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You need the

International Agriculture and
Trade Reporits to:

understand why China reduced its grain imports

know what impedes trade to the APEC region

see if you should bank on continued Russian meat imports

find out how Mexico's economic recovery is boosting U.S. exports
get a handle on U.S. agricultural trade with Europe

discover new markets for high-value products in the Newly
Independent States and the Baltics

learn whether NAFTA helps or hurts U.S. agriculture

decide if you should export soybeans and cotton to China
determine where EU agricuitural production and trade are headed
learn about emerging Asian markets for U.S. food exports

B

This five-report series includes China, Europe, Newly Independent States and the Baltics, APEC,
and NAFTA. USDA economists draw on original foreign source materials to explain how basic forces are
changing agriculture and agricultural trade around the world. Each report anticipates short- and long-
term production, consumption, and trade of the region’s key commodities. Detailed analysis backs up
forecasts on how agricultural policies and structure, as well as macroeconomic and trade policies, will
affect world food and fiber markets. Each report includes consistent, up-to-date data bases on key
agriculture and trade indicators.
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Foreword

The North American Free Trade Agreement among the
United States, Mexico, and Canada has had a positive ef-
fect overall on the U.S. agricultural sector, reinforcing the
rend toward greater integration of markets in North Amer-
ica. 1996 marked the third year of trade liberalization be-
tween the United States and Mexico and the eighth year of
liberalization between the United States and Canada, Any
assessment of the impact of NAFTA, especially so early in
the implementation process, must recognize that NAFTA is
only one of many factors that have influenced North
American agricultural markets in recent years.

U.S. agricultural exports to Mexico and Canada increased
from $8.87 billion in 1993 to $11.59 billion in 1996. Dur-
ing the same period, U.S. agricultural imports from the

NAFTA partners grew from $7.33 billion to $10.55 billion.
The collapse of the Mexican peso in December 1994 and
the subsequent recession reducad Mexican consumers’ pur-
chasing power and increased the short-term price competi-
tiveness of Maxican exports. Consequently, U.S. agricul-
tural exports to Mexico plunged in 1995, offsetting the 22
percent growth in 1994, The Mexican economy began a
strong recovery in 1996 and U.S. exports surged 55 per-
cent, more than regaining the ground lost in 1995,

This report is submitted to the United States Congress to
meet the requirements of the NAFTA Implementing Legis-
lation of 1993 requiring a United States Department of Ag-
ticulture biennial report starting in 1997,
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Executive Summary

Even at this relatively early stage in its implementation,
the North American Free Trade Agreement (NAFTA)
among the United States, Mexico, and Canada has had a
positive effect overall on U.S. agriculture, reinforcing the
trend toward greater integration of markets in North Amer-
ica. The competitiveness of the United States in a broad
range of agricultural sectors is enhanced by reduced restric-
tions at the border. More open trage within North America
has mitigated local production shortfalls caused by adverse
weather, securing more stable supplies and reducing com-
modity price volatility. Consumers in all three NAFTA
countries have benefited from more access to wider
sources of supply.

U.S. agricultural trade with the NAFTA partners is grow-
ing rapidly, with exports up 31 percent and imports up 44
percent since 1993 (figure 1). Three years into NAFTA im-
plementation, all non-tariff barriers and many tariffs be-
tween the United States and Mexico have already been
eliminated, and most of the remaining tariffs have declined

more than one-third. Because Mexico's tariffs on agricul-
tural imports from the United States were much higher
than U.3. tariffs on agricultural imports from Mexico,
Mexican tariffs have been reduced substantially more than
1.8, 1ariffs. The structural changes caused by trade liberali-
zation take time to develop, so the complete effects of
NAFTA will not be felt until the agreement is more fully
implemented and markets have adjusted {0 the new trade
environment. Any assessment of the impact of NAFTA, es-
pecially so early in the implementation process, must rec-
ognize that NAFTA is one of many factors that have influ-
enced North American agricultural markets in recent years.

Since the NAFTA was implemented on January 1, 1994,
U.S, agricultural exporis to Mexico have increased by $1.8
billion, and the U.S. agricuitural trade surplus with Mexico
fias grown by $800 million. NAFTA’s preferential tariffs
have helped U.8. suppliers solidify, and for some commeodi-
ties expand, their dominant 76-percent overall market
share. Mexico is a rapidly growing market for U.S. agri-

Figure 1
NATA's Share of U.S. Agricultural Trade
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Rest of World 79.1%

$42.6 hiltion
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Mexico 8.5%

Rest of World 80.8%

Mexico 8.0%
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culture, averaging 14.8 percent growth per year since

1993, compared with 12.4 percent average growth for U.S.
exports. The robust performance of U.S. agricultural ex-
ports for the period occurred despite the sharp decline in
exports to Mexico in 1995 in the wake of the peso crisis,
The collapse of the Mexican peso in December 1994 and
the subsequent recession reduced Mexican corsumers’ pur-
chasing power and increased the short-termn price competi-
tiveness of Mexican exports. Consequently, U.S. agricul-
tural exports to Mexico dropped 22 percent in 1995, offset-
ting the gains from 1994, while Mexican exports to the
United States grew 32 percent. The Mexican economy be-
gan a strong recovery in 1996, and U.S. agricultural ex-
ports to Mexico rebounded, increasing, almost 55 percent,
while imports from Mexico dropped slightly from the pre-
vious year (figure 2),

NAFTA facilitated trade and promoted more rapid eco-
nomic recovery in Mexico than might otherwise have oc-
curred after the peso devaluation (Gould et al,, Dallas Fed-

eral Reserve, 1996). One of the greatest contributions of
NAFTA. was in preventing the Mexican government from
reverting to the restrictive trade policies that were so de-
structive during the debt crisis in the early 1980's. Mex-
ico’s adherence to its NAFTA comimitments and the rapid
recovery of trade in 1996 provide compelling evidence that
NAFTA has achieved one of its primary goals of locking
in and expanding Mexican trade and investment reforms.

U.S. agricultural exports to Canada increased to a record
$6.1 billion in 1996, accounting for a dominant 65-percent
share of Canada’s agricultural imports. Even in the mature
Canadian market, 1.3, agricultusal exports have averaged
5.2 percent annual growth since 1993.

NAFTA is one of several factors that has shaped the trad-
ing relationships among the United States, Mexico, and
Canada, All three countries have adopted fundamental do-
mestic agricultural policy reforms in recent years. The ef-
fects of these reforms are sometimes difficult to separate

Figure 2

Monthly U.S. Total Agricultural Trade with Mexico
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from the direct effects of NAFTA trade reforms. In addi-
tion, for some commodities, adverse weather has been
major factor in recent shifts in cross-border trade patterns.

The agricultural provisions of NAFTA have had a modest
positive impact on investment and employment in the U.S,
rural economy to date, The effects are modest because
NAFTA trade is a small part of U.S. agricultural trade, and
becanse trade liberalization under NAFTA is only partially
complete. As NAFTA creates competitive opportunities for
rural America, labor and capital will shift toward more effi-
cient firms and industries. The dynamic process of market
adjustments will continue throughout the 15-year imple-
mentation of the agreement. The strong export perform-
ance of U.S, agriculture thus far suggests that NAFTA is
creating incentives for resources, labor and capital to re-
main in the agricultural sector.

Impacts of NAFTA on U.S.
Agriculiure

& Since the NAFTA was implemented, 1.8,
agricultural exports to the NAFTA countries have
increased from $8.87 billion in 1993 to a record
$11.59 billion in 1996. The United States had an
agricultural trade surplus of over $1 billion with
its NAFTA partners in 1996,

® .S, export performance with Mexico has been
particutarly strong, with exports increasing
nearly 15 percent per year, on average, between
1993 and 1996, to a record $5.4 billion. Twelve
commodities having the fastest growth—com,
soybeans, wheat, field seeds, vegetable oils,
cotton, sugar and related products, barley, puises,
beef and veal, rice, and soybeans—as a group
increased $2 billion, more than 150 percent.

¢  TJ.S. agricultural exporis to Canada grew nearly
5 percent per year between 1993 and 1996, to a
record $6.1 billion. Twelve commodities—corn,
pork, cotton, orange juice, sugar and related
products, hides and skins, beverages except juice,
soybean meal, wine, peanuts, field seeds, and
rice—as a group, increased $382 million, up 42
percent from 1993,

® NAFTA has contributed to the significant
increase in U.S. exports. Based on USDA
economic analysis, U.8. agricultural exports to
Mexico and Canada were about 3 and 7 percent
higher, respectively, in 1996 than they would
have been without NAFTA,

¢ Some of the biggest gains in U.S. exports to
Mexico due to NAFTA have been for sorghum,
cattle, beef, dairy products, apples, and pears.
U.8. exports of these products were 10 to 30
percent higher in 1996 than would have occcurred
without the agreement.

e (.S, agricultural suppliers hold dominant market
shares in both Canada and Mexico. In 1996, the

Economic Research Service, USDA

U.S. share of Canada’s total agricultural imports
was b5 percent and the U.S. share for Mexico
was 76 percent. NAFTA preferential tariff rates
helped U.S. suppliers solidify, and for some
commodities expand, their market share.

U.S. agricultural imports totaled a record $33.3
billion in 1996. U.8, agricultural imporis from

the NAFTA partaers grew from $7.3 billion in

1993 to $10.5 billion in 1996. U.S. agricultural
imports from Mexico and Canada were about 3
and 5 percent higher, respectively, in 1996 than
they would have been without the agreement.

U.S. agricultural imports from Mexico increased
11.6 percent per year, on average, between 1993
and 1996, to $3.8 hillion. Twelve
commodities—coffee, tomatoes, beverages
excluding fruit juices, melons, orange juice,
onions, cucumbers, sirawbetries, grapes, biscuits
and wafers, peppers, and molasses—as a group
increased $1.1 billion.

U.5. agricultural imports from Canada grew 13.7
percent per year from 1993 to 1996 to 36.8
billion, Twelve commedities—swine, pork,
cacoa, potatoes, beef and veal, biscuits and
wafers, cattle, oats, barley, sugar and related
products, rapeseed, and beverages excluding fruit
juices—as a group increased $1.1 billion.

NAFTA's biggest impacts have ocourred on
those products that faced high injtial barriers and
rapid liberalization. For many commedities, the
direct impact of NAFTA has been mnodest
because trade batriers were either relatively low
before the agreement began or liberalization is
only partially complete. Trade barriers are only
one of many factors that influence trade.

For many agricultural products, NAFTA has
fostered two-way trade between the United
States and Canada. U.S. beef exports to Canada
were about 100 percent higher in 1996 because
of NAFTA, while U.S. imports of beef from
Canada were about 50 percent higher. Bilateral
trade between the United States and Canada in
wheat and wheat products and vegetable oils
wete 5 to 10 percent highr in 1996 than they
would have been without the agreement.

Agricultural commoedities that were freely traded
before NAFTA have not been directly affected
by the agreement. The tariff on coffee imports to
the United States was zero before NAFTA;
therefore, the recent increase in 1.8, coffee
imports from Mexico cannot be linked to
NAFTA. Likewise, trade in oats between the
United States and Canada carried zero tarifis
before the CFTA, so the recent increases in U.S.
imports of oats from Canada cannot be direcly
attributed to trade liberalization.

NAFTA/WRS-97-2/September 1997 &



For U.S. imports of winter vegetables, only a small
increase can be attributed directly to the NAFTA
tariff changes. NAFTA tariff reductions on U.8.
imports of winter tomatces from Mexico have been
very small, less than 1.5 percent on an ad valorem
basis. The peso crisis in Mexico, technological shifts
in tomato production, and unnsual weather in
Florida were far more important than the tariff
reduction under NAFTA.

Some products have not experienced significant
trade liberalization under NAFTA because at this
early stage the over-quota tariffs remain
prohibitively high. Most of these tariffs will
ultimately be eliminated. On the other hand, the

8§ NAFTAWRS-97-2/September 1957

Mexican government has not enforced the
over-quota tariffs in some areas, including corn and
poultry, resulting in a rapid growth of U.S. exports.
NAFTA can be viewed as indirectly responsible for
th is export growth.

The level of total investrnent in the U.S. economy
and the share going to agriculture increased under
NAFTA. Investment in U.S. agriculture and rural
areas was about (.19 percent higher in 1996 than it
would have been without NAFTA. Employment in
U.S., agriculture and related industries was about
0.07 percent higher in 1956 than it would have been
without NAFTA .

Economic Research Service, USDA



The Effects of the North American Free Trade Agree-
ment On Agriculture and the Rural Economy

The North American Free Trade Agreement (NAFTA), im-
plemented on January 1, 1994, liberalizes trade and invest-
ment rules among the United States, Mexico, and Canada.
The United States pursued NAFTA as a means of securing
its relationships with Mexico and Canada, promoting eco-
nomic stability in both countries, and locking in policy re-
forms and trade gains achieved since the mid-1980"s,
NAFTA encompasses the Canada-U.S. Free Trade Agree-
ment (CFTA), in place since January 1, 1989, and builds
on the “Framework of Principles and Procedures for Con-
sultations Regarding Trade and Investment Relations” be-
tween the United States and Mexico, initiated in 1987, The
United States and Mexico began discussions on a free
trade agreement in 1990, and Canada joined the discus-
sions in 1991. Negotiations were completed and the Presi-
dents of all three countries signed the Agreement in De-
cember 1992. The U.S. Congress approved the Agreement
in November 1993 and NAFTA was signed into law on De-
cember 8, 1993. NAFTA came into effect on January 1, 1994.

The agricultural provisions of NAFTA addressed tariffs,
nontariff barriers, safeguards, rules of origin, and sanitary
and phytosanitary regulations. In general, the rules of the
CFTA continue to apply to agricultural trade between the
United States and Canada. Tariffs on most agricultural
products traded between the United States and Canada will
be eliminated by January 1, 1998, as provided in the origi-
nal CFTA, but restrictions on certain products remain diffi-
cult to liberalize. Alt tariffs, quotas, and licenses that re-
strict agricuitural trade between the United States and Mexico
will be eliminated over the 15-year implementation period.

The implementing legislation for NAFTA mandated that
the Secretary of Agriculture prepare a biennial report to
Congress on the effects of the agreement on Ameyican pro-
ducers of agricultural commodities and on rural communi-
ties in the United States. This report addresses both the Ca-
radian and Mexican portions of the NAFTA agreement as
it existed in 1996. Because the CFTA was subsumed under
NAFTA, this analysis addresses the full scope of agricul-
tural trade liberalization between the United States and
Canada since the beginning of the CFTA, not just that
which has has occurred since NAFTA began in 1994. The
congressional mandate specifically requires the following
elements contained in this report:

(A) an assessment of the effects of implementing the agree-
ment on the various agricultural commodities affected by
the agreement on a commodity-by-commodity basis;

{B) an assessment of the effects of implementing the agree-
ment on investrments made in U.S. agriculture and on rural
communitias in the United States;

{C) an assessment of the effects of implementing the agree-
ment on employment in U.S. agricuiture, including any
gains or losses of jobs in businesses directly or indirectly
related to U8, agriculture.

Economic Research Service, USDA

Measuring the Impact of
NAFTA on U.S. Agriculture
and Rural Areas

The initial years of NAFTA implementation have been
characterized by significant, concurrent changes in the do-
mestic agricultural policies of the United States, Canada,
and Mexico and in the global trade policy environment for
agriculture. The peso crisis and subsequent recession in
Mexico seriously disrupted trade in 1995, overwhelming
the effects of the early tariff reductions under NAFTA. Ad-
verse weather and changing technology affected trade in
several commodities it the North American market. An as-
sessment of NAFTA must disentangle the effects of the
changes in tariff and nontariff barriers under the agreement
from the other forces that have influenced economic condi-
tions and agricultural markets in North America.

Analysts in the Economic Research Service (ERS) used a
dynamic computable general equilibrium (CGE} model to
isolate the economic impacts of NAFTA on investment and
employment in U.8. agriculture and rural areas and on agri-
cultural trade among the NAFTA partners. First, the model
was used to estimate the levels of investment, employment,
and trade that would have occurred without NAFTA. This
was done by using the Most Favored Nation (MFN) tariffs
and nontariff measures that each of the three countries ap-
plied to other members of the World Trade Organization
{WTQ) in 1992. Then the MFN rules were replaced with
the NAFTA provisions for 1996 and the impacts on invest-
ment and employment were calculated. The difference be-
tween the two outcomes represents the pure impact of the
tariff and nontariff changes under NAFTA to date. This ap-
proach implies that the domestic agricultural policy re-
forms and multilateral trade reforms undertaken in each
member country would have happened withoat NAFTA.

To evaluate the impact of NAFTA on trade for individual
commodities, ERS analysts supplemented the CGE analy-
sis with more detailed country and commodity models.
These static equilibrium models were used to backeast two
scenarios for 1994-86, Unlike the 1993 USDA study, Im-
pacts of the North American Free Trade Agreement on U.S.
Agricultural Commodities, which presented long-term
trade forecasts based on assumptions about future levels of
income growth and exchange rates, this study used actual
wrade, exchange rate, and income data through 1996. The
goa! of the analysis was to isolate the direct impacts of the
tariff and nontariff trade policy changes under NAFTA

"from the other forces that have affected specific North

American commodity markets in recent years.

The first scenario simulated the trade flows that would
have occurred without NAFTA. As in the CGE analysis,
the MFN tariffs and nontariff measures for each country
were used to generate a base estimate of the trade that
would have occurred without NAFTA. Where import ki

NAFTA/WRS-97-2/September 1897 7 -



censes or quotas were replaced by tariff rate quotas under
the Uruguay Round agreement {(implemented at the begin-
ning of 1995), analysts made knowledgeable judgments
about the level of imports that might have occurred in the
absence of NAFTA. The second scenario altered the trade
rules for each member country following the terms of the
NAFTA agreement. By comparing the difference in the
two scenarios to the actual level of trade, an estimate was
derived of the impact NAFTA would have had in the ab-
sence of the economic and weather disturbances of the
past 2 years.

