substitution between
durum and other classes—e.g., hard red
winter, soft red winter, and white wheat,
which are not well suited for pasta pro-
uction. Durum is first ground into coarse
flour (called semolina) and then usually
processed into pasta.

Durum is also grown under irrigation in
the desert areas of California and Arizor
where farmers are expected to harvest
combined 21 million bushels in 1997.
While yields in those states are near la
year's levels, planted area is down in bottBeginning stocks are higher than a year
states, especially in Arizona. The discovr- earlier, but not nearly enough to offset the
ery of Karnal bunt fungus in durum wheatexpected smaller crop. The tight domestic
seed last year led to restrictions on plant-supply situation will likely boost the sea-
ing and marketing to prevent its spread teson-average farm price for durum relative
other wheat growing regions. to other classes of wheat. The durum
price premium (over the all-wheat price)
may approach $1 per bushel in 1997/98,
more than double last year’s level but

Reflecting sharply lower production
prospects, farm prices for durum rose

U.S. Field Crops—Market Outlook

Area Total Domestic Ending Farm
Planted Harvested Yield  Output supply use Exports  stocks price
—Mil. acres—  Bu/acre Mil. bu $/bu
Wheat
1996/97 75.6 62.9 36.3 2,282 2,750 1,304 1,001 444 4.35
1997/98 70.8 63.5 39.9 2,531 3,070 1,275 1,100 695 3.05-3.65
Corn
1996/97 79.5 731 1271 9,293 9,731 6,990 1,800 941 2.70
S 1997/98 80.2 74.0 125.3 9,276 10,227 7,330 2,050 847 2.50-2.90
D
" Sorghum
1996/97 13.2 11.9 67.5 803 821 565 205 51 2.33
1997/98 10.3 9.5 66.2 629 681 425 195 61 2.25-2.65
Barley
1996/97 7.2 6.8 58.5 397 533 392 31 110 2.75
1997/98 6.8 6.4 59.4 380 530 412 45 73  2.30-2.70
Oats
p 1996/97 4.7 2.7 57.8 155 319 250 3 67 1.95
©1997/98 5.3 3.2 58.1 187 354 285 3 66 1.50-1.90
Soybeans
W 1996/97 64.2 63.4 37.6 2,382 2,576 1,571 880 125 7.38
1997/98 70.9 69.8 39.3 2,744 2,874 1,624 945 305 5.40-6.60
g Rice Lbs./acre —Mil. cwi(rough equiv.) $/ewt
ts
1996/97 2.82 2.80 6,121 171.3 206.4 106.5 76.0 239 9.90
1997/98 3.07 3.04 5,994 182.0 215.9 109.9 82.0 24.0 9.25-10.25
Cotton Lbs./acre Mil. bales c/Ib.
g 1996/97 14.6 129 707 18.9 22.0 10.9 7.0 4.1 69.3
1997/98 13.9 13.4 637 17.8 21.9 11.0 71 3.8 *

Based on August 12, 1997 World Agricultural Supply and Demand Estimates.
*USDA is prohibited from publishing cotton price projections.
See table 17 for complete definition of terms and data for prior years.

Economic Research Service, USDA
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similar to 1995/96. Stng pices will
attract moe duum from Canadawith
imports forecast toise to 25 million
bushelsjust under the 1993/94cod.
Tight U.S. durum supplies will encoage
U.S. millers to bid @gressvely for high-
quality Canadian dum.

Most foreign duum pioduces ae also
expecting smaller 1997 aps,which will
suppot durum piices in 1997/98. Mior-
ing conditions in Nah Dalota,yields and
area ae davn in Canada—the avld’s
largest duom pioducer Italy and Fance
are also gpected to hatest smaller @ps,
and dought has shaly cuttailed pospects
in North Africa. Morocco, Tunisia,and
Algeria ale major poduces and impaders
of durum; in this egion, semolina is used
primaiily to male couscous.

Although US. duum eports hare been
running higher than aear edier, the
pace is gpected to sl as the season
progressesdue to tight domestic supplie
Domestic bod use isdrecast to @main
relaively flat at 80 million kushels in
1997/98. Despite the pjected lover out
put and lager impots, the US. is expect
ed to maintain its stas as a net@orter
of durum (gain and poducts)with
exports of 35 million lushels.

DennisA. Shields (202) 219-0768
dshields@econggov

For fur ther information, contact:
Dennis Shields ancahes Banes,domes
tic whed; EdAllen, world whea and £ed
grains;Allen Baker and te Rilgy,
domestic éed gains; Ndhan Childsyice;
Scott Sandrd and Mak Ash, oilseeds;
Geoge Dumlis, world oilseeds; Les
Meyer, domestic cotton; Ste
MacDonald world cotton.All are & (202)
219-0840.

2

World Commodity Market Outlook

Year Productionl Exports2 Consumptionl'3 Carryover1
Million tons
Wheat 1996/97 583.0 113.9 578.6 109.1
1997/98 596.4 109.0 581.0 124.5
Corn 1996/97 590.7 68.1 570.5 86.3
1997/98 572.1 70.6 587.6 70.8
Barley 1996/97 153.7 16.0 148.9 23.7
1997/98 149.7 15.6 150.7 22.7
Rice 1996/97 380.7 18.7 376.6 54.6
1997/98 379.3 19.2 380.5 53.4
Oilseeds’ 1996/97 257.3 46.5 216.8 16.5
1997/98 275.0 49.8 222.3 22.7
Soybeans4 1996/97 131.7 35.8 135.5 13.0
1997/98 147.1 38.0 140.6 19.4
Soybean meal* 1996/97 91.3 33.2 91.7 4.0
1997/98 95.5 35.0 95.5 3.9
Soybean il 1996/97 20.5 5.7 20.5 2.3
1997/98 21.6 6.0 21.6 2.4
Million bales
Cotton 1996/97 88.5 26.6 86.6 37.0
1997/98 87.3 27.8 88.5 35.9

NA = Not available.

1Aggregate of local marketing years. 2Wheat, July-June; coarse grains, October-September; cotton,
August-July. Rice trade is for the second calendar year. All trade includes trade among countries of the
former Soviet Union. All grain trade excludes intra-EU trade; oilseed and cotton trade include intra-EU
trade. 3Crush only for soybeans and oilseeds. “Brazil and Argentina adjusted to October-September.

Economic Research Service, USDA

Specialty Crops

New Markets Boost
U.S. Tobacco
Prospects

U.S. tobacco prduction is gpected

to read 1.63 billion pounds in 1997,
outpacing last gais’s output ly neaty 7
percent and wll sbove recent a&erages.
Tobacco a@age expanded i about 8.5
percent in esponse to higher gaduction
quotas 6ér flue-cued andburley tobacco.

Flue-cuedandburley are the tvo major
types of tobaccorgwn in the US,,
accounting ér 95 pecent of the awp.
Both ae used almostxelusively to pro-
duce cigrettes. In 1996hoth types \ere
adversely affected ly disease and e&her,
resulting in tight supplies and high auc
tion prices.As a esult,the 1997 dective

quota br flue-cuedtobacco—the amount
growers can selladjusted ér over- and
undemarketings of the pvious year—is
up 8 pecent to 1,019.4 million pounds,
and theburley effective quota is up 22
percent to 880 million pounds.

U.S. tobacco is pown mosty in the
Southeastwith six stdes poducing the
majolity of the cop. Noth Caplina and
Kentudy, the two laigest poduces,
account 6r about 65 perent of total US.
production. Noth Caolina is the major
stae pioducingflue-cured, which is dis
tinguished ly its cuing under heigin an
air-tight ban or containerKentudy is the
leadingburley producer followed by
Tennesseedurley leaf is cued by hang
ing the entie stalk of tobacco in a bar
with openings thiaallow outside air to
circulate among the le@s. It is moe
dependent on ambient tempirre and
humidity duing the cuing process than
flue-cued tobacco.
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This years flue-curedcrop is eldively
good, though the quality will lilely be
slightly belon the cops of the last 2
yeass.A mild winter followed by a
prolonged cool,damp sping cutailed
eaty plant deelopmentand \ery hot
wedher in dily caused aditional stess
to the cop. Wet weaher duing planting
increased concas among gwers out
the iisk of damae from Hue mold a
fungus vhich atads tobacco leges,
although eports sugest little damge has
occured The hot,dry weaher which has
limited the spead of tlue mold however,
has itself become a #mt to the gowing
crop.Yields in Noth Caplina and other
flue-cuedproducing sttes ae expected
to be dout 2 pecent laver than in 1996,
and ae slightly lower than the 10-gar
average.

Burley faced similar gpwing conditions.
A long, cool, wet sping delgyed planting
and left tobacco plants with minimadat
systemsThen in dily, severe diought
caused considable stess to the vulner
ble crop.

The 1997flue-cuedtobacco mdeeting
season opened in Fida and Gejia on
July 22,followed shotly by maket open
ings in South Caina and the Bater
Belt of Notth Caplina andvirginia.
Prices though the thid week of the sea
son vere aout 3 pecent laver than last
year Burley auctions will open irburley-
growing stdes in Nowember and contire
through Februaly.

The US. is the second-lgest tobacco
producing county behind Chinaand
altemates with Bazil as the lagest
exporter, depending on gaty crop condi
tions in the tvo countres.The US. is
also the lagest impoter of tobacco leaf
exporting high-quality fue-cued and hr-
ley leaf and impding cheager, lower
quality leaf to lbend with domestic tobac
co to educe cigrette poduction costs.
U.S. impotts also intude types of tobacc
not gown domesticail.

U.S. exports of unmamifactued tobacco
leaf in 1996 adanced 5 paent wer a
year edier to 486 million pounds
dedared weight,the highest since 1992.
Japan and the Eopean Union (EU) ar
the major destirtaons for U.S. leaf,

although &ports to other Bcific Rim
naions ae increasing Impoting coun
tries use high-quality 1$. tobacco to
improve their cigrette bends and
enhance the cagette favor. In 1996,
exports toAsia andAfrica dedined, while
shipments to Ewpe adanced 21 peent
as a esult of inceased Ewpean cigrette
production.

Leafimports for consumption to the .S.
suilged 59 perent in 1996 after déining
the pevious year Stoks of impoted leaf
were being eplenished after a tiif-rate
guota eplaced a 25-peent limit on br-
eign tobacco content in.B-produced
cigarettes in 1996. Imp¢s in 1996
reated 668 million pounds cain of 59
percent. Orental tobaccoa type of leaf
not gown in the US.,, makes up aout 14
percent of a typical US. cigarette
Manufactuers also useleger impoted
flue-cuedandburley leaf in cigarettes,
especialy lower piiced cigarettes knan
as discount lands.

The US. cigarette industy is the second
largest in the wrld, behind ChinaAbout
two-thirds of the cigrettes poduced in
the US. are consumed herand the
remaining thid ae eported The major
maikets br U.S. cigarettes ae the EU
and &pan,and nev makets ae opening

around the Bcific Rim and in the Nely
Independent Sties of the drmer Swiet
Union.

Although domestic cigrette consumption
has been viually constantdér the past 4
yeass, cigarette exports have contirued to
rise, pushing US. cigarette output to a
recod 755 billion pieces in 1996..8,
cigarettes hge adieved a high leel of
populaity worldwide, and demand is
increasing as theumber of smokrs
expands and higher incomes bleacon
sumes to puchase mog expensve for-
eign cigarettes About a thid of U.S.--
produced tobacco is used irpdrted cig
arettes,and inceased xports hare boost
ed puchases 8U.S. auction varehouses.

