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U.S. EXPORT MARKET SHARE

WEDNESDAY, AUGUST 1, 2001

U.S. SENATE,
SUBCOMMITTEE ON PRODUCTION AND PRICE
COMPETITIVENESS, OF THE COMMITTEE ON AGRICULTURE,
NUTRITION, AND FORESTRY,
Washington, DC.

The subcommittee met, pursuant to notice, at 9:02 a.m., in room
SR-328A, Russell Senate Office Building, Hon. Kent Conrad,
(chairman of the subcommittee), presiding.

Present or submitting a statement: Senators Conrad, Lincoln,
Cochran, and Roberts.

STATEMENT OF HON. KENT CONRAD, A U.S. SENATOR FROM
NORTH DAKOTA

Senator CONRAD. The subcommittee will come to order. We have
a beautiful day. No doubt some would prefer to be outdoors today.
I might prefer to be outdoors today. We have an important subject
before the subcommittee.

I especially want to acknowledge the presence of the Senator
from Kansas, who has been such a leader on all of these issues. It
is good to have him here with us.

Welcome to the witnesses; it is good to have you here.

The subcommittee meets this morning to examine the issue of
the United States share of world agricultural trade. We want to
put the spotlight on U.S. market share for a number of reasons.

First, traditionally, the Department of Agriculture has measured
the export success of U.S. agriculture on the basis of the dollar
value of the exports, and sets its export goals accordingly. In the
mid 1990’s, for example, USDA established the goal of $65 billion
of U.S. exports by the year 2000, a goal we did not achieve. Al-
though the focus on the dollar value of exports is helpful, it does
not tell the whole story. For example, it is quite possible that even
though the value and volume of exports may rise, we may be slip-
ping in terms of the U.S. share of world agricultural trade if world
trade is increasing faster than our own exports. To illustrate this
point, let us take a look at a few charts.

Earlier this year I wrote to the Department’s chief economist,
Keith Collins, noting that USDA’s 10-year baseline projections gen-
erally forecast steadily rising exports for most of our major com-
modities. I asked him if those projections of rising exports trans-
lated into increasing U.S. market share. Unfortunately, for most of
our commodities, it does not.
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Take the case of corn. Let’s go to that. We can see that the pat-
tern is very clear. The volumes have been increasing, but U.S. mar-
ket share has been slipping. Seems to me that that ought to alert
us to a long-term problem. USDA projects in corn that export vol-
ume will rise over the next 10 years. However, even as our exports
increase by about 400 million bushels, our share of world corn
trade will fall from 80 percent today to about 72 percent. In the
case of soybeans, our exports are projected to increase by 100 mil-
lion bushels, but our market share will slip by about 3 points. If
you just concentrate on volume, it looks pretty good. If you meas-
ure it a different way, in terms of market share, again, we are los-
ing ground. In the case of rice—let’s go to that chart—the bad news
is that both our export volume and our market share is expected
to drop and drop significantly over the next 10 years. Look at that
pattern. Both volumes and market share in steep decline.

Let me emphasize the point. Even if USDA’s projections of rising
exports for most commodities come about, the fact is that U.S. ex-
port market share for many of these same commodities will con-
tinue to decline. In other words, we are not expected to keep up
with what we hope will be a rising tide of world trade. I find that
an unacceptable circumstance.

Unfortunately, as this next chart shows, U.S. market share has
generally been declining for the past 20 years. Here you can see
where we are. We are the tan line. Well, this is the strategic goal.
We had a strategic goal of being at, you can see, 22 percent, and
you can see we are well below the strategic goal in market share.

Let’s go to that next chart as well, Tim. This shows what is hap-
pening with our major competitors. We are the yellow line. The EU
is the green line. The Cairns Group is the red line. I would suggest
to you it is not a pretty picture. We saw back in the 1980’s a really
dramatic turn where our market share dropped, the EU’s market
share increased dramatically, the Cairns Group has continued to
increase, and, it seems to me this really is at the heart of a prob-
lem we ought to be discussing in terms of a strategy and a policy.

I hope to accomplish three things with today’s hearing. First, I
hope to be reassured that the Department and the industry are
sufficiently focused on the issue of market share. Does the Depart-
ment and industry, for example, have the information we need to
assess whether we have been gaining or losing market share as we
look at U.S. exports in terms of individual commodities and a coun-
try-by-country basis?

Second, once we are confident that we have the market share
data we need, we need to fully assess who is winning and who is
losing in the marketplace and why. For example, we talk about the
U.S. continuing to lose market share, the European Union has been
maintaining its position, while the Cairns Group, including Canada
and Australia, have been increasing theirs.

Let’s go to the chart of what our major competitors, the Euro-
peans, are doing that might be influencing the outcomes here. I
have used this chart before, but to me it sends a very clear signal.
This chart shows world agricultural export subsidies. The blue part
of the chart is Europe. They account for nearly 84 percent of all
world agricultural export subsidy. The U.S. share is that little thin
red slice, 2.7 percent. The Europeans are outgunning us here 30 to
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1, 30 to 1. We wonder why they have gained ground and we have
lost ground. To me, it is about as clear as it can be. No magic here.
They have been winning markets the old-fashioned way. They have
been going out and buying these markets. That is what they are
up to. We need to understand that, and I believe we need to fight
back.

Finally, as I say, we must determine the steps we need to take,
either in the Farm Bill, through trade policy initiatives or in some
other ways, to expand U.S. market share.

At this point I would like to recognize our ranking member, Sen-
ator Roberts, for any statement that he might make and to thank
him for being here, and thank him for his leadership. He has been
intensely focused on agricultural issues for his entire career, and
we appreciate his determination and persistence to make certain
that the United States does not lose in this global competition.

STATEMENT OF HON. PAT ROBERTS, A U.S. SENATOR FROM
KANSAS

Senator ROBERTS. Thank you, Mr. Chairman. Thank you for your
very kind comments, and I will endeavor to live up to that very fine
introduction. I want to thank you for holding this hearing. I am
struck by the fact that we have very fine attendance. We are sub-
stituting quality for quantity, but that in terms of this issue it has
certainly full-committee bearing, certainly a bearing on the full
Congress.

Any time you have a situation where our farmers and ranchers
must export a third to half of their produce or their productivity,
their wherewithal, the miracle of agricultural, and yet over the last
three years we have seen declining exports and a declining market
share, you are in a world of trouble. We talk about emergency
Farm Bill assistance, where that is, how much is enough. Basically,
if you do not sell the product, you are going to experience these
kinds of problems. It is at the heart of many of the issues that face
agriculture today, and as you go down and give a farm speech,
whether it be North Dakota or Kansas or anywhere in the country,
one of the things that you always mention in your speech, either
No. 1 or No. 2, is that we need a consistent and aggressive export
policy. There are some of us who have been rather critical of the
amount of funding and the amount of innovative thinking, and the
amount of out-of-the-box thinking and recommendations that we
need to become competitive.

The chairman has stated very well our export market share,
which has slipped from 24 percent in the early 1980’s, I have had
the privilege of serving in the House and the Senate, been through
six Farm Bills, and during those early Farm Bills, Mr. Chairman,
we were around 24 percent, as your chart has indicated. It is about
18 percent today, and obviously that has contributed a great deal
to the economic hardship that we have experienced in farm coun-
try.

Simply put, Mr. Chairman, business as usual is not going to im-
prove our export market share and our farm prices. We cannot af-
ford business as usual. We are going to have to become much more
aggressive in our pursuit of international markets. It is an increas-
ingly competitive world. I know in talking to one of the presidents
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of the wheat growers several years ago, at their annual convention,
he said, “Pat, we have to start taking a gun to a knife fight.” Now,
he was from out West, and so he was using a little harsh language,
but that indicates the feeling on the part of many of our commodity
groups and our farm organizations, and that has been promised by
virtually everyone that has the privilege of representing agri-
culture, regardless of which party that they represent.

We held a hearing a year ago in this subcommittee on this very
subject. I had the privilege of being the Chair, along with Bob
Kerrey, the distinguished Senator from Nebraska, who is the rank-
ing member. We had an individual, who at that time was the ad-
ministrator of the Foreign Agriculture Service, somebody you know
very well, Mr. Tim Galvin, who is sitting behind us in the god-
father role here, as a staff member. He actually called upon us to
increase our funding for programs such as the appeal for the Food
for Peace Program, which by the way, was started by Clifford Hope
and Frank Carlson of Kansas, two of the outstanding members that
served agriculture so well in our state. He also said we needed bet-
ter funding for Food for Progress Program, the Foreign Market De-
velopment Program, the Market Access Program, and to develop
and build long-term trade opportunities.

I took the liberty of getting Tim’s statement, and I highlighted
some of the things that he said last year, and because they are so
relevant as of this year. “To thrive in the 21st century, our farmers
must have access to a freer and fairer global market.” Then he in-
dicated that we needed to reallocate unobligated export enhance-
ment program funds, if in fact we are not going to use that, the
EEP program, that sort of a shotgun program that aims at every-
body, as opposed to a rifle, to certainly use those moneys for U.S.
food assessments activities, including P.L. 480, Food for Progress,
and for purchasing commodities to replenish the Bill Emerson Hu-
manitarian Trust. That was good advice.

Then he said, “The USDA must continue its efforts to do more
with less, as resources for administrating our export market devel-
opment programs have not increased,” and Ms. Sharpless will prob-
ably tell us that as well.

Mr. Chairman, if it is any area in the Ag budget, and certainly
we have a lot of difference of opinions where we need to increase
the Ag. budget, but this is one where I just do not think we can
continue with business as usual. Tim’s advice is certainly well
taken. If the U.S. is going to be competitive, especially as nations
compete for access to all of our opening markets, more particularly
the Chinese market, as your chart has shown, we are going to have
to plus up our investment, and Tim said we had to join with the
private sector in increasing our efforts to develop markets. Now,
that is a year ago. We are a year later, and I do not think we have
seen too much progress in regards to innovative thinking.

International agriculture trade is not only increasingly competi-
tive as I have indicated, it is a selective environment as well. No
longer do larger foreign buying agencies push their shopping carts
to the U.S. market in terms of being a reliable supplier and a resid-
ual supplier. We have thousands of different and distinct buyers
pick and choose from among our many competitors to obtain the
best deal they can, more especially with the value of the dollar.
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This is a different time. This is not the 1980’s or the 1990’s. This
is a different environment entirely. We have to think out of the
box, it seems to me. Since 1994, when the President’s trade pro-
motion authority expired, quite frankly, I do not think we have had
the ability to compete or take advantage of our farmers’ productiv-
ity and value, and to promote the merits of our nation’s agriculture
system to the rest of the world.

We can do that, Mr. Chairman. You pointed it out. The safety of
our nation’s food supply, the quality of the food and the commod-
ities produced and the nation’s reputation as a reliable supplier.
Additionally there are environmental benefits that our farmers
generate, reduced greenhouse emissions through carbon sequestra-
tion, soil and water conservation, and the creation and the restora-
tion of wildlife habitat. I do not think we sufficiently really promote
these benefits, not only to buyers, but to the American public and
to the American consumer.

In 1996 ag. exports were over $60 billion. Actually they were
about 61 billion. Last year ag. exports were only 51. We even sank
down to about 49 billion. Now, some would point out that the dif-
ference approaches the level of assistance that Congress has pro-
vided to farmers over the last few years. In other words, you had
61 billion you were exporting, and now you have got 49 or 50. Sub-
tract the difference. That might add up to, at least in parts, not a
one-on-one thing, but it makes a lot of sense in terms of the emer-
gency funds that we have had to fund.

Let me say without hesitation that any future recovery and po-
tential growth for agriculture rests on our ability to trade and ac-
cess to our foreign markets, and I believe we need TPA, Trade Pro-
motion Authority. We used to call it fast track. I was talking to Bob
Zoellick, and I said, “You know, I do not particularly like these
acronyms, TPA, Trade Promotion Authority, Trade Access Author-
ity, Trade Enhancement Authority.” He said, “Well, what would
you think?” I said, “How about ‘Sell the Damn Stuff Authority.”

[Laughter.]

Senator ROBERTS. That is S-D-S—maybe that is not going to
work out too well.

[Laughter.]

Senator ROBERTS. I am worried, Mr. Chairman. I hope this is not
accurate, but I keep hearing in the press, some of who are writing
this, who are in attendance, that this is on the back burner. If any-
thing the trade authority could be considered—I do not want to add
more amendments to the emergency Farm Bill, we need to get it
done, and I am not going to get into that—but if we do not do this,
if we do not get this cracking, it is not going to make any difference
in regards to whether or not the levels of funding on the emergency
bill or what kind of a Farm Bill.

There is an obvious reason the European Union and other na-
tions are entering into the free trade agreements at an accelerated
pace. We are treading water. They are proceeding full-steam ahead.
We cannot do that. They complete the additional agreements that
take the trade opportunities away from our American producers.
The number is 133, may be 130 bilateral agreements since the
trade authority expired. We have been involved in 2. You cannot
do that.
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Mr. Chairman, I commend you for putting together such a well-
informed panel. Thank you for holding this hearing. I look forward
to the testimony. I have some prepared questions for the witnesses,
and like everything else around this place, you are supposed to be
at two or three places at the same time. I am going to have to hit
the dusty trail over to the Health Committee, where we are mark-
ing up a mental health parity bill. If we do not get this Ag. emer-
gency bill done, I will need mental health parity, and so I hope we
can get that done.

[Laughter.]

Senator ROBERTS. I have several questions for Ms. Sharpless. 1
have several questions for Henry Jo Von Tungeln, who is the
Chairman of U.S. Wheat Associates, about research and develop-
ment on new varieties of hard white wheat, happened to have been
done at Kansas State University, the home of the ever optimistic
and Fighting Wildcats.

[Laughter.]

Senator ROBERTS. It seems to me that we ought to look at the
R&D in terms of our product as well if we are going to recapture
the Asian market.

Then I have a question for Mr. Carl Brothers, who is the Senior
VP of Riceland Foods, and in regards to Food Aide.

Mr. Chairman, I went to Egypt not too long ago. They have an
increased population every year of 800 thousand people, 800 thou-
sand people, some living in utter deprivation. We talk about Egypt,
talk about India, talk about other countries, so the U.S. Food Aid
Program, we really have to take a hard look at that, and I know
that Mr. Brothers has some suggestions. I am not going to go into
the questions now, but I do have those prepared statements, and
I, unfortunately, will have to leave you in about a half an hour.
Thank you so much for holding this hearing.

Senator CONRAD. Thank you, Senator Roberts. Thank you for
being here, and thank you for your statement.

Before calling our first witness, I would like to insert in the
record, at this point, a copy of my letter of April 24th to USDA’s
chief economist regarding the Department’s 10-year export forecast
and its implications for export market share, and a copy of the May
23rd response from Mr. Collins.

[The letters of Senator Conrad can be found in the appendix on
page 65.]

Senator CONRAD. We certainly want to welcome all of the wit-
nesses who are appearing this morning. We also want to remind
them that their full written statement will be made part of the
record. We ask that they please summarize their statement in five
minutes so that we can have sufficient times for questions and an-
swers.

At this point I would like to call our first witness, Ms. Mattie
Sharpless, the Acting Administrator of USDA’s Foreign Agricul-
tural Service. Ms. Sharpless is accompanied by Ms. Mary
Chambliss, the Deputy Administrator for Export Credits. Thank
you very much for being here as well.

Before Ms. Sharpless begins, I want to thank her for coming out
to North Dakota several years ago, when she was our agricultural
counselor at the U.S. Embassy in Paris. We still have a few pic-
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tures of Ms. Sharpless riding a four-wheel drive tractor in North
Dakota.

[Laughter.]

Senator CONRAD. Scott Stoffehren, who is on my staff, reminds
me that he was with you at the time that you were in North Da-
kota, and said you made a very positive impression. Welcome.
Please proceed.

STATEMENT OF MATTIE R. SHARPLESS, ACTING
ADMINISTRATOR, FOREIGN AGRICULTURAL SERVICE, U.S.
DEPARTMENT OF AGRICULTURE, ACCOMPANIED BY MARY
CHAMBLISS, DEPUTY ADMINISTRATOR FOR EXPORT
CREDITS

Ms. SHARPLESS. Thank you, Mr. Chairman. I must say I have the
pleasure of going to North Dakota again next week, so I will see
what I have out there then.

Well, Mr. Chairman, and members of the committee, I am very
pleased to be here today to discuss the U.S. Department of Agri-
culture’s strategy for expanding overseas sales. I have submitted
my full statement for the record, along with three charts that illus-
trate present trade concerns. Now I would like to take a few min-
utes to highlight the key points.

Trade continues to be critically important to the long-term eco-
nomic health and prosperity of our food and agriculture sector.
Steadily expanding foreign demand brought on by income gains,
trade liberalization and changes in global market structures has
helped U.S. agriculture exports double from 15 years ago to 53.5
billion today. Clearly, without the offsetting effects of an expanding
export market, farm prices and net cash incomes would be signifi-
cantly lower today.

While our total sales to foreign customers have grown, we have
not kept pace with our competitors, and a result, our market share
has steadily been eroded. We view this with considerable concern.
20 years ago, as you pointed out, we were the world’s export leader,
accounting for 24 percent of global agriculture trade. Today, as you
say, that has fallen to 18 percent. America’s once overwhelming
leadership as ag. exporter, has slipped to the point where our near-
est rival, the European Union, is on the verge of overtaking us.

Several factors have contributed to the erosion in the U.S. mar-
ket share. Most importantly are the strong dollar, aggressive com-
petition and our reliance on mature markets. Our effort to help re-
store our export market share focuses primarily on three areas.

First, we must aggressively seek trade reform to remove market
distortions that will allow faster overall growth in trade. First and
foremost among these in enactment of the Trade Promotion Au-
thority. It is essential to enable us to effectively pursue trade re-
form and to level the playing field for our producers and exporters.
In addition, the negotiation of a free trade area of the Americas is
being reemphasized and World Trade Organization negotiations,
now under way, must be brought to a successful conclusion.

Second, we must insure our exporters have the necessary tools
to capture a greater share of the benefits that will flow from trade
reform and the resulting global market expansion. The programs
we now operate have served our food and agriculture sector well,
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but the upcoming Farm Bill presents an opportunity to review all
of our programs with an eye to improving them to meet tomorrow’s
challenges and opportunities. We look forward to working with the
committee throughout the Farm Bill process to examine ways in
which improvement might be made.

Third, we must sharpen our strategic focus to more effectively
capitalize on trade opportunities offered by fast-growing emerging
markets. The most promising long-term opportunities lie in the de-
veloping countries and Asia, particularly China and Southeast
Asia, Latin America, Russia, and some selected opportunities in Af-
rica and the Middle East. Over the next decade food consumption
in these markets will surge, driven by favorable demographics,
some 600 million new middle class consumers with rapidly rising
disposable income, eager to spend on more and better food.

In the long run, gaining access and share in these fast-growing
markets without sacrificing hard-won gains in our large, mature
markets, will prove to be the most effective approach for increasing
our overall share of world trade.

Mr. Chairman, U.S. agriculture strong reliance on world markets
for its economic future means there is no question that we must
strengthen our efforts to expand sales. Our strategy focuses on an
ambitious trade liberalization agenda, and new and retooled export
promotion programs to capitalize on the opportunities offered by
significant growth and future world demand. We know that trade
liberalization works. It helps create new sales opportunities as
growing numbers of foreign consumers with purchasing power gain
increased access to goods produced in many countries. Strategically
targeted export programs work. With adequate funding, proper exe-
cution and patience, export programs and export assistance carried
in targeted high-return markets will enable our producers to cap-
ture more new opportunities than our competitors.

