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I. MARITIME CONSTRUCTION-DIFFERENTIAL SUBSIDIES
1. Nature and Extent of the Subsidy
(a) Background and Authority

The Merchant Marine Act of 1936 as zmended provides a general
authorizatiocn for construction-differential subsidies (CDS)
to be paid to United States shipbuilders for the construction
of certain ships built for and operated in the foreign commerce
of the United States. However, no monies have been appropriated
for ship construction since fiscal year 1982, and no funds are
being budgeted for CDS in the foreseeable future.

(b) Incidence

Title V of the Merchant Marine Act provides that CDS may
be paid to either a United States shipyard or the purchaser
of the ship. The amount of the CDS would egual the difference
between shipbuilding costs in a U.S. shipyard and a reasonable
estimate of the costs in a foreign shipyard, although by law,
CDS cannot 2xceed 50 percent of domestic shipbuilding costs.

CDS may only be granted where (inter alia): (1) the purchaser
is a U.S. «citizen; (2) the ship is built.for, and in general
is operated in, the foreign commerce of the United States; (3)
the shipyard is in one of the 50 states or Puerto Rico; (4)
the purchaser satisfies certain managerial qualifications; (5)
the vessel satisfies foreign commerce and national defense require-
ments; and (6) the vessel is documented under U.S. laws for
25 vears (20 years for tankers and other bulk carriers).

(¢} Amount of Subsigdy
CDS PAID OQUT 1981-83

Fiscal Year Subsidy Outlays
1581 $208,113,192
1982 $184,485,217
1983 $ 84,511,000

2. Effect of Subsidy

Estimated Quantitative Trade Effects: The CDS program
under the Merchant Marine Act was designed to provide incentives
to U.S. citizens to purchase U.S.-built vessels, so as to ensure
the maintenance of a U.S. shipbuilding industry. Thus, CDS
could reduce the number of foreign-built vessels purchased by
U.S. citizens for use in foreign commerce.

However, no monies have been appropriated for ship construction
since fiscal year 1982, and no funds are being budgeted for
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CDS in the foreseeable future.
Since a ship constructed in the U.S. with CDS must be documented

under the laws of the U.S. for at least 20 years thereafter,
in fact no subsidized vessels are exported.
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I1. EXPORT CREDIT SUBSIDIES

1. Nature and Extent of the Subsidies

(a) Background and Authority

The U.S. Export~-Import Bank 1s authorized by the Export-
Import Bank Act of 1945 to provide credits, guarantees and
insurance to promote exports of U.S. goods and services. The
financial support is to be at rates and on terms which are
competitive with the government-supported rates and terms
available from other countries whose exports compete with
U.S. exports. The Eximbank, in concert with the Foreign
Credit Insurance Association (FCIA), also provides insurance
to cover commercial credit risks and political risks. 1Inas-
much as several foreign governments offer extensive subsidies
in support of exports from their countries, the U.S. Eximbank
has perforce offered similar subsidies.

{b) Incidence

The amount of the subsidy is calculated as the difference
in financing costs between what a foreign purchaser might
have paid for the {.S. export in the absence of any official
support and what the U.S. Eximbank actually offered. The
firnancial rate that an individual foreign purchaser is able
to obtain will wary according to the risk of the particular
preject or purchasing agent. This makes it difticult to
assess an aggregate financial market rate that can be used to
gauge the extent of the U.S. Eximbank subsidy.

for the purposes of this exercise, however, we may con-
sider an appropriate commercial rate to be the secondary
market yields on commercial bonds. It would clearly not be
appropriate to use the yields on long-term government instru-
ments cof the exporting country inasmuch as these ars likely
to De risk-free or nearly risk-free rates, completely unrelated
to the creditworthiness of the importing purchaser or country.

Guarantees &and insurance extended by governments should
also be considered export subsidies i they lower the total
cost of financing below what privaie markets would otherwise
charye. In such instances, the guarantees and insurance have
the same distorting effect as direct credits on the allocation
of resources. This observation is especially true when some
form of gyovernment guarantee is required for the export to go
forward at all.
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{c) Aamount of the Subsidy

One means of calculating direct export credit subsidies
is to take the present value of the difference between a loan
extended at commercial rates and a loan extended at official
export credit rates. Aas a proxy for commercial rates, we
have used the Morgan Guaranty average yields on long-term Baa
corporate bonds. In the past, we have used the yiela rate on
Aa seriz2s., With the heavy indebtness ©f many ExXimbank cus-
tomers, the yvield rate on Baa series would be a more appro-
priate proxy for commercial rates. Discounting Eximbank's
direct credit authorizations for FY 1979, FY 1980, FY 1981,
FY 1982 and FY 1983 by the corporate bond yields, and assuming
the average Eximbank repayment period, we have the following
direct credit subsidies:

Year Est. Present Value Subsidy
FY 1979 $§ 279.92 million
FY 1980 $§ 875.50 million
FY 1981 $1,246.09 million
FY 1982 S 784.97 million
FY 1983 s 51.19 million

These fiyures are only a rough estimate of the subsidy.
They are sensitive to changes in the discount rate. They
alsoc may underestimate the total subsidy. The most obvious
subsidy is the difference between the official rate and the
market rate. Yet, a subsidv is also derived from the differ-
ences of locan maturities, grace periods, and loan fees.