Per caita cigarette consumption in the
U.S. has beendlling for two decades,
although populgon growth has limited
the overall dedine in consumption.
During the past 108ais, cigarette con
sumption delined 15 pecent—flom 575
to 487 billion cigwrettes,while per cpita
consumptionéll 22 pecent—firom 3,047
to 2,390 cigrettes per paon. Inceased
awareness and plibity about links
between smoking and diseasestictions
on pemisside smoking agas,and
increasing cigrette pices hae led to
lower U.S. demanddr cigarettes.

Cigarette Exports Rise As Domestic Consumption Levels Off

Billion pieces
600

400 —

200 —

1987

1990

Economic Research Service, USDA

. Exports

. Consumption

1993 1996
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Tobacco Program: Quotas & Price Support September Releases—USDA's
Agricultural Statistics Board
Flue-cuedandburley marketings ae resticted ty the tobacco mgram,which lim- , .
its the quantity of leaf thanay be maketed without a penalty and sets a suppor The following reports are issued
price for eat grade and type of tobaccbhe pupose of the mgram is to ensi a electronically at 3 p.m. (ET) unless
steble maket and educe luctuaions in gower income otherwise indicated.
September
The basic tobacco quotarfflue-cuedandburley is based on the quantity of leaf
cigarette manfactuers indicde they will purchase the pevious 3 yeas’ exports, g é:rglg rP;'%gtrCehs;(after 4 pm)
and the amount oeseve sto&s on handThe basic quota is adjustey previous Egg Products y
yeas’ over- and undeanaiketings to calcul@ the effective quotathe actual amount 4 Dairy Products
growers can maiet. The ndional quota is allodad among quotavmers accoding Poultry Slaughter
to the popottion of the total quota tlyeown. 8 Crop Progress (after 4 pm)
10 Broiler Hatchery
The suppdrprice or loan ate for ead type and gade of tobacco is sey ladjusting Vegetables
the pevious years loan ste by the cost-of-ppduction inde and dianges in the 5- 11 Turkey Hatchery
year mwing average of pices. Costs of opeting the pice supparprogram ae 12 gottoFr)l G(;nmr_\gs (88:_%% am)
bome ly the gowers and liyers of tobacco leaf tough an assessmentiked on 15 Mr"?(pp r gguzgggn (ERED E1ir)
ead pound of tobacco sald Crop Progress (after 4 pm)
17 Broiler Hatchery
18 Hop Stocks
The cigarette industy and tobacco jr likely lead to a 25-50-cent irease in the| 19 Cattle On Feed
duces continue to fice mmeiwous dak retail pice of cicarettes. Cold Storage
lenges.The ecent edenl budeget ayree 22 %‘t‘;{‘gg: & Eggs
ment signed into & included a cigrette i
o ke g & 10 con per | Incachangs manfactues uoud eceie | crop pagress afer 4 pm
. . ! i ! | atfish Processing
pad in 2000 andising to 15 cents in claims resulting fom past actionsThe s Bl
2002—which will have a futher dampen | final form of the settlement and thus its| 24 Broiler Hatchery
ing efect on consumptiorhs cigarette impact on the indusgrwill not be knavn 25 Cotton Ginnings (8:30 am)
consumption contimes to &ll, demand ér | yntil Congess aproves lajislation codi 26 Hogs & Pigs
domesticaly produced leaf will become | fying the @reement. Livestock Slaughter .
more dependent on thexport maiket. Thomas Cpehat, Jr. (202) 219-0890 Peanut Stocks & Processing
thomasc@econgagov Trout Production
Stae atorneys geneal and US. cigarette 242 SIS A LHUSES
L - - Crop Progress (after 4 pm)
marufactuers completed rgotiations on | For fur ther information, contact 30 Grain Stocks (8:30 am)
a compehens’ve settlement of |I'[Ig|0n Linda Calvin,Susan Bllack, andAgnes Small Grains Summary
on liability for cigarette-elaed illnesses | Perez, fruit; Gary Lucier, vegetables; Ron (8:30 am)
on dine 20 of this gar The greement Lord, sweetenes; Doyle ohnsonjree
requires congessional pproval and will nuts and geenhousefmrsery; Tom
face intense satiny. Capehat, tobacco; Lerene Glaser
industial crops.All are & (202) 219-
In its curent form, the poposed gree 0840.

ment would require cigarette manfactur
ers to py up to $368 billion wer 25 years
to settle lavsuits and eimburse stées br
smoking-elaed Medicaid rpensesThe
settlement also containsguisions tha
restict forms of adertising, hold cige
rette manfactuers responsite for reduc
ing teen smokingand equire cigarette
companies to fund smoking cessa pro-
grams.The areement provisions would
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Market

Braces for
Record U.S.
Soybean Crop

This year’s soybean acreage is stro
evidence that a major goal of the
1996 farm legislation—to increase
market orientation—has been achieved.
U.S. farmers have more flexibility to pla

as many soybeans as they believe may|b,

sold to growing domestic and internatiof
al markets.

Acreage and crop conditions to date su
gest a record 1997 U.S. soybean crop.
Soybean marketers will have to turn to
growing international as well as domest
markets to sell the expected 1997 bumg
crop.

U.S. soybean farmers responded to this

spring’s strong prices by planting an estj- planting flexibility by excluding 15 per-

mated 70.9 million acres, up 10 percent
and the highest in 15 years, according t
USDA's JuneAcreagereport. This would

be the third-largest soybean area plante
on record and the first time in history th
U.S. planted acreage for soybeans has
exceeded wheat area. The bumper crop
expected to pressure 1997/98 U.S. farm
prices into the range of $5.40-$6.60 per|

bushel, down sharply from 1996/97's es
mated season average of $7.38.

Expected record supplies are projected
lift both domestic crush and U.S. soybe
exports to record volumes of 1.485 billig
and 0.945 billion bushels, respectively.
Recent trade agreements that have re-
moved international barriers and opene
U.S. export markets should provide a w|
come boost. However, sensitivity in som
European markets to the importation of
new, genetically modified soybeans, ang
related discussions of product labeling,
represent potential hurdles for future U.
exports.

1996 Farm Act Facilitates
Acreage Gains

Prior to 1996, each farmer participating
the commodity programs had an estab-
lished crop-specific base acreage for
wheat, feed grains, cotton, or rice.
Government program payments for mos
crops were based on a 5-year average

acreage planted or considered planted to

program crops. Soybeans were not amg
the commodities for which farmers
received payments.

NBarmers were frequently reluctant to ris
reducing future deficiency payments by
chasing potentially temporary spikes in
soybean prices and planting soybeans

Minstead of program crops. Consequently

Righ cash prices for soybeans did not

-always provide enough incentive to sun

mon the amount of U.S. acreage neede

to satisfy growth in world market deman

J-Instead, foreign producers were often le
with an opportunity to capture these
gains. Between 1985 and 1995, combin

CBrazilian and Argentine soybean produg

etion increased 69 percent, compared wi
U.S. growth of only 4 percent.

Farm legislation in 1990 initiated greate

ti-has become the major determinant for
crop selection.

td~arm prices for soybeans climbed above
ar$8 per bushel this spring, the highest level
nsince the 1988 drought as the market
rationed dwindling stocks. Despite a rela-
tively large 1996 harvest, it became
] apparent early in the year that robust
eldomestic use and exports were drawing
edown U.S. stocks of soybeans rapidly and
driving the price rise. Projected yearend
| stocks of 125 million bushels for the
September-August 1996/97 marketing
Syear would be the smallest inventory in
two decades.

Farmers responded to last spring’s very
attractive price signals by expanding soy-
~ bean planting, mostly at the expense of
INcorn, wheat, and sorghum acreage. Every
state will have more soybean area this
year, with the sole exception of Ohio,

which held to its 1996 record acreage.
t

DfSpring planting conditions for soybeans

were nearly ideal this year, unlike the very

NGte start in 1996. Moisture this summer
has been favorable, pushing the U.S. aver-
age soybean yield forecast to 39.3 bushels
per acre, second only to 1994/95's 41.4

K and up from last year’s 37.6. The combi-
nation of high acreage and yields is
expected easily to push 1997/98 soybean
production beyond the 1994/95 record of

, 2.517 billion bushels. As of August 12,
1997 production was forecast at a record

- 2.744 billion bushels. The final output will

ddepend on growing conditions through

dharvest, which is expected in September

ftand October for most of the crop.

o supplement tight U.S. supplies, the

" first-ever shipments of soybeans from
(NBrazil began arriving this summer. Larger
imports were made possible by a histori-
cally wide price differential between U.S.
I and Brazilian ports. These imports will be
a short-lived phenomenon and will likely

cent of each producer’s base acreage florevert to only 5 million bushels in

0 deficiency payments. Program partici-
pants were allowed to plant any field cr¢

don the excluded acreage without sacrifig

ating base acreage and future payment e
gibility. The 1996 Farm Act completely
isliminated any link between farm pay-
ments and the crops grown. Expected
relative market returns between crops

1997/98 as record U.S. supplies become

DPavailable. In fact, both Brazil and

- Argentina will likely import new-crop

I-U.S. soybeans later this year, crush them,
and export the products. By then U.S.
soybean prices will be much lower, and
domestic supplies available to South
American crushers will be very short

because of Brazil's prolific summer
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exports and a dvught-educed hafest in
Argentina.

The US. is not the onl county where
famers hare responded to sing world
soybean pices.The world’s second-
leading poducer of sgbeansBrazil, is
also expected to pyduce aecod hawvest
next year Attractive sybean pices,an
improved farmm debt situdion, and im-
provements in @nspotation infrastuc
ture ae encouaging Brazilian famers to
plant moe sybeans thanwer, including
some land neer bebre farmed

A 1996 poliy chang eliminded Brazil's
system of diferential export taxes tha
had been used to encage domestic @-
cessing For sg/beansgliminaing the tax
not onl filtered davn to poduces in the
form of higher pices a the famm, but also
erased domestic pcessas’ advantaje
over sybean &porters.As a esult,soy-
bean &ports from Brazil dramdically
increased last spprg and summemore
than douke the pevious years wlume
However, Brazilian cushes hae been
compelled to opete their fcilities d a
reduced leel this year as dreign huyers
have outbid themdr domestic supplies.

Together the US. and Brazil accounted
for 70 pecent of global sgbean output in
1996/97 with shaes of 51 and 19 per
cent.A larger ciop is also pojected or
the world’s third-largest poducer
Argentina (9-pecent world shae in
1996/97),0n the stength of &panded
area and impoved yields.

Trade Racts Boost Gowth
In Key U.S. Markets

Recent tade pacts arexpected to
increase US. exports to two key mar
kets—the Euspean Union (EU) and
Mexico—while growing demand is
improving prospects in China.

The European Unioris the world’s laigest
import maket for soybeans and stean
meal. In 1995/96).S. so/bean &ports to
the EU were 7.8 million metic tons (\al-
ued & $2.1 billion),about one-thid of
total U.S. so/bean tade U.S. sgybean
mealexports to the EU totaled 0.9 million
tons (nedy $200 million),about 15 per
cent of total US. so/bean meal ide EU

soybean impats in 1997/98 ar expected

Soybean Prices to Dip As Stocks Recover

Million bu. $/bu.
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1996/97 estimated, 1997/98 projected range.