The concludes my statement, Mr. Chairman. I would be pleased
to respond to questions you or other members may have. Thank
you.

Senator CONRAD. Thank you very much. Thank you for your
statement.

Let me go to this chart. I appreciate the position on Trade Pro-
motion Authority. I supported the Uruguay round, and I supported
our opening to China. I believe those were appropriate and nec-
essary. I tell you, honestly, I have spent a lot of time with the Eu-
ropeans. I hosted the man that represented them in all trade talks,
hosted him here, and he hosted me in Geneva, I spent a lot of time
talking to him. It was very clear to me that they have a strategy
and a plan for dominating world agriculture. That is their inten-
tion. They are spending significant sums of money to do it. This
chart says very well what the Europeans are doing in terms of sup-

ort for agricultural exports. They are spending %5 billion a year,
55 billion. As I analyze the challenge facing us, it seems to me we
have got to go out there and match them.

Now, let me just tell me what they have told me. The Europeans
have said to me, “Senator, we think you are so successful in so
many other areas that you will give up on agriculture.” They have
told me, “Look, we have much higher levels of support than you do
in the United States, and we believe we will always be able to get
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equal percentage reductions in those levels of support from those
unequal bases, and at some point the United States will fall off the
cliff.”

Do you have any knowledge of what the administration intends
to do with this imbalance in the export subsidy of our major com-
petitors with what we are doing? Do you have any idea of the ad-
ministration intends to recommend sharply increased spending on
behalf of United States’ producers in this area?

Ms. SHARPLESS. Mr. Chairman, in the area of export subsidies,
I can firmly say that the administration still has that as one of the
major goals in the World Trade Organization, to work for the elimi-
nation of export subsidies, because in the past, and as you know
and others know, that truly has been one of the dilemmas between
the European Union and the United States competing against
treasuries out in the export markets. That continues to be one of
the goals, and that is why it is so important to work to get Trade
Promotion Authority to try to get this trade round launched off in
order to continue to work to get export subsidies eliminated.

Senator CONRAD. Can I say to you, and I hope through you to
the administration, that they are going at it backward. I said this
to the previous administration. It has got nothing to do with which
administration we are dealing with. They have it backward as well.
Here is why we have got it backward. I do not think we are going
to get the Europeans to back off without leverage.

When Seattle occurred, our previous trade Ambassador asked me
to go in and meet with the European, the representatives of the
Europeans. We had about a 2-hour long debate. They are very good
at making their case. They claim we have higher subsidies than
they do, and that is not true, but they try to make the case. I asked
the previous trade Ambassador, “What leverage do you have here
to get a result?” She kind of looked at her shoes, because did not
have any leverage. This is what concerns me, when I look at this
disparity, what the Europeans are doing and what we are doing.
Then we go into trade talks and say, “We want you to back off.”
They are on the high ground here, and there is not much pressure
on them to back off. It is a little like the cold war, where we built
up to build down. That really, to me, is the only strategy that is
going to have any effect. We can get on our high horse and go to
these trade talks and tell them, “Gee, you really ought to do this.
It is the right thing to do.” Meanwhile, they are gaining market
share, and they are getting in a more dominant position.

I just hope I can deliver this message through you to the admin-
istration. I personally believe we have got to take them on. To the
extent we can under trade law, we need to match them.

Let me ask you this on a more technical basis, and please take
that message back. I am delivering it to everybody I can in this ad-
ministration, as I did with the previous administration. Is the De-
partment able to tell us on any given day if we are gaining or los-
ing market share on major commodities such as grains, oilseeds,
cotton, beef; do we have that data readily available?

Ms. SHARPLESS. Mr. Chairman, thank you very much, and I will
assure you that your message will be taken back to the Depart-
ment and to the Secretary.
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On the question you just posed, we have that data available for
the major crops and the major meat-type products. It is more dif-
ficult to have that data available on a daily basis for the specialty
crops, but it can be gathered, and if you would like that data, we
would be very pleased to gather it to forward it to you on the major
crops.

Senator CONRAD. I would be very interested in that. Can you tell
me, is the Department able to tell us if we are gaining or losing
market share on our significant export destinations such as Japan,
Canada, China, Mexico? Do we follow our market share in those
critical markets?

Ms. SHARPLESS. In those markets like Mexico, our market share
has gradually increased. As our market share overall has gone
down, our market share and some of the markets you mentioned,
of course, have gone down also, but some have gone down slightly
and some have gone up slightly, but overall the trend is down, as
we know, and we are working a strategy to try to turn it

Senator CONRAD. Do you have that information on a country-by-
country basis on market share?

Ms. SHARPLESS. We can provide that information, yes, also.

Senator CONRAD. OK. USDA, as I understand it, reports it export
information around three broad categories: bulk, intermediate and
consumer-oriented products. As we look separately at each of those
broad categories, is the U.S. market share increasing or decreas-
ing? What do you see in each of those: bulk, intermediate and con-
sumer-oriented? Can you tell us the pattern in each of those three?

Ms. SHARPLESS. I can clearly say for bulk commodities the mar-
ket share had trended downward. For consumer products, it had
been going up quite rapidly, but recently, it has been trending
downward also. I am not able to say exactly about intermediate.
Probably has rather remained stable, but there too, I would be
pleased to pull the data together to forward to you to give you the
exact movement of each of those three categories.

Senator CONRAD. Your testimony notes on page 6 that one of the
reasons the U.S. is losing market share is because our competitors
are out spending us on market promotion activities, and by a large
margin, according to your analysis. In light of that, I note that the
Farm Bill, approved last week in the House, includes substantial
increases for the market access program from 90 million annually
to 200 million dollars, and the cooperator program, from about 30
million to 35 million dollars. Does the administration support those
increases?

Ms. SHARPLESS. The administration is still in the process of look-
ing at what we need to be doing from a strategic perspective, and
trying to turn our export situation around, and we are still in the
process of developing positions of what we could do if we had addi-
tional funds to do so.

Senator CONRAD. Well, can I just say you will not get the money
unless the administration aggressively goes after it, and frankly, I
hope they send a signal, a clear signal, quickly, on these programs,
but they are relatively minor. I hope they send a message on this
issue, and that they send it quickly, that the United States is not
just going to go to trade talks and talk about what is right and
what is wrong and what is fair and what is not fair, but that the
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United States will take an aggressive position and say, “We are
going to fight back. We are not going to accept other countries tak-
ing markets that have traditionally been ours because they have
simply got more resources to go out and buy them.” That would do
more good in terms of getting a result than any other single thing
we could do.

We are going to hear from witnesses in the next panel, especially
those from the rice industry, that slumping U.S. Food Aid dona-
tions are having a major impact on our exports of commodities, in-
cluding rice. In fact, our food donations this year are about half of
last year’s level. Can you tell us why the falloff?

Ms. SHARPLESS. Mr. Chairman, if you do not mind, I would like
Mary Chambliss—she is also serving as Acting General Sales Man-
ager—and if she would respond to that question for us, I would ap-
preciate it.

Senator CONRAD. All right.

Ms. CHAMBLISS. Surely. Thank you, Senator.

Yes, I am well aware of the concern from our friends in the rice
trade about the current Food Aid Program. We at the Department
have had several meetings with them. In fact, there will be one
later on this morning, with some of our colleagues in the rice trade.

The situation really—the current year’s programming of rice
really is back to a more normal year, if you would. We have gone
back and looked at the historical series, and it has been running
about 250,000 tons most years. In the 1-year, fiscal year 1999, we
had several countries, particularly Russia, which normally are not
a major participant in our Food Aid Program, as you will appre-
ciate, and they were a user of rice that year. We also, in that pe-
riod of time, of course, that was when the Indonesian situation was
quite bad. We hope it is on a better track now, for lots of reasons
and for lots of commodities. The year we did provide quite a lot of
rice for basically emergency direct feeding kinds of programs in In-
donesia, which we are not doing.

If you take out those unusual situations, we are about at a nor-
mal pattern. However, I appreciate the rice trade’s interest in ex-
panding our Food Aid Programs. We are looking, and we will con-
tinue to work with them, to see if we can identify some additional
markets. It really becomes a situation of where the demands are
for the rice products primarily that we have to relate to.

Senator CONRAD. Can you tell me where we are in terms of over-
all food donations, not just rice, but all commodities?

Ms. CHAMBLISS. Certainly. I will be happy to. This year, we will
have, oh, probably, if I am thinking of all food aid, and I am includ-
ing the AID food aid accounts in my mind right now, we will prob-
ably be between 6 and 7 million metric tons of total food aid, slight-
ly down from the peak, which was fiscal year 1999, then it was
down a little bit last year, will be down a little bit more this year.
It will be the wide array of commodities, all of the traditional ones
that we have seen. That is probably what, at the end of the day,
by the time we get all the shipping and all the legal requirements
complied with and the food aid legislation, I would guess 6 to 7 mil-
lion tons in total of the various programs for this year.

Senator CONRAD. All right. Senator Roberts.
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Senator ROBERTS. Just to followup on that, if I might, the criteria
for food donations are the driving factor as to why in 1999 it would
be increased or it might be a little bit lower as of right now, or es-
pecially within the news. I serve on the Intelligence Committee,
and my take on Indonesia is that that will continue to be a very
difficult area of the world—the world’s fourth most populous na-
tion—with stability, and consistency really in question. They do
now have a new government, but, gee, they are going to go through
a tough time, and I am not aware of any decrease in the need of
food aid. Can you just sort of go over the criteria as to what you
think is the major driving force as to the amount of food aid that
we are supplying, please?

Ms. CHAMBLISS. Surely. I will mention a couple of general things,
and then if you would bear with me a moment on Indonesia, be-
cause we too are very concerned and looking specifically at Indo-
nesia recently. The main driving force in the last several years
have been some of the major emergency requirements. I am think-
ing particularly of the situation in the North Korea situation and
Afghanistan has a huge drought. There are obviously people suffer-
ing greatly, I assume——

Senator ROBERTS. I am sorry for interrupting, but most of that
in North Korea goes through the World Food Program; is that not
correct?

Ms. CHAMBLISS. Right. As in Afghanistan, it also does.

Senator ROBERTS. With Catherine Bertini and all the folks that
work for that, all right.

Ms. CHAMBLISS. Right. The world has sort of looked to the World
Food Program to meet the emergency needs wherever they happen
to be, including in Africa. We also, of course, make major provi-
sions to governments, as well as to our colleagues in the private
voluntary organization community. Those tend not to be the emer-
gencies. The big ones you hear tend to be emergencies that really
drive large

Senator ROBERTS. They are disaster driven.

Ms. CHAMBLISS [continuing]. Quantities. You know, when it var-
ies a lot, it tends to be because of that.

We too have been looking at Indonesia. You are quite right, the
new president there, she is going to have a difficult time. Let us
hope it succeeds well for both our commercial exports, which have
been quite large under our GSM commercial program this year. We
are beginning to have some very preliminary signals from some
parts of the government of Indonesia, that they may have some ad-
ditional food aid requirements. That may mean rice. I do not know
yet. I say these are very preliminary indications, but we will cer-
tainly be talking with our colleagues in the Indonesian Government
to see what seems appropriate and what we can be helpful with.

Senator ROBERTS. What is the major obstacle that you have in
regards to food aid? What is the biggest thing that is your problem?

Ms. CHAMBLISS. Well, that is a tempting question, Senator.
There are several things.

Senator ROBERTS. Well, give me two then, if you do not want to
choose one.

Ms. CHAMBLISS. I was going to mention one. It is a piece of legis-
lation, but I will not go there, OK?
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Senator ROBERTS. No, no, no. Please, we would like to hear.

Ms. CHAMBLISS. Well, I was going to mention, of course, cargo
preference, because it is a problem in terms of operations.

Senator ROBERTS. Maybe we should not go there.

[Laughter.]

Ms. CHAMBLISS. I told you, Senator, we did not want to go there.

Senator ROBERTS. Congressman English and Congressman Rob-
erts, over a decade ago, tried to address that, and

Ms. CHAMBLISS. I do not want to go there either, Senator.

Senator ROBERTS. We just did not figure out that the folks in the
middle of the country, that their representatives did not outnumber
the folks surrounding.

[Laughter.]

Ms. CHAMBLISS. I will not go there.

The problems tend to be, obviously, budgetary concerns, our
problem for all programs. Food aid is no exception to that general
U.S. Government concern. I would have to list budgetary concerns
and the totality of the food aid programs.

The other dilemma is, we deliver food aid to very poor countries
in very difficult situations. It is not an easy job. The people in our
private voluntary organizations, the World Food Program, they are
hard places to be. They are risky. Both of those entities have lost
people in recent years, carrying out our food aid programs.

Senator ROBERTS. Especially in Africa. I know that is a very dif-
ficult situation.

Ms. CHAMBLISS. Particularly, I mean, it has been very difficult
for them. Partly it is the logistical, operational constraints that we
face on the ground. Any budgetary constraints that we have to deal
with here are really among the hardest obstacles to running a suc-
cessful food aid program.

Senator ROBERTS. I am going to ask you an unfair question. This
is sort of a curve ball. If we are making efforts in regards to rice,
or for that matter, any other commodity, with the freedom-loving
people of North Korea, through the World Food Program—and I
was part of a delegation that went to Pyongyang with Chairman
Stevens some years ago, trying to work out a third-party arrange-
ment to at least get the North Koreans to explore the real world
of trade. It was not successful. I hoped that we could see some
breakthroughs as they continue their efforts with South Korea. If
we doing that with the freedom-loving people, and we are review-
ing our sanctions, if that is the word to say, with Iraq and Libya
and North Korea, what about the freedom-loving people of Cuba?
In regards to rice, that would make a marvelous opportunity. Now,
there are some of us going to have some legislation in that regard.
That is an unfair question. Do you have any comment about that?

Ms. CHAMBLISS. Simply to note that when Congress passes the
laws, we will find a way to implement them as best we can.

Senator ROBERTS. There is some food aid going to Cuba?

Ms. CHAMBLISS. Yes. You have made some—there is some lee-
way, and of course——

Senator ROBERTS. Through Catholic Relief mostly, right?

Ms. CHAMBLISS. Right. I was going to say Catholic Relief Service
we know has done some, and I want to say one of our cooperators
a couple of years ago also delivered some food aid.
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Senator ROBERTS. Yes. There was a breakthrough.

Ms. CHAMBLISS. There were some actions.

Senator ROBERTS. You know, very temporary.

Ms. CHAMBLISS. Not with government food aid, but in the food
aid context if you will.

Senator ROBERTS. Well, thank you. You have been very helpful.
Let’s—we have Blanche here, who will probably now compare pits
of the rice effort and wave her flag, so I will not do that.

[Laughter.]

Senator ROBERTS. Do you feel that there is ample coordination,
trade, market promotion, market development, between the De-
partment of Agriculture, USTR, Department of Commerce, U.S.
Trade and Development Agency, U.S. Agency for International De-
velopment? Are you all working together? Do you have periodic
meetings where you all sit and try to coordinate so it is not so
stovepiped, if in fact it is stovepiped?

Ms. SHARPLESS. Senator Roberts, yes, we work very closely with
USTR. We also work very closely with U.S. Department of Com-
merce, and with AID on areas where we work with AID.

Senator ROBERTS. Well, one of the things that Secretary
Veneman indicated, when she was Secretary of California, and
then prior to that, when she was an assistant secretary here, was
the need for an interagency task force in regards to exports and all
of these subjects, and I would certainly hope that that could be the
case. I know that is what she wants to do, along with others down
at the Department. I also know they do not have their full team
on board as well, which is a continuing problem. See if you cannot
get that done for us.

[Laughter.]

Senator ROBERTS. Anyway, the coordination is very important. 1
am not going to ask that question. I will yield to my good friend.

Senator CONRAD. Before we go to Senator Lincoln, I would just
like to followup. You had indicated that food aid this year was
going to be 6 to 7 million tons. Could you tell us what it was for
2000 and for 1999?

Ms. CHAMBLISS. I want to say in 1999, Senator, we got close
probably to 8 to 9 million tons, last year probably 7 to 8. I will get
the specific numbers for you, and we will be happy to provide it.

Senator CONRAD. OK. I would be interested in that.

We have been joined by our very able colleague from Arkansas,
a valued member of the committee and subcommittee, Senator
Blanche Lincoln. Welcome.

STATEMENT OF BLANCHE LAMBERT LINCOLN, A U.S.
SENATOR FROM ARKANSAS

Senator LINCOLN. Thank you. Delighted to be with you two gen-
tleman. You all always give me great hope and great promise, not
to mention a hard time.

[Laughter.]

Senator LINCOLN. Thank you, Mr. Chairman, for holding such an
important hearing this morning, and for your unwavering leader-
ship on the issue of international trade and agriculture. It is abso-
lutely critical. For those of us who have worked with Chairman
Conrad on the committee as well as on the Finance Committee, we
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know of his passion for preserving the American farmers’ place at
the head of the global table, and I for one am a follower of this
chart, which I have used many times over.

I am also very pleased that in the next panel we will be joined
by a good friend of mine, Carl Brothers from Stuttgart, Arkansas,
who will be testifying on behalf of Riceland Foods, which is a farm-
er-owned cooperative that markets rice, soybeans and wheat, and
I know that he will address more of the difficulties that rice farm-
ers are facing, and certainly in the marketing scheme of things,
and the global marketplace.

As everybody here knows, rice, soybeans, wheat, cotton, these are
all important commodities to our State in Arkansas, and the suc-
cess of these industries really closely parallels the success of the
entire delta region, which many people on Capitol Hill have heard
me talk about time and time again as one of the largest poverty
areas in our Nation, and with the inability to be able to market our
farm products, we are seeing our inability to be able to build our
economy in the delta region.

When Congress passed Freedom to Farm back in 1996, there was
a true hope that the global marketplace would respond favorably
to a more market-oriented policy in the U.S., and our farmers were
told that Freedom to Farm would liberate them from government
intrusion in the marketplace. Unfortunately, the exact opposite has
occurred, because as we freed them up from heavier government
support at home, we have subjected them to the vagaries of greater
foreign-government intrusion in the global marketplace. This chart
back here is just a great example. As we all know, the key to suc-
cess for our farmers is in the global marketplace, and we are going
to have to fight for our share there.

Of course, the cruel irony of all of this is that the intrusion by
the U.S. Government in the form of trade sanctions against poten-
tially important markets, such as Cuba, which Senator Roberts has
mentioned, has been one of the more frustrating obstacles to our
former success abroad. As many of you all know, roughly 50 per-
cent of our rice exports in Arkansas used to go to Cuba, and it was
an enormous part of our economy in Arkansas.

The answer to all of this is, on one hand, very simple, we have
got to help our farmers gain the greater market access overseas
that they need and deserve, yet it is also very complicated, as I
have found, as I have gotten more and more involved in these trade
issues.

As Senator Conrad has explained so eloquently many times, and
as I have mentioned, I have used this chart at home, I have used
it in many places, to try and really bring about the stark contrast
that it does present to the people in my home state in terms of
what our problems are that we are dealing with, and certainly to
those that we deal with here in Washington. The U.S. has truly al-
lowed itself to slip into a position of wheat bargaining leverage ver-
sus our major competitor, such as the European Union. The EU
subsidizes its farmers at such a high level, that simply lowering
relative support levels by some formula would do very little to re-
solve the inherent disadvantage our farmers find themselves fac-
ing. This is why we need a new Farm Bill with a strong safety net
to give our farmers the security that they need to be able to com-
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pete. As has been said time and time again, our farmers are not
competing with other farmers in a global marketplace, they are
more so than not, competing with other governments.