2. Effect of Subsidy

(a) It is impossible to estimate the guantitative trade
effect of these subsidies without also examining the export
credit subsidies offered by other countries. In most cases
the U.S. Eximbank offered a direct credit subsidy only when a
major export competitor had offered, or was about to offer,
an export credit subsidy. Thus, the effect of the Eximbank
subsidy was frequently to prevent the loss of exports that
would otherwise have come from the United States. U.S.
Eximbank direct credit authorizations supported the following
export values:

Year Export value
FY 1979 $6,199 million
FY 1980 $7,736 million
FY 1981 $8,303 millicn
FY 1982 $5,068 million

FY 1983 $1,213 million
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Illustration

In FY 1983, the U.S. Eximbank authorized $845 million in
direct credits which carried an approximate average lending
rate of 11.1l percent per annum. The average yields on newly
issued Baa Moody's bonds was 13.11 percent. Assuming annual
payments and an average 8-year loan maturity, the periodic
payment of the locan ($845 million) at 11.1 percent would be
$164.8 million. At 13.11 percent, it would be $176.8 million.
The difference of the two payments represents an annual
subsidy of $12 million. When discounted over 8 years at
13.11 percent, this annual subsidy has a present value of $57
million. This is the total subsidy of the Eximbank's direct
credits in FY 1983.
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III. AGRICULTURAL PRICE SUPPORT PROGRAMS
A. Grains: Wheat, Feedgrains (Corn, Sorghum, Barley, Rye, Oats), Rice

I. Nature and Extent

(a) Background and Authority:

Wheat, feedgrains and rice are covered by a combination of programs providing
for production adjustment and income/price support. These programs are
designed to (1) stabilize, support, and protect farm income and prices; (2)
assist in the maintenance of balanced and adequate supplies of food; and (3D
aid in the orderly marketing of these grains. The programs are financad by
the Commodity Credit Corporation (CCC), a government-owned entity, and
administered by the Agricultural Stabilization and Conservation Service
(ASCS), an agency of the U.S. Department of Agriculture.

Price support orograms for specified commedities were first authorized by the
Agricultural Adjustment Acts of 1933 and 1938. The current programs are
authcrized by the CCC Charter Act. the Agricultural Act of 154G, as amended,
the Agricuiture and Food Act of 16381, and the Agricultural Programs Adjustment
Act of 1984.

The principal export incentives have been the CCC's biended cradit program anc
a one-time Government-sgonsorad wheat flour saie to Egypt covering the 12 to
14 month period beginning March 1, 1983. These grains may aiso be eiigible
for expert cradit guarantees from the Expori-Import Bank and 2xport credits
and credit guarantees from the CCC.

rere ar2 no import controls on grains.

(b» Incidence:

The suppcrt programs for these commodities provide for a loan rate, a ftarget
price, a deficiency payment, and supol!y management. To be eligible for the
price and income suypgort programs (i.e. loans, purchases and deficiency
payments), participating farmers must adheres to the regulations in the suppiy
management program.

Loan Rates:

The loan rates for these commcdities are established annually by the Secretary
of Agriculture at levels which should allow the commodities to te
competitively priced. For the 1532-198S5 crops, the Agriculture and Food Act
of 1981 provides that the national average ioan rates shall not be less than
the following leveis:

Wheat 33.55/bu.
Cora $2.55/bu.
Rice $3.00/cwt.

The national avarage loan rates are converted into leccal loan rates for grades
and gqualities at specified locations. The Sacretary of Agriculture reduced
the 1984 loan rate for wheat to $3.30 under authority of the 1981 Act, which
provides that if the average market price of wheat or corn is not mcre than
105 percent of the loan level in any year, the loan rate may be reduced in the
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following year by no more than 10 percent. Loan rates for grain sorghums,
barley, rye and ocats are established in relation to corn, based on feed
value. In 1983, the lcan rates were $3.65 per bushel for wheat, $2.65 for
corn, and $8.14 per cwt. for rice (see Table 1).

Loans for wheat, feedgrains and rice mature on demand of the CCC, but no later
than the end of the ninth calendar month following the month the loan is made
(wheat and feedgrains) or the end of the April following harvest (rice).
Producers may repay the loan plus interest (at the government borrowing rate)
at any time up to maturity. If the loan is not repaid by the final maturity
date, the Commodity Credit Corporation takes title to the commodity in full
payment of the loan and interest charges; this is called a nonrecourse loan.

In addition, the CCC may purchase these commodities from producers at the
local loan rate.

jarget Price:

The target price for each commodity is established annuaily by the Secretary
of Agriculturs, but the Agriculture and Food Act of 138! and the Agricditural
Program Adjustment Act of 1984 provice that they shall not be less than the
following:

Wheat Corn” Rice

S/hu. S/zu. * S/cwt.
1682 $4.05% 82.70 $10.85
1983 $4.30 $2.35 $17.40
19234 $4.38 $3.03 511.30
1685 $4.38 33.33 $11.90

a/ Target prices for sorghum, barley, and cats are detarmined in raiation to
corn. There is no target price for rye.

Deficiency Pavments:

The deficiency pavment rate represents the difference by which the estabiished
target price exceeds the higher of the the naticnal average markat price
received by farmers over the first five months of the marketing year or the
national loan rate. The deficiency payment to a farmer is determined Dy
multiplying this payment rate times his planted acreage times the yield
established for his farm. The amcunt of combined deficiency, cash diversion,
and payment-in-kind payments (sae teiow) a farmer may recsive under the wheat,
feedgrains, cotten, and rice programs togather is limited to 350,000 a year.
There is no deficiency payment program for rye.

Supply Management:

Under supply management authority of the 1981 and 1984 Acts, the Secretary of
Agriculture may impose acr2age limitations for wheat, feedgrains (except rye)
and rice when he determines that without such acreage limitations there would
be excess supply. "Base acreages" are established for each farm for each
commodity based upon the planted and considered-planted acreages of the
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commodity in previous years. Under the acreage reduction program, to be
eligible for government loans, purchases or payments, farmers must reduce base
acreage by a certain percent and devote this acreage to approved conservation
use. In addition, a land diversion program may be established in which
producers are paid to leave acreage idle. Producers are paid a set amount per
unit of grain times their average farm yield times the number of acres
diverted. Producers who knowingly plant more than their permitted acreage
under the limitation programs lose their eligibility for government loans,
purchases and payments.

For the 1984 crops, there is a 20 percent acreage reduction program and a 10
percent paid land diversion for wheat, 10 percent acreage reduction for
feedgrains, and 25 percent acreage reduction for rice. In 1985 the wheat
program is the same as in 1984. If 1984 ending stocks for corn exceed 1.1
billion bushels, the 1985 corn crop will have a total acreage reduction of §
to 20 percant, of which 5 to 7.5 percent will be paid land diversion and the
balance acreage reduction. If 1982 ending stocks for rice exceed 25 millien
cwt., the 1985 crop will have 20 percent acreage reduction and at least S
percent paid land diversion.