Economic Research Service, USDA

to slip because okrod EU oilseed po-
duction,although impats of sgybean
mealshould ebound bllowing a mild
downtum the past 2 gas.

In 1992 the US. and EU completed bita
eral trade ngotiations tha produced a
common US.-EU position—knan as the
Blair House greement—with espect to
several unesolhed aricultural issues in
the then-onging Uuguay Round of tade
negotiations. Under the tens of a side
accod to the Blair Housegieementthe
EU committed to a maxiom aea br
oilseed poduction with penaltiesof over
planting

EU produces ae curently very close to
their maxinum alloved oilseeds aa,if
not alead in excess.Thus,future gowth
in protein meal demand wst be inceas
ingly filled by non-EU soures. Impots
of sunfowerseed fom the Nevly
Independent Stes of the érmer Swiet
Union, and Easter Euilopean countes
(which lak adequte piocessingdcili-
ties), have risen in ecent yas. By pio-
cessing high-oil-type oilseed$e EU is
self-suficient in vegetable oil production.
However, substantial EU sdean impais
from the US. and SouttiAmerica ae still
necessarto obtain the sup@nr protein
meal of thosegorting regions.

95/96 97/98

U.S. trade bariers with Mexico, one of
the world’s most apidly growing so/bean
customes, have beendlling since imple
mentdion of the Noth American Fee
TradeAgreement (MFTA). Prior to
NAFTA, Mexico had a seasonal ifdrof
15 pecent on US. so/beans. Under the
treay this taiff, as well as duties on g8
bean meal and oilill be phased outver
10 years, giving the US. a unique adan
tage in suppying this expanding maket.
Improvements in Mgico’s rail links & the
border hae also gpedited oilseed &de
between the tw counties.

Since 1994 implemertian of NAFTA,
thevalue of anrual U.S. expotts of sg-
beans to Meico has inceased 50 peent.
However, the incease s not all due to
NAFTA implementdion. The initial yeas
of NAFTA coincided with signitant
changes in the domestiageicultural poli
cies of the US,, Canadaand Meico and
in the global tade polig ervironment. In
addition, the peso dsis and subsequent
recession in Mdco serously dismupted
trade in 1995¢pverwhelming the dects of
the ealy taiiff reductions under AFTA.
Further, adverse weaher conditions,
which afected Maican gain and ctle
production,influenced tade in seeral
agricultural commaodities in Ndh
American makets.
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ERS anajsis which isolaed the economig
impacts of MFTA from other deelop-
ments estimizd tha U.S. sgybean &ports
to Mexico were 2-5 pecent higher in
1996 than thg would hare been without
the ieduction in tade batiers under
NAFTA.

For 1997/98jmport volumeis forecast
neaty 30 pecent dove 5 years ealier.
Cunulative 1997 Meican sybean
imports from the US. to dde ae 16 per
cent dove a year @o. Mexico’s rapidly
expanding cushing caacity is supplied
almost entiely by U.S. expotts. Very little
soybean poduction nwv exists in M&ico
following the damaic rise in less cosil
imports from the US. and substantial
reforms in Mican fam policy. On the
other handMexican sgybean oil impots
have been cut because of thedger oil
supplies being mduced § domestic
processcs.

Chinawas taditionally a net gporter of
sgybeans and sthean mealmainly sup
plying otherAsian makets. In the
1993/94 maketing year China &ported
1.1 million metic tons of sgheans and
1.05 million tons of sghean meal.
However, a rapidly expanding domestic
mairket is cutting into xportable supplies.
Only 200,000 tons of sweans and
30,000 tons of sdean meal & pojected
to be &ported from China in 1997/98.

With greaer havested aga ppjected or
1997/98,Chinas sgybean output isdre-
cast up 7 peent. Een with a lager
domestic outputhooming consumption
has tansbrmed China into a major
importer. While Chinas per caita con
sumption of metaand cooking oils is still
among the wrld’s lowest,rising incomes
have led to geaer spending ¥ Chinese
consumes in recent yais to impove
diets. Since 199XChinas total sgbean
consumption has ndgrdoubed. This has
required impots of sybeans and gtrean
products to supplement domestic suppli

Chinas domestic sgbean poduction has
lagged behind demand because of firef
cient pice and mateting systems and
outdded tetinolagy. Moreover, Chinas
agricultural policy typically skews pio-
ducer pices in &vor of rice, whea, com,
and cotton prduction,making it dificult

to expand sgbean aga.The govemment

procurement pice paid to Chinese go
bean &mers by local gain hureaus is
usually lower than the wrld maiket piice.
And intemnal taxes betveen povinces dis
courege movement fom major nothem
producing egions to the main consump
tion centes in the southmaking it moe
practical br these southararas to
import from &road

China’s impots of sybeans and strean
meal hae cdapulted fom only 160,000
and 50,000 tons in 1994/95 toojected
levels of 2.7 and 3.35 million tons in
1997/98. Ust 2 years ao, China impoted
only 3 pecent of the sgbean wlume of
Japan,the world’s lagest sgybean impat-
ing county. In 1997/98China’s sgbean
imports ae pojected to be merthan half
the wlume of &pan’s, making China the
world’s fourth-largest impoting county.
Dryness in someegions has akad/ cut
into curent pioduction and could push
Chinas sgbean and sdean poduct
imports ezen higher

Transgenic Sybeans
FaceTrade Hurdles

The deelopment of gneticaly modified
soybeans has the potential ®duce US.
farmers’ production costs. But these cen
modities fice a nmber of hudles in the

trade aena. Upon pproval in 1995 the

first signifcant US. commecial produc
tion of transgnic sybeans—egneticaly
modified to be herbicideesistant—bgan
last year with more than 1 million a@s
hawested Industy estimaes ae tha 12-
15 pecent of the 1997/98 3. crop will
be from transgnic sybean seed and
could be doule tha level in 1997/98.

One adantagge mary famers mg gain by
producing suhb varieties is the cost sa
ings from fewer herbicide pplications—
reduced i one-thid—without yield loss.
Although herbicideesistant seed costs
are higher than standawarieties,the cost
savzings can be substantiairffamers
with significant weed poblems. Other
geneticaly modified sybeans themay
be commerially produced within adw
yeas would enhance the usegpeties
and &t composition of the oilalthough
their high \alue would sgregate them
from comwentional uses in the mieet.

Produces inArgentina ae also planting
the herbicide-gsistant sgbean,as seed
adaptable for these aras becomesyail-
able. Argentine poduces mg hawest an
estimaed 3.25 million a@s in 1998.

Prior to 1997 Brazil had no plantasiety
protection Igislation tha would saé-
guad the p#ent ights of seed deslopes.
This prevented seedeseath and deel-

Soybean Crush and Exports to Reach Record-High Levels

Billion bu.

3

Seed, feed, & residual

1991/92 93/94

1996/97 estimated, 1997/98 projected.

Economic Research Service, USDA

Total use
: A\

95/96 97/98



Agricultural Outlook/September 1997

Economic Research Service/USDA 9

Commodity Spotlight

opment within Bazil, including bio-
engneeed seeds. Ng, with sud legisla-
tion in place expeimental poduction of
transgnic sybeans is occuing, but
commecial output avaits govemment

approval.

EU protein meal needs digred in 1996
when meaconsumption dipped because
of the baine spongorm encghalopahy
or “mad cav” disease Gsis tha devasta-
ed Biitish beef poduction AO June
1996).At the same timgthis food scag
heightened the sensitly of EU counties
toward geneticaly modified oiganisms
(GMO’s) in their bod suppliesincluding
the herbicide-gsistant sgbeans.

In 1996,the EU g@proved impots of
these sgbeansconduding tha proces-
sing them into oil and meal desfed aly
novel genetic méerial. However, given
the aea constiints on EU oilseed pr
duction,and the incgasing amounts of
U.S.-produced GMO sghean impats,
some Euopeans hee epressed the desir
for product ldeling of GMO and non-
GMO sg/bean contentThere is no easy
method to visuayl or chemicall distin
guish a GMO waiiety from comventional
valieties.

In late duly, the Euppean Commission
agreed to guidelines on diting legisla-
tion for product ldeling required for
GMO content under its Nel Foods lg-
islation, with final plans due k& this year
For products manfactued without

GMO's, no labels would be equired but
cettified non-GMO poduct could welun-
taiily label (eg., “this product does not
contain.”). Mandé&ory labeling (eg.,
“this product contains”). would gply to
products knavn and erified to consist of
GMO maerial. For products possily
containing meerial of GMO oiigin but
with no evidence gailable, a mandgory
label (eg., “this product mg contain.”)
would be used

If the final directives qoply to all food or
feed poducts poduced fom GMO’s,
sudh labeling could equie GMO sgre-
gation beginning & the fam level.
Requiements 6r sgarate stoege space
would be imposed on comnuial han
dlers & grea expense Rail cas, bages,
port loading &cilities,and ocean
freightes would have to be dedidad to
GMO or non-GMO commoditieS.he
costs of compling with sut a system
could seiously undemine foreign impot
demand ér U.S. so/beans.

In 1996,Japan also pproved impots of
GMO sg/beans. Lage amounts of 3o
beans ar used diectly for food in dpan
sud as tofu. dpanese authiies ae nav
facing signifcant popular suppbfor reg-
ulation of transgenic food poducts.The
well-pubicized ilinesses causeq bonta
mination of some 6éod withe. coli bacte
ria cast doubt onapan’s food saéty sys
tem and still lingrs in the memaes of
mary consumes. Inteest in oganic sg-
beans i Japanese consunmehas

increasedalthough these arstill very
expensve and on} a small component of
the curent maket.

Under the ules of théworld Trade
Organizaion (WTO), required labeling of
commodities as ling GMO content
could be constred as a témical barier

to trade If the GMOS ae scientiically
detemined to be as safto consume as
corventional \arieties,the justifcation for
labeling would not be ppaent. But inter
naional consensus on this point has not
yet beeneaded

The US. Food and Dug Administration
has teared these GMQ' as posing no
thred to human healthlests ly USDA's
Animal and Plant Health Inspection
Sewice contuded thathis sybean wari-
ety posed noisk to the ntural erviron-
ment.Although some counes hae
detemined tansgenic sybeans & saé,
pubic perceptions of biotebnolagy have
pressued other gvemments to ban
domestic poduction,obtain impots from
altemate oiigins, or require labeling As a
result,the teament of GMOS in intena
tional trade will likely remain a subject of
discussiondr some time to come

Mark Ash (202) 219-0712
mash@econggov
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High Prices
Pull Up U.S.
Rice Acreage

l l .S. famers planted wer 3 million
acres of ice in 1997 up nealy 9
percent fom 1996 and merthan

6 pecent higher than pduces’ planting

intentions eported in Mach. Nealy all of

the aea incease was Pr long gain lice,
grown almost gclusively in the South.

The inceased plantings—inditad in

USDA’'s ineAcreage report—were due

to relaively high iice pices a planting

compaed with thosedr altenative ciops
grown in the South—pmatrily so/beans.

