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Slower Growth for
U.S. Economy in 2001

U.S. economic growth slowed markedly
in the second half of 2000. From a break-
neck rate of 6 percent in the first half of
2000, forecast growth in Gross Domestic
Product (GDP) decreased significantly in
the second half of 2000, resulting in an
average annual growth rate expected at
5.2 percent. In 2001, GDP growth is
expected to drop further, averaging 3 per-
cent, owing to continued tightness in labor
markets, a lowing of consumer income
growth, and tightening credit that will
dow business investment. Despite these
trends, the U.S. economy will probably
not experience a recession, because of
overal increases in productivity and
investment, a reduced trade deficit, and
continued gains in consumer income and
jobs. Inflation rose moderately in 2000 to
2.3 percent and will increase dlightly in
2001 to around 2.5 percent due to higher
labor and energy costs.

Surging Demand Pulls Dairy
Industry in New Directions

Growth in milk output is expected to ease
dlightly in 2001, which may allow prices
for milk and dairy products to recover in
calendar 2001. Since late 1999, very large
supplies have put prices under pressure,
even as the strong economy generated the
strongest demand in many decades. With
the economy projected to expand in 2001,
although more slowly, consumer income
and spending should continue to gain.
Thus, demand for dairy products—espe-
cially those used by restaurants or as
ingredients in prepared foods—is expect-
ed to stay strong.

WTO Negotiations: Potential Gains
From Ag Policy Reform

TheWorld Trade Organization (WTO)
opened global trade negotiations on agri-
culture in Genevain March 2000. The
negotiations are expected to address
national agricultural policiesrelated to
market access limitations (tariffs, tariff-
rate quotas, and other trade barriers),
domestic support to agricultural produc-
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ers, and export subsidies. These policies
cause world agricultural prices to be about
12 percent below the level they would
otherwise be, according to recent analysis
by USDA's Economic Research Service.

Nearly 80 percent of world agricultural
price distortions are accounted for by
developed economies. Reform commit-
ments implemented by devel oped-country
WTO members during 1995-2000 include:
reducing tariffs by 36 percent, on average,
and converting most nontariff barriers to
tariffs or to tariff-rate quotas; reducing
aggregate levels of domestic support by
20 percent; and placing declining ceilings
on the value and volume of subsidized
exports. Over the long term (about 15
years), full elimination of agricultural
price distortions would lead to an increase
in world welfare, or consumer purchasing
power, of $56 billion annually, with nearly
one-fourth accruing to the U.S.

EU Enlargement: Negotiations
Give Rise to New Issues

The European Union (EU) continues
active negotiations with 10 countries of
Central and Eastern Europe (CEE) for
membership in the EU. Negotiations that
began in March 1998 with five CEE’s

(Poland, Hungary, Czech Republic,
Slovenia, and Estonia) expanded to five
othersin October 1999—L atvia,
Lithuania, Slovakia, Bulgaria, and
Romania. Cyprus and Malta—two non-
CEE states—are a so candidates for
membership.

Several recent developments could dra-
matically alter the impact of accession on
agriculture in Europe. Accession will most
likely be delayed from earlier expectations
and will probably include a transition
period. EU negotiators have also
expressed reluctance to grant CEE farmers
the full range of Common Agricultural
Policy support immediately on accession.
In addition, depreciation of the euro since
1999 means that the gap between CEE
and the generally higher EU prices has
narrowed considerably, and that higher
prices anticipated by CEE producers upon
accession may not materialize.

Hired Farm Labor in the
U.S. & Mexico

U.S. farmers are holding their own in
competing for workers and providing
wage increases that generally keep pace
with the cost of living. However, foreign-
born workers—mostly from Mexico—
make up an increasing share of U.S. hired
farm labor. The movement of Mexican
workersto U.S. farms largely reflects
wage differentials between the U.S. and
Mexico, as well as differences in employ-
ment prospects. Taking into account sea-
sonal fluctuations, U.S. agriculture
employed an average of 890,300 hired
farmworkers in 2000, with an average
wage of $8.29 per hour compared with
$13.69 for nonfarm jobs. In contrast,
Mexican agriculture employed about 2.3
million hired laborers over 12 yearsold in
1998, with an average 8-hour wage of
about $3.60, although the wage differen-
tial is somewhat overstated because the
cost of living islower in Mexico.
Availability of hired farm labor in both
countries is likely to influence production
and trade of labor-intensive commodities
such as greenhouse and nursery products
and fruit and vegetables.
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In 2001

.S. economic growth slowed marked-
ly in the second half of 2000, usher-

ing in the “soft landing” many ana-
lysts had hoped for. From a breakneck rate
of 6 percent in the first half of 2000, fore-
cast growth in Gross Domestic Product
(GDP) decreased significantly in the second
half of 2000, resulting in an average annual
growth rate expected at 5.2 percent.

In 2001, GDP growth is expected to drop
further, averaging 3 percent, owing to con-
tinued tightness in labor markets, a slowing
of consumer income growth, and tightening
credit that will slow business investment.
Inflation, which rose moderately in 2000 to
2.3 percent according to the GDP deflator,
will increase dightly in 2001 to around 2.5
percent due to higher labor and energy costs.
Despite these trends, it is unlikely the U.S.
economy will experience a recession; overall
increases in productivity and investment, a
reduced trade deficit, and continued gainsin
consumer income and jobs al point to eco-
nomic growth in the coming year.

Consumer spending will likely increase by 3
percent in 2001, but it will be held in check
by atight labor market, more limited credit,
and higher energy prices. Consumer spend-
ing grew at a slower rate in 2000 than in
1999; in particular, spending on durable
goods such as cars, appliances, and furniture
deteriorated throughout 2000 as a conse-
guence of relatively heavy consumer spend-

Slowr Groth for U.S. Economy

ing in 1996-99. Major appliance manufac-
turers saw sharp declines in earnings, and
auto manufacturers were forced to offer
aggressive price rebates and credit discounts
to prevent steep dropsin sales.

Overall, consumer spending in the third
quarter of 2000 grew at an annualized rate
of 3.8 percent, which outpaced growth of
3.1 percent in consumers’ disposable
income. Although the savings rate fell, it
was the smallest declinein 2 years. In 2001,
growth of income from labor will be about
the same as in 2000 (largely due to higher
wages), and a decline in income from other
sources, such as stock dividends, will be
offset by lower capital gains taxes paid. This
will result in disposable income growing at
3 percent, the same rate asin 2000 and
directly in line with consumer spending.

Despite consistent growth in wages, workers
are likely to face a lowdown in employ-
ment growth in 2001 as businesses’ profit
growth slackens and difficulties in finding
appropriate workers persist. The trend
became evident in 2000, as the low U.S.
unemployment rate (4 percent) and a dearth
of skilled workers led to higher labor costs
for many U.S. companies. Workers' total
compensation packages, which include
wages plus benefits, rose at an annualized
rate of 4.6 percent for the first 9 months of
2000 as employers, hamstrung by the tight

|abor market, were forced to absorb much of
the rise in health insurance costs.

Rising energy prices remained a persistent
concern for businesses and consumers aike
in 2000. Although the markets for other raw
materials remained relatively static, crude
oil prices finished the year near $30 per bar-
rel, up sharply from $9.39 per barrel of
December 1998. The high price of oil not
only drove up consumer and corporate ener-
gy hills; it aso contributed to increased
trade deficits. Rising natural gas prices will
further contribute to rising consumer and
business energy expenses.

Fortunately, the impact of oil price increases
on the U.S. economy will be relatively small
in 2001, thanks to a general lack of upward
pressure on prices of raw materials,
increased domestic competitiveness in the
U.S. economy, arelative drop in the size of
energy expenditures in the economy, and oil
prices that, in real terms, are only $5 per
barrel above the 1985-99 average. In fact,
the impact of the 2001 oil market on the
economy should be smaller than that of the
1974, 1979, or even 1990 oil shocks.
Growth has slowed about 0.2 percent and
overal inflation is about 0.3 percent higher
than it would have been compared with a
year with normal real crude prices.

As consumer spending dropped off in the
last half of 2000, investment spending by
businesses slowed. Tighter credit standards,
aslowdown in profit growth, falling equity
prices, and higher commercial interest rates
brought the third quarter’s business invest-
ment growth down from more than 19 per-
cent in the first half of the year to low single
digits. Solid consumer spending combined
with strong profits should bring growth of 5
to 6 percent in business investment spending
in 2001, and the profits from such invest-
ment are expected to remain substantial.
However, the tight credit situation, higher
commercial interest rates, and slowing profit
growth will keep business investment spend-
ing below the recent double-digit growth
rates of 1995-99.

Growth in business spending in 2001 will be
partly offset by smaller additions from
Government spending. Commercial interest
rates will rise, reflecting an incresse in the
market risk premium. From early 2000 to the
third quarter, the risk premium on junk
bonds compared with Treasury bonds rose to
8 percentage points. A recent Federa
Reserve survey of lending officers showed
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that businesses must now meet higher credit
standards when they apply for loans. These
new, more stringent requirements in the pri-
vate market, coupled with the tight labor
market, will Slow capital and employment
expansion.

As aresult of slowing economic growth,
moderate inflation, and expected easing of
short-term interest rates by the Federal
Reserve, yields of Treasury and AAA bonds
will drop in 2001. However, the general
tightness in credit markets seen in the last
half of 2000 should persist in 2001, result-
ing in higher interest rates for junk bonds
and commercia loans.

The View from Abroad

The U.S!'s powerful economic growth was
reflected overseas throughout 2000. Overall,
world average GDP increased by 4 percent
in 2000, enhanced by a spectacular growth
spurt of 7 percent in Asia. In North
America, Mexico's GDP growth registered
more than 6 percent; Canada's GDP came in
at just under 5 percent. Profiting from rising
crude ail prices, the economies of the
Middle East grew nearly 5 percent. The
economies of South America grew a solid
3.4 percent, despite problems in Argentina,
Venezuela, and Peru.

Despite this robust global performance,
growth rates of most developed nations
(with the exceptions of Japan and Germany)
should decline by 0.5 to 1 percent in 2001.
The economies of many Asian nations will
slow as well because growth rates seenin
2000, which reflect a sharp turnaround from
the 1998 financia crisis, are unsustainable.
High crude oil pricesin early 2001 will be a
major factor stunting growth not only in the
developed countries and Asia, but in some
of the more vulnerable developing nations
as well. Higher world interest rates, a small-
er U.S. trade deficit, and a weaker dollar
will have a marginally negative impact on
world growth.

World demand for agricultural exports
played a key role in offsetting the strength-
ening of the dollar in 2000; even though they
became more expensive in relative terms,
U.S. agricultura exports saw a modest
increase. The demand for dollars stemmed
from uncertainty associated with the recover-
ing economiesin Asiaand Latin America
and alack of confidencein Asian and devel-
oping economy stock markets, as well as
foreign investors' view of the U.S. as a safe
haven. However, the U.S. trade deficit (more
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Real Oil Prices Are Edging Up
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than $400 billion in 1996 dollars), a weak
U.S. stock market, and improving financial
conditions in other developed countries and
Asiawill al serve to weaken demand for
dollarsin 2001. The resulting decrease of
funds flowing into the U.S. will boost long-
term private interest rates, even as short-term
U.S. Treasury bonds stabilize and long-term
U.S. Treasury hill yields fall dightly. A
weaker dollar and ongoing, if slower, world
growth will lead to a dight improvement in
the U.S. trade deficit in early 2001. The
deficit should decrease further in the second
half of 2001, when dower world growth is
likely to result in lower oil prices.

Challenges for U.S. Agriculture
In 2001

Slower domestic and world growth in 2001,
coupled with the lingering impact of a strong
dollar, mean a more expensive and potential-
ly more problematic business environment
for U.S. farmersin 2001. Agricultural exports
in particular will be affected, much as they
were in 2000. Although the value of the dol-
lar rose less than 2 percent in 2000, its value
relative to the currencies of other countries
that export farm products rose even more. As
aresult, prices of U.S. farm exports rose con-
siderably compared with those of foreign
competitors.

Even though the dollar is expected to weak-
en somewhat in 2001, agricultural exports
will grow at a slower rate than exports of
manufactured products. If the domestic
economy were to experience a recession in
2001, world growth would decrease sharply

/90 1/92 1/94 1/96 1/98 1/2000

and U.S. farm exports would decline. On the
domestic front—again, barring a reces-
sion—growth in after-tax persona income
will ensure that U.S. consumers keep buying
domestic agricultural products at a healthy
rate.

Although higher energy prices will not have
a dramatic effect on the overall U.S. econo-
my, they have triggered increases in farm
expenses. While fuel prices will not likely
rise as dramatically in 2001 as they did in
2000, fuel expenses for many farmers will
be up from 2000. Peak farm diesel useisin
the spring when prices will be up from a
year earlier. Electricity and natural gas
prices should rise as well, and increasing
natural gas prices will in turn raise the cost
of nitrogen-based fertilizer. The fertilizer
price index should be up in 2001 more than
it was in 2000. The tight labor market is
expected to push the cost of farm labor
higher in 2001 than in 2000.

Projections for farm credit in 2001 are
mixed. A tighter credit market will make it
harder for less financially sound farmers to
get commercial credit, and interest rates for
average borrowers who do qualify for short-
term loans will be higher than in past years.
Good customers with sound balance sheets
may pay slightly less for credit. Average
long-term real estate loans may be cheaper
depending on institutional lending practices,
asyields on Treasury bonds fall compared
with 2000.

David A. Torgerson (202) 694-5334
dtorg@ers.usda.gov
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Exchange Rate Indexes & U.S. Ag Trade

years. Between April 1995 and September 2000, the U.S. real

agricultural trade-weighted exchange rate (based on bilateral
exchange rates weighted by share of exports) appreciated by 25 per-
cent, reversing about 10 years of a declining dollar value. In addi-
tion, the U.S. dollar has appreciated even more against currencies of
trade competitors, making U.S. producers less competitive in world
markets. Between April 1995 and September 2000, the U.S. dollar
appreciated 42 percent relative to currencies of U.S. competitors.

The value of the dollar has increased sharply in the last several

The exchange rate—the price of a currency in terms of another cur-
rency—is arguably the single most important variable in determining
the economic environment for trade sectors. Exchange rates affect
trade by determining the relationship between international and
domestic prices. Changes in the real (inflation-adjusted) exchange rate
result in the raising or lowering of prices of U.S. goodsin local cur-
rency terms around the world. An appreciating dollar raises the price
of U.S. goods on the international market, while a depreciating dollar
lowers these prices. Exchange rate movements are particularly impor-
tant for agriculture sectors in countries like the U.S., where exports
account for amajor portion of agricultura production.

Historically, movements in exchange rates have accounted for
approximately 25 percent of the change in U.S. agricultural export
value. Other factors, such as the income growth rate in devel oping
countries, the growth and productivity of foreign agriculture sectors
that compete with the U.S., and weather conditions accounted for
much of the rest. But in the last 5 years, the appreciation of U.S.
dollar has become a handicap for U.S. agricultural exports.

U.S. Ag Exports Remain Below Mid-1990's Peak As
Dollar Strengthens
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Continuing appreciation has allowed competitors to gain market
share and in turn expand their production. Losses in U.S. market
share may have been even greater if low world prices had not
deterred growth in foreign production.

A major event contributing to appreciation of the dollar was the
1997-99 international financial crisis. As countriesin Asia and else-
where experienced the crisis, their economies contracted sharply
while the U.S. economy continued to expand rapidly. The differen-
tial between the robust growth of the U.S. economy and slow or
negative growth in other countries led to large inflows of capital into
the U.S,, generating demand for dollars that simultaneously appreci-
ated the dollar and depreciated local currencies around the world.

This recent period of appreciation has been a major contributor to
lower U.S. agricultural exportsin recent years. From a peak of near-
ly $60 billion in fiscal 1995, U.S. agricultural exports declined to
$49 billion in 1999. World demand is improving, though, and U.S.
exports are forecast at $53 hillion in 2001, up from $51 billion

in 2000.

Appreciation of the dollar was a major factor in the 2-percent
decline in global share of al U.S. agricultural exports between 1992
and 1998. The export performance of specific U.S. goods, however,
varied depending on the relative exchange rate movements of com-
petitors and importers and on specific foreign market conditions.
U.S. wheat’s market share, for example, lost 10.5 percentage points
between 1992 and 1998. The global market share of U.S. corn
declined by about 3 percentage points over the same period. In con-
trast, the global market share of fresh and frozen U.S. poultry
exports increased over 8 percentage points between 1992 and 1998.
The export market share of U.S. cotton increased 1.6 percentage
points during this period.

Exchange rates can be used to assess shifts in the competitiveness of
U.S. agricultural products as the value of the dollar changes relative
to other currencies. Bilateral rates measure the value of the dollar
against another currency. These are helpful in understanding what
affects exports to particular markets. The “value” of the dollar
becomes more complex when considering overall U.S. agricultural
exports or even a single commodity—each commodity is generally
exported to severa countries. The analyst needs a measure of value
that accounts for the dollar’s performance against currencies of the
countries that are important in trade of a specific commodity. In
economics, such a measure is referred to as an effective exchange
rate index, which takes weighted averages of several bilateral
exchange rates and combines them into a single index. (Agricultural
Outlook’s Table 26 presents indexes of trade-weighted exchange
rates. The database is available at:
http://usda.mannlib.cornell.edu/data-sets/internati onal /88021/)

Market and competitor weighting schemes are the two most fre-
quently used when calculating indexes for trade analysis. For market
indexes, the weights are shares of U.S. exports for a particular com-
modity. For competitor indexes, weights are country shares of world
exports (excluding U.S. exports) for a particular commodity. Both
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market and competitor indexes are constructed so that an upward
movement indicates arise in the dollar’s value and a subsequent loss
of price competitiveness for U.S. exports.