It is also why I strongly support passing a Trade Promotion Au-
thority bill as soon as possible. I know that our witnesses here
have mentioned that. We have to give our negotiators the tools and
the flexibility they need to open up markets and to address the un-
fair trading policies of our trading competitors. TPA alone will not
solve all of our problems. We have got to have the assurances that
agriculture is going to be at the table, it is going to be a primary
player at the table, it is not going to be left behind as a third or
fourth resort in terms of these negotiations. It has got to be a play-
er and it has got to be considered that way.

We also need to fix some of the problems that we have created
here on our own turf by removing these counterproductive trade
sanctions that do little but penalize our own farmers. After 40 or
50 years of a trade policy, it is clear if it is not working, we need
to do something about it. I have been a huge advocate of that here,
and I will remain a loud voice on that.

We must utilize to the fullest those market promotion and food
aid programs that are available to our farmers. That has been
touched on a little bit today, but without a doubt, we have, under
funded in the past, and we need to be able to focus on that. If we
do these things and if we do them expeditiously, then we can re-
assert our place at the head of the global table. Again, as Senator
Conrad has mentioned, and I have been proud to be able to echo,
we are at a critical juncture at this point, and if we do not make
our place at that table, if we do not utilize this critical time to be
able to be a player in this global marketplace, in the next two dec-
ades, we are going to have a real serious problem, as these other
nations have been in that marketplace, in that global marketplace,
and we have not found our way or our place at that table.

We appreciate you ladies being here today and the other panels.

I may have to excuse myself after a while, Mr. Chairman, but we
are certainly very proud to have Carl Brothers from Arkansas here.

I would just like to ask these two ladies a brief question. Many
of our export commodities in Arkansas, of course, rice and poultry,
cotton, even an import commodity, catfish, are having trouble
maximizing market shares. I am sorry that I missed your testi-
mony earlier, and you may have already touched on some of this,
but what role do you see the market promotion programs playing
in improving their market shares, those that we have some difficul-
ties with, anything there?

Ms. SHARPLESS. We believe, with a more aggressive market pro-
motion program, that we could really reach out to expand our mar-
ket shares overall. We have a global market strategy that we are
developing down at the Department, where we are going to be put-
ting attention on the emerging markets, and therefore—and we are
also going to be looking at bringing new, more exporters into mar-
kets, especially with the high-value products that we have there.
We believe that in the long run, once we put more attention on
these emerging markets and do our very best to retain our mature
markets, there will be potential for growth for many of the com-
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modities that we have traditionally exported, as well as new-to-
market exports.

Senator LINCOLN. Well, I would just echo a little of what Senator
Conrad said, and that is that as you aggressively look for that, I
hope that you will equally as aggressively push for the funding for
those programs. In your response earlier, I am not sure that we felt
the comfort level that we wanted to in terms of how aggressive the
administration will be pushing for some of those budgetary items,
which, as we all know, they do not happen without funding. Nei-
ther do our aid programs.

Do you see any promises in maybe some of the regional negotia-
tions, the Indian trade?

Ms. SHARPLESS. The Free Trade of the Americas is a high prior-
ity of this administration. President Bush has said over repeatedly
that we hope to get those negotiations finished by 2005. Of course,
we are pushing too for the WTO on negotiations, and with the ac-
cession of China to the WTO, and more market opportunities that
will open there that will be a great gain for an enormous amount
of trade for the United States there.

We also are working on the U.S.-Chile Free Trade Agreement,
which should bring about additional access. Working to renegotiate
the U.S.-Israeli agreement, hopefully to bring about more agricul-
tural access there too.

Senator LINCOLN. Well, just in conclusion, Mr. Chairman, I
would not be worth the salt that the people of Arkansas have in-
vested in me to come up here, if I did not mention also, and echo-
ing Senator Roberts’ comments about Cuba, it is certainly crucial
that we break down the artificial barriers of trade sanctions that
are only blocking our farmers from profitable markets. After re-
viewing 40 plus years of policy, we can certainly assert that it has
accomplished all that it is going to accomplish in those 40 years,
and I would certainly encourage the administration to be a little
more active and a little more forward in working through some of—
and certainly taking a role in terms of being able to open up a mar-
ket that is roughly 90 miles from our border and could be an unbe-
lievable trading partner for one of our commodities, many of our
commodities, but certainly in particularly rice.

Thank you, Mr. Chairman.

Senator CONRAD. Thank you, Senator. Let me just go back, if 1
can, to this chart that shows what has happened to our market
share. Our market share is in decline. We have gone from 24 per-
cent 20 years ago to 18 percent today, and each percentage
amounts to $3 billion in lost export sales, so that is $18 billion.
That is real money and would make a profound difference.

Let us go to the next chart, because I want to rivet this point:
these two are connected. Market share is going down, and our main
competitor accounts for 84 percent of all the world’s export subsidy.
We account for 2.7 percent. They are trumping us there 30 to 1.

My question, Ms. Sharpless, would be, what does the administra-
tion intend to do about this? In their budget submission, they pro-
pose doing nothing about it. There was no increase. In fact, they
were proposing substantial cuts. I would ask you: what do they pro-
pose to do about this, European dominance of world agricultural
export subsidies? What are they going to do to take these folks on?
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Ms. SHARPLESS. As I said earlier, Mr. Chairman, in the World
Trade Organization, that is one of our major goals. Also the Uru-
guay Round agreement put limits on export subsidies, and al-
though I have not followed it quite closely most recently, but the
European Union itself has stopped using as many subsidies as it
used to use because the market situation did not require as much.
The requirements of the Uruguay Round, the subsidy levels them-
selves are going to be somewhat curtailed.

I can appreciate the point you are making about our being con-
sumed by the European Union. We clearly know that ourselves,
and USTR or USDA, Department of Commerce, all of us have dealt
with this battle. I am going to take your message back to the De-
partment, and I still say with our going into the WTO is probably
going to be the best opportunity and the best venue to deal with
export subsidies head on, and I appreciate the support we have
heard this morning about the need to get the Trade Promotion Au-
thority approved, so that it will enable us to go to the negotiating
table. I would like to say too that Agriculture intends to play a
major role in these negotiations and be at the table along with
USTR, to make sure that we are bringing about a level playing
field for our producers and our exporters.

Senator CONRAD. Let me just say that I agree with all of those
sentiments. To me it is kind of a meaningless exercise unless we
put dollars behind the words, that talking about leveling the play-
ing field is different than leveling the playing field. The way you
level the playing field is you put dollars behind it, and you actually
level the playing field. I was highly critical of the previous adminis-
tration. I am going to be highly critical of this administration if it
does not do something tangible and real. It is just not enough to
talk about being at the table. It is not enough to talk about leveling
the playing field if we do not do anything to actually accomplish
it

In your testimony, you pointed out the three things that are
causing erosion in market share. One, the strong dollar; second, ag-
gressive competition; and third, over-reliance on mature markets.
I agree with all those. It is very clear, a strong dollar is hurting
our exports, not only in agriculture but it other sectors as well. Sec-
ond, aggressive competition, and that is really the point I am try-
ing to drive home today. In your testimony you point out, Euro-
peans have been especially problematic for our exports. The Orga-
nization for Economic Cooperation and Development estimates
total EU production supports to be 114.5 billion in 1999, compared
to 54 billion for the United States. That is a $60 billion difference.

My entreaty to the administration is: you need to send a message
by what you request for this Farm Bill and by what you request
for export promotion that we will take on our major competitors.
We are going to be watching. I hope you will take this message
back to the administration. It is not going to be enough for this
Senator, to say we are going to try to get something accomplished
in trade talks, because without leverage in trade talks, I do not
know how we succeed.

I told this to the previous administration, so please do not take
this as I am just beating up on this administration. I told the pre-
vious administration: explain to me how you are going to accom-
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plish the result at the trade talks. How is it, when their level of
support is up here and ours is down here, how are you going to get
that closed? Who is going to give up? Are the Europeans going to
give up their position? I do not think so. I do not think negotiations
work that way, in my experience. Unless you have leverage to com-
pel them to change, they will not change.

Please deliver that message strongly to the administration. I am
going to be asking and continue to ask what they are doing tan-
gibly to deal with this differential, because it is right at the heart
of what is happening in terms of our loss of world market share.

Do you have any final comment?

Ms. SHARPLESS. I just wanted to let you know that I will deliver
this message to the Department, and as a matter of fact, we at the
Department will have a meeting with USTR to make sure that the
message is delivered there also.

Senator CONRAD. I appreciate that, and it is critically important.
I have told our new trade Ambassador precisely what I told our
previous trade Ambassador. I do not think we are going to be suc-
cessful without leverage.

I would like to note for the record that Ms. Sharpless has been
nominated by the President to serve as the U.S. Ambassador to the
Central African Republic, and that she is only the second USDA
Foreign Service officer to be named an ambassador. That is a great
honor, and we want to say on behalf of the committee and all of
agriculture, congratulations. That is a great honor, and I am sure
well deserved.

Ms. SHARPLESS. Thank you.

Senator CONRAD. I am confident you will represent us well.

Ms. SHARPLESS. I will do my best, Mr. Chairman.

Senator CONRAD. Thank you very much, and good luck.

Ms. SHARPLESS. Thank you.

[The prepared statement of Ms. Sharpless can be found in the
appendix on page 34.]

Senator CONRAD. We will now call on our second panel, including
Mr. Len Condon, Vice President for International Trade at the
American Meat Institute; Mr. Henry Jo Von Tungeln, U.S. Wheat
Associates and Mr. Carl Brothers, Senior Vice President of
Riceland Foods of Stuttgart, Arkansas.

Welcome to all of you. As I indicated at the beginning, your full
statements will be made part of the record, and we would ask you
to summarize in five minutes or so, so we will have time for ques-
tions. Again, thank you very much for being here. We certainly ap-
preciate the opportunity to hear from you.

We will start with Mr. Condon, again, the Vice President for
International Trade at the American Meat Institute. Welcome.

STATEMENT OF LEONARD W. CONDON, VICE PRESIDENT FOR
INTERNATIONAL TRADE, AMERICAN MEAT INSTITUTE,
ARLINGTON, VIRGINIA

Mr. CoNDON. Thank you, Mr. Chairman. I would just like to
thank you for making those very nice comments about Ms.
Sharpless. The honor she has received is very well deserved.

I represent the meat industry. We know we are different. We
know that we are the exception, and we are doing very well, but
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basically the message I want to deliver is we think we could be
doing much better, so my members are not content.

The transformation of the U.S. meat and poultry industry from
a virtual non-participant in global trade to an exporting dynamo,
has been one of the U.S. agricultural highlights of the last two dec-
ades. U.S. beef exports have grown from less of 1 percent of domes-
tic production in 1980 to over 9 percent last year, lifting the U.S.
from the eighth largest beef exporter to second.

Much of the long-term growth in U.S. exports of meat can be
linked to trade liberalizing agreements. The most significant event
for beef was the U.S.-Japan Beef and Citrus Agreement of 1988. A
subsequent agreement with Korea, the U.S.-Canada Free Trade
Agreement, and NAFTA, all helped to create substantial new mar-
ket opportunities that have paid big dividends for the U.S. beef in-
dustry.

Japan imported nearly a billion and a half dollars worth of U.S.
beef last year. Because of NAFTA, Mexico has become our second
largest export market for beef, and that market is continuing to
grow at an impressive rate. Exports to the four countries: Japan,
Mexico, Korea and Canada, accounted for over 90 percent of the $3
billion worth of beef the U.S. exported to the world last year.

Exports of pork have been growing at an even faster rate. The
U.S. is the world’s third largest pork exporter. Pork exports to the
world last year represented 7 percent of U.S. production, compared
with only 1.6 percent exported as recently as 1990. From 1995 to
2000, U.S. pork exports grew 68 percent. Like beef, our pork ex-
ports are heavily concentrated among a relatively small group of
countries. Three countries, Japan and our NAFTA partners, Mexico
and Canada, accounted for almost 90 percent of the $1.2 billion
worth of pork we shipped to the world last year.

As trade has increased and per capita incomes have generally
risen around the world, demand for meats and other processed
foods and beverages have blossomed.

The composition of U.S. agricultural imports has shifted signifi-
cantly. In 1980 bulk exports accounted for nearly 70 percent of the
value of U.S. agricultural exports, but the share declined steadily
to less than 40 percent in 1998. More emphasis on opening markets
for processed foods and beverages, including meat products, offer
substantial potential for increasing U.S. export income, creating
jobs and enhancing U.S. living standards.

While U.S. meat exports grew dramatically over the last two dec-
ades, this growth primarily resulted in progress made in reducing
tariff and non-tariff barriers in a few key markets. High tariffs in
many world markets continue to stifle U.S. meat and poultry ex-
ports. USDA’s Economic Research Service recently found that glob-
al export tariffs averaged a whopping 62 percent, compared with
only 4 percent from manufactured goods.

U.S. agricultural tariffs averaged 12 percent and they are among
the lowest in the world. With its low average tariffs, U.S. agri-
culture as a whole, and U.S. livestock and meat and poultry sectors
in particular, stand to gain from deep multilateral tariff cuts. For
that reason, AMI, along with all of the other U.S. livestock, meat
and poultry organizations, are urging the administration to pursue
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the global elimination of all tariffs on beef, pork and poultry in the
next round of multilateral trade negotiations.

U.S. livestock, meat and poultry industries are also very united
in their strong support for renewal or Presidential trade promotion
authority. We urge the Congress to grant that authority as soon as
possible. Clearly, if the Congress and the administration cannot re-
solve this issue before the next WT'O ministerial conference sched-
uled to be held in Doha in early November, the launch of a new
round of global negotiations will be at risk. With two consecutive
failures, the credibility of the multilateral system could suffer ir-
reparable damage leading to a proliferation of bilateral and re-
gional deals that do not serve U.S. global trade interests.

In its recent study on tariffs, ERS also noted that key U.S. agri-
cultural exports, again including meats, face an abundance of
“megatariffs” (above 100 percent). Most of these are associated with
tariff rate quotas established under Uruguay Round agreements.
Specific examples of outrageously high tariff, blocking access for
U.S. meats are included in my testimony.

While our meat and poultry exports have been doing well, closer
examination of our trade profile shows that our exports are re-
stricted to a few countries. In general, global access for U.S. meat
and poultry products remain severely restricted by high tariffs and
numerous sanitary barriers, not all of them legitimate.

We could and should be selling much greater amounts of highly
desirable U.S. meat and poultry products to the world.

That concludes a summary of the high points of my testimony,
Mr. Chairman. I would be pleased to join the panel later in an-
swering any questions you might have. Thank you.

[The prepared statement of Mr. Condon can be found in the ap-
pendix on page 48.]

Senator CONRAD. Thank you very much for your testimony.

Now we will hear from—is it Mr. Tungeln, is that how you pro-
nounce it?

Mr. VON TUNGELN. Von Tungeln. You did very well with it.

Senator CONRAD. Thank you. Welcome. Good to have you here.

STATEMENT OF HENRY JO VON TUNGELN, CHAIRMAN, U.S.
WHEAT ASSOCIATES AND WHEAT EXPORT TRADE
EDUCATION COMMITTEE, WASHINGTON, DC

Mr. VON TUNGELN. All right. It is a great pleasure to be here,
and my name is Henry Jo Von Tungeln, and I am a wheat farmer
fr(()lm Calumet, Oklahoma. As I said before, it is an honor to be here
today.

I am Chairman of the U.S. Wheat Associates and Chairman of
the Wheat Export Trade Education Committee. I am also speaking
on behalf of the National Association of Wheat Growers.

As we have for decades, the U.S. continues to lead the world in
wheat exports. Last year the U.S. exported 29 million metric tons
of wheat, almost half our total domestic production, for a market
share of 28 percent. This is substantially less than it was in the
1970’s when it ranged from 41 to 49 percent. Then we had the Rus-
sian wheat embargo, and the market share tumbled 7 percent in
1 year. It continued to drop until EEP was fully utilized for wheat
in the early 1990’s.
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If T might, I would like to present a chart depicting U.S. market
share and wheat exports over the last 10 years. There is a popular
misconception, that this graph will hopefully correct, that U.S.
wheat exports are in a steep nosedive. This is simply not the case.
In the years since 1996, exports have been consistent at around 28
to 29 million metric tons, and market share has also been consist-
ent at 27 to 28 percent.

I would like to briefly mention some of the factors that negatively
impacted sales and market share. In 1996 China’s U.S. wheat im-
ports dropped by two-thirds, from 3 million metric tons to 1 million
metric ton. Egypt cut their purchases almost in half, from 5 million
metric tons to 2.8 million tons. Obviously, when two customers cut
sales by 4 million metric tons, you feel the impact. This year USDA
voluntarily stopped using—this same year, USDA voluntarily
stopped using EEP for wheat as prices spiked and subsidies were
no longer justified. When EEP was dropped, France and others
stepped in immediately.

Twenty percent of the world wheat market is largely inaccessible
to us, another reason. We cannot sell to Iran, Iraq or Cuba because
of ongoing political situations, and we can only nibble at Brazil’s
market because of Mercosur’s tariff block on our full and free ac-
cess.

I was in Brazil recently, visiting with the largest grain buyer and
miller in Brazil, and he was outlining the problems they had in
getting the quality of wheat they needed because they are locked
in with Argentina under the Mercosur agreement. Finally I asked
him, “Is there anything within our power that we could do to cor-
rectkthat situation?” He said, “I can answer in two words: fast
track.”

Also, importing markets are changing dramatically, going from
government buyers to private buyers. The change, unfortunately,
has played into the hands of the state export trading monopolies
for three reasons.

First, the U.S. marketing system is rather complex compared to
the one-stop marketing shopping offered by the Wheat Boards. Sec-
ond, with privatization, supply relationships can transcend price
comparisons, and the STEs were quicker to develop those relation-
ships. Third, the STEs used their monopoly pricing to undercut
U.S. wheat market prices. They give away loyalty fees, that in the
United States, would be termed graft. They give away higher pro-
tein that in the United States must be specified and paid for, and
they can do it all under a cloak of darkness.

I would like to bring out a second chart, this one made by the
USDA, depicting world wheat imports, to show you where the op-
portunities exist. Contrary to popular opinion, wheat is a growth
market, and this graph vividly illustrates that, even as the former
Soviet Union and China have removed themselves from the import
picture.

We go where the growth is, and the industry is trying to address
the needs of those markets. The grain trade and USDA are work-
ing on providing cleaner wheat and more specific wheat qualities.
U.S. Wheat Associates works with the new foreign buyers, millers
and bakers, teaching them about U.S. wheat quality characteristics
and contracting.
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Australia has convinced Asian markets that they need Aus-
tralia’s white wheat for the best noodles. The competing class in
the United States would be hard white wheat, but it is not yet pro-
duced in sufficient volumes, and we really need to work on that.

The U.S. grain trade has been slow to realize that they have to
be marketers and not traders. We are now starting to see them
make a good effort, however.

There are actions that we urge the U.S. Government to take. The
Congress has the power to take the first step toward removing bar-
riers around the world, by passing the Trade Promotion Authority.
U.S. Wheat strongly encourages you to do so this year. Also to pur-
sue the Free Trade of the Americas and bilateral agreements, and
WTO can reduce barriers, but the FTAA will go much further with-
in our hemisphere by eliminating them. The FTAA would, for in-
stance, put us on an equal tariff footing with Argentina in the large
Brazilian market. We are heartened by the committee approval of
the U.S.-Vietnam bilateral trade agreement, and hope the Senate
will soon approve that agreement.