When the 1996 &m Act was signed in
April 1996, mary industy anaysts
expected ice aceage to detine for a ew
yeass bebre stdilizing, then modesyl
increase to @-1996 Am Act levels.
Expectaions of detining rice aea aose
from provisions in the act thaeminated
deficiengy payments and supplmanae-
ment ppgrams,ending the connection
between income suppbmeasues and
histolic production of a pdicular coop
and dgving produces nuch greaer plant-
ing flexibility .

In fact,planted aga did dop nealy 10
percent in 1996. &mesrs in the South
took adriantaye of the oppdunity to

switch some ice aea to sgbeans and in
some cases to agras pices br these
crops vere \ety high a planting in 1996.
In mary of the southar rice planting
areas,soybeans a regulaly grown in

1- and 2-gar otaions with iice to
improve yields. Rice aa would likely
have detined e/en moe in 1996 hadice
prices not been high aseli.

During the sping planting peind, no
yearto-year decgase in the season-
average lice piice was pojected br the
1997/98 maketing year (August-dily).

But seasonagerage farm piices br both
soybeans and carwere expected to dip.
At the time both nev-crop futues and
monthly rice piices exceeded $10 per cwi
higher than ay season-zerage pice after
1980/81.

The 1997 US. rice ciop is estimted d
182 million cwt,up over 6 pecent flom
last year and theiffst increase since
19945 recod 198-million-cwt cop. Long
grain lice accountsdr this years pioduc
tion increaseestimaed a 127.3 million
cwt—12 pecent dove 1996. Long @ain
rice aceaye posted an inease of ver 15
percent flom 1996—to 2.28 million
acres—the esult of stonger pices br
long gain relative to otherice types.

In 1996/97 strong domestic and ovid
demand ér high-quality long cgin rice,
coupled with tightening L%. long gain
suppliesyaised the pce of souther long
grain éove pices br medium gain.
Medium gain ciops ae estiméd d 53.2
million cwt, down 4 pecent fiom last
year-the esult of a 20-peent dop in
southen medium gain plantings.

Output Up
For Southen Rice

The pojected @in in southar rice output
for 1997 is due ently to the incease in
planted aea,offsetting an gpected
dedine in average southen yield this year
to 5,546 pounds per a;idown from last
year's ecod of 5,851 Wet weaher
delayed plantings along theexas gulf
coast,making the aop moe suscptible
to damage from weedsdiseasesand
pestsas well as inceasing the potential
for hed stress lger in the season. Cool
spling weaher also delged emegence of
the cop.

’

In addition, the delged planting pevent
ed mosfTexas poduces from gowing a
second“ratoon; crop by reflooding the
stutble of the frst. About 40 pecent of
Texas poduces typically hawvest a atoon
crop, accounting ér ebout 10 pecent of
the st&e’s total output. Cold eeher this
spling also delged cop emegence in the
Delta, postponingield flooding and caus
ing mary famesrs to ely on herbicides
to contol weeds until theldod was
estdlished

Rice aea is up inikve of the six ice pio-
ducing stées,with the geaest inceases
appeaing in the Mississippi Deltaegion.
Arkansaswhich produces wer 40 pecent
of the US. crop, accountsdr 69 pecent
of the net gin in U.S. rice aea this par
All of the increase vas Dr long gain, the
bulk of it in the Mississippi Deltaegion
of the stée, accoding to stée extension
specialists. Other dis in the Deltaice-
growing region reported inceased a@age
as well—Mississippi and Missour
expanded long i@in plantings 29 and 8
percent,and stée extension specialists
believe notheast Louisiana plantings
are up.

Texas is the onl stae to eport dedining
rice aea br 1997. Long tpin aka—
which accountsdr over 95 pecent of the
stae’s clop—is davn 35,000 a@s,a 12-
percent detine, while medium gain aea
fell 5,000 aces,a 50-pecent detine. The
recent &m program danges accountdr

some of this loss. Because of higher costs,

Texas poduces had elied moe on fimm
program paments to mak rice faming
profitable. With the end of sut programs
in 1996,mary Texas landwners have
abandonedice faming and meed
acrege they had peviously maintained to
meet mininum planting equirements ér
rice piogram bendfs, into other uses.

Texas ice aceaye, however, had been
dedining steadiy in recent yars and is
down nealy 100,000 aas flom the edy
19905 and nedy 300,000 since 1980/81.
Texas poduces face seeral production
disadrantages compagd with other south
em stdes. Rrst,the stée is a high-cost
rice pioducer especialy in expensesdr
water, which must be pumped ém ruch
deger wells than in the Deltand br
which rice famers compete with urban
areas lile Houston. Secondonsideable
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seed is lost to migting blackbirds.
Finally, the dimate is too hot and moist
for mary fammers to poduce an economi
cally viable rotation crop. Mary produc
ers inTexas leae a potion of their land
idle, contibuting nothing to ceering
fixed expenses dimg the yeas when
their rice land is ested

Yields in Calibrnia, in contiast to the
South,are expected to xceed 1996 due tc
very favorable weaher thoughout the
growing seasonThe average yield in
California is estimeed d 8,200 pounds
per ace, up over 9 pecent fom 1996.
California pioduces atieve average
yields 40 pezent higher than in the
South.This is due paly to the cooler
drier dimate, which typically has less
pest and diseaseghtems and suppts
higher yielding waiieties. The Calibmia
“japonica”-type ice is viaved by most
intemaional kuyers as supéor to south
em medium gain rice for direct food use
and typicaly sells @ a pemium. In &ct,
the two lagest breign huyers of US.
medium gain rice—XJpan andlrurkey—
geneanlly purchase ont California rice.

California, which grows piimaiily medk
um gain rice and account®of the llk of
the US. medium gain ciop, reported tice
plantings of 515,000 aes,up 13,000
from 1996.,including a 7,000-aer
increase 6ér medium gain.An adlitional
5,000 aces of the inazase s in shar
grain plantingsaccounting ér the entie
25-pecent incease in US. shot grain
acregge. Shot grain lice, grown also in
Arkansasaccountsdr less than 1 peent
of U.S. rice ara. Calibrnia shot grain
acrege has inoeased steadilover the
past 2 yas—from 10,000 aa@s in 1995
to 13,000 in 1996 and 18,000rf1997.

Rice Piices Shav
Stead Strength

The 1997/98 seasowerage famm price
for rough—unhus&d—iice is pojected to
be $9.25 to $10.25 per cwtjth the mid
point 15 cents belw last seasos’$9.90.
The 1996/97 seasomwaage plice was the
highest since 1980/8and this gars pio-
jection would be the second highest.
Since 1980/819nly the 1995/96 season-
average piice exceeded $9 per cwit.

U.S. Rice Stocks Drop to Lowest Level Since 1980/81
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Economic Research Service, USDA

U.S. rough ice typically traded &$6-$9
per cwt flom 1982/83 thwugh 1994/95,
although in the mid-1988, when &ports
were stgnant or delining, some monthi
prices dopped to just $4-$5 per cvand
the 1986/87 seasomnarage famm piice
dropped to just $3.75 per cwt. 8 fam-
level monthy-average piices stated to
climb in the second half of 1995
response to contired gowth in U.S. rice
consumptiona smaller US. crop, and
increased wrld demand ér high-quality
rice impots. Since Neember 19950.S.
farm piices hae exceeded $9 per cwit.
Monthly rice piices contined to rse dur
ing 1996/97 and ha& averaged aver $10
per cwt since aruary 1997.

This sping’s stong US. rice piices vere
suppoted by expectdions of extremel
tight domestic suppliegspecialy for long
grain fice. The 1996/97 m&eting year
ended onuly 31 with total ice sto&s
estimaed d 23.9 million cwt and a stés-
to-use atio of 13 pecent,both davn
slightly from the pevious years alead/
low values.The 1996/97 stdes and
stodks-to-use atio were the lavest since
1980/81,a year vhen the seasonvarage
fam price for rice was $12.80 per cwt.

For long gain rice—which accountsdr
neaty 70 pecent of US. rice poduc
tion—ending stoks in 1996/97 wre only

Stocks -to-use ratio

88/89

92/93 96/97

1996/97 estimated, 1997/98 projected.

9.1 million cwt,yielding a stoks-to-use
ratio of 7.4 pecent. In adition, the
delayed planting this gar inTexas—
typically the frst stde to havest ice—
meant thathe 1997 harest bgan laer
than nomal, stretching last wars stoks
further and ading to the alkead/ tight
long gain suppy situaion. Long gain
stodks and stoks-to-use atio had
dedined eat year since 1993/94.

The medium tain situdion in 1996/97
was less tightwith ending stoks estimé
ed a 14.2 million cwt and the st&s-to-
use gtio a 24 pecent,although both
were davn from a ear edier. An 11-per
cent incease in mduction in 1996with
only a \ery small incease in gports in
1996/97 account or the elaively sbun-
dant medium gain suppy situdion.

For 1997/98}otal rice ending stdcs ae
projected to be 24 million cwyjielding a
stods-to-use atio of just 12.5 perent,
down from 13 pecent br 1996/97The
stodks-to-use atio for 1997/98 wuld be
the lovest since 1980/81yith 1996/975
ratio ranking second

The lager 1997 ice ciop is pojected to
raise long gain ending stdcs in 1997/98
to 12.6 million cwt,increasing the stads-
to-use &tio to 9.5 pecent. But gen with
these inceasesthe tight suppl situdion
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will keep long gain piices stong duing
the 1997/98 méeting year

For medium/shdrgrain rice, a smaller
Delta cop and essentiglisteag demand
will pull ending sto&s davn 10.8 million
cwt in 1997/98Jowering the stoks-to-
use Htio to 18 pecent.

World RiceTrade
Stronger Since 1995

A contiibuting factor in stong US. rice
prices has been thavorld trade inceased
to a lecod 21 million tons in 1995 and
has emained han eleated level since
then. Fom 1980/81 thwugh 1990/91,
world rice trade had accountedrfunder
4 pecent of total use and ver readed
14 million tons. Since 199%ade

has accountedf almost 5 perent of
total use

Several factoss eplain the higher beel of
world rice trade in ecent yars. Frst,
strong income gowth in much of Asia has
led to geder demanddr better quality
rice by higher income urban consurser
Seconda reduction in tade batiers has
opened some migets to ice tade—most
importantly the patial opening of the
Japanese and Southokean makets.

Japan impots almost eclusively high-
quality jgoonica-typeice, with U.S.
growers accountingdr neaty half of
these sales. d&tea has thusaf tuned to
India and Chinadr its impots.

Finally, a faster ate of gowth in world
consumption than in pduction in ecent
yeas has aeaded geder demanddr
imported iice. This has been paculardy
true for Latin America. Since 1993razil
has been one of theond’s laigest
importters, typically taking over a million
tons anmally. Argentina and Urgugy
have supplied most of Bril’'s impot
needs.

Thailand is the wrld’s lagest eporter of
rice, and tades a lwad aray of rice types
and qualitiesThe US. exports mosty
high-quality ice, primaiily to theWesten
Hemisphee, Westen Euiope some high
er income Midlle Easten counties,and
Japan. US. rice eports for 1998 ae pio-
jected @2.7 million tonsup 200,000
from 1997 The incease is aasult pi-
maiily of the geder U.S. suppy. U.S.
exports were piojected to ddme along
with rice aceage following the temina
tion of defciency payments in the 1996
Fam Act, but stong demand and lger-
than-epected supplies ke alloved the
U.S. to remain a majorxorter.

