FS 96-11 June 1996

FACULTY SERIES

ANALYSIS OF THE U.S.-EUROPEAN COMMUNITY OILSEEDS AGREEMENT

GLENN C.W. AMES
LEWELL GUNTER
AND

CLAUDIA D. DAVIS

Professor, Assoicate Professaand Graduate Research Assistant, Department of Agricultural and
Applied Economics, Univeresity of Georgia, Athens, Georgia 30602, USA

Department of Agricultural and Applied Economics
College of Agricultural and Environmental Sciences
University of Georgia




Analysis of the U.S.-European Community Oilseeds Agreement

Glenn C.W. Ames
Lewell Gunter
and
Claudia D. Davis

Department of Agricultural and Applied Economics
University of Georgia
Athens, Georgia 30602-7509

games@agecon.uga.edu

ABSTRACT

In 1986, the American Soybean Association filed a Section 301 petition under the Trade Act of 1974,
alleging that EuropearCommunity oilseed subsidies nullified and impaired benefits of previads
concessions, specifically the tariff binding of 1962. Two bilateral trade agreements were negotiated to remedy
the dispute, the Blair House Agreement and the Memorandum of Understanding on Oilseeds. The impacts of
these trade agreements were simulated using a three region trade model. Results indicated that neither supply
constraints nor penalties for overproduction will contribute to a recovery of U.S. soybean exports to the EC.

Keywords:

oilseeds, trade agreements

Faculty Series are circulated without formal review. The views containgdsirpaper are the sole
responsibility of the authors.

The University of Georgia is committed to the principle of affirmative action and shall not discriminate against
otherwise qualified persons on thasis ofrace, color, religion,national origin, sex, age, physical or mental
handicap, diability, or veterarsgatus in itsrecruitment, admissions, employment, facility gmdgram

accessibility or services

Copyright © 1996 by Glenn Ames. All rights revserved. Readers may make verbatim copies of this document
for non-commerical purposes by any means, provided that this copyright notice appears on all such copies.



1. Introduction

In 1962, the U.S. negotiated a zero level tariff binding on oilseeds, oilseed products and nongrain feed
ingredients imported into the European Community (McCalla and Josling, 1985, p. 81). In the 1970s and early
1980s the 5. enjoyed dominant markehare for oilseeds in the EC as the demand for protein feeds grew
alongwith growth in the livestock sector. Total EC soybean imports increased from around six million tons
in the early 1970s to over 14 million in 1986. U.S. exports of soybeans to the EC peaked at 11.3 million tons
in 1982 and then declined to a low of 5.8 million tons in 1985. Other exporters such as Brazil, Argentina and
Paraguay supplied much of the growth in EC import demand (Uri and Hyberg 1994, p. 145). Overall, the U.S.
market share of total EC utilization fell from an average of 84.3 percent in 1978-82, to 49 percent in 1988-94
(Table 1).

During this same period, real price supports for EC oilseeds increased steadily and producers responded
by increasing production dramatically (Table 2). The loss ivdhane, value and market share of U.S.
oilseeds exports to the EC prompted the American Soybean Association (ASA) to file a Section 301 complaint
against the EC in December 1987. Section 301 of the U.S. Trade Act of 1974 is the chief policy mechanism
for confronting alleged unfair trading practices of U.S. trading partners. Section 301 of the Trade Act of 1974
authorizes the President to take appropriate actio, including retaliation, to end unfair trading practices of U.S.
partners (Tweeteh992, p. 255). Idanuaryl988,the U.S. Government agreed to investigate the charges
against the EC and to bring the dispute to the GATT.

In February 1988&he EC Summit in Brussels approvea newagricultural reforms. A system of
agricultural budget stabilizers was the first sgbalfcy reforms aimed at reducing the cost of agricultural
support and the burden of disposing of surplus ptioadicThe second was a program of payments for the set-

aside of arable land, also targeted to reduce growth ipdpction (USDA, ERS, RS-89-2, p. 13). The new



oilseed stabilizer took effect with th&88/89 marketing year. Production thresholds, or Maximum Guaranteed
Quantities (MGQ)wereestablished for oilseeds output. Penaltiese definedor exceeding the trigger
guantities. However, the oilseed stabilizers had mixed success in restraining the growth of output and budget
expenditures; production continued beyond the established threshold levels.

In December 198%he GATT OilseedsPanel ruledhat the EC oilseedsolicy had nullified and
impaired benefits of trade concessions granted in the 1960s. The EC agreed to modify its oilseeds policy during
implementation of th&Jruguay Round of Multilateral Trade Negotiations (MTNjowever, the Uruguay
Round of negotiations broke down in December 1991.