We will need more. Again, achieving the FTAA and bilaterals
will depend on Congress giving the administration trade promotion
authority, which we strongly support.

We cannot over emphasize the importance of reforming the AWB
and CWB trade practices. We reiterate the U.S. needs to go to the
WTO negotiating round, demanding that the Wheat Boards be
stripped of their monopoly powers and be made transparent.

I see my time is up. I have other comments we could make. Just
one more issue I would like to, and that is in the area of biogenet-
ics, and most of the buyers of the world say they will not buy that,
and we need to be very careful. Congress needs to be very careful
to ensure that genetically modified wheat will not be registered in
the United States until we have all of the structure worked out so
that we can provide it to customers as they would like it.

Thank you again for the opportunity, and I will answer any ques-
tions you might have.

[The prepared statement of Mr. Von Tungeln can be found in the
appendix on page 52.]

Senator CONRAD. Thank you very much.

Mr. Brothers.

STATEMENT OF CARL BROTHERS, SENIOR VICE PRESIDENT
FOR INTERNATIONAL BUSINESS, RICELAND FOODS,
STUTTGART, ARKANSAS

Mr. BROTHERS. I first want to begin by thanking you, Mr. Chair-
man, for your efforts this morning on behalf of agriculture and also
on behalf of rice and the opportunity to speak to you about rice this
morning.

Mr. Chairman, members of the subcommittee, I am Carl Broth-
ers, Senior Vice President for International Business of Riceland
Foods, Incorporated, located in Stuttgart, Arkansas. Riceland is a
farmer-owned cooperative that markets rice, soybeans and wheat,
grown by its 9,000 members. It is the nation’s largest miller and
marketer of rice, one of the nation’s ten largest grain companies,
and a major soybean processor in the South. Riceland markets
products in more than 50 countries worldwide.
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I am pleased to testify this morning on behalf of the USA Rice
Federation on the topic of export market share for U.S. Rice. USA
Rice is a federation of the U.S. Rice Producer’s Group, USA Rice
Council, and the Rice Millers Association, working together to ad-
dress common challenges, advocate collective interests, and create
opportunities to strengthen the long-term economic viability of the
U.S. rice industry. USA Rice members are active in all major rice-
producing states.

Exports represent between 45 and 50 percent of domestic rice
production. U.S. high-quality rice has typically enjoyed success in
world markets. From 1960 through 1990 U.S. rice averaged a 20
percent world market share. The 1990’s have not been kind to our
industry, however. The U.S. share of world rice trade averaged just
14 percent from 1990 to 2000, and USDA’s current baseline
grojecfts a further decline to less than 10 percent in the current

ecade.

World rice more than doubled in the 1990’s, but U.S. exports
grew by just 14 percent. Competitive suppliers like China, Viet-
nam, India and Thailand, captured the lion’s share of this growth,
due largely to locational advantage of these suppliers to growth
markets in East Asia, the Middle East and parts of Africa.

In addition to the competition from Asian suppliers, U.S. trade
sanctions have caused more harm to the U.S. rice industry than
any other commodity group. Cuba, Iran and Iraq were each the
largest export market for rice at one time, but they effectively have
been shut off. Steps toward trade sanctions reform, as contained in
the Trade Sanctions Reform Act of last year, are just now being im-
plemented. The total size today of markets in Cuba, Iran and Iragq,
is 2.85 million metric tons of rice, close to total U.S. rice exports
in 2000. These three markets were the backbone of the U.S. rice
industry for many years, and their loss contributes significantly to
the current level of the U.S. export share.

U.S. rice exports also continue to face high duties in key mar-
kets, discriminatory duties that favor one type of rice over another,
and thus override market signals. Non-tariff barriers like reference
prices and price bands that have the effect of discouraging rice im-
ports. For example, U.S. rice exported to Japan above Japan’s tariff
rate quota, faces an effective duty of 1,000 percent. High duties on
fully milled rice and rough rice make U.S. exports of these types
of rice to the EU uneconomical. Although we do ship brown rice to
the EU, the duties we face are high, and they protect domestic rice
production.

Many countries in Latin America, Europe and Africa place dis-
criminatory tariffs on milled rice imports. U.S. rough rice exports
benefit, but the U.S. milling sector suffers as foreign milled rice
markets are close and milling value for U.S. rough rice is added
overseas rather than at home.

If there are any doubts that trade agreements provide an advan-
tage to U.S. rice, then we need only look at the North American
Free Trade Agreement to put these concerns to rest. At the begin-
ning of the 1990’s, U.S. rice sales to Mexico were less than 100,000
tons. In marketing year 1999/2000 U.S. exports, because of
NAFTA, had surged to nearly 400,000 tons, making Mexico the No.
1 export destination by quantity.
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Food aid is an important component of rice exports, accounting
for up to 20 percent of exports in recent years. While the rice in-
dustry works toward a level playing field in foreign markets and
the removal of U.S. economic sanctions, food aid remains an impor-
tant support of the export infrastructure of our industry, providing
needed jobs and income to rural communities, and giving humani-
tarian assistance to those in need.

I am joined in Washington this week, Mr. Chairman, by my pro-
ducer colleagues and miller colleagues, to press for immediate as-
sistance to our industry in the form of a Presidential food aid ini-
tiative for 500,000 tons of rice. Food aid movements planned for fis-
cal year 2001 are well below shipments in the last two fiscal years.
This is particularly serious in the southern-most rice-producing re-
gions, where an estimated 75 percent of the business of rice mills
is in food aid.

Senator Lincoln of this subcommittee and Senator Hutchinson of
the full committee, have signed a letter to the President, along
with other rice state senators, urging such an initiative, and the
rice industry is thankful for their support.

In conclusion, the U.S. rice industry has a substantial amount of
work ahead of it in international markets. We must continue to
trade on the hallmarks of U.S. rice on the world market, that is,
high quality and reliable delivery. We must also use wisely the
trade promotion dollars that are made available to us and continue
to ensure that adequate food aid resources from the U.S. Govern-
ment are available so that the maximum amount of rice can be pro-
grammed to fight world hunger.

We cannot prevail alone. Mr. Chairman, and members of the
subcommittee, I want to strongly urge you, on behalf of the U.S.
rice industry, to support a rice food aid initiative, to lift economic
trade sanctions, and to support the President’s request for trade
promotion authority. Well-negotiated agreements that bring levels
of protection to an equitable basis and are consistently and strong-
ly enforced are critical to the U.S. rice producers and millers. There
simply is no other option than open and vibrant foreign markets
for the long-term economic viability of the U.S. rice industry.

I wish to thank you for this opportunity to appear before the
committee, and I welcome your questions.

[The prepared statement of Mr. Brothers can be found in the ap-
pendix on page 59.]

Senator CONRAD. Thank you very much. I appreciate the testi-
mony of all three of you. We have heard now from one part of the
industry that is struggling, one part of the industry doing very
well, one part of the industry that is kind of holding its own, and
that was by design. That is what we intended to do here today.

I want to thank you all for what was really excellent testimony.
Let me start by asking Mr. Condon, as you look at this pattern, we
see what the Europeans are doing versus what we are doing. When
you see a chart like that, does it concern you?

Mr. CONDON. Yes, and I actually think your chart is a little out
of date. There is actually more blue in there now. Some of the yel-
low, South Africa, has done away with its subsidy, actually the
community is accounting for a higher percentage now of the export
subsidies.
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Export subsidies, of course, are a horrible trade-distorting mech-
anism. They not only affect developing countries, but the worst as-
pect of export subsidies is the impact they have on the developing
world. They certainly hamper our exports. The beef industry or the
pork industry export subsidies are not as big a factor as they are
in the grains side of the equation, but we are hoping, and we, along
with most people in the U.S. agricultural industry, are urging the
administration to make export subsidies No. 1 priority in what we
hope will be an upcoming round of trade negotiations.

Senator CONRAD. I am hopeful of that too. My experience with
the Europeans is unless they see that you have leverage in a nego-
tiation, not much happens. You know, when I got to Seattle, the
first night the trade Ambassador met with me and asked me to go
meet with the Europeans, as I indicated earlier. I could see from
that meeting, they had absolutely no intention to do anything but
confuse the issue, try to divert people’s attention somewhere else,
and I am very concerned, if we do not give leverage to our nego-
tiators, it will be pretty hard for them to bring home a victory.

Mr. COoNDON. Well, one of the advantages we have on export sub-
sidies is the community is pretty much isolated. I mean, they are
the only ones paying export subsidies. While almost everyone in
the rest of the world wants to get rid of them, or at least severely
restrict the amount of export subsidies, so we have some advantage
there.

Senator CONRAD. Mr. Von Tungeln, when you see a chart like
that, what does it tell you?

Mr. VoN TUNGELN. Well, as a farmer, it tells me we are probably
getting a raw deal.

[Laughter.]

Mr. VON TUNGELN. Really, as I came here this morning and lis-
tened to your opening comments and those of Senator Roberts and
Senator Lincoln, I felt like my leaving Oklahoma at six o’clock yes-
terday morning to arrive here at nine o’clock this morning was
kind of a waste of time, because you all are more aware of the
problems then we are. I do appreciate this opportunity to add my
comments and to have the opportunity to learn from this experi-
ence more about what the problems are, and certainly this is one
of them, and I appreciate your concerns about the leverage that we
need to go into the WTO negotiations as you very well expressed
all morning.

Of course, the wheat industry feels like there are other steps we
need to take. Perhaps we will get into that a little later.

Senator CONRAD. Let me ask you this question if I could. We look
at the worldwide stocks-to-use ratio for wheat, and we see that it
is at just over 22 percent. That is the lowest level in 30 years. Yet
prices are very, very low. What is your explanation for that?

Mr. VON TUNGELN. Well, really, I am just a farmer and do not
have a lot of education in economics or anything, but economics
would tell us that wheat prices should be the highest they have
been because of the stocks-to-use ratio. We would have to try to fig-
ure out why prices are so low when conditions are so favorable to
us. I suppose the strong dollars is one of those, and that perhaps
we have not efficiently used all of the programs that have been
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available to us, and that we have not sufficiently funded other pro-
grams, like the FMD and MAP.

The wheat industry is optimistic about our industry, and making
further sales, but we need some help. We need to get the barriers
let down in the countries that have been mentioned several times
here this morning. We need to have adequate funding. Our produc-
ers have to be optimistic because we are putting a lot of our own
dollars into these programs that the USDA leverages with funds to
help us build and promote and maintain and keep markets. That
is what we are all about.

Senator CONRAD. If I could suggest my own read of what is hap-
pening to us, the strong dollar that you mentioned is clearly play-
ing a role in what is happening to us in terms of exports and mar-
ket share. Second, the Foreign Agriculture Service testified to the
competitive position we see on that chart. Our competitors are
going out there and buying markets.

Mr. VoON TUNGELN. They are.

Senator CONRAD. They are spending a lot of money doing it. A
third element is that inventory management has changed. You
know, we see a lot of just in time delivery, and improved transpor-
tation systems, and there is a lot less grain in the pipeline than
there used to be, and that really changes things in terms of the
stocks-to-use ratio and we certainly see the effect. All of those are
contributing to the fact we have a very low, historically low stocks-
to-use ratio, and yet we have a price problem.

Mr. VoN TUNGELN. Excuse me, Senator.

Senator CONRAD. Yes, sir.

Mr. VoN TUNGELN. One other place that we could perhaps do
more is in the area of credit guarantees. Some are saying we
should do less. We contend that we should do much more, particu-
larly in the developing countries around the world. We need to
strengthen our credit guarantee program. That might help us.

Senator CONRAD. The Europeans are coming after that too.

Mr. VON TUNGELN. Certainly are.

Senator CONRAD. They made a big point of that in Seattle.

Mr. VoN TUNGELN. Yes.

Senator CONRAD. Let me ask. You said something else, that
grain boards, state trading enterprises, give away loyalty fees to
their customers. That is what you called it, loyalty fees. What does
that entail, loyalty fees?

Mr. VoN TUNGELN. I thought I describe it in some other way. I
hate to do this, but I was recently in a country where we were try-
ing to recover some of our market share, and our market share had
been declining. We were trying to recover it. We were making all
the arguments and everything, and they were telling us that our
quality was not quite right, that the noodles did not have the right
feel in your mouth, all those things, that the qualify of our grain
just did not quite fit their market. Then they said there is another
reason, that we do not give good service. Man, we were really taken
aback by that, because we thought that was the area where we ex-
celled. We give technical advice. You know, if anybody has a prob-
lem, we send someone to help them with it and all.

We said, “What do you mean we do not give good service?” Well,
they said, “Why cannot you take us to Hawaii for a week to play
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golf, or why cannot you provide us with other things?” We cannot
do that. It would not be legal and it would be unethical and every-
thing. Maybe that is

Senator CONRAD. Actual grain buyers asked you why you could
not take them to Hawaii?

Mr. VoN TUNGELN. Right. That is part of the loyalty fees. You
know, they are able to do things that we cannot do, and as we said,
they buy markets. I hate to bring that up, but it happened.

Senator CONRAD. It is reality, is it not?

Mr. VoN TUNGELN. Yes.

Senator CONRAD. It is reality. I wish I could say you are the first
one I have heard it from, but it is not. We have to understand this
is a tough business out there.

Mr. VoN TUNGELN. It is a tough business.

Senator CONRAD. The Europeans have been playing this game a
long time. They are good at mercantilist economics, and that is ba-
sically what they are engaged in, mercantilist economics. They
have been at this game for hundreds of years, and they are good
at it, and they are good at misrepresenting it.

Mr. VoN TUNGELN. The STEs have certain advantages that they
can do these things under the cloak of darkness.

Senator CONRAD. No transparency. They are able to go in there
and cut prices.

Mr. VON TUNGELN. Absolutely, no transparency.

Senator CONRAD. We had a circumstance a number of years ago
where a representative of ours was in the room, and they did not
know they were in the room, and the question of pricing came up,
and our European counterparts told them, “Well, do not worry
about that. We will be under the U.S. price, whatever it is.” Cer-
tain state trading enterprises made that same representation, “Do
not worry about that. We deliver you a price that is below what-
ever is on their market. Whatever is on the board, we will come
in under that.”

Mr. VON TUNGELN. “Or we will give you a half percent protein
better or more cleanliness than you specified,” whatever.

Senator CONRAD. Mr. Brothers, when you see a chart like that,
what does it tell you?

Mr. BROTHERS. I look at it three different ways. You have the ex-
port subsidy side of it, which is true, but then you have the strong
internal supports in Europe as well, and then you have the tariffs
on the products that we ship to Europe. It is not a double-edge
sword, it is a triple-edged sword.

Senator CONRAD. The triple whammy.

Mr. BROTHERS. Yes, sir.

Senator CONRAD. I also have a chart that shows the EU is pro-
viding, on average, $300 an acre in domestic support. These are
OECD numbers, not my numbers, not USDA numbers. These are
OECD numbers. OECD is the international scorekeeper. They are
giving over $300 an acre of internal support, and we are giving $38
an acre. That is point No. 2 that you are making.

Point No. 3 is tariff barriers. I was very struck in your testimony
by what Japan does in terms of their barriers to us. It is really dra-
matic. Could you just remind us of the point that you made on
Japan?
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Mr. BROTHERS. Oh. First off, the markup there, the block to get
in the country is huge but even with the negotiation in the Uru-
guay Round, where now we have an opening of around 400,000
tons in round numbers to Japan, and the United States is enjoying
about 200,000 tons annually of that opening, the quality of that
opening just absolutely stinks. Once the rice is tendered for——

Senator CONRAD. Is that a technical trade term?

[Laughter.]

Mr. BROTHERS. Once the rice is tendered, I mean you have a
state agency tendering for the rice, it is going into storage in
Japan. They mark the product up so that it will not clear to the
market. We have one small opening under the Japan agreement,
where we can get product in there, like about a half percent of the
total opening, that we can get in there and work directly with cus-
tomers. Otherwise, you are working through the state, and the rice
going into storage sits there. Recently, it is my belief, that it was
donated to North Korea. It never really entered the Japanese mar-
ket. We are really fighting now to gain better quality access on that
opening to Japan, because we really do not have what we need
here the way—and that is what happens each time people cir-
cumvent what you negotiate.

Senator CONRAD. Really play the game.

A number of you have mentioned that. For example, Mr. Condon,
you mentioned in your testimony the need to increase funding for
MAP and the cooperator program. Do you have specific funding lev-
els in mind?

Mr. CoNDON. Well, in that circumstance, the more we can get,
the better. The industry has been talking about a doubling of those
funding sources, but they do an enormous amount of good. We can
really leverage those moneys so they are very helpful to all of the
agricultural industries.

Senator CONRAD. Mr. Von Tungeln, what would your position be?
Do you think those should be increased and

Mr. VON TUNGELN. Absolutely. That FMD is the heart of our pro-
gram, and we would like to see FMD increased at least to 43.25
million, 43.25, and MAP at not less than 200 million.

Senator CONRAD. OK.

Mr. VoN TUNGELN. That is just the heart of our program. That
is what we depend on. That is what keeps our overseas offices open
and carries out our activities that we——

Senator CONRAD. You believe those are truly useful, and not
some boondoggle.

Mr. VON TUNGELN. Absolutely not.

Senator CONRAD. Some people charge, that it is just corporate
welfare, a waste of money.

Mr. VON TUNGELN. It is the only way we can carry out the pro-
grams that we try to do to promote exports for our producers, the
use of those funds.

Se‘z?nator CONRAD. Mr. Brothers, what would you say on this ques-
tion?

Mr. BROTHERS. Rice has also used the funds successfully. We are
constantly being critical ourselves, looking at these programs, mak-
ing sure we are using the money in the best way that we possibly
can. Many refer to getting the most bang for the buck on the
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money spent, but it is an integral part of what we do and impor-
tant to our success overseas.

Senator CONRAD. Do you have a figure in mind?

Mr. BROTHERS. No, sir, I do not. We have been successful in get-
ting a fair share of these funds through the years, and it is based
upon the quality of the programs we put forward.

Senator CONRAD. OK. You have seen people coming and going.
We have a real problem because the Disaster Assistance Bill is on
the floor, and important decisions have to be made in the next 20
minutes. I am going to bring this to a close.

Before I do that, let me just ask each of you if you have an addi-
tional message, something that you have not been asked about here
today, or something that you think is an important message to
send our colleagues.

Mr. Condon?

Mr. CoNDON. Well, I have already mentioned TPA. TPA is ex-
tremely important. I would just leave you with that message. We
are, as you have already noted, the meat industry is doing very
well, but most of our exports go to a few markets. We want to ex-
port to the world.

Senator CONRAD. We need to broaden it.

Mr. CONDON. Absolutely. We need to diversify.

Senator CONRAD. Mr. Von Tungeln?

Mr. VoN TUNGELN. Yes. TPA and the funds that we have talked
about before. One additional one that I know that Senator Roberts
wanted to ask about was the hard white wheat, and that is a very
important thing in marketing wheat. I had an Egyptian trade team
in my home this past month, as a matter of fact, and had buyers
around my table that represented 60 percent of the purchases from
Egypt, which is our No. 1 hard wheat, winter wheat buyer, and
they said, “What about hard white wheat?” We said we just are not
ready with it yet. Kansas devotes 85 percent of their research and
development funds to that. Oklahoma devotes about 25 percent of
theirs. Nebraska devotes some. Colorado devotes some. Everybody
is trying to come up with good hard white wheat varieties that
would not only produce, but have good milling characteristics.