U.S. Price Premium Over Trade Competitors Has Widened

$/ton
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1992 93 94

U.S. f.o.b. gulf port

Thai f.0.b. Bangkok

Premium

95 96 97

Thai 100-percent grade B and U.S. No. 2, 4 percent brokens are comparable quality milled
long grain rices. Monthly-average of offer-price quotes.

Economic Research Service, USDA

World rice pioduction is pojected to be
379 million tonsjust belav the 1996/97
recod of moe than 380 million bt 1.2
million tons beleov projected useThese
projections vould result in an almost 2-
percent dop in ending stdcs from a year
eatier, yielding a stoks-to-use atio of
14 pecent,down from 14.5 perent in
1996/97. Global aade is pojected to
reat 18.4 million in 1998up from 17.9
million this year and the thit highest on
recod. The combin#ion of tighter sup
plies and geaer trade limit the likelihood
of ary drop in trading pices flom the
alread high levels of 1996/97.

El Nino Delays
Asian Monsoon

El Nino—a peiodic warming of the topi-
cal Racific Ocean thhaltels weaher pa-
tems in topical and subtpical egions—
is curently affecting weaher in pats of
Asia, westen SouthAmerica, and
Australia and will contiie to afect
wedher into the spng of 1998 While
current pojections assume nol weah-
er for the emainder of the 1997/98ayp
year anaysts will dosely monitor El
Nino for ary potential impacts on op
production.

Thus fr, the weaher efects of El Nino
have induded a delged and awrtic mon
soon in pats of South and Southedstia,
which has disupted nomal rainfall pa-
tems in sgeral major ice pioducing and
exporting counties.About 90 pecent of
the world’s rice ciop is gown inAsia,
with much of theAsian cop dgpendent
on the timing and consistenof the
monsoon.

Rice gowing aras inThailand—the
world’s laigest ice exporting county—
and in the Philippines and Indonesia—
two of the vorld’s laigest ice impoting
counties—ake &peliencing doughts.
Drought has also &dcted the pmary
rice gowing region of Australia. In con
trast,India and Bangladesh V& expeli-
enced heay rain and fooding in their
main iice gowing aeas. Rits of westen
SouthAmerica hae faced torential ains
as vell.

Nathan Childs (202) 501-8513
nchilds@econ.g.gov



Agricultural Outlook/September 1997

Economic Research Service/USDA

13

Jack Harrison

1996 Farm Act
Sets Stage for
Acreage Shifts

n the first two seasons under the ney
I farm legislation, U.S. farmers adjuste

their planting decisions to take advar
tage of strong crop prices. In 1996, tota
acreage planted to principal crops rose
more than 16 million acres to 334.5 mil-
lion, with acreage in 1997 remaining
nearly unchanged from the 1996 level.

The Federal Agriculture Improvement
and Reform Act of 1996 (1996 Farm Act
allows farmers more flexibility to respon
to strong market price signal&@
Supplemenipril 1996). The eight major
crops most affected by the change in pg
cy are wheat, corn, sorghum, barley, oat
upland cotton, rice—all previously cov-
ered by supply management programs-—
and soybeans. Total plantings for these
eight crops rose from about 245 million
acres in 1995 to 261.6 million in 1996,
falling only slightly to 261 million in
1997. These crops accounted for virtual
all of the changes in principal crop
acreage during the past 2 years.

Increased total acreage reflects the sup
response to higher absolute prices. In

addition, a change in the mix of planted
crops is a response to changes in relati

prices among the crops, combined with
some year-specific weather-related eve
Increased planting flexibility under the
new farm legislation facilitated producer
ability to change land use.

The farm legislation enacted in 1996
made important changes in the nature @
government commodity programs, inclu
ing supply management for major field
crops. The 1996 Farm Act increased far
ers’ planting flexibility by eliminating
acreage reduction programs (ARP’s), ba

L

modity program changes that increased
tplanting flexibility. Some of the 1996
acreage increase resulted from double
s5'counting of failed winter wheat land that
was replanted to alternative spring-planted
crops. In 1997, total plantings remained
near the 1996 level, but a new set of rela-
f tive prices led to a different mix of crops
y-planted.

mkand idled in 1995 likely provided much
of the acreage gains during the past 2
1sgears, brought into use in response to high

acreage planting requirements to maintaiprice incentives. In 1995, the last year

eligibility for program payments, and lim
its on flex acreage that farmers could
plant to other crops. The increased plan
ing flexibility has facilitated producers’
ability to adjust both total land use and
the cropping mix over the past 2 years.
Some planting constraints continue for
program participants under the 1996 ac
in the provisions for conservation of
highly erodible lands and protection of
wetlands.

Under a continuation of previous farm

law, higher prices in 1996 and 1997

would have brought additional land into

/ production from previously idled acres,

dand 25-percent planting flexibility would

“have allowed switching among crops (1
percent “normal” flex acres and 10 per-
cent optional). However, base acreage
considerations, limited flexibility, and
ARP’s would likely have constrained
acreage adjustments farmers could mak
to the large runup in prices and to the
price relationships among crops. This

) spring, for example, soybean prices

0 exceeding $8 a bushel were high in rela
tion to prices for competing crops

I_such as corn.

|-

SBy removing the base acreage planting
constraints and flexibility limitations of

" previous farm law, the 1996 Farm Act
permitted a faster supply response to th
economic incentives provided by absolu
and relative price movements. Greater
ability of producers to respond to signal

Yfrom the marketplace results in agricultu
al production being economically more
efficient.

Phrhe significant gain in the 1996 aggregs
acreage planted to major field crops wa
due largely to higher prices for most

- under the previous farm law, nearly 5 mil-
lion acres had been idled under corn and
t-rice ARP requirements. Flex acreage vol-
untarily left idle by farmers accounted for
an additional 5 million acres. Another
13.6 million acres had been idled under
voluntary 0,50/85-92 programs.
Within the higher acreage total of the last
2 years, changes in the mix of crops
planted have resulted from relative price
shifts among various crops combined with
year-specific weather-related events.
Large acreage shifts to corn and spring
wheat in 1996 and to soybeans in 1997
reflected price incentives that favored
planting those crops rather than compet-
b ing crops, as well as some weather-
induced planting adjustments.

For 1996, in eight southeastern and Delta
states (Arkansas, Louisiana, Mississippi,
€Alabama, Georgia, South Carolina, North
Carolina, and Tennessee), corn acreage
increased sharply and soybean plantings
rose, while upland cotton and rice acreage
- fell. Corn prices in the spring planting
season were very attractive relative to cot-
ton prices, and opportunities for early har-
vest provided additional incentives for the
shift to corn. In 1997, soybean plantings
grew further in these states as strong soy-
bean prices drew acres from upland cot-
eton, corn, and wheat. Rice acreage also
terose in 1997, reflecting strong prices this
year.

D

Mn Texas, Oklahoma, and Kansas, acreage
rose sharply for sorghum in 1996, due in
part to its strong prices. Sorghum gains
also reflected replanting of failed winter

itevheat area to sorghum and drought-

s induced shifts from cotton in Texas. In
1997, total planted area in these states is

€major field crops, combined with com-

smaller partly because of the double
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Relative Commodity Prices Are a Key Factor in Planting Decisions

8 Major Crops

Million acres Price index*
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counting in 1996 ofdiled winter vihed
land tha was eplanted Plantings of
soighum in 1997 ddimed shaply as its
prices Ell relaive to whed and cotton,
although sayhum aea emained bove
1995 levels.

In MinnesotaNorth Dalota,and South
Dakota, strong pices in 1996 pushed up
total plantings. Br the thee-stée total,
the incease in plantings as dout equal
to the amount of land idled under asah
commodity pograms in the pavious year
Spiing whea and con cgtured most of
the 1996 a@age quin, reflecting higher
relaive plices,with soybeans and by
rising less. Nothdly, high whed prices in
the sping of 1996 following the educ
tion in winter whed production potential
in other egions of the couny, provided
a stong incentie for sping whed area
expansionAlso, acreaye planted to sun
flowers and other minor oilseedslifin

1996, reflecting laver piices eldive to
whed.

Some of the 1996ain in sping whed
acregye likely occured on land typicayl
in summer &llow, as plantings &re no
longer limited to the pygram ciop
acregye base of por law. In paticular,
1996 vhed plantings in Noth Dalota
equaled thiastae’s 1995 whed acreage
base pluslaout two-thirds of the 1995
total nomal flex acreage of other pogram
crops.This sugests tha1996 Noth
Dakota whea plantings vould hare been
hard to ahieve within the pogram
bounds of pavious legislation.

For 1997,in contast,strong sybean
prices elative to con, whed, and baley
shifted land in the tstate region to sg-
beans fom those competing @ps.
Acreage planted to minor oilseedaps
also ebounded someha this year on the
strength of oilseed foes.

In the Con Belt,a lage increase in 1996
plantings came mostifrom land idled
under anoal commodity pograms in the
previous year Strong pices br con rela
tive to competing aps led to car plant-
ings caturing nealy all of the egion’s
increase in total aesge. Additional
increases in Car Belt plantings in 1997
pushed the 2gar @in in aceage éove
the amount of land idled under arah
commodity pograms in 1995. Stmg sg-
bean pices elative to con and vhed
prices shifted land to gbeans in the
region for 1997 ,with com aces ising
less and \wed area flling. The nealy
complete plantingléxibility helped in
attaining these adjustments.

Paul Westcott (202) 219-0609 and Ed
Young (202) 219-0680
westcott@econggov
ceyoung@econggov
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benefits between agricultural, urban, an
environmental demands.

0 Florida Bay and Gulf estuaries. As flood-
waters receded during the dry season,
moisture stored in the thick peat soils of
the Everglades would help to maintain
surface water in wetlands and deepwater

The historic Everglades basin—extendingsloughs, providing continued freshwater

from the Kissimmee River drainage to theflows to the marsh and coastal estuaries

Florida Bay—was a vast system of hydrothroughout the year and across multiple

Development & Its Impacts

Florida Tourism Industry Marketing Corp.

Restoring the
Everglades:

logically connected wetlands and a rich
mosaic of smaller micro-ecosystems

reflecting different topographic features
and soil types, small-scale climatic varig
tion, and frequent natural disturbances.

dry years. The naturally low nutrient con-
tent of the water accounted for the rather
sparse, open character of much of the

- Everglades marsh—providing well-

oxygenated conditions for many aquatic

Over the years, the various wetland plantspecies at the base of the food chain.

communities provided an abundance of
wildlife habitat and sufficient habitat
diversity to sustain populations through
natural disturbances such as flooding,
drought, fire, and tropical storms.

to follow a predictable seasonal pattern
critical to life cycles of native wildlife.

During the wet summer-to-fall season,
Lake Okeechobee—the heart of the
regional hydrologic system—would swe

D

Waterflows through the watershed tended,

Human settlement and economic ex-
pansion have profoundly altered the
Everglades. Wetland conversion for
agricultural and urban uses substantially
educed available land for wildlife habitat,
natural environmental functions, and
opportunities for recreation and other ser-
vices. Of the remaining wetlands, large
areas are seriously degraded due to dis-
ruptions in natural water flows and
impaired water quality, with dramatic

and overflow with heavy runoff from
northern tributary basins, forming a vast, changes in community composition, loss
slow-moving “river of grass” through the| of biodiversity, and risk of extinction for
Everglades marsh roughly 50 miles wide¢ many species. Moreover, the continued
and extending 100 miles south to the | decline in natural systems threatens the

Challenges for
Agriculture

effects on native wildlife, including

ne of the most ambitious environ
mental restoration efforts—the
South Florida Ecosystem
Restoration Project—is now underway
to restore the natural functions of the
Everglades watershed. The Florida
Everglades watershed is among the
world’s most productive and biologically
diverse wetland/estuarine ecosystems. [
urban and agricultural development in
south Florida, supported by past public
policies, has resulted in significant dam-
age to the Everglades’ natural systems.