Land diversion payment rates are no less than $2.70 per bushel for wheat,
$1.3C per Sushel for corn, and $2.70 per cwt. for rice (33.50 if 1984 end
stocks exceed 42.5 million cwt.). When a producer signs up for the 1985 crop
pregrams, he wiil receive at jeast one-haif of his land diversion payment.

* The balance will be paid later in the crop year.

For wheat and fesedgrains, except rye, the U.S. government sponsors a
farmer-owned resarve pregram intanded to promote markst and price
stabilization by assisting farmers whe withhoid suppiies from the market in
pericds of surplus for release in pericds of shortage. On Fedruary 1, 1984,
the reserve heild 2,167 million busheis. Part of this is being released to
farmers under the 1983 payment-in-kind program. Immediate enfry in the
farmer-owned resarve will not be permitted for the 1984 crops. A review of
the size of the reserve will be made tefore reguiar price support loans for
the 1984 crops mature to determine whether 1984 crops should be permitted to
enter the resarve.

There is a payment-in-kind (PIK) program in effect for the 1984 wheat crop,
but the 1983 PIK programs for corn and rice are not being repeated. The PIK
program is designed to encourage farmers to further reduce 1984 crop acreage
beyond other acreage reduction and land diversion programs. In return for
reducing acreage beyond the levei called for under other programs, farmers
will receive as payment 85 percent of the wheat they would have produced on
the PIK acreage. To participate in the program, farmers must be enrolled in
and be in compliance with the acreage reduction program. To participate in
PIK diversion, producers must divert an additional 10 to 20 percent of their
acreage base for wheat.

The grains program, and mest of the other commedity programs, are purely
voluntary. They are made available to all farmers, but many choose not to
participate, oreferring to depend on the mechanisms of the free market. Table
2 presents information on the share of U.S. production that is under commodity
programs.



L/5603/A44.9
Page 11

(c) Amount:

In FY 1983, the U.S. Government spent $3,419 million (net) 1/ on the wheat
program, $6,815 million (net) on feedgrains, and $664 million (net) on rice.
Direct government payments to farmers (excluding loans) in crop year 1983
totalled $1,374 million for wheat, $1,447 for feedgrains and $282 million for
rice (see Table 2).

(d) Estimated Amount per Unit:

See Table 1 for this information.

II. Effect of the Program

a) The support programs have no direct effect on imports or exports. The
United States is a major grains producer, and as such would not import more
grains than it already does, even 1f the absence of price supports resulted in
lower grains production. Minimum support prices are set by legislation,
although there is some administrative discretion in lowering them. An effort
is made to set them below world prices, so they do not serve to bolster world
prices. Furthermore, income support programs require producers to participate
in supply management programs to be eligible for support. To the extent that
there is a production incentive, this incentive is offset by the required
supply management programs.

In pricing commodities for domestic use, CCC-owned commodities generally are
required to be sold at levels above the loan rate, depending on the commodity
and other conditions of sale, plus reasonmable carrying charges. In addition,
higher minimum sale prices are applicable to wheat and feed grains when the
farmer-owned grain reserve programs are in effect for such commodities.
Congress has established the CCC pricing policy in order to protect CCC's
investment in the commodity, to stabilize prices, and not to disrupt
conmercial trade chamnels.

The CCC may offer its stocks for e'port sale. Care is taken to assure that
CCC sales will not disturdb world price levels. In general, CCC export sales

are not subject to the minimum price provisions that apply to domestic sales;
however, when a farmer—-owned reserve is in effect for a commodity, the CCC may

not offer its stocks of that commodity for export sale at less than the
reserve release price.

(b) Statistics for production, consumption and trade are given in the appendix.

l/ Net government expenditures include deficiency payments, disaster

payments, diversion payments, loans, purchases, storage and handling, producer
storage payments, sales proceeds, loan repayments, and other outlays and

receiptse.
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Grain/year

Table 1 : U.S. Support and Farm Prices

Target
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none
none
none

10.68
10.85
11.40

27 19383 farm price is preiiminary.

27 peficiency payment rates are based upon the average
first five months of the marketing year.

£/ Values are $/cwt.

Average Average Deficiency
Loan Rate Farm Price®” _Payment Rate2’
$/bu.-- ————————————— )
3.20 3.65 0.15
3.55 3.53 0.50
3.65 3.55 0.65
2.40 2.50 0
2.55 2.68 0.15
2.65 3.20-3.40C 0
2.28 2.39 0.27
2.42 2.5 0.18
2.52 2.80-3.0C )
1.95 2.45 0.1
2.08 2.23 0.40
2.16 2.45-2.55 0.2i
1.24 1.89 0
1.3} 1.48 0
1.36 1.60-1.70 0.1
2.04 2.99 none
2.17 2.37 ncne
2.25 2.45 none
8.01 g.05 0.28
"~ 8.14 8.11 2.71
8.14 8.50-9.50 2.70

farm price over the
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Table 2 : U.S. Production and Government Payments

Total
Total U.S. Production Under Deficiency Government
Grain/year Production Support Programs-2”/ Payments Payments &/
O billion bushels————-- ) - (-=—-million dollars---)

KWheat

1981 2.8 2.8 414.5 865.7

1982 2.8 1.2 476.0 688.9

1983 2.4 1.5 845.0 1,374.3
Corn

1981 8.2 8.2 0 456.6

1932 8.4 2.2 290.8 916.6

1983 4.2 1.9 0] 1,165.0
Sorghum

1981 0.9 0.9 233.C 341.1

1982 0.8 0.4 64.2 179.6

1583 0.5 0.3 ¢ 167.0
Barley

1981 0.5 0.5 42.1 73.8

1882 0.5 0.2 6C.1 84.8

1983 0.5 0.2 42 .C 93.0
Qats

198} 0.8 0.5 0 0.4

1982 5.6 0.1 0 1.1

1383 0.5 0.1 8.0 22.0
Rve

1981 0.02 0.02 none none

1982 0.02 0.02 none none

1983 0.03 0.03 none none
Rice2”

168! 182.7 85.7 (est.) 21.5 21.8

1982 154.2 112.7 (est.) 267.2 267.2

1983 . 103.3 97.2 (est.) 256.2 282.1

27 Estimated

(%]

27 In 1981 there was no acreage reduction program, so all production wa
eligiple for price support.

£/ Tota! government payments to producers are the sum of deficiency

payments, payments to the farmer-owned reserve, disaster payments, and land
diversion payments. This last item was paid only in 1983 and is the major
item for corn, sorghum and ocats. Payments for the PIK program are not
included because they were transfers of commodities from government storage to
the participants.