Although NAFTA is essentially three bi-national agree-
ments (Canada-Mexico, United States-Mexico, and United
States-Canada under the CFTA), analysis of NAFTA with-
out assessing the impact of changes in Canada would have
provided an incomplete picture of the effects of trade libet-
alization on the United States, Because the CFTA was sub-
sumed under NAFTA at the beginring of 1994, the no-
NAFTA scenario explicitly assumes no CFTA as well, Be-
cause U.S. bilateral trade liberalization has proceeded
further with Canada than with Mexico for many commeodi-
ties, a return to MFN treatment implies a larger shift in bi-
lateral trade rules with Canada than with Mexico. Conse-
quently, the results for Canada discussed below may seem
larger than one would expect intuitively, because they are
capturing the full scope of liberalization between the
United States and Canada since 1989, not just the liberali-
zation that has occurred since 1994,

Summary of Findings

The impacts of NAFTA on U.S. agriculture and rural areas
have been positive overall, but so far generally small. Two
factors account for this stall impact. First, the agricultural
provisions alone probably will not have major impacts on
investment and employment, even in the long run, because
NAFTA trade is a small share of U.S. agricuitural output
and trade. Secondly, the agricultural provisions of NAFTA
have had only slight impacts on investment and employ-
ment in the rural economy, because it is too early in the im-
plementation process for the full, economy-wide impacts
of agricultural trade liberalization to be felt. Three years
into NAFTA, investment in 1.8, agriculture and rural areas
has increased on the order of .19 percent, compared with
what would have happened without the agreement, Em-
ployment in agriculture and rural areas has increased
slightly due to NAFTA, on the order of 0.67 percent.

NAFTA's sffect on U.S. agriculiural trade is somewhat
larger than the economy-wide effects, U.S, agricultural ex-
ports to Mexico and Canada are about 3 percent and 7 per-
cent higher, respectively, than they would have been with-
out the agreement. Similarly, U.S. agricultural imports
from Mexico and Canada are about 3 percent and S per-
cent higher, respectively, than they would have been with-
out NAFTA, The products that have experienced the big-
gest rade changes due to NAFTA are those having the
highest tariffs and nontariff barriers before the agreement
and facing significant reductions in the first few years. For
U.S. exports to Mexico, the largest gains attributable to
NAFTA are for live cattle, beef, pork, dairy, sorghum, and
vegetable oils. The biggest gains from NAFTFA for U.8. ex-

8 NAFTAWRS-97-2/September 1997

poits to Canada are for processed wheat preducts, vegeta-
ble oils, and beef. The largest increases in U1.S. imports at-
tributable to NAFTA are for peanuts, live cattle, and beef,
Several commodities experienced large trade shifts in the
early years of NAFTA that cannot be atiributed to the
agreement, The peso collapse and recession in Mexico, ad-
verse weather conditions, domestic policy changes, and
technological innovations, rather than NAFTA, are largely
responsible for the dramatic trade shifts that have gccurred
in North American agricultural markets in recent years.

Review of Other Studies

Dazens of studies of the impact of NAFTA on the U.S.
economy have been conducted by academic and govern-
ment researchers in the last few years.! While none of
them provides as detailed and comprehensive analysis of
NAFTA’s impact on U.S. agriculture and rural areas as de-
veloped in this report, most are generally consistent with
the conclusions reached here. Three recent prestigions stud-
ies are reviewed below and compared with the analysis
conducted by ERS.

Konparitsas (Chicago Federal Reserve, 1996) examined the
impact of full NAFTA trade liberalization on the general
economies of the United States, Canada, and Mexico using
dynamic macroeconomic analysis. He found that real in-
come growth in each of the three countries is higher with
NAFTA; for the United States and Canada the gains are
small, less than 0.5 percent. The income gains are larger
for Mexico, almost 3.5 percent, because it is starting from
a much lower base. Employment and real wages rise in all
three countries, again only slightly in the United States
and Canada, and more strongly in Mexico. Trade increases
substantially, with U.S. and Canadian exports to Mexico
rising about 19 percent, and Mexican exports to the United
States and Canada rising about 18 percent.

De Janvry {1996) studied the impact of NAFTA on U.S. ag-
ricultural trade with Mexico using an econometric tech-
nique to contro!l for the macroeconomic shocks due to the
peso crisis, He estimated that 11.S. agricultural exports to
Mexico would have tncreased 10 percent in 1994 without
NAFTA while in fact they increased 18 percent with the
agreement. In 1995, due to the peso crisis and recession in
Mexico, U.S. exports would have declined 35 percent with-
out NAFTA while in reality they fell only 14 percent with
the agreement. De Janvry predicted that the United States
would inerease its exports of products like grains, oilseeds,
and meats that are land and capital intensive, while Mex-
ico would increase its exports of labor intensive vegeta-
bles, fruits, and nuts,

Hinojosa-Ojeda and others (UCLA, 1996} studied the im-
pact of INAFTA on the United States and Mexico. They
found that the overall pattern of U.S.-Mexican trade and in-
vestment bepan to change radically nearly a decade before
NAFTA when Mexico unilaterally liberalized its trade and
investment policies. This nnilateral liberalization ushered
in a period of dramatic growth in two-way trade of inter-

1 A Tist of references appears &t the end of this report.

Eccnomic Research Service, USDA



mediate goods that has not changed significantly since the
implementation of NAFTA. Their results show that the low-
ering of tariffs through NAFTA has not had a significant
impact on the rate of growth or the composition of trade
between the United States and Mexico. They contend that
many earlier studies of NAFTA significantly overestimated
U.S. job losses due to imports from Mexico, and to a
lesser degree, the number of jobs supported by exports.
They argue that imports do not always replace domestic
production, that a significant part of U.S. exports to Mex-
ico are intermediate goods in production for re-export to
the United States, and that much of the rade from Mexico
has replaced imports from third countries. They conclude
that the net employment impacts of NAFTA for the United
States have been positive but small.

In general, these studies are consistent with ERS analysis,
although direct comparisons are difficult to make because
each looked at different aspects of NAFTA's effect on the
United States. Kouparitsas’ estimates of positive but small
gains in U.S. income and employment are consistent with

Fronnmic Research Service. USDA

our agricultural investment and employment estimates.
Kouparitasas and Hinojosa-Ojeda both found that employ-
ment growth is positive in the United States and Mexico,
with small gains in the United States and larger gains in
Mexico. These results support our estimate that NAFTA
has increased employment in U.S. agriculture and agricul-
turally related industries by small amounts. De Janvry
looked more closely at the agricultural sector. He esti-
mated larger trade gains for total agricuiture than found in
this ERS analysis, with U.S, exports to Mexico higher by
8 percent in 1994 and by 21 percent in 1995 than without
NAFTA. Hinojosz-Ojeda, on the other hand, found virtu-
ally no change in the level or composition of U.S.-Mexi-
can trade due to NAFTA. De Janvry credits NAFTA with
some of the trade gains that this ERS analysis attributes to
Mexico’s domestic agricultural reforms, while Hinojosa-
Ojeda attributes all of the trade change to unilateral reform
in Mexico predating NAFTA. De Janvry’s estimates of
higher U.8. exports of meats, grains, and oilseeds and
higher Mexican exports of fruits and vegetables due to
NAFTA are consistent with ours,
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Impact of NAFTA on investment in U.S. Agriculture

‘and Rural Areas

Data are not collected on rural investment, and the avaifable
data on agricultural investment are not current enough to reveal
the changes that have occurred in the sector since NAFTA be-
gan. Although actual investment changes cannot yet be meas-
ured directly, NAFTA is expected to raise investment in the
long run in those export-orented industries for which the
United States has a comparative advaniage. The overall export
success of the agriculture- and rural-oriented manufachuring sec-
tors during previous rounds of trade liberalization suggests that
the impact of NAFTA on rural investment will probably be
positive but small. Competition with low-wage Mexican opera-
tions will likely put pressure on some U.S. plants, but plants op-
erating in rural areas may have an advantage over urban opera-
tions. The wage structre in rural manufaciuring is lower than
in urban areas, but the skiit levels and productivity growth rates
are similar, implying that many fizms in Tural areas will con-
tinue to compete effectively.

To the extent that higher exports stimulate output in rural areas,
opportunities may develop for increased investment, especially
if the growth is sustained. As increases in farm and farm-related
industries strain available capacity, it is Jikely that plant, equip-
ment, and material purchases will rise, Conversely, higher im-
ports could restit in excess capacity in some sectors of the rural
economy. If alternative markets are not developed, this could re-
sult in disinvestrnent in those industries over time.

It should be noted that the mining industry plays a major role
in the rural economy of the United States. Howeves, the impact
of NAFTIA on the mining industry will be minimal. The United
States already permits duty-free imports of oil and gas, the
dominant sector of the U.S. mining industry. Many other min-
ing operations are subject to international pressure from lower
cost mining operations in other countries, but not especially
from potential new Canadian and Mexican competitors.

Analysis of Investment in U.S.
Agriculture and Rural Areas

Many factors besides NAFTA have influenced economies
of the United States, Canada, and Mexico since 1994. ERS
used a dynamic computable general equilibrium model 2 to
isolate the impact of NAFTA on investment in agriculture
and agriculturally related industries. The model resuits cap-
ture the investment changes arising directly from NAFTA
rather than those outcomes expected from the complex in-
teraction of the global economy. The NAFTA tariff reduc-
iions to date are compared with the trade rules that would
have applied without the agreement. The model simulation be-
gins in 1992, before the formal conclusion of the agreement,
and traces the adjustments that occur in the three econamies

* The global model includes 7 countries or regions and 12 commodities
or sectors. The base-year data used in the study is 1992, drawn from the
Global Trade Analysis Project (GTAP) database, The model results for
consumption, production, investment, and trade are derived from consumer
and producer optimization for each country or regicn,
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through 1996. Investment is time-sensitive, because invest-
ment in new plants and equipment generally requires either
a historic period of profitability and/or expectations of con-
tinued profitability. Time is also required for investment
planning, borrowing, and construction or installation of the
capital goods. The dynamic framework captures the adjust-
ments that occur over time. Two types of adjustrments oc-
cur. First, the total level of investment in the economy in-
creases along with income growth. Then, the distribution
of investment among different sectors of the economy ad-
Justs as capital moves into more competitive businesses.

Agricultural investment is a small portion of total investment
within the NAFTA partners. In 1992, agricultural investment
accounted for 5.86 percent of total investment in the United
States, 6.39 percent in Canada, and 11.49 percent in Mexico.
In the modeling framework, the three economies start to ad-
just to the expected tariff changes in 1993, the year after the
agreement was signed but before implementation began. In re-
ality, the adjustiment process began much earfier in Mexico.
The unilateral policy reforms adopted by Mexico in the mid-
1980's improved the business climate in Mexico and fostered
private investment. Mexican and foreign firms wanted to de-
velop the productive capacity to take advantage of increased
domestic consumption and trade between Mexico and the
United States. Investment in Mexico, the NAFTA eccnomy
undergoing the greatest transition, shows the greatest change.
By 1996, the share of total investment going to agriculture in-
creases in the three countries, compared with what would
have happened without NAFTA, The change is very smalt for
the United States, Canada, and Mexico.

Both the level of total investinent and the share of total invest-
ment going to agriculture rise, so the quantity of investment in
agriculture rises as well {table 1). For the United Statzs, the
quanfity of investrent in agriculture and related sectors in-
creases 0.19 percent by 1996 compared with what would have
occurred without NAFTA. Investrnent growth in the United
States is highest in processed food products, but crop and live-
stock production gain as well. In Canada, investment in the agri-
cultural sector increases more than in the United States, 0.67
percent, with large gains in the livestock and beverages sectors.
For Mexico, the overall increase in investment in agricuiture
and related sectors is somewhat higher at 0.91 percent, with the
largest gains in the crops sector, primarily nongrain crops.

The increased capital investment is not necessarily financed
by each country’s own savings. Because financial capital is
mobile, 2 U.S. company can invest directly in a Mexican pro-
duction sector or indirectly through a financial arrangement,
The model, however, can only capture each country’s total
foreign borrowing or lending. It cannot distinguish between
sources of foreign capital, or between direct and indirect in-
vestment. Analysis of changes in each country’s total net for-
eign capital inflows shows that U.S. and Canadian invest-
ments in foreign countries rise. These results are consistent
with the strong record of U.S. food processing companies
operating in Mexico and Canada.

Economic Research Service, USDA



Tabls; 1--Changes in investment due to NAFTA

United States Canada Mexico
Percent
Crops 0.36 -0.06 1.55
Livestock 0.4 104 0.60
Processed food products 0.19 0.68 0.67
Beverages and tobacco 0.06 110 1.17
Total agric. and related sectors 0.1% 0.67 0.91

Box 1-—YU.S. Investments in Canada and Mexico

U.S. food processing firms have owned food processing affiliates in Canada and Mexice for many years. Over two-thirds of these
affiliates are majority-owned by their U.S. parents. Sales from U.S. affiliates located in Canada rose from $5.5 billion in 1987 to
$11.3 billion in 1994 (the latest year data are available). ERS estimates that sales from U.S. affiliates continued to increasc iv $12
billion in 1995 and to $12.5 billion in 1996, Affiliates of two firms, Kraft Foods and PepsiCo, had sales of nearly $2 billion each.
Other firms ranked in order of their affiliate sales in Capada are: Coca-Cola, Nabjsco, H.J. Heinz, Campbell Soup, Ralston Purina,
ConAgra, and Cargill.

Sales from U.S.-owned affiliates located in Mexico grew from $1.6 billion in 1987 to $6.1 billion in 1993. Affiliate sales fzli
slightly to $6.0 billion in 1994 and possibly declined further in 1995 due to the peso devaluation and slow income growth.
Indications are that affiliate sales recovered in 1996 o over $6 biltion. U.S. parent companies with the largest food processing
affiliates in Mexico are: PepsiCo, Ralston Purina, CPC Intemnational, Kraft Foods, Coca-Cola, Campbell Soup, and Pilgrim’s Pride.
Other U.S. firms with substantial sales from their Mexican affiliates include: Anheuser-Busch, Archer Daniels Midland, Cargill,
Hershey Foods, H.J. Heinz, Hormel Focds, Hunt-Wesson, Kellogg, McCormick, Quaker Qats, Nabisco, Simplot, Stokeley, Tyson
Foods, and Universal Foods.

Destination of Affiliate Sales. With long common borders that facilitate truck and rail transport, one would expect U.S. affiliates
in Canada and Mexico to ship a higher share of their sales to the United States than would be the case for all U.S. affiliates
worldwide. However, data only partially support this assumption. Worldwide, U.S. affiliates export an average of 2.2 percent of
their sales to the United States. In Canada, a relatively high-wage country, U.S. affiliates exported an average of 9 percent of their
sales to the United States, with 90 percent of their sales remaining in the host country. In contrast, U.S. affiliates in Mexico, 2
relatively low-wage country, exported an average of 2.4 percent of their sales to the United States, which is nearly identical to the
worldwide average for all U.S. affiliates. Thus to date, most U.S. firms have not established food processing affiliates in Mexico
15 export platforms to the United States

1.S. exports to its affiliates and imports from its affiliates in Canada and Mexico are roughly equal. In 1994, the United States
exported $532 million to its affiliates in Canada, which was slightly less than the $668 million imported from them. In comparison,
the United States had a positive trade balance with its affiliates in Mexico. The United States exported $128 million to its affiliates,
while importing $111 million from them. The vast majority (80 percent ) of U.S. trade with its affiliates is between the affiliates
and their U.S. parents.

Box 2—Canadian and Mexican Investments in the United States

Canadian direct investments in U.S. food processing is smaller than U.S. investments in Canada, but is still substantial. Sales
from Canadian-owned affiliates in the United States grew from $3.2 billion in 1987 to $5.6 billion in 1989. Since 1989, saks
from Canadian affiliates in the United States have slowly declined, falling to $4.6 billion in 1994 (latest available data). The
Seagram/Bronfman family is the largest Canadian investor in the U.S. food processing industry. Their investments include wineries
in California, canola processing in Idaho, and Tropicana orange juice in Florida. McCain Foods, Canada’s largest poato processor,
is expanding its investments in U.S. affiliates. George Weston, John Labatt, and Cott Comp. also have food processing affiliates
in the United States.

Until recently, Mexican direct investment in the U.S. food processing industry was very small. While aggregate numbers on
Mexican-owned U.S. affiliates are not available, several Mexican food processors have rapidly expanded their U.S. operations in
the last few years. Gruma S.A. de C.V,, Mexico's largest com flour and torilla manufacturer, is the largest com flour producer
in the United States. Gruma also owns several tortilla plants in the United States and is rapidly expanding production. In 1996,
Gruma and ADM formed two joint ventures. The first venture combines ADM’s U.S. comn milling business with Gruma. Gruma
will operate the plants and control 80 percent of the venture. Gruna's sales from its 1.5, operations (before the ADM joint
venture) exceeded $500 million in 1995. Grupo Industrial Bimbo, Mexico’s largest baking company, acquired Pacific Pride
Bakeries in California, and has purchased several tortilla manufacturing plants in the United States through its U.S. subsidiary,
Bimar Foods. Minsa, Mexico’s second largest corn miller, statted operating in the United States by acquiring a com milling plant
in Iowa in 1994. Alta Verde Industrics, a Texas cattle feedlot and slaughter operation, is owned by a Mexican parent.
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Impact of NAFTA on Employment in U.S. Agriculture
and Agriculturally Related Industries

The impact of NAFTA on employment in U8, agriculture
and agriculturally related industries cannot be measured
precisely because NAFTA is only one of the many politi-
cal, social, and economic forces affecting the U.S. labor
market. Bureau of Labor Statistics (BLS) data from house-
hold and establishment surveys estimate total employment
by sector. These estimates provide an indication of employ-
ment changes in agriculture and related industries.? ERS re-
searchers used two different analytical approaches to evalu-
ate the impact of NAFTA on the U.8S. labor market. First,
employment trends in agriculture and rural manufacturing
industries since 1993 were examined through participation
in the NAFTA-Transitional Adjustment Assistance (TAA)
Program. Then, 2 computable general equilibrium model
was used to isolate the impact of NAFTA on employment
in agriculture and agriculturally related industries. Both
analytical methods show that the agricultural components
of NAFTA have had a very small impact on employment
in U.S. agriculture and agriculturatly related industries.
The method that assesses changes in job creation and loss
show that the net effect has been small and positive.

Employment in Agriculture
and Rural Manufacturing

Food pracessing, textiles, apparel, lumber and wood, and
industrial machinery are the largest manufacturing empioy-
ers in rural counties, together accounting for 46 percent of
rural manufacturing jobs. Four of the five are disproportion-
ately rural in the sense that more than 30 percent of each
industry's jobs are in nonmetropolitan counties compared
with less than 24 percent for manufacturing as a whole. Ac-
cording to BLS estimates, the U.S. economy as a whole
has added 10.3 million jobs since 1993. Employment in ag-
riculture and the five rural-oriented manufacturing indus-
tries has increased, with growth in farm employment offset-
ting a very slight decline in rural manufacturing jobs, The
decline in rural manufacturing employment has occurred in
the midst of strong job growth in the overall U.S. econemy.