The Central & South Florida Project

The Central and South Florida Project (C&SFP) is the primary means of drainage,
water supply, and flood control for agricultural, urban, and environmental purposes in
south Florida. The U.S. Army Corps of Engineers (USACE) has had lead responsibility
for project design and construction. The South Florida Water Management District, a
regional public agency, manages the system in cooperation with the USACE.

(o)

Project construction extended from the mid-1950'’s through the mid-1980’s—with
main features essentially in place by the mid-1960's. Construction costs totaled
$252 million between 1950 and 1985, 80 percent financed through the Federal gov-

. . ernment.
Restoration of natural systems, combine

with a rapidly expanding urban sector,
will place increasing demands on the ag
cultural sector to adjust traditional pat-
terns of land and water use. But the pre
cise demands on agriculture, and the
appropriate mix of strategies to meet
those demands, are not fully known. An
economic analysis can aid in developing
restoration strategies that balance resol
allocations among competing uses.
Economic analysis provides a framework
to assess the tradeoffs and potential joint

The C&SFP represents regional water management on a massive scale.
Encompassing an 18,000-square-mile service area stretching from Orlando to the
Florida Bay, the project includes more than 1,400 miles of canals and levees, with
pumping stations, locks, floodgates and other water control structures.

=

Main components of the C&SFP infrastructure are the upper Kissimmee basin
impoundments and channelized Kissimmee River; the Lake Okeechobee levee and
pumping system; the Everglades Agricultural Area, a large area of the northern
Everglades designated for agriculture; three Water Conservation Areas consisting of
five pools managed primarily for water supply and flood-control purposes; and the
perimeter levee through the eastern Everglades, providing flood protection to agricul-
tural and urban areas, and serving as the westward limit for most development.

-
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long-tem prospeity of local economies
dependent on toism, fishing and ade
guéae freshvater supplies.

Wetland corersion Land deelopment
for agriculture and urbanx@ansion—sup
ported by eatier pulic policy to redaim
wetlands 6r economic uses—has dimin
ished the wtland esouces in south
Florida by an estimged 1.1 million aces,
about one-half of the aginal wetland
expanse Eaty development actiities dur
ing the 19205 and 193® focused on land
redamdion and dainage for agriculture.
Constuction of the Centdd and Souther
Florida Poject pemitted an acceleation
of wetland cowmersion after the mid-
19505. Noth of the Eemgladesextensve
diking and tannelizéion eliminged his
toric floodplain wetlandsand lage tracts
of wetland/upland girie were cowverted
to improved pastug.

South of Lak Oleedobee 700,000 aas
of maish—moughly one-burth of the his
toric Everglades—has been doped br
irrigated poduction of sugrcane and
other cops in the EgmgladesAgricultural
Area (EAA) since the 195’ Extensie
seasonal etlands in southeast Fida
were diained and desloped br high-al-
ued fiuit and \egetable production and
residential deelopmentWhile agricultur-
al development on pvate lands emains a
factor in wetland cowmersion—paticularly
the epansion of citus in southwest
Florida—urban gowth in the coastal
areas of south Flada is expected to
account 6r most futue wetland losses.
Although pullic ownership and st and
local contols over much of the centl
and souther Everglades hee resticted
land derelopmentmuch of the emaining
wetland has been geaded

Water-flow modifcations. Highly regulat-
ed water systems—initiajl to suppor
agriculture and inceasingy for urban
development—heae vastly altered the
guantity distribution, and timing of veter
flows thioughout the Esmglades vater-
shed Alteration of historc flow patems
has dgraded nuch of the emaining
undereloped vetlandsand is perhgs the
single most impdant factor unddying
ecosystem ddioe in south Floda.
Managed weter releases tlmugh the
Everglades mah system ha been limit
ed in most gars, with much of the noth-

South Florida Ecosystem and Major Natural Resource Areas

Caloosahatche

B Everglades National Park
[ Everglades Agricultural Area
[ Lake Okeechobee

Economic Research Service

em basin unof diverted to seadr flood-
control purposes. Naural patems of high
and lav flows have been eplaced with
rapid fluctuaions in water depth and loss
of flow variability across the gas.

Landscae fragmentdion—due to canals,
leveesroads,and other stictues—has
further disupted the naral flow of water
from Lale Oleedobee though the
Everglades. Land subsidence due to
drainage has limited the basmcaacity
to stoe and egulae water flows, while
reducing the gadient necessgito route
water southvard. As a esult,reduction of
freshvater inflow to southem estuaies
has inceased saline conceations and is
believed to be a majomattor in the
dedining maiine life of Floida Bay.

Kisgimmee River

Florida

Locator map

St. Lucie

Scale in Miles
— |

40 60 80
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Water quality impaiment Degraded
water quality fom ariculture and other
land uses is a geus concer in aeas of
the watershed Water quality can hee sig
nificant impacts on rieve wildlife—either
directly through adjustments in xeity
and xygen concenttions—or indiectly
through dhanges in plant comemities and
animal oganisms equired to suppar
aqudic systems.

Nutrient munoff from livestod opestions
and urban deelopment in the ndinem
drainage aea has conitouted to high
phosphous concenttions,low dissohed
oxygen lesels,and lage dooms of alge
in Lake Oleetobee Irrigation drainage
flows containing khemical &tilizers and
pesticides hae impaied weter quality in
some disharge aeas of the ndhem and
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easten Everglades. Sedimentdm fam
fields and canals has caused silting dan
age in coastal estu@s. In adlition,
drainage of oganic soils eleases raral-
ly occuring nitrogen and phosphas to
the enironment. ally, wetland cower-
sion has limited the lansl'cgacity to fl-
ter pollutants and sedimenthile water
diversions alter pollutant concestions.

Adjustments inAgriculture
Will Aid Restoation

Agriculture is a major indusgrin south
Florida, accounting ér more than half of
U.S. cane sugr pioduction and a signif
cant shag of winter \egetales, citrus
fruits, and other psducts.While the south
Florida econorg has dversified in recent
decadesagriculture remains an impaant
source of income to theegion—providing
about $1.5 billion in annal sales. Cuent
options to estoe ecolgic functions in
south Floida could affect the aga’s ayri-
cultural production in seeral ways.

Increased feshvater inflows to the
Everglades mash would be accom
plished in pat, through wet-season ater
retention on gricultural lands. Some
restictions on vater suppy and food
control for agricultural puposes wuld
likely be equired to meet anronmental
and &panding urban needs. Muof the
land soughtdr ervironmental estoe-
tion—flow-ways, filtration pondswater
preseves,and wildlife coridors/tuffers—
would have to be obtained tbugh acqui
sition of pivate land curently in crop
production or paste Changs in iiming
practices and input use will bequired to
adhieve stae water mangement and
water quality standais.

Cropland eductions Land acquisition is
a high-piority activity under the south
Florida restoetion program. The 1996
Fam Act allocaed $200 million fom the
Treasuy to the Seatary of the Inteior
for south Floida restostion, to be used
for land acquisition and other pases.
Specifc land-acquisition needs potential
affecting ariculture indude esevoir-
storage developmentflow-way constuc
tion, constucted vetlandscanal system
improvementsand wildlife mangement
areas.

Government Efforts to Restore the Everglades

Growing concen over recent decadedaut the dgraddion of ndural systems in
south Floida led to inceasingy insistent callsdr pubic action. In 1983the stée of
Florida initiated the irst of a sdes of egional restoetion projects designed to gtect
and estoe key fedures of south Flada’s ndural landscpe—the Kissimmee Rér,
Lake Oleedobeg Big Cypress Swamp,the Water Conseration Areas,and
Everglades N#donal Rark. The litigation tha followed over legal and fnancial espon
sibilities of pivate, stae, and Fedeal entities in theacorery process led to the
Evemglades Brever Act, passed Y the Floida Legislature in 1994.

Principal elements of the act ilncle dilectives to estict pollutant disbaiges in the
northem Evergladesto restoe moe ndural hydrologic flows thiough the
Everglades mah systemand to estldlish financing mehanisms ér recovery pro-
grams.The act alsogafirmed a stwng Fedeal commitment to the south Fida

restogtion effort.

The Federnl Restoation Task Force founded in 1993has sought to intgate
ecosystemastogtion eforts acoss pmncipal Fedeal and stte ggencies and Nave
American tibal govemments enaged in estoetion eforts in south Flada. The
Govemor's Commissiondr a Sustainale South Floida was esthlished in 1994 to
define bioad pmciples br south Floida ecosystemesstoetion and to pioritize

restogtion actvities.

The US. Army Corps of Engneess, in coopestion with the South Floda Water
Management Distict, is directing a major Reconnaissance $tofithe Cental and
South Floida Poject water contol system to identify opetional and stuctural
modifications to meet long-ten regional water needsThe intent of the stuydis to
provide broad stategies guiding lydrologic restoetion while maintaining or
enhancing other authiaed pioject puposes.

However, large-scale by-out of aricul-
tural intelests to meet all @ironmental
needs my not be economicallfeasilbe.
Other potential means of acqai land-
use ights indude land &changes,shot-
term or pemanent easemenisnd tempe
rary transker of useights (wet-year food
retention/dy-year water stoege) on an as
needed basis. Easemendsig-tem con
tracts,and other gerues br restogtion
may play a moe pominent ple in south
Florida under the Esrglades estogtion
program.The emoval of a lage amount
of acleage from ayricultural production
could hae signifcant economic costs to
the region; equvalent enironmental ben
efits may be possite through other ém-
level adjustments thaaid restogtion.

Cropping shiftsChanges in copping p&
tems and aop type mg help to intgrate
agricultural production with néural
hydrologic systemsenhancing ongm
water stoege and slwing soil subsi
dence Reseathers ae deeloping nev
sugprcane \arieties with geaer toleance

for shallav water tables and gtended
flooding Rice—curently grown in rota
tion with sugircane on limited aeege in
the EAA—has beerecommended as a
cost-efective means of comtling soil
loss because it is éobd-toleant cop
with peak irigation demands dimg the
wet summer seasoand it has compaf
tively low fettilizer requiements.

Other possile enteprises intude aqutc
cover ciops and pdial corversion to vet-
pastue beef-cttle production or to aqua
culture. Adjustments in @pping pétems
will depend on the economic \ddity in
large-scale pwduction,restictions on
expansion of alterative enteprises,com
pens#ion incentves to encowge adop
tion, and efects on water quality

Improved mangement pactices On-farm
resouce mangement—or the mamged
allocaion of land water, chemicalsand
other puchased inputs within theuiming
system—is a &y element of the
Evemglades estoetion program. USDA—
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in coodination with the South Flada
Water Man@gement Distict and the Flada
Departtment of Erironmental Rotection—
helps identify gricultural best mange-
ment pactices (BMPs) to educe poduc
tion impacts on rtaral systemsand po-
vides tebnical assistance and cost shagr
to promote BMP adoption.