In Januaryl992,the U.S. requested another GATT panel to determine whether the EC's new policy,
approved in Decemb&®91, implemented the first GATT panel's findings. The second GATT panel ruled that
the EC's new policy continued to impair the duty-free tariff binding (1962) and directed the EC to eliminate the
impairment, either by modifying its policy or the trade concessions granted earlier. The EC refused and the U.S.
announced its intention to imposgaiiatory tariffs of $1 billion on imports from the Community, equal to the
alleged damages incurred by U.S. soybean producers. A trade conflict ensued between the U.S. and the EC.

Subsequently, during the Uruguay Round of Multilateral TradefNgions (MTN), two bilateral trade
agreements are negotiated teemedy the oilseedfispute. These agreements, the Blair HAA\greement
(BHA) and the 1992 Memandum of Understanding on Oilse¢BN8OU), addressed the oilseeds trade dispute.

Thus, a combination of EC policy reforms and trade agreements became the basis for resolution of the U.S.-EC
oilseeds trade dispute.
2. Objectives

The objective of this paper is to analyze the effects of the oilseed agreements, negotiated between the
U.S. and the EC under the Uruguay Round of Multilateral Trade Negotiations, on oilseeds production, prices
and trade. Specific objectives are: (1) to analyze the EC's price support system for oilseeds and the resulting
producers’ supply response; (2) to estimatectienge in EC oilseesupplies under thaew Common
Agricultural Policy refornprograms, and; (3) to simulate the impact of EC policy changes on oilseeds trade

under different policy scenarios.



3. The U.S. - EC Oilseeds Dispute in a Historical Perspective

The U.S. - EC oilseeds dispute shouldvimved in thebroad historical context oforld trade
relationships since the formation of the Common Agricultural Policy, the evolution of U.S. trade policy, and
the UruguayRound of Multilateral Trade Negotiations (MTNYhen the oilseeddispute isviewed in this
longer-term perspective, it illustratefy the resolution of the dispute played a key role in the conclusion of
the Uruguay Round of MTN under the auspices of the GATT.

While theU.S. was in favor of European integratiorlBb0sand earlyl960s, it hanever really
accepted the creation of the customs union and the subsequent principles of the Common Agricultural Policy
(Guyomard et al., 1994, p. 167). The Community's price supports for grains and livestock products stimulated
domestic production. The variable levy-export restitution system provided the EC border protection against
cheaper imports and a surplus dispesathanism. Ultimately, the Community's high pscgports and
protection for agriculture led to reduced outlets for U.S. grain exports and direct competition for third country
markets by the early 1980s.

The oilseedsector represents a small but importaatk in the protective framework surrounding
Community agriculture. "The EC conceded a bound zero tariff on oilseed products in the XXIV-6 Negotiation,
on corn germ meal in 1962, and on corn gluten feed in the Kennedy Round in 1967" (Guyomard et al., 1994,
p. 167). The lack of border protection on oilseeds and products, primarily soybean meal at 44 percent protein
and corn gluten feed at 22 percent protein, provided European feed compounders access to lower cost protein
sources for feed rations than from more expensive Community wheat, barley and maize. A concentrate derived
from soybean meal and a starchy product such as manioc, imported intattaényGrom Thailand, can serve
as a perfect substitute for cereals (Koester and Terwitte 1988, p. 3/16; See also Dale Leuck 1985; Surry and
Moschini 1984).

The European Community’s oilseeds price supports received stimulus from several sources in the early
1970s. Highworld oilseed prices in 1972-74 and the temporary U.S. oilseeds embargo in 1973 sparked EC
interest in oilseeds production, primarily rapeseed, sunflowers, and soybeans. Oilsergppddsand a

crushing subsidy stimulated domestic production and utilization. The EC's budgetary expenditures for oilseed



crops and beans, peas and lupins for animal feed increased dramatically. By 1985 the budgetary expenditure
on oilseeds and protein crops exceeded 10 percent of thetaCannual spending on agriculture (Koester and
Terwitte 1988, p. 3/21)The disharmony in the protein sector was obvious. EC self-sufficiency in protein
sources increased from 4 percent®73, atthe beginning of the "protein crisis," to about 10 percent in the
mid-1980s. Imports still constituted the primary source of high protein feed ingredients but the source of EC
imports shifted due to competitive market forces.