27 Volume is million cwt.
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B. Cotton: Upland, Extra Long Staple

I. Nature and Extent

(a)Background and Authority

The same background and authority exists for cotton as for grains.

Under Section 22 of the Agricultural Adjustment Act of 1933, as amended,
controls may be placed on imports which may render ineffective price support
or stabilization programs. Such import quotas have been placed on cotton.
However, if the average U.S. spot market price is unusually high, the quota
can be increased by a certain amount. There are no export incentives for U.S.
cotton.

(b) Incidence

The support programs for cotton provide for a ican rate, a target price, a
daficiency payment, and suppiy managsment. To be eligible for support
programs, particigating farmers must adhere to the reguliations of the supely
management program.

Loan Rates:

Tne 198] Act orescrivbes the loan rate for upland cotton as the lowar of 85
parcent of th2 average U.S. spot prices during previcus years or 3C gercent of
recant averag2 northern Euroge prices. This is done to ailow cotton to te
priced competitively in domestic and foreign mark2ts. The 13284 ioan rate for
upland cotton is S35 cents per pound (the minimum grescribed by the Act); for
g«tra-long stapis it is 82.30 cents per pound.

The loan period for cotton is 10 menths, and may be extanded undar cer:ain
conditions. The loan rate for ELS cotteon is set at not less than 150 percent
of upland's.

Target Prices: .
The 19381 Act and the 1984 Act mandate that the target price Tor upland cotten

cannot be less than the following:

Crop Year Price
1982 $0.71 per pound
1983 0.76
1984 0.8}
1985 0.81

The actual! target prices are the higher of the ainimum lev

213 plus anv
adiustment for changes in cost of procduction, or 120 percent of

the 1oan rarte.

Deficiencvy Pavments:

Deficiency pavments are calculated in the same way for cotton as for grains,
excapt that the average farm price used is for the entire calendar year in
which the crop was planted.
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Supply Management:

Cotton supply management, like that for grain, includes acreage recuction and
paid land diversion. In crop year 1984, upland has an acreage reduction of 25
percent and ELS has a reduction of 10 percent. If 1984 end stocks of upland
cotton exceed 3.7 million bales, acreage reduction of 20 percent and paid land
diversion of at least 5 percent will take effect. The payment rate will be
$0.25 to $0.35 per pound, depending on the size of end stocks. Participating
farmers will receive at least 350 percent of the land diversion payment at
sign-up, and the balance later in the crop year.

(¢c) Amount:

In FY 1983, the U.S. Government spent $1,363 million (net) on the upland
cotton program and $8 million (net) on the ELS cotton program. In crop year
1983, direct government payments to farmers {(excluding loans) totailed $335
million for upland cotton (ses Table 4).

(d) Estimated Amount per Unit:

See Tables 3 and &4 for this information.

I[. Effect of the Prcogram

(a) Becausa the United States is a major cotton producer and the cotton
program is cperated the same as that for grain, the effects of the cotton
program on trade are the same as for grain. U.S. cotton is priced
comgetitiveily on world markats. Import quotas are in affect to safeguard the
price supgort program.

(b) Statistics for production, consumption and trade are given in the appendix.

Tabie 3 : U.S. Support and rarm Prices

Target Average Average Deficiency

Type/vear Price Loan Rate Farm Price Payment Rate

A ( - ¢/1b. —————————— )
Upland

1981 .70.9 52.5 34.0 7.7

1982 71.0 57.1 59.1 13.§

1983 75.0 55.0 66.4 ~° 12.1
ELS

1981 aone 39.0 26.9 0

1982 none 99.9 98.5 0

1983 none 96.2 114.0 &~ 0

1/

=7 HWeightad average for the first five months of the marketing year.
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Table 4 : U.S. Production and Government Payments

Page 16
Total U.S.
Type/year Production
(million bales)

Upland

1981 15.6

1982 11.9

1983 7.6
ELS

1981 .08

1982 .10

1683 .09

g

27 Total government payments are the
diversicn payments.

Deficiency Total

Payments Government Payments2”
[ Q- million § ——-ccecmuca- )
457.4 548.6

518.9 649.9

530.0 (est.) 535.0 (est.)
none none

none none

none none

sum of ceficiency. disaster and iang
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C. Qilseeds:

Soybeans

I. Nature and Extent

(a) Background and Authority:

The price support program for soybeans is derived from the same background and
authority as that for grains. There are no export incentives or impert
barriers for soybeans.

(b) Incidence:

The price cf soybeans is supported through aonrecourse loans to farmers and
farmer organizaticns. The lgan rate for sovheans is 75 percent of the
adjusted 3-vear natiorai average prigce received by farmers, butl aot iess than
$5.02 per pushel. The i382 loan rats Ffor soybeans is 35.02 par bushei.
National average ratas are adiusted by orcducing aresa and guatity.

() Amcunrt:

In FY 1383, the U.S. Governmen!t spent $288 miilion (nef) on the sovheas
program.

(gd) Sscimated Amcunt ner Unit:

Avarage Avarags
Year Loan Rite Farm Price
------ ($/3U. Ymmmmmmm
1981 .02 §.04
1982 3.02 5.30
1983 3.02 7.50-8.25

]

II. Effect of the Program

(a) The price support program for soOvbeans has no offact on trade. Ia recent
years market prices have consistently been above loan rates, and thus there
has been limited loan activity and purchases by the CCC.