Management of aplied fettilizers and pes
ticides—irvolving assessment ofap
needs and impked gplication and tim
ing tedniques—is essential in meeting
water quality standals. Water-table man
agement is equired to minimiz soil sub
sidencereduce elease of soil utrients,
and enhancergund-water stoege.
Recommended pctices intude timed
pumping of vater based onainfall events,
and installion of canal iser contols to
maintain higher eerage weter tables and
reduced dpth fluctuaions. Dainage
manaement—iwvolving weter retention
and e-use—can minimg pollutant load
ings into the egional weter system.

Improved soil and \ater mangement
practices aass the Egmglades vatershed
have alead/ had signiicant bendtial
impacts on ntral systemsAdoption of
BMP’s in the 198 for daily, livesto,
and poulty production has contruted to
improved water quality and educed algl
blooms in Lalke Okeetobee Improved
practices ér sugarcane poduction in the
EAA have reduced phosphos distarges
into the nothem Everglades iy 68 per
cent wer the 1979-88 base jped, well
ahead of egulatory schedulesAn initial
evaluaion of a 4,000-ae filtration pond
indicaes tha 40,000 pounds of phospho

rus per yar were successfull removed
from EAA drainage flows pior to dis
chamge into the egional drainage system.

BalancedApproac
Is Needed

The ewironmental ben&f of maintain
ing a stong ayricultural sector need to be
consideed when assessing the beitef
and costs of altegtive restostion mea
sures.Agriculture mg be the most efi-
ronmentaly benign use of deloped land
and in some casesnay produce lager
beneits than nonmarged uses.

Agricultural lands often sege as a bffer
to encoading urban deslopmentand
can estict the spead of &otic and mii-
sance species to unddoped agas.
Cropland soils mabe manged to stoe
wet-season ater suppliesreducing food
impacts danstream. Under mper man
agement,crop pioduction can also
improve water quality ty removing excess
nutrients fom gound and susice vaters.
Land mangement pactices—sula as -
terstiips, set-asidesflooding of fallow
fields,and dain-weter retention—povide
important wildlife haitat beneits.
Finally, a stong aricultural sector will
remain an impdant souce of everue for
ongoing restoetion initiatives.

Efforts to estoe the south Flada
ecosystem will deend on success in
recreding essential functions of the toa
al system wile providing for manaed
growth and economic acfity. The ole of
agriculture will depend ultimaely on

tradeofs in beneits among gricultural,

urban,and ernironmental uses of land and
water resouces.An economic assessment
of relaive benefs and costs thairise

from futue resouce allocéions is essen
tial to adieve a balance bewen aricul-
tural produces, the egional econory,

and emironmental quality

Marcel Aillery (202) 219-0427Rotbin
Shoemadr (202) 219-0936and Magriet
Caswell (202) 219-0507
maillery@econ.g.gov
robbins@econ.g.gov
mcasvell@econ.g.gov

Upcoming Reports—USDA’s
Economic Research Service

The following reports will be
issued electronically on dates
and at times (ET) indicated.

September

15 Cotton & Wool Outlook

(4 pm)**
Feed Outlook (4 pm)**
Oil Crops Outlook (4 pm)**
Rice Outlook (4 pm)**
Wheat Outlook (4 pm)**
Tobacco*
Europe Data Update
Livestock, Dairy, & Poultry

(12 noon)
Sugar & Sweeteners*
Agricultural Outlook*
U.S. Agricultural Trade Update*
Agricultural Income & Finance*

*Release of summary, 3 pm.
**Available electronically only.



20 Economic Research Service/USDA

Agricultural Outlook/September 1997

Special Article

[0}
(8]
=
(@]
£
L
5
E
c
c
Q
£
£
[}
>
o
O
c
[of
L
x
[}
=

NAFTA's Impact on
U.S. Agriculture:

The First 3 Years
he North American Free Trade Agreement (NAFTA) hal

I had a positive overall effect on the U.S. agricultural sec
reinforcing the trend toward greater integration of mark
in North America and enhancing the competitiveness of U.S.
agriculture. From implementation of NAFTA through 1996, to
U.S. agricultural trade has grown rapidly, rising from nearly $§
billion (exports $43 billion, imports $25 hillion) to about $94
billion (exports $60 billion, imports $34 billion). In relative
terms, the share of trade with NAFTA partners has held stea
about 24 percent of total U.S. agricultural trade.

During the 12 months prior to NAFTA's January 1, 1994 impl
mentation, U.S. agricultural trade with Canada and Mexico

totaled just over $16 billion (more than $9 billion in exports aint

$6 billion in imports). By the end of 1996, just 3 years after
implementation, it had grown to over $22 billion (nearly $12
lion in exports and nearly $11 billion in imports).

But quantifying the trade effects directly attributable to NAFT.
is less than straightforward. The increase was not all due to

implementation of NAFTA or the already-existing U.S.-Canada

Free Trade Agreement (FTA). The initial years of NAFTA imp
mentation have coincided with significant changes in the don
tic agricultural policies of the U.S., Canada, and Mexico and
the global trade policy environment. These policy reforms hal
affected some commodity markets in ways that are difficult tc

)

D

e

separate from the direct effects of NAFTA trade reforms,
because the two are compatible and mutually reinforcing.

Moreover, the peso crisis and subsequent recession in Mexico
seriously disrupted trade in 1995, overwhelming the effects of
the early tariff reductions under NAFTA. Adverse weather condi-
tions which affected Mexican grain and cattle production, and
changing production technology for vegetables, influenced trade
in several agricultural commodities in North American markets.

The collapse of the Mexican peso in December 1994 and the sub-
sequent recession reduced Mexican consumers’ purchasing power
and increased short-term price competitiveness of Mexican
exports. Consequently, U.S. agricultural exports to Mexico
plunged 22 percent in 1995, offsetting the gains from 1994, while
Mexican exports to the U.S. grew 32 percent. The Mexican econ-
omy began a strong recovery in 1996, and U.S. agricultural
exports to Mexico rebounded, increasing almost 55 percent from
the previous year, while imports from Mexico dropped slightly.

Analysis by USDA's Economic Research Service (ERS) exam-
ined the impact of agricultural trade liberalization under NAFTA
and the FTA on trade through 1996—the third year of NAFTA
implementation. The analysis attempted to disentangle the
effects of the changes in tariffs and nontariff barriers under the
agreement from other forces influencing economic conditions
and agricultural markets in North America.

To what extent is the trade growth due to NAFTA? ERS analysis,
which isolated the economic impacts of NAFTA from other
developments, found that U.S. agricultueaportsto Mexico

were about 3 percent higher in 1996 than they would have been
githout the reduction in trade barriers under NAFTA. U.S. agri-

t Ultural exports to Canada were about 7 percent higher because

ta Peso Devaluation in December 1994 Disrupted

6 Normal U.S.-Mexican Agricultural Trade Flows
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Nuts & Bolts of NAFTA

Calendar 1996 mked the thid year of tade libealization
between the US. and M&ico under the Nah Ametrican Fee
TradeAgreement (MFTA) and the eighthgar of an edier
trade greement beteen the US. and Canada. AFTA liberal-
izes tade and imestmentules among the \3., Mexico, and
Canada. It encompasses th&kCanada Fee TradeAgree-ment
(FTA), in place sinceahuary 1,1989,and luilds on the
“Framevork of Piinciples and Rycedues br Consultéons
Regarding Trade and Imestment Rekions” between the US.
and Meico, initiated in 1987.

The US. and Meico began discussions on aek tade gree
ment in 1990and Canada joined the discussions in 19%&.
presidents of all thee counties signed thegreement in
December 1992The US. Congess aproved it in Novrember
1993,and it was signed into {& on December 8993. NAFTA,
which went into efect on aruary 1, 1994, estdlished two nev
bilateral egreements on oss-boder tade—one beteen the
U.S. and Meico and the other beten Canada and Mieo—
adding to the aginal FTA between the US. and Canadalhe
agricultural provisions of NAFTA addressed taffs, nontaiff
bariers, salguads, rules of oigin, and sanitar and plytosant
tary regulations.

Under NAFTA's ayricultural provisions,all taiiffs, quotas,and
licenses thiarestict agricultural trade betwen the US. and
Mexico will be eliminded by the end of the 15gar implemen
tation pefod. Restictions on &out half of all US. agricultural
exports to M«ico were eliminded immedigely upon NAFTA
implementéion in 1994,and rumeious other estictions will be
eliminaed orer 10 years. Agricultural trade betveen Meico
and the US. will be completel liberalized by 2008.

Regarding ayricultural trade between the US. and Canada,
NAFTA provided no ne maket access prisions bgond the
FTA, and in gneal, the wles of the FA continue to gvem
U.S.-Canadian &de Tariffs on most gricultural products taded
between the US. and Canada will be elimited by Jaruary 1,
1998.Taiiffs on cetain pioducts peviously subject to nontifif
bariers will remain in placeCanada will contine to be Ble to
protect its supgl-manayed poducts:dairy, poultry, and ggs.

NAFTA estdlished an greement among the.8, Canadaand
Mexico on sanitay and plytosanitay standads. The areement
requires tha regulaions for the potection of bod saéty and

plant and animal health be consistent with imégonally accet-
ed scientiic standads.And the @reement ecgynized the con
cept of regional, as opposed to tianal, cettification for plant

and animal health standis; and estblished a dispute settlement
medanism to adress sanitgrand plytosanitay issues.

of the free teade @reement. Simildy, U.S. agricultural imports
from Mexico were just awer 3 pecent higher in 1996 than the
would hare been without NFTA, while impotts from Canada
were dout 5 pecent higherA little more than oneifth of the
increase in US. exportsto NAFTA countiies since 1993 can be

attributed to tade libealization under M\FTA provisions,and
slightly less than aifth of the incease in US. imports.

In addition, anaysts & the Dallas Edeal Reseve indicde thad
NAFTA eased tde fows in the vake of the peso @is and po-
moted moe rapid economic @covely in Mexico than might oth
erwise hae occured Perhgs NAFTA's gedest contibution
was in peventing the Mgican govemment fom reverting to the
restictive trade policies thishad been so desttive duing the
debt ciisis of the edy 19805.

A primary U.S. goal in seeking a &de greement with Mgico
was to lo& in the unilderal trade and imestment eforms
Mexico had undegaken in the mid-1988. Mexico’s adheence
to its NAFTA commitments and theypid recovery of trade in
1996 povide compelling eidence thaNAFTA has abieved this.

Trade EfectsVary
Across Countires & Commodities

For most commoditieghe dilect impact of MFTA has been
small becausedde bariers were relaively low before the gree
ment,liberalizaion is ony patially completeand taiffs ae
only one of may factos tha influence tade The lagest
NAFTA-induced tade ©iangs ha&e occured among mducts
having the highest té#ifs and nontaff bariers bebre the aree

Animal Pr oducts Led NAFT A-Induced Trade Eff ects

U.S. exports to U.S. imports from
Canada Mexico Canada Mexico

Range of percent change
Grains & products

Corn 2-5
Sorghum 6-15 2-5
Barley 2-5 2-5
Wheat & wheat products 6-15 2-5
Oilseeds & products
Oilseeds 2-5 (2-5)
Vegetable oils 6-15 6-15 2-5
Animals & animal products
Cattle & calves >15 (>15)
Beef & veal >15 6-15 >15
Hogs 2-5
Pork 6-15
Dairy products >15
Other crops
Peanuts >15
Fruits & vegetables
Fresh tomatoes 2-5 6-15
Processed tomatoes >15 6-15
Cucumbers 2-5
Squash 2-5
Eggplant 2-5 2-5
Snap beans 2-5 2-5
Fresh & processed potatoes 6-15
Frozen broccoli & cauliflower 6-15
Orange juice 2-5
Apples >15
Pears >15

Trade gain/loss attributable to NAFTA. Commodities with changes of at least
2 percent. Data in parentheses are negative (loss).

