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In the news of late has been discussion of new
tariffs being placed on U.S. exports to the
European Union (EU) starting March 1, 2004.
Given the potential inpact of this move by the
EU on U.S. agriculture, a bit more discussion
of the facts is warranted. As has been the prac-
tice for many years, the U.S. currently pro-
vides reduced taxes on many products that are
exported by firms described as Foreign Sales
Corporations (FSCs). The EU filed a com-
plaint in the World Trade Organization (WTO)
suggesting that these tax breaks for FSC
amounted to export subsidies. The WTO dis-
pute panel agreed and declared these tax
breaks in violation of WTO rules in 2002 and
on May 7, 2003 granted the EU permission to

impose additional tariffs of up to a maximum
of $4 billion to act as countermeasures against
the U.S.’s FSC tax breaks. The $4 billion
WTO endorsement is the amount deemed to
be roughly equal to the annual tax breaks pro-
vided to FSCs.

The US has had approximately two years to
revise its tax laws to rectify the rules viola-
tion, after which the EU would have the right
to impose tariffs. The deadline for altering
the legislation was last month (February). The
WTO granted formal permission for the EU
to begin levying tariffs beginning March 1,
2004. The EU announced an additional cus-

Continued on page 2

The Increase in Steel Prices

The steel industry has seen quite a change
during the last year. U.S. tariffs on imported
steel were lifted in December and instead of
prices falling, just the opposite has happened.
Prices of hot-rolled steel have risen 66% in
the last eight months. The price in the U.S. hit
nearly $500/ton in February with no end in
sight to the higher prices. Steel is now priced
at time of delivery, something that has not
happened in three decades. Some suppliers are
even charging $800/ton to guarantee delivery
of cold-rolled coils in April. Other mills are
reported to be making delivery only at the mar-
ket price in effect when the steel ships. Some
mills are even trying to levy surcharges and
limit orders. Getting commitments beyond
April is difficult. See Figure 1 for an index of
steel prices for the last three years.

There are many factors contributing to in-
creased steel prices. These include increased
world demand, a recovering U.S. economy,

coke shortages, high energy prices, and a weak
U.S. dollar. The biggest factor though is
greatly increased world demand, especially
from China. China’s steel demand rose 38
million tons last year. This increase is more
than the annual steel usage in Mexico and
Canada combined. China now consumes 31%
of all steel worldwide. Other countries such
as South Korea have seen demand increase as
well. As these other countries buy more steel,
steel production has not been able to keep
pace.

The recovering U.S. economy is also contrib-
uting to increased demand. As the rate of eco-
nomic expansion increases, U.S. manufactures
are demanding more steel.

The supply side is further affected because of

a shortage of coke and iron ore. A fire in a

West Virginia coal mine has led to lower U.S.
Continued on page 3
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Tariffs - Continued from page 1

toms duty of 5% beginning March 1 on a limited number of
products (see table). These extra tariff rates will increase by
1% each month until they reach a maximum level of 17%
next March, or until Congress acts to revise U.S. tax rules.
There are two important issues to remember in this discus-
sion. First, whether the tax break is actually an export sub-
sidy and whether the EU practices similar policies is no
longer a matter of debate. The WTO, of which the U.S. is
one of 148 member nations, has ruled against the U.S. on
this issue and there is no recourse to this ruling. Second,
Congress could have averted this increase in tariffs by sim-
ply changing the law during the two-year grace period, but
it failed to do so. The EU has announced publicly that it
will immediately repeal the tariffs as soon as Congress brings

U.S. law into compliance with the WTO ruling.

These additional tariffs will have an increasingly large ef-
fect on U.S. exports, depending on how long it takes Con-
gress to act on changing U.S. tax laws. According to a Eu-
ropean Commission news release, the EU has chosen to en-
force these tariff countermeasures at levels well below the
$4 billion authorized by the WTO. Estimates show that the
tariffs will amount to about $16.5 million in March, rising
to about $46 million by December for a total of $315 mil-
lion. That amount could double next year if Congress fails
to act by the end of 2005. As the table shows, several agri-
cultural products important to Mississippi will be affected
including cotton and textiles, fish and crustaceans, and fruits
and nuts.
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Affected Product Category

Specific Products

Agricultural Products

Ham, milk powder, tomatoes, pineapples,
honey, certain vegetables, fruits and nuts,
cereals, certain preparations of meat, fish
and crustaceans, sugar and confectionaries,
cotton

Textiles and Apparel

Suits, trousers, bed linens

Industrial Products

Hand tools, drilling tools

Electronic Products

Water-tube boilers, steam engines,
refrigerators, various types of electrical
machinery, nuclear reactors

Steel Products

Ferro-nickel alloys, non-alloy ingots, flat
hot-rolled steel

Miscellaneous Products

Paper and paperboard, books, carpets,
jewelry, leather goods, footwear, ceramic
products, glass and glassware, toys and
games
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Steel - Continued from page 1
output of coke, a substance made from coal. Because coke Figure 1. Index of Steel Prices
is a key ingredient in steel production, a reduction in coke
supply constrains the supply of steel. The higher energy 450
prices this winter have constrained steel production as well. /

Steel is very energy intensive to produce and higher energy
prices make steel more expensive. 400 1
The last supply constraining factor is the weak U.S. dollar. 350 A
Figure 2 shows how the dollar compares to a combination
of foreign currencies. A weak dollar is good for U.S. ex-
porters but bad for importers. It helps exports because our 300 7
products are more competitive in other countries. Just the
opposite effect exists for imports as they become more ex- 250 1
pensive. Therefore, a weak U.S. dollar discourages compa-
nies from buying foreign steel as it becomes more expen-
sive as the dollar drops in value. More U.S. steel is likely to 200 A R — — T
be exported as the weaker dollar makes U.S. steel cheaper S LS TR S
compared to foreign alternatives.

Index

Month

Currently, the steel market is experiencing bot_h incr'easgd — 2001 —m— 2002 —A— 2003 —6— 2004
demand and reduced supply as the preceding discussion il-

lustrates. The net effect is the rapid rise of steel prices we
are experiencing.

Effect on Farmers

For farmers, the short-term effects of higher steel prices may

be minimal, but long-term could be different. Competition

among manufacturers may make it difficult to pass on steel

price increases to consumers and farmers. In addition, the

bigger manufactures have multi-year input contracts and can

prevent steel suppliers from passing on surcharges. General

Motors, Ford, and Chrysler are all reported to be rejecting

steel invoices that include surcharges. 135

Figure 2. Index of U.S. Dollar

The smaller manufactures that supply many of the machines 130 -
and tools used by farmers are the group most vulnerable to
higher steel prices. These manufacturers do not have the clout
with steel mills to prevent surcharges. The effect on farmers
is either higher machinery prices from these manufacturers
or the loss of the manufacturer itself. 120 +

125 -

One bright side to this whole situation is that steel prices 115 -
could decrease almost as quickly as they have been increas-
ing. Prices have spiked like this two or three times in the
last 50 years, but they have always returned to lower levels.
While the demand side is likely to stay strong, the supply
side will eventually recover from the constraints it is now 105 -
facing.

110 -

100

Gregg Ibendahl  662.325.2887
ibendahl@agecon.msstate.edu

Jun-00

Oct-00 7
Feb-01 |
Jun-01
Oct-01
Feb-02
Jun-02
Oct-02 |
Feb-03
Jun-03
Oct-03
Feb-04




If you would like to receive
Agricultural Economic & Poalicy
Perspectives in electronic format,

please notify Gregg Ibendahl by e-
mail at:
ibendahl@agecon.msstate.edu

Mississtppd Mate

Upcoming Events

Profitable Pastures Conference
March 12
Bost Conference Center—Starkville, MS

March 13
Central MS Research & Extension Center—
Raymond, MS

National 4-H Conference
March 18-23
Washington , DC

TEAM Volunteer Training
March 24
Mississippi Horse Park—Starkville, MS

USDA

March 5
Livestock slaughter (annual)
March 8
Poultry slaughter (annual)
Egg products
March 10
Crop production
Ag chem usage
March 16
Catfish losses to wildlife
Milk production
March 19
Livestock slaughter
Cattle of feed
March 22
Catfish processing
Chicken and eggs
March 31
Grain stocks
Prospective plantings
Rice stocks
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