(b) Statistics on production, consumption and trade are given in the appendix.
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Peanuts

I. Nature and Extent

(a) Background and Autherity:

The production adjustment program and the price support program for peanuts
are derived from the same background and authority as those for grains. There
are import quotas in effect and nc direct export incentives. There is a duai
orice support system in effect, under which peanuts for domestic edible use
are supported at one level, and peanuts for export or crushing are supported
at a Tower level, set consistent with the world market price.

(b) Incidence:

The price of peanuts is supporiad thrbUgh nonracoyrse warghouse-stora
to apgproved grewer associations acting for Farmers. The joan rate fo
nuts may not be less than 355C ger short ton; in
e adjusted uoward a maximum of § gercent a vea
uction incraasas. The Secratary of Agri tculture sess loan rats
5ona? (over-3usta) p2anauets at Tevals consice~ing the damanc
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is an import guota cf 854.5 short tons (shelleg basis) on peanyts (shkei
unshelleg, blanched or otherwise prepared or presarved, except peanut 2

(c) Amount:

in FY 1983, the U.S. Government received 36 million (net) from the peanuyt
program {that is. loan repayments and sales 2axc2eded 1can disbursaments,
purchases, and Other costs).

{d) Esctimated Amount per Unit:

Average Average
Year Loan Rate Farm ?rice

198 22.75 quota 25.3
12.9 additional

1982 27.5 quota 24.9
10.0 additional

1983 27.5 quota 24.9 (preliminary)
9.25 additional
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II. Effect of the Program

(3) Despite its complexity, the peanut pregram is not believed to have much
effect on trade. Quota peanuts have a support price higher than the world
price, so usually there is no incentive to export these peanuts. The supcort
price for additional peanuts, most of which are grown specifically for the
export market, is set below worid prices. The peanut program acts to baiance
production and consumption of domestically consumed peanuts at a high price
while enabling farmers to respond to world markets through production of lower
priced additional! peanuts. The peanut program has not encouraged growth in
production or exports; rather, both have heid steady over the past several

years.

As far as imperts are concerned, the import quota is needed to pgrotect the
price supgort pregram.  However, there are production controis on the
higher-priced (Sucta) peanuts. This production gquota is being raducad to te
more Closaly atigned with domestic demand.

v

(9) Statistics on production, consumption and trade are given in the appendix.

~
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D. Dairy

I. Nature and Extent

(a) Background and Authority:

The Agricultural Act of 1949 requires that the price of milk to producers ve
supported at a level between 75 and 90 percent of parity that will assure an
adequate supply of milk, reflect changes in the cost of production, and assure
a levei of farm income that will maintain productive capacity sufficient to
meet future reeds. Legislation enacted in 1977, 1979 and 1981 adjusted price
supports within these limits. The most recent dairy legisiation, the Dairy
and Tobacco Adjustment Act of 1983, reduced price support levels and initiated
a paid-diversion program to lower production.

Import quotas have teen placed on many dairy products according to the
provisions of Section 22 of the Agricultural Act of 1933, as amended.
Overall, the United Statss is a net importer of dairy products. There are no
export incentives for dairy, aithough in unusual circumstances the U.S.
Gevernment has used its authority to disposa of excess stocks.

{bh) Incidence:

The CCC supports miik prices by buying butter, cheese and non-fat ‘dry milk
from manufacturers at announced prices which correspond to the support price
for manufacturing miik. TTective Decamber 1, 1983, the minimum support price
for milk with 3.67% butterfat (the national test average) was reduced to
$12.60 per hundredweignt (gwt.), 50¢ less than the previous support price.
These prices will stay in effect until Segtember 30. 1985. However, USDA may
raduce the support level! by 30¢ on April 1, 1985, if it estimates that net
purchases of miik and products by the CCC will excesd 5 5illion pounds (miik
equivalent) in the succeading 12 menths. USDA may further reduce the support
level by 5C¢ per cwt. on July 1, 1985, if it estimates net purchases of milk
and miik products will exceed 5 billion pounds (milk equivalent) in the
succeeding 12 menths.

In addition, the Dairy and Tcoacco Adjustment Act of 1983 mandated a voluntary
paid-diversion program, under which producers will be paid $10 per cwt. for
reducing milk marketings 5 to 30 percent below their established average.

Tnis program operates from January 1, 1984 through March 31, 1985, and is open
to established producers in the 48 contiguous states who have been actively
engaged in milk production on November 29, 1983. Participants cannot sell or
lease cows to others for milking while in the program. From December 1, 1983
through March 31, 1983, a S0¢ per cwt. assessment is being made on all milk
produced in the 48 contiguous states and marketed by producers for commercial
use to heip defray costs of the paid-diversicn program. Twelve percent of
U.S. dairy farmers are expected to participate; their reduction would equai an
estimated 5.5 percent of the previous year's total milk production during the
15 months of the program.

There is an additional 15¢ per cwt. assessment to raise funds to be used for
programs to increase consumption. Several states already have similar
programs in effect.
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CCC-owned dairy products will be offered for sale for unrestricted use at
prices which approximate 110 percent of the CCC's purchase price.

(c) Amount:

In FY 1983, the U.S. Government spent $2,528 million (net) on the dairy
program.

(d) Estimated Amount per Unit:

There are no legal requirements that the Government pay producers the support
price. Rather, it is obligated to support the market price of milk at a
certain level by CCC purchases of milk products at fixed prices. These
purchases raise demand so that, ideally, processors will offer the support
price to milk producers. However, in recent years milk production has been so
high that, despite very large purchases by the CCC, processors have not bid
milk prices up to the support price; thus, the average price received by
farmers at the national average butterfat test has fallen short of the support
price.

Support Price Avarage Farm
at 3.67% butterfat Price at 3.67% fTat
G LY o4 ") NS )
FY 1981 13.10 12.72
FY 1982 12.68
Oct. 1-20 13.49
Oct. 21-Sept. 30 13.1
FY 1983 - 13.10 12.66
FY 1984
Oct. 1-Nov. 30 13.10
Dec. 1-Sept. 30 12.60 .

[I. Effect of the Program

(3) In managing its dairy support program the United States strives to avoid
setting support prices at levels which stimulate production beyond domestic
market requirements. However, adjustmet of support prices alone has not
proved sufficient in the case of falling feed grain prices and improving
technolegy. In those instances when dairy surpluses have accumulated, the
policy is to use special care in disposing of those surpluses. In most cases
the surpluses can be directed to non-commercial markats (relief donations,
concessional sales, etc.). General U.S. policy on dairy exports is to abide
by the terms of the GATT Internaticnal Dairy Arrangement. The United States
remains a large net importer of dairy products.

It should be noted that under Section 22 of the Agricultural Adjustment Act of
1933, import quotas are in effect for certain cheeses and several other dairy
products. (Section 22 provides for the imposition of import quotas on
commodities under price support, if imports threaten to undermine the price



L/56C3/A44.9
Page 22

support program.) The elimination of the dairy program would likely result in
increased imports, but the amount of this increase would depend on other
countries' subsidy levels.

Conversely, the dairy program is considered to inhibit exports because the
support price is high relative to world prices.

(b) Statistics on production, consumption and trade are given in the appendix.
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E. Sugar

I. Nature and Extent

(3a) Background and Authority:

The price support program for sugar is derived from the same legislation as
the grains programs. There are no export incentives for sugar. Import quotas
are in effect under headnote authority of the Tariff Schedule of the United
States of America. Import fees are authorized by Section 22 of the
Agricultural Adjustment Act of 1933, as amended. '

(b) Incidence:

Sugar prices are supportad through purchases and nonrecourse loans made to
sugar processors who must agree to pay at least the minimum level of support
for the appiicabie region to any producer who delivers to them sugarteets or
sugarcane for processing. The 198! Act set the minimum averags support price
for raw cane sugar at 17¢/1b. in 1982, 17.5¢/1b. in 1983, 17.75¢1b. in 1984,
and 13¢/1b. in 153S. Refined beet sugar is supporied at-leveis detarmined to
be fair and reascnable in reiaticn to the loan level for raw cane sugar. In
1983 the loan rates were 17.5¢/1lp. for raw cane sugar and 20:85¢/1v. for
refined teet sugar. The lcan program is limited to domestical Ty-grown

sugarcane and sugarbeets. -

~
{¢) Amcunt: S~

In FY 1983, the U.S. Governmen®t spgent $43 million (net) on the sugar program.

(d) Estimatsd Amount per Unit:

See I (b).

II. Effect of the Program

(a) The price support program is not intended to stimulate an increase in
demestic production but to stabilize it and to support producer income in a
time of world surpluses and low prices. Sugar imports currently are subject
to quotas, except for raw sugar to be refined or incorporated in other
products and exported. Import fees are authorized, although they are
currentliy set at the minimum of QO cents per pound for raw sugar and | cent per
pound for refined. The United States is a large net importer of sugar, and
axpects to remain so.

(b) Statistics on consumption, production and trade are given in the appendix.
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F. Tobacco - Burley, Flue-cured, and Others (dark air-cured, fire-cured,
Puerto Rican, sun-cured, cigar binder, cigar filler and binder)

I. Nature and Extent

(a) Background and Authority:

The price support program for tobacco is derived from the same laws for the
same reasons as the grains program. The Dairy and Tobacco Adjustment Act of
1983 also governs the support program. There are no import quotas or export
incentives for tobacco.

{b) Incidence:

Two features - supply management through marketing quotas and/or acreage
allotments, and price support through nonrecourse loans - constitute the basic
elements of the price support grogram for tocscco. Markating quotas are in
effect for those types of tobacco listed abeve; to be set up, quotas must be
approved by more than two-thirds of the producars voting in a referendum.
Marketing quotas were disapprovad for Pennsylvania cigar-filler and Maryland
totaccos. In addition, theres are acreage ailotments for the atove tobaccos
excedt burley. Price supports are mandatory under domestic law when marketing
quotas have bean approved by growers. The 1984 support price for fiue-curad
tobacco is $1.639 per pound; support prices for other types are tied to this
price. Under the price support program CCC loans are made availakle through
producer associations with the tobacce as collateral. The associations repay
the .joans as the tobacco is sold. .

The Agriculture and Focd Act of 1581 directs the Secretary cf Agriculture to
operate the tobaccc sucoorti prégram at no net cost to taxpayers other than
administrative expensas. Sgecifically, tobacco associations must reimburse
the CCC for any losses it incurs in seiling its tobacco stocks. Tobacco
associations are required to establish a separate cépital account to cover
these losses consisting of contributions or assessments paid by producers, and
producers must pay into tnis account for all quota tobacco marketed by them
from their farms to be eligible for price support.

{(c) Amount:

In FY 1983, the U.S. Government spent $880 million (net) on the tobacco
program, most of which was loan payments. (This is not considered a “net
cost" because the CCC has assets of tobacco equal in value to the outstanding
loans.)

{d) Estimated Amount per Unit:

Support prices and average farm prices for burley and flue-cured tobacco, the
major types grown in the uUnited States, are given below.



L/5603/Ad4.9

Page 25
National Average Average Farm
Support price Price
[ ¢/1b. )
Flue-Cured
1981 158.7 166.4
1982 169.9 178.5
1983 169.9 177.9 (preliminary)
Burley
1981 163.6 180.7
1982 175.1 181.0
1983 175.1 177.5 (estimate)

II. Effect of the Program

(3) In general, the U.S. price support program has not increased exports or
decreased imports. Some American tobaccos command a premium price because of
their high quality. However, the supgort program has raised American tobacco
prices higher- than they would be othersise, possitiy acting as an import
incentive and an export disincentive.

(b) Statistics on production, consumption and trade ars given in the appendix.
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G. Honey
I. Nature and Extent

(a) Background and Authority:

The honey support program is operated under the same law as the grains
programs. The program provides market stability to producers and encourages
maintenance of bee populations which are vital for pollination of important
seed, fruit and vegetable crops. There are no import quotas or export
incentives for honey.

(b) Incidence:

Honey is supported through a loan and purchase program. The national average
support price for 1983-crop honey is 62.2 cents per pound. Loans are
available for extractad honey in 60-pound and larger containers. The support
Tevel must be set betwean 80 and S0 percent of parity. ODifferentials are
provided according to cclor and class.

(¢) Amcunt:
In FY 1983, the U.S. Government spent 348 million (net) on the hcney program.

(d) Estimated Amount per Unit:

The national average support price and farm price are given below:

Suggort Price Farm Price
G R P —— )
1981 87.4 56.5 (est.)
1982 60.4 55.8 (est.)
1983 62.2 54.4 (est.)

II. Effect of the Program

(a) The suppert price for honey is higher than the world market price.
Hence, the CCC has acquired stocks of honey under loan.

(b) Statistics on production, consumption and trade are given in the appendix.
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H. Wool and Mohair

I. Nature and Extent

(a) Background and Authority:

In addition to the legislation named in the grains section, authority for wool
and mohair support comes from the National Wool Act of 1954, as amended, which
was extended through December 31, 1985, by the Agriculture and Food Act of
1981. There are no import quotas or export incentives for wool or mohair.

(b) Incidence:

Support is carried out through incentive payments to producers. These
payments enccurage producers to improve the quality and markating of wool and
mohair, since the producsrs who get higher prices for wool an” mohair aiso gat
higher incentive pavments. Payments are based on the percantige, cailed the
payment rate, needed to bring the average return raceivad by all producers up
to the support level. To determine a producer's payment, the payment rate is
apclied to the individual producar's net prcceeds from the saie of wooi or
mohair. The support prices for 1983 were $1.53 per pound for woo! and $4.53
per pound for mohair.

(¢) Amount:

In FY 1983, the U.S. Governmeat spent $94 million (net) cn the wool and mchair
programs. !

(d) Estimated Amcunt per Unit:

The national average suppert prices, farm prices and gayment rates are given
below:

Support Price Farm Price Payment Rata -7
( YA L FEEE TS ) (% of market return)
Wool -
1981 1.39 0.945 42.9
1982 1.37 0.634 100.3
1983 1.53 0.72 (est.) 112.5 (est.)
Mohair
1981 3.718 3.50 6.3
1982 3.977 2.55 56.0
1983 4.63 4.50 (est.) 2.9

N
L)
- 0
t
~

1/

-7 See explanation in I(b).
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II. Effect of the Program:

(a) The wool program does not affect production or trade to a great extent
because the dominant factor in wool production is the price of meat rather
than th2 price of wool. The United States is and expects to remain a wool

importer and a minor producer.

Because mohair prices are much greater than wool prices, goat meat prices are
less important in determining mohair production than lamb prices are for
wool. Even so, the mchair program is not believed to have a significant

impact on mohair trade.

(b) Statistics on production, consumption and trade are given in the appendix.
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Commodity Credit Corporation
Export Credit and Credit Guarantee Programs

I. Nature and Extent

(a) Background and Authority

The Commodity Credit Corporatiorn (CCC) is a Federal corporation within the
Department of Agriculture. The Corporation was created to stabilize, support,
and protect farm income and prices. The CCC also helps maintain balanced and
adequate supplies of agricultural commodities and helps in their orderly
distribution.

The CCC is authorized to sell agricultural commodities to foreign governments
and make food donations to domestic, foreign, or international relief
agencies. The CCC may barter surplus commodities for materials for the U.S.
strategic stockpile, but it has done so only twice in the last few years, beth
times exchanging dairy products for Jamalican bauxite. The CCC also assists in
the development of new domestic and foreign markets and marketing facilities
for agricultural commodities through direct credit and credit guarantees for
exports of many commodities.

(b) Incidence:

CCC's export credit guarantee programs are designed to expand U.S.
agricultural exports by facilitating private U.S. financing of foreign
purchases on credit terms of up to three years. The programs provide
protection to the U.S. exporter or the U.S. financial institutions against
nonpayment by the foreign importer's bank for commercial or noncommercial
reasons without distinction. The programs operate in cases where credit is
necessary to increase or maintain U.S. exports to & foreign market and whose
private financial institutions would be unwilling to provide the financing
without CCC's guarantee. These programs are authorized under Section 5 (£) of .
the Commodity Credit Corporation Charter Act. The several programs are
explained below.

l. GSM-102 (Export Credit Guarantee Program). As its title indicates, it is
a guarantee program, not a direct credit program. U.S. commercial banks
extend the credit for periods of up to three years. The U.S. exporter pays a
fee to the CCC for the guarantee, and the U.S. lender sets the interest rate.
The guarantee covers 98 percent of the financed principal and interest up to
eight percent per annum on the guaranteed amouat of credit made svailable
through private lenders.

In FY 1983, the CCC approved $4,592 million dollars in credit guarantees, of
which $822.5 million was blended with direct credits (see para. 3 below).
Products covered include wheat and flour, feedgrains, rice, oilseeds and
products, pulses, livestock and products, poultry and eggs, cotton, and
planting seeds, among others.

2. GSM=-101 (Non—-Commercial Risk Assurance Program). This is a guarantee
program which preceded GSM-102. This program is no longer being used,
although there remain some outstanding contracts.
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3. A blended credit program, initiated October 20, 1982, using GSM-5 (Export
Credit Sales Program) direct credit and GSM-102 commercial export credit
guarantees. The credit is blended in a certain ratio of government-guaranteed
credit and interest-free direct government credit. (There are substantial
interest penalties for nonpayment of GSM-5 funds.) The blended credit is for
terms of up to three years.

In FY 1983, the CCC made available $1,089 million dollars of this blend of
export credits and credit guarantees. Of the $1,089 million, $1,028 million
was approved, of which $205.6 miliion was GSM-5 interest-free credit and
$822.5 million was GSM-102 credit guarantees (see para. 1 above). Products
covered included wheat and flour, rice, feedgrains, oilseeds and meal and oil,
Tivestock, semen, cotton, tovacco, feed concentrates, vegatable seed, tallow
and lumber. In FY 1984, blended credit is available oaly for wheat.

4. The CCC has direct lending authority also undsr GSM-201 (for the export of
breeding animais), and GSM-301 (intermediate credit principaily for use in
develcoing infrastructure in develcping countries). These two programs have
not been fund2d for sevaral years.

5. The Agricuiture and Focd Act of 153! established a reveolving fund to
finance the existing diract cra2dit grograms; however, no funds have bean
appropriatad by Congress to fund this program.

(¢) Amcunt:
In FY 1983, the U.S. Government speant $382% aiilion (netl) on these prégrams.

Approved CCC Cragit and Credit Guarantass

Fiscal Year GSM-§ GSm-102 GSM-391
R Smillion eeeccmmcccaaaa )
1981 0 1,744 =7 17
1982 o . 1,386 -7 0
1983 206 =7 4,592 &7 0

Preliminary

Sales registerad to date. Final export figures not yet available.

(d) E€stimated Amount ner Unit:

Not applicable.

I1. Effect of the Program

(2) As explained in section I[(b), these programs operate in cases where
foreign financial institutions would be unwilling to provide the financing
without the CCC's guarantees. The GSM-102 program serves to open up trade in
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situations in which a sale, for political or other reasons, would not be

made. The blended credit program was used to meet competition posed by
subsidized exports by other exporting countries in specific foreign markets by
effecting a lTower interest rate for the entire sale. The actual subsidy
amount would be unknown since the interest rate on the GSM-102 portion is set
by the lending and borrowing banks. In fiscal year 1983, blended credit was
extended to about 4 percent of U.S. exports of the commodities covered.

Credit guarantees were extended to less than 14 percent of U.S. exports ¢f the
commodities covered.

(b) Not applicable.
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Statistics of Production, Consumption, Imports, and Exports

United States

Page 32

Commodity/Year Production

Wheat (June-May)
1976-77 58,487
1977-78 55,684
1978-79 48,336
1979-80 58,080
1980-81 64,68
1981-32 78,178
1982-83 75,338
1983-84 56,009

Feadgrains (markat year)
1976-77 153,355
1977-73 23,73
1978-79 222 142
1379-82 233,747
1980-31 133,829
1981-82 248,553
1982-83 254 828
1583-3% 137,393

Upiand Cotten {August-Juiy)
1978-77 2,290
1977-78 3,168
1678-79 2,343
1979-80 3.156¢
198C-31 2.338
1981-82 3,389
1982-83 2.583
1983-84 1,662

Extra Long Staple Cotton (August-July)
1976-77 14
1977-78 28
1978-79 20
1979-80 22
1930-8! 23
1981-82 17
1932-83 22
1983-84 20

(1,000 Metric¢ Tons)

Consumption

20,549
23,378
22,776
21,311
21,129
23,238
25.43¢C
32,129
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Commodity/Year 27 Production

Milled Rice (August-July)

1976-77 3,781
1977-78 3,120
1978-7§ 4,27}
1979-80 4,324
1980-381 4,838
1981-82 5,974
1982-83 4,947
1983-84 3,234
Soybeans (September-August)
1976-77 35,270
1977-78 48,097
19738-79 53,853
1976-80 §1.722
1980-81 ag8,772
1981-82 54,435
1982-83 80,877
1983-84 43, 42!}
Dairy/8utter
1977 433
1978 asi
197% as7
198% 519
1981 337
1982 570
1983 (preiiminary) 338
1984 Si0
Dairy/Cheese
1977 1,523
1978 1,597
-1979 1,686
1980 1,807
1981 1,840
1982 2,053
1983 (preliminary) 2,168
1984 1,950
Dairy/NFOM
1977 302
1978 417
197¢ 412
1580 526
1981 596
1982 635
1983 (preliminary) 690

1984 530

Consumption

1,618
1,248
1,708
1,794
2,113
2,247
2,050
2,180

23,584
27,451
30,390
32,872
30.173
30.356
32,858
30,032

429
443
16!
483
447
488
531
S20

1,597
1,700
1,769
1,825
1,818
2,123
2,168
2.210

342
338
374
351
304
314
388
350
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Imports

NWwwWwww

83
110
112
105
112
122
130
130

—t ot oot et [N) ot s s

Exports

2,097
2,270
2,43
2,706
3,028
2,683
2,218
2,130

15,351
15,061
20,117
23.818
19.712
2s.283
28,3532

19,734

74
122

3$
131
185
134
225
250
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37

Commodity/Year 2

Raw_Sugar (September-August)

1976-77 6,234
1977-78 5,436
1678-79 5,557
1979-80 5,187
1980-81 5,355
1981-82 5,585
1982-83 5,295
1983-84 5,185
Peanuts (in shell) (August-July)
1976-77 1,701
1977-78 1,690
1978-79 1,793
1979-89 1,800
1980-81 1,044
1881-82 1,808
1982-33 1,559
1983-84 1,483
unmanuf. Tecbacco
1977
1678 828
1379 524
1680 730
1381 842
1382 753
1983 (estimate) 565
doney
1977 81
1978 108
1879 108
1980 91
1981 84
1982 104
1983 93
Wool (clean)
1978
1979 25
1380 25
1981 26
1982 25
1983 na

Production

723 £

25 ¢

Consumption

10,019
9,872
9,751
9,519
8,916
8,529
8,187
7,915

1,552
1,236
1,273
1,302
1,096
1,390
1,203
1,209

612
672
611
661
739
706
700

109
126
128
103
105
114
118

Imports ‘Exports
4,482 40
4,414 14
4,416 16
4,022 336
3,746 720
3,461 263
2,621 226
2,676 415

- 355
-— 465
-—- 5:8
- 479
182 228
] 251
] 309
] 351
133 290
167 32
186 259
169 273
239 266
2647 261
165 233
29 2
25 4
27 4
22 4
35 4
42 4
45 4
23 -
19 -—
26 ———
34 _—
28 i
35 _—

(est.)
(est.)
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Commodity/Year 27 Production Consumption Imports Exports

Mohair (clean)
1978
1979
1980
1881
19382
1983 n

2 WWwWwww
[}
| I |
[
[}
[ |
[
E- NN - JS I VS Iy VS 3y 9% )

--- = less than 500 metric tons

na = not available

as

Crop year 1933-84 and caiendar year 1984 are projected.

o/

27 Refined.
S Dry weight.

e’

Shorn only.