Economic Research Service, USDA
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Measuring NAFTA'S Impact

USDA's Economic Reseelr Sevice used a yhamic com
putable geneal equilibium (CGE) model to isota the econom
ic impacts of MAFTA on investment and empjonent in US.
agriculture and griculture-related industies,and on gricultural
trade among NFTA signaories. The global model iraded 7
counties or egions and 12 commaodities or se&orhe base-
year d&a used in the styd(1992) were diawn from USDA's
Global TradeAnalysis Poject daabase The model esults or
consumptionproduction,investmentand tade ae derved from
consumer and pducer optimiztion for eat county or region.

In deiiving the esults,the model ifst estiméed the leels of
investmentemployment,and tade thawould hare occured
without NAFTA. This was done ¥ using the Most &ored
Nation (MFN) taiffs and nontaff measues tha ead of the
three countes @plied to other memberof theWorld Trade
Organizdion (WTO) in 1992.Then the MFN ules were
replaced in the model with AFTA provisions br 1996,and the
impacts on imestment and empjment were calculéed The
difference betwen the tw outcomesapresents the parimpact
of the taiff and nontaff changes under MFTA to dae. This
approad assumes thahe domesticgricultural policy reforms
and multilateral trade eforms undetaken in eab member coun
try would have hgppened without WFTA.

To evaluae the impact of KFTA on trade br individual com
modities,the CGE angisis was supplemented with mer
detailed countr and commodity model3hese stidc equilibri-
um models wre used toaluge two scenaps for the 1994-96
petiod based on actuakehang rate and income da.

ment and undegping signifcant ieductions in de bariers the
first few yeas of implementgaon.

Of the US/'s two NAFTA trade pamners, Mexico is the &ster
growing agricultural maket, averaging neaty 15 pecent gowth
per year since 1993;ompaed with dout 12 perent br U.S.
exports to the world. U.S. agricultural exports to M&ico
climbed to $5.4 billion f 1996.

The lagestratesof NAFTA-specifc gains in US. exports to
Mexico have been dr soghum,cdtle, beef dairy products,
apples,and peas.Analysis ty ERS indicted tha U.S. exports of
these poducts vere 10-30 peagent higher in 1996 thanowld hae
occured without the greementAt the same timgJ.S. imports of
fresh \egetebles from Mexico were éout 5-10 pearent higher in
1996 than thewould hare been without thegeeement.

Growth in U.S. agricultural trade with Canada dimg the 1993-
96 peiod has been sleer hut less wlatile than tade with
Mexico becauseas a maure maket, Canadian consumer
demand iseldively stable. Also, the US.-Canada FeeTrade
Agreement had adad/ been in placedr over 4 years by 1993.

U.S. aricultural exports to Canadargw to $6.1 billion ly 1996.
The lagest quins br U.S. agricultural exports to Canada becaus

The frst scendo simulated the tade fows tha would hae
occured without MAFTA. As in the CGE-onl anaysis,the MFN
taiffs and nontaff measues br eat county were used to g
erate a base estirtevof the tade thawould have occured with
out NAFTA. Where impot licenses or quotasese replaced ly
taiff-rate quotas under the Wguay Round greement (imple
mented athe bginning of 1995)anaysts made irdrmed judg
ments aout the lgel of impots tha might hare occured in the
absence of WFTA. The second sceraralteled the tade wles
for eath member counyrfollowing the tems of the MFTA
agreementand compaed the estimed tade dangs to those
deiived without MAFTA. By compaing the diference in the te
scenaios, it was possile to estimée NAFTA's impact in the
absence of the economiweaher, and other drces thahave
affected spedi€ North American commodity méets in the past
2 yeas.

Since MFTA is essentiayl three bilderal egreements (Canada-
Mexico, U.S.-Mexico, and US.-Canada under the K, anaysis
of NAFTA without assessing the impact dfamges in Canada
would have provided an incomplete pictarof the diects of tade
liberalization on the US. The FTA was subsumed undeARTA
a the bginning of 1994and the no-IMFTA scenaio explicitly
assumes no FATas vell. Because . bilateral trade libealiza:
tion has poceeded fuher with Canada than with Mieo for
mary commoditiesa retum to MFN teament implies a lajer
shift in bilaeral trade wles with Canada than with Meo.
Consequenyl the lesults br Canada maseem lager than one
would expect intuitvely, because theare caturing the full scope
of liberalizaion between the US. and Canada since 198t just
the liberlization tha has occued since 1994.

of NAFTA (and the subsumed RJ have been in beef anceal,
whea and vhed products,vegetable oils, processed anddsh
tomaoes,and other ggetales.

Agricultural commodities thawere freely traded bedfre NAFTA
have not been dactly affected ly the ggreementThe US. taiiff
on cofee impots was 210 bebre NAFTA; therefore, the recent
increase in WS. coffee impots from Mexico cannot be edited
to NAFTA. Likewise trade in ots betvween the US. and Canada
caried zro taiffs bebre the FA, so NAFTA does not gplain
the recent inceases in LS. impots of ods from Canada.

NAFTA has not gt provided for signiicant trade libealization
in all agricultural products. Br Mexican impots of con, dry

beansand poulty, over-quota taiffs remain pohibitively high.
However, the M&ican govemment tiose to gpand the quotas in
some ass, and this polig rather than MAFTA has alleved US.
exports of these commodities to imase Similaty, dairy, pouk
try, and @gs still face pohibitive oser-quota taiffs in Canada.

NAFTA tariff reductions on 8. impotts of winter tom#oes
from Mexico have been gty small,less than 1.5 peent on an
ad \alorem basisTherefore, only a small parof the incease in

etrade can bettributed diectly to the taiff changs.The peso
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NAFTA: Impacts on U.S. Consumers

Trade libealization under M\FTA increased pyduct aailabili-
ty, lowered pices br some poducts,and povided geaer \ari-
ety. During the 3 yars since MFTA’s inception (1994-96)U.S.
agricultural impotts from Mexico grew 38 pecent compasd
with the 3-year peiod preceding MFTA (1991-93),while U.S.
imports from Canadamgw 46 pecent. US. impotts from all
non-NAFTA souice counties gew only 18 pecent,suggesting
tha NAFTA has had a sigridant efect on impots from Canada
and Meico over and aove the gneal increase in impds from
all souce counties. Still, much of this gowth was due todc
tors other than NFTA, sud as peso delugion in Mexico and
the contimiing integration of the bod poduction and méeting
economies of the 1$., Mexico, and Canada. ERS agsis est
mates tha about 3-5 perent of this tade gowth can be tirib-
uted diectly to NAFTA provisions.

In 1996,the US. imported moe than $33 billion of gricultural
products fom moe than 200 courigs. Of this total$6.8 bik
lion, or 20 pecent,came fom Canada—the lgest US. impott
souce—and another $3.8 billion camerin Mexico. Together
Canada and Meco supplied 31 peent of US. agricultural
imports in 1996.

Imports lead tancreased poduct availability in two ways. Rrst,
some impais ae puely supplementarin tha the supp} of
imports adls to the supplof domestic psduct,increasing total
supply available to consumes. Secongdsome domestic indus
tries poduce &costs thaare lov enough to limit competition
from impots. Havever, even in these indusés, occasional tight
supplies sometimes occur due to poowbsts or demand mis

crisis in Mexico, technolagical shifts in tom#o production,and
unusual veaher in Floida were far moe impotant than the tar
iff reductions under AFTA (AO June 1996).

For mary agricultural products,FTA has bsteed two-way trade
between the Us. and Canada since implemedrda. ERS angt-
sis shavs thd in 1996,U.S. beef e&ports to Canada are dout
100 pecent higherand US. beef impots from Canada ere
about 50 perent higherbecause of FA. At the same time
bilateral trade betwen the US. and Canada in ned and wed
products and egetable oils were 5 to 10 pearent higher than
they would hare been without thegaeement.

The ayricultural provisions of NAFTA have had small posite
impacts on gricultural investment and empjment to dée.
Three yeass into NAFTA, investment in US. agriculture and gri-
culture-relaed industies has ina@ased on the der of 0.19 per
cent over wha would hare been gpected without thegreement.
Employment in griculture and griculture-related industies has
increased slighyl due to MFTA, on the oder of 0.07 perent.

While speciic job losses will occur due to ditt impot competi
tion or the elocdion of production &cilities, the overall increases
in employment and tde since 1993 sggst tha ary job losses

calculdions. Impots then mg compensi for domestic shaor
falls.

Lower impot taiiffs for mary products and the aval of
Mexican poducts—poduced and shipped Bwer costs than
domesticaly produced gods—esult in diectly lower consumer
prices. In adition, increased competitiondm éroad has the
indirect efect oflowering consumer pcesby forcing domestic
maiketess to laver their avn prices—typicaly through cost cut
ting measuwes,increased prductvity, or by impotting inputs and
ingredients &lower costs than on the domestic ketr

Trade libealization also povides consumerwith greaer vari-
ety. On the gocery sheles,this tales two forms. Foreign frms
may provide an entiely newv product line or nev altenétives to
an «isting product line

Objectively measung consumer impacts can beftifilt. For
most gods poduced or consumed in the3J intemational
trade tends to be smaélative to domestic consumption oropr
duction.And while Canada and Mé&o are among the lgest
U.S. trading painers, the economies of these coue$ ae rela
tively small compagd with the US. economy. This means tha
for most @ods poduced and méeted in the US,, decisions k
Canadian and Mécan poduces and consumeiwill have only
a small effect on US. prices.

Chudk Handy (202) 219-0859 andred Ruppel (606) 622-1769
chand/@econ.g.gov

ecouppe@acs.eku.edu

in agriculture-relaed industies hae been mar than dfset by job
gains elsesher in ayriculture and the gneal econory.

These diects ae small becauseAFTA trade is a small paof
U.S. agriculture, and to a lesseixeent becausedde libealiza-
tion under MFTA is only patially complete As NAFTA credes
competitve challenges and oppadunities,labor and cpital will
seek out their highesetums,driving out less dicient perbrm-
ers while bolsteing more eficient enteprises.This dynamic
process of adjustments will contia thoughout implementan
of the @reement.

Trade libealization through NAFTA expands gricultural pro-
duces’ ability to compete in a lger maketplace as moe
market-oiiented domestic policies inease ppduces’ reliance
on trade As the makets of Noth America become marinte
grated regional pioduction shadfalls will increasingy be mit
gated ly trade fows. Evidence to da gpeas to suppdrthe
claim tha NAFTA is creding incentves br resouces,labor, and
cepital to emain in the WS, agricultural sector

Terri Rang (202) 219-1290 and Shle Shaam

(202) 219-0836

tiraney@econ.g.gov

ssh@yam@econ.g.gov