Senator CONRAD. It is a big market out there.

Mr. VON TUNGELN. Yes. Everybody in the world, wherever you
travel, they want hard white wheat. The Egyptian millers said,
“We bring you this message.” They said, “We like hard white
wheat. We are going to buy it. We would like to buy it from the
United States. If we cannot, we will buy it somewhere else.”

Senator CONRAD. Very good message.

Mr. VoN TUNGELN. I do not know what you can do to help us
on that. It is a very difficult situation. You have to treat it like a
whole new crop, like it was a corn or a bean or something, and you
cannot commingle it. It has to be delivered from my farm to the
miller in Egypt or wherever, clean and pure. There are a lot of
problems, but we are working on it real hard. We recognize what
the problem is, and working on it.

Senator CONRAD. Very good.

Mr. VoN TUNGELN. Help us if you can. First and foremost is the
trade promotion authority and the funding.

Senator CONRAD. Very well. Mr. Brothers.
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Mr. BROTHERS. Short term, long term. Short term, you can see
the politics that seem to be involved in the rice business with some
of the countries that are important to us. It means food aid contin-
ues to be on the short term very important to the rice industry.
Longer term, trade promotion authority is ultimate. I do think that
we need to do a better job of negotiations, try to close off some of
these loopholes. I am particularly concerned about preferential tar-
iffs in the world, where people are using tariffs to enhance their
own interior economics and at the demise of the United States.
Trade promotion authority is very important, we have got to be
smarter about it than we have been in the past, as I have heard
you say often this morning.

Senator CONRAD. Thank you so much. I appreciate you all com-
ing to testify, and the really excellent testimony from each of you.
The committee appreciates it, and I appreciate it. Have a good day.

[Whereupon, at 10:43 a.m., the subcommittee was adjourned.]
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Statement of Mattie R. Sharpless
Acting Administrator, Foreign Agricultural Service
U.S. Department of Agriculture
Before the Senate Agriculture Committee, the Subcommittee on
Production and Price Competitiveness
‘Washington, D.C.
August 1, 2001

Mr. Chairman, members of the Committee, I am pleased to be here today to discuss
the status of the U.S. agricultural export situation, the U.S. Department of Agriculture’s (USDA)
strategy for expanding overseas sales, and how coming policy decisions can benefit our food and
agricultural sector.

Trade continues to be critically important to the long-term economic health and prosperity
of our food and agricultural sector. We have far more capacity than needed to meet domestic food
market requirements. To avoid excess capacity throughout the system -- our farmland, transportation,
processing, financing, and other ancillary services — we must maintain and grow our sales to
customers outside this country. In fact, our system capacity grows faster than the domestic market
alone can absorb. Given the maturity of our own food market, aggregate U.S. domestic demand has
grown slower than the farm sector’s rate of productivity growth. However, steadily expanding
foreign demand — brought on by income gains, trade liberalization, and changes in global market
structures — has helped U.S. exports double over the past 15 years to $53.5 billion estimated for the

current fiscal year. Clearly, without the offsetting effects of an expanding export market, farm prices

and net cash incomes would be significantly lower today.



35

We are optimistic about the growth prospects for global agricultural trade. During the past
20 years, much of global trade performance was influenced by government policies and actions
rather than by economic decisions dictated by the marketplace. - These include the collapse of the
Soviet Union, the U.S.-Buropean Union (EU) subsidy wars, and China’s shifting agricultural
policies. Asthe world more and more moves away from such state-determined events toward amore
open global trading system, U.S. agricultural exports will have a greater growth potential. But, of
course, we will need to have both a clear strategy and appropriate tools to achieve this potential.
Export Situation and Outlook

First, let me review the already tremendous importance of trade to our industry, and review
performance over the past decade and a half, a time when we established some of the key promotion
programs in use today.

Dollar for doliar, we export more meat than steel, more corn than cosmetics, more wheat than
coal, more bakery products than motorboats, and more fruits and vegetables than household
appliances. Agriculture generally ranks among the top six U.S. industry groups in export sales,
accounting for about 5 percent of the Nation’s total exports. Moreover, agriculture is one of the few
sectors of our economy that consistently contributes a surplus to our trade balance.

In just the past 15 years, agricultural exports have increased from about 18 percent of
producers’ cash receipts to 27 percent today. We conservatively project that by 2010, the proportion
will reach 30 percent ~ a clear measure of the impact that globaliza;ion of the food and agricultural
gystems is having on our producers.

The farm sector’s reliance on exports can be further appreciated by observing the share of

production of individual commodities exported each year. This year, we project 53 percent of the
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wheat crop will be exported, 47 percent of cotton, 42 percent of rice, 35 percent of soybeans, and
21 percent of comn. Moreover, these estimates do not include the quantities of soybeans and corn
that increasingly arebeing exported in the form of livestock products, se their full export percentages
are even higher. In 1990, only 1.4 percent of the value of our grain output and 1.8 percent of the
value of our soybean output was exported as livestock products. Today, those numbers have grown
to 4.3 percent for grains and 5.4 percent for soybeans.

Likewise, many of our high-value products (especially horticultural products) have come to
rely on foreign markets for a large share of their production, including almonds (71 percent), cattle
hides (62 percent), and walnuts (51 percent).

For both global trade and our exports, the fastest growing sector over the past 20 years has
been what we call consumer-oriented high-value products (meats, poultry, fruits and vegetables, and
processed grocery products). Our exports of these products are expected to reach a record $22.5
billion in 2001.

Since 1999, these products have been our Ié.rgest export sector, accounting for over 40
percent of total sales, up from just 15 percent in 1985. Performance has been outstanding for many
of these products including meats (beef, pork, and pouliry), fresh fruits and vegetables, snack foods,
pet foods, tree nuts, breakfast cereals, wine and beer. Ofthe 20 fastest growing agricultural exports
during the past decade, 15 were consumer-oriented high-value products, with pet food leading the
list. Pet food sales have grown almost 14 percent ayear for a decade and should finish 2001 at a
record 1 million tons valued at $1 billion.

Consumer food products not only are fast growing -- but also more resilient to the wide

market volatility that affects bulk commodities. During the global financial crisis of the late 1990s,
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bulk commodity export value fell some 23 percent as both prices and volume declined. In contrast,
sales of high-value products, which had 13 consecutive years of new records before the crisis,
dropped only 5 percent in 1998 and 1999. Then, in 2000 they quickly resumed growth and soared
to new highs in 2001. In fact, sales of many individual products expand every year, and especially
to the emerging markets.

This bright outlook for high-value products is also positive for our bulk commodity
producers. The sharp expansion in red meats and poultry sales in turn increases overall demand for
grain and soybeans needed to produce those products. Since we do not import corn or soybeans,
these benefits flow fully to our grain and soybean producers. Likewise, the growing sales of
processed food exports require raw farm products that, for the most part, come from our own
farmers.

Market Share

Although trade has become increasingly important and our total sales to foreign customers
have grown, we have not kept pace with our competitors and, as a result, our market share has
steadily been eroded. We view with considerable concern this erosion in our share of world
agricultural trade. Twenty years ago, we clearly were thé world’s export leader, accounting for 24
percent of global agricultural trade. Today, that share has fallen to 18 percent. America’s once
overwhelming leadership as an exporter has slipped to the point where our nearest rival, the
European Union (EU), is on the verge of overtaking us. In 1999, the EU share stood at over 17
percent, less than one point less than our share. This is in sharp contrast to 20 years ago when the
EU was a distant second with 13.5 percent of world exports.

Losing six points over 20 years may not sound like much, but every percentage point loss
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of market share amounts to $3 billion in lost export sales and a reduction of $750 million in
agricultural income. But, the good news is that every percentage point we can recover will add $3
billion in export sales and $750 millien to agricultural income each year.

Our examination of the reasons for our erosion in market share suggests several factors have
contributed. Most important among these are:

. the strong dollar;

- aggressive competition; and

. over-reliance on mature markets;

Strong dollar. Quite simply, the strengthening of the dollar over recent years has raised the
prices of our produets relative to our competitors. Moreover, some of our competitors” currencies
have been falling in value at the same time, further widening the price gap. The result is that our
products have become less price competitive with similar products of both our in-country and
third-country competitors. While a strong dollar does have significant net benefits to the American
economy as a whole, it does have a negative effect on export-dependent sectors like agriculture.

The export performance of specific U.S. goods during the 1990s varied depending on the
relative exchange rate movements of competitors and importers and on specific foreign market
competition. For example, our wheat lost 10.5 percentage points in market share between 1992 and
1998, while our corn lost only 3 points. In conirast, our fresh aﬁd frozen poultry exports gained 8
percentage points, while cotton gained 1.6 points during the same period.

Aggressive competition. Our competition‘ comes from both “disciplined” and
“undisciplined” activities, within a World Trade Organization context. Among disciplined activities,

generous domestic supports and export subsi&ies, especially by the EU, have been especially
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problematic for our exports. The Organization for Economic Cooperation and Development
estimates total EU production supports to be $114.5 billion in 1999, compared to $54 billion for the
United States. ‘At the same time, high-tariffs in many importing countries have a dampening
competitive effect as well. They keep out less expensive products, forcing consumers to pay higher
prices. These higher prices not only reduce domestic demand but also stimulate local production,
depriving our lower cost producers of export opportunities. With agricultural tariffs averaging 62
percent globally (ours average only 12 percent, for comparison), any significant reduction in tariffs
would mean a significant alteration in trade flows, clearly to the benefit of our producers.

We also have experienced increased competition in the form of market development
activities. Since the Uruguay Round agreement, our competitors, notably the EU and the Cairns
Group, have increased their market development investments by 50 percent to $1 billion annually.
In sharp contrast, our market development spending has been virtually flat at about $250 million,
and this is a sharp reduction from the early 1990s when MAP funding fell from $200 million to the
current $90 million. Moreover, many of the market development activities funded through our
programs have remained essentially the same for many years despite changes in world markets and
competition. Market development activities are even more critical in today’s consumer-driven
marketplace than they were when this was less true 10 years ago.

Over-reliance on mature markets. U.S. exports continue to be concentrated in the
developed countries. These are large, slower growing country and commodity markets whose
overall import demand growth rate lags that of the rest of the world, the so-called “mature markets.”
Consider that two-thirds of our exports go to our six largest country markets (Japan, EU, Canada,

Mexico, South Korea, and Taiwan). Yet, since the early 1990s, import demand growth for four of
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these has fallen below the world average, a sharp contrast to the strong import growth posted by the
emerging markets in Asia and Latin America. On a commodity basis, our exports tfypicaliy have
been heavily concentrated in slower growing, price-sensitive bulk commodities far more so than our
competitors, especially the EU. Their exports increasingly are focused on high-value products for
which the global import market both is substantially greater and growing faster.

Taken together, this analysis clearly suggests that the markets we have relied on in the past
are fading in relative importance in global agricultural trade. If we are to expand our share of global
trade, we must focus more intently on those markets that will increasingly domiﬁate trade over the
next decade. That is, we must be forward looking, both in terms of our targets and in obtaining the

required tools and resources.

Global Marketing Strategy

We suggest that our role in the Department in restoring our expoﬁ share involves three areas:
substantive progress in trade reform; review and adjustmént of our export programs through the
current farm bill debate; and, pursuit of an ambitious, newly focused global mark;eting strategy to
gain a 22 percent market share over the decade:

First, we must aggressively seek trade reform to remove market distortions that will allow
faster overall growth in trade. The potentiél benefits of this to us are simply enormous. The
President has placed trade at the top of his agenda and set forth critical trade policy initiatives to
move us in this direction.

. Foremost among these is enactment of enabling Trade Promotion Authority (TPA). Itis
essential to enable us to pursue trade reform effectively and to level the playing field for our

producers and exporters.
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. The negotiation of a Free Trade Area of the Americas (FTAA) is being reemphasized. It will
provide us with much greater access to 450 million consumers (outside the NAFTA
countries)-whose income will surpass $2 trillion by 2005. Conservative estimates suggest
this could boost sales of our products by as much as $1.5 billion annually when fully in
force.

. World Trade Organization (WTO) negotiations now underway must be given new impetus
and brought to a successful conclusion. If successful, total long-term benefits to the United
States from eliminating world agricultural policy distortions are $13.3 billion annually. Our
producers and the industries they support could see an increase in the value of U.S.
égricultural exports of 19 percent each year.

Second, we must ensure our exporters have the necessary tools to capture a greater share of
the benefits that will flow from trade reform and the resulting global market expansion. The
programs we now operate -- our export credit guarantee, market development and food aid programs
- have served our food and agriculture sector well. But the upcoming farm bill presents an
opportunity to review all of our programs with an eye to improving them to meet tomorrow’s
challenges and opportunities.

. For example, given our WTO commitments and negotiating proposals, are therenew,
effective approaches to export market development that clearly would not be subject
to disciplines under the Uruguay Round Agreement on Agriculture?

. Should the new trade title allow the Secretary of Agriculture more flexibility to shift
priorities and funds in response to the dynamic world trade situation?

. What program levels are appropriate to meet today’s increasingly sophisticated
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global competition?
. Are our aid and development programs still appropriate for today’s conditions, or
could they be better designed and targeted?
. Are there better ways to use our programs to help speed countries along the
development time line to grow their incomes and thus make them better customers?
We look forward to working with the Committee throughout the farm bill process to examine
these and other ways in which improvements might be made.
Finally, of course, our international trade and domestic farm programs must be
complementary. Programs that may work against one another must be reassessed. It makes no sense
to have trade policies and programs promoting farm exports while our domestic support programs

inadvertently reduce our competitiveness. It also goes without saying that our domestic and export

policy must be copsistent with our existing international obligations and, at the same time, give us
ample latitude in pursuing our ambitious goals in the ongoing negotiations.

Third, we must sharpen our strategic focus to more effectively capitalize on the trade
opportunities offered by fast-growing, emerging markets. But, we must also evaluate the potentials
carefully because not all emerging markets offer equal rewards. Our analysis suggests that the most
promising long-term opportunities lie in the developing countries in Asia (particularly China and
Southeast Aéia), Latin America, Russia, and some selected opportunities in Africa and the Middle
East. Over the next decade, food consumption in these markets will surge, driven by favorable
demographics - some 600 million new “middle class” consumers with rapidly rising disposable
incomes eager to spend on more and better food.

However, these markets are not without risk and surely will not all exhibit uninterrupted
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trade growth patterns. Even today, we are clearly concemed about the economic situation in
Argentina and Brazil. Even though the long-term economic and food demand fundamentals in these
countries arestrong, and further trade liberalization and -market development will make them
excellent export prospects, these markets are vulnerable to short-term serious downturns.

In the long run, we argue that gaining access and share in these fast-growing markets, without
sacrificing hard won gains in our large mature markets, will prove to be the most effective approach
for increasing our overall share of world trade. We must make use of all the tools at our disposal
-- our market development, our export credit guarantee, and our development activities -- with each
tool appropriately focused on the specific markets that support our exporters as they access these
markets, .

Our efforts to develop the Mexican market provide an example of a comprehensive approach.
NAFTA provided our exporters with significant opportunities as Mexico lowered (and will
ultimately eliminate) many tariffs and other trade barriers. USDA continued aggressive use of
export credit guarantees to support sales and, at the same time, encouraged our partners to use their
market development funds to educate Mexican buyers about the quality of U.S. products. Asa
result, Mexico now has overtaken the EU as our third largest market, and is expected to buy $7.4
billion worth of our food and agricultural products this year.

Conclusion

Mr. Chairman, U.S. agriculture’s strong reliance on world markets for its economic future
means there is no question that we must strengthen our efforts to expand export sales. Qur strategy
focuses on realizing an ambitious trade liberalization agenda and using new and retooled export

promotion programs to capitalize on the opportunities offered by significant growth in future world
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food demand. This approach will be employed worldwide, but with special emphasis placed on the
most promising growth markets in the developing world, especially in Asia and Latin Axngrica.

First, we know that trade liberalization works. It helps create new sales opportunities as
growing numbers of foreign consumers with purchasing power, gain increased access to goods
produced in many countries. However, to be fully effective, it also must curb the ability of some
countries to distort markets at the expense of others.

Second, strategically targeted export programs work. This is true, to varying degrees,
whether it be market development, export credit guarantees, trade shows and missions, technical
assistance, or marketing intelligence. With adequate funding, proper execution, and a modicum of
patience, export programs and exporter assistance carried out in targeted “high return™ markets will
enable our producers to capture more of the new opportunities than our competitors.

That concludes my statement Mr. Chairman. I'would be pleased to respond to questions you

or the members may have.
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Thank you, Mr. Chairman and members of the Committee. I am Leonard W. Condon,
Vice President for International Trade, American Meat Institute (AMI). AMI represents the
interests of packers and processors of beef, pork, lamb, veal and turkey products and their
suppliers throughout North America.

One of the highlights of the changing face of U.S. agriculture over the past two decades
has been the stunning growth in red meat and poultry exports. Because U.S. exports of beef,
pork and poultry have grown faster than other countries’ exports of these products over that
period, the U.S. share of the global meat and poultry market has increased significantly.

On a value basis, the U.S. is now a net exporter of beef, pork and poultry. Still, the U.S
continues to be the world’s largest importer of beef and a major pork importer.

A relatively small group of individuals — most of them affiliated with AMEF-member
companies — are owed much of the credit for transforming the U.S. from a virtual non-participant
in the global export market to a meat-exporting dynamo. U.S. beef exports have grown from less
than one percent of production in 1980 to over 9 percent last year, lifting the U.S. from the
eighth-largest exporter to second (behind Australia and closing the gap fast). On a value basis,
we are the largest beef exporter in the world. By the middle of this decade, the U.S. Department
of Agriculture predicts that we will also lead in terms of beef tonnage.

Much of the long-term growth in U.S. exports of beef can be linked to trade liberalizing
agreements. Ideally positioned as a producer of disease-free, high-quality beef, the U.S. has
been able to capitalize on market liberalization in the 1980°s and 1990’s. Clearly, the most
significant event for beef was the U.S.-Japan Beef and Citrus Agreement of 1988. A subsequent
agreement with Korea, the U.S.-Canada Free Trade Agreement and the North American Free
Trade Agreement (NAFTA) all helped to create substantial new market opportunities that have
paid big dividends for U.S. beef producers, processors and exporters.

1700 North Moore Street * Suite 1600 * Arlington Virginia = 22209-1995 * 703-841-2400 * fax 703-527-0038 © www meatami.com
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As a direct result of the 1988 Agreement, Japan last year imported over 368,000 metric
tons of U.S. beef, worth nearly $1.5 billion dollars. Driven by the market opening requirements
of NAFTA, Mexico has become our second largest export market for beef and is continuing to
grow at an impressive rate. Exports to the four countries with which the U.S. has “special
arrangements” — Japan, Mexico, Korea and Canada -- accounted for over 90 percent of $3 billion
worth of beef the U.S. exported to the world last year.

Exports of pork have been growing at an even faster rate than beef. The U.S. is the
world’s second largest importer of pork (after Japan), and the third largest exporter (after the
European Union and Canada). The U.S. became a net pork exporter in 1996 and has never
looked back. Pork exports to the world last year represented 7 percent of U.S. production,
compared with only 1.6 percent exported as recently as 1990. Over the past five years — from
1995 to 2000 — U.S. pork exports grew 68 percent.

Like beef, our pork exports are heavily concentrated among a relatively small group of
countries. Three countries — Japan and our NAFTA partners, Mexico, and Canada -- accounted
for almost 90 percent of the $1.2 billion worth of pork we shipped to the world last year.