In the 1980s, the U.S. facedsig competitiorfrom Brazil, Argentina and Paraguay for the European
oilseeds market. Between 1980 and 1990, U.S. oilseeds exports to the Community dropped by nearly 50 percent
while EC imports from Argentina, Brazil, and Paraguay increased by 80 percent (Anania et al., 1994, p. 24).
By 1990, Bazil became the dominate supplier of soybean meal in the EC while the U.S. market share for meal
fell to nearly zero. Uri and Hyberg (1994) concluded that gains in world oilseeds markets by South American
producers have been almost completely at the expense of U.S. soybean exports (p. 145).

The American Soybean Assaociation (ASA), in reaction to the loss of market share, filed a Section 301
petition in1987,under the Trade Act df974allegingthat the EC's oilseeds support policies discriminated
against imports of U.S. soybeans. Changes in U.S.laadeave made it easifar American firms to file
Section 301 petitions and the number of petitions has increased dramatically (Salvatore 1993, p. 317).

Since retaliation is embedded in U.S. trade law, the Administration threatened to use countervailing
duties when the findings of t@ATT panelwerenot immediately implemente@uth and Pankogfl994)
accuse the U.S. diagrant unilateralism in the oilseeds case2fal). Salvatoré1993) hasited extensive
econometric research on U.S. trade lawkich indicates thamore trade-remedpetitions are filed during
recessions, periods of an overvalued dollar, and during negotiations over market access for U.S. goods and
services (p. 319). The oilseeds case is consistent with the general trend in increased trade remedy petitions: the
U.S. was in a recession during the ed®80s,the dollar appreciated against major Europesrencies
through1986, and marketaess was a primary component of the U.S. position in the Uruguay Round of MTN.

The oilseeds dispute became tightly intertwined with the proposals for tariffication and rebalancing in

U.S.-EC trade negotiations during the GATT negotiations. "Rebalancing implies trading tariffs on feed imports



for a decrease in the support provided to grain and oilseeds in the EC" (Mahé and Roe 1991, p. 80). The U.S.
has never been willing onsider rebalancing as a possible concession or basis for negotiation (Guyomard et
al. 1994, p. 170). Nevertheless, the EC has regularly included rebalancing in its trade proposals.

Gleckler and Tweeten (1990) simulated rebalancing oilseed and grain price supports and protection in
the EC using a nine region, nine commo@tWOPSIMmodel. They simulated different levels of uniform
support for ECcereals and oilseeds until the gains to U.S. grain producers offset losses to U.S. oilseed
producers, leaving aggregate produmeplusnearly unchanged. Usingoaseyear 0f1989,U.S. producer
welfare changes aabout equal between grains and oilseeds at uniform EC support levels of 120 percent of
world prices for grains and oilseeds. However, rebalancing left EC grain and oilseeds producers worse off
because of the reduction in cereal price supports and the oilseeds crushing subsidy (p. 15).

Two significant politicakconomyproblems arise with the rebalancing scenario. Since EC producer
incomes would fall, they would demand compensation -- decoupled direct payments and other related
adjustment assistance. In the U.S., the redistributiorcofe between grain and oilse@usducersvould
entail potentially divisive political and econonimblems. Thus, rebalancing was not an acceptable trade
proposal for the U.S. during the Uruguay Round of MJiMen the well organized agricultural lobbies on both
sides of the dispute. Finally, a compromise was worked out during Blair House and subsequent negotiations
leading to the final GATT agreement reached on Decebfhdr993, in Geneva (For a comprehensive analysis
of the final agreement see Anania, Carter and McCalla 1994).

4. Analysis of Pre-1992 EC Oilseed Prices and Policies

The pre-1992ilseeds policy is the focus tfis analysis because it is thasis ofthe American
Soybean Association's Secti@f1 petition to the International Trade Commission, the U.S.'s subsequent
petition to the GATT, and the EC's oilseed supply situation prior to the conclusion of the Uruguay Round of
MTN.

Until 1992, ECoilseed producers received prigpports through a system of paymentie to
processors, or crushing subsidies, intended to compensate crushers for the high price of domestically produced

oilseeds. The producer suppprice for rapeseed and sunflower seed was the intervention price (analogous



to the CCC loan rate in the U.S. prizeport system). Soybean buyers were required to demonstrate that they
had paid EC farmers at least the minimum support price in order to receive the crushing subsidy.