For example, the U.S. cotton market index reflects the overall level
of the dollar relative to currencies of U.S. cotton importers. The
U.S. cotton competitor index reflects the overall level of the dollar
relative to currencies of U.S. competitors in the world cotton mar-
ket. Between 1970 and 2000, foreign cotton exporting countries

Exchange Rate Terms

Currency appreciation (depreciation). Occurs when one
currency declines (increases) relative to another. Appreciation
implies that one currency become more valuable relative to
another and hence less is required in exchange for the other
currency. Thus, depreciation of the euro over the past year
means more euros are needed to buy dollars.

Devaluation. Occurs when a government decides to reduce the
value of its currency relative to others.

Effective exchange rate. Another term for the total trade-weight-
ed exchange rate.

Exchange rate. Rate at which one currency trades for another.

Real exchange rate. The nominal exchange rate adjusted by
relative rates of inflation as measured by consumer prices index-
es. Thus, the real China yuan is equal to the nominal yuan worth
approximately $0.12 (November 17, 2000), times the ratio of the
USCPI and China CPI measured at some common base year
such as 1995. This yields a real 1995 yuan of $0.125.

Trade-weighted exchange rate. A weighted-average index of
bilateral exchange rates between trade partners using trade vol-
umes as weights. Usually shares of either exports or imports are
used as weights, but sometimes exports and imports combined
can be used as weights.

Value of Dollar Against Currencies of U.S. Export Markets
Varies by Commodity
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Value of Dollar Has Risen for U.S. Cotton Exporters

Index (1995=100)
140

130
120
110
100
90
80
70|
60+
50

Real competitor
exchange rate?

Real customer .
exchange rate

40
1970 80 90 2000

2000 preliminary.

1.Index of bilateral U.S. -doliar exchange rate (U.S. -export market countries),
adjusted for inflatfion and weighted by country shares of U.S. cotton exports.

2. Index of bilateral U.S. -dollar exchange rates (U.S. -competitor countries), adjusted
for inflation and weighted by countries' export shares of world cotton exports
(excluding U.S.).

Economic Research Service, USDA

maintained their competitiveness with low-valued currencies relative
to the U.S. dollar, except in1987-94.

Weights for individual indexes depend on performance in countries
that are important for trade in that commodity. For cotton, China
accounts for the largest share of U.S. exports at 25 percent (north-
east Asia accounts for 54 percent). Nearly 60 percent of U.S. corn
exports go to northeast Asia, with Japan accounting for 30 percent.
Exports of U.S. soybeans are shipped mostly to Europe (40 percent)
and northeast Asia (37 percent). U.S. rice exports are less concen-
trated: to Europe (26 percent), Latin America (18 percent), Mexico
(9 percent), Canada (8 percent), and to North Africa’lMiddle East
(13 percent). Because of the size of their market shares, bilateral
exchange rates of these nations and regions are the most significant
components of the respective commaodity trade-weighted exchange
rate indexes.

Variations in these market shares lead to different trends in trade-
weighted exchange rates across commodities and commodity group-
ings. For instance, long-term exchange-rate patterns for wheat, corn,
and cotton have been quite different due to differences in destination
countries—major wheat markets are Asia and North Africa, major
corn markets are Asia and Mexico, and major cotton markets are
Asiaand Latin America. Long-term appreciation in the wheat
exchange rate may be one factor in the long-term stagnation of U.S.
wheat exports. Also, trade-weighted exchange rates for bulk com-
modities and processed intermediate products have more closely
tracked overall U.S. agricultural exchange rates than have those

for horticulture and processed products and high-value processed
products.

Mathew D. Shane (202) 694-5282
mshane@er s.usda.gov
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U.S. Ag Markets Show Signs of

Improvement

.S. agricultural markets continue to

show some improvement from the
large supply/weak demand conditions of
the late 1990's. Although markets for
major field crops continue to have plenti-
ful supplies, export demand is improving
slowly and market prices appear to be
picking up. Markets for livestock are gen-
eraly stronger than for field crops, as
2000 witnessed gains in average prices for
cattle and hogs.

Despite continued weak market prices for
field crops in 2000, net farm income for
the year has been forecast in the mid-$40
billion range, up from $43.4 billion in
1999. Producer income was bolstered in
2000 by direct payments to producers of
major field crops under the 1996 Farm
Act (e.g., production flexibility contract,
loan deficiency, and Conservation Reserve
Program payments) and a third infusion
of emergency government assistance.
Record government payments in 2000
helped keep farm income near the 1990-
99 average. Even with the addition of
recently enacted emergency assistance
(fiscal 2001 appropriations), government
payments to the sector will declinein
2001, likely resulting in lower farm
income.

Asin recent years, government loan defi-
ciency payments (LDP's), which provide
government support payments to major
field crop producers when farm prices
drop below local loan rates, will continue
to supplement returns from the market-
place.

Fuel expenses for the U.S. farm sector in
2000 were over $8 billion, about 40 per-
cent above 1999. Tota production expens-
es were up 5 percent to $178 hillion.
Costs for fuel and other energy-related
inputs will continue to concern producers
in 2001.

Agricultural exports are forecast at $53
billion in fiscal 2001, up from $51 billion
in 2000. Tonnage is forecast up for bulk
commodities, but large global supplies of
many commoadities continue to limit price
gains. Cotton is the exception. A major
drag on U.S. exports has been the rising
value of the dollar, which has boosted the
price of U.S. farm exportsin foreign mar-
kets (see “Agricultural Economy:
Exchange Rate Indexes and U.S.Agri-
cultural Trade” p. 4).

A main reason for continued low domes-
tic prices for major field cropsis favor-

Net Farm Income in 2000 Is Near 1990's Average

1990-99 1996 1997 1998 1999 2000
$ billion
Crop receipts 94.2 106.3 1111 102.5 93.1 94.1
Livestock receipts 90.5 92.8 96.5 94.1 95.5 100.3
Government payments 10.3 7.3 7.5 12.2 20.6 23.3
Net farm income 45.2 54.9 48.6 44.6 43.4 45.6
U.S. ag exports? 48.2 59.9 57.4 53.7 49.2 50.9
Million metric tons
World stocks? 351.0 318.8 369.2 397.1 386.1 341.1
$ per bu.
Wheat price? 3.29 4.30 3.38 2.65 2.48 2.50-2.70
Corn price® 2.36 2.71 2.43 1.94 1.82 1.65-2.05
Soybean price3 5.89 7.35 6.47 4.93 4.63 4.50-5.10

2000 forecast made in September 2000.

1. Fiscal year ending September 30. 2. Ending stocks of major grains and oilseeds for season beginning in
year indicated. 3. U.S. season-average farm price for marketing years beginning in years indicated.

Economic Research Service, USDA

able wesather in major U.S. producing
areas and many foreign countries. The
markets reflect record corn and soybean
crops harvested in 2000. Domestic use of
most crops is anticipated to remain strong
in 2000/01, and exports should improve
somewhat. Nevertheless, ending stocks
will expand for soybeans and corn, keep-
ing downward pressure on prices for the
fourth consecutive year.

A key exception to favorable weather in
2000 was in the southern and central
Great Plains, where hot and dry weather
last summer and fall produced severe
drought conditions. Many crop producers
in this region (particularly cotton) lost a
substantial portion of their production and
income. Cattle producersin the region
encountered animal losses due to the heat
and lack of water and experienced rising
costs for feed as local feed supplies dried

up.

Red meat and poultry production is fore-
cast to reach arecord high in 2000, and
output is projected to edge even higher in
2001. Feed costs remain relatively low,
keeping production expensesin check for
many livestock producers.

Despite record total meat supplies, the
robust U.S. economy continues to fuel
demand and sustain farm prices. Hog
prices are expected to average in the
lower $40's per cwt in 2001, after a $10
rebound in 2000 ($44 average). Likewise,
cattle prices, despite large supplies of
competing meats at relatively low prices,
have rebounded from the lows reached in
the mid-1990's. Modest gainsin broiler
production in 2000 and 2001 will lead to
slightly lower prices—forecast in the mid-
$0.50's per pound for both years, down
from $0.58 in 1999.

Dennis A. Shields (202) 694-5331
dshields@er s.usda.gov

See the ERS website for the latest
farm income forecasts.

www.ers.usda.gov
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Surging Demand Pulls Dairy Industry

In New Directions

Dajry markets during 1998-2000 faced
one major question: Will milk pro-
duction expand enough to meet the
extraordinary growth in demand for dairy
products? In 1998 and most of 1999, pro-
duction did not keep pace, and prices
soared. Since late 1999, however, the situ-
ation has reversed. Prices fell in response
to pressure from very large supplies, even
as the strong economy generated the
strongest demand in many decades.

Growth in milk output is expected to ease
dlightly in 2001. This drop in growth may
allow prices for milk and dairy products
to recover in calendar 2001, at least some-
what. With the economy projected to
expand in 2001, consumer incomes and
spending should continue to gain.
Demand for dairy products, therefore, is
expected to stay strong, although actual
growth may ease a bit. Demand for dairy
products used by restaurants or as ingredi-
ents in prepared foods will probably be
particularly brisk.

Markets for dairy products have changed
substantially in recent years. Retail sales
no longer are the main outlet for most
dairy products and, during the last few
years, have lagged behind other outlets.
Although most fluid milk is still sold at
retail, cheese and butter are used mostly
by away-from-home dining establish-
ments or by makers of processed food.
Large shares of ice cream and fluid cream
sales also are outside retail channels. In
total, dightly less than half of milkfat and
only slightly more than half of skim
solids are now sold through retail stores.

Sustained economic growth has produced
improved consumer incomes, strong stock
prices, and low unemployment. Inflation
and interest rates have stayed relatively

low. As aresult, consumers have been in
the mood to treat themselves and, atypi-
caly for this far into a growth period,
have been boosting real expenditures for
food. Spending for food away from home
has grown fastest, although retail food
expenditures have also increased. Dairy
products are far from unique in benefiting
from strong demand. High-quality beef,
the more expensive cuts of beef and pork,
and commercialy prepared foods general-
ly have been favored.

Since 1997, commercial use of cheese has
grown by almost 5 percent per year, even
though prices have been relatively high
throughout most of that period. The
strong restaurant market has increased
cheese demand. Restaurants like cheese
for its versatility and flavor, as well as for
its prominent role in a number of ethnic
cuisines. In particular, fast-food chains
include cheese, often paired with bacon,
as a component of their special feature
sandwiches. Pizza sales and sales of com-
mercially prepared entrees using cheese
also continue to increase. This powerful
demand for cheese supports dairy markets
overall, since cheese now uses about half
the milk supply.

Retail sales of cheese have increased, too,
although these increases were somewhat
more modest until weaker prices prevailed
in 2000. Consumers have expanded their
cheese buying for themselves and guests
in their homes, although the increase in
restaurant meals has limited these gains
somewhat. Retail demand reportedly has
been better for specialty cheeses than for
the more common cheeses.

Despite almost constant buffeting by high
(sometimes extremely high) and volatile
prices in recent years, butter sales have
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been brisk, rising 6 percent annually since
1997. Large shares of butter go into away-
from-home eating, particularly in more
expensive restaurants, and into more
expensive prepared foods. Retail sales
also have grown because butter is now
seen as a “little luxury” consumers can
afford. Fluid cream sales also have flowed
briskly for many of the same reasons.

Not all dairy sales have been strong.
Demand for dairy products sold mostly at
retail generally has weakened. In recent
years, fluid milk sales have been basically
flat. Greater away-from-home eating has
reduced fluid milk use because people
tend to order other beverages in restau-
rants. Yogurt use has slipped somewhat
since 1997. Retailers have become more
restrictive about the space allocated to
yogurt, and yogurt as a light lunch may
have lost some popularity. Consumption
of cottage cheese has been about steady.

Although regular ice cream consumption
has risen (particularly premium ice
creams), the overall frozen dessert catego-
ry has stagnated. A strong economy is not
necessarily good news for ice cream.
Consumers perceive it as a“cheap luxu-
ry”—one they can easily afford to replace
with more expensive treats.

The only major weakness in dairy
demand has been for skim solids as ingre-
dientsin processed foods. Use of nonfat
dry milk and other forms of skim solids
grew during the early and mid-1990's
because of the introduction and short-term
popularity of nonfat and low-fat versions
of foods. But the collapse in the market
for most of these products has sharply
reduced demand for skim solids asingre-
dients. In addition, substitution of whey
solids (and possibly milk proteins) for
skim solids has undergone one of its peri-
odic surges.

James Miller (202) 694-5184
jimiller @ers.usda.gov

The next issue of Agricultural Outlook will appear

in March 2001
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Cigarette Consumption

Continues to Slip

n line with a set of related downward
I trends over the past several years, U.S.

manufacturers are making fewer ciga-
rettes, and those they are making contain
increasingly less domestic and more
imported leaf. In 1999, cigarettes made in
the U.S. contained 48.5 percent foreign
leaf, arecord high. But some downward
trends appear to be easing. Compared
with 1999, U.S. demand for cigarettes
through July 2000 was down only 1 per-
cent; as of September, cigarette exports
were holding at about 96 percent of the
year-earlier level.

In 1999, the U.S. consumed an estimated
435 hillion cigarettes (2,136 per person),
15 billion fewer cigarettes than in 1998.
In 2000, consumers are projected to
smoke about 430 billion cigarettes (2,103
per person). Behind the continuing drop
in consumption lie spiraling cigarette
prices, greater awareness of health risks,
and continuing restrictions on smoking
areas. Two years ago, manufacturers
boosted wholesale prices to cover the
expenses incurred from the 1998 tobacco
agreement with state attorneys general. In
2000, Federal excise taxes went up 10
cents a pack; and cigarette prices contin-
ued to go up.

In 1999, cigarette exports also continued
to decline, down 50 billion cigarettes
from a 1996 peak of 250 hillion. But even
with demand for U.S. cigarettes lower in
major markets such as Europe and Japan

Tobacco Types

and offshore production of U.S. brands
higher, cigarette exports through
September 2000 were about 96 percent of
those in the same period during 1999.

Prospects for tobacco leaf exports have
been looking up for 2000, as globa sup-
plies—copious in 1998 and 1999—seem
to be more in line with demand. The 1997
figure of 490 million pounds (declared
weight) had fallen to 420 million pounds
by 1999. Still, smoking continues to
decline in many countries that usually buy
U.S. leaf, and with prices higher than
world levels, it is difficult to pry open
new markets. Some lower income coun-
tries are further put off by the absence of
aU.S. Government credit program for
tobacco exports (to guarantee commercial
credit), which is forbidden by legidation.

Although many tobacco growers remain
under financia pressure, these devel op-
ments should have little adverse effect on
the local economies of tobacco-producing
areas. Since 1970, total personal income
(in constant dollars) in the nation’s 424
tobacco-growing counties has risen fairly
steadily, with a cumulative increase of
nearly 150 percent. Over the same period,
tobacco sales have remained fairly

Tobacco is primarily grown in six states. North Carolina ranked first and Kentucky
second, followed by Tennessee, South Carolina, Georgia, and Virginia. Tobacco is
aso grown in Maryland, Pennsylvania, Missouri, Indiana, Ohio, Wisconsin,
Alabama, Connecticut, and Massachusetts. The two top states together accounted
for 65 percent of total production in 2000.

Flue-cured and burley are the major types of tobacco grown in the U.S. and
accounted for 92 percent of leaf production in 2000. Flue-cured tobacco, also
known as Virginia-type tobacco leaf, is grown in the southeastern U.S. and cured
under hest to achieve its world-renowned golden leaf. Burley tobacco—grown in
Kentucky, Tennessee, Virginia, West Virginia, Indiana, Ohio, Missouri, and North
Carolina—is air-cured; the leaf is hung in a well-ventilated barn during the curing
process. Maryland, fire-cured, air-cured, and cigar types complete the remaining 8
percent.

Most flue-cured and burley is used in cigarette manufacture. Maryland leaf is used
solely for cigarettes. Fire-cured and air-cured are used primarily for chewing, snuff,
and pipe tobacco and roll-your-own-cigarettes. Cigar leaf is divided into three
types: filler, binder, and wrapper, named after the three parts of a cigar. However,
most binder and filler tobaccos are now used for chewing and smoking tobacco.
Cigar wrapper leaf isin aclass of its own, bringing prices 10 times that of other
tobacco. Nearly all wrapper—grown under protective shade—is exported to cigar-
producing countries.
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Tobacco Program Sets Quotas & Price Supports

The USDA tobacco program sets marketing quotas and price supports (loan rates)
to benefit tobacco growers. Assessments levied on producers and buyers cover the
costs of purchasing, processing, and storing tobacco until it is sold.

Marketing quotas limit how much tobacco—both flue-cured and burley—growers
are allowed to sell. Four factors combine to set the quotas: manufacturers' purchase
intentions, loan stocks, exports, and the discretion of the Secretary of Agriculture.