The U.S. is also the world’s leading exporter of poultry meat. Last year, we sold about
$2 billion worth of poultry meat, about the same value as five years earlier. Russia, Hong Kong
and Mexico account for the bulk of our poultry exports. While exports to Mexico continue to
increase, shipments to Russia have declined over the past few years due to the uncertain
economic situation in that region.

As trade has increased and per capita incomes have generally risen around the world,
demand for meats and other processed foods and beverages has blossomed. A recent report
issued by the World Trade Organization (WTO) (Special Study No 6 Market Access: Unfinished
Business — Post Uruguay Round Inventory) stated, “Since the mid —1980°s there has been a
rather dramatic acceleration in the growth of world exports of high-value and processed
agricultural products. The share of this dynamic segment of world agricultural trade has
increased from 39 percent in the early 1980’s to 52 percent on average in 1995-1997.”

Shifts in the composition of U.S. agricultural exports have been even more dramatic. In
1980, bulk exports accounted for nearly 70 percent of the value of total U.S. agricultural exports,
but the share declined steadily to less than 40 percent in 1998. With relatively low bulk
commodity prices in the late 1990°s and with slow volume growth, the value of U.S. bulk trade
in 1998 was below the value in 1980.

‘When legendary stick-up artist, Willy Sutton, was asked why he pursued a career robbing
banks, he answered, “’Cause that’s where the money is.” Willy’s comments provide excellent
direction for U. S. policy-makers assigning product priorities for the next round of trade
negotiations. Emphasis on opening markets for processed foods and beverages, including meat
products, offers substantial potential for increasing U.S. export income, creating jobs, and
enhancing U.S. living standards. It is in our Nation’s economic interest to strive to maximize
exports of U.S. high-value processed products. Demand is growing, margins typically are more
attractive for processed than for bulk products, and the U.S. food and beverage industry leads the
world in the development of processing, packaging and marketing technology.

While U.S. meat exports grew dramatically over the past two decades this growth
primarily resuited from progress made in reducing tariff and non-tariff barriers in a few key
markets. Generally, high tariffs in many world markets continue to stifle U.S. meat and poultry
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exports. In a January 2001 report, Profiles of Tariffs in Global Agricultural Markets, USDA’s
Economic Research Service (ERS) concluded that, “High protection for agricultural
commeodities in the form of tariffs continues to be the major factor restricting world trade.” ERS
found that the global agricultural tariffs average a whopping 62 percent -- compared with only 4
percent for manofactured goods.

Worldwide, average commodity tariffs range from 50 to 91 percent, with the highest
tariffs on tobacco, meats, dairy, sugar, and sweeteners. Not only is protection high in dairy,
sugar, and meat markets, it is uniformly high across most countries.

U.S agricultural tariffs average12 percent, among the lowest in the world. With its low
average tariffs, U.S. agriculture, as a whole — and the U. S. livestock, meat and poultry sectors, in
partjcular - stands to gain from deep multilateral tariff cuts. For that reason, AMI together with
the National Cattlemen’s Beef Association, National Chicken Council, National Pork Producers’
Council, U.S Meat Export Federation, and U.S. Poultry and Egg Export Council in a February
26, 2001, communicatjon to Ambassador Zoellick urged the Administration to pursue the global
elimination of all tariffs on beef, pork, and poultry in the next round of multilateral trade
negotiations.

In this connection, the U.S. livestock, meat and poultry industries are also united in their
strong support for renewal of presidential trade promotion authority. We urge the Congress to
grant that authority as soon as possible. Clearly, if the Congress and the Administration cannot
resolve this issue before the next WTO ministerial conference scheduled to be held in Doha in
early November, the launch of a new round of global negotiations will be at risk. With two
failures in a row, the credibility of the multilateral system could suffer irreparable damage,
leading to a proliferation of bilateral and regional deals that do not serve U.S. global trading
mterests. !

In its recent study of tariffs, ERS also noted that key U.S. agricultural exports -- again
including meats -- face an abundance of “megatariffs” (above 100 percent). Most of these are
associated with tariff-rate quotas established under the Uruguay Round Agreements. Examples
of countries applying these megatariffs include the EU, which protects its beef market with an in-
quota tariff of 20 percent on a limited quantity of frozen boneless beef. Quantities imported over
that threshold must pay a duty of from 132 to 177 percent. Switzerland charges 35 percent for a
limited quota of fresh chilled beef and 376 percent on amounts in excess of the quota. Israel
applies an in-quota duty of 120 percent and an over-quota tariff of 190 percent. Incredibly,
Norway applies an in-quota duty of 296 percent for frozen boneless beef and an over-quota rate
of 785 percent. Any chilled beef imported into Norway must pay a flat duty of 392 percent.

U.S. pork and poultry is subject to similar megatariffs levied by numerous countries.

Thus, while our meat and poultry exports have been doing well, closer examination of
our export profile shows that our exports are restricted to a few countries. In general, global
access for U.S. meat and poultry products remains severely restricted by high tariffs and
numerous sanitary barriers, not all of them legitimate. For example, access for meat and poultry
to the EU — the world’s largest economic block — remains severely restricted by high tariffs and
unjustifiable non-tariff barriers. Despite the problems Europe has had in recent months, our
largest meat export to the region is horsemeat. We can ship no poultry products because our
poultry processing plants use hyperchlorinated water and almost no beef because of the illegal
ban on hormone-treated beef. U.S. pork exports are severely restricted by a small EU tariff-rate
quota. Until China enters the WTO — which we hope will be soon ~ we are-denied access to a
potential market of over 1.2 billion meat-eating consumers — by high tariffs. We could, and
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should, be selling much greater amounts of highly desirable U.S. meat and poultry products to
the world.

Finally, it is appropriate to address the role of foreign market development and
promotion. The coordinated export promotion efforts of the U.S. livestock and meat industry are
largely channeled through the U.S. Meat Export Federation, a Denver-based organization
supported and directed by a broad cross-section of the U.S. livestock and meat industry and
allied interests. USMEF has offices in key locations around the world to assist U.S. exporters in
developing foreign markets and in promoting sales of U.S. beef and pork products. The growth
and development of USMEF parallels the expansion of U.S. meat exports, and there is no
question that the organization has played a role in this remarkable success story.

USMEF is funded by contributions from its members along with USDA funds provided
under the Market Access Program (MAP) and Foreign Market Development Program (FMD).
USMETF has been one of the major recipients of MAP funds in recent years. However, the
limited amount of funds available and the need to apportion these monies among a large number
of deserving U.S. agricultural export interest groups, on top of the continuous uncertainty
surrounding the future of these funding sources have created problems in sustaining long-term
strategies and programs for developing markets. USDA’s MAP and FMD funds have been
instrumental in building foreign demand for U.S. meats and other agricultural products.
However, to maximize the usefulness that can be achieve Congress should significantly increase
funding levels and take steps to somehow provide greater certainty with regard to the
availability. The experience of the U.S. meat industry clearly demonstrates that a modest
investment in foreign market development can yield major benefits to the U.S. economy by
boosting export sales exponentially.

That concludes my testimony, Mr. Chairman. I would be pleased to join with the panel
in answering any questions from you or other members of the Subcornmittee.
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My name is Henry Jo Von Tungeln, and I am a wheat farmer from Calumet, Oklahoma. It is an honor to
address you today, on behalf of America’s wheat producers. I am here in my capacity as chairman of U.S.
Wheat Associates, the industry’s export market development organization, and as chairman of the Wheat
Export Trade Education Committee, the industry’s advocacy organization on trade issues. I will also be
speaking on behalf of the National Association of Wheat Growers, the industry’s grower organization.

Today’s world market for wheat is different than it was 20, 10, or even five years ago. The difference
between when I started farming, over 50 years ago, and now isn’t merely dissimilar: it is, as Shakespeare
once said, like comparing Hyperion to a satyr.

In 1949 we were still five years away from the enactment of the “Food for Peace” program. By 1955, six
years after I became a wheat farmer, the Commodity Credit Corporation owned wheat stocks that
exceeded the total domestic and export use that year. Within just a few years, roughly two-thirds of
American export sales were effected through the P.L. 480 mechanism, enhancing U.S. exports. But then
in 1962, the European Economic Community established their Commen Agricultural Policy, which had a
massive effect in the other direction, inhibiting U.S. grain exports.

This one juxtaposition of developments -- simplified, I admit, for the purpose of this presentation --
illustrates the dynamic force that actions by the world’s governments have exerted on every American
wheat farmer in the last half of the last century. The effects aren’t merely in exerting a little pressure here
or there. .. they can, and do, push and shove markets this way, that way, and sometimes every which way.

The public debates then, as now, revolve around the same general topics of government involvement in
free markets, and I think the fact that we are still wrestling with these issues illustrates that there are no
magic bullets, no easy solutions. It also serves to alert us to the fact that a new government program, or
program changes, may impact U.S. wheat exports -- for good or ill -- for the next half a century or more.
So while it is vitally important to concern ourselves with the year to year assistance that the government
gives to farmers, it is just as important to take a broad view and to plan now for the farmers of tomorrow.

The U.S. continues to lead the world in wheat exports. For the marketing year completed on May 31,
2001, the U.S. exported 29 million metric tons of wheat, almost half of the total domestic wheat
production. Our nearest competitor had exports amounting to only 60% of the level of U.S. exports:
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Canada, at 17.5 MMT, was the second largest exporter, followed closely by Australia at 16 MMT and the
EU with 15 MMT. Argentina is the Sth largest exporter, with 11.5 MMT in exports last year.

Our share in the world wheat market is substantially less than it was a couple of decades ago. Through the
1970°s the U.S. market share ranged from 41 to 49%. Then we had the Russian wheat embargo, and
market share tumbled 7% in one year. Market share continued to drop until the Export Enhancement
Program (EEP) was fully utilized for wheat in the early 1990’s.

If I may, I’d like to present
a chart depicting U.S.
market share in wheat

@g®World Trade [ Other Exporters exports over the last 10
Il U.s. Exports /" % Market Share years.

There is a popular
misconception, that this
graph will hopefully
correct, that U.S. wheat
exports are in a steep
nosedive, headed to
oblivion. This is simply not
the case.
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How does this rank on a
year to year basis? Our
market share was about 29% in marketing year (MY) 90/91. It grew with the use of EEP, hovering in the
31-32% range, in the first years of the decade, and then we achieved a 34% share in MY 95/96. (One
thing we should note here is that although that was the decade’s high point for market share, we actually
exported more wheat in MY 92/93 and 93/94.) 96/97 was the decade’s low point. We had the lowest level
in exports (27.1 million metric tons) and our share dropped to 27%.

In the years since May 1996, however, exports have been consistent at around 28-29 MMT, and market
share has also been fairly consistent, at around 27-28%.

So, what are the forces that have affected our market share in the last 10 years? There has been a wide
variety of market forces at work, and there are even more market forces coming into play that will affect
America’s future market share in wheat trade.

Some of the factors negatively impacting sales and market share:

Looking particularly to the drop of market share in 1996, China was a huge loss for the U.S that year.
Their imports dropped by two-thirds, from 3 million metric tons to 1 million tons. Egypt was also a major
disappointment that year, cutting their U.S. imports almost in half, from 5 million tons to 2.8 million tons.
Obviously, when your two largest customers account for a 4 million ton loss in export sales, you feel the
impact.

Another big factor was the fact that USDA voluntarily stopped using the Export Enhancement Program
for wheat in July 1995 as wheat prices spiked and wheat subsidies were no longer justified. The impact
was immediately felt in several countries, most notably in the North Africa region where our market share
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dropped from around 40% to 7% by MY 98/99. (Market share there for U.S. wheat is now on an upward
trend, hitting 11.9% last year. We still have a lot of ground to make up.) When EEP was dropped, France
stepped in immediately, taking advantage of historical colonial ties and freight differentials.

On a continuing basis, one major problem is our inability to access some of the world’s largest markets.
As we all recognize, wheat is the most political of grains, and sales during the last decade are no
exception. We are simply unable to participate in Iran, Iraq, and Cuba because of ongoing political
situations. We are only able to nibble at Brazil’s market because Mercosur’s uncompetitive tariffs block
our full and free access. Those four countries account for nearly 20% of the world wheat market. When
20% of the market is taken away from the U.S. wheat producer and handed on a platter to our
competitors, of course market share will be impacted.

In another development, the importing markets have changed dramatically, going from government buyers
fo private buyers who are less familiar with the U.S, marketing system and are much more discerning
about wheat quality characteristics. For instance, 20 government buyers were basically making all the
wheat purchases in the Middle East and East Africa market in 1990, Today, there are 105 private buyers
making those purchases. The amount of purchases made by the 14 government buyers still there has
lessened considerably.

The changing market, unfortunately, plays into the hands of the state export trading monopolies, for three
very basic reasons:

1. First, those new private buyers, as [ mentioned, have to learn how to use the rather complex U.S.
marketing system. As they enter the world marketplace they are vulnerable to the one-stop shopping
that the Canadian Wheat Board and the Australian Wheat Board offer. Although the U.S. system is
very responsive to buyers who know how to make the right specifications and contract terms, it
appears complicated and requires a tremendously intensive effort, which U.S. Wheat Associates is
making, to assist and sducate new buyers.

2. The second reason that the changing market benefits the CWB and AWB is more esoteric. With new
privatization, the old trading models don’t work. Supply relationships can transcend price
comparisons, and the STEs were quicker to develop those new relationships, The U.S. grain trade is
learning that we have to be marketers -- not traders -- with the new buyers, but it’s frankly taken them
a bit longer to recognize that.

3. And how have the STEs established themselves as marketers, and established those new types of
supply relationships? The answer is easy: they use their monopoly pricing to undercut U.S. market
prices a5 they choose to insinuate themselves into a relationship, they give away “loyalty fees” that in
the U.S. would be termed “graft,” and they give away higher protein that in the U.S. must be specified
and paid for. And they can do it all under a cloak of darkness that is simply not allowed in the
transparent U.S. marketing system.

Unformmnately, although market share and sales have been fairly constant recently, T have not been able to
present you a happy picture filled with nnbounded optimism. We have been facing, and continue to face,
serious challenges. Sometimes, on my most pessimistic days, it almost seems as if the Shakespeare’s satyr
is in charge today, and Hyperion’s glory faded long ago. But we have the ability, if we choose, to
anticipate future market needs and make the kind of changes that are necessary,
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new bread has taken hold in Taiwan, and bakers are demanding the appropriate wheat from millers, who
are seeking that wheat from the U.S. Another great example is in Vietnam, where bakers are trying to
introduce America’s “Mother’s Day” to their population. Bakers there love Mother’s Day because
consumers buy cakes on that Sunday every year. And then they will hopefully begin to associate cakes
with many joyous occasions, and the market will take off even more than it is now.

Basically, this graph vividly illustrates the steady growth in wheat exports, if you remove the former
Soviet Union and China from the picture. While we earnestly hope that they return as major players in the
wheat export market, it’s evident that they won’t assume the gigantic proportions they filled in past years.

So we need to look at the growth markets and adjust our marketing strategies where it is necessary. Some
changes, of course, must be instigated by industry. These include:

«  Cleaner wheat. The CWB and AWB supply wheat with less dockage, and our customers are
demanding that the U.S. lower our dockage levels as well. The export companies led the efforts in the
Pacific Northwest, installing cleaners, and the USDA has required lower dockage on donated wheat.
We still have a problem with wheat originating out of the gulf and from the east coast, but I think
we’re beginning to see signs of the trade making efforts to supply cleaner wheat and respond to
buyers’ demands.

«  Quality characteristics. U.S. Wheat Associates spends an inordinate amount of time working with the
new foreign buyers and millers and bakers, teaching them about wheat quality characteristics and
assisting their learning curve and correctly specifying for the wheat they need and expect. With
funding from federal market development programs and state wheat commissions, USW is continuing
that intensive effort. Some particularly vivid successes -- which are NOT being supported with
federal dollars due to sanction rules -- are the result of work being done with the formerly sanctioned
countries of Libya and Sudan, where buyers are starting to purchase U.S. wheat again.

o Hard white wheat. Australia has done an effective marketing job convincing Asian markets that they
need Australia’s white wheat for the best noodles. The competing class in the U.S. would be hard
white wheat, which is not yet produced in sufficient volumes for maintaining a reliable and
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continuous export market supply. America’s wheat farmers are going to have to decide whether they
want to cede this growing portion of the Asian wheat market to the Australians, or if they are going to
fight for it with an adequate and consistent supply of 2 good quality hard white wheat. There are some
issues that need to play out on the domestic side on this issue, but it’s an issue that is quickly reaching
critical mass for certain markets, especially in Korea and with other longtime loyal U.S. wheat
buyers. Korea was almost completely a U.S. market just a few years ago, but Australian competition,
primarily for their noodle business, has cut our share almost in half.

Supply relationships. As I mentioned earlier, the U.S. grain trade has been slower than our
competitors to realize that we have to be marketers, not traders. They fully realize it now, however,
and we are starting to see them make a good effort towards getting to know our new customers,
anticipating their needs, and looking down the road beyond the immediate shipment, U.S. Wheat
Associates continues to work one-on-one with buyers and users, developing those market
relationships in nearly 100 countries,

There are actions that we urge the U.S. government to take:

.

Pursue the Free Trade Area of the Americas and bilateral agreements. The WTO can reduce market
barriers, but the FTAA will go much further within our hemisphere by eliminating them. We need fair
and free access to the South American market, and we won’t get it 2s long as Mercosur tariffs block
our sales to Brazil. We are heartened by the bipartisan endorsement, by the chairman and the minority
spokesman of this committee, of the U.S.-Vietnam bilateral trade agreement, and hope that the Senate
will soon approve that agreement. And we need more. I believe that the time will come - sooner
rather than later ~- when we can begin to seriously consider and pursue an Asia-U.S. Free Trade Area.

Achieving the FTAA and bilaterals may depend on Congressional willingness to provide the
administration with trade promotion authority. As the U.S. wheat industry supported fast track during
the last administration, we support it now, and we urge your favorable consideration.

‘You’ve heard this from us before, but we cannot overemphasize the importance of bringing the AWB
and the CWB to heel. Together, these two boards account for a full third of the market share in world
wheat trade, so when their tactics cause distortions, a huge part of the market is skewed. We reiterate,
the U.S. needs to go to the WTO negotiating round fully committed to demanding that the wheat
boards be stripped of their monopoly powers and be made transparent.

Help us get access to the 20% of the world wheat market that is largely closed to us. The U.S. needs
to drop the remaining vestiges of the unilateral sanctions against Iran and Cuba. Iraq is a more
difficult situation, but we are hopeful that someday we can reopen the market relations we had there
formerly.

We applaud this administration, the last administration, and Congress for the bipartisan support
necessary for China’s entry into the WTO. Once they enter the WTQ, we have every reason to hope for
a healthy wheat export market, especially among the entreprensurial private importers who are
looking to blend America’s high quality wheats with their domestic stock to produce superior wheat
food products for China’s burgeoning cities.

There are, to be sure, some things the U.S. can do betier in our food aid program. For instance:

% The U.S. needs to clarify our internal rules on food donation programs, and more clearly
differentiate humanitarian aid from market development programs. If’s a complicated
hodgepodge at the moment, and some streamlining will make the programs more transparent
to our domestic zudiences as well as to our trading partners and countries that need assistance.
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Our donation programs need to be more consistent from year to year, and they should be
non-commodity specific. That is, a country that needs food aid should not have to beg, nor to
wait and wonder, nor should they be given a commodity they do not need.

S

% We need better documentation to confirm that the aid is not interfering with local commercial
markets in the countries to which aid is given.