Since the EC is a net oilseeds importer, the pre-1992 oilseeds policy utilized the crushing subsidies to
encourage processors to buy and process higher priced domestic oilseeds rather than lower cost imports. The
U.S. protested the EC's price support policy in its GATT petition. The GATT panel found that the EC's oilseeds
policy (1) "discriminated against imported oilseeds and (2) impaired the zero-tariff concessiineeants
granted by the EC in the Dillion Round of multilateratie negotiations in the early 1960s" (USDA, ERS, RS-
92-4,Dec.1992, p. 61). 11992, the EC subsequently replaced the crushing subsidy support system with a
new policy that ihks the support for oilseeds to a formdksigned to make threturns from cereals and
oilseeds approximately equal.

The empirical analysis of EC-Hilseed policies is composed of two major parts. The first analysis
examines oilseed prices and policies for the period leading up to the CAP reforms, the Blair House Agreement,
and the Memorandum of Understanding. Simple regressionsdagmdor the period968 to 1992 were
estimated to analyze the relationship between EC-10 oilseed cost of production and policy price supports, and
to estimate the responsiveness of oilseed plantingigpimort prices. Theecond empirical section uses a
simulation model t@stimate production and trade impacts of the CAP reforms, BHA, and MOU in the post
1992 period.

Since the mid-1960s, European oilseed producers have responded predictably to higher support prices.
Steady increases in EC subsidies and oilseed yields combined to increase nominal producer revenue and oilseed
production. This increase in domestic EG@duiction became the alleged source of the loss of market share for
U.S. oilseeds in the European market according to the American Soybean Association'S&Gedirale
Petition. An analysis of the EC price support system from 1967-1992 may explain the European producer's
supply response, and the resulting trade dispute.

The large increases in EC-blseed prices and harvested area duringl&#)'sand80scan be
observed in Figures 1 and 2 which show, respectively, indices of EC-10 intervention prices and harvested area

for rapeseed, sunflower, and soybeans over the 3@l - 1992.For all three commaodities, the index of



support prices is the product of the intervention price in ECUs and an area weighted averagesefi the
exchange rates for EC-10 countries producing oilseeds. The indices are plotted relative to the lagged oilseed
cost-of-production index (LCPI) for the EC-10 in Figure 1.

In order to evaluate the formation of oilseed intervention prices before and aft®88taudget
reforms, regression analyses were performed for three commaodities: rapeseed, sunflower seed, and soybeans
One general hypothesis was that, prior to the budget reforms, the agricultural lobby was successful in securing
increases in intervention prices in response to increases in production costs. It was also hypothesized that the
linkages between intervention prices and produdiimmiswere weakenedfter the budget reforms, and that
changes in intervention prices then became dependent on production levels relative to Maximum Guaranteed
Quantities (MGQs).

The equation estimated for each crop was:

Pl; =o + By * LCPL, + By * D, *LCPI; , + B3 * EXCESS +¢, 1)

where P] is the index of the weighted intervention price for cropeant or the guide price in the case of
soybeans, LCR), is the oilseed cost-of-production index lagged one year, D is a dummy variable with values
of one for the yeard968through1974 and zero for later years, EXCESS is the percentagehioh

production egeeded thenaximum guaranteed quantities for commodity i in years 1988 throughel,992,

B, andf; , are estimated parameters, @nds the error term. An interaction term between the cost of
production indexand a dummy variable for 1968-74 was included because the stability of prices observed in
this period was uncharacteristic of the rest of the data period (Figure 1). The soybean equation includes data
only for years 1975-92 because of insignificant EC-10 soybean production before 1975.

Since MGQs were the result of CAP reforms beginning in 1988, the value of the EXCESS variable is
zero for all years prior to 1988. Plots of residuals of OLS regressions for all commodities revealed increasing
heteroskedasticity over time, and maximum likelihood models assuming time dependent heteroskedasticity
were subsequently used and are reported here.

Results for the estimation of equation 1 for rapeseed, sunflowers, and soybeans are presented in Table

3. The results for rapeseed indicate that a unit increase in the oilseed cost-of-production index was associated



with a 0.84 increase in the intervention price index. Elasticities calculated at mean values of the indices differed
between the early (1968-74) and late (1975-92) time periods. Intervention prices increased an estimated 0.47
percent and.76percent, in the early and late periods, respectively, in responsaméopercent increase in

LCPI. The coefficient of the EXCESS variable indicates that the rapeseed intervention price did vary inversely
with production above target levels. The rapeseed weighted intervention price index fell 0.545 units for each
percentage point that rapeseed production exceeded the MGQ.

The sunflower seed intervention price responded more strongly to LCPI chanyespeseed, and
responsiveness was greater during ghee1975period when both indices were morstable. Estimated
elasticities indicating the responsiveness of the intervention price to the change in cost-of-production were 1.34
and 1.17, respectively, in the early and late periods for sunflower seed. The sunflower intervention price index
fell an estimated.326 percent for each percentageint that productioexceeded the sunflowdGQ .