» Manufacturers’ purchase intentions are the amount of tobacco leaf companies
commit to buy and are established before the marketing year begins. Companies
must purchase at least 95 percent of the amount declared in their purchase inten-
tions or pay a penalty.

* Loan stocks are the amount of tobacco held by grower cooperatives just before
the marketing quotas are set.

* The figure for each year’s exports is the average of the 3 previous years’ exports.

* The Secretary of Agriculture has the discretion to adjust the sum of the first three
factors as much as 3 percent up or down.

Once the national marketing quota for each kind of tobacco is set, the figureis
divided among growers in proportion to the acreage they devote to growing that
kind of tobacco. Individual growers can market up to 103 percent of their share of
the quota without penalty. The tobacco a grower markets above 100 percent in 1
year, or tobacco under-marketed down to 97 percent, is carried forward to the next

marketing year. The effective quotais the marketing quota adjusted by net carryover

held by individual farms. It is the quantity that can actually be marketed by produc-
ers.

The USDA tobacco program bases each year’s price support (loan rate) for tobacco
on the price support for the preceding year. The past year's figure is adjusted based
on changes in two other figures: the 5-year average of market prices (omitting high
and low years) and a cost-of-production index. The Secretary of Agriculture can set
the price support between 65 and 100 percent of the calculated change. Price sup-
ports vary by the grade of leaf. The overall support price for atype of |eaf—for
example, burley—therefore, is the weighted average of the price support for each
grade of that type. AF grade of that type.

constant in nominal dollars ($2 billion to

$3 hillion) and have declined in real
(inflation-adjusted) terms.

Growth in off-farm income has been key
to offsetting declines in tobacco revenue.
Most tobacco is produced in or near
expanding metro areas, with nearly three-
fourths of estimated tobacco receipts orig-
inating in counties in or adjacent to small
metro areas. This translates into greater
economic opportunities for the grower—
nonfarm jobs to supplement tobacco
income, rising land values, and a cus-
tomer base for fruits, vegetables, and
pick-your-own or other onfarm business-

es, such as paid fishing or hunting. These
small metro areas are near cities such as
Richmond and Petersburg, Virginia;
Raleigh, Durham, and Winston-Salem,
North Carolina; and Lexington,

Louisville, Kentucky and Knoxville,
Tennessee.

Flue-Cured Sales Decline

Flue-cured and burley are the major types
of tobacco grown in the U.S. and account-
ed for 92 percent of leaf production in
2000. The 2000 flue-cured markets closed
on November 2. A relatively ideal flue-
cured tobacco growing season in most
areas led to one of the better quality crops
in recent years, with only one producing
area (Type 14—Georgia and Florida)
undergoing drought conditions early in
the growing season.

Sales of flue-cured tobacco at auction in
2000 totaled 513.8 million pounds, repre-
senting 92 percent of the marketing quota
set for the year and 82 percent of the esti-
mated crop of 623.8 million pounds. (The
guasi-governmental Flue-Cured
Stabilization Corporation offers to buy
flue-cured tobacco that does not receive
an auction bid higher than its government-
set price support level.)

Both total volume and value of flue-cured
varieties slid from 1999 numbers. The
drop in volume was due to the 18-percent
decrease set last year for the 2000 quota.
Final gross volume sold at auction
(including resales) totaled 574.7 million
pounds, compared with 711.7 million
pounds in 1999. The average price was
179 cents per pound, compared with
173.6 centsin 1999. Flue-Cured
Stabilization Corporation loan takings—
tobacco which fails to make the grade
support level and is purchased under the
tobacco program at its price support
level—were 27.2 million pounds, com-
pared with 136.4 million poundsin 1999.

President Establishes Tobacco Commission

On September 22, 2000, President Clinton signed an executive order establishing
the “President’s Commission on Improving Economic Opportunity in Communities
Dependent on Tobacco Production While Protecting Public Health.” The
Commission will (1) advise the President on changes in the tobacco farming econo-
my and (2) recommend ways to improve economic opportunity and development in
communities that rely on tobacco production without further exposing consumers,
particularly children, to the hazards associated with smoking. The Commission held
two public forums in November—one in Raleigh, North Carolina, and onein
Louisville, Kentucky. The group is scheduled to submit a preliminary report to the
president on December 31, 2000, and a final report no later than May 2001.
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Lower marketings and higher quality
reduced loan takings.

The market for burley tobacco opened on
November 20. Through December 13,
gross sales totaled 169.7 million pounds,
223.8 million pounds less than the previ-
ous season. Prices are running higher than
last season, and offerings were of higher
quality. During the first 14 days of sales,
the average price for burley was about 6.3
cents a pound greater than last season.
Preholiday sales continued through
December 14 and markets will reopen
January 8. Before the holiday break,
about 38 percent of expected production
had been sold. Sales consisted of less fair-
and low-quality leaf than last year.

Flue-Cured Marketing Quota
Down for 2001

On December 15, 2000, USDA
announced the flue-cured marketing quota
for 2001: 548.9 million pounds, 1 percent
above 2000. The total national acreage
allotment was set at 262,253 acres, 1 per-
cent over 2000. However, higher onfarm
carryover from 2000 will lower the effec-
tive quota (the amount of tobacco that can
be marketed) to 543 million pounds or 3
percent below last season. (See sidebar on
guota.)

Lower beginning stocks held by the
industry will dampen flue-cured supplies
(marketings plus beginning stocks) in
2001 by over 100 million pounds. Flue-
cured supplies will be about 1.6 billion
pounds.

Upcoming reports on WTO-related topics

Agricultural Policy Reform in the WTO: The Road Ahead
Agricultural Market Access: Profiles of Tariffs in Global Agricultural Markets

USDA must announce the 2001 burley
guota by February 1, 2001. Carryover on
October 1, 2000, was 140 million pounds
higher than a year earlier, as marketings
exceeded use. Because this year's burley
marketings are expected to fall short of
the quota set for 2000, next year’s quota
for burley will likely be set higher. (A
poor-quality burley crop in 1999 led to
legislation that forgave the debt on more
than 200 million pounds of burley loan
stocks.)

Expected marketings in 2000 of about
420 million pounds of burley would result
in burley supplies of 1.5 billion pounds,
about the same as the previous year.
However, with the disposition of forgiven
1999 burley loan takings uncertain, sup-
plies could range as low as 1.26 hillion
pounds if the forgiven tobacco is
destroyed, which is likely. [Xe]

Thomas Capehart, Jr. (202) 694-5311
thomasc@ers.usda.gov

Watch for these reports on the redesigned Economic Research Service website

www/ers.usda.gov

Visit ERS’s World Trade Organization briefing room for information on these
and other topics
www.ers.usda.gov/briefing/WT0/
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WTO Negotiations: Potential
Gains from Ag Policy Reform

he World Trade Organization
I (WTO) opened global trade negoti-

ations on agriculture in Genevain
March 2000. The negotiations are expect-
ed to address national agricultural policies
related to market access limits (tariffs, tar-
iff-rate quotas, and other trade barriers),
domestic support to agricultural produc-
ers, and export subsidies.

Agricultural trade barriers and producer
subsidies inflict real costs, both on the
countries that use these policies and on
their trade partners. Trade barriers help
keep inefficient domestic producersin
operation, result in forgone opportunities
for more efficient allocation of national
resources, and lower demand for trade
partners products. Trade-distorting
domestic subsidies can induce an oversup-
ply of agricultural products and keep
resources in agriculture that could be
employed more profitably elsewhere.

Oversupply of agricultural commodities
leads to low prices and increased competi-
tion for producers in other countries and
can create the need for export subsidies to
dispose of excess domestic production.
Consumers are harmed not just by the
direct effect of tariffsin raising the cost of
imports, but also by inefficienciesin their
economy that result from tariffs and sub-

sidies. When an economy is performing
below its potential, consumers’ income
and welfare are reduced.

New negotiations present an opportunity
to achieve further reductionsin global
trade-distorting agricultural policies.
Under terms of the Uruguay Round
Agreement on Agriculture (URAA),
negotiations will include some “built-in”
agenda items—i.e., member countries
experiences with implementation of
Uruguay Round commitments; effects of
URAA reduction commitments on world
trade in agriculture; nontrade issues such
as environmental protection and food
security; and provisions for special and
differential treatment of developing
countries.

Gains of URAA
Have Proven Fragile

The Uruguay Round of the General
Agreement on Tariffs and Trade (GATT)
ended in 1993 having fundamentally
altered the treatment of national agricul-
tural policies under multilateral rules of
global trade. In the Agreement on
Agriculture, members determined that
trade-distorting agricultural policies
should be disciplined or constrained, so
that market forces rather than government
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intervention can increasingly drive agri-
cultural markets.

In committing to greater market access,
members agreed to reduce tariffs by 36
percent, on average, (24 percent for devel-
oping countries) and to convert most non-
tariff barriersto tariffs or to a two-tier tar-
iff system called tariff-rate quotas
(TRQ's). TRQ's alow alimited quantity
of imports to enter a country at a relative-
ly low tariff, with higher tariffs imposed
on over-quota imports.

Member countries also agreed to reduce
their aggregate levels of trade-distorting
domestic support to agriculture by 20 per-
cent (13 percent for developing countries).
In addition, both the value and volume of
subsidized exports were placed under lim-
its scheduled to decline through the end

of the URAA implementation period.
Developed countries implemented URAA
reform commitments during 1995-2000,
and less developed countries will continue
the process through 2004.

The experience to date from implementa-
tion of the URAA has demonstrated that
policy reform is difficult to achieve.
Global agricultura tariffs remain high,
and there is substantial disparity in tariffs
among countries and across commodities.
For example, the average U.S. agricultural
tariff is relatively low (12 percent) com-
pared with 21 percent for the European
Union, 24 percent for Canada, 33 percent
for Japan, and 152 percent for Norway.
The global average rate is 62 percent.
High import tariffsimposed by U.S. trade
partners are a significant impediment to
U.S. agricultural export growth.

Disparities across commodities within
countries' tariff codes can intensify the
distorting effects of tariffs. For example,
escalation of a country’s tariffs between
bulk commodities and processed agricul -
tural products—i.e., a higher effective rate
of tariff protection on the final product
than on inputs—can significantly affect
trade in processed products, a fast grow-
ing but price-sensitive component of glob-
al agricultural trade. And while tariff-rate
guotas have replaced many nontrade bar-
riers, some have complicated import
regimes, often with rules that are not easy
to understand, and many have very high
upper tier rates.
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World Trade Organization Negotiations on Agriculture: Process and Objectives

Venue

Objectives

Scheduled meetings

Special sessions of WTO Committee on Agriculture, Geneva,
Switzerland

Continue the process of reform begun in the Uruguay Round
Agreement on Agriculture (URAA), taking into account
experiences with URAA trade barrier reductions, effects of the
URAA on world agricultural trade, nontrade issues such as
environment and rural development, special and differential
treatment of less developed countries, and other concerns.

Phase | meetings: 2000 — March, June, September,

Country proposals

and November
2001 — February, March, June, September,
and November

To be submitted to the WTO by December 2000 (with some

flexibility through March 2001). Proposals are available at

www.WTO.org

Source: WTO Secretariat.

Economic Research Service, USDA

Domestic farm support levels declined
early in the implementation period, helped
by strong world prices. Also, many coun-
tries chose to adopt less distorting types
of domestic subsidies that are exempt
from URAA limits. For example, some
countries have reduced their reliance on
subsidies that are directly linked to the
production of specific crops, and instead
provide payments that are not dependent
on farmers' current decisions about which
crop or how much to produce. The shift
toward less distorting (exempt) programs
has been influenced at least in part by
URAA principles. However, since 1998,
global expenditures on trade-distorting
types of domestic support have increased
in response to low world prices.

The URAA placed limits on export subsi-
dies for individual commodities, but
allowed for some flexibility. Lower usage
levels early in the URAA implementation
period, when prices were high, enabled
some members to bring forward unused
levels and recently apply the subsidies
when prices were low and ceilings had
been reached.

Calculating the Benefits
Of Ag Policy Reform

Despite gains made by the URAA,
remaining global agricultural policy dis-
tortions impose substantial costs on the
world economy. Agricultural tariffs,
domestic support, and export subsidies

push world agricultural prices to about 12
percent below what they would otherwise
be, according to recent analysis by
USDA'’s Economic Research Service.
Studies show that over the long term
(about 10-15 years) trade-distorting poli-
cies will result in areduction in world
welfare (loss in consumer purchasing
power) of $56 billion annually, which rep-
resents about 0.2 percent of global GDP.

Most of the agricultural market distor-
tions, as measured by world price effects,
are attributed to a small number of coun-
tries. Developed economies account for
nearly 80 percent of world price distor-
tions. The European Union (EU) accounts
for 38 percent, the U.S. 15 percent, Japan
plus Korea 13 percent, and Canada 2 per-
cent. These countries typically employ
different mixes of price-distorting poli-
cies. For example, export subsidies are an
integral part of the EU’s domestic price
support system. As aresult, the EU alone
accounts for more than 90 percent of
global export subsidy expenditures.

The EU and the U.S. together account for
most of the global distortions related to
domestic producer support. Most other
countries rely mainly on tariffs to support
their farm sectors. Particularly in develop-
ing countries, tariffs are a more practical
farm support policy because they raise
government revenue, while domestic pro-
grams entail government expenditure. But
tariffs are a potentially more distorting
type of farm support than domestic pro-
ducer subsidies, because they directly
affect consumers as well as producers.

There are two dimensions in calculating
potential welfare gains to an economy
from further policy reform. The first

Economies Around the World Contribute to Ag Price Distortions from Tariffs

and Subsidies

Rest of world

20%

Australia & New Zealand
0.4%

Ofther Asian
7.8%

Japan & Korea
13.1%

Latin America
Canada
2.3%

3.2%

EU
38%

u.s.
15.2%

Percent of total ag price distortions from tariffs and subsidies

Note: Distortions from agricultural tariffs, domestic support, and export subsidies cause world agricultural
prices to be 12 percent below the level they would otherwise be.

Economic Research Service, USD A
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Many Countries Would Share Consumer Purchasing Power Gains
From Elimination of Ag Tariffs and Subsidies

Rest of world
11%

Other Asian
13.1%

Japan & Korea
11%

Latin America
13.7%

Australia & New Zealand

6.3%

u.s.
23.7%

Canada
2.4%

EU
18.8%

Estimated annual gain in consumer purchasing power = $56 billion

Economic Research Service, USDA

relates to removing distortions in con-
sumption and production decisions. These
are the “static” gains in welfare (purchas-
ing power) that accrue after producers and
consumers fully adjust to changesin
prices when tariffs and subsidies are
removed. Despite higher world food
prices, consumers in most countries
would benefit from static gains because
tariff elimination lowers consumer prices
of imported foods and because policy
reforms increase overall economic effi-
ciency. Static welfare gains worth about
$31 hillion annually to the world econo-
my would accrue over time and reflect
increases in income (wages and return on
investment) relative to expenditure.

Most static gains from trade liberalization
would accrue to countries with the largest
initial policy distortions. Developed coun-
tries receive most of the global static wel-
fare gains from full policy reform ($28.5
billion annually), compared with potential
welfare gains for developing countries of
about $2.6 billion. Some agricultural
importing countries that face higher world
prices but have few domestic policy dis-
tortions would realize static welfare losses
from full trade liberalization.

The second dimension in calculating
benefits of global policy reform involves
dynamic gains—i.e., long-term effects of
increased investment and the opportunities
for increased productivity that are linked

to more open economies. All countries can
benefit from the potential dynamic gains
of global policy reform. Reforms lead to
greater investment by increasing potential
returns, and additional investment increas-
es the productive capacity of economies.
Developing countries in particular, which
have substantial potential for productivity
gains from technological change, stand to
benefit directly from more openness to the
rest of the world.

If developing countries eliminate their
own agricultural import barriers and are
thereby more exposed to products and
competition from more advanced
economies, they can increase their econo-
my-wide productivity by accelerating
their rate of learning new skills and by
adopting more advanced technologies that
are embodied in imports from more devel-
oped countries. Reflecting their greater
dynamic potential for growth, these
economies are expected to draw increased
global investment, increasing their
resource availability and realizing static
and dynamic gains totaling $21.3 hillion.
Developed countries will benefit by
enhanced investment opportunities.
Dynamic gains—investment and produc-
tivity growth—due to policy reform
account for about 45 percent of total ben-
efits from full trade liberalization.

Over the long term, full elimination of
agricultural price distortions would lead

to an increase in world welfare, or con-
sumer purchasing power, of $56 billion
annually, with nearly one-fourth accruing
to the U.S. Because U.S. tariffs, domestic
support, and export subsidies are relative-
ly low, most of the benefit for the U.S.
would come from policy reformsin U.S.
trade partners.

Because of its technological maturity, the
U.S. will not enjoy substantial direct bene-
fits from dynamic gains. But U.S. agricul-
ture will benefit from dynamic gainsin
developing countries that import U.S. farm
products as growth in demand increasesin
those economies. In the long run, full poli-
cy reform could lead to higher world
prices for U.S. farm exports, the real value
of U.S. agricultural exports could be 19
percent higher each year, and U.S. agricul-
tural imports could be up 9 percent.

Movement toward a more market-oriented
and orderly global agricultural trading sys-
tem isimportant for the U.S. because of
the large and increasing role of tradein
U.S. agricultural production and food con-
sumption. As technological advances and
increased productivity lead to higher levels
of production, expanding export markets
provide an outlet for U.S. food and agri-
cultural products. For consumers, trade
rules help to ensure access to a safe, var-
ied, and abundant year-round supply of
food.

Global policies that distort agricultural
trade impose substantial long-term costs
on U.S. producers, consumers, and the
world economy. U.S. agricultural tariffs
and subsidies are relatively low, suggest-
ing that U.S. domestic adjustments to its
own reform commitments are likely to be
small relative to the potentialy large ben-
efits of global reform. Furthermore,
reforms of U.S. policies within a global
framework can help to ensure the overall,
long-term competitiveness of the U.S.
farm sector in world markets.

Mary E. Burfisher (202) 694-5235,
Xinshen Diao (IFPRI), and

Agapi Somwaru
burfishr @er s.usda.gov

Xinshen Diao is an economist with the
International Food Policy Research

Institute (IFPRI). This article does not
necessarily reflect the views of IFPRI.
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Hired Farm Labor:
Comparing the U.S. & Mexico

s unprecedented economic expan-

sion continuesin the U.S,,

employers face increased competi-
tive pressures to obtain workers necessary
for their businesses. In this competitive
environment, U.S. farmers are holding
their own, securing similar numbers of
hired laborers as in previous years and
able to provide wage increases that gener-
aly keep pace with the cost of living.
However, U.S. farmers rely heavily on
foreign-born workers, most of whom
come from Mexico and many of whom
lack legal authorization to work in the
U.S. This phenomenon appears to be
more prevalent than in the past and
reflects wage differentials for farm labor
between the U.S. and Mexico, aswell as
differences in employment prospects.

In contrast, Mexican agriculture has
access to a sizable pool of native-born
workers. Farmworkersin Mexico, asin
the U.S,, typically complement their
employment in agriculture with nonfarm
work. But unlike in the U.S., farmworkers
arein relatively plentiful supply in
Mexico and provide a stable, legal source
of labor for agriculture. This will benefit
Mexican farmers as they seek out new
export markets. Differences in the avail-
ability of farm labor affects the economic
health of agriculture in both Mexico and

the U.S, including the extent to which
agricultural producers participate in inter-
national markets.

Characteristics of Hired
Farm Labor

U.S. agriculture employed an average of
890,300 hired farmworkers in 2000,
according to USDA's National
Agricultural Statistics Service (NASS).
The number of hired farmworkers fluctu-
ates seasonally, from roughly 700,000 in
January to 1.1 million in July. Semi-annu-
al data suggest an upward trend in the
numbers of hired farmworkers from 1996
to 1999, followed by a decrease in 2000.

In October 2000, the average wage for
hired farmworkers in the U.S. was $8.29
per hour. Wages for field and livestock
workers were generally lower, averaging
$7.76 per hour. (The average wage for
hired farmworkers does not reflect hous-
ing and food benefits that some farm-
workers receive from their employers.) At
the same time, the average wage outside
agriculture was $13.69 per hour and the
Federal minimum wage was $5.15 per
hour. Like the total number of hired work-
ers, the wage for hired farm labor fluctu-
ates seasonally, but has tended to keep
pace with the cost of living since 1996.

The relatively high agricultural wage rates
in the U.S. attract foreign-born farmwork-
ers, especially from Mexico. According to
data from the Department of Labor’s
National Agricultural Workers Survey
(NAWS), people born in Mexico made up
78 percent of al U.S. farmworkersin crop
agriculture in fiscal year (FY) 1998, up
from an annual average of 68 percent dur-
ing FY’s 1993-95. People born in Central
America congtituted an additional 3 per-
cent of farmworkersin crop agriculture.
NAWS data also show that 57 percent of
Mexican-born farmworkers were undocu-
mented (i.e., lacked legal immigration sta-
tus) in FY 1998, compared with an aver-
age of 51 percent during FY's 1994-95,
The figures are similar for al foreign-
born farmworkersin U.S. crop agricul-
ture—i.e., 57 percent were undocumented
in FY 1998, up from an average of 50
percent during FY’s 1994-95.

Off-farm employment provides an impor-
tant supplement to agricultural earnings
for both native and foreign-born farm-
workers. During FY 1998, farmworkersin
U.S. crop agriculture were employed for
an average of 34 weeksin the U.S—31
weeks in agriculture and 3 weeks in hon-
farm employment. An additional 8 weeks
were spent in the U.S. not working, and 9
weeks were spent outside the country.
U.S.-born farmworkers devoted a greater
portion of the year to nonfarm employ-
ment, while the foreign-born, not surpris-
ingly, spent a greater portion of the year
abroad. Among foreign-born farmworkers,
time spent abroad averaged 11 weeksin
FY 1998, up from an average of 8 weeks
during FY’s 1993-94. Possible explana-
tions for this shift include heightened
enforcement of U.S. immigration restric-
tions; improved economic conditions
abroad that lure foreign-born workers to
jobsin their home countries; and the pos-
sibility that increased U.S. earnings, either
from farm or nonfarm employment, allow
foreign-born farmworkers to spend more
time in their native countries.

In Mexico, agriculture employed about
2.3 million people above the age of 12 as
hired laborers in 1998, according to the
Mexican Secretariat of Labor and Socia
Provision’s Encuesta de Empleo
(Employment Survey). An additional
136,000 workers performed specialized
tasks in agriculture, such as the operation
of machinery, and another 3.5 million
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Mexicans worked without pay in the farm
operations of their families. The potential
pool of agricultural workersin Mexico
thus consists of amost 6 million people.

Agricultural employment in Mexico
decreased 0.7 percent between 1996 and
1999, due primarily to urbanization
absorbing land and labor in the states of
central Mexico. In these states, agricultur-
al employment is falling at an average
annual rate of 7.6 percent. In the rest of
the country, however, agricultural employ-
ment is growing at an annual average rate
of 3.8 percent.

Agriculture employs alarge proportion of
the population in some parts of Mexico.
This is particularly true in the southern
states, which have relatively high levels of
poverty and a larger indigenous popula-
tion. For example, agriculture represents
56 percent of employment in Chiapas,
Mexico's poorest state.

Labor productivity in Mexican agriculture
is roughly one-fifth the productivity in the
rest of the economy. About 20 percent of
the workforce is engaged in agriculture,
but the sector contributes just 5 percent of
GDP. Labor productivity tends to increase
as production shifts from basic grains to
more export-oriented crops such as fruits
and vegetables. Government efforts to
raise productivity in agriculture concen-
trate on training and technology transfer
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by private extension services supported by
the Mexican government.

The wage differential between Mexican
and U.S. agriculture is huge. The daily
wage for 8 hours of farm work in Mexico
is about $3.60 in U.S. currency, compared
with the U.S. average of $66.32 in
October 2000. However, these figures
overstate the real wage differential
between Mexican and U.S. agriculture,
because the cost of living in Mexico is
lower than in the U.S.

Agricultural wages in Mexico decreased
in real terms at an average annual rate of
4.3 percent between 1989 and 2000, while
wages in manufacturing rose at an aver-
age annual rate of 0.6 percent. Despite
this growing disparity, there is little evi-
dence of a single commodity or activity in
Mexico’s agriculture facing difficultiesin
obtaining hired labor.

Labor markets are highly seasonal in
Mexican agriculture. Most rural workers
are employed part-time in agriculture and
work the rest of the time in nonagricultur-
al sectors such as construction, manufac-
turing, and services, particularly in the
southern states where there is only one
crop-growing season due to limited infra-
structure for irrigation. Rural workers
generaly shift from one economic activity
to another, and usually none of these
activities becomes a permanent job.

Wage Gains for Hired Farmworkers Have Kept Pace with Inflation

$ per hour
9

Nominal

Real (January 1994=100)

Jan Jan Jan Jan
94 95 96 97

Jan Jan Jan
98 99 2000

Source: Quarterly data from USDA's National Agricultural Stafistics Service and the Bureau of Labor Statistics.

Economic Research Service, USDA

Some rural Mexicans—mostly young
people—leave their villages in search of
employment and find work in a wide vari-
ety of economic sectors, either in Mexico
or the U.S. Personal contacts and social
networks often are deciding factorsin the
search for work. Of the 2.3 million hired
farmworkers in Mexico, around 1.4 mil-
lion are migrants, most of whom rangein
age from the early 20's to mid-30's.

The migration of farmworkers within
Mexico follows three main routes, gener-
ally from communities of originin the
south to farm operations in the north.
Along the Pacific coast, migrants work
seasonally in the production of fruits and
sugar cane, and year-round in vegetables.
In north-central Mexico, migrant labor
helps produce key crops such as cotton,
apples, and various vegetables, primarily
between August and January. Along the
Gulf coast, farm operators employ
migrants to produce sugar cane, cotton,
oranges, and coffee, except during July,
August, and September.

The Link Between Farm Labor
& Trade

Hired farm labor is a magjor input for U.S.
agriculture. The most recent U.S. census
of agriculture indicates that expenditures
for hired farm labor in 1997 totaled $14.8
billion, 10 percent of total farm produc-
tion expenses. Hired labor is the third
largest of the expenditure categories
defined by the census, following livestock
and poultry and animal feed.

Hired labor accounts for an especially
high percentage of production expensesin
three sectors of U.S. agriculture—green-
house, nursery, and floriculture (40 per-
cent); fruit and tree nut farming (27 per-
cent); and vegetable and melon farming
(23 percent). Each of these sectorsis
engaged in international trade, with both
exports and imports of vegetables and
preparations experiencing particularly
rapid growth during the 1990's.

Trade in these sectors runs in both direc-
tions. In 1999, the U.S. was a net exporter
of fruits and preparations and of nuts and
preparations, and a net importer of veg-
etables and preparations and of nursery
and greenhouse products. Thus, changes
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Farmworkers in U.S. Crop Agriculture Average 8 Months of Work per Year

In U.S.
Farm work  Nonfarm work  Not working  Abroad Unaccounted
Weeks
All farmworkers 31 3 8 9 1
U.S.-born 30 4 13 3 1
Foreign-born* 31 2 7 11 1
Undocumented 29 2 5 15 1

* Primarily Mexico-born.
Data for fiscal year 1998.

Source: National Agricultural Workers Survey, U.S. Department of Labor.

Economic Research Service, USDA

in the availability of hired farm labor are
likely to influence U.S. trade in these sec-
tors and the extent to which imports meet
domestic food consumption needs.
Increased availability of hired farm labor
should facilitate greater domestic produc-
tion of these labor-intensive products,
while decreased availability should have
the opposite effect.

During the 1990's, the Mexican govern-
ment intensified its efforts to orient the
country’s agricultural sector toward the
export market. By pursuing Mexico's
comparative advantages in fruits, vegeta-
bles, and some specialized processed
foods, the government expected to
increase rural income and employment,
reduce migration from rural areas, and
alleviate poverty.

Agricultural labor has provided an impor-
tant base for these efforts, since the pro-
duction of fruits and vegetables in Mexico
is labor intensive relative to other agricul-
tural commaodities, just asitisinthe U.S.
For fruits and vegetables, the labor
requirement from soil preparation to har-
vest ranges from 42 worker-days per
hectare for carrots to 216 per hectare for
tomatoes. In contrast, wheat, sorghum,
and barley each require about 10 worker-
days per hectare. Maize and beans, two
traditional staples of Mexican agriculture,
require 26 and 22 worker-days per
hectare.

To secure greater market access for its
agricultural products, Mexico negotiated a
series of free trade agreements with 34
countries. The most prominent of these
accords, the North American Free Trade
Agreement (NAFTA), was implemented
in 1994 and provides for substantially

freer trade among Canada, Mexico, and
the U.S. In addition, a culture of standards
and quality high enough to enable
Mexico's products to compete in interna-
tional markets has emerged and is spread-

ing rapidly.

Within this context, the modern sector of
Mexico's agriculture is capturing the ben-
efits of freer trade while offering seasonal
employment to farmworkers from the tra-
ditional agricultural sector. Export growth
of several labor-intensive commodities
has been dramatic. Mexico's asparagus
exports climbed rapidly between 1993 and
1999, rising from $41 million to $248
million. Also, tomato exports from
Mexico averaged $555 million annually

during 1995-99, compared with an annual
$395 million in 1993-94. However, the
gap between modern and traditional farms
has widened due to large differentials in
organization, technology, and financing.

Keys to the Future

Factors that influence the market for hired
farm labor also affect the future of agri-
culture in both Mexico and the U.S. Some
of these factors are specific to agriculture;
others are related to the general economy
and government policy.

Commodity prices. The demand for hired
farm labor and other inputs is influenced,
in part, by the value of farm output. Thus,
when commodity prices are low, wage
rates for hired farmworkers are more like-
ly to be low. Similarly, a marked upswing
in commodity prices would strengthen the
demand for hired labor and place upward
pressure on wages. This effect would be
felt most strongly in the labor-intensive
sectors of U.S. and Mexican agriculture.

Technologies that substitute for labor.
The pace at which technologies that sub-
dtitute for labor are implemented is likely
to differ between Mexico and the U.S.
due to the different resource endowments

Hired Labor as Share of U.S. Production Expense Was Highest for Greenhouse
and Nursery, Fruit and Vegetable Farms, Lowest for Livestock in 1997

Total

Greenhouse, nursery, & floriculture production
Fruit & tree nut farming

Vegetable & melon farming

Tobacco farming

Sugarcane, hay, & all other crop farming
Coftton farming

Animal aquaculture & other animal production
Dairy cattle & milk production

Sheep & goat farming

Hog & pig farming

Beef cattle ranching & farming

Oilseed & grain farming

Poultry & egg production

Cattle feedlots | | | |

Source: 1997 Census of Agriculture.

Economic Research Service, USDA
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of the two countries and their disparate
levels of economic development.
However, with freer trade and more inte-
grated markets under NAFTA, new tech-
nologies should be available at roughly
the same time to producersin al three
NAFTA countries, regardless of whether
they originate in Canada, Mexico, or the
U.S. Ultimately, the pace of technological
change is likely to be dictated by the
potential impact of new technologies on
farm balance sheets, as well as percep-
tions of farm operators about the future
availability of farm labor.

Differential wage rates. The extent to
which agriculture is able to obtain the
services of hired labor dependsin part on
the attractiveness of relative compensation
offered for farm work versus nonfarm
jobs. Thisis particularly true in the U.S,,
where labor markets are relatively tight.
Compared with agricultural work, non-
farm jobsin the U.S. tend to offer higher
wages, as well as year-round employment,
employee benefits, and more predictable
working conditions. Where workers have
achoice, these attributes likely draw some
prospective farmworkers away from agri-
culture, including both U.S. natives and
persons born abroad.

In 1999, median weekly earnings for full-
time workers engaged in farm work and
full-time workers in al occupations dif-
fered by $255, as measured in October
2000 prices. Over the last 10 years, this
gap has not changed appreciably when
earnings are adjusted for inflation.
Between 1990 and 1999, the farm-non-
farm differential ranged from alow of
$247 in 1990 to a high of $264 in 1992.

The wage differential narrows consider-
ably when earnings of farmworkers are
compared with workers in nonfarm occu-
pations that require little or no advanced
education. While drywall installers, con-
struction laborers, and butchers and meat
cutters earn substantially more than farm-
workers, the earnings of janitors and
cleaners and textile sewing machine oper-
ators are comparable to those of farm-
workers. Moreover, these figures may
misstate the actual earnings differential
since they do not account for regional
differencesin the cost of living. Never-
theless, these statistics provide further evi-
dence that U.S. agriculture has the capaci-

Some Highly Labor-Intensive Commodities Produced in Mexico. ..

Tomatoes
Cauliflower
Cucumbers
Asparagus
Green peppers
Green tomatoes
Melons

Red peppers
Broccoli
Onions
Watermelon
Carrofts

Maize

Beans 18

L L

100 150

200 250

Worker-days per hectare

... Are Important to Mexico's Agricultural Exports

Tomatoes, fresh or
refrigerated

Asparagus
Melons & watermelons

Onions

Pickles & cucumbers,
fresh or refrigerated

Broccoli & cauliflower

L L

8 12 16

Percent of ag exports

Total agricultural and forestry exports in 1999=33.5 billion. 1 hectare=2.5 acres.

Source: Worker-days from National Institute of Agricultural, Livestock, and Forestry Studies (INIFAP) and
Postgraduate College, 1994. Share of agricultural exports based on data from Mexico's Secretariat of
Economy and National Institute for Geography, Statistics, and Informatics (INEGI).

Economic Research Service, USDA

ty to compete in the market for hired
labor.

The promise of prosperity in Mexico.
Sustained expansion of Mexico's econo-
my, accompanied by real growth in wages
and salaries, should diminish the relative
appeal of the U.S. labor market and draw
workers back to jobsin Mexico. In early
1996, the Mexican economy began a
gradual recovery from the recession
caused by the peso crisis. During the first
three quarters of 2000, Mexico's annual
rate of real GDP growth has exceeded 7
percent, compared with an average annual
rate of 5.1 percent from first-quarter 1996
to fourth-quarter 1999. Wage growth,
however, has been slow to follow.

Economic growth in Mexico is likely to
be accompanied by continued efforts to
broaden the country’s economic develop-
ment. Increased public and private invest-
ment in the poorest areas of the country
should reduce outmigration from rural
Mexico to urban aress.

In addition, illiteracy among some rural
workers has been a mgjor constraint
inhibiting the transfer of labor from agri-
culture to more productive sectors of the
Mexican economy. Public expendituresin
education and training should enable rural
Mexicans to increase their off-farm work
activities and to obtain better paying jobs.

As urbanization absorbs land and |abor
from rural Mexico, jobs in Mexican agri-
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U.S. Farmworker Wages Are Comparable to Some Nonfarm Jobs

Requiring Little Formal Education

$ per week
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200
— Drywall installers

-------- Janitors and cleaners

100 — Construction laborers @ Farm workers
Butchers and meat cutters  ====- Textile sewing machine operators
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Source: Selected wage rates from Bureau of Labor Statistics, Employment and Earnings.

Economic Research Service, USDA

culture could become more available to
less skilled urban workers. Continued
public and private investment in infra-
structure, such as roads and communica-
tions, should facilitate labor mobility
between regions and link areas of eco-
nomic activities.

Mexican financial development.
Agriculture in Mexico isavery risky
business. As aresult, private financial
capital does not usually flow to agricul-
ture, except for large and modern farms.
Mexico's system of public “development
banks’ isin poor health, although various
trust funds have been created to restruc-
ture bad loans and to write off certain

debts for agricultural producers. The
development of a stronger and more
vibrant financial sector in Mexico is likely
to increase capital flows to agriculture,
thereby increasing agricultural activity
and employment.

Immigration policy. In recent years, U.S.
decisionmakers have considered a wide
range of legislative proposals concerning
the status of foreign farmworkers. Most of
the proposed | egislation would increase
the number of authorized foreign-born
farmworkersin the U.S., either by provid-
ing legal immigration status to some num-
ber of undocumented persons aready in
the country or by allowing additional

The U.S. Department of Labor con-
ducts the annual National Agricultural
Workers Survey (NAWS) to examine
the demographic and employment
characteristics of farmworkers in crop
agriculture, including field workers in
nursery products, cash grains, field
crops, and all fruits and vegetables,
along with field packers and supervi-
sors. NAWS does not include secre-
taries or mechanics employed by
farm operations or workers in the
H-2A program. The H2-A program
enables U.S. employers to hire tem-
porary, nonimmigrant farmworkers
from abroad if they can certify that
sufficient laborers are not available in
the U.S. and that employment of
these workers will not adversely affect
wages and working conditions of
U.S. workers.

workers to enter the U.S. temporarily as
guestworkers. Mexico’s president advo-
cates along-term goal of transforming
NAFTA into a common market in which
labor would move freely across national
boundaries.
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Hired farmworkers make up about 30 percent of the U.S. farm work force

For data and details on:

their ethnicity and nationality...

their ages and wages..

and other characteristics...

See the recently released Economic Research Service report

Profile of Hired Farmworkers, 1998 Annual Averages

Visit the Farm Labor briefing room on the newly redesigned ERS website:

Available online at www.ers.usda.gov/Publications/AER790/
To order printed copies call 1-800-999-6779; report #AER-790

www.ers.usda.gov/briefing/FarmLabor/
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EU Enlargement:
Negotiations Give Rise to New Issues

he European Union (EU) continues active negotiations
I with 10 countries of Central and Eastern Europe (CEE) for
membership in the EU. Negotiations began in March 1998
with five CEE’s (Poland, Hungary, Czech Republic, Slovenia,
and Estonia). In October 1999, the EU agreed to open negotia-
tion with five others—Latvia, Lithuania, Slovakia, Bulgaria, and
Romania. Cyprus and Malta—two non-CEE states—are also
candidates for membership.

In 1999, USDA’s Economic Research Service (ERS) analyzed
implications of the enlargement of the EU by inclusion of the
first five CEE candidates (AO December 1999). Economic model
results suggested that EU enlargement could bring increased
regional surpluses of beef, pork, and rye, but could aso reduce
surpluses of wheat. Recent developments differ from some of the
assumptions underlying that analysis and thus some of its pre-
dictions.

Accession will most likely be delayed from earlier expectations
and will probably include a transition period. EU negotiators
have also expressed reluctance to grant CEE producers (farmers)
the full range of Common Agricultural Policy (CAP) support
immediately on accession. In addition, depreciation of the euro
(the EU’s new unitary currency) since 1999 means that the gap
between CEE and the generally higher EU prices has narrowed
considerably, and that higher prices anticipated by CEE produc-
€rs upon accession may not materialize. Another important issue
isthe eventua levels at which CEE supply controls are fixed. All
these factors could dramatically alter the impacts of accession on
agriculture in Europe.

Accession Not Likely Until
At Least 2005 . . .

On November 8, 2000, the EU Commission issued its annual set
of reports on the readiness of each candidate-country for mem-
bership. A major disappointment for all the CEE's was the
refusal of the EU to name a definite date for accession. EU offi-
cials state that they are hopeful that negotiations with the first
group will be completed by the end of 2002. But all the EU
member countries must then ratify the agreement, and this
process could take up to 18 months. Thus, 2004 seems to be the
earliest realistic date for enlargement of the EU with at least
some of the 10 CEE candidate countries. Other EU officials say
that 2005 is the first feasible date for accepting new members.

The reports praised most of the candidate countries for substan-
tial progress toward harmonizing their legislation with that of the
EU, but pointed out that all have more work to do in setting up
structures needed to implement EU programs. The EU criticized
nearly all the candidate countries for failure to guarantee the
rights of minorities (principally the Roma), implement EU envi-
ronmental standards, and battle corruption. In general, the EU
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Commission considered Hungary and Estonia to be the most
ready for accession. Poland, Slovenia, and the Czech Republic
also have aredlistic chance for early accession, and Slovakia and
Latvia are not far behind.

Although the report on Poland still included that country in the
list of countries almost ready for accession, the EU remains
deeply concerned about lagging productivity in Poland’s agricul-
tural sector. The EU Commission insists on faster progress
toward farm consolidation and a reduction in the labor force
employed in agriculture.

A delay in accession will give the CEE’s more time to undertake
institutional reforms needed to enable their farmers to compete
in asingle market. EU officials have also hinted that a delay in
the accession timetable could make it more likely that CEE pro-
ducers could receive compensation payments upon accession.
The budget in Agenda 2000 (agricultural and financia policy
reforms to the EU’s CAP) included substantial outlaysto aid
infrastructure development in the initial years of accession; it
was envisioned that these outlays would begin in 2002 or 2003.
Delays in accession beyond the year 2002 means that funds bud-
geted for 2002-04 would not be used. EU Agricultural
Commissioner Franz Fischler has suggested that these savings
could be redirected to provide higher direct payments for CEE
producers. However, such a redirection of funds would have to
be approved by the EU member states.

. But Price Gaps Are Narrowing

As accession is delayed, the gap between CEE and EU producer
prices continues to narrow to the point where it is entirely possi-
ble that in 2005 or 2006 any price gaps will be negligible, prima-
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Gap Has Narrowed Between Wheat Prices in
Eastern Europe and France
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supports market prices.
Sources: Agra Europe and Polish and Hungarian Statistical Bulletins.
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rily because of continued depreciation of the euro. (Since launch-
ing of the euro in January 1999, its value had fallen from $1.16 to
$0.85 by November 2000.) For example, in April 1999, the EU
intervention wheat price was 70 percent above the Hungarian
producer price. (The intervention price is the market floor price,
less quality discounts, that triggers intervention mechanismsto
support market prices.) In April 2000, the difference was just 29
percent, and the Polish wheat price was well above the EU inter-
vention price. Patterns are similar with the prices of beef, pork,
and feed grains.

The principle impact of a narrowing price gap will be to reduce
potential pork and beef surpluses. Production will rise less than
projected in 1999, and domestic consumption will not decline as
much as projected earlier. Likewise, grain surpluses will be
lower than earlier projected, although there could still be a shift
from wheat to feed grains. Agenda 2000 establishes the same
intervention price for wheat, barley, and corn. CEE feed grain
prices are currently well below CEE wheat prices. As aresult,
the ratio of feed grain prices to wheat prices will shift in favor of
feed grains.

Transition Periods Now Likely

Ininitial discussions about enlargement, both CEE and EU offi-
ciasinsisted that there be no transition period. CEE producers
would immediately be eligible for all CAP support. But they
would have to implement all EU legislation and regulations upon
accession.

Both sides are now talking openly about the possibility of atran-
sition period. For political and strategic reasons, the EU wants to
move as quickly as possible to admit new members. At the same
time, the November 8 reports point to a number of areas where

candidate countries still need to improve. In tacit recognition of
the immense challenge of implementing the full range of EU
regulations, EU officials are now saying that a transition period
may be necessary.

A transition period, however, means different things to the EU
and the candidate countries. The EU has implied its willingness
to allow atransition period for CEE candidates to implement
environmental regulations that will require very large invest-
ments. But the EU also seeks a transition period before the
CEE's are digible for the full range of CAP benefits, including a
10-year period before CEE producers are eligible for compensa-
tion. In fact, one Polish analyst insists that the EU budget in
Agenda 2000 does not even contain funds needed to provide any
compensation payments to Polish farmers until at least 2010.

The CEE's all insist that they receive the full range of benefits
immediately upon accession, but have requested transition peri-
ods for meeting some of the requirements for accession. Poland
and Hungary have both requested the following:

* a transition period (18 years for Poland, 10 years for Hungary)
before foreigners be allowed to purchase land;

* a 3- to 5-year period in which to meet the full range of quality
standards for meat and milk, during which time those products
not meeting EU standards would be sold only on the domestic
market; and

* permission to sell meat not meeting EU standards to third
countries during the transition period.

In addition, Hungary has regquested exemption of existing wine
stocks from EU standards until stocks are depleted.

Extratime to comply with EU sanitary regulations would ease
the burden on smaller livestock producers and processors of the
CEE's. Roughly half of Poland’s meat output and 40 percent of
Hungary’s comes from processing plants that do not meet EU
standards. Owners believe the investment needed to bring their
plants into compliance is so prohibitive that they would have no
alternative but to close down.

The EU has not given an explicit response to these requests. The
EU has expressed willingness to grant transition periods in areas
that will require large investments, but only if these exceptions
do not interfere with the functioning of asingle market. Itis
unlikely that EU officials will agree to the full range of excep-
tions requested by the CEE's.

In addition, if the EU were to agree to the CEE proposals to
allow lower quality products to be sold on domestic markets,
some sort of border controls between the CEE's and the current
EU member countries would have to continue. Such controls
would be contrary to the idea of a single market.

CEE producers could find themselves considerably worse off if
the EU position on the shape of atransition period prevails. The
two principal benefits anticipated by CEE producers are higher
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The Double-Zero Agreements

A key initiative undertaken by the EU to prepare candidate
countries for accession has been negotiation of a so-called
double-zero agreement with each of the 10 candidate CEE's.
The core of each agreement is elimination of tariffs and
exports subsidies for a wide range of raw agricultural prod-
ucts. By July 2000, the EU had signed agreements with all
candidate CEE’s except Poland, which signed in September
2000.

The agreements are asymmetric in favor of the CEE's, in that
they grant concessions for a higher share of CEE exports to
the EU than for EU exports to the CEE’s. The EU regards
these agreements as an important step towards the ultimate
goa of asingle market.

The double-zero agreement with Hungary took effect July 1,
2000. It calls for reduced tariffs and an end to export subsi-
diesfor 72 percent of Hungary’s unprocessed agricultural
products and 54 percent of the EU’s. The agreement estab-
lishes three lists of goods. All tariffs will be abolished for
goods on the first list—a third of Hungary’s agricultural
exports to the EU. The second list includes pork, poultry,
cheese, and wheat. For these goods, tariffs will be abolished
for exports up to a given quota, provided exports above the
guota are not subsidized. The duty-free quotas are to increase
by 10 percent per year. The third list of goods will be subject
to preferential tariff rates and includes exports of honey,
mushrooms, and apple juice from Hungary and exports of cut
flowers, tomatoes, apples, and rice from the EU. The elimi-
nation of export subsidies could make the export of some
products to the EU more difficult. Even so, some Hungarian
officials expect this agreement to generate an additional $1
billion of sales to the EU per year. The agreement does not
cover live cattle, beef, dairy products, or wine. For beef and
dairy product exports, Hungary will receive a share of a

farm prices and access to direct payments currently enjoyed by
EU member producers. Direct payments constitute a significant
share of farm income in the EU. The 2000/01 payment for grains,
for example, was 58.5 euros per ton, equivalent to nearly half the
intervention price. It is quite possible that CEE producers would
See no rise in revenues while incurring higher costs as they strive
to comply with EU regulations. Without direct payments, they
would find it very difficult to compete with EU producers whose
substantial direct payments offset high production costs. In recog-
nition of this vulnerability, CEE negotiators have refused to con-
sider any sort of delay in eligibility for direct payments.

Supply Controls—Another Bone of Contention

The EU CAP provides for production quotas for milk, sugar,
starch, and dried fodder. Agenda 2000 calls for continuation of
these quotas (although the quotas will rise). In addition, direct
payments provided to grain and oilseed producers are tied to a
so-called base area and reference yield, set at a recent historical
average for each region or country. Direct payments for male
bovines, suckler cattle, and ewes are subject to national limits on

CEE-wide quota. Wine is covered under a separate agree-
ment.

Negotiations with Poland were dealt a setback by Poland's
decision in late 1999 to raise tariffs substantially for wheat,
flour, beef, dairy products, and hops imported from the EU.
The EU maintained this was a violation of the 1992 Europe
Agreement, and the two sides temporarily suspended negoti-
ations. Ultimately, Poland agreed to withdraw these tariff
increases but only in exchange for a more favorable double-
zero agreement.

According to the new agreement between the EU and Poland,
tariffs will be completely removed on 75 percent of food
products traded between Poland and the EU, including fruit,
vegetables, horse meat, live animals, and mushrooms (the
first list.) Pork, beef, poultry, milk, dairy products, and wheat
are on the second list, for which the agreement establishes
duty-free import quotas, which are to be increased by 10 per-
cent per year. This third list of goods for Poland includes
rapeseed and sugar. The EU aso agreed to stop all subsidized
exports to Poland.

The long-term impact of these agreements is negligible, since
they will become void once the CEE's accede to the EU. But
in the short term they will bring losses in tariff revenues that
could be offset by increased exports of fruit, vegetables,
meat, and other products. Both Polish and Hungarian poultry
producers expect to benefit during the preaccession period.
But in the case of Poland, for the time being, the duty-free
pork quotais only theoretical because the EU maintains a
ban on imports of Polish pork due to disease problems. And
al the CEE’s fruit and vegetable exports will continue to be
subject to minimum import price requirements, which will
continue to exclude all but the very top quality CEE products.

herd sizes and limits on stocking density (livestock units per
hectare.) These supply controls are the subject of intense negoti-
ation between the EU and the CEE’s, and the outcome could
have important impacts on both post-accession production in the
CEE’s and their competitive position in an enlarged EU.

The EU is proposing to base all these quotas on 1995-99 average
output and yields. Candidate CEE's have requested higher quotas,
citing the now familiar argument that output in that period was
till well below its potential because of the shocks brought about
by the transition from centrally planned economies. For example:

Milk. Average 1995-99 output of milk was 11 million tonsin
Poland and 1.9 in Hungary. Poland is requesting a milk quota of
11.2 million tons in 2003 rising to 13.7 million tons in 2008.
Hungary requested a quota of 2.8 million tons.

Grain. Hungary requested that 3.6 million hectares of grain be
eligible for payments and wants those payments to be made on a
yield of 5.2 tons per hectare. In fact, Hungary’'s grain area during
the 1990's ranged from 2.3 to 2.5 million hectares, and average
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yield was 4 tons per hectare. Poland likewise requested a refer-
ence yield 15 percent higher than the 1986-90 average and a
base area equivalent to the 1989-91 average, arguing that this
would allow Poalish grain output to expand to 30.8 million tons
from the current level of 24-26 million tons.

Beef. None of the CEE’s has a well-developed beef cattle sector.
CEE cattle have traditionally been dual-purpose dairy-beef ani-
mals. They were raised primarily for dairy products, and beef
was considered a byproduct. In addition, cattle numbers through-
out Eastern Europe fell by athird to a half during the early years
of the post-1989 transition due to a drop in consumer demand
for milk. Both Poland and Hungary, eyeing the high beef prices
that would come with accession, would like to develop a special-
ized beef cattle industry. However, EU proposals to use current
herd levels as upper limits for beef cattle payments could reduce
incentives to expand the beef sector.

A New Look at Land, Labor, and Capital

Production practices in Eastern Europe reflect relative costs of
the primary factors of production—Iland, labor, and capital.
Currently, land and labor are relatively cheap, while material
inputs (feed, fertilizer, etc.) are very expensive, and capital is
both expensive and difficult to obtain. The result is labor-inten-
sive production and yields substantially below those of the EU.

Accession will likely bring substantial capital inflows. A key
source of new capital is pre-accession funds pledged by the EU
in two programs to aid the CEE’s in preparations for accession.

o Instrument for Structural Policies for Pre-Accession (ISPA) to
support infrastructure projects in transportation and the envi-
ronment with a budget of 1,040 million euro per year; and

* Special Accession Program for Agriculture and Rural
Development (SAPARD), targeted specifically to efforts to
support sustainable agricultural and rural development during
the pre-accession period. The EU has budgeted 520 million
euros annually for the 10 CEE countries.

Both funds carry a 50-percent cofinancing requirement, and CEE
governments must demonstrate they have established government
structures capable of administering the funds. These requirements
have dlowed the actual disbursal of funds, but this year funds have
begun to flow to the CEE’s. Poland, for example is due to receive
the first tranche of a 168-million-euro SAPARD package. Of this,
15 percent will be spent on farming projects, 35 percent on food
processing, 10 percent on rural projects, and 40 percent on infra-
structure. One project to be funded will provide grants of 25,000
euros to hog breeders and dairy farmers to bring their operations
into compliance with EU standards.

The other source of new capital is accelerating foreign invest-

ment in the region, particularly in CEE food-processing sectors.
Food processing is becoming more concentrated as a result, and
more plants are being modernized to meet EU standards. These
plants are already beginning to invest in primary production, to

ensure areliable supply of high quality raw product. Potential
impacts on land and labor markets are complex.

Land. If foreigners are allowed to buy CEE land, then one can
expect CEE land prices to rise. Even if foreign land ownership is
restricted during a transition period, any rise in producer prices
could put upward pressure on land prices. But two factors could
limit that upward pressure. First, as pointed out above, prices for
field crops may not rise as much as previously assumed. Second,
abase yield set at the relatively low level of 1995-99 would limit
the income potential of the land.

Labor. If labor is fully mobile throughout the enlarged EU, one
would expect some convergence of CEE and EU wages. Higher
wages could also result in the CEE's if the expected inflows of
investment generate an increase in the demand for labor.
However, labor mobility is a hotly contested issue in the negotia-
tions. Several of the less wealthy EU members, fearing an out-
migration of CEE workers, are insisting on a transition period
before allowing full movement of CEE workers.

Another issue affecting wage developments is the relative skill
levels of EU and CEE workers. A number of recent studies have
pointed to a widening skills gap between CEE and EU workers
and criticized the CEE's for insufficient investment in human
resources. Poland is considered to be more of a problem in this
regard than Hungary or the Czech Republic. One study estimates
that Polish labor productivity is five times under the EU average
and warns that unemployment could rise significantly after
accession. Any rise in investment will lead to greater demand for
skilled labor and a decline in demand for less skilled workers.

Is There a Silver Lining?

The outcome of discussions of direct payments and supply con-
trols could have a profound impact on the size and structure of
CEE agriculture after accession. Without further restructuring,
the agricultural sectors in the CEE’s, particularly Poland, could
shrink after accession.

On the other hand, the probable delays in accession will give
more time to CEE producers and processors to carry out needed
restructuring and prepare to compete in a single market. This
process will be aided by expected capital inflows from foreign
investors and EU pre-accession funds.

The result could be that despite the costs associated with acces-
sion, CEE agricultural output will remain stable or even rise.
However, the structure of the sector could change profoundly.
Structural changes could be most dramatic in Poland. The
Communists failed in repeated attempts to collectivize Polish
agriculture, with the result that Poland is the only CEE begin-
ning its transition with an agricultural sector dominated by small
private farms. Ironically, preparations for EU accession could do
more to force changes in Polish agriculture than the Communists
were able to do in 40 years.

Nancy J. Cochrane (202) 694-5143
cochrane@er s.usda.gov
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Statistical Indicators
Summary Data

Table 1—Key Statistical Indicators of the Food & Fiber Sector

1999 2000 2001
1999 2000 2001] V| ] I 1 v ] ]

Prices received by farmers (1990-92=100) 95 - -- 92 92 101 98 - - -
Livestock & products 95 - -- 96 95 100 98 - - -
Crops 96 - - 89 91 102 98 - - -

Prices paid by farmers (1990-92=100)

Production items 111 - - 112 115 116 116 - - -

Commodities and services, interest, 115 - - 116 119 119 119 - - -
taxes, and wage rates (PPITW)

Cash receipts ($ bil.) 189 195 - 59 46 44 47 57 - -
Livestock 95 100 - 24 25 25 25 25 - -
Crops 93 94 - 34 21 19 22 32 - -

Market basket (1982-84=100)

Retail cost 167 - - 169 169 169 172 - - -

Farm value 98 - - 97 95 96 97 - - -

Spread 205 - - 207 209 209 211 - - -

Farm value/retail cost (%) 21 - - 20 20 20 20 - - -

Retail prices (1982-84=100)

All food 164 168 171 165 166 167 169 169 170 171
At home 164 168 171 165 166 167 169 169 170 170
Away from home 165 169 173 167 168 168 170 171 172 172

Agricultural exports ($ bil.)" 49.2 50.9 53.0 137 13.1 12.0 12.2 14.0 14.1 126

Agricultural imports ($ bil.)" 37.3 38.9 40.0 9.6 10.1 102 9.1 9.2 101 100

Commercial production
Red meat (mil. Ib.) 46,134 46,153 - 11,756 11,595 11,279 11,618 11,661 11,436 11,179
Poultry (mil. Ib.) 35,590 36,304 - 8,894 9,019 9,286 8,969 9,030 9,265 9,570
Eggs (mil. doz.) 6,912 7,028 - 1,786 1,754 1,744 1,750 1,780 1,760 1,750
Milk (bil. Ib.) 162.7 168.4 - 40.4 42.6 43.2 41.3 41.3 43.0 43.8

Consumption, per capita
Red meat and poultry (Ib.) 220.3 219.6 - 55.9 53.9 54.9 54.8 56.0 54.5 54.7

Corn beginning stocks (mil. bu.)? 1,307.8 1,787.0 11,7152 3,616.2 1,787.0 8,024.7 56020 3,5859 1,715.2 -

Corn use (mil. bu.)? 9,298.3 19,5239 10,0250 1,831.1 3,203.2 24261 2,021.5 1,873.0 - -

Prices®
Choice steers--Neb. Direct ($/cwt) 65.56 69.21 - 69.65 69.32 71.59 65.43 70-71 69-73 72-78
Barrows and gilts--1A, So. MN ($/cwt) 34.00 44.38 - 36.29 41.14 50.43 46.43 39-40 42-44 43-47
Broilers--12-city (cents/Ib.) 58.10 56.20 - 57.60 54.60 55.70 56.80 57-58 53-55 53-57
Eggs--NY gr. A large (cents/doz.) 65.60 67.50 - 63.20 63.30 62.10 67.10 77-78 63-67 58-62
Milk--all at plant ($/cwt) 1436  12.25- - 13.83 11.90 12.03 12.70  12.45-  1250-  11.65-

12.35 12.65 13.00 12.45

Wheat--KC HRW ordinary ($/bu.) 2.92 3.04 - 2.83 2.92 2.95 3.00 - - -

Corn--Chicago ($/bu.) 2.01 1.97 - 1.91 2.12 2.16 1.64 - - -

Soybeans--Chicago ($/bu.) 4.61 - - 453 4.95 5.20 4.60 - - -

Cotton--avg. spot 41-34 (cents/Ib) 52.31 - - 48.08 54.63 55.68 58.36 - - -

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

Farm real estate values*

Nominal ($ per acre) 703 713 740 798 844 887 926 974 1,020 1,050
Real (1982 $) 521 507 514 540 558 572 586 606 627 636
U.S. civilian employment (mil.) ° 1263 1281 1292 1311 1323 1339 1363  137.7  139.4 -
Food and fiber (mil.) 23.7 23.1 23.6 24.2 24.5 24.2 24.1 24.0 24.3 -
Farm sector (mil.) 2.0 1.9 1.8 1.9 2.0 2.0 1.9 1.8 1.7 -
U.S. gross domestic product ($ bil.) 5,986.2 6,3189 6,6423 7,0543 7,4005 7,813.2 83184 8,790.2 9,299.2 -
Food and fiber--net value added ($ bil.) 877.5 924.8 965.7 1,066.2 1,126.5 1,2104 1,317.1 1,446.4 1521.4 -
Farm sector--net value added ($ bil)® 711 75.5 73.1 78.3 75.3 86.7 83.5 74.8 69.8 -

-- = Not available. Annual and quarterly data for the most recent year contain forecasts. 1. Annual data based on Oct.-Sept. fiscal years ending with
year indicated. 2. Sept.-Nov. first quarter; Dec.-Feb. second quarter; Mar.-May third quarter; Jun.-Aug. fourth quarter; Sept.-Aug. annual. Use
includes exports and domestic disappearance. 3. Simple averages, Jan.-Dec. 4. As of January 1. 5. Civilian labor force taken from "Monthly Labor
Review," Table 18--Annual Data: Employment Status of the Population, Bureau of Labor Statistics, U.S. Department of Labor. 6. The value-added
data presented here is consistent with accounting conventions of the National Income and Product Accounts, U.S. Department of Commerce.
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U.S. & Foreign Economic Data
Table 2—U.S. Gross Domestic Product & Related Data

1999 2000
1997 1998 1999| I I Il IV | I I Il
Billions of current dollars (quarterly data seasonally adjusted at annual rates)
Gross Domestic Product 8,318.4  8,790.2 9,299.2 9,104.5 9,191.5 9,340.9 9,559.7 9,752.7 9,945.7 10,052.2
Gross National Product 8,305.0  8,750.0 9,236.2 9,097.2 9,181.8 9,327.3 9,546.3 9,745.0 9,937.4 10,040.0
Personal consumption
expenditures 5,529.3 5,850.9 6,268.7 6,095.3 6,213.2 6,319.9 6,446.2 6,621.7 6,706.3 6,816.7
Durable goods 642.5 693.9 761.3 733.9 756.3 767.2 787.6 826.3 814.3 825.5
Nondurable goods 1,641.6 1,707.6 1,845.5 1,786.4  1,825.3 1,860.0 1,910.2 1,963.9 1,997.6 2,032.0
Food 812.2 845.8 897.8 878.1 886.6 900.4 926.1 938.4 948.3 960.0
Clothing and shoes 271.7 286.4 307.0 301.1 306.1 308.7 311.9 323.1 325.6 331.1
Services 3,2452  3,449.3 36619 35750 3,631.5 3,692.7 3,7485 3,831.6 3,894.4  3,959.2
Gross private domestic investment 1,390.5 1,549.9 1,650.1 1,609.8 1,607.9 1,659.1 1,723.7 1,755.7 1,852.6 1,872.4
Fixed investment 1,327.7 1,472.9 1,606.8 1,560.6 1,593.4 16224  1,651.0 1,725.8 1,780.5 1,805.0
Change in private inventories 62.9 77.0 43.3 49.2 14.5 36.7 72.7 29.9 72.0 67.4
Net exports of goods and services -89.3 -151.5 -254.0 -196.1 -240.4 -280.5 -299.1 -335.2 -355.4 -386.1
Government consumption expenditures
and gross investment 1,487.9 1,540.9 1,634.4 1,595.5 1,610.9 1,642.4 1,688.8 1,710.4 1,742.2 1,749.2
Billions of 1996 dollars (quarterly data seasonally adjusted at annual rates)*
Gross Domestic Product 8,159.5 85157 88758 8,730.0 8,783.2 8,905.8 9,084.1 9,191.8 9,318.9 9,373.5
Gross National Product 8,168.1 85151 88683 8,726.0 8,776.7 8,8954  9,075.0 9,187.7 9,313.7 9,364.5
Personal consumption
expenditures 5,423.9 5,678.7 5,978.8 5,860.2 5,940.2 6,013.8 6,101.0 6,213.5 6,260.6 6,330.5
Durable goods 657.3 727.3 817.8 782.7 810.5 826.2 851.8 898.2 886.7 904.1
Nondurable goods 1,619.9 1,684.8 1,779.4  1,7485 1,765.0 1,786.1 1,818.1 1,844.8 1,861.1 1,883.1
Food 794.5 812.8 845.9 832.7 838.0 846.7 866.0 872.2 876.5 879.2
Clothing and shoes 271.6 292.2 318.5 313.3 316.5 322.1 322.1 337.7 342.3 350.4
Services 3,147.0 3,269.4  3,390.8 3,335.8 3,373.4 34111  3,443.0 3,487.2 3526.7 3,558.7
Gross private domestic investment 1,393.3 1,566.8 1,669.7 1,623.2 1,623.1 1,680.8 1,751.6 1,773.6 1,863.0 1,872.8
Fixed investment 1,328.6 1,485.3 1,621.4 1,574.0 1,607.1 1,637.8 1,666.6 1,730.9 1,777.6 1,791.9
Change in private inventories 63.8 80.2 453 48.1 13.1 39.1 80.9 36.6 78.6 73.5
Net exports of goods and services -113.3 -221.0 -322.4 -279.8 -314.6 -342.6 -352.5 -376.8 -403.4 -425.0
Government consumption expenditures
and gross investment 14554 1,486.4  1,536.1 1,517.1 1,519.9 1,537.8 1,569.5 1,565.1 1,583.7 1,577.7
GDP implicit price deflator (% change) 1.9 1.3 1.5 23 1.4 0.9 1.3 3.3 2.4 1.9
Disposable personal income ($ bil.) 5,968.2 6,320.0 6,637.7 6,514.9 6,596.3 6,664.0 6,775.0 6,866.5 6,964.9 7,042.9
Disposable pers. income (1996 $ bil.) 5,854.5 6,134.1 6,331.0 6,263.7 6,306.6 6,341.7 6,412.2 6,443.1 6,502.0 6,540.6
Per capita disposable pers. income ($) 22,262 23,359 24,314 23,946 24,196 24,384 24,728 25,014 25,322 25,542
Per capita disp. pers. income (1996 $) 21,838 22,672 23,191 23,022 23,133 23,203 23,404 23,472 23,639 23,720
U.S. resident population plus Armed
Forces overseas (mil_)2 268.0 270.5 272.9 272.0 2725 273.2 273.9 274.4 275.0 275.6
Civilian population (mil.)? 266.5 269.0 2715 270.5 271.1 271.7 272.4 273.0 2735 274.2
Annual 1999 2000
1997 1998 1999| Oct| May Jun Jul Aug Sep Oct
Monthly data seasonally adjusted
Total industrial production (1992=100) 130.1 136.4 142.3 144.2 150.3 151.0 151.1 151.7 152.4 152.3
Leading economic indicators (1992=100) 103.9 105.5 105.2 105.5 106.0 106.0 105.8 105.7 105.7 105.5
Civilian employment (mil. persons)® 129.6 131.5 133.5 133.9 134.7 135.2 134.7 134.9 135.2 135.4
Civilian unemployment rate (%)> 4.9 4.5 4.2 4.1 4.1 4.0 4.0 4.1 3.9 3.9
Personal income ($ bil. annual rate) 6,937.0 7,391.0 7,789.6 7,945.7 8,237.6 8,279.5 8,301.6 8,330.2 8,421.4 8,404.9
Money stock-M2 (daily avg.) ($ bil.)* 4,040.2 4,395.0 4,659.8 4,608.8 4,776.3 4,791.4 4806.2 4,836.2 48715 4,889.8
Three-month Treasury bill rate (%) 5.07 4.81 4.66 4.88 5.92 5.74 5.93 6.11 6.00 6.10
AAA corporate bond yield (Moody’s) (%) 7.26 6.53 7.04 7.55 7.99 7.67 7.65 7.55 7.62 7.55
Total housing starts (1,000)° 1,474.0 1,616.9 1,666.5 1,636 1,591 1,571 1,527 1,519 1,530 1,532
Business inventory/sales ratio® 1.38 1.39 1.35 1.33 1.32 1.32 1.33 1.34 1.33 -
Sales of all retail stores ($ bil.)” 2,610.6 2,745.6 2,994.9 254.9 267.4 268.4 270.6 207.6 272.7 272.8
Nondurable goods stores ($ bil.) 1,547.3 1,609.2 1,739.9 148.1 156.6 157.7 158.9 159.3 160.5 161.3
Food stores ($bil.) 423.7 435.4 458.3 38.5 40.1 40.4 40.4 40.4 40.6 40.8
Apparel and accessory stores ($ bil.) 119.6 127.0 135.1 11.3 11.8 11.7 11.7 11.9 12.1 12.1
Eating and drinking places ($ bil.) 254.1 266.4 285.4 24.4 25.3 254 25.7 255 25.8 25.8

-- = Not available. 1.In October 1999, 1996 dollars replaced 1992 dollars. 2. Population estimates based on 1990 census. 3. Data beginning January 1994 are
not directly comparable with data for earlier periods because of a major redesign of the household survey questionnaire. 4. Annual data as of December of
year listed. 5. Private, including farm. 6. Manufacturing and trade. 7. Annual total. Information contact: David Johnson (202) 694-5324
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Table 3—World Economic Growth

Calendar year

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

Real GDP, annual percent change
World 1.8 15 3.0 2.7 3.2 3.4 21 2.8 4.1 3.3
less U.S. 14 11 2.7 2.7 3.0 3.1 1.3 2.3 3.8 3.3
Developed economies 1.6 0.9 2.8 2.3 2.7 3.1 2.4 2.7 3.7 2.7
less U.S. 1.0 0.1 2.3 21 2.2 24 15 2.0 3.0 25
United States 3.1 2.7 4.0 2.7 3.6 4.4 4.4 4.2 51 3.1
Canada 0.9 2.3 4.7 2.8 15 4.4 3.3 45 5.0 3.3
Japan 0.9 0.5 1.0 1.6 3.3 1.9 -1.1 0.8 2.0 15
Australia 2.3 37 5.2 3.8 4.1 4.0 5.3 4.7 45 3.3
European Union 11 -0.4 2.7 2.4 1.6 2.5 2.7 2.4 3.3 3.0
Transition economies -10.2 -6.6 -8.9 -1.5 -1.0 11 -1.5 2.3 5.3 3.4
Eastern Europe -0.6 1.0 29 5.7 4.2 2.4 1.8 2.1 4.1 3.9
Poland 2.6 3.8 5.2 7.0 6.1 6.9 4.8 4.0 5.0 45
Former Soviet Union -13.8 -10.0 -14.8 -5.9 -4.5 0.2 -4.0 25 6.3 3.0
Russia -14.5 -8.7 -12.6 4.1 -35 0.8 -4.6 3.2 7.0 3.1
Developing economies 5.3 5.8 6.3 5.2 5.8 5.4 1.2 3.3 5.8 5.4
Asia 7.7 8.0 8.8 8.3 7.5 6.0 0.4 6.2 7.4 6.4
East Asia 9.4 9.2 9.7 8.8 7.8 7.0 2.0 7.5 8.4 6.8
China 14.2 135 12.6 105 9.6 8.8 7.8 7.1 8.3 8.5
Taiwan 75 7.0 7.1 6.4 6.1 6.7 4.6 54 6.4 4.6
Korea 54 55 8.2 8.9 6.7 5.0 -6.7 10.7 9.3 51
Southeast Asia 5.6 7.7 7.9 8.1 7.1 4.7 -6.1 35 5.8 5.2
Indonesia 7.2 7.3 7.5 8.2 7.8 4.7 -13.2 0.7 4.7 6.0
Malaysia 7.8 8.3 9.2 9.5 8.6 7.8 -7.4 5.6 8.6 5.9
Philippines 0.3 21 4.4 4.7 5.8 5.2 -0.5 3.2 3.7 1.8
Thailand 8.1 8.4 8.9 8.8 55 -0.4 -10.2 4.2 55 5.9
South Asia 5.7 45 7.1 6.9 7.0 4.9 5.3 5.6 6.0 6.5
India 5.4 5.0 8.1 7.4 7.7 5.7 5.6 6.3 6.4 7.0
Pakistan 7.8 19 3.9 51 4.7 -0.4 3.7 3.0 4.0 45
Latin America 34 4.3 5.3 1.3 3.6 51 1.9 0.0 4.0 4.3
Mexico 3.6 19 45 -6.2 51 6.8 4.8 3.7 7.3 5.7
Caribbean/Central 8.0 4.7 4.0 3.2 3.6 5.8 6.1 3.3 4.0 4.7
South America 3.3 4.9 5.6 3.1 3.3 4.8 12 -1.0 3.2 4.0
Argentina 11.9 5.9 5.8 -2.8 55 8.1 3.9 -3.1 0.4 1.0
Brazil -0.5 4.9 5.9 4.2 2.8 3.2 0.1 0.8 4.1 4.8
Colombia 3.9 5.4 5.8 5.2 2.0 2.8 0.6 -4.5 3.3 4.8
Venezuela 6.1 0.3 -2.3 3.7 -0.5 6.5 -0.7 -7.3 2.6 3.1
Middle East 4.7 3.9 -0.2 3.7 45 4.7 24 -1.4 45 4.0
Israel 5.6 5.6 6.9 7.0 4.6 2.2 1.9 21 4.8 3.8
Saudi Arabia 2.8 -0.6 0.5 0.5 14 1.9 2.3 -1.1 35 3.0
Turkey 6.4 8.7 -5.2 7.8 75 75 35 5.1 6.2 5.3
Africa 0.2 1.0 3.2 29 5.2 2.8 3.1 29 3.7 4.1
North Africa 2.0 0.5 3.9 15 6.5 2.6 5.6 3.8 4.3 4.7
Egypt 4.4 29 3.9 4.7 5.0 55 5.6 6.0 5.0 4.6
Sub-Sahara -1.1 14 2.6 3.9 4.3 29 1.3 2.2 3.2 3.6
South Africa -2.1 1.2 3.2 3.1 4.2 25 0.5 1.9 3.0 3.3

Consumer Prices, annual percent change

Developed Economies 35 3.1 2.6 2.6 2.4 2.1 15 14 2.3 2.1
Transition Economies 788.9 634.4 2741 133.5 42.4 27.3 21.8 43.8 18.3 12.5
Developing Economies 42.8 48.7 54.7 23.2 15.3 9.7 10.1 6.6 6.2 5.2
Asia 8.6 10.8 16.0 13.2 8.3 4.7 7.5 24 24 3.3
Latin America 150.3 194.6 200.3 36.0 21.6 13.4 10.2 9.3 8.9 7.0
Middle East 26.5 26.6 33.2 39.2 26.9 25.4 25.3 20.4 17.4 9.5
Africa 47.1 39.0 54.8 35.2 30.2 13.6 9.1 11.8 12.7 8.6

-- = Not available. The last 3 years are either estimates or forecasts. Sources: Oxford Economic Forecasting; International Financial Statistics, IMF.
Information contact: Andy Jerardo (202) 694-5323, ajerardo@ers.usda.gov
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Farm Prices

Table 4—Indexes of Prices Received & Paid by Farmers, U.S. Average

Annual 1999 2000
1997 1998 1999 Nov| Jun Jul Aug Sep Oct Nov
1990-92=100
Prices received
All farm products 107 101 95 93 99 98 98 98 93 97
All crops 115 106 96 89 99 96 99 98 91 96
Food grains 128 103 91 89 84 78 81 82 88 89
Feed grains and hay 117 100 86 77 90 82 79 78 80 84
Cotton 112 107 85 73 77 81 85 83 92 96
Tobacco 104 104 102 105 - - 97 105 104 102
Oil-bearing crops 131 107 83 82 88 81 79 84 81 84
Fruit and nuts, all 109 111 114 115 114 123 129 124 120 107
Commercial vegetables 118 121 108 99 117 118 127 142 124 141
Potatoes and dry beans 90 99 100 94 106 114 95 81 76 79
Livestock and products 98 97 95 98 100 100 97 98 96 99
Meat animals 92 79 83 87 97 96 92 90 92 92
Dairy products 102 119 110 110 93 97 96 98 96 93
Poultry and eggs 113 117 111 116 112 112 110 116 107 119
Prices paid
Commodities and services,
interest, taxes, and wage rates (PPITW) 118 115 115 116 120 120 119 120 121 121
Production items 119 113 111 112 116 116 115 116 117 118
Feed 125 110 100 97 104 100 95 98 100 102
Livestock and poultry 94 88 95 105 108 111 107 105 111 112
Seeds 119 122 121 121 124 124 124 124 124 124
Fertilizer 121 112 105 103 108 112 112 113 115 117
Agricultural chemicals 121 122 121 119 121 121 121 120 120 120
Fuels 106 84 93 112 132 130 132 153 152 153
Supplies and repairs 118 119 121 122 124 124 124 124 124 124
Autos and trucks 119 119 119 120 119 119 118 118 118 118
Farm machinery 128 132 135 137 139 139 139 137 137 137
Building material 118 118 120 120 121 121 121 121 121 121
Farm services 116 115 116 115 117 118 118 119 119 118
Rent 136 120 113 113 117 117 117 113 113 113
Interest payable per acre on farm real estate debt 105 104 106 106 110 110 110 110 110 110
Taxes payable per acre on farm real estate 115 119 120 120 123 123 123 123 123 123
Wage rates (seasonally adjusted) 123 129 135 135 140 136 136 136 143 143
Prod. items, interest, taxes & wage rates (PITW) 118 114 113 114 118 118 117 118 119 120
Ratio, prices received to prices paid (%)* 90 88 83 80 83 82 82 82 77 80
Prices received (1910-14=100) 678 643 607 592 632 623 623 623 591 619
Prices paid, etc. (parity index) (1910-14=100) 1,574 1,532 1,531 1,546 1,598 1,594 1,584 1,592 1,609 1,614
Parity ratio (1910-14=100) (%)* 43 42 40 38 40 39 39 39 37 38

-- = Not available. Values for the two most recent months are revised or preliminary. *Ratio of index of prices received for all farm products to index of prices
paid for commodities and services, interest, taxes, and wage rates. Ratio uses the most recent prices paid index. Data for this table are taken from the
publication Agricultural Prices , which is produced monthly by USDA’s National Agricultural Statistics Service (NASS) and is available at
http://usda.mannlib.cornell.edu/reports/nassr/price/pap-bb/. For historical data or for categories not listed here, call the National Agricultural Statistics Service
(NASS) Information Hotline at 1-800-727-9540, or access the NASS Home Page at http://www.usda.gov/nass.
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Table 5—Prices Received by Farmers, U.S. Average

Annual® 1999 2000
1997 1998 1999| Nov Jun Jul Aug Sep Oct Nov
Crops
All wheat ($/bu.) 3.38 2.65 2.55 2.66 2.50 2.32 241 2.44 2.68 2.72
Rice, rough ($/cwt) 9.70 8.89 6.00 6.11 5.59 5.47 5.60 5.72 5.61 5.64
Corn ($/bu.) 2.43 1.94 1.90 1.70 191 1.64 1.53 161 1.74 1.83
Sorghum ($/cwt) 3.95 2.97 2.95 2.57 3.32 2.81 2.73 2.77 3.01 3.28
All hay, baled ($/ton) 100.00 84.60 77.00 74.70 82.50 80.20 80.50 82.70 85.20 85.00
Soybeans ($/bu.) 6.47 4.93 4.75 4.45 4.92 4.53 4.45 4.57 4.45 451
Cotton, upland (¢/Ib.) 65.20 60.20 44.90 44.30 46.40 49.10 51.30 50.60 55.90 58.20
Potatoes ($/cwt) 5.62 5.56 5.84 5.52 6.47 7.12 5.77 4.69 4.33 4.53
Lettuce ($/cwt)? 17.50 16.10 13.30 11.20 13.40 15.00 19.20 29.40 16.10 18.00
Tomatoes, fresh ($/cwt) 2 31.70 35.20 25.90 25.90 24.70 23.50 30.70 27.80 42.60 48.50
Onions ($/cwt) 12.60 13.80 9.78 8.82 14.80 17.40 14.60 11.70 11.00 10.80
Beans, dry edible ($/cwt) 19.30 19.00 17.60 17.20 15.70 15.10 13.90 15.60 15.60 16.00
Apples for fresh use (¢/Ib.) 22.10 17.30 21.20 22.90 16.10 16.20 19.50 23.30 21.80 18.50
Pears for fresh use ($/ton) 276.00 291.00 294.00 501.00 220.00 270.00 280.00 317.00 377.00 378.00
Oranges, all uses ($/box)* 4.22 4.29 5.94 4.29 4.43 3.07 217 9.30 1.09 3.16
Grapefruit, all uses ($/box)* 1.93 2.00 3.22 5.10 5.27 6.14 4.45 6.71 5.17 3.09
Livestock

Cattle, all beef ($/cwt) 63.10 59.60 63.40 66.20 68.50 67.50 65.50 65.30 66.70 69.50
Calves ($/cwt) 78.90 78.80 87.70 93.00 104.00 106.00 106.00 103.00 102.00 106.00
Hogs, all ($/cwt) 52.90 34.40 30.30 33.40 48.60 48.50 43.80 41.50 41.40 35.90
Lambs ($/cwt) 90.30 72.30 74.50 76.30 89.70 87.00 83.60 80.80 76.80 -
All milk, sold to plants ($/cwt) 13.36 15.46 14.38 14.40 12.20 12.70 12.60 12.80 12.50 12.20
Milk, manuf. grade ($/cwt) 12.17 14.24 12.86 11.10 10.30 10.70 10.70 11.20 10.80 10.10
Broilers, live (¢/Ib.) 37.70 39.30 37.10 38.00 37.00 37.50 35.00 39.00 33.00 38.00
Eggs, all (¢/doz.)* 70.30 66.80 62.70 66.00 62.90 57.20 68.10 60.30 68.50 74.00
Turkeys (¢/Ib.) 39.90 38.00 40.80 45.30 41.60 41.90 42.90 44.50 45.90 47.00

-- = Not available. Values for the two most recent months are revised or preliminary. 1. Season-average price by crop year for crops. Calendar year average of
monthly prices for livestock. 2. Excludes Hawaii. 3. Equivalent on-tree returns. 4. Average of all eggs sold by producers including hatching eggs and eggs sold
at retail. Data for this table are taken from the publication Agricultural Prices, which is produced monthly by USDA's National Agricultural Statistics Service
(NASS) and is available at http://usda.mannlib.cornell.edu/reports/nassr/price/pap-bb/. For historical data or for categories not listed here, call the National
Agricultural Statistics Service (NASS) Information Hotline at 1-800-727-9540, or access the NASS Home Page at http://www.usda.gov/nass.
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Producer & Consumer Prices
Table 6—Consumer Price Indexes for All Urban Consumers, U.S. Average (not seasonally adjusted)

Annual 1999 2000
1997 1998 1999 Nov| Jun Jul Aug Sep Oct Nov
1982-84=100
Consumer Price Index, all items 160.5 163.0 166.6 168.3 172.3 172.6 172.8 173.7 174.0 174.1
CPI, all items less food 161.1 163.6 167.0 168.8 173.2 173.5 173.5 174.6 174.9 175.0
All food 157.3 160.7 164.1 165.2 167.3 168.1 168.7 168.9 169.1 168.9
Food away from home 157.0 161.1 165.1 166.5 168.6 169.1 169.5 170.0 170.3 170.4
Food at home 158.1 161.1 164.2 165.1 167.3 168.3 168.9 169.0 169.1 168.8
Meats® 144.4 141.6 142.3 145.3 151.7 152.7 153.9 153.8 152.9 152.5
Beef and veal 136.8 136.5 139.2 142.2 149.4 149.5 150.4 150.2 148.9 149.3
Pork 155.9 148.5 145.9 149.3 157.5 159.9 162.1 161.4 160.7 158.0
Poultry 156.6 157.1 157.9 159.4 159.3 161.8 161.3 160.9 162.1 157.2
Fish and seafood 177.1 181.7 185.3 187.9 191.9 189.7 190.7 191.9 192.8 189.6
Eggs 140.0 135.4 128.1 128.8 125.9 125.5 130.5 132.0 136.1 140.4
Dairy and related products2 1455 150.8 159.6 164.6 159.5 160.5 161.0 161.6 161.9 161.4
Fats and oils® 141.7 146.9 148.3 145.3 146.6 148.1 148.9 148.7 149.7 146.5
Fresh fruits 236.3 246.5 266.3 260.5 244.6 248.9 252.2 258.2 262.6 262.8
Fresh vegetables 194.6 2158 209.3 209.1 217.7 216.7 217.3 218.9 218.6 224.6
Potatoes 174.2 185.2 193.1 186.1 201.7 208.3 210.7 195.4 1915 181.2
Cereals and bakery products 177.6 181.1 185.0 184.8 187.7 189.6 189.9 188.6 190.1 189.0
Sugar and sweets 147.8 150.2 152.3 152.1 154.0 154.1 154.6 154.6 153.9 153.0
Nonalcoholic beverages“ 133.4 133.0 134.3 133.9 137.5 138.5 138.2 138.0 137.4 137.9
Apparel
Footwear 127.6 128.0 125.7 126.4 123.9 120.3 120.7 124.9 125.3 125.4
Tobacco and smoking products 243.7 274.8 355.8 369.8 388.5 400.7 394.1 408.0 396.7 411.0
Alcoholic beverages 162.8 165.7 169.7 171.2 174.4 175.2 175.6 175.5 175.9 176.4

1. Beef, veal, lamb, pork, and processed meat. 2. Included butter through December '97. 3. Includes butter as of January '98. 4. Includes fruit juices as of
January 1998. This table is compiled with data provided by the Bureau of Labor Statistics (BLS). BLS operates a website at http:/stats.bls.gov/blshome.html
and a Consumer Prices Information Hotline at (202) 606-7828.
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Table 7—Producer Price Indexes, U.S. Average (not seasonally adjusted)

Annual 1999 2000

1997 1998 1999 Nov Jun Jul Aug Sep Oct Nov
1982=100

All commodities 127.6 124.4 125.5 128.3 133.8 133.7 132.9 134.5 135.1 134.6
Finished goods® 131.8 130.6 133.0 134.9 138.6 138.6 138.1 139.2 140.0 139.9
All foods? 132.8 132.4 132.2 132.2 133.5 133.3 132.5 132.8 133.6 133.7
Consumer foods 134.5 134.3 135.1 135.4 137.6 137.5 136.9 137.1 137.8 138.1
Fresh fruits and melons 99.4 90.0 103.6 94.9 84.9 84.6 711 90.6 93.8 90.7
Fresh and dry vegetables 123.1 139.5 118.0 108.8 120.9 119.7 128.1 137.3 143.9 149.7
Dried and dehydrated fruits 124.9 124.4 121.2 119.5 122.6 122.5 122.6 122.6 130.3 125.3
Canned fruits and juices 137.6 134.4 137.8 138.0 140.4 139.9 139.8 140.0 140.4 140.2
Frozen fruits, juices and ades 117.2 116.1 123.0 123.7 122.4 121.5 120.7 118.1 118.1 116.3
Fresh veg. except potatoes 121.3 137.9 117.7 100.9 128.1 127.2 136.8 154.9 165.0 174.5
Canned vegetables and juices 120.1 121.5 120.9 121.3 121.5 121.1 120.5 120.7 121.1 121.7
Frozen vegetables 125.8 125.4 126.1 125.5 124.9 125.9 126.4 126.4 126.6 125.8
Potatoes 106.1 122.5 126.9 110.8 94.4 112.8 125.3 97.7 92.9 92.3
Eggs for fresh use (1991=100) 97.1 90.1 77.9 85.8 81.9 70.3 91.1 7.7 90.7 99.7
Bakery products 173.9 175.8 178.0 179.0 182.3 182.5 182.5 183.3 184.1 185.0
Meats 111.6 101.4 104.6 106.5 119.5 118.6 114.9 111.1 111.6 112.1
Beef and veal 102.8 99.5 106.3 109.0 118.6 115.7 111.9 109.4 111.4 114.5
Pork 123.1 96.6 96.0 96.9 121.3 123.4 116.9 109.1 108.6 105.0
Processed poultry 117.4 120.7 114.0 114.1 111.8 111.8 113.3 117.9 117.2 116.8
Unprocessed and packaged fish 178.1 183.0 190.9 198.9 195.0 196.8 200.9 189.7 194.1 189.6
Dairy products 128.1 138.1 139.2 141.3 134.0 135.8 134.9 135.6 134.6 135.6
Processed fruits and vegetables 126.4 125.8 128.1 128.3 128.9 128.7 127.9 127.6 128.2 127.7
Shortening and cooking oil 137.8 143.4 140.4 135.2 132.0 131.1 130.5 132.1 130.8 133.1
Soft drinks 133.2 134.8 137.9 139.4 144.6 144.7 144.8 144.0 144.3 144.7
Finished consumer goods less foods 128.2 126.4 130.5 133.6 139.6 139.5 139.0 140.8 1415 141.2
Alcoholic beverages 135.1 135.2 136.7 136.7 141.2 141.2 137.6 141.4 142.3 141.7
Apparel 125.7 126.6 127.1 126.9 127.3 127.6 126.7 126.8 127.1 127.2
Footwear 143.7 144.7 144.5 144.6 144.8 145.0 145.1 145.1 145.1 145.1
Tobacco products 248.9 283.4 374.0 394.7 393.2 3934 402.4 402.5 403.8 403.9
Intermediate materials® 125.6 123.0 123.2 125.2 129.8 130.3 129.9 131.0 130.8 130.5
Materials for food manufacturing 123.2 123.1 120.8 120.9 120.6 120.5 119.1 118.9 119.1 118.8
Flour 118.7 109.2 104.3 103.9 104.2 102.7 103.1 103.6 108.6 107.2
Refined sugar4 123.6 119.8 121.0 119.1 111.2 111.4 109.7 104.3 105.0 106.0
Crude vegetable oils 116.6 131.1 90.2 78.9 75.6 72.7 67.0 74.3 717 65.9
Crude materials® 111.1 96.7 98.2 109.2 125.6 122.7 119.2 124.8 128.3 125.5
Foodstuffs and feedstuffs 112.2 103.8 98.7 99.5 101.9 99.3 95.4 97.6 99.5 100.5
Fruits and vegetables and nuts® 115.5 117.2 117.4 105.9 104.8 104.1 99.6 114.6 120.5 120.3
Grains 111.2 93.4 80.1 77.2 78.6 71.0 66.8 70.2 76.3 81.2
Slaughter livestock 96.3 82.3 86.4 89.6 100.4 97.9 92.8 91.1 93.1 94.3
Slaughter poultry, live 131.0 141.4 129.9 137.7 124.2 126.5 119.6 133.6 130.8 134.7
Plant and animal fibers 117.0 110.4 86.5 79.4 90.9 86.9 96.7 99.3 101.4 101.2
Fluid milk 97.5 112.6 106.3 104.6 91.5 94.5 93.0 96.1 93.8 90.7
Oilseeds 140.8 114.4 90.8 87.1 97.1 90.8 87.4 92.8 90.1 89.9
Leaf tobacco 105.1 104.6 101.6 107.3 - - 97.0 107.0 106.4 104.3
Raw cane sugar 116.8 117.2 113.7 100.2 104.6 97.0 94.7 99.8 111.3 113.8

-- = Not available. 1. Commodities ready for sale to ultimate consumer. 2. Includes all raw, intermediate, and processed foods (excludes soft drinks, alcoholic
beverages, and manufactured animal feeds). 3. Commodities requiring further processing to become finished goods. 4. All types and sizes of refined sugar.
5. Products entering market for the first time that have not been manufactured at that point. 6. Fresh and dried.

This table is compiled with data provided by the Bureau of Labor Statistics (BLS). BLS operates a website at http://stats.bls.gov/blshome.html and a Producer
Prices Information Hotline at (202) 606-7705.
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Farm-Retail Price Spreads

Table 8—Farm-Retail Price Spreads

Annual 1999 2000
1997 1998 1999 Aug Mar Apr May Jun Jul Aug
Market basket®
Retail cost (1982-84=100) 159.7 163.1 167.3 167.1 168.0 168.5 170.1 169.7 170.8 171.7
Farm value (1982-84=100) 106.2 103.3 98.3 98.7 94.6 96.6 95.8 95.9 96.0 97.1
Farm-retail spread (1982-84=100) 188.6 195.4 204.5 203.9 207.5 207.3 210.1 209.5 211.1 211.9
Farm value-retail cost (%) 23.3 22.2 20.6 20.7 19.7 20.1 19.7 19.8 19.7 19.8
Meat products
Retail cost (1982-84=100) 144.4 141.6 142.3 142.8 145.7 147.0 150.1 151.7 152.7 153.9
Farm value (1982-84=100) 101.2 84.8 81.6 83.8 86.9 86.1 87.4 87.5 88.9 89.4
Farm-retail spread (1982-84=100) 188.6 200.0 204.7 203.3 206.1 209.5 214.4 217.6 218.1 220.1
Farm value-retail cost (%) 355 30.3 29.0 29.7 30.2 29.7 29.5 29.2 29.5 29.4
Dairy products
Retail cost (1982-84=100) 145.5 150.8 159.6 156.5 159.1 160.6 159.6 159.5 160.5 161.0
Farm value (1982-84=100) 98.0 113.0 107.9 107.4 95.0 95.3 96.0 96.1 101.7 99.5
Farm-retail spread (1982-84=100) 189.3 185.6 207.2 201.8 218.2 220.8 218.3 217.9 214.7 217.7
Farm value-retail cost (%) 32.3 36.0 32.4 32.9 28.7 28.5 28.9 28.9 30.4 29.7
Poultry
Retail cost (1982-84=100) 156.6 157.1 157.9 158.5 158.6 158.5 159.6 159.3 161.8 161.3
Farm value (1982-84=100) 120.6 126.1 119.0 119.0 113.1 118.2 119.8 120.4 121.9 115.6
Farm-retail spread (1982-84=100) 198.1 192.9 202.7 204 211 204.9 2054 204.1 207.7 213.9
Farm value-retail cost (%) 41.2 42.9 40.3 40.2 38.2 39.9 40.2 40.5 40.3 38.4
Eggs
Retail cost (1982-84=100) 140.0 137.1 128.1 130.8 127.1 129.5 124.1 125.9 125.5 130.5
Farm value (1982-84=100) 99.3 89.6 74.9 72.2 65.6 82.0 54.0 75.8 64.3 87.1
Farm-retail spread (1982-84=100) 213.0 222.5 223.7 236.1 237.5 214.9 250.1 2159 2355 208.4
Farm value-retail cost (%) 45.6 42.0 37.6 355 33.2 40.7 27.9 38.7 32.9 42.9
Cereal and bakery products
Retail cost (1982-84=100) 177.6 181.1 185.0 184.9 186.1 187.2 188.6 187.7 189.6 189.9
Farm value (1982-84=100) 107.7 94.4 82.5 81.8 75.7 76.5 75.5 74.3 70.0 70.0
Farm-retail spread (1982-84=100) 187.4 193.2 199.2 199.3 2015 202.7 204.4 203.5 206.3 206.6
Farm value-retail cost (%) 7.4 6.4 55 5.4 5.0 5.0 4.9 4.8 4.5 4.5
Fresh fruit
Retail cost (1982-84=100) 2451 258.2 294.3 294.2 283.0 282.2 282.7 267.8 272.2 277.7
Farm value (1982-84=100) 137.0 141.3 153.7 157.1 149.9 150.1 132.8 131.8 114.6 134.0
Farm-retail spread (1982-84=100) 295.0 312.2 359.3 357.5 3445 343.2 351.9 330.6 345.0 344.0
Farm value-retail cost (%) 17.7 17.3 16.5 16.9 16.7 16.8 14.8 15.5 13.3 15.2
Fresh vegetables
Retail cost (1982-84=100) 194.6 215.8 209.3 204.8 212.1 213.6 219.1 217.7 216.7 217.3
Farm value (1982-84=100) 118.7 124.5 118.1 113.5 109.4 126.0 136.0 125.7 127.0 131.3
Farm-retail spread (1982-84=100) 233.6 262.7 256.2 251.7 264.9 258.6 261.8 265.0 262.8 2615
Farm value-retail cost (%) 20.7 19.6 19.2 18.8 175 20.0 21.1 19.6 19.9 20.5
Processed fruits and vegetables
Retail cost (1982-84=100) 147.9 150.6 154.8 156.5 152.4 151.7 153.7 154 154.5 155.3
Farm value (1982-84=100) 115.9 115.1 113.5 114.5 111.3 111.9 111.6 110.5 110.5 110.2
Farm-retail spread (1982-84=100) 157.9 161.7 167.7 169.6 165.2 164.1 166.8 167.6 168.2 169.4
Farm value-retail cost (%) 18.6 18.2 17.4 17.4 17.4 175 17.3 171 17.0 16.9
Fats and oils
Retail cost (1982-84=100) 141.7 146.9 148.3 148.6 145.9 144.8 147.0 146.6 148.1 148.9
Farm value (1982-84=100) 109.4 118.9 89.0 80.8 86.5 88.4 85.8 82.0 78.3 76.1
Farm-retail spread (1982-84=100) 153.6 157.2 170.0 173.5 167.8 165.5 169.5 170.4 173.8 175.7
Farm value-retail cost (%) 20.8 21.8 16.2 14.6 15.9 16.4 15.7 15.0 14.2 13.7

See footnotes at end of table, next page.
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Table 8—Farm-Retail Price Spreads (continued)

1997 1998 1999| Nov Jun Jul Aug Sep Oct Nov
Beef, all fresh retail value (cents/Ib.) 253.8 253.3 260.5 263.7 278.6 279.5 280.2 280.9 279.9 279.0
Beef, Choice
Retail value (cents/lb.)? 279.5 277.1 287.8 300.0 3115 310.0 309.9 313.0 311.8 310.3
Wholesale value (cents/Ib.) ® 158.2 153.8 171.6 180.5 190.7 179.6 172.6 168.6 174.4 182.8
Net farm value (cents/lb.)* 137.2 130.8 141.1 149.7 149.2 144.7 138.5 136.6 143.6 152.4
Farm-retail spread (cents/Ib.) 142.3 146.3 146.7 150.3 162.3 165.3 171.4 176.4 168.2 157.9
Wholesale-retail (cents/lb.)® 121.3 123.3 116.2 119.5 120.8 130.4 137.3 144.4 137.4 127.5
Farm-wholesale (cents/Ib.)® 21.0 23.0 30.5 30.8 41.5 34.9 34.1 32.0 30.8 30.4
Farm value-retail value (%) 49.1 47.2 49.0 49.9 47.9 46.7 44.7 43.6 46.1 49.1
Pork
Retail value (cents/lb.)? 245.0 242.7 2415 244.7 260.3 262.3 265.6 265.0 262.1 259.3
Wholesale value (cents/Ib.) 123.1 97.3 99.0 97.7 122.1 123.1 117.3 111.9 114.3 78.4
Net farm value (cents/lb.)* 95.3 61.2 60.4 62.4 91.7 90.0 80.8 77.2 76.3 65.9
Farm-retail spread (cents/Ib.) 149.7 181.5 181.1 182.3 168.6 172.3 184.8 187.8 185.8 193.4
Wholesale-retail (cents/lb.)® 121.9 145.4 142.5 147.0 138.2 139.2 148.3 153.1 147.8 180.9
Farm-wholesale (cents/Ib.)® 27.8 36.1 38.6 35.3 304 331 36.5 34.7 38.0 12.5
Farm value-retail value (%) 38.9 25.2 25.0 25.5 35.2 34.3 30.4 29.1 29.1 25.4

1. Retail costs are based on CPI-U of retail prices for domestically produced farm foods, published monthly by the Bureau of Labor Statistics (BLS).
Farm value is the payment for the quantity of farm equivalent to the retail unit, less allowance for by-product. Farm values are based on prices at first
point of sale, and may include marketing charges such as grading and packing for some commodities. The farm-retail spread, the difference between
the retail value and farm value, represents charges for assembling, processing, transporting and distributing. 2. Weighted-average value of retail cuts
from pork and Choice yield grade 3 beef. Prices from BLS. 3. Value of wholesale (boxed beef) and wholesale cuts (pork) equivalent to 1 Ib. of retail
cuts adjusted for transportation costs and by-product values. 4. Market value to producer for live animal equivalent to 1 Ib. of retail cuts, minus value
of by-products. 5. Charges for retailing and other marketing services such as wholesaling and in-city transportation. 6. Charges for livestock
marketing, processing, and transportation. Information contact: Veronica Jones (202) 694-5387, William F. Hahn (202) 694-5175

Table 9—Price Indexes of Food Marketing Costs

Annual 1999 2000
1997 1998 1999| I Il 1T v | I Il 1T
1987=100*
Labor—hourly earnings
and benefits 474.3 490.4 503.3 498.6 503.5 504.2 506.7 508.2 512.0 512.9
Processing 486.0 499.3 511.4 504.2 512.1 513.4 515.6 518.1 523.4 527.6
Wholesaling 536.2 552.5 564.6 565.3 572.8 575.2 580.0 578.9 586.4 587.3
Retailing 435.2 454.1 465.8 463.6 464.2 463.8 465.4 467.1 467.8 465.2
Packaging and containers 390.3 395.5 399.4 390.3 396.4 403.0 407.7 410.3 410.6 413.5
Paperboard boxes and containers 341.9 365.2 373.0 355.7 368.3 380.2 387.8 391.9 413.0 412.4
Metal cans 491.0 487.9 486.6 486.6 486.6 486.6 486.6 489.5 440.1 440.1
Paper bags and related products 441.9 432.9 440.9 425.6 435.7 446.3 455.8 457.3 472.4 477.6
Plastic films and bottles 326.6 322.8 324.2 319.7 321.4 325.9 329.6 329.4 330.6 342.4
Glass containers 447.4 446.8 447.1 447.8 447.8 447.0 445.8 450.1 451.1 451.1
Metal foil 233.4 232.0 227.3 228.2 226.1 226.7 228.0 229.8 231.3 233.8
Transportation services 430.0 428.3 394.0 393.5 394.2 394.2 394.2 392.3 393.3 394.6
Advertising 609.4 624.5 623.7 622.2 622.9 623.9 625.6 633.6 635.0 635.7
Fuel and power 668.5 619.7 651.5 586.6 627.3 681.1 711.9 816.5 822.2 866.1
Electric 499.2 492.1 489.4 479.0 484.0 505.9 488.5 477.2 487.0 523.8
Petroleum 616.7 457.0 565.9 388.4 504.0 613.2 758.1 1,114.0 1,102.2 1,160.6
Natural gas 1,214.0 1,239.4 1,235.6 1,206.3 1,222.8 1,272.7 1,240.4 1,235.3 1,259.8 1,300.7
Communications, water and sewage 302.8 307.6 309.3 309.3 308.5 308.9 310.6 310.3 307.8 308.7
Rent 265.6 260.5 256.9 257.5 257.3 256.4 256.4 256.8 258.0 258.0
Maintenance and repair 514.9 529.3 541.6 537.9 540.7 542.5 545.3 552.2 558.3 564.7
Business services 512.3 522.9 531.9 528.1 530.2 533.3 536.1 540.3 543.2 543.7
Supplies 337.8 332.3 327.7 326.1 325.9 327.1 331.7 365.6 338.2 344.5
Property taxes and insurance 580.1 598.3 619.7 609.6 615.2 622.8 631.3 639.8 647.4 658.6
Interest, short-term 108.9 103.7 103.7 93.2 96.7 109.7 115.2 111.3 116.6 117.7
Total marketing cost index 459.9 467.2 472.2 465.1 470.7 475.2 479.1 486.7 488.8 492.4

Last two quarters preliminary. * Indexes measure changes in employee earnings and benefits and in prices of supplies used in processing, wholesaling,
and retailing U.S. farm foods purchased for at-home consumption. Inf