The primary objective of commercial export credit guarantee programs administered by the U.S.
Department of Agriculture is to facilitate trade with countries that do not have access to adequate
commercial credit. Our competitors have complained loud and long about these credit programs.
They call them unfair trade subsidies and demand that the programs be scaled back. I couldn’t
disagree moze. The U.S. should do more -- not less -~ to provide credit to the markets that most need
it, while meeting its obligations under global trade rules. Rather than scaling back the credit
programs, we need to put more flexibility into them.

+ GSM is a great program for countries with strong banking sectors. Unfortunately, that
excludes much of the developing world, which are also the emerging markets for wheat. The
Supplier Credit Guarantee Program, providing credit guarantees for sales financed by
importers rather than banks in countries where the banking sector may not be completely
stable, is a great idea for small shipments, but it needs to be modified to suit butk
commodities.

Rather than scaling back the credit programs, as demanded by our competitors, we need to
broaden them to the extent that they will include emerging markets. Yes, there is some risk in
providing credit guarantees to these markets. But we urge USDA and other agencies to take a
chance on the countries that are trying very hard to enter the global marketplace.

2%
<

% One thing we should look at is developing a range of guarantee rates, adjusted to meet the
situation. The coverage and the length of terms should be flexible, depending on the size of
the purchase, the credit record of the purchaser, and the future earnings of the importer. In
other words, the U.S. government should use the same credit worthiness assessments and
tools that are recognized globally in the banking sectors. Or, even better, the USDA could rely
on the appropriate banks to help identify and rate foreign partners, and to recommend terms
that would meet the needs of the buyer and the seller.

The wheat industry supports, and needs, aggressive funding for the Foreign Market Development
(FMD) program and the Market Access Program. The largest source of funding, and the most
important single tool, for U.S. Wheat Associates activities is FMD, which provides around $6 million
to USW for office space, overseas salaries and activity budgets for 15 offices servicing over 100
countries. In recent years, in spite of rising costs, total funding for FMD has remained static at about
$30 million. This program, which is so vital to many cooperator groups, should be increased to no
less than $43.25 million. The second most important federal program providing funds to USW is the
Market Access Program, which has been an invaluable tool for building markets. MAP funds, though
accounting for less than 10% of the USW budget, are essential as we develop consumer promotion
and educational programs. Funding for MAP has been reduced over recent years despite increased
promotion activity by our competitors. The wheat industry urges Congress to increase the budget for
MAP to no less than $200 million. Further, any EEP funds that are unused should be redirected to

market development.

There is one more important issue that will be facing the U.S. wheat market in coming years. Wheat
buyers responsible for purchasing about half of our wheat exports have told us that they do not want to
purchase wheat derived from biotechnology. Right now there is no such wheat, popularly known as “GM
wheat.” In fact, no GM wheat is commercialized anywhere in the world at the moment.
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The wheat industry is facing quite a conundrum. We don’t want to stand in the path of true beneficial

progress, which in fact will come without harm to human health or the environment. But, on the other
hand, we can’t disregard the needs of customers who aren’t ready to accept it, and we cannot afford to
cede that market share to anyone.

So the U.S. has a nice bit of work in front of it. The wheat industry, grain trade and the U.S. government

have to work together to:

¢ Ensure that internationally accepted tolerances are set before the first GM wheat seed is sold. There
can be no mix-ups where ships are turned back because of adventitious mixtures.

¢ Ensure grain handling systems can provide the wheat the customer wants, within those tolerances.

e Devise a protocol for providing certification for non-GM wheat.

¢ Most of all, we have to listen to our customers and put their needs first.

In 1995 USDA set a goal of increasing U.S. agricultural exports 50 percent by the year 2000. Such an
increase would have added nearly $45 billion to the U.S. export total and would have created as many as
500,000 new jobs. However, this goal did not foresee the Asian economic crisis and the devastation that
would engulf agricultural trade. We believe that with the support of Congress in the areas I have
mentioned, and a solid commitment to being a world leader for free and fair trade, American agriculture
can continue to lead world trade and meet the goal set by USDA in the near future.

In a dynamic, competitive world market, we need to strengthen the programs that will enable agriculture
market development organizations to continue this partnership between Congress, USDA and the industry
to maintain a growing market share in an extremely competitive world market.

1 thank you for the opportunity to present our perspective and I am available to answer your questions at
the appropriate time.
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Committee on Agriculture, Nutrition and Forestry
U.S. Senate, August 1, 2001

Mr. Chairman, members of the Subcommittee, I am Carl Brothers, Senior Vice
President for International Business of Riceland Foods, Inc., located in Stuttgart,
Arkansas. Riceland is a farmer-owned cooperative that markets rice, soybeans and wheat
grown by its 9,000 members. It is the nation's largest miller and marketer of rice, one of
the nation's ten largest grain companies and a major soybean processor in the South.
Riceland markets products in more than 50 countries in North America, Europe, Latin
America, the Middle East, Africa and Asia.

1 am pleased to testify this morning on behalf of the USA Rice Federation on the
topic of export market share for U.S. rice. USA Rice is a federation of U.S. rice
producers, millers and allied businesses working together to address common challenges,
advocate collective interests, and create opportunities to strengthen the long-term
economic viability of the U.S. rice industry. USA Rice members are active in ail major
rice-producing states: Arkansas, California, Florida, Louisiana, Mississippi, Missouri,
and Texas. The U.S. Rice Producers’ Group, USA Rice Council and the Rice Millers’
Association are charter members of the USA Rice Federation.

World and U.S. Rice Exports and U.S. Share
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The Subcommittee’s examination of export market share for U.S. rice is
important and timely since exports represent between 45 and 50 percent of domestic
production. U.S. high-quality rice has typically enjoyed success in world markets. From
1960 through 1990, U.S. rice averaged a 20-percent world market share. The 1990s have
not been kind to our industry, however. The U.S. share of world rice trade averaged just
14 percent from 1990 to 2000, and USDA’s current baseline projects a further decline to
less than 10 percent in the current decade.

Why has U.S. Rice Lost Export Market Share?

World rice trade more than doubled in the 1990s, but U.S. exports grew by just 14
percent. Competitive suppliers like China, Vietnam, India, and Thailand captured the
lion’s share of growth, due largely to the locational advantage of these suppliers to
growth markets in East Asia, the Middle East and parts of Africa.

U.S. performance was also hampered by economic and foreign policy sanctions that
denied access to former top markets and a host of tariff and non tariff barriers that
continued, despite the progress made in the Uruguay Round, to keep competitive U.S.
rice out of foreign markets.

U.S rice exports in the 2000/01 marketing year that ended July 31, 2001, are
estimated at 2.65 million metric tons, representing just under 45 percent of last year’s
production. This export figure represents an 11-percent market share, consistent with the
trend of the last several years, but well below the 20-percent average U.S. export market
share in 1960-1990.

Trade sanctions close markets. Trade sanctions have caused more harm to the U.S.
rice industry than any other commeodity group. Cuba, Iran, and Iraq were each the largest
export market for rice at one time, but they effectively have been shut off. Steps towards
trade sanctions reform, as contained in the Trade Sanctions Reform Act of last year, are
just now being implemented. While the rice industry believes more needs to be done in
this area, particularly as regards Cuba, we view sanctions reforms as a step in the right
direction to return Cuba and other sanctioned markets to U.S. rice.

Nearly all of Cuba’s rice imports were from the United States prior to the
imposition of U.S. economic sanctions. After sanctions were imposed, Cuba continued to
import large quantities of rice, but primarily lower quality rice from East Asian countries.

Since 1962, Cuba has imported 8.5 million metric tons of rice, none of which
came from the United States. Using U.S. prices at time of annual shipments, the value of
these Cuban imports would have been $3.1 billion if exported from the United States.

If annual rice consumption in Cuba were allowed to attain its full potential; and assuming
a modest increase in domestic rice production, Riceland Foods believes annual imports of
milled rice would be between 550,000 and 600,000 tons. We also believe, if sanctions
were removed, nearly all of these imports would originate from the U.S. due to freight
advantages and quality preferences.
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Exports of U.S. rice to Cuba of this magnitude would be equivalent to 20 percent
of our total annual exports of rice during recent years. It would result in Cuba
challenging Mexico as the leading, single-country export market for U.S. rice.

The value of Cuba’s rice imports would range between $130 million and $175
million, depending upon quality and transportation costs. An increase of exports of this
magnitude would have an extremely favorable impact on the U.S. rice industry. It would
provide a modest price increase for the rice produced by our growers, but equally
important, it would enhance employment opportunities in drying, milling, and
transporting, and for those providing supplies to the rice industry. Needless to say, these
sales would also boost U.S. world market share.

During the 1980s, U.S. sales to Iraq averaged 345,000 tons annually, but vanished
due to trade sanctions. In the late 1970s, Iran was the top market for U.S. rice, but
purchases ended when the Shah was replaced by a new regime. By the mid-1990s, Iran
briefly re-emerged as a top U.S. market, with sales of approximately 220,000 tons
annually. U.S. economic sanctions shortly thereafter closed this market to U.S. rice.
Iran’s total rice imports have grown to 1.4 million tons today, and these imports are
supplied by Thailand and Vietnam. Under the oil-for-food program, Iraq is currently
importing one million tons of rice from Thailand, Vietnam, and China. Riceland has
provided small quantities of rice to Iraq as part of the oil-for-food program.

The total size of these three markets is 2.85 million metric tons of rice, close to total
U.S. rice exports in 2000. These three markets were the backbone of the U.S. rice
industry for many years, and their loss contributes significantly to the current U.S export
share.

High level of domestic support lead to import protection. Rice is the most heavily
supported commodity among the high-income countries that make up the Organization
for Economic Cooperation and Development, largely due to rice policies in Japan and
South Korea. Japan’s support level for rice is still about five times the world market
price. This support is generally provided in a trade-distorting manner, whereby import
protection is provided in order to maintain a high domestic price for rice.

High tariffs and differential tariffs severely limit U.S rice. Despite'the real and
substantial progress of the Uruguay Round, U.S. rice exporters continue to face high
duties in key markets; discriminatory duties that favor one type of rice over another and
thus override market signals; and non tariff barriers like reference prices and price bands
that have the effect of discouraging rice imports.

U.S. rice exported to Japan, for example, above Japan’s tariff rate quota faces an
effective duty of 1,000 percent. Rice imported within the tariff rate quota also carries an
extremely high effective duty of approximately 900 percent. Additionally, Japan’s
import system, managed by its Food Agency, results in the majority of American rice
being stockpiled or processed into unrecognizable, lower valued items. Today, only one-
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half of one percent of U.S. rice exports to Japan can reach grocery stores shelves to be
marketed as U.S. product. While Japan is the U.S.”s number one export market by value
($120 million in 2000), our future growth is constrained until further reform by Japan.

In the European Union, high duties on fully milled (white) rice and rough (paddy)
rice make U.S. exports of these types of rice to the region uneconomical. Although we
do ship brown rice to the EU, the duties we face are high, and they protect domestic rice
production.

Many countries in Latin America, Europe, and Africa place discriminatory tariffs on
milled rice imports to protect domestic milling industries. U.S. rough, or paddy rice,
exports benefit, but the U.S. milling sector suffers as foreign milled rice markets are
closed and milling value for U.S. rough rice is added overseas rather than at home.
While Riceland exports all forms of rice, these discriminatory tariffs distort normal
commercial buying decisions.

The tariff differences are extreme — the duty on rough rice is zero in Jamaica but 25
percent for milled rice. The import duties in Honduras are one percent for rough and 45
percent formilled rice, In Cote d’Ivoire, the rates are zero and 15 percent. And in
Turkey, rough rice faces a 27 percent duty versus 35 percent for milled rice imports.

Trade agreements help U.S. rice exports. If there are any doubts that tariffs and non-
tariff barriers like monopoly government importing agencies disadvantage U.S. rice, then
we need only look at the North American Free Trade Agreement to put these to rest.
Because of NAFTA, import duties on all U.S. rice have been declining and will drop to
zero on January 1, 2003, and the private sector, not the Mexican government, makes
import decisions on rice and other agricultural commodities.

The impact of NAFTA on U.S. rice sales has been dramatic and impressive. Atthe
beginning of the 1990s, U.S. rice sales to Mexico were less than 100,000 tons, In
marketing year 1999/00, U.S. exports had surged to nearly 400,000 tons (rough rice
basis), making Mexico the number one export destination by quantity. U.S. sales account
for 92 percent of Mexicos rice imports, and 48 percent of all rice consumed in Mexico
comes from the United States.

We would hope that, just as with the NAFTA, negotiations for a Free Trade Area of
the Americas will resuit in an expansion of U.S, rice exports to Central and South
America.

Food Aid Initiative Critical for U.S. Rice Industry

Food aid has traditionally been an important component of rice expotts,
accounting for up to 20 percent of exports in recent years. While the rice industry works
towards z level playing field in foreign markets and the removal of U.S. economic
sanctions, food aid is an important support of the export infrastructure of our industry;
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providing needed jobs and income to rural communities and giving humanitarian
assistance to those in need overseas.

I'am joined in Washington this week, Mr. Chairman, by my colleagues in the
milling industry and rice producers to press for immediate assistance to our industry in
the form of a presidential food aid initiative for 500,000 tons of rice. Food aid
movements planned for fiscal year 2001 are about 250,000 metric tons. This is only
about half of what moved in fiscal year 2000, and significantly less than fiscal year 1999.
This fall off in activity is particularly serious in the southern-most rice producing regions,
where an estimated 75 percent of the business of rice mills is in food aid.

Senator Lincoln of this Subcommittee and Senator Hutchinson of the full
Committee have signed a letter to President Bush, along with other Senators from rice
producing states, urging such an initiative, and the rice industry is thankful for their
support. A similar letter has also been sent from the House of Representatives.

We are currently meeting with your colleagues on Capitol Hill and with the
administration to move this initiative forward.

Trade Policy, Sanctions Developments will Affect Future Exports

We can continue throughout this decade to expect competitive pressure from
Asian rice producers as the quality of rice produced in this region increases and exporters
seek to take advantage of lower costs in the region. However, we would note that current
long-term USDA forecasts of U.S. rice exports and export market share assume no
changes in current domestic or trade policies affecting U.S. and world rice trade. There is
no provision, for example, for any benefit to U.S. rice exports when China and Taiwan
join the WTO, which is widely anticipated to occur late this year or in early 2001. We
are especially optimistic of success in exporting U.S. rice to Taiwan following WTO
accession.

Additionally, no provision is provided for an improvement in constraints like
sanctions and other trade barriers that I outlined above. Opening of the Cuba market; or
reform in the EU or Japan; or the elimination of differential duties in Latin America
would have real, substantial, and positive impacts on U.S. rice exports and market share.

Aggressive Trade Negotiations, TPA, and Food Aid are Critical X

The U.S. rice industry has a substantial amount of work ahead of it in
international markets. We must continue to trade on the hallmarks of U.S. rice on the
world market -- high quality and delivery reliability. We must also use wisely the trade
promotion dollars that are made available to our industry through activities like the
foreign market development and market access programs, and continue to ensure that
adequate food aid resources from the U.S. government are available so that the maximum
amount of rice can be programmed to fight world hunger.
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But we cannot prevail alone. The rice industry needs immediate relief through the
food aid initiative I mentioned previously. The rice industry must also have full relief
from economic sanctions. [ urge you, Mr. Chairman, and other members of the
Subcommittee to continue the advances of the last Congress in allowing U.S. rice
producers and exporters to sell to sanctioned countries, especially to Cuba.

Additionally, the administration, through its trade negotiators, and Congress,
through its support of trade reform, must help us by enforcing trade agreements we have
with other countries; negotiating new agreements that open access for U.S. rice; and
prohibiting export subsidies and placing disciplines on state-trading enterprises.

In addition to greatly improving market access, it is critical in current WTO
negotiations to achieve substantial reductions in other countries’ export subsidies and
domestic support such that our producers can compete on a level playing field. We can
only improve American agriculture’s future if the negotiations bring levels of protection
to an equitable basis.

In conclusion Mr. Chairman and members of the Subcommittee, I want to
strongly urge you, on behalf of the U.S. rice industry, to support a rice food aid initiative,
to lift economic trade sanctions, and to support the President’s request for trade
promotion authority. Well-negotiated agreements that are consistently and strongly
enforced are critical to U.S. rice producers and millers. There simply is no other option
than open and vibrant foreign markets for the long-term economic vitality of the U.S. rice
industry.
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KENY CONRAD commrrees
"NORTH DAKOTA AGRICULTURE NUTRITION,
202-224-2043 . AND FORESTRY
FNANCE
Brnited States Sty i

WASHINGTON, DC 20510-2403

April 24, 2001

Mr. Keith Collins

Chief Economist

U.S. Department of Agriculture
Room 112-A Whitten Building
‘Washington, D.C. 20250

Dear Mr. Collins:

1 am writing to seek additional information regarding the Department’s Agricultural
Baseline Projections to 2010.

First, let me commend you for the professionalism that is regularly reflected in the annual
baseline document. The publication is always helpful, and this year’s projections are particularly
useful to those of us on the Agriculture and Budget committees who are attempting to develop a
budget resolution that includes a well-reasoned spending request for agriculture,

My reason for writing to you is to request more detailed information on the Department’s
export projections over the next 10 years, and specifically how those projections would translate,
if realized, into U.S. export market share. As you know, U.S. market share has been trending
downward for the past 20 years or so, and my concern is that this trend is likely to continue even
as the Department projects annual increases in export values. It is important for us as
policymakers to know whether our market share is actually increasing as our export values rise,
or whether a rising tide of world agricultural trade is merely lifting U.S. export values as it
obscures an erosion in U.S. market share.

It is also appropriate that we keep a special focus on U.S. market share given the fact that
the Department has determined that one of its key performance indicators under its strategic plan
will be a steadily increasing U.S. share of world agricultural trade.

I'would appreciate receiving the additional information on market share as it relates to
total U.S. agricultural exports, as well as to the major categories of exported products included in
Table 37 of the Agricultural Baseline Projections to 2010.

Finally, I would urge the Department to consider including such market share data in its
future baseline projections.

PRINTED ON RECYCLED PAPER @
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Page Two

1 appreciate your attention to this request, and I look forward to your response.

Thank you.

United States Senate
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19 5% anm
HAY 23 Pty

The Honorable Kent Conrad
United States Senate

530 Hart Senate Office Building
Washington, D.C. 20510-3403

Dear Senator Conrad:

Thank you for your compliments toward, and interest in, USDA’s Agricultural
Baseline Projections to 2010.

Your letter of April 24 requested some additional information on the projected
market share for U.S. exports. The table on the next page summarizes USDA’s
market share projections for coarse grains, comn, sorghum, barley, wheat, rice,
cotton, soybeans, soybean meal, and soybean oil. Since trade projections for
meats, horticultural commodities, and other high-value products are not made for
the world as a whole, market shares for those commodities are not available.

USDA’s baseline projects no change in the U.S. market share for wheat and a
slight decline for coarse grains, cotton, soybeans, and soybean meal. A somewhat
more substantial decline is projected for rice. USDA believes that much of the
erosion of market share for the commodities identified will occur as a result of
increased competition. - Nonetheless, with growing global agricultural trade in the
baseline, gains in volume and value are projected for all these crops except rice.

However, it should be pointed out that USDA'’s projections assume that current
law, including trade agreements, are unchanged through 2010. Thus, our baseline
projections are made without incorporating: (1) WTO accession by China or
Taiwan; (2) a reduction of trade barriers resulting from a new WTO round of
trade negotiations; (3) any change in the European Union’s agricultural policies;
or (4) any additional bilateral or multilateral trade agreements completed by the
United States, such as the Free Trade Area of the Americas.