Soybean price results for the shorter 1975-92 data period were similar to those for sunflowers. The estimated
elasticity of the soybean support price with respect to LCPI was 1.11. The price index fell an estimated 0.421
units for each percentage point that soybean production exceeded its MGQ.

5. Oilseeds Supply Response

Responsiveness of oilseed area to intervention prices was analyzed through a second set of equations.
In these regressions, an index of EC-10 oilseed area in hectargs (ACl ) was modeled as dependent on returns
(RT,) per hectare for each croReturnsweremeasured as the product of the intervention price, lagged one
year, and a three year moving average of yield per hectare. Given the three distinct patterns of price movement
evident in the rapeseed and sunflower data, three dummy variables were specified: D1 for years 1968-74, D2
for 1975-87, and D®r 1988-92.Since the soybeatata begin il975,only D2 and D3were defined for
soybeans. Area harvested wasdeled as dependent on interaction terms between the dummy variables and
returns per hectare as:

ACl, = «; + B, *D1*RT, + B, *D2*RT, + p;,*D3*RT, + f,,*D1 + 3, *D3 + ¢, 2
Results and elasticities for the estimated area supply response for rapeseed, sunflowers and soybeans

are presented in Table 4. Rapeseed and sunflower area afgpmear been quite responsive to changes in



oilseed retuns. Over 90 percent of the variation in rapeseed and sunflower seed area is explained by the
changes in the returns per hectare indices and the intercept terms. For rapeseed, the elasticity of area with
respect to lagged returns per hectark 18 forthe early period].23 for1975-87,and 0.97 after the 1988
budget agreement. Sunfler area appears to have been more responsive to changes in returns than rapeseed,
with elasticities of 2.74, 1.65, and 0.94 for the early, middle, and late data periods, respectively.

Approximately 68 percent of the variation in soybean area is explained by changes in returns and
intercepts, but the most significant variable in the soybean regression is the intercept shifter for the post 1988
budget agpement period. The elasticity of the area index with respect to the return index is only 0.19 for the
periods bothpreceding and following the budget agreement. [&Wer fit of the regression, angleaker
relationship between returns and area are likely due in part to the extreme changes in soybean area that occurred
especially betweeh982and1987whenthe area index rose frohY0 toover4000 (Figure 2). Observed
changes in prices or yields cannot explain such a dramatic increase in area devoted to soybeans.

Although the complexity of the analyseported above was limited by the shortness of the data series,
the results provide evidence that price and area data are generally consistent with the propositions stated at the
beginning ofthis section. Prior to th£#988 budget agreement, sunflower seed and soybe@portprices
increased at rates equal to or greater than productitm €be bdget greement had an impact, however, since
adjusted intervention prices have galwevn whentarget quantities for oilseed productiarre exceeded.
Rapeseed and sunflower seed areas appear to have been quite sensitive to the increased returns per hectare f
these cropswhich resulted largely from policy induced price increases. Estimated elasticities of area with
respect to returns per hectare were greater than one for both rapeseed and sunflowers in the pre-1988 period
and only slightly less than one from 1988 on. Subsequent CAP reforms and trade agreements have impacted
the EC oilseeds sector, creating a new policy environment for community producers.
6. Analysis of Oilseed Agreements

The balance of this study is devoted to simulating the impact of the trade agreements and the 1992
Common Agricultural Policy reforms on the world trade in oilseeds and products using the Static World Policy

Simulation Model (SWOPSIM) developed by the U.S. Department of Agriculture (Roningen 1986). Industry



analysts have rpdictedthat the impact of the oilseeds agreements, the Blair Hagre=ment and the
Memorandum of Understanding on Oilseeds, iiegat between the United States and the EC, represents only
a relatively small gain in market share or a freeze in U.S. market share erosion.
7. Methodology

The Static World Policy Modeling Framework was used to analyze the effects of reductions in EC
agricultural support on oilseeds trade between the United States (U.S.), the European Community (EC) and the
Rest of the World (RW). The framework follows the logic of a non-spatial equilibrium model which assumes
that domestic and traded commodities are indistinguisbabtgitutes. The model is parameterized to produce
a 1989data base of production, consumption, trade quantities, and prices for each country/region. After the
level of support is changed in a country/regionptbeel's spreadsheet framework uses a variant of the Gauss-
Siedel algorithm to recalculate new world reference prices and each country/region's new supply, demand, trade,
and pricing data. The modekontainsown and cross price elasticities fmmch commodity in each
country/region which provide analysis of an intermediate range solution.
8. Assumptions of the Model

The SWOPSIM modebuilt for this analysis is designed to analyzedbenomic implications of
changes in oilseeds policies that can have a global impact on trade. These changes in policies would generally
be represented by shifts in supplydemand or changes in prices due to increased or decreased government
intervention in goarticular part ofhe agricultural sector. In this study, the glabablelconsists of three
trading regions, the U.S., the EC, and RW. The model assumes that each product subsector can be represente
by a simple set of supply, demand and trade equations. The supply and demand equations have a constan
elasticity form, whereelasticities and technical coefficients are based on those reportedeicotizenic

literature or published in USDA and OECD studies. The supply and demand relationships are modeled as:

Dij_ DJ (CE’QE ’Q1S ’-‘J—D)
S

$ (PP.RP orgP ,TS)
Where CP and PP are domestic consumer and producer incentive prices for country i and product j. CP and

PR, are consumer and producer prig¢escountry i)whereproduct k is related to product j, QS in the



demand function accounts for the use of product j as an input in the production of product h (i.e. poultry/beef
supply as a function of the demand for grains),, PP apd CP repsabstitution possibilities for the
producer. TP and TS account for policy or economic shocksntpat shift the demand and supply functions
over time.

Trade is defined as the difference betwetsl domestidemand and domestic supply. The global
market for each product clears when the net trade for each prathsctaszero across all countries and regions.

IT; = IS -ZD,

Equations in the model, representing policy structure, link the world reference price for each commodity
with the corresponding domestic incentivice. The domestic incentive prices for commodities are a function
of producer and consumer support and the world price denominated in local currency. Producer and consumer
support, CSW and PSW represent the difference between the domestic price and the world reference price.
This difference in domestic and world pricesnisdeled as a "wedge" and is manipulateih¢orporate the
effects of price changes due to the implementation of trade agreements and domestic agricultural policies.

CP, = CSW +F (E *WP)

PR = PSW +G (E *WP)

E; is the exchange rate of country/region i with respect to the U.S. dollar. WP represents the world
reference price for product j in U.S. dollars. F and G represent the price transmission elasticities.

Support for producers and consumers is represented by two types of WEdgesarket support
wedge where tariff (negative) or a subsidy (positive) creates a price wedge between the domestic price and
the world reference price, and (2) a direct payment wedge which does not effect the observed market price but
is part of the domestic incentive price. Price wedge data were obtained from ERS calculations of producer and
consumer subsidy equivalents (Webb, Lopez and Penn, 1990).

All supply, demand and trade equations for each cdregign in the model are initialized to a specific
base year, 1989The globamodel is then assembleghere worldtrade for all products is in a state of
equilibrium. Policy shocks are implemented via changesupply, demand or priceeedges and new

equilibrium amounts produced, demanded, exported, importedn@m@quilibrium domestic prices are



determined simultaneously for each country as arendke world referencprices for eacttommodity.
(Roningen and Dixit, 1989; Roningen 1991; Roningeltiy&u andDixit, Sept. 1991; and Roningen, Sullivan,
Dixit, and Hart, March 1991).

9. Data

The data used in this analysis dexived from the U.S. Department of Agriculture's SWOPSIM
Database (World), consisting of 33 countries and regions. The data are for the 1989/90 marketing year. They
include base quantity and pricing data for supply, demand, production and trade for each country/regions.

Specific data for the UniteStates (U.S.), the EC-12 (EC), and the Rest of the World (RW) for 22
commoditieswere included ithe model. The 22 commodities represent the agricultural sector for each
country/region. These include beef and veal, mutton, lamb and goat, pork, poultry meat, poultry eggs, dairy
milk, butter, cheese, milk powder, wheat, corn, other course grains, rice, soybeans, soybean meal, soybean oll,
other oilseeds (rapeseed, sunlo, peanut, cotton, and flax, combined), other oilseed meal, other oilseed oils,
cotton, sugar and tobacco (Roningen, et. al., 1991).

10. Modeling 1992 CAP Reforms

The 1992 CAReforms instituted by the EC contained provisiongtiiuce the supply arsipport
prices of certain commoditiashile creating acorresponding system of direct compensation payments to
producers. The supply reductions were achieved through land set-aside requirements of 15 percent for cereals
and grains. These set-asides were implemented as supply reductions for wheat, corn, barley, and other coarse
grains, mainly rye, oats, sorghum, and millet, in the equilibrium model. The reductions in the price supports
for beef, pork, sheepmeat, butter, skim milk powder, wheat, corn and other coarse grains were also included in
this analysis.

Cuts in export restitution were applied directly to the export subsidy wedges where appropriate. EC
producer subsidies for both soybeans and other oilseeds were reduced in order to reflect the realignment of the
returns to producers of oilseeds with those of producers of @segigcified in the CAP reform The effects
of the ECnewoilseed policy and the trade agreements were analyzed using the SWOPSIM model described

earlier.



Two policy scenarios were modeled afteadjusting the baseline data for the 1992 CAP reforms
The first scenario is a simple 10 percent oilseeds supply reduction with no subsidy reduction penalty. This is
the "ideal" situation which satisfies the BHA. While the BHA agreement states that the set-aside requirement
is 15 percent, adjustments were made to compensate for the number of small producers not participating in the
set-aside scheme. Adjustments also were made to account for overshoots of the base area, which diminish the
full effect of the set-aside requirement. The second scenario models the actual situation for the 1994-95 crop
year when production overshot the baseline supply by 9 percent for a net reduction in oilseeds output of 1
percent (9 percent supply overshoot minus 10 percent BHA reduction). This triggered a 9 percent cut in
oilseeds subsidies as specified in the MOU. Simulations of the two scenarios are discussed in the following
section.
11. Modeling the BHA Supply Reduction and Penalties Imposed in the MOU

The results of the modeling exercise are divided into thepawts, thoseelating to thesoybean
complex and those relating to thather oilseedscategory. This is consistewith the structure of the
SWOPSIM model and the U.S.-EC trade agreements.

Simulation resulténdicate only smalgains for the U.S. and RW regions from the reduction in EC
soybean production. In the simulation, EC imports of smg@crease 1.3 percent in quantity and 1.7 percent
in value (Table 5). U.S. exports rise 0.8 percent in quantity and 1.2 percent in value, or 139,000 metric tons
and $57 million, respectively. Soybean exports from the RW increase 0.1 percent in quantity (11,000 metric
tons) and 0.5 percent ($14lion) in value. Thesimulated price effects were less than $0.73/mt and $0.37/mt
in the U.S. and RW, respectively. These changes do not represent very significant gains to either region in the
soybean complex as a result of the Blair House Agreement.

In the other oilseeds category (Table 6), the 10 percent set-aside reduction had a larger relative impact
on the EC, U.S. and RW regions because approximately 90 percent of EC's oilseed&6ypgubent
rapeseed, 34 percent sunflower seed, and 10 percent soybeans) is accounted for in the other oilseeds categor
EC imports of other oilseeds increase by 20 percent or 711,000 metric tons worth $515 million, ceteris paribus.

The U.S. exports an additiorzd,000metrictonswhile the RWexports 382,00@netrictons of additional



oilseeds. Thus, the RW gains relative to the U.S. due to the EC's set-aside program for other oilseeds. This
was expected because the U.S. exports mainly sunflower seeds while the RW exports rapeseed, sunflower seec
and other minor oilseeds.

12. Simulation of the 1994 Crop Year Accounting for Overshoot Penalties

Simulations of the 1994-95 crop-year scenario (reported in the last column of Tables 5 and 6) indicate
that the set-aside policies and concurrent penalties would have very little effect on international oilseeds trade
for the three country/regions. The quantity of U.S. soybean exports increases by 0.2 percent, as does export
value. The volume of RW exports of soybeans remains unchanged, while the value of exports increases by 0.1
percent due to export price increases. The quantity of soybeans imported by the EC increases by 0.2 percent
(the same amount hyhich U.S. exports increasesyhile the value of E@mports of soybeans rise by 0.3
percent.

There was a more dramatic impact on trade in the other oilseeds category (Table 6). U.S. exports of
other oilseeds increase almost 5.0 percent by quantity, while the value of exports rise by 5.7 percent. Exports
from the RW increase by 2.4 percent in quantity and 3.1 percent in value. Imports of other oilseeds by the EC
rise by 8.1percent in quantity an8l.8 percent in value Since the U.S. is aery small producer of other
oilseeds (rapeseed and sunflower seed), gains in trade were captured primarily by major producers in
the RW region. The simulation of th&994-95crop-year scenario indicates that the set-aside policies and
concurrent penalties witlave little impact on soybean trade but will have a more significant effect on trade in
other oilseeds.

Guyomard and Mahé simulated the implications of CAP reforms on U.S. and EC trade using the Modéle
International Simplifié de Simulation (MISS). The results of their analysis of 1992 CAP reforms, Blair House,
and Decoupled Reform are compared to the pre-reform baseline CAP environment. They concluded that the
main effect of the CAP reform is to stimulate the domestic demand for grain as animal feed through relative
price changes. Prices of grambstitutes such aorn gluten feed decline, approximately 14 to 16 percent,
depending upon the respective reform packages (Guyomard et al., 1994, p. 179). Their analysis also indicates

a modest loss of oilseeds and product exports to the ECdkeeliting feed demand. The results of simulation



analysis, including the one in this study, are sensitive to the assumptions about changes in relative prices and
exogenous factors such as income and population growth.

While this study has focused on changes in oilseeds prodpciees and trade due to CAP reform and
trade negotiations, the oilseed meal market should not be ignored although it was not the focus of the ASA’s
Section 301 petition. The OECD (1994) has summarized the results of numerous studies on the demand for
oilseed meals. Forecasts of EC oilseed meal utilization under the new CAP regime range from a small increase
in oilmeal use compared to th892 baseeriod to a decline of 6 milliotons in themedium-termOECD
1994, p. 37). These forecasts are quite sensitive to the changes in demand for livestock products, poultry and
pork versus dairy and beef, and the derived demand for feed ingredients. Helmar, Smith and Meyers (1995)
reached similar conclusions when they simulated the impacts of the CAP reforms, the Blair House Agreement,
and domestic farm policies of major tradingiatries. Afteadjusting for the oilseeds agreement, their analysis
indicated relatively little change in soybean trade and “... no shiftingds within the soybean complex among
exporters” (p. 40). These studies have predicted net reductions in oilmeal use due to the substitution of cereals
for oilseeds irffeedrations,one of the objectives of changing relatiwvees under theew CAP regime.
Ultimately, the OECDxoncludedhat “Most studiesndicate firmer EC import demand for oilseddan
oilmeals (OECD 1994, p. 37).

13. Conclusions: The Oilseeds Agreements - A Success or Failure?

The decrease in U.S. oilseedports and EC market share in ff830sled to thel987 American
Soybean Association’s Secti@01 petition toend allegedinfair trading practices of U.S. partners. The
petition allegedhat ECoilseedsupport and trade policies discriminated against imports of U.S. oilseeds in
violation of the 1962 tariff binding.

Our analysis provides evidence that increases in EC oilseed intervention prices roughly tracked increases
in costs-of-production, at least urit®88. Inthe cases of sunflower seed and soybeans, intervention prices
grew faster than production costs durmgch of thelate 1970sand earlyl980s. Additional evidence
suggestedhat, after 1988reductions of oilseed intervention prices occurred in response to EC production

above the target levels specified in the 1988 budget agreements. Regression results also suggested that the E



area planted to rapeseed and sunflower seed was responsive to these increases in intervention prices, resultin
in increased EC production. EC soybean plantiveygalso shown to be positively related to Ed@pport

prices, but the impressive growth in soybean area was beyond what could be explained by the observed
increases in commodity prices alone.

While these findings give some credence to U.S. complaints that EC policy stimulated production and
displaced U.Simports, other indicators suggest that increased EC production was oolytbause of the
decline in U.S. exports and market share. Total EC oilseed imports trended up throughout the period from the
mid-1960s to thd990s,and both EC producer and RW importer market shares increased as the U.S. share
declined. Furthermore, our simulations of the Memorandum of Understanding on Oilseeds and the Blair House
Agreement, after the CAP reforms, suggest that RW exporters will likely benefit more from these agreements
than US producers.

In the short run, the final version of the oilseagseeement pleased neither European farmers nor
American soybean producers. The agreement did not provide an immediate remedy to offset the alleged losses
in exports incurred by U.S. soybean producers nor did it enhance EC internal policy reforms. Even if the EC
supply reduction is the full 10 percent as contained in the agreements, U.S. soyfmetnto theegion
increase less than 1 percent, ceteris paribus. Thus, the gains in trade for the U.S. are marginal. DdtheUS.
achieve its objectives in bringing the oilseeds trade dispute before the GATT? The simulation indicates a very
small impact in the soybean sector from the implementation of the oilseeds agreements. Moreover, the 1994/95
overshoot in EC oilseeds production is evidence that sopptyol measures, including penalties, will not limit
production sufficiently to boo&t.S. exports. Since the U.S. is not a rapeseed producer nor a major sunflower
seed exporter, the gains in trade in other oilseeds accrue to the RW. In the long run, the U.S. will have to depend

upon its comparative advantage, not trade negotiatiopgegerve or enhance its share of world oilseeds trade.
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