Transitional Adjustment
Assistance Program

The NAFTA-TAA Program provides an overstated and in-
complete indicator of the impact NAFTA has had on em-
ployment. Congress created the NAFTA-TAA Program
through the Department of Labor (DOL) to help workers
whose jobs were affected by tade flows from NAFTA
countries. Congress designed this program for workers [os-
ing their jobs between December 8, 1993 and February 23,
1996 as a direct or indirect result cf such trade. Groups of

¥ BLS estimares of nonfarm and farm employment are not strictly compara-
ble for statistical analysis because they are drawn from separate survey in-
struments. ERS analysts combine information from the two surveys in order
to take advantage of the best sector-level employment estimales available,
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three or more workers, labor unions, community organiza-
tions, or employers could file applications, Both the State
and Federal Departments of Labor must approve these ap-
plications. NAFTA-TAA petitions were certified for 23,037
waorkers in 1994, 34,100 workers in 1995, and 32,120
workers through October 19, 1996. Of these certified work-
ers, a total of 4,034 worked in farming or food-processing.
Table 2 summarizes the TAA data for these farm and food-
processing workers.

The TAA data provide one indicator of the employment im-
pacts of NAFTA, but they do not provide a complete as-
sessment. TAA-certified workers are self-identified and di-
rectly observable. Certification does not require workers to
be unemployed, thus overstating the impact. Further, be-
cause the program was not intended to identify workers
who were positively affected by NAFTA, the TAA statis-
tics present a pessimistic picture. The early 1990’s were a
time of manufacturing employment retrenchment in urban
areas and slight growth in rural areas, so there may be an
urban bias in the TAA program.

Soms TAA-certified workers may have been employed in
marginal operations that were not directly affected by
NAFTA trade. For example, 970 workers in the mait bever-
age industries in New York and Wisconsin were TAA-certi-
fied because of increased imports, but neither Canada nor
Mexico was specified as the source of the imports. There
was only a small change in net rade in malt beverages be-
tween the United States and the NAFTA partners, too little
to account for 570 jobs. Perhaps NAFTA-telated economic
conditions were but one of a set of adverse market condi-
tions that led to the loss of those jobs.

impact of NAFTA on
Employment

The dynamic computable general equilibrium mode] dis-
cussed in the investment section was also used to simulate
the effect of NAFTA implementation on employment. In
the model, labor is categorized as either rural or urban,
with rural labor defined as employment in agriculture and
agriculturally related sectors and all other labor considered
urban. The analysis assumed full employment of labor,
land, and capital, and no change in the level of total em-
ployment. Because labor can move freely across sectors of
the economy, employment would be expected to fall in
those sectors where output declines and to grow in those
sectors where output expands.

In the scenario, which adjusts the economies to reflect the
policy changes directly stipulated under NAFTA, U S. ru-
ral employment in 1996 is estimated be about 0.07 percent
higher with NAFTA than it would have been without the
agreement (table 3). The greatest rise would be expected in
non-grain crops, livestock and meat-related industries, and
“other food products.” Employment gains would be lower
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in both grain crops, and beverages and tobacco. These re-
sults imply that NAFTA to date has stimulated employ-

ment growth in sectors providing high-value products for
export to Canada and Mexico.

"Table 2--Farm and food processing TAA petitions accepted, 1994-96

1994 1903 1996
State Industry Workers  Industry Workers  Industey Workers
California Crops 43 Crops 170 Crops 600
California Flavoring extracts Flour and other grain
and syrps 30 mill products 325
Florida Crops 1,334
Mew Jersey Prepared foods, nec 100
New York Malit beverages 800 Livestock
North Carolina Livestock 8
Ohio Dried fruit, vegetables,
and soup mixes 98
Oregon Crops 3
Pennsylvania Crops 40 Candy and other
confectionery products 12
Texas Prepared fresh or frozen Canned fruits, vegetables, preserves,
fish, and seafood 21 jams and jellies 13
Texas Candy and other
confectionery products 16
Washington Sausages and other Prepared foods, nec 13
prepated meats 45
Washington Potate chips, comn chips,
and snacks 20
Washington Livestock 25
Wisconsin Malt beverages 70
Table 3--Changes in labor demand due to NAFTA
{United States {Canada dexico
Percent
Grain crops .062 0.193 -0.138
Non-grain crops 0.213 -0.442 8.426
Livestock 0.058 0.71C -0.103
Meat products 0.06% 0.670 -0.203
Other food products 0071 0.361 -0.136
Dairy products 0.011 0.332 -0.180
Beverages and tobacco -5.006 0.605 0.057
Aggregate rural labor 0.070 0.360 0090
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Commodity-by-Commodity Assessment of NAFTA

NAYXTA has had a positive effect on U.8. commodity mar-
kets, reinforcing the trend toward greater integration of
markets in North America. The competitiveness of U.S. ag-
ricuiture has been enhanced by reduced border protection,
and American consumers have benefited from access to
wider sources of supply. Assessing the impact of NAFTA
after only the first 3 years is complicated by the fact that
the agreement is only one of many factors that have af-
fected North American agricultural markets. Most tariffs
and other barriers to agricuitural trade among the United
States, Canada, and Mexico were low before NAFTA, and
many tariffs have only been partially reduced. It is not
likely that such small trade policy changes could generate
the magnitude of trade flows that have occurred in some
commodities. The Mexican peso crisis was the primary
cause of the year-to-year variability in North American ag-
ricultural trade since the agreement bepan, but weather-re-
lated production shortfalls, domestic agricultural policy
changes, income growth, and changing technology have all
ceniributed to the growth in trade. As the markets of North
America become more integrated, regional production
shortfalls due to abnormal weather will increasingly be
mitigated by trade flows.

U.S. agricultural exports to NAFTA increased from $8.9
billion in 1993 to $11.6 billion in 1996 (table 4). After in-
creasing 13 percent in 1994, U.S. agricultural exports to
the NAFTA partniers dropped more than 7 percent in 1995
in the wake of the Mexican peso crisis, In 1996, U.S. ex-
ports to NAFTA rebounded 25 percent on the strength of
renewed economic growth in Mexico and high grain
prices. ERS analysis shows that a little more than 20 per-
cent of the increase in U.S. exporis between 1993 and
1996 can be attributed to trade liberalization under the pro-
visions of NAFTA. During the same period, U.S. agricul-
tural imports from the NAFTA partners grew from $7.3 bil-
lien to $10.5 billion. ERS analysis shows that less than 20
percent of the increase in U.S. imports since 1993 can be
attributed to trade liberalization under NAFTA.

The collapse of the peso in December 1994 and the sub-
sequent recession reduced Mexican consumers’ purchasing
power and increased the shert-term price competitiveness
of Mexican exports. Consequently, U.S. agricultural ex-
ports to Mexico plunged 22 perceat in 1995, offsetting the
gains from 1994, while Mexican exports to the United
States grew dramatically (table 5). The Mexican economy
began a strong recovery in 1996, and trade returned to
more nurmal levels, U.S. agricultural exports to Mexico re-
bounded 55 percent, more than making up the ground fost
in 1995, while U.S, imports from Mexico fell slightly.
ERS analysis shows that U.S. agricultural exports to Mex-
ico were about 3 percent higher in 1996 than they would
have been without the reduction in trade barriers under
NAFTA. At the same time, U.S. agricultural imports from
Mexico were about 3.3 percent higher in 1996 than they
would have been without the agreement.

The growth in U.S. agriculturat trade with Canada has
been slower but less volatile than trade with Mexico be-
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cause, as a mature market, Canadian consumer demand is
relatively stable (table 6). Despite the overall stability of
U.S.-"anadian agricultural trade, certain individual com-
maodity markets have experienced wide year-to-year fluctua-
tions that were largely weather-related. ERS analysis indi-
cates that U.S. agricultural imports from Canada were
about 5 percent higher than they would have been without
NAFTA. Similarly, U.S. agricultural exports to Canada
were about 7 percent higher in 1996 than they would have
been without the agreement.

The United States, Mexico, and Canada have all adopted
fundamental demestic agricultural policy reforms in recent
years. Trade libaralization through NAFTA and domestic
policy reforms in the member countsies are part of a
broader global trend toward more market-oriented agricul-
tural policies. Domestic policy reforms have affected some
North American agricultural markets in ways that are diffi-
cult to separate from the direct effects of NAFTA trade re-
forms, because the two are compatible and mutually rein-
forcing. Trade liberalization through NAFTA expands agri-
cultural producers’ ability to compete in a larger )
marketplace, while more market-oriented domestic policies
increase producers’ reliance on trade.

Table 7 summarizes the cormedity-by-commodity analy-
sis of the impacts of NAFTA, The largest export gains for
the United States are in cattle, beef, pork, feed grains,
wheat and wheat products, vegetable oils, pears, and ap-
ples. The largest export gains for Canada are for wheat and
wheat products, vegetable oils, and beef, which gains at
the expense of live cattle. The largest export gains for Mex-
ico are for fresh and processed tomatoes, other vegetables,
and peanuts. The large increase in U.S. imports of peanuts
from Mexico is from a very small base, and future growth
will be constrained by the tariff-rate quote (TRQ) until the
over-quota tariff falls enough to make Mexican peanuts
competitive in the United States,

Grains, Oilseeds, and
Products

Corn
Poiicy Changes Resulting from NAFTA

United States: Before NAFTA, the United States main-
tained tariffs of $2.00 per metric ton on dent corn and
$9.80 per metric ton on non-seed corn other than dent. Un-
der NAFTA, the United States immediately eliminated tar-
iffs on corn imports from Mexico and continued the 10-
year elimination of tariffs on imports of corn from Canada
as originally negotiated under the CFTA. U.S. tariffs on Ca-
nadian corn will be eliminated on January 1, 1998,

Mexico: Under NAFTA, Mexico immediately eliminated
its import license requirement and established duty-free
TRQ's for corn imported from the United States and Can-
ada. The initial TRQ's were set at 2.5 million tons for the
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Table 4-U.5, Agricultural Trade with MAFTA Pariners (Mexico and Canada}, 1986, 1990, 1593, 1594, 19935 AND 1996, *

vaSr ‘eanes yeassly DIou0D3

Change from year o year ™ _ Share of Word
Commaodity 1386 1980 1933 1994 1995 1986 8693 9093 9384 9405 055396 9388 1986 1990 1993 1994 1935 1995
§ Miltion Parcent Pamcant
Agricuitural exports to wordd 26222 39353 42,608 45703 55814 60,431 72 22 73 22.1 8.3 12.4 1000 1000 1000 1000 100.0 1000
Exports to NAFTA
Agriculturs -- Total 2,622 B,751 88:+ 10,017 2258 11,591 18.0 9.5 2.9 7.5 28,2 4.3 160 171 208 2189 186 192
Amima’s and animal products 614 1,464 2,116 2,385 1,856 2,180 1983 131 127 222 17.5 10 135 218 267 2841 1720 194
@rains and feads 213 962 1,715 2135 2037 3,198 34.7 213 245 4.6 57.0 231 4.6 106 12.3 158 1.0 15.3
Fruits & preparafions, ex. juice 255 AT 838 871 7o &12 185 39 a8 2.8 2.2 -1.1 e21 372 359 335 268 305
Fruit juices, including frazen 51 135 160 175 202 213 17.8 5.8 Q.7 15.0 5.6 10.0 340 384 3IF2 3IBH B 36T
MNuts and preparations 80 125 171 1689 1 Ti 198 1.4 111 -1.2 5.5 10.9 50 107 128 145 132 137 122
Veysiables and preparations 332 1,065 142 1,607 1,480 1,438 23.0 9.9 138 9.1 2.6 2.0 306 452 431 4.5 375 387
Qilseeds and products 583 B1& 1024 1,178 1,189 1,857 6.4 18.5 15.1 0.B 30 15.0 2.0 10.8 141 16.4 133 144
Cther 493 1,637 1,437 1496 1,54 1,934 16.5 4.3 4.1 o 255 10.4 na na na na na na
Faresiry = na 1217 1,587 1,559 1,504 1,508 - 9.3 -1.8 -3.5 0.3 -1.7 pa 146 183 229 2341 20.6
Total {Agricuiture and Forestry) 2,622 7968 10461 MNM576 10761 13,089 219 a5 10.7 7.0 21.7 7.8 na na na na na na
Total Exporis (Agrie. and Non-Agric.) 67449 M2000 142,025 165,232 173518 199,429 1.2 8.2 16.4 5.6 9.7 10.3 297 285 305 282 287 305
Agrisulivral impoits from world 21,453 22770 245981 26818 28,003 33,5682 22 3.4 T4 1.8 s 10.3 100.0 1000 1000 1000 1000 1000
Imports from NAFTA
Agriculture — Total 4,096 5,763 7,330 BOBT 5338 10550 B.7 B3 10.3 155 138 12.9 1641 253 293 3aG2 M.t 34
Bananas and plantains A7 3 94 59 47 44 276 462 378 200 -58 -223 g9 1We 120 107 127 i34
Coffes, including products 650 370 281 385 Ge0 640 -11.5 2.8 370 1.5 -3.0 31.6 143 192 184 155 202 230
Animals and animal progucts 1,270 1,938 2462 2317 2724 2,776 9.9 83 58 178 1.9 41 280 345 418 404 455 458
Cattle - live 441 978 1,341 1,151 1,409 1,121 172 111 «142 224 204 -5.8 eaa 1000 1000 1000 297 100G
Grains, products, & feeds 305 566 1,005 1,361 1,398 1,677 186 211 354 2.7 20.0 t8.6 441 476 555 HE2 592 617
Fruits & preparations 1497 305 382 455 582 618 10.2 2.4 171 273 5.9 16.6 225 248 286 305 357 3241
Fruit juices, incl frozen 44 105 42 B 94 B3 £f9 -265 59.5 41,3 -£.3 23.3 6.1 10.5 &4 101 14.8 9.6
Vegetahles & preparations Jap 1,214 1,362 1,462 1,721 2,061 8.3 39 7.4 17.7 19.7 14.8 484 536 656 535 555 594
Tomatoes 329 ar4 310 26 423 618 -08 £.0 49 30.0 459 258 983 99.0 G954 947 MO0 919
Sugar ana relaled products 165 139 206 262 241 354 az 140 287 -8.0 474 19.7 167 1.2 194 232 122 188
Beverages, ox friit fuices 276 329 3 405 446 593 4.5 4.7 7.3 10.7 23 16.2 146 173 138 189 188 208
Dilseeds and products 83 285 445 E62 e47 a3 251 15.8 506 -3.4 284 23.2 153 301 373 428 3585 362
Colton 2 o] Q Q 2 16 580 802 495 %% 588.2 %o B8 147 04 o 223 57
Seads - field & garden 47 53 FLi g9 a6 94 7.1 740 28,7 -3.4 2.6 6.5 3I|4 3765 348 32 I7 302
Cut flowers 10 16 16 18 26 o 7.3 -G8 16.8 40.5 157 239 4.0 5.1 a2 4.5 5.2 52
MNursery stock, bulbs, ate. 31 Fi 105 12 136 155 182 9.7 6.7 215 144 14.0 253 368 336 382 301 409
GCther 200 N 469 41& a7 574 13.0 136 -i1d 24.4 11.0 6.9 na na na na na na
Forastry ™ na 37me  &540 7. 7400 9,025 - 208 148 -4.8 22.0 113 na 721 773 T4 ThE T84
Total {Agricultura 2nd Forastry) 4066 G471 13,869 15858 16738 19,575 190 138 142 56 168 122 na na na na na na
Total Iimports {Agric. and Non-Agric.} 83,451 121,600 151,133 177,598 207,032 229469 B9 75 177 16.4 108 14.5 228 245 280 268 278 230
Trada balance
Agriculture with world 4769 16593 17,627 18,8858 26822 26880 na na na na na na na pa na na na na
Arriculture with NAFTA -1,474 4988 1,545 1,930 -1 1,041 na na na na na na na na na na na na
Forestry wilh NAFTA na -2491 4553 5212 -5896 -7S517 na na nz na na na na na na na na na
Tolal (Ageic. & Forastry) with NAFTA 1474 1503 -340B 4282 5977 -6475 na na na na na na na na na na na na
Total {Agric. & Non-Agric.) with NAFTA 16,001 -9600 9,108 12817 -33514 -39040 na na ne na na na na na na na na na

naor — = not available or does notapply. * Data for U.S. exports to Ganada from 1990 forward is from Canadian import data.  ** Compound growth rate.
% indicates a large numbear because of a smai basa.

“**Dala from FAS BICO reports,
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Table 5--L1.8. Agriculbural Trade wilh Mexico, 1985, 18580, 1993, 1854, 1935 and 1998, *

Change frcm year to ysar ™ Share of World
LCommodity 1985 1890 1985 1994 1§95 1906 BG-03 9093 9394 09495 0595 0396 1986 1990 1993 1994 1995 1996
£ Mittion Parcant Parcont
Agricultural exports to world 26,222 39363 42,608 45703 55814 60,431 1.2 27 73 221 B3 124 1000 1000 1000 1000 1000 100G
Exports 1o Wexico
Agriculturs - Tolal 1080 2553 3603 4513 3519 5446 188 122 253 220 547 {48 4.1 65 85 89 63 90
Animals and animal praducts 319 862 1,173 1,35% gee 1,001 204 210 158 395 327 .04 7.0 99 148 148 75 87
Grains and feads 212 961 B85 1,296 1,050 2,069 226 27 386 -135 851 327 2.5 8.7 8.3 a1 57 89
Fruits & preparations, ex. juics 5 45 m 185 85 g5 532 349 665 537 Na 50 (1Y 22 47 741 32 38
Fruit juices, including frozen 0 2 5 1 5 7 708 321 979 S35 399 8BS 0.1 0.7 12 21 08 12
Muts and preparations 12 17 37 44 33 45 175 304 180 238 3446 65 1.8 17 3.1 34 24 23
Vagstables and preparations 8a 199 184 263 147 250 H2 09 424 439 B35 106 8.1 B2 56 68 38 54
Ullsseds and produsts 973 327 £55 851 a3? 1088 B4 261 284 22 320 138 58 57 8.0 N8 83 102
Cther 70 350 552 576 534 7o 342 184 43 73 482 127 na na na na na na
Forastry ™ na 270 474 aa7 235 249 - 208 -163 407 §7 -19.3 na 4.2 .5 56 32 34
Total {Agriculture and Forestry) 1,080 2823 4077 4910 3755 5695 209 130 204 235 517 MAB na na na na na na
Total Exports {Agric. & Non-Agric.) 11,937 28,300 41581 50,843 45202 55761 185 137 223 G0 2286 108 53 72 89 9% 79 9.1
Agricuitural imports frem world 21,453 22770 24981 26818 29993 233552 22 3.1 74 te8 1.5 103 (000 1000 1000 1000 1000 1000
imparts from Mexico
Agricultuse — Total 2080 2Bt 2709 2855 3780 3753 38 1.2 54 324 04 N8 27 15 108 106 1258 MN.2
Bananas and plantains 17 3 a4 58 47 44 277 452 379 4989 58 223 3 77 7.0 55 B4 54
Cotfee, including praducts 603 338 251 333 £92 570 18 84 325 779 37 34 L 178 165 134 181 204
Animals and animal produsts 323 453 459 385 599 171 5.2 04 180 555 715 -280 A a1 78 B7 100 28
Cattle - iive 297 419 450 asz 545 122 5.4 o8 181 851 7.7 343 674 429 320 306 385 109
Grains, products, & fesds | 2g &0 &5 105 128 278 28B40 237 216 285 18 23 33 38 45 47
Fruits & preparations 140 244 34 358 475 508 12.2 88 140 329 69 174 168 198 226 238 299 265
Fruit juices, ingl frozan 23 101 1| 58 BG 74 08 -328 895 R4 BT 344 48 102 47 BAH 127 B4
Vagetables & preparations 673 1,002 1,058 1,25 1306 1,489 57 18 63 161 147 123 418 442 432 42 431 432
Tomatoas 328 371 304 315 406 580 A% B84 a7 287 428 240 97,9 881 934 917 3201 BE3
Sugar and related products 40 21 28 51 83 12 50 108 817 236 927 6830 4.1 17 25 45 50 B4
Beverages, ex fruit juices 121 157 185 198 248 354 5.3 35 86 257 425 244 54 88 92 92 s 123
Oilsaads and preducts 2 44 29 28 a3 44 48 {28 27 174 322 147 35 485 25 1.8 18 20
Cation 2 0 0 ] 2 16 -68.5 - -100.0 -~ 5879 % 878 00 DA 00 293 56
Seads - kefd & garden 3 5 g 7 9 11 140 188 -21.2 353 208 88 28 a0 39 28 35 35
Cutflowers § 12 12 13 19 20 108 4.2 2 #4 42 1748 26 40 32 33 38 34
Nursery stock, buibs, alc. 0 g 9 8 12 10 5089 138 -11.0 531 -135 31 03 28 az 87 34 25
Olhsr a 160 170 148 187 194 9.4 20 128 264 35 4.4 na na na 2 na na
Forestry *** na 213 318 300 304 a3 - 143 57 1.2 233 73 na 4.1 3.8 30 31 34
Total {Agricufiure and Foresiry) 2080 2824 3027 3155 4083 4,156 55 23 42 294 18 i na na na na na na
Total \mports {Agric. & Man-Agric.) 17198 20,206 39917 49493 61,684 72,953 2.3 87 240 246 183 223 4.7 6.1 6.9 75 B3 9.2
Trade balancs
Agriculturs with warld 4769 16593 17,627 18885 25422 26,880 na na na na na na na na na na na na
Agriculture with NAFTA 1,000 57 884 1,658 -2680 1,683 F:: na na na na na na na na na na na
Forestry with NAFTA na 57 155 96 54 -144 na na na na na na na na na na na na
Total (Agric. & Frrasiry] with NAFTA -1,000 0 1049 1754 329 1,538 na na na na na na na na na na na na
Totai “Agric. & Non-Agrie.) with NAFTA -5280  -1,.800 1664 1,350 -{5392 -18,202 na na ra na na na na na na na na  na

fa or — = nol available or does not apply. = Data for LS. axports to Canada from 1990 forward is from Canadian import dala. = Compound growth rate.
% indicates a largs number bacause of a smail base.

***DCata from FAS BICO reports.
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Table 6 - 1.5, Agrisuliural Trade with Canada, 1986, 1990, 1983, 1994, 1995 AND 1936, *

Change from year to year ™ Shara of Worid
Commokty 1686 1990 1993 {994 1995 1996 8693 0083 9394 0495 9598 59398 1986 18990 1953 1994 1985 {998
$ Mifiort Pearcent Parcent
Agricultural exports 1o warld 25222 38363 42,608 45702 55814 60,43 7.2 27 7.3 221 23 12.4 100.0 100.0 160.0 100.0 1000 1000
Exports to Canada
Agricutture -- Total 1,542 4197 5271 5504 5738 B,145 19.2 74 44 4.3 7.1 52 58 167 124 120 103 102
Animals and animal products 285 802 042 1,026 1,03 1,089 181 55 88 0.7 5.3 4.9 65 120 fi8 M2 85 87
Grains and feeds { 1 830 a08 977  1,13¢ 1537 7926 9.4 75 187 108 21 ag 53 67 53 54
Fruits & praparations, ex. juice 250 702 728 686 709 717 165 1.2 5.7 3.3 1.1 0.5 216 350 312 264 PBF V0
Fruit juices, including frezen 51 132 154 165 197 208 17.3 52 B7 194 48 104 339 377 359 334 3389 355
Nuts and preparations 5] 108 134 128 145 154 101 75 -84 187 55 4.6 i T4 M4 883 103 94
Vegelables and preparalions 244 875 1,227 1,384 1,213 1248 260 114 9.5 24  -49 0.6 225 380 374 347 3BT 322
Qilseads and products 210 289 268 308 a5y 459 8.4 84 -11.0 B7 985 7.5 32 s41 51 46 40 43
Other 433 1287 284 820 1,007 1,143 114 118 4.0 95 535 89 na na na na na na
Forestry = na 847 1,113 1162 1,268 1,250 - 55 4.4 9.1 07 432 na 148 153 164 175 174
Tetat {Agricuiture and Faresiry) 1542 5344 6385 6666 7007 7AD4 225 7.5 4.4 5.1 57 51 na mna na na na na
Total Exports {Agric. & Non-Agric.} 55512 83700 100444 114,43% 127,226 133,668 82 63 135 112 51 100 244 M3 216 223 218 24
Agricuftural imports from world 21453 22770 24981 26818 20,803 33552 22 R | 74 1.8 1t8 103 100.0 100 4000 1090 1000 100.0
Imperts from Canada
Agriculture -- Tolal 2017 3152 4621 5231 5558 6,787 126 136 132 63 221 137 9.4 438 185 185 185 20.2
Bananas and plantains o 0 g 0 0 0 233 276 Ti47 800 523 355 16 32 49 42 43 50
Coffee, including products 57 33 30 52 58 70 -89 30 752 305 24 332 iz 17 20 24 2.1 25
Animals and animal products 947 1435 2003 1,932 2425 2,605 1.3 105 -35 100 226 a.2 204 265 340 336 355 430
Catile - live 143 559 a1 790 863 959 a3 177 123 78 158 3.4 324 71 B£7.9 504 €10 A9
Gralns, producls, & feeds 294 539 845 1,276 1,282 1,549 1B.1 20,5 35.0 1.3 19,9 17.9 425 453 521 B8 547 570
Frits & preparafions 57 62 75 a8 107 168 4.1 68 200 9.z 14 128 B5 S50 &4 B85 65 56
Fruit juices, Incl trozen 15 4 1 g 14 14 -45 360D -231 0.9 aa 87 24 o4 17 13 22 18
Vegetables & preparations 107 212 304 237 4£55 562 161 {28 108 £an 355 227 66 94 124 123 134 162
Tomaloes 1 3 3 10 17 37 256 250 60.F 695 1143 803 D4 08 20 30 38 56
Sugar and ralated products 125 118 179 24 1728 234 52 {45 180 186 3.3 0.4 126 101 1688 187 142 124
Bevarages, ax Tnuit juices 155 182 192 207 200 239 3.1 | BO 386 195 7.5 B2 B85 95 97 B84 B3
Qilseads and preducts 71 242 415 641 813 786 286 197 544 43 282 237 118 255 348 410 338 B2
Cotton o 4] o 0 0 0 - -100.0 - £3.4 % % 00 14Y 00 DO 00D 00
Seeds - field & garden 44 58 B8 g3 a7 as B.S 58 350 82 50 6.5 36 346 310 35 35 267
Cut flowers 3 4 4 5 7 10 1.0 07 342 388 476 404 14 14 10 12 14 17
Mursery stock, bulbs, etc. 3 73 95 104 124 148 17.6 2.3 B2 181 177 149 251 341 354 355 955 384
Other 109 160 299 267 330 asn 155 231 -1¢B 283 152 283 na na na na na na
Forestry *** na 3495 6221 74vl 7096 8,633 - 212 2041 50 217 115 na B0 735 744 TRl T4T
Tolal {Agricultura and Foresiry) 2617 5847 10,842 12702 12,655 15419 ZFa 177 172 04 218 125 na na na na na na
Total Imports {Agric. & Non-Agric.} 66,253 91,400 111,216 128406 145348 156,506 77 68 155 132 77124 {81 185 191 94 i85 198
Trade balanza
Agriculture with world 4768 16593 17,627 16,885 25822 26,880 na na na na na na na na na na na na
Agriculture with MAFTA 475 1,045 851 573 180 -642 na na na na na na na na na na na na
Foresty with NAFTA o -2548 5108 -630% -5828 -7,973 na na na na na na na na na na na na
Tolal (Agric. and Foresiry) with HAFTA 475 1,503 -4457 -6036 -5848 -8,015 na na na na na na na na na na na na
Tokal (Agric. & Non-Agric.) with NAFTA 10741 7706 -10772 13,067 -18,122 -22,838 na na na na na na na na na na na na

na or - = not avaitable or does nol apply. * Data for .S, exports ko Canada from 1980 forward is from Ganadian imperi data. ™ Compound growth rate.
% indicales a large number bacause of a small base.

“*Data from FAS BICO reperts.




Table 7--Estimated Change in U.S. Agricultural Trade Due to NAFTA, 1596

U.S. Exports to U.S. Imports from
Canada Mexico Canada Mexico
Crains and products
Com + Eas +
Sorghum ++
Barley ++ ++
Qats 4]
Wheat & wheat producis 5 + 4
Rice + +
Qilseeds and products
QOilseeds 6 ++ --
Meals and oilcakes + 0 +
Vegetable oils haa2 +++ +4+
Animals and animal products
Cattle and calves 0 -t -——- et
Beef and veal 4+ b o
Hogs 0 s o
Pork + e G 0
Poultry meats + +
Dairy products 0 ke 0
Other Crops
Peanuts 0 4] o ++++
Dry Beans 1t
Cotton + o
Sugar 0 0 0 +
Fruits and vegetables
Fresh tomatoes ++ LS
Processed tomatoes 4+ 44
Bell peppers +
Cucumbers + ++
Squash o +
Eggplant ey 4
Snap beans =+ ++
Fresh and processed potatoes + ek
Frozen broccoli and cauliflower .
Fresh citrus +
Orange juice ++
Apples Hbd
Pears -+
Peaches
Grapes ¢
Cantaloupe o
Watermelon +

+ = less than 2 percent higher in 1996 than would have occurred without NAFTA
++= 2 1o § percent higher due to NAFTA

+++=5to 15 percent higher due to NAFTA

++++ = more than 135 percent higher due to NAFTA

- =less than 2 percent lower due to NAFTA

-- =2 to 5 percent lower due to NAFTA

--- = 6 to 15 percent lower due to NAFTA.

---- = more than 15 percent lower due to NAFTA

(i =no effect

blank indlcates little or no trade

18 NAFTAWRS-97-2/3eptember 1997

Econemic Research Service, USDA



United States and 1,009 tons for Canada for 1994, increas-
ing 3 percent per year theveafter. Imports above the TRQ
levels face an over-quota tariff of 215 percent, which will
be reduced 24 percent by 1999 and phased out by 2608.

Canada: Before the CFTA, Canada maintained tariffs rang-
ing from Can$1.73 per ton to Can$2,77 per ton on com.
The CFTA, subsumed under NAFTA, eliminated tariffs on
corn imports from the United States over 10 years. The tar-
iff will be eliminated on Janvary 1, 1998,

Corn Trade Since NAFTA

The United States has seen a dramatic increase in corn
trade since the inception of NAFTA. T.S. corn exporis to
NAFTA partners have jumped fivefold in volume and eight-
fold in value since 1993. Although U.S, impotts of corn
from Canada have increased, the U.S. net export position
has widened each year since the agreement began. In

1996, the net vatue of U.S. corn exports to Canada and
Mexico equaled more than $1 billion, 10 times the average
value of the 3 years preceding the agreement.

Mexico has long been a major market for U.S. corn, with
little or no imports from other suppliers. Trade has been
quite variable over the years, in large part because of the
impact of weather on domestic production. During 1990-
93, howevet, Mexico's imports of corn shrank {o very low
tevels mainly due to Mexican agricultural policies that
stimulated domestic corn production, Support prices for
corn in Mexico were well above international levels in the
early 1990’s, pulling acreage from other crops into corn
and raising production.

U.8. corn exports to Mexico have almest trebled in value
between 1994 and 1996, ranking Mexico as the third larg-
est U.S, corn market, Mexico has imporied more than the
duty-free amount under the TRQ each year since NAFTA
took effect, and has not applied the high over-quota tariffs.
U.S. corn exports to Mexico in 1994 were nearly 3.1 mil-
lion tons against the initial TRQ of 2.5 million tons. In
1985, corn exports exceeded 2.8 million tons against a
TRQ of 2.57 million tons. In 1996, exports to Mexico
reached a record 6.3 million tons, more than double the 1996
TRQ of 2.65 million tons, despite high U.S. export prices.

The United States also trades small amounts of com with
Canada. U.S. exports of corn to Canada have increased dur-
ing years when corn production in eastern Canada failed to
keep pace with domestic demand. Conversely, imporis

from Canada increased during 1992-94 and 1996 when
U.S. supplies were tight due to weather conditions. The
United States maintained an average positive irade balance
of $65-70 million during the past 3 years, about twice the
average balance of the 3 years preceding NAFTA.

Trade Issues
There have been no major trade issues involving com, al-

though there is some concern that Mexico has been delay-
ing issuing import licenses under the TRQ for 1997.

Econornic Rasearch Service, USDA

impact of NAFTA on Corn Trade

U.S. com exports to Mexico are about 5 percent higher as
a direct result of trade liberatization under NAFTA than
they would have been otherwise. The strong growth in
U.S. cormn exports to Mexico in recent years was primarily
due to factors other than NAFTA. Domestic policy reforms
and severe drought in 1995 sharply reduced corn produc-
tion in Mexico and stimulated demand for imports from
the United States.

Domestic policy adjustments in Mexico that preceded the
implementation of NAFTA have contributed to freer trade
in corn and fewer market distortions. The very high price
supports for corn in Mexico were reduced to bring them
more in line with U.S. and international prices. This ended
a policy that distorted land use and inflated the costs of
comn to users {(although corn tortilia prices for many con-
sumers still receive governtnent subsidies). Corn area sub-
sequently fell, and prices have come down to more reason-
able levels for industrial users and feeders. In the early
1990’s, the Mexicanr government also ended an official pro-
hibition on feeding cora to livestock, This ban, intended to
protect the supply of the country’s staple food grain, was
so effective that sorghum had become the chief grain fed
in Mexico. Thus, while not mandated by the trade agree-
ment itself, these domestic policy changes did reflect the
spirit of free trade under the NAFTA. and provided an indi-
rect stimulus for corn trade with the United States.

The impacts of NAFTA were negligible on U.S.-Canadian
corn trade. Local availability of corn in eastern Canada has
had a greater impact on trade than have tariff reductions. ERS
analysis shows that U.S. exports of corn to Canada were
about 1 to 2 percent higher than they would have been with-
out NAFTA. Similarly, U.S. impotts of corn from Canada
would have been less than 1 percent lower without NAFTA.

Sorghum
Pollcy Changes Resulling from NAFTA

United States: Under NAFTA, the United States immedi-
ately eliminated tariffs on sorghum imports from Mexico,
following implementation on January 1, 1954,

Mexico: Under NAFTA, Mexico immediately eliminated
its 15-percent seasonal tariff on U.S. sorghum imports. Tm-
proved market access for Canada does not apply for sor-
ghum under NAFTA since Canada does not produce the
crop due to its cooler climate.

Canada: The CFTA, subsumed under NAFTA, immedi-
ately eliminated tariffs on sorghum imports from the
United States, following implementation on January 1,
1989, Under NAFTA, Canada immediately eliminated tar-
iffs on sorghum imports from Mexico on January 1, 1994,

Sorghum Trade Since MAFTA
Like corn, wearly all of Mexico's sorghum imports tradi-

tionally coms from the United States. However, U.S. ex-
ports of sorghum to Mexico have trended downward since
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NAFTA began, largely reftecting developments in the
Mexican corn sector. Sorghum acreage and production

have rebounded in Mexico recently since the very high sup-
pott prices for com were reduced. In addition, feed use of
sorghum has declined as livestock feeders have started to
use more corn as a feed grain. Mexico’s feeding of sor-
ghum is expected to rise in the 1996/97 crop year, as low
wadter supplies encouraged a shift from corn to sorghum, in-
crzasing domestic production.

As a result of product switching in livestock rations to fa-
vor corn and increased domestic sorghum production,
Mexican sorghum imports have declined despite the elimi-
nation of the tariff. In 1994, U.S. sorghum exports to Mex-
ico declined about 6 percent on a volume basis from 1993,
and fell another 37 percent in 1995 as imports of comn con-
tinued to exceed the TRQ. In 1996, exports fell an addi-
tionat 8 percent on a volume basis. Due to higher prices in
alf three years, however, the change in the value of sor-
ghum exported was less than the volume changes. In 1994
and 1996, the value of sorghum exports actually increased
7 and 18 percent respectively.

The United States also exports very small amounts of sor-
ghum to Canada; these volumes are much less than for
corm, the leading U.S. feed grain export to Canada. How-
ever, U.S. sorghum exports rose significantly in 1935 over
pre-NAFTA levels when U.S. sorghum production in-
creased in the 1994/95 crop year.

Trade Issues

In tate 1996, sorghum imports were delayed by the Mexi-
can government’s slow issuance of phytosanitary permits.
After consultations with suppliers, imperters, and end-users,
they began issuing the permits in a more timely manner.

Impact of NAFTA on Sorghum Trade

Without the reduction of Mexican tariffs under NAFTA,
U.S. exports would probably have fallen further than they
did during 1994-96. The NAFTA tariff reductions main-
tained Mexican imports about 10 to 15 percent higher than
they would have been otherwise. Had the reduction in tar-
His not cccurred, it is likely that sorghum would have been Jess
price-competitive against corn and imports would have declined
further as increasing quantities of feed corn were imported.

Barley
Policy Changes Resulting from NAFTA

United States: Under NAFTA, the United States eliminated
ail tariffs on barley imports from Mexico vpon implementa-
tion of the agreement on January I, 1994, Fariifs on im-
ports of Canadian barley were eliminated in 1996, follow-
ing the successive tariff reductions under the CFTA, which
was subsumed under NAFTA,

Mexico: Under NAFTA, Mexico immediately eliminated
its import license requirement for batley imported from the
United States and Canada, following implementation on
January I, 1994. The United States received a 120,000-ton
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duty-free TRQ initially for 1954 with the duty-free access
amount increasing 5 percent per year thereafter. Canada re-
ceived a 30,000-ton duty-free TRQ initially for 1994 with
duty-free access increasing 5 percent per year thereafter.
Imports from the United States and Canada over the duty-
free levels face over-quota tariffs of 128 percent (barley) to
175 percent (malt) which will be phased out over 10 years.

Canada: Under the CFTA, later subsumed under the
NAFTA, Canada agreed to a 1{0-year elimination of tariffs
on U.S. barley imports. Under Article 705 of the CFTA,
Canada agreed to remove its quantitative restrictions when
the 2-year average of the level of U.S. Government support
for barley is less than that of Canada’s. Canada imposed
import licenses on U.S. imports of barley and barley prod-
ucts untit August I, 1995, when these licenses were con-
verted to TRQ's in accordance with the Uruguay Round of
the WTO. Over-quota tariffs were initially set at more than
100 percent and will be reduced 36 percent over 6 years. The
within-quota tariff will be eliminated on January 1, 1998.

Barley Trade Since NAFTA

Although U.S. barley exposts to Mexico have increased
since NAFTA, the United States has become an increasing
net importer of barley from NAFTA partners. Despite in-
creasing fourfold since 1993, barley exports have been
overwhelmed by imports of barley from Canada. Over the
past 3 years, U.S. imports of barley from NAFTA partners
have exceeded exports by an average $100 million per year;
this is about twice the value of net imports in 1991-93.

U.S. barley imports began to trend upward during the late
1580’s, and more than tripled in the first year of NAFTA,
to a record 1.96 million tons. This reflected a dramatic
downturn in U.S, feedgrain production in 1993 because of
adverse weather. Not only did flooding harm crops but it
also disrupted many transportation lnks. This situation pro-
vided an excellent opportunity for Canadian barley to enter
the U.S. market. While both malting and feed barley im-
ports jumped, feed barley increased more, comprising
about two-thirds of the total, a larger-than-average share.

In 1995, U.S. barley imports declined 47 percent, but were
still very high by historical standards. Nearly all of the de-
cline occurred in feed barley, and its share of total imports
fell to about a third, mots in line with the average. The re-
bound in U.S. feedgrain supplies accounted for the reduc-
tion in feed barley imports. However, malting imports re-
mained high in 1995, partly reflecting longer-term develop-
ments, triggered by the aftermath of the 1988 North
American drought. Brewers and maltsters apparently had
an interest in diversifying supplies, and imports were fur-
ther encouraged by the weak Canadian doHar. In recent
years, one major brewer contracted acreage of U.S. barley
varieties in Canada grown expressly for the U.S. market.

Barley imports in 1996 were down about 24 percent. One
key reason was a poor crop in Canada that reduced 1995
production and thus exportable supplies. For the year, less
than 20 percent of the imports have been for feed, Al-
though the North American barley market is largely influ-
enced by developments in corn and other feed grains, there

Economic Research Service, USDA



is also a2 somewhat distinct malting barley market, The
United States imports both maiting and feed barley along
with a small amount of seed barley (frade data do not iden-
tify barley for feed as such, only classifying it as “other”).
Virtually ali the barley imported by the United States
comes from Canada,

U.8. exports of barley to Mexico have grown at an increas-
ing pace since NAFTA came into effect. Barley exports
rose 14 percent in 1994 to about 92,000 tons, followed by
an additional 28-percent gain in 1995 to nearly 118,000
tons. In 1996, exports to Mexico more than doubled to
270,000 tons. In fact, because of slumping sales to other
markets, Mexico became the leading U.S. barley export
market in the latter half of 1096,

The increases in Mexico’s barley imports are mainiy tied
to the beer industry. About 90 percent of the U.S. barley
exports to Mexico have been for malting, with about 10
percent for feed purposes. Rising beer production reflects
both domestic and export demand, with Mexico exporting
a significant amount of beer to the United States. Mexico
is now the second largest supplier of beer to the United
States, surpassing Canada in 1996. However, the increase
in Mexico’s malting barley imports is misleading, because
the expansion of malting facilities has led to a shift away
from barley malt imports toward malting barley to be p. -
essed in Mexico. U.S. exports of barley malt to Mexico
have dropped since NAFTA, although they have rebounded
slightly so far in 1996,

Trade Issues

United States Monitors Imports: The increase in U.S. im-
ports of barley from Canada has not followed a steady
trend since the early 1990’s, but has changed dramatically
in some years, such as the 1993/94 crop year. No format
wade dispute mechanism has been invoked over barley
trade with Canada but the United States has indicated that
1 will monitor Canadian imports to ensure that they do not
reach “disruptive levels™ such as those of 1993/94 and wili
seek consultations with Canada before barley imports
reach disruptive levels.

Canadian TRQ on Barley: Under the market access provi-
sions of the Uruguay Round, Canada converted its barley
import license to a TRQ. The United States views Can-
ada's use of a TRQ replacing the barley import license as a
violation of NAFTA since the agreement generally prohib-
its member countries from increasing tariffs or introducing
new tariffs, Furthermore, because the United States only
applies a NAFTA tariff on barley imports from Canada,

the United States believes there is a lack of symmetry in
market access for barley exports relative to Canada, Using
the dispute settlement process provided in NAFTA, the
United States requested consultations with Canada, which
were held in March 1995. The two countries subsequently
presented written and ozal arguments to a five-member
NAFTA parel to reselve the dispute. On December 2,

1996, the panel issued its final report, finding that Canada’s
application of these new tariffs to 1.5, goods does conform
with its NAFTA obligations. Consequently, U.S. access to Ca-
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nadian markets for barley remains unchanged. There is no
appeal process in NAFTA's dispute settlement mechanism.

impact of NAFTA on Barley Trade

U.8. imports of barley from Canada have been very large
stnce 1994, but the impact of NAFTA on this trade has
been minor or insignificant. U.S. barley imports from Can-
ada were only about 1 t0 3 percent higher in the first 3
years of the agreement than they would have been other-
wise. The sharp rise in U.S, barley imports from Canada in
1994 was mainly the result of a feedgrain shortage in the
United States caused by the Midwest floods during 1993,
not because of NAFTA.

Analysis of U.S. barley trade with Mexico indicates that
the tariff and license changes under NAFTA have had a
small positive impact on U.S, exports, boosting trade less
than 5 percent above what would have securred without
NAFTA. Without NAFTA, Mexican license restrictions
could have limited imports of barley for feed, but NAFTA
guaranteed annual increases in the TRQ by 5 percent. How-
ever, growth in demand from the beer industry would
likely have encouraged Mexico to issue import licenses for
malting barley without NAFTA.

Oats
Policy Changes Resuiling from NAFTA

United States: 'The United States already had a zero Most
Favored Nation (MFN) tariff on oats imports and this was
unchangzd under the NAFTA.

Mexico: Mexico applies a 10-percent ad valoram MEN im-
port tariff on cats. Under NAFTA, the tariff on imports
from the United States and Canada is being phased out
over 10 years, beginning January 1, 1994,

Canada: Canada already had a zero MFN tariff on oats im-
ports and this was gontinued under the NAFTA. Under Ar-
ticle 705 of the CFTA, subsumed under NAFTA, Canada’s
import license requirement on U.S. oats and oat product
imports was removed in 1989

Oals Trade Since NAFTA

The United States is the largest oats importer in the world,
despite exporting small quantities to the NAFTA partners,
and Canada is the largest oats exporter to the United
States. U.5. oats imports from Canada rose 8 percent in
1994, the first year of NAFTA, while total imports in-
creased 17 percent, reflecting larger shipments from Fin-
land and Sweden. In 1995, imports from Canada increased
28 percent, with some of this gain offsetting a reduction in
shipments from Finland and Sweden. Imports from Canada
fell 7 percent in 1996 because a smaller crop the previous
year reduced its exportable supplies, but shipments from
Finland and Sweden declined even more, increasing the
11.S. reliance on Canadian oats. The expansion of the Euro-
pean Union (EU) in 1995 to include Finland and Sweden
and the consequent reduction in the level of export subsi-
dies available for Scandinavian oats acconnts for most of

NAFTA/WRS-97-2/Seotember 1997 21



the reduction in their exports to the United States. Meanwhile,
Canada's 0ats sector has continued to focus on the ULS. market,
reflecting factors that were present even before NAFTA.

‘Today, the oats markets in the United States and Canada
are more closely intecrated than most other commodities.
The removal of oats from the control of the Canadian
Wheat Board in 1988 was an important step that allowed
free markets to evolve. The favorable exchange rate of the
Canadian dollar has also made imports attractive, while
Canada has produced more congistent supplies of high-
quality oats than the United States, While U.S. production
of oats has contitwed to decline in recent years, Canada’s
oats production has begun to increase slightly, There is
some evidence of more cats being grown in Manitoba,
closer to the U8, market, than in the past. However, the ma-
jor growing areas are more distant, Alberta and Saskatchewan.

Trade Issues
There have been no trade issues involving oats,
Impact of NAFTA on Oats Trade

Oats trade between the United States and Canada since
1994 has not been directly affected by NAFTA, because
U.S. tariffs on oats from Canada and other sources were al-
ready at zero. The increase in oats imports from Canada
during 1994 and 1995 reflects longer-term trends of more
integration of the countries’ grain economies, The United
States has increasingly becorme a net importer of cats and,
because of geographical proximity, an attractive market for
Canada. The accession of Finland and Sweden to the EU
accelerated this trend by limiting their ability to compete
in the U.S. market.

Wheat
Policy Changes Resulting from NAFTA

United States: Under NAFTA, the United States will elimi-
nate tariffs for common wheat imports from Mexico over 5
years, and for durum wheat over 10 years, beginning Janu-
ary I, 1994, Under the CFTA, the United States agreed to
phase out tariffs on Canadian wheat over 10 years, set to
conclude on January 1, 1998,

Mexico: Under NAFTA, Mexico immediately eliminated
its import license requirement for all wheat following im-
plemeniation on January 1, 1994. A 15-percent ad valorem
tariff, to be phased out over 10 years, was then applied to
wheat imports from the United States and Canada,

Canada: The CFTA, subsumed under NAFTA, will con-
tinue the 10-year elimination of tariffs on U.5. wheat im-
ports, set to conclude on January 1, 1998, Under the CFTA
Article 705 provisions, the import license requirement on
U.S. wheat and wheat products was removed in 1991,

Wheat Trade Since NAFTA

Trade in unmilled wheat, flour, and pasta has grown errati-
cally among the United States, Canada, and Mexico since
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the inception of NAFTA, but weather rather than trade lib-
eralization has played a dominant role in the trade. U.S, ex-
ports to NAFTA partners {(predominantly Mexico) in 1996
were 60 percent higher by volume and more than double

in value over 1993. U.8. wheat and pasta imports from
NAFTA partners (predominantly Canada)} in 1996 were
about half the level of imports in 1994 by volume but
about 15 percent higher by value. U.S. imports declined af-
ter an unusual spike in 1994, but remained more than 1
miflion tons in both 1995 and 1996,

Mexico's total wheat imports and imports from the United
States declined in the first year of NAFTA because favor-
able weather in Mexico produced a large domestic crop in
1994. Two years of drought followed, reducing the Mexi-
can crop and boosting imports. Wheat consumption in
Mexico fell dramatically in 1995 and 1996, as the peso de-
valuation and subsequent recession resulted in an overall
decline in consumers’ purchasing power. Initially, it was
thought that wheat consumption would rise as consumers
shifted from meat to bread preducts. However, the govern-
ment lifted price controls on wheat products and elimi-
nated a wheat milling subsidy in 1995, but left price con-
trols in place for corn tortillas. As a result, wheat product
prices rose relative to tortilla prices and wheat product con- -
sumption plummeted. Despite the drop in consumptic:., v~
ports increased sharply in 1995 and 1996 because of the
smaller Mexican crop.

In 1995, U.S. wheat exports to Mexico jumped not only be-
cavse of Mexico's drought, but also because Canada,
which also supplies the Mexican market, had lower export
supplies. Both countries provide export credit guarantees
to Mexico. These guarantees helped sustain Mexican
wheat imports over the last 2 years when importer liquid-
ity was low. NAFTA liberalization facilitated the increase
in Mexican imports in the drought years of 1995 and 1996,
and the closer links forged between Mexico and the United
States through NAFTA probably helped mitigate the dam-
age to Mexican import demand caused by the peso crisis,
but the direct impact of NAFTA on Mexican wheat im-
ports was fairly minor,

The CFTA was expected to boost U.S, wheat imports from
Canada. Canada is the main source of U.S, wheat imporis,
being a surplus producer with lower transport costs to the
1.8, market, relative to other exporters, In 1994, U.S.
wheat imports from Canada rose 36 percent over the pre-
vious year. Much of this growth was not caused by
NAFTA, but by a coincidence of weather-related events in
Canada and the United States. In Canada, the quality of
the 1993 wheat crop was damaged by disease and wet
weather at harvest, and since the 1992 crop was also of
low quality, Canada’s supply of feed wheat was exception-
ally high. At the same time, the U.S. com crop was dra-
matically lowered by the Midwest summer floods, With
feed wheat supplies unusually large in Canada and feed
grains tight in the United States, the stage was set for a
surge in U.S. imporis of Canadian wheat. Reduced tariffs
under NAFTA ased the increased trade but did not cause
the sharp surge of wheat imports in 1994,
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U.S. wheat imports from Canada dropped in 19935, as grain
supplies on each side of the border returned to a more nor-
mal situation. Moreover, the 1-year TRQ and end-use cer-
tificates imposed at the latter stages of 1994 for wheat (see
Trade Issues section) may have offset any stimulus to frade
caused by the reduced tariffs. In 1996, U.S. wheat imports
from Canada continued to decline because of limited sup-
plies within Canada and because other export destinations of-
fered higher retums than the U.S, market. This was the result
of a dramatic increase in world wheat prices in 1995/96.

'Canada is a supplier of pasta to the U.S. market, but the
European Union (Italy) has the largest import share. Re-
duced tariffs may have helped Canada increase shipments
to the United States in 1994, but increased competition
from subsidized pasta from Turkey caused a decline in
1995, U.S. wade resteaints on Turkish pasta may have helped
Canada increase shipments to the United States in 1996.

Trade Issues

Of all the grains, wheat has experienced the most conten-
tious trade disputes since the implementation of NAFTA.

Tariff Rate Quota on U.S. Wheat Imports from Canada:
The sharp dise in U.S. wheat imports frorn Canada during
the 1993794 crop year, following several years of increas-
ing imports, resulted in the request for a U.S. International
Trade Commission ITC Section 22 investigation. The ITC
deterrined that the increased wheat, wheat flour, and
semolina imports were materially interfering with USDA’s
price and income support programs and forwarded their
recominendations for possible action to the President.
‘These recommendations ranged from a strict import quota
of 900,000 tons to various tariff-rate quotas. In September
1994, the United States and Canada agreed to a 1-year
TRQ limiting access at the lower NAFTA tariff levels un-
der the U.8.-Canada Memorandum of Understanding
{MOU) on Grains. The TRQ from September 12, 1994 to
September 11, 1995 was 300,000 tons for durum wheat
and 1,050,000 tons of other wheat {(excluding white winter
wheat not produced in Western Canada). Two over-quota
tariff rates were set for durum: $23 per ton between
300,000 and 430,000 tons, and $50 per ton above 450,000
tons. The over-quota rate for other wheat above 1,050,600
tons was $50 per ton.

The MOU also established a Canada-U.S, Joint Commis-
sion on Grains (JCG), composed of 10 private sector mem-
bers from the grain trade industry in the United States and
Canada. The purpose of the "CG was to examine the U.S.
and Canadian marketing and support systems for grains
and provide recommendations to resolving the long-term
grain trade problems between the two countries in bina-
tional trade and in third-country markets. The final report
of the JCG was released on January 22, 1996 and included
recornmendations for policy coordination, cross-border
trade, grading and regulation, infrastructure, demestic pro-
grams, export programs and institutions, and trade agree-
ments. Finally, the MOU included a “peace clause™ ensur-
ing that neither country would initiate action against the
other for the 12-month period specified under the MOU.
Under the peace clause, the United States withdrew its noti-
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fication to the GATT of its intention to modify wheat and
barley tariffs under GATT Article 28 and Canada did not

dispute the TRQ's applied on wheat under the MOU to a

NAFTA or GATT Dispute Settlement Panel.

As specified in the MOU, the TRQ expired on September
11, 1995, Subseqguently, the United States announced that
it would closely monitor exports of Canadian grains to the
United States from September 12, 1995 to Septemnber 11,
1996 and iniended to consult with the Government of Can-
ada to discuss potential problems before grain imports
from Canada reach disruptive levels. However, because of
limited Canadian wheat supplies and dramatically higher
world wheat prices in 1995, Canadian wheat exports to the
United States did not increase during the 1-year period fol-
lowing the expiration of the TRQ. The United States is
still monitoring imponts of Canadian wheat during the
MOU period.

Mexico’s Countervailing Duty Investigation on U.S. and
Canadian Wheat Imports: On April 4, 1994, the Mexican
Government initiated a countervailing duty investigation
on subsidized wheat imports from the United States and
Canada. Mexico also began subsidizing flour millers who
purchased domestic wheat. The subsidy was set at a value
that equaled the difference between the imported price of
wheat and the cost of purchasing domestic wheat. How-
ever, in 1955, austerity measures led to the elimiration of
this subsidy. In March 1996, the Mexican Government ter-
minated the investigation because the United States was no
longer using BEP and because Canada had eliminated the
Western Grain Transportation Act (WGTA). The WGTA,
Canada’s only wheat export subsidy notified in the Uru-
guay Round negotiations of the GATT/WTO, was elimi-
nated on July 31, 1995,

Kamal Bint; On March 8, 1996, the USDA Agriculturat
Research Service announced the discovery of Karnal bunt
fungus in durum wheat seed in Arizona, the first known oc-
currence of this disease in the United States. It was sub-
sequently found in parts of New Mexico, Texas, and Cali-
fornia. Karnal bunt is a fungal disease of wheat, durum
wheat, and triticale that, if the presence exceeds 3 percent,
reduces grain yield and quality. Karnal bunt is harmless to
hurnans but can cause an unpleasant odor and taste in flour
made from wheat highly affected by the disease. Kamial
bunt is caused by a smut fungus and is spread by airborne
spores that can also be carried on plants, soil, farm equip-
ment, and vehicles. Because of the risk to the reputation of
1.S. wheat in both the domestic and international markets,
USDA imposed a Federal quarantine on the areas where
Karnal bunt was detected. An eradication program was es-
tablished to contain the disease by destroying infected
wheat, and farmers are being compensated for certain fi-
nancial losses resulting from the disease.

At the time of the discovery in the United States, 37 coun-
tries had existing quarantines on wheat imports where Kar-
nal bunt is present. Canada and Mexico did not have quar-
antines, but instead regulated imports of wheat from coun-
tries where Karnal bunt was known to occur. Most of the

37 countries agreed to accept U.S. wheat shipments, pro-

vided the TJSDA Animal and Plant Health Inspection Serv-

NAFTA/WRS-97-2/Septermnber 1997 23



ice {(APHIS) certified that the wheat originates from an
area where Kamatl bunt is not known to occur.

After the initial Kamnal bunt discovery in Arizona, Canada
banned all imports and transhipments of U.S. durum wheat
and all grain imports from the four quarantine States to en-
sure the integrity of the Canadian grain system. Although
Canada only imports a small amount of U.8. wheat, ap-
proximately 1 million tons of U.S, wheat annually pass
through the Canadian ports of the St, Lawrence Seaway
system to third-country markets. Following bilateral nego-
tiations with the United States, Canada agreed to permit in-
transit shipments of U.S. wheat through the Seaway to
resume in early April 1996. In-transit shipments are those
that do not stop at Canadian ports or that are topped-off
with Canadian grain. Canada also allowed non-durum 17,8,
wheat to be transhipped through Canadian grain elevators
and agreed to reassess its prohibition on durnm wheat
based on additional survey and sampling data provided by
the United States. Carrently, no such shipments have tested
positive for the Kamal bunt diseass,

Karnal bunt has been detected in some areas of northwest-
ern Mexico since the late 1970°s, long before implementa-
tion of NAFTA. The United States banned Mexican wheat
imports in 1983 to prevent the iatroduction of the fungus,
Article 722 of NAFTA established a Commitiee on Sani-
tary and Phytosanitary Measures. In the committee’s June
1996 meeting, Mexico sought recognition from the United
States that the Mexicali Valley region is free of Karnal
bunt. The United States did so but has not established a
protocol for allowing wheat imports from the region.

After regulations related to Kamnal bunt were issued in the
four 1.8, States, Mexico announced it would restrict wheat
produced or stored in Atizona, New Mexico, California, and
certain parts of Texas from entering Mexico. Mexico will im-
port U.S. wheat from non-quarantined areas if the grain is
tested and certified free of Karnal bunt or, if produced within
the quarantine area, fumigated with methyl bromide.

End-Use Certificates: As a result of the Article 705 calcula-
tions under the CFTA, import licenses for U1.S. wheat and
wheat products were removed in 1991, Subsequentty, Can-
ada required that U.S. wheat be accompanied by an end-
use certificate (EUC) to ensure that Canadian variety con-
trols and quality standards are maintained. Under the
NAFTA Implementation Act, the U.S. Secretary of Agricul-
fure was required to establish EUC’s for wheat imported
into the United States from any foreign country that re-
quired EUC’s for imports of U.S. wheat. The purpose of
the U.S. EUC requirement is to prevent imports from bene-
filing from U.S. export programs. The United States will
continue this EUC requirement as long as Canada also
maintains its EUC requirement.

The Carada-11.5. Joint Commission on Grains examined
the EUC requirements for hoth countries, found them to
play a limited functiona! role, to raise costs, and to be a
visible trade irritant. As a result, it was recommended that
both countries eliminate EUC's. A satisfactory replacemnent
to EUC’s to ensure that both countries’ concerns are al-
layed has not been reached.
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Impact of NAFTA on Wheat Trade

The policy changes resulting from NAFTA led to an esti-
mated 1-percent increase in Mexico’s wheat imports over
what would have otherwise occurred during 1994 to 1996,
Since 1993, U.S. wheat exports have risen from 967,600
tons fo 1.6 million tons in 1996 and Mexico’s market share
of total U.S. wheat export volume has risen from 3 percent
in 1993 to 5 percent in 1996. The value of U.S. wheat ex-
poris to Mexico jumped from $143 million in 1993 to
$344 million in 1996 as U.S. prices gained strength due to
tight supplies and strong demand.

Tariff reductions under NAFTA (and CFTA) increased 1J.S.
wheat imports from Canada an estimated 5 percent above
what would have cccurred without the agreement. The
sharp rise in U.S, wheat imports from Canada in 1994 was
mainly the result of weather-related events in both the
United States and Canada during 1993 and not because of
the NAFTA.

Although U.S. wheat exports to Canada in the form of
grain have been insignificant despite the NAFTA (and
CFTA) tariff reductions, wheat product exports have contin-
ued to grow, These tariff reductions increased U.S. wheat
product exports to Canada an estimated 5 percent above what
would have occurred without the agreement. Canada’s import
licenses were removed for U.S. wheat and wheat products in
1991 under the CFTA Article 705 calculations.

Rice
Policy Changes Resuliting from NAFTA

United States: U.S. tariffs on imported rice ranged from
0.6% 10 3.3 cents a kilogram, depending on the type of
rice, before NAFTA. These are being phased out over a 10-
year period, from 1994 to 2003. Under the terms of the
Uruguay Round agreement, the United States is reducing
its MEN tariffs by 36 percent through 2000.

Mexico: Before NAFTA, Mexico imposed a 20-percent tar-
iff on brown and milled rice and a 10-percent tariff on
rough and broken rice. The milled and brown rice tariff
rate was raised from 10 percent to 20 percent in 1990 in re-
sponse to demands from Mexican millers who wanted to
import rough rice to maintain a high mill utilization rate.
Under NAFTA, these tariff rates are to be gradually low-
ered to zero by 2003. The first cut was in 1994, which
dropped the respective tariff rates to 18 and 9 percent. By
1996, the tariff rates were 14 and 7 percent.

Mexico banned rice imports from Asian sources for phy-
tosanitary reasons in 1994. In December 1996, this policy
was modified to allow rice from Asian sources 10 be im-
ported if the rice passed rigid disease-free requirements
and was placed in an extensive quarantine. Imports of Asian
rice to Mexico are currently impractical under these rules.

Canada: Canada’s tariffs on imported U.S. milled or semi-
milled rice have been steadily reduced since 1989 under
the CFTA, which was subsumed under NAFTA, and will
reach zero in 1998, In 1995, Canada’s tariff on U.S. bro-
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ken rice and whole or semi-milled rice was a $1.10-per-
ton, compared with a $4.80-per-ton tariff for countries re-
ceiving MEN status and for Argentina and Brazil. There is
no tariff on imported brown or broken rice. Canada pro-
duces no rice domestically and Mexico does not export
rice to Canada,

Rice Trade Since NAFTA

U.S. exports of rice to NAFTA partners have increased 37
percent by volume and 53 percent by value since the incep-
tion of NAFTA. During this period, exports to Mexico
made up 65-70 percent of U.S. exports to NAFTA mem-
bers. Rice trade with Mexico has continued the general in-
crease that was evident before January 1994 when NAFTA
went into effect. In market year (August-July) 1995/96, the
United States exported 262,047 tons—milled equiva-
lent—of rice to Mexico, making it one of the largest single-
country foreign markets for U.S. rice that year. In 1994/95,
the United States exported 260,792 tons to Mexico, up
from 172,139 tons in 1993/94. On a milled-equivalent basis,
over two-thicds of U.S. rice sales to Mexico are rough rice.

The United States currently has a virtual monopoly on rice
trade with Mexico—helped by the ban on importation of
Asian tice enacted in 1994, During 1990-93, Mexico im-
ported substantial quantities of Asian rice but Mexico's
yice crop was diminished by infestations believed to have
come from impotted Asian rice. In response, Mexico
banned importation of all Asian rice. As of December
1996, the absclute ban on imports of Asian rice was
dropped by Mexico in response to its obligations under
WTO. Asian rice access to Mexico is now subiect to the
presentation of a detailed pest risk anatysis. No such docu-
mentation has been presented by an Asian government to
date. The diseases responsible for the damage to Mexico’s
crop are not known to be active in the United States.

Per capi’ - tice consumption in Mexico has remained about
11 pounds per year for the past 15 years. Rice has gener-
ally been the most expensive food grain in Mexico, with
consurmer prices increasing faster than prices for other sta-
ple foods. However, despite the economic crisis following
the peso devaluation in December 1994, Mexican rice im-
ports did not decline in 1995 or 1996. A drought in the
northern producing areas and a shift toward export-ori-
ented crop production led to a substantial decline in Mexi-
can rice production. Thus, despite a decline in Mexican
rice consumption that year, imports of U.8S. rice were
needed to make up for lower domestic production. As Mex-
ico’s economy continues to rebound from the peso devalu-
ation, rice consumnption is likely to grow as well.

Canada’s rice imports have shown noticeable growth since
1989 after being nearly stagnant during much of the
1980’s. Both total imports and imports from the United
States have steadily increased this decade. U.S. exports to
Canada totaled 167,000 tons in 1995, up from 139,000
tons in 1994, and reached 168,000 tons in 1996. Canada
primarily imports high-quality long-grain milled rice, as
well as smaller amounts of brown and rough rice. The
United States is the major supplier of rice to Canada, ac-
counting for 70 to 80 percent of annual imports, and Thai-
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land supplies most of the rest. Canada also imports some
high-priced basmati rice from India and Pakistan and very
small quantities of high-quality japonica from Italy as
well. Imports from these non-U.S. sources have increased
this decade.

With no domestic rice producing industry, Canada’s import
expansion can be traced primarily to population growth
and the ethnic composition of recent immigrants. Lower
tariffs on rice from United States under the CFTA and
from other countries under the WTO have slightly reduced
the price of rice in Canada, likely accounting for a small
share of the increase in rice consumption since 1589, How-
ever, the tariff on U.S. rice was not very high when the
CFTA went into effect—less than 2 percent the price of im-
ported U.S, rice-~and rice is an inexpensive food in Canada.

Trade issues

There have been no trade issues between the United States,
Canada, or Mexico over rice,

impacts of NAFTA on U.S. Rice Exporls

Mexican rice imports from the United States are slightly
higher, about | percent or less, than would have occurred
without NAFTA. Because Mexico’s phytosanitary require-
ments effectively ban imports of rice from Asian sources,
NAFTA’s impact on U.S. rice exports to Mexico has only
a very minor positive effect, However, without the strict
phytosanitary standards for imported rice, the tariff advan-
tages enjoyed by the United States under NAFTA would
be very important. Thailand and Vietnam could compete
well with (Ge United States on a price basis, even with
NAFTA, but Mexican consumers seem to prefer the high
quality and consistency of U.S. rice over low-quality Asian
or even high-quality Thai rice.

NAFTA’s impact on Canada’s rice imperts is also small,
probably less than 1 percent in volume. Continued tariff re-
ductions under NAFTA have helped the United States re-
main the major rice exporter to Canada and perhaps ex-
panded U.S. sales to Canada a very slight amount., Al-
though NAFTA gives the United States a price advantage
over other exporters, most Asian rice exporting coun-
tries—except Thaitand—currently ship rice of rather low
quality that is not favored in high-income countries. Rice
shipped from Myanmar, Vietnam, and Pakistan and India
{non-basmati} would not compete with U.S. rice in high-
quality markets like Canada with or without the NAFTA,
With the United States already the principal supplier of
high-quality long-grain rice, only a small share of expand-
ing sales could be attributed to NAFTA.

Qilseeds and Products
Policy Changes Resuliting from NAFTA

United States: Prior to NAFTA, the United States did not
have tariffs on soybean and sunflower seed imports, but
did have a 22.5-percent tariff on soyhean oil, which will
be phased out over 10 years, and a 0.3-cents-per-pound tar-
iff on soybean meal, which was eliminated on January 1,
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1994, The United States had a 0.4-cents-per-bushel tariff
on rapeseed, a 22-cents-per-bushel taniff on flaxseed, a
0.12-cents-per-pound tariff on rapeseed meal, and a 7.5-per-
cent tariff on cancla oil, all of which were immediately
eliminated under the CFTA on January 1, 1989 and under
NAFTA on January 1, 1994 for Mexico.

Mexico: Mexico had a seasonal tariff on soybeans of 15
percent. Under NAFTA, Mexico immediately reduced the
15-percent tariff to 10 percent, reduced the dutiable season
from August I-January 31 to Gctober 1-December 31, and
is phasing out the tariff over a 10-year period. Mexico had
a 15-percent tariff on soybean meal, a 10-percent duty on
crude soybezn oil, and a 20-percent duty on refined soy-
bean oil that will be phased out over 10 years. There are
similar Mexican tariffs on minor oilseed meals and oils,
which will also will be phased out over 10 years.

Canada: Prior to CFTA Canada did not have tariffs on soy-
beans, soybean meal, rapeseed, or other meals. However,
there were tariffs of 7.5 percent on soybean oit and 10 per-
cent on other vegetable oils. The CFTA, subsumed under
NAFTA, called for a 10-year elimination of tariffs on se-
lected U8, imports, and will be concluded on Jannary 1,
1998. For NAFTA, Canada immediately eliminated its tar-
iffs on soybean oil and other oil for Mexico, but it main-
tained the successive tariff elimination with the United
States under the CFTA agreement.

Trade Since NAFTA

Since NAFTA, U.S. vilseed exports to Mexico have in-
creased, with soybeans comprising about 95 percent of the
total. Since 1993, these exports have riser from 2.0 million
metric tons to 2.4 million in 1996, a gain of 20 percent.
Mexico’s share of U.S. soybean exports has risen from 9
percent in 1993 to 11 percent by 1996, The value of U.S.
oilseed exports to Mexico rose by $237 million between
1993 and 1996, a 50-percent increase.

Mexico's imnports of oilseeds from the United States
dipped 8 percent by volume in 1995 in the wake of the
peso crisis and subsequent recession, which caused difficul-
ties for the poultry, hog, and dairy sectors, The sharpest de-
clines came during the first two quarters of 1995. Mexican
soybean imports were also constrained in early 1995 be-
cause 2 surge of imports during the final quarter of 1994
had built Mexican stocks. Confusion over GSM credit pay-
ments and strong competition from sunfiower and soybean
oils contributed to the decline in Mexico's soybean im-
ports. Low prices for oilseeds during the first half of 1995
led Mexican buyers to hedge soybeans, preventing a
greater drop in Mexican imports.

As Mexico’s economy recovered from the devaluation and
began growing again, resumption in consumer demand for
meats raised the quantity of Mexico’s soybean imports
from the United States. In 1996, Mexico's oilseed imports
from the United States rose 18 percent from the devaluation-
depressed level of 1995, while higher prices raised the value
of imports 54 percent. All growth occurred in soybeans.
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Since NAFTA, U.S. soybean meal and oil exports to Mex-
ico have generally increased. Since 1993, U.S. cilseed
meal exports have risen from 347,700 metric tons to
391,000 metric tons in 1996, an increase of 12 percent.
U.S. vegetable oil exports to Mexico also increased by 24
percent. U.S. oilseed and product imports from Mexico are
negligible and consist primarily of sesame seed for the
U.S. baking industry.

Mexican imports of U.S. vegetable oils rase 65 percent to
353,000 tons during 1995. Despite having excellent crush
margins, Mexican processors (mostly family-owned) were
hurt by the peso devaluation, small domestic oilseed sup-
plies, and imports of U.S. sunflower, cottonseed, and soy-
bean oils. In addition, consumption of meat suffered more
than the vegetable oil sector, limiting the demand for pro-
tein meals for animal feed, Thus, Iarge and small compa-
nies that rely on domestic processors to fill their needs for
vegetable oil were encouraged to purchase vegetable oil di-
rectly from the United States. Sunflower il benefited
greatly from competitive prices compared with other vege-
iable oils during 1995,

A 12-percent drop in the quantity of Mexico’s imports of
protein meals from the United States occurred in 1996
compared with 1995, although the value of these imports
rose 6 percent. Again, soybean meal acconnted for the bulk
of meal imports. While Mexico's imports of U.S. soybeans
increased sharply in 1996, imports of vegetable oils were
down 14 percent in quantity and 9 percent in value. As the
peso began to recover, the health of Mexico’s small domes-
tic oil processing industry began improving again, making
domestic processors more competitive with tmported oils.
Strong global demand for Canada’s canola oil and rela-
tively tight Canadian supplies from its 1995/96 crop led
Mexico to switch some of its imports of this oil to U.S.
oils in the first half of 1996.

U.S. oilseed and product exports to Canada have increased
from 369,000 metric tons in 1993 to 459,000 tons in 1996,
with increases in vegetable oil offsetting export declines
for soybeans, sunflower and safflower. Soybean meal ex-
ports to Canada have risen beyond 1993 levels in 2 of the
3 years and in 1996 were 16 percent above 1993, Vegeta-
ble oil exports to Canada have nearly doubled from
116,400 merric tons in 1993 to 231,000 tons in 1996. Can-
ada’s share of U.S. soybean meal exports remains fairly
constant, ranging from 15 percent in 1993 to 17 percent in
1994 10 13 percent in 1996, while Canada’s share of U.S.
soybean oil exports has increased from 3 percent in 1993
to 10 percent in 1996.

Canada is the [argest market for U.S. soybean meal, repre-
senting about 15 percent of total U.S. soybean meal ex-
ports. However, U.S. soybean exports to Canada are
smaller and more volatile. In 1994, record Canadian S0Y-
bean and rapeseed crops reduced U.S. soybean exports to
Canada nearly 90 percent from 1993 Jevels. However, U.S.
soybean meal exports to Canada in 1995 climbed 13 per-
cent to a record 798,000 tons in response to record U.S.
meal production, record Canadian poultry production, and
the lowest U.S. soybean meal prices in a decade. U.S. 50Y-
bean exports to Canada increased because of reduced U.S.
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prices and increased use of full-fat soybeans in Canadian
dairy operations.

.S. vegetable oil exports to Canada increased 60 percent
in 1996. Canada’s share of U.S, exports of vegetable oils
rose sharply in 1996 to 10 percent, compared with just un-
der 4 percent in 1995. Canada’s oil imports from all
sources reached a record level for 1995/96, while U.S.
vegetable oil exports to other destinations dropped. Low
Canadian vegetable oil stocks at the end of 1994/95 and
continued strong demand in 1995/96, particularly for
canola oil, attracted imports.

U.S. oilseed imports from Canada have niot changed much
since 1993, although there were small increases during
1994 and 1995. U.S. imports of oilseed meals from Can-
ada have increased since 1993, and the U.S. share of Can-
ada’s exports has increased from 68 percent in 1993 to 80
percent in 1996. U.S. imports of vegetable oils from Can-
ada have also increased since 1993, and the U.S. share of
Canada’s exports has risen from 69 percent in 1993 to 75
percent in 1996,

Although Canada is a2 major importer of U.S. protein
meals and vegetable oils, the United States is an even
larger importer of Canada’s protein meals, oilseeds, and
vegetable oils. Canola and canola products account for
most U.S. oilseed and product imports from Canada. New
U.S. crushing facilities caused canola imports from Canada
to more than double during 1994, but the value-added

from crushing was captured in the United States.

Increased canola production in the United States, the re-
moval of the Canadian WGTA subsidies, and construction
of new crushing facilities in Canada contributed to a 50-
percent decline in U.S. canola imports from Canada during
1995. An expansion of Canadian canola crushing has led
to greater availabilities of Canadian canola meal for ex-
ports. In 1995, sharp increases in global vegetable oil
prices led to large stocks of canola meal and thus ex-
tremely low prices. Despite a sharp reduction of Canadian
canola production in 1996, U.S. seed, meal, and oil im-
ports continued to grow. High prices for soybean meal en-
couraged a 19-percent increase in U.S, canola meal im-
ports during 1996, reaching a record of 800,000 metric
tons. U.S. canola oil imports have risen at a faster rate
than imports of canola seed because of expanding crushing
capacity in Canada and its price competitiveness versus its
close substitute, soybean oil.

Trade Issues
There have been no trade issues over oilseeds or products.
impacts of NAFTA on Oilseed Trade

The reduction of soybean tariffs under NAFTA increased
U.8. exports of soybeans to Mexico 2 to 5 percent over
what would have been shipped in the absence of the agree-
ment. Mexican imports of other oilseeds are expected to de-
cline slightly because of the relatively lower protection on
soybeans under NAFTA, A similar analysis estimated that
NAFTA had little effect upon the volume of U.S. exports
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of soybean meal to Mexico, but the tariff reduction on soy-
bean ol is estimated to have increased soybean oil exports
§ to 10 percent over what would have been shipped in the

absence of the agreement.

In NAFTA's first 3 years, Mexico increased its share of
edible oit that came from crushing imported oilseeds, a
trend boosted by slightly greater tariff reductions for
soybeans than for competing oils and meals. Import de-
mand for oil is now evenly split between imported oils
and oil from imported oilseeds.

Overall, NAFTA does not appear to have had a major effect
on.U.S.-Canadian oilseed trade, because trade was fairly free
before the CFTA, but vegetable oil trade has been affected,
The reduction of vegetable oil tariffs increased U.S. exporis
of vegetable oil to Canada in 1996 by 7 to 12 percent over
what would have been shipped without the agreement. A sirni-
1ar analysis estimated that NAFTA could have z slight posi-
tive effect on U.S. export volume of soybean meal to Canada,
on the order of 1 percent or less. However, this depends upon
the increased volume of cattle feeding in Canada relative to

its domestic meal supply, since there was no duty on soybean
meal pricr to NAFTA. NAFTA is estimated to have increased
U.8. imports of Canadian vegetable oils in 1996 by 3 to 5 per-
cent over what would have been shipped without the agree-
ment. A similar analysis estimates little effect on the level of
Canadian oilseed and oilseed meal experis to the United
States, with a small increase in oilseed meal exports offsetting
a similar decrease in oilseed exporis.

Peanuts
Policy Changes Resulting From NAFTA

United States: Prior to NAFTA and the Uraguay Round
agreement of the GATT/WTO, peanut imports were lim-
itad by quotas established under Section 22 of the Agricul-
ural Marketing Act of 1932, Under NAFTA, the United
States established a TRQ for Mexican peanuts (shelled/in-
shell). The original annual quota was 3,377 metric tons
with over-quota tariffs of about 123 percent for shelled pea-
nuts and 186 percent for in-shell. The TRQ increases at 3
pescent per year and the over-quota duties are scheduled to
decline 15 percent in the first 6 years and then be phased
out by 2008 under the agreement. NAFTA rules require
peanut products imported from Mexico to be made from
NAFTA-grown peanuts to qualify for NAFTA benefits.

U.8. imports of peanut butter from Canada are governed
by the Urnguay Round agreement. Under the Uruguay
Round markei access commitments, the United States has
established a TRQQ on peanut butter and peanut paste im-
ports, with most allocated to Canada and Argentina. The
Canadian portion of the TRQ is set at 14,500 tons. There
is no constraint on peanut butter imports from Mexico,
other than that peanut products must contain 100 percent
NAFTA-grown peanuts.

Mexico: Mexico had no quantitative restrictions on pea-
nuts but maintained a 20 percent tariff on peanut buiter,
Under NAFTA, the tariff on peanut butter will be
phased out by 2003,
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Canada: Canada has no restrictions or tariffs on imports of
peanuts. However, prior to the CFTA there was a $44.10-
per-metric-ton tariff on peanut butter and a 7.5-percent tar-
iff on peannt oil. The CFTA, subsumed nunder NAFTA,
eliminates these tariffs over a 10-year period to be con-
cluded January 1, 1998, Under NAFTA, Canada immedi-
ately eliminated its tariffs on peanut 0il and peanut butter
from Mexico, but maintained the progressive tariff elimina-
tion with the United States.

Peanut and Product Trade Since NAFTA

U.S. exports of peanuts and peanut oil to NAFTA partners
have increased in each of the 3 years since NAFTA began.
Although export growth in 1996 was slower than in 1994 and
1995, sales for 1994 through 1996 equaled $247 million, 43
percent higher than in the 3 years preceding the agreement.

Exports to Mexico represent 20-23 percent of U.S. exports
to NAFTA. partners and are mainly peanuts rather than
products. After increasing dramatically in the first year of
the agreement, sales dropped slightly in 1995 but recov-
ered in 1996. U.S. exports to Mexico in 1996 were more
than double the 1993 level, but U.S. imports from Mexico
rose even faster. In 1993, U.S. imports of peanuts from all
origins were only about 775 metric tons, shelled. Mexico
shipped 1,916 metric tons to the United States in 1994 and
4,023 metric tons by 1996. Thus, while U.8. peanut ex-
ports to Mexico have generally risen, net exports have de-
clined over the last few years.

Shelled or in-shell peanuts represent the majority of 7J.S.
peanut exports to Canada. Since Canada produces no pea-
nuts, imports are necessary to fill domestic demand. U.S.
exports of peanuts to Canada have been variable since the
NAFTA began, but were almost 25 percent higher during the
past 3 years than during the 3 years preceding the NAFTA,

Trade Issues

There have been no major disputes involving peanuts.
However, a Section 22 action on peanut butter was consid-
ered in 1994, prior to implementation of the Uruguay
Reund TRQ.

Impact of NAFTA on Peanut Trade

Although NAFTA has had a direct impact on U.S.-Mexi-
can peanut trade, other factors such as the peso devaluation
and loss of access to credit by Mexican importers may
have had a greater impact. U.S. exports of peanuts to Mex-
ico have increased, but since Mexico had no restrictions on
peanut imports prior to NAFTA the increase cannot be di-
rectly atiributed to the agreement, Rather, U.S. peanut poli-
cies during the period, which mandated surplus U.S, pea-
nut production, caused total U.S. exports to reach unusu-
ally high levels. Much of the increase in exports to Mexico
is likely atiributable to the effects of these policies. Un-
doubtedly, NAFTA has increased U.S. imports of peanuts
from Mexico up to the TRQ level. In 1996, U.S. peanut im-
ports from Mexico were four times the level of U.S, im-
ports from all sources in 1993, Attributing the entire in-
crease to NAFTA suggests a maximum estimate of 400 per-
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cent higher imporis (from a very low base) than would
have occurred without the agreement. All of that growth
came in the first 2 years of the apgreement while Mexican
exports expanded to fill the arnount permitted under the
TRQ. The TRQ increases 3 percent per year, so future
gains will be limited to thal rate until the over-quota tariff
falls enough to make Mexican peanuts competitive with do-
mestic production.

NAFTA-CFTA has not affected trade flows of peanuts be-
tween Canada and the United States The U.S. peanut pro-
gram atlows exports of “additional” peanuts but requires
exports of peanut products be manufactured from quota
peanats. Canada produces no peanuts and only a small
quantity of peanut butter,

Livestock and Livestock
Produciks

Cattle
Policy Changes Resuiting from MAFTA

United States: Tariffs on cattle entering the United States
from Canada and Mexico have historically been low. Pure-
bred breeding cattle and those for dairy purposes were ad-
mitted duty-free; other cattle were charged 2.2 cents per
kilogram. The United States began tariff elimination with
Canada over a 10-year period but accelerated the reduction
to complete elimination by 1993. Duties on cattle from
Mexico were completely eliminated at the start of NAFTA.

Canada: Purebred breeding cattle and those imported into
Canada for dairy purposes are admitted duty-free, other cat-
tle were charged 2.2 cents per kilogram. Canada began tar-
iff elimination with the United States over 2 10 year pariod
but accelerated the reduction to complete eliménation by
1993, Duties on cattle from Mexico were completely elimi-
nated at the start of NAFTA,

Mexico: Prior to the implementation of NAFTA, Mexico
had raised tariffs on non-breeding cattle from 0 to 15 per-
cent, Once NAFTA took effect, the tatiffs on U.8. and Ca-
nadian cattle were eliminated.

Cattle Trade Since NAFTA

The United States trades three basic classes of cattle with
Canada and Mexico. Purebred breeding cattle are imported
from Canada and exported to both Mexico and Canada.
Cattle for slaughter are both imported from and exported
to Canada and primarily exported to Mexico, although
large numbers of Mexican cattle were slaughtered in the
United States during 1995. Historically, the animals im-
ported for slanghter tended to be ¢ither cows or leaner
steers and heifers than the animals produced in the United
States. However, recent shortages of Choice grade heef
have encouraged imports of higher-grade Canadian fed cat-
tle, which can then be graded in the United States. U.S,
slaughter cattle exports to Mexico tend to be older cull ani-
mals. The United States also imports feeder cattle from
both Mexico and Canada. These animals, which have been
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raised on grass, are then placed in U.S, feedlots where
they are fed grain to produce the marbling characteristics
desired by the American consumer.

Trade in breeding animals is a small portion of cattle trade
and tends to reflect beef and/or dairy producer decisions to
expand or upgzade herds. In the case of Mexico, the avail-
ability of GSM credit guarantees or Mexican government
policies concerning herd upgrading are alsc a major factor
in breeding animal imports. The United States is a net ex-
porter of breeding cattle and exports to Mexico grew rap-
idly in 1994. The growth was not sustained, however, and
exports fell dramatically in 1995 as a combination of the
peso coflapse and drought discouraged Mexican herd up-
grading. Although the U.S. government offered GSM credits
for cattle imports, Mexican banks, themselves facing liquidity
problems, have been unable or unwilling to lend to producers.

U.S. imports of feeder cattle represent between 55 and 65
percent of all U.S. cattle imports. Mexico is the source of
75-90 percent of U.S. feeder cattle imports and Canada
supplies the balance. U.S. purchases of feeder cattle are de-
pendent on a number of factors including domestic and for-
eign inventories, grain prices, and exchange rate differen-
tials. Cattle feeding has increased in western Canada, giv-
ing cow-calf operators there an alternative to selling cattle
in the United States. Mexican producers never developed a
major cattle feeding sector prior to NAFTA and lack a
strong domestic market for grain-fed beef. Faced with con-
siderably higher feed prices, they have little choice but to
market feeder cattle to U.S. feedlots. U.S. feeder cattle im-
ports have fluctuated widely since 1994. Itnports were
down 25 percent in 1994, up 40 percent in 1995, and
down 60 percent in 1996. The large increase in 1995 was
the result of Mexican producers liquidating inventories in
response to the econosic sitzation and a severe drought in
Mexico. Given the peso's weakness, 11.S. feeder cattle
prices, although weaker than in the past 9 years, made the
United States an attractive market. In 1996, imports from
Mexico declined due o Mexican inventory reductions and
falling U.S. feeder cattle prices due to high grain prices.
Imports from Canada declined during 1994 and 1995 be-
fore rebounding strongly during 1996.

A substantial proportion of U.S. cattle trade in both direc-
tions are cattle for immediate slaughter while about half of
1.8, cattle exports to¢ Mexico are for breeding purposes.
Cattle trade between the United States and Canada has in-
creased since the CFTA, although the United States re-
mains a substantial net importer of slaughter cattie. In

1993 and 1994, U.S. exports of non-breeding livestock in-
creased 19 and 30 percent respectively; concurrently, im-
potts of slaughter cattle fell 3 and 1 percent. However,
when two large U.5.-owned siaughter plants in Alberta be-
gan undergoing renovation and expansion in 1995, U.S. ex-
poris fell 26 percent while imports rose 16 percent. Al-
though imports continued to rise in 1996, it is likely that
when these plants return to operation in 1997, imports
from Canada will decline and U.S. exports may rise.

U.S. slaughter cattle exports to Mexico increased drarnati-

cally in the first year of NAFTA as tariffs fell, but dropped
almost 90 percent in 1995 as declining incomes forced a re-
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duction in Mexican beef consumption. U.S. exports in
1996 began to recover but still remain below pre-NAFTA
tevels. Imports from Mexico skyrocketed in 1995 as pro-
ducers liquidated their herd in response to the drought and
economic conditions. However, with the end of the
drought and a depletion of Mexican herds, imports have re-
turned to historic levels. It is likely that as beef consump-
tion slowly recovers, U.S. imports of slanghter animals
will remain low and exports of cattle will increase.

Trade Issues

Northwest Cattle Project: U.S. cattle producers have com-
plained that they face unfair health restrictions in market-
ing feeder cattle in Canada. The Canadian Cattlemen’s As-
sociation has proposed a pilot program that would aflow
U.S. feeder cattle to be marketed directly to specific feed-
lots in Canada without testing for four diseases (anaplas-
mosis, bluetongue, brucellosis, and tuberculosis). These
feediots would then be required to market the animals for
slaughter only. In exchange, the Animal and Plant Health
Inspection Service and the exporting States would recog-
nize Canada’s disease-free status for bruceliosis and tuber-
culosis and waive testing requirements for imported cattle.
At this time, the proposal is undergoing risk assessment.
Canada has proposed an October 1 target date.

U.S. ITC Cattle and Beef Study: The U.S. International
Trade Commission (ITC) has instituted an investigation of
the impact of the NAFTA and the Uruguay Round on im-
ports and exports of live cattle for slaughter and fresh,
chilled, and frozen beef; and the steps that have been taken
by the United States, since the enactment of the NAFTA,
to prevent the transshipment of live cattle and fresh,
chilled, and frozen beef through Mexico and Canada for
importation into the United States. The ITC report, enti-
tled “Cattie and Beef: Impact of the NAFTA and Uruguay
Round Agreements on U.S. Trade,” was released on July
7, 1997,

Impacts of NAFTA on Cattle Trade

Cattle trade with Canada has been influenced more by the
exemption of Canada from the U.S. Meat Import Law than
by tariff changes. Tariffs on cattle traded between the two
countries were low and were eliminated by 1993, How-
ever, cattle trade could have been influenced if beef im-
ports from Canada were still included in the Meat Import
Law. Under the Meat Import Law, the weight of imported
cattle was included in calculation of the next year’s meat
queta. Thus, higher imports of cattle in one year could re-
sult in a lower quota the next year as imported cattle
weights are subtracted from domestic production. When
the Uruguay Round TRQ was set for beef, the effect of
live cattle imports on production could not be considered
as it had been under the Meat Import Law. Under these cir-
cumstances, if Canada were inchuded in the TRQ, imports
of slaughter cattle would have risen by an amount roughly
equal to Canada's over-quota beef exports; that is, Canada
would have avoided the over-quota tariffs by shipping live
animals to the United States for slaughter. This would have
increased U.S. cattle imports 20-30 percent. Likewise, 1.5,
exports of cattle to Canada would have likely increased if
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the United States had been subject to the 25-percent surtax
imposed on boneless beef in 1993 and U.S. beaf exports rose
to a level at which Canada placed a surtax on U.S. beef.

NAFTA's greatest effect on U.S. cattle trade was Mexico's
immediate elimination of the 15-percent duty on live cattle
exports. Considering only the reduction of the duty, U.S,
exports of cattle to Mexico would probably have been 15-
25 percent lower than in the absence of an agreement, Al-
though the tariff reduction was insufficient to offset the ef
fects of the economic crisis on beef consumption and the
rise in the price of U.S. beef in pesos, had the tariffs been
in place the sales of slaughter cattle would have fallen
even further. NAFTA probably had less of an impact on
U.S. cattle imports from Mexico than the forced liguida-
tion of Mexican herds. The size of the tariff that would
have been in place without the NAFTA would not have
been sufficient to forestall producers from marketing
slaughter cattle in the United States,

Beef
Poiicy Changes Resuiting from NAFTA

United States: Under the terms of NAFTA and CFTA, the
United States exempted both Canada and Mexico from the
U.S. Meat Import Law. This exemption from any quantita-
‘ve restrictions on shipment of fresh, chilled, or frozen

f was carried forward in caleulating the TRQ’s under

Uruguay Round of the GATT, The United States also
applies a 2-cent-per-pound tariff on imports of most types
of beef. Under the CFTA, this duty was eliminated over a
10-year period; however, the reduction in beef duties was
accelerated and Canadian beef now enters the United
States duty-free. Tarif{fs on imports from Mexico were
eliminated in the first year of the agreement.

Mexico: Prior to the implementation of NAFTA, Mexico
had raised (ariffs on beef from 0 to 20 percent for fresh
beef and 25 percent on frozen beef. Once NAFTA took ef-
fect, the tariffs on U.S. and Canadian beef were elimi-
nated. Prior to NAFTA, there was a 20-percent tariff on
beef offal exported to Mexico, which is being phased out
over 10 years,

Canada: Canada has eliminated both the United States and
Mexico from its Meat Import Law and subsequent TRQ
calculations. Canadian tariffs on U.S. beef were eliminated
under an accelerated schedule, while those on imports
from Mexico were eliminated at the start of NAFTA,

Beef Trade Since NAFTA

U.S5. trade in beef has increased since the inception of
NAFTA in 1994. Trade with Canada has increased during
the past 3 years, but U.S. exports to Mexico have shown
considerable variability. As a result of the increasingly
transparent of the border between the United States and
Canada, beef trade between the two countries has followed
a geographical pattern. 1.5, exports to Canada increased
about 15 percent by volume between 1993 and 1996 as
higher-grade U.S. product competes very favorably in the
population centers of eastern Canada. In addition, “no-rofl”
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beef (USDA inspected but not graded) sells well in Canada
where retailers generally do not specify the grade of prod-
uct marketed. Imports from Canada have also increased 51
percent during the same pericd as western Canadian
slaughter plants market their product to the U.S. West
Coast, U.S. beef imports are likely to increase since there
has been U.S. investment in the Alberta slaughter industry.
Two U.S. firms own the two largest slaughter plants in
Canada. These plants are currently operating at limited
shifts as the plants expand capacity. Record inventories
have led to double-digit increases in Canadian slaughter
during 1996 but there have also been a larger number of
heavier animals exported to the United States for slaughter.
As a result, during 1996, beef imports from Canada grew
30 percent by volume and by value; the United States has
reverted to a negative beef trade balance. It is likely that
Canadian beef exports will increase further once these
plants are back on line.

Beef trade with Mexico increased dramatically in the first
year of NAFTA, increasing 86 percent by volume as lower
duties and optimism over the Mexican economy stimulated
an upgrading of diets. However, the economic collapse in
December 1994, high debt loads, and diminished expecta-
tions forced Mexican consumers to reallocate their house-
hold budgets. Although trade in high-value cuts continued .
to serve the hotel-restaurant-institutional trade, lower in-
comes among the majority of Mexican consumers forced
them to purchase lower-value cuts of beef or switch to sau-
sage or other forms of protein. U.S. exports declined al-
most 60 percent between 1994 and 1995 despite lower
U.S. prices. Although some recovery occurred in 1996, a
severe drought in northern Mexico encouraged increased
domestic slaughter, further pressuring U.S. product.
Through the end of 1996, exports from the United States
to Mexico have increased in volume almost 49 percent
over 1993. Mexico ships only a srnall amount of beef to
the United States. Given the proximity of the drought-
stricken regions to the U.S. border and the relative prices
resulting from the peso devaluation, Mexican producers
marketed many of their animals for slaughter in the United
States in 1995.

Trade Issues

Trade in beef has been subject to trade disputes between
the United States and Canada over equivalency of inspec-
tion and between the United States and Mexico over
charges that the United States is dumping beef in Mexican
markets. Although neither has resulted in any major disrup-
tion of trade, both issues are recurring irritants.

Inspection Issues: Under the terms of CFTA, Canada and
the United States agreed to work towards harmonizing
their inspection regimes. In 1990, the USDA proposed that
meat be allowed to move between the two countries with
only random border inspection on a trial basis. However,
U.S. inspectors rejected several shipments from Canada
and the ensuing publicity resulted in a cancellation of the
trial. In 1992, Canada and the United States agreed that
shipments of meat hetween the two countries could be in-
spected at either the border or at specified destinations.
Canada has complained that although they have fully im-
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plemented the agreement, shipments from Canada to the
United States are still facing delays.

Mexican Anti-Dumping Investigation Against U.S. Beef: A
Mexican anti-dumping dispute began in June 1994 with
charges that U.S. exporters engaged in discriminatory pric-
ing practices between August 1993 and January 1994. Af-
ter 2 brief investigation, the Mexican government publish-
ed a preliminary finding against the United States showing
some margin of price discrimination on the part of some
U.S. packers, but not a threat of injury sufficient to justify
immediate imposition of anti-dumping duties. Before a fi-
nal reling was issued, the Mexican Confederation of Cattle
Producers and the U.S. National Cattlemen’s Association
reached an “understanding” to improve communication be-
tween the two groups. Subsequently, the complaint was
withdrawn. However, charges have been made recently that
the United States is dumping product in Mexico. At this
time, there has been no formal complaint made before the
Mexican government,

impacis of NAFTA on Beef Trade

Beef trade has benefited greatly from the liberalization of
trading rules among the NAFTA partners. The greatest im-
pact has probably been from the elimination of quotas be-
iween the United States and Canada, but the elimination of
Mexican tariffs on beef would have also been significant
had there not been a reduction in Mexican incomes and a
worsening in the terms of trade due to the peso devaluation.

It is difficult to quantify how much NAFTA boosted trade.
Calculating Canada’s share of the guota under the Meat Im-
port Law indicates that Canada would have had been able
to ship 130-135 million pounds per year in 1994. If the
WTO TRQ were to include Canada, Canada would have
been able to ship about 145 million pounds to the Unitel”
States This is about one-third the level of actual imports
from Canada during 1994-96, indicating higher imports
due to NAFTA.

Likewise the United States has benefited from elimination
of restrictions on exports to Canada, Although Canada has
not invoked its Meat Import Act since 1985, the Ministry
of Agriculture has closely monitored imports of beef from
non-NAFTA countries and imposed a 25-percent surcharge
un boneless beef from non-NAFTA sources in 1993, The
initial TRQ for all non-NAFTA boneless beef was set at
72,000 metric tons (the United States exported 67,000 met-
ric tons or 37 percent of Canada’s boneless beef imports).
In 1994, rules were relaxed to relieve pressure on manufac-
turing beef and the effective TRQ was expanded to 91,000
tons. In 1995, Canada replaced its Meat Import Act with a
TRQ of 76,409 tons and a 30.3-percent over-quota duty. Al-
though the pre-Uruguay Round surcharge affected lower-
value manufacturing beef, had the United States not been
exempt from these restrictions, it is likely that between one-
third and one-half of U.S. exports to Canada would be sub-
ject to over-quota duties. This implies that NAFTA may be
responsible for increasing U.S. beef exports to Canada by
as much as twice the level that would occur without the
agreement. In 1994-96, the United States maintained a 40-
to 50-percent share of the Canadian import market, consid-
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erably above the 10- to 15-percent share prior to the CFTA
when the United States was subject to Canada’s Meat Im-
port Act.

The Mexican tariff elimination also boosted U.S. exports
by allowing 2 higher level of imports than would have
baen expected if Mexico continued to maintain the 20- to
25-percent duty on imports from the United States. The
elimination of the duty in 1994 increased the quantity of
U.S. exports to Mexico by 10-15 percent over what would
have been shipped to Mexico in each of the years since
NAFTA. Had the MEN duty been in place during the peso
devaluation, the goantity of U.S. exports would have been
lower that what was actually shipped. In addition, NAFTA
rules prevented Mexice from imposing any additional tar-
iffs on U.S. products.

Hogs
Policy Changes Resuiting from NAFTA

United States: There are no tariffs on hogs entering the
United States, However, the United States has maintained
a countervailing duty {CVD) on hogs imported from Can-
ada since 1984. The level of the CVD has varied depend-
ing upon Canadian Federal and Provincial payments to
hog producers. In 1994, Canada replaced its tripartite pay-
ment system with coverage under the National Income Sta-
bilization Accounts program, which is not countervailable
since it is not industry-specific. Although the curent duty
(which is based on program payments from April 1993 -
March 1994) still include fripartite payments, CVD's calcu-
lated on data after July 1994 will likely be substantially
lower. According to the U.S. Commerce Department, in re-
viewing payments for 1994-95, tripartite payments repre-
sented about 63 percent of value of all subsidies conferred
on Canadian producers. In November 1996, the Commerce
Department indicated that it would ne longer collect
CVD's on slaughter sows, boars, or feeder pigs. It ordered
the return of all duties collected on those animals since
1991, Mexico is considered hog cholera endemic and any
hogs exported to the United States are subject to a 90-day quar-
antine. This effectively precludes hog imports from Mexico.

Canada: There is no duty on hog imports.

Mexico: Prior to NAFTA, Mexico maintained a 20-percent
duty on non-purebred hogs. Under NAFTA, the duty is to
be reduced over 10 years. A safeguard TRQ was placed on
imports; if imports rise above that level, the duty reverts to
the MFN (or pre-NAFTA if lower) level. The safegtard, in-
itially set at about 370,000 head, expands 3 percent per year.

Hog Trade Since NAFTA

Qver the past several years, U.S. imports of live hogs from
Canada have developed along two tracks. The United
States imports live slaughter hogs, primarily from produe-
ers in western Canada but also imports feeder pigs from
Manitoba and Saskatchewar for finishing in the United
States, Imports of feeder pigs have steadily expanded over
the past 3 years as Canadian inventories increased. Imports
of slaughter hogs have fluctuated with Canadian invento-
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ries, U.S. prices, and changes in the CVD, Imports were
also boosted by a weak Canadian dollar. Ajthough U.S.
hog prices fell 13 percent in 1994, the value of the Cana-
dian dollar fell 6 percent; as a result, the U.S. price in Ca-
nadian dollars fell about & percent and imports fell 7 per-
cent. In 1995, the Canadian dollar stabilized, U.S. hog
prices strengthened and as inventories continued to expand,
imports of slaughter hogs doubled, reaching their highest
levels in history. U.S. prices in 1996 reached their highest
levels since 1990 and the strength of U.S. prices relative to
those in Canada helped push imports to new records.

Exports to Mexico increased dramatically in 1994, This
represented a substantial increase in non-breeding animal
shipments to Mexico, most probably for slaughter. How-
ever, following the peso devaluation, imports in 1995 fell
to less than one-tenth of the 1994 level. Slaughter hog ex-
ports recovered somewhat in 1996 but remain substantially
below 1995, Less of a recovery has occurred in exports of
breeding hogs due to the drought’s effect on feed prices
and the lack of access to credit for expansion or upgrading
of Mexican herds.

Trade Issues

U.S.-Canada Binational Panel Reviews: Qver the history
of CFTA, Binational Panels have issved several rulings
modifying the U.S. Commerce Department’s administrative
reviews of the CVD, In several cases, the Panel ordered
the Commerce Department to change the level of duty col-
Jected for a historical period but these rulings had no im-
pact on level of duty collection then in force. (CVD's are
calculated from historical subsidy payouts and collected
for a specific histerical period. However, for a given pe-
riod, a bond equal to the most recent CVD is collected and
held in escrow until the actual subsidies are calculated, If,
at a later date, the bond is determined to be greater than
the actual CVD, a refund plus interest is made. If the bond
is less, then additional funds are collected.) In March
1994, the Binational Panel was requested to consider
whether the Commerce Department should be required to
split the classification of live non-breeding hogs to include
slaughter sows and boars and weanlings (feeder pigs) as
separate categories with separate CVD calculations for
each category. In May 1993, the Panel ruled that the Com-
merce Department should reinstate its previous classifica-
tion of slaughter sows and boars and consider the creation
of a new classification for feeder pigs. In August 1995, the
Commerce Department provided new classifications. Cur-
rently, no duty is collected on slaughter sows, boars, or
feeder pigs.

Hog Cholera Restrictions and Regionalization: In 1994,
Mexico officially requested that the U.S. recognize the
states of Sonora, Sinaloa, Chihuahua, Baja California, and
Baja Norte as low risk regions for hog cholera in order to
ship pork to U.S. markets, and in 1995, added Yucatan to
this list. The U.8. is committed to accepting the concept of
regionalization of disease restrictions, and in April 1996,
published preliminary rules for public comment, which led
to the publication (July 1997) of a final rule in which the
U.8. officially recognized Sonora as a low risk region for
hog cholera.
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Psuedorabies Regulation: On August 13, 1997, the Cana-
dian government announced that Canadian imports of U.S.
swine will be exempt from quarantine requirements due to
pseudorabies. Prior to this change, Canada required a 30-
day, post-entry quarantine of zll 1J.S,-origin swine because
Canada is free of pseudorabies while the 1.8, is still eradi-
cating this disease. This prior requirement effectively pre-
vented 1J.S. swine for immediate slaughter from being ex-
ported to Canada, The new regulation will exernpt U.S.
swine imported into Canada from the current testing and
quarantine requirements, provided they are taken directly
to an abattoir and staughtered imsmediately.

Mexican Anti-Dumping Investigation of U.S. Hogs: In
March 1993, a confederation of Mexican pork producers re-
quested an investigation of alleged pork durnping during
May 1991-May 1992. The investigation included live hogs
as well as a variety of pork products. In September 1993,
the Mexican government found that there was evidence of
dumping and that the dumping margins ranged from 0-32
percent. The duties were held in abeyance until a determi-
nation was made as to whether the pork in question was in-
juring or threatening injury to the Mexican pork industry.
On August 26, 1994, the Mexican Ministry of Trade and
Industry found that there was no evidence of injury or
threat of injury. The case was closed and no antidumping
duties were levied,

impacits of NAFTA on Hog Trade

NAFTA has had little direct impact on hog trade. With re-
spect to Canada, the only restrictions on hog trade are the
CVD and health restrictions. Since the CVD was in place
prior to CFTA, the Binational Dispute Panel can assess
whether administrative reviews to determine the level of
duty are in keeping with the CFTA, but cannot revoke the
CVD. In the case of Mexico, the Mexican tariff on hogs
imports has been reduced from 20 percent to 14 percent in
1996. The impact of tiwe shange in the exchange rate in
1994 and the drought’s impact on feed prices and the
forced liquidation of Mexican herds offset the gains fiom a
lower duty. It is estimated that the duty reduction thus far
would have raised U.S, exports of hogs by 5 percent over
levels expected without NAFTA.,

Pork
Policy Changes Resulting from NAFTA

United States: The majority of imported pork enters the
United States duty-free but there are duties on several cate-
gories of processed pork. These duties range from 1.2
cents per kilogram for sausages to 6.4 cents for canned
hams. Under the CFTA, these duties were to be reduced
over a 10-year period but the schedule was accelerated and
Canadian product now enters duty-free. Mexico is consid-
ered hog cholera endemic and any pork exported to the
United States must be cooked and in air-tight containers.
Duties were eliminated at the start of NAFTA.

Canada: The Canadian duty schedule for pork is simnilar to

that for the United States. Aithough CFTA called for pork
duties to be reduced over 10 years, the reductions were ac-
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celerated and U.S. pork is now admitted duty-free. Mexico
is considered hog cholera endemic and any pork exporied to
Canada must be cooked and in air-tight containers. Canada
eliminated duties on Mexican pork at the start of NAFTA.

Mexico: Mexico has a 20-percent duty on most imported
pork products. Under NAFTA, the duty for the United
States and Canada is to be reduced over 10 years. A safe-
guard quota was placed on imports of certain cuts of pork;
if imports rise above that level, the duty reverts to the
MEN (or pre-NAFTA if lower) level. The safeguard, in-
itially set at about 68,500 metric tons for all categories, ex-
parnds 3 percent per year.

Pork Trade Since MAFTA

Trade in pork has increased since the inception of NAFTA.
Although within NAFTA the United States remains a net
importer of pork (from Canada), U.S. exports have grown
more rapidly than imports and the imbalance between U.S.
imports from NAFTA partners and exports has narrowed in
both volume and value. The U.S. pork trade deficit aver-
aged $350 million from 1994 to 1996.

Pork trade with Canada has been relatively free of barriers
and like beef began to resemble a “U” as producers in
western Canada export pork and live hogs to serve the
population centers of the U.S. West Coast and U.5. produc-
ers export product to eastern Canada. However, there has
been substantial growth over the past 2 years in expotts of
live hogs from Ontario as U.S. packers have outbid pack-
ers in that Province. U.S. pork exports have more than dou-
bled in both volume and value since 1993, Imports of pork
from Canada increased in 1994 and 1995 but declined
sharply in 1996 as large hog shipments to the United
States reduced Canadian pork production.

Pork trade with Mexico grew dramatically in the first year
of NAFTA, incrasing 75 percent by volume and 63 per-
cent by value. The greatest increase in demand was for
fresh, chilled, and frozen pork; growth in imports of pre-
pared and preserved products lagged. However, following
the economic crisis, demand for fresh, chilled, and frozen
pork declined more rapidly than for processed product. Al-
though hotels and restaurants geared to tourist trade contin-
ved to import product, the middle class was forced to re-
duce consumption of imported pork. U.S. expotts of fresh,
chilled, and frozen pork fell 65 percent in 1993 but exports
of prepared and preserved pork only declined 35 percent.
In 1996, the recovery in U.S. pork sales was led by lower-
value products; volume exports of prepared and preserved
pork were up 27 percent while exports of fresh, chilled,
and frozen pork continued to decline.

Trade Issues

Health and Sanitary Issues: As in the case of hogs, U.S.

health restrictions over the status of hog cholera in Mexico
have led pork producers to complain that they are unjustly
being prevented from marketing their pork in the United

States. Although the United States is committed to accept-
ing the concept of regionalization of disease restrictions,
general rules for monitoring and acceptance of products
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from non-disease areas for all commodities are still being
developed. Preliminary rules were published by USDA’s
Anima) and Plant Health Inspection Service in April 1596
and are currently undergoing revision following public
comment.

Mexican Anti-Dumping Investigation: In March 1993, a
confederation of Mexican pork producers requested an in-
vestigation of alleged pork dumping during May 1991-
May 1992. The subsequent investigation included live hogs
as well as a variety of pork products. In September 1993,
the Mexican government found that there was evidence of
dumping and that the dumping margins ranged from 0-32
percent, The duties were held in abeyance until a determi-
nation was made as to whether the pork in question was in-
juring or threatening injury to the Mexican pork industry.
On August 26, 1994, the Mexican Ministry of Trade and
Industry found that during the period in question, there
was no evidence of injury or threat of injury. The case was
closed and no antidumping duties were levied.

Impacts of NAFTA on Pork Trade

NAFTA has had some impact on potk trade, With respect
to Canada, pork trade has been relatively free of restric-
tions. Mexican tariffs on pork imports have been reduced
from 20 percent to 14 percent. At most, the duty reduction
would have raised U.5. exports of pork by 5-10 percent
over the level expected in the absence of NAFTA, How-
ever, the impact of changes in the exchange rate in 1594
and the drought's impact on feed prices and the forced lig-
uidation of Mexican herds reduced incentives to purchase
U.S. pork more than the positive incentives from a duty re-
duction on the price of imported pork.

Poultry
Policy Changes Resulting from NAFTA

United States: The United States has tariffs ranging from 2
cents to 10.6 cents per kilogram on poultry. Under the
CFTA, tariffs on pouitry imports from Canada were to be
phased down over a 10-year period. However, as with
other meats, tariff reductions were accelerated and have
been eliminated. Tariffs on poultry imported from Mexico
were eliminated in the first year of the agreement. How-
ever, the United States considers Mexico to be Newcastle
disease endemic and does not import anything but cooked
and sealed product from Mexico.

Canada; Prior to the Uruguay Round agreement, Canada
maintained import quotas that are tied to production deci-
sions for supply controls. The quota for broilers was set at
6.3 percent of the previous year’s production level and the
quota for turkeys was set at 2 percent of the current year’s
expected production. Under the CFTA and later included
in NAFTA, the global quota allocations were increased to
7.5 percent for broilers and 3.5 percent for turkeys. Canada
has also offered supplemental quotas, which in many cases
raise imports well above the formal quotas. Under the
terms of the Uruguay Round, Canada converted its MEFN
quotas to a TRQ with a high over-quota tariff. Canