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nternational Beef

by Steve Margelis™

Abstract

The tariffication af the Japanese beef i fnpert i ta has resulted in a fall in the
wholesale price over the period 1991 o 1993, However, the price reduction at
whalesale level of mzpm*sz beef had not been reflecied in the retail prices of
Japanese outlets until the second half of 1993 This indicates a level of
fmperfect  competivion in the  Japanese  wholesale  distribugion  chain
characrerised by the inability of the wholesale sector to pass on the reduction
in prives. For a period from late 1991 1o mid 1993, the rewnl price of beef
remained high. with the goins of "lbevalisanon™ being avewmudated by the
wholesale sector, This has arguably lead to a tess dwn optimal exporr level of
beef from exporting cowntries, including Ausiraliv, inte Japan.

Introduction

Duriag the 19605, Japan's ligh rate of economic growth brought about a decrease in
the comparative advantage of Japanese agriculture. In the 1970s, the wade surplus and
revalyation of the yen led to a further hberalisavon of agricaltural products. Processed
agriculiusal products, and non-basic preducts nod included i ‘selective expansion’
products er state trading products, were liberahised. Finally, in the 1980s, Japan began
to forge ahead as one of the werld's ceanomie feaders.

Tn comrast, bowever, the US economy lost ground in relation te other economics. The
accumulating tade defict of the US with Japan put prossure on the Japanese
government to liberalise wade and increase the size of tmports, lnereasingly, the
international agricellural market has become beset by surpluses, as a result of the
recession in the world economy and the continued agricultural  protection of
industrialised countries. This pressure on the international agriculturad market led to an
agreement 1w anclude agricoltoral issues i the GATT discussions, At this time the
combined effects of Japanese trade protection policies and the revaluation of the yen

made Japanese agricultural markets even more auractive to foreign suppliers. These
wo factors lead to the creation of a substanual difference between the domestiv and
international prices for agriculiural products (Sacks 1989, Kohayashi er af. 1991 and
ABARE 1993}, The revaluation of the yen was a reflection of Japan's pise as one of the
largest and most dynamic economies in the world. and as such the eschange tate was
driven by the world’s markets. The tssue of rade protection policies 1 agriculiune i as
a result of Japan seeking to fulfill certain national objectives. The specilic goals of
Japanese interventionist policies in agreuhture are to enswie @ secure and adequate
fopd supply. stable producer and consumer prces, a high level of agricultural
productivity and a seeure and equitable standard of iving for its sural sector (ABARE,

P Cadidate, The University of Metbourng,



1988). These gomls re mu from coltural demands which are politicised by interest
groups from the farming community and its constituents. Thus a great deal of pressure
is being exerted on the political deeision mukers to balance domestie political pressure
against external political pressure (George, 19845,

Japan has developed into a large importer of beel produets, and aithey :gta, Australin hos
fost market share in Japan 1o the LS, (Alstan o ol 1989, A 2 1991, Morison
19911 singe the 1970, Japan is a majur market for Australion beef mim T 1993 1otal
Australian exports of beef were 805kt with almost 250kt being exported 1o Japan
(Figare 1)
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Australia-Japan bilateral trade agreement

Japan has become a large wmporter of beef largely because of s Tow levels and small
amhz ol domestic beet production (Longworth 1983, ABARE 1988y, In the [Y6Ds
Japan was almost sell sufficiont m supplving domestic beel, hat by 1997 less than half
of total consumption was being produced demestcally, Domestee bew! prices have also
remained bigh because of continued restnetive beet umport pelicies. Howgver, the
Japanese market s pow being progressively opened v mponts of beel and other
agricultural products, mcluding the mghly cmotive ssue of rice. The results of the
cwrrent GATT round will determine the extent to which the Japanese market will be
subject B smport competition. Prior o 1991, Japanese heol imports were westrieied by
¢ combination of wnport quotas and 8 25% ad vaderem rfl. In 1991 the mlateral
agreements between Austalia and Japan and the U8, and Japan that had been signed
three years carbivr were enavied.
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e lmport quotas were abolishied from April 1991 and replaced by an ad valorem
tarill set at 70% in JEY 1991 but reducing to 60% in JW’ 1992 and ‘SO% in
TEY 1993,

¢ The allowance of provisions for emergeney action o be taken during this three
yoar pﬁtmd if xmpmrm appeared likely to exceed a level caleulated ay 120% of
the previeus year's imports or a level of imporns equal to the quota level in JEFY
1990 compuunding by 20% over each of the suceeeding three years (which
ever was the higher),

o Emergency action would take the form of an additional tanifT of 25 percentage
puoints but would involve prior consultation with supplicrs,

The eifects of a wift are well documented, with results heing more predicable than
the previous quota system in place which was regolated hy the Livestock Industry
Promotion Corporation of Japan (LIPC), The argument Jor the tariffication of the
Japanese importquotas was on the basis that tariffs are more wansparent in their effect
and simpler fm‘ exporting countries to comply with, as well as being consistent with
GATT guidelings (Runge and Stanton, 1988),

I Figure 2 a wniff of 7 dollars is imposed on imports in the Japanese domestic market
of bu: {. 1 the government of Japan imposes a tanifl on imponts of beel of 1 dollars, the
domestic price of beel will rise by the full amount of the wrill, from Py to Py + 1.
Under free trade, domestic production will be at @ and consumption at ¢Jo. I the
wriff is imposed, production will rise from @ to Q3 units because existng domostic
producers will increase their prives by the exira amount of the @eifl and thus allow
marginal praducers who bad previously tound # unprofitable to now enter the market.
Consumption of heef falls. due to the higher price, and hence, the quantity demanded
falls from @2 to Qg

Figure 2: The effect of an mmport taniff
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The imposition of a tariff causes a reduction in beef imports due o



i domestic output expanding to a level which depends on the clasticity of the
domestie supply curve, and

i) domestic consumption falling depending on the elasticity of domestic demautd?,

With the imposition of a riff, the price that consumers pay for beef increases (Figure
2), whieh implies a loss of vonsumer surplus. Consumers lose the area under the
demand curee which fies between the two price fines (@ + b+ ¢ + ), whereas domestie
producers gain by the wiff (a). The gevemment can also pain because of the new
souree of revenue, indicated by area ¢, which is redistributed to the economy. So the
net result is that the economy as a whole loses b + 4. which is the deadweight toss of
the tariff,

The built-in mechanism of the 1% per annwm reduction in the wdll trom 1991 to
1993 should have resulted in a decrease of the area a + b + ¢ + d under the demand
enrve. This is because as the value of the wilf (1) falls, so too will the difference
berween the world prive (Py) and the domestic price (Py + 0. The result of these
reductions should have been expressed as a fall in the domestic retait price of heef.
However, from Figure 3, it can he scen that the reduction of retail beef prices in Jupan.
over the period of taril} tansition, fell by 6% for the domestic Jupanese beef types, and
only 13% for Australian beet and 10% for ULS. supplied beef.

The nominal rate of protection? for beef in Japan is sill considered high, with Mues er
al. {1991} estimating the nominal rate ot pretecton for Australian chilled grassfed
carcasses wl 259%. Both Mues er al. (1991 and Wahl er al. (1991) used wholesale
price data in their estimation methods for rates of protection in of beef Japan. However
neither converted from Australian and U.S. carcass specifications, respectively, to the
Japanese specification of imported full-sets. Aceording to AMLC specification, 1kg of
beel carcass is estimated to produce 0.41-0.45kg of boneless full-set beet, after the
hones, trimmings and unwanied cuts are removed. So both studies’ 1anft equivalents
can be scen o be high according 1o Mori (1993), who Turther indicates that i the
effectis ¢ rifl prior to 1991 was indeed around 200% . and with the assumption of a
price elasticity of heel being unity, the price at the time should have fallen from 300
Yenfkg to 170 Yen/ky after the riffication. '

A potential problem is that most analyses of prices in Japan rely on data from the
Family Invome and Expenditure Survey, which although comprehensive, has the
shortcoming of categorising beel a8 one commodity. Another potential problem with
the price data is that the home surveys underestimate reail consumption because they
do not inclade the restavrant and hospitality Gade. MAFF estimated that as Tittde as
25% of imported beel was consumed at home in 1986, with another 38% heing
eonsumed away rom home and 37% i processed form (Mori, 1993),

! Avvording to Dyck 19881 the ows price elasticiy of demung for beel s estinmted to be gremer Usan
14

* The numinal sate of protection tor auy product is the ditference Beiween the prive of the domestic
preduoct and the Tanded price of the imported praduct, expressed as a percentage of the landed price:



Figure 3: Japanese domestic retail prices
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Note: The above beet categories are averages of 4 different cuts of beef: chick; brisket; sisuin and round,



apanese Market

Retail prices in Japan fell in 1993 by about }”f% (ABARE, 1993) larguly because of the

volume of beef diverted from the U.S. market, via the entitlement seheme, where
Australing exporters receive a 75¢/b entidement from the AMLC for selling into
x;;‘pm muarkets. The egrrent armngement is putting added pressute on the U.8, market
j 1 pming, firm that wishes to increase its allocation of shares to export fnto
Il atempt to sell as much as possible into other export markets, such s
C’anmn %uth Korea and Japdm mm m a\peamucm of‘ m«;:mvum mm. ‘
: mms ﬂm Erﬂluwmﬁz yuary ‘I,;

] m mpmrz m J 'am aud ummhy gmn u:mlumms :
B 1 wﬂmg, on xhr: f\usm}mn domestic market for whwh they acerve no extra
export entitlements.

Recent price data seem to indicate that while prices have fallen they have not fallen by
the full extent of the tarff reduction, some 20% since 1991, especially il the
appreciation of the Yen, of around 40% from 1991-93 is taken into sccount (Figu

One mmih‘le explanation for the lack of the expeeted fall in Japanese domestic retwml
prices is the dominance in the disuibution system by a hereditary underclass, which in
feudal Japan, was restricted to "unclean trades” such as slaughtering. To quote from a
report in The Austealion Financial Review:

“Although there is nothing outwardly w distioguish them from other Japanese, they
relain Ughtly held, clannish control over some sectors of the eoonomy, 2 powerful non-
tarifl barrier "

This group is known as the burgkumin or “village people” and were traditionally
vilified as eta or “great [ith". They remain powerful because of the high prices and
Imgc volumes handled by a relatively small number of families. Thus, the possibility
exists that the reduced wholesale prices are not being passed on as quickly to the
consumers at the retail Jevel (George, 1993). One Torm of collusion that is exhibited
primarily by the construction industry, and others, in Japan is dangd. Dangé is a
negotiation among bidders for Japanese contracts in which it is decided by the
competing irms which one will get the contract. The designated finm submits a high
bid and its "rivals” bid sill higher, thug maintaining the llusion of competition, For the
compames involved this is a timf,amai wity v do business because under dangd cach
company knows that it will eventually "win” a contract or 4 tender without having o
g0 to the trouble of competing (McMillan, 19911, Mues er al. (19913 also observed
that marketing margins were higher, from saleyard to retail, than in Australia or the
L15.. and that with tariffication these margins were assumed to decline.

An insight into this close-knit market came [rom Bankers Trust, an Australian
company comtemplating an investment of up to $80 million in feedlots to supply the
Japanese market. The company commissioned a market research firm to study Japan's
beef industry. but one of the researchers was kidnapped when trying 1o establish exact
supply and distribution routes in the Nagoya region. The man was teleased unharmed a
week later (The Australian Financial Review, 1993,
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The Iaf developments

The resclution of the seven year Umiguay Round of the G ol
December, 1993, will positi mly impact on Austealia and other mpmimg munum
Austealia is foreeast to expand its exports by $5 billion annrally and it pational
dncome by $2.5 bitlion under the new markm ACCeSS arrangenents. Australia’s farm
eetor will direetly benefit from the greater murket necess, and in cular, Australia's
$3.8 billion heef industry is forecast to benefit by an inerease of $340 xmnmn 1 year
(rom exira exports by "!(iw{ax\uswulmn Finaneial Review, 19933,

I‘lw new GATT phase commences on the Ist of January, 1995 alihough exact details
agreement on beel have not been finalised us yet by the major imporing
qnd z,,xpmm,;, countiies. However, the likely outeomes for the key Australian beef
- markets are given below,

e Japan’s current level of Lariil protection will remain at 309 until 1995 and then
- reduce to 38% by the year 2000 (ABARE. 19931, This represents a 22% cut in
protection over the six year ;mrmd in contrast to the 30% drop in the offective
level of protection in 1993 alone. The 1993 floure comprises o 20%
apprecigtion of the Yen and the 10% scheduled duty reduction under Japun's
hilateral agreement.

. ’!hr: United State s Meat Impaort Law (MILy will be changed 1o a base leyvel
guota of 640kt and an above quota tarfl of about 31%. Australian aceess to
the VLS. market has declined by 119% since 1991, and the MIL has been
wiggered in cach of the 4 years by Australian exports of beef. Under the
GATT, the variable tigger level of the MIL will be replaced by a fixed
quota/tarift system. The Australian quota for 1995 will be 380kt with an above
quota tariff of 31.4% declining o 15% by the year 2000 (ABARE, 1993).

*  South Korea has acceded to completely liberalise its beef import market by the
year 2001, However, this is about 3% years later than the Koreans had agreed
to, in 1991, under bilateral pressure from Australia and the U.S,

¢ The Adriessen/Kerin assurince has been reaffirmed by the E.C.. thereby
precluding subsidised E.C. beef export o Australias traditional markets,

*  The sanitary and phywosanitary agreement allows for the resolution of the safe
usage of growth promotants i beef production,

Conclusions

Beef export opportunities rather than demestic demand will offer the greatest hope for
expansion for Australia and other exporting countries. The nations comprising the
Pacific Rim will continue to drive the growth in world beef rade, with consumption in
Japan being the major source of demand (ABARE, 1994,




The new access arrangements with the U.S. will benefit the Australian beel industry
because the current system has resulted in costly instability because of the uncertainty
built into the variable tigger mechanism of the MIL. The new system allows for
greater stability and a guaranteed aceess level, and moreover the new access level is a
substantinl increase over current levels.

It seems to date that while there has been a general trend for Japanese domestic retail
prices to fall, the major determinants of price volatility are the exehiange rate and
seasonal factors in the exporting countries, rather than the phased three year reduction
in the terfl level itsell, ndeed it was the depreciation of the $A apainst the Yen which
smw prices paid to Australian farmers increase by 10% in 1993 over the same period in
1992, If this one-ofl factor is disregarded, then the Australian beef indusiry may well
have narrowly escaped serious financial uncertainty. With good rains in the North of
Australia, however, the supply of beefl will fall and is likely to remain low for the next
2-3 years (ABARE, 1994). This herd rebuilding will reduce the current pressure on the
system and may, it fact, ¢ven result in Australian exporters heing unable to entirely fill
the 380kt ULS, quota in 1995, :

Another concern for the Australian beef industry is the recent appreciation of the
Australian dollar, With the latest budget estimates for mflation and economic growth
being revised upwards by the Australian federal government, the SA has gained around
6% on bath the U.S. and Japanese currencies. It will be ineresting, under this scenario,
to keep tahs on the retail prices in Japan if the $A cantinues to gain on the Yen.
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