Sincerely,

Joootd Coll—

Keith Collins
Chief Economist

Enclosure
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Statement of Senator Baucus
Senate Committee on Agriculture, Forestry and Nutrition
August 1, 2001

Mr. Chairman, I thank you for holding this important hearing on US agricultural market
share. I'd also like to thank our panelists for appearing here today to share their thoughts with us.

As countries across the globe continue to open up their markets, the expansion of
agricultural exports has become an economic necessity to our nation's farmers. And with nearly
20 percent of employed Montanans working in farming and ranching related jobs, agricultural
exports are critical to my state's economy.

The USDA states that roughly one-quarter of agricultural income comes from exports,
Production from over a third of harvested acreage is exported. This means 30% of wheat and
40% of rice acreage goes overseas. However, we must continually work to expand and diversify
these markets. This means beating the competition put forth by our trading partners. Take for
example the marketing tactics used by the Canadian wheat board or the questionable export
subsidies so widely utilized by the European Union. If we sit back and act complacent, America’s
marketshare will continue to diminish.

Our agricultural industry cannot afford to fall behind in the game. By investing in and
continuing support of our ag export programs, we are investing in the future of American
agriculture. For example, when our wheat farmers achieve a foothold in a new market or
expanding their existing market share in another, it affects their bottom line -- increasing their
profits.

Both the Market Access Program and the Foreign Market Development Program provide
American producers with a greater number of export opportunities and counter some of the
effects of unfair foreign trade practices. These programs work in conjunction with the private
sector to provide partial federal funding for the costs of overseas market research, consumer
promotion and technical assistance.

A very important point needs to be made here: this is not simple export subsidy.
Government money is not used to artificially lower prices and distort trade through these
programs. Now I know that almost everyone in the agricultural community is concerned about
the whole WTO green/amber box issue. In my mind there is no doubt that the Market Access
Program and the Foreign Market Development Program are both firmly in the "green box"
category. These tools have become a regular part of our marketing strategy and should be
continued by any and all means.
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My producers have fallen on hard times in the past few years. Unprecedented price drops
and three consecutive years of drought have really hurt Montana agriculture. We must continue
to get help to the producers who so badly need it. In addition to supporting our producers in the
short term, we've got to also start thinking long-term. Increasing our export market share plays an
integral role in the endeavor.

Mr. Chairman, we must increase our world export market share. There is no question that
this is rapidly becoming an economic necessity for American agriculture. The markets for
American producers are out there. We've just got to do more to acquire them. I look forward to
working with you in addressing this and other issues as we revise the 1996 Farm Bill.
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TESTIMONY ON BEHALF OF THE US MEAT EXPORT FEDERATION

Mr. Chairman, members of the subcommittee, thank you for inviting the U.S. Meat
Export Federation (USMEF) to submit comments with regard to trade in red meat
products. The U.S. Meat Export Federation is the international trade association
responsible for identifying and developing international markets for U.S. beef, pork,
lamb, veal and processed meats.

USMEF is unique in the agricultural world. The diversity of its members and the array of
products and services offered are promoted under the umbrella of the Federation,
allowing a united front to combat the challenge of international competition. USMEF's
membership base has expanded from its original beef and pork producing members to
include meat packers, processors, purveyors, traders, agribusiness, feedgrain and oilseed
producers, farm organizations and sheep producers. Today there are over 200 members
contributing to the efforts of the Federation.

Summ:

U.S. red meat exports have been doing very well over the past few years. This is true
despite a number of obstacles, including the European Union's continued refusal to abide
by the WTO ruling and open its market to U.S. produced beef; a strong U.S. dollar;
increased competition from Australia, Canada, Brazil, Argentina, and subsidized EU
exports; and, the continued closure of some markets due to unwarranted health or SPS
regulations.

The Federation's export efforts have led to significant increases in U.S. market share for
beef and pork. In 1990 we held 14.4 percent of the world's beef market (volume basis).
By 1995 this increased to 20.5 percent, and by 2000 we increased to 25.7 percent. The
results are even more impressive for pork. In 1990 we held 10 percent of the world's pork
market. By 1995 this increased to 17.1 percent, and by 2000 we increased to 20.3
percent.

1t is important to remember that last year world red meat consumption grew 1.43 mmt,
but only 10,000 mt of that came from U.S. increased demand. It is evident that the world
market will only grow in importance to the hog and cattle producers of this country.

The recent outbreaks of and spread of animal diseases such as Foot and Mouth, BSE, and
Classical Swine Fever have altered trade patterns and made prediction of future trade
trends difficult. In 2000, BSE outbreaks were reported across the European Union,
apparently the result of EU cattle consuming tainted meat and bone meal imported from
the United Kingdom. While EU officials worked to contain the outbreak, major beef
importing countries banned European beef imports and reviewed their own BSE control
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mechanisms. As of March 2001, more than 50 countries had placed bans on EU beef.
For the EU, the most important markets to ban their beef include Egypt, Saudi Arabia,
several Middle East countries, and the Philippines. These countries have historically
accounted for 37 percent of EU beef exports. The only major market left for the EU is
Russia, who generally accounts for 42 percent of EU beef exports.

In addition, the recent (July 27, 2001) triggering of the Japanese import safeguard will
limit further sales of pork to Japan until at least the spring of next year. In fact, today is
the first day that the safeguard will be enforced. The safeguard mechanism is triggered
when the cumulative quantity of pork imports on a quarterly basis exceeds that of the
average level of imports in the corresponding quarters over the past three Japan fiscal
years by 19 percent. The safeguard was last triggered after imports surged in the first two
months of JFY 1996. The safegnard mechanism in the form of the higher gate price was
implemented on July 1 of that year and remained in effect until the end of March 1997,

The safeguard increases the pork import gate price from 524 yen/kg. ($1.93/1b.) to 653
ven/kg. ($2.41/1b.). Pork products entering Japan at less than the gate price pay a duty
equal to the difference between the gate price and the CIF price, plus a 4.3% ad valorem
duty. Products entering above the gate price level pay only the 4.3% duty, creating an
incentive to exporters and importers to structure shipments with an average CIF value at
or above the gate price. A higher minimum import price created by the safeguard will
make it more difficult to structure shipments to meet the gate price, and is also likely to
raise wholesale prices. The higher minimum import prices will remain in effect for the
remainder of the Japan's fiscal year through March 31, 2002.

Even with the above constraints, the U.S. has shown a consistent increase in exports and
in market share of red meats and variety meats. Growth in U.S. export volumes and the
increase in market share certainly has been a team effort. USMEF, hog and cattle
producers, and the processing and export trade could not operate as efficiently and
certainly not as effectively without the assistance of the USDA. The Foreign Agricultural
Service (FAS) supplies in-country expertise and helps to open new markets through trade
negotiations, while the Food Safety and Inspection Service assists packers to meet foreign
standards for processing faculties.

Of critical importance to USMEF is the assistance provided through the Market Access
Program (MAP) and the Foreign Market Development (FMD) and Emerging Market
programs of FAS. Without this assistance, we would be significantly impaired in our
ability to open and develop markets overseas.

U.S. Exports of Pork and Pork Variety Meats

USMEF anticipates strong export demand and increased exports for pork through 2007,
For 2001, USMEF expects pork and pork variety meat exports to increase 17 percent with
most of the growth occurring in Japan, Mexico, Russia, and China. USMEF estimates
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that these same four markets will account for 75 percent of the expected growth through
2007. Overall, USMEF expects pork and pork variety meat demand driven exports to
average 10 percent annual growth from 2001 to 2007.

In 2000, U.S. pork and pork variety meat exports reached a new record 568,643 mt, at a
value of $1.3 billion. Pork exports accounted for 8.1 percent of domestic production in
2000 compared to 5.5 percent in 1995 and 2.9 percent in 1990. In 1990 the U.S. was a

net importer of pork, and today we are a net exporter.

It is important to differentiate between a mature market and market segments. For
example, some would consider Japan a mature market for U.S. pork and beef exports.
However, we continue to see growth in Japan imports due to the servicing of new market
segments. For example, U.S. pork has made significant inroads into the Japanese
tonkatsu (pork cutlet) market. Although the Japanese have enjoyed ronkaisu for many
years, USMEF promotions and the quality of U.S. pork have allowed us to recently enter
this segment of the restaurant industry.

The competitive strengths of the U.S. pork industry in world markets continue to be:

¢ the ability of the U.S. to supply large volumes of chilled pork by cut and product;
recognition by the international trade that the U.S. has the strictest food safety system in
the world; and,

* the ability of the red meat industry to deliver a range of products (fresh and processed
pork, beef and variety meats) to international buyers.

Pork Competition

The main competitors in the global pork market remain the U.S., Canada and the
European Union (EU). In 2000, these three exporters accounted for nearly 88 percent of
world exports. Canada, with exports of 591,322 mt, became the largest exporter of pork
in the world in 2000. Of the year-on-year Canadian export growth of 107,583 mt, 85,000
mt went to the U.S., Japan and Mexico. Canada also increased exports of variety meats
to the U.S., Mexico, and China. Denmark, the largest exporter in the EU, exported
545,263 mt.

Two exporters, Brazil and Australia, substantially increased their exports in 2000.
According to the Brazilian, Secretariat of Foreign Trade, Brazil increased its pork exports
by 47 percent to 129,271 mt. Most of these exports went to Russia, Argentina, Hong
Kong, and China. The USDA attributes these increases to aggressive expart promotion,
competitive export prices, and improvements in the health and sanitary status of the
country. In 2000, Brazil declared a major pork producing region free of Classic Swine
Fever. Australia also made great strides in exporting pork in 2000.

In 1999, the Nipah virus outbreak decimated the Malaysia swine herd, In response, the
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Singapore government banned the import of live pigs from Malaysia and banned the sale
of freshly slaughtered pork. Singapore authorities required that all retail outlets,
including the wet markets, keep all meat in chillers. Before the virus outbreak, Malaysia
met 80 percent of Singaporean demand for fresh pork. Given this strong demand in
Singapore for fresh pork, Australia stepped up shipments of chilled pork. While
Australia was a net pork importer before these events, their exports have increased 121
and 30 percent in 1999 and 2000 respectively. Singapore now accounts for 60 percent of
their exports. While the opening of the Singapore market to chilled imports made
Australia a major player in Southeast Asia, continued growth in Australian pork exports
depends on their ability to make inroads into Japan and other Asian markets.

The attached charts and tables indicate current U.S. pork trade and future export projects
by the USMEF.

U.S. Exports of Beef and Beef Variety Meats

The major story in the U.S. beef industry for 2000 was strong demand and the expectation
of a major herd contraction in 2001. In 2000, U.S. beef exports reached a new record of
1.244 mmt at a value of $3.6 billion. Beef exports accounted for 13.1 percent of domestic
production in 2000 compared to 10.5 percent in 1995 and 6.3 percent in 1990.

The total affect of the BSE outbreak in Europe on global beef demand is uncertain.
Anecdotal evidence suggests that beef consumption could dip in some of the major export
destinations for U.S. beef. That said, USMEF anticipates strong export demand for beef
and beef variety meats and increased exports through 2007. For 2001, USMEF expects
beef and beef variety meat exports to increase 3 percent with increased exports to Japan,
Mexico, and Russia offsetting decreased exports to South Korea. By 2007, USMEF
estimates that 70 percent of U.S. beef and beef variety meat exports will go to Japan,
Mexico, and South Korea. Overall, USMEF expects U.S. exports to increase by an
average of 7 percent a year.

The live trade in cattle between the U.S. and Canada is following a pattern similar to the
U.S./Canadian live hog trade. The import of Canadian cattle for immediate slaughter has
decreased 30 percent in recent years as Canada has increased its slaughter capacity.
Conversely, imports of Canadian feeder cattle have increased 28 percent in both 1999 and
2000 as the Canada lacks the feeding capacity to raise its entire calf crop. Like pork,
most analysts expect the U.S. and Canadian beef industries to become more intertwined,

The competitive strengths of the U.S. beef industry in world markets include:

the high-quality and safe image of U.S. beef;

increasing global demand for high-quality, grain-fed beef;

the ability of the U.S. to supply large volumes of chilled beef by cut and product;

the ability of the red meat industry to deliver a range of products (fresh and processed
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pork, beef and variety meats) to international buyers; and,

¢ the ability of the U.S. to supply large volumes of variety meat items,

Beef Competition

The main competitors in the world beef and beef variety meat markets include the U.S.,
Australia, Canada, the EU, Argentina, Brazil, and New Zealand. The following table
shows the relative production and trade estimates for major beef exporters and
expectations for 2001.

Beef Production and Exports from Leading Countries

Country 2000 Production | 2000 Exports | 2001 Production | 2001 Exports
(*000 mt) (000 mt) Estimate Estimate
: (‘000 mt) (‘000 mt)
U.s. 9,500 1,225 9,280 1,266
Australia 1,420 1,020 1,390 1,080
European Union 5,470 507 5,500 400
Brazil 4,700 339 4,850 372
Canada 920 447 910 470
New Zealand 432 346 460 372
Argentina 2,140 302 2,170 328

Note: Production estimates for 2001 from USDA/EAS, exports from USDA/FAS, reporting country data,
and USMEF estimates.

Overall beef trade, consumption, and production will be essentially the same as in 2000.
The USDA expects that reductions in production from the U.S. and Australia will offset
gains in production in Brazil, Argentina, and China. USDA expects Europe to have a
slight increase in their production in 2001. At this stage, USMEF expects that the
Purchase for Destruction and testing regimes will account for 500,000 mt, or nine
percent, of European beef production. The USDA also expects increased exports from
Canada, Brazil, Argentina, and New Zealand. The largest exporter of beef muscle cuts in
the world, Australia, is expected to have stable exports in 2001,

Within Europe, the BSE outbreak has caused a decrease in beef consumption of 10 to 30
percent across the continent. Analysts expect a further drop in consumption of 12 to 15
percent in 2001. While the BSE outbreak has so far been contained to Europe, it has
affected overall beef consumption in several important U.S. export markets. Notably,
Korean beef consumption has dipped in early 2001 and trade contacts suggest that beef
consumption also dropped in Hong Kong and Japan. That said, it is difficult to gauge the
long-term affect of the BSE outbreak on Asian consumption and separate recent slumps
in demand from seasonal demand contraction that normally occurs at this time of the year
and the slowing world economies.

In addition to the BSE outbreak, EU officials are also trying to contain an FMD outbreak
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that started in the United Kingdom then spread to Northern Ireland and Continental
Europe. This outbreak not only threatened EU beef exports to Russia, the only major
export destination that has not placed a full ban on EU beef, it also affected their global
pork exports. Sporadic FMD outbreaks also occurred in Japan, South Korea, Brazil, and
Argentina. While FMD outbreaks create short-term opportunities to replace Brazilian
and Argentine beef, grass-fed beef from Australia gains the most from these situations. In
general, U.S. grain-fed beef competes in a different market segment than grass-fed beef.
While countries in South America have the natural resources to challenge the U.S. and
Australia for the top spot in beef exports, frequent outbreaks of foot-and-mouth disease
have resulted in an inconsistent presence in the world market.

U.S. Exports of Lamb and Lamb Variety Meats

Although the U.S. lamb export market is small in volume, it has shown significant growth
this past year. U.S. lamb and mutton meat exports have increased 23 percent so far this
year (January - May), and lamb variety meats have increased 87 percent (see attached
charts).

What Can Congress Do To Further Assist Red Meat Exports

There are several steps that Congress can take to assist in the continued growth of red
meat exports. First, it is imperative that USDA be provided the necessary funds to assure
that FMD and other animal diseases do not enter the United States, In order to protect
our export markets, we must assure our domestic animals remain healthy.

Second, FAS must be provided the resources necessary to continue to promote trade,
engage in bilateral and multilateral negotiations, and represent our interests abroad. This
includes adequate funding for programs such as MAP, Foreign Market Development,
Emerging Market, and other promotional programs of FAS.

Third, the launch of a new WTO round is critical to further reductions in trade distorting
subsidies offered by the EU and in the opening of new markets. In addition, we must
work to assure implementation of the provisions agreed to in the Uruguay Round.

Conclusion

In summary, USMEF expects growth in U.S. exports of beef and pork for 2001. While
the beef herd is contracting, there will be adequate supplies of beef, especially
underutilized cuts and variety meats. For pork, the breeding herd expansion that started
in late 2000 guarantees adequate supplies. Across the world there is a growing demand
for red meat, and this demand will expand as economies recover and per capita incomes
increase. The U.S. red meat industry is well positioned to meet this demand and achieve
our goals for export growth.
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Source: U.S. Meat Export Federation
Data Source: USDA, UN FAO Trade Stats, includes variety meats

Year U.S. Share of U.S. Share of U.S. Share of U.S. Share of
World Beef Trade | World Beef Trade | World Pork Trade | World Pork Trade
(Volume) (Value) (Volume) (Value)
1990 14.4% 21.8% 10.0% 11.0%
1991 14.6% 22.4% 11.3% 10.9%
1992 15.3% 24.5% 16.6% 14.7%
1993 16.0% 25.2% 14.1% 14.0%
1994 17.9% 26.2% 14.2% 13.4%
1995 20.5% 28.7% 17.1% 16.9%
1996 21.6% 29.8% 17.2% 17.6%
1997 20.4% 27.8% 17.6% 20.0%
1998 22.4% 28.0% 19.4% 22.6%
1999 23.8% 29.7% 18.5% 24.6%
2000 25.7% 32.3% 20.3% 22.8%
2001 26.2% 32.9% 23.4% 27.3%
2002 27.8% 34.9% 26.1% 30.5%
2003 29.1% 36.6% 28.5% 33.3%
2004 30.6% 38.4% 30.1% 35.1%
2005 32.2% 40.4% 32.1% 37.4%
2006 33.7% 42.3% 34.0% 39.8%
2007 34.6% 43.4% 35.7% 41.7%
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August 1, 2001

Subcommittee on Price and Competitiveness
Hearing on U.S. Export Market Share

Written Questions Submitted by Senator Pat Roberts

Ms. Sharpless (Acting Administrator - Foreign Agricultural Service -
USDA):

1. In your statement, you mentioned that the European Union, our
nation’s largest agricultural competitor, is on the verge of surpassing the
United States as the world’s largest agricultural exporter. How must we
deliver on our commitment to provide agriculture with a consistent and
aggressive? How can we aggressively pursue the world’s markets on
behalf of our producers?

2. What balance must we achieve on sustaining our current markets and
aggressively developing new and emerging markets in order to improve
the overall exports of agricultural goods and commodities?

3. Please expand upon the comments made in your testimony on how we
harmonize the goals of both our domestic agricultural support policy and
an aggressive trade policy.

Mr. Henry Joe Von Tungeln (Chairman - U.S. Wheat Associates):

4.1 am particularly interested in the opportunity for U.S. wheat to regain
our market share in Asia. You have noted the competition between the
United States and Australia, particularly in Korea. Currently, Kansas
State University is working closely with the wheat industry to develop
new varieties of hard white wheat and to further develop this market
opportunity in order to regain and reestablish our market share in Asia.
My question is, what role does research and the funding of research play
in the market development process?
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Mr. Carl Brothers (Sr. V.P. - Riceland Foods)

5. You mentioned the role that food aid plays in developing and
promoting your commodity’s export share in the world market. Please
expand on your earlier comments regarding food assistance efforts and
how those efforts promotes export market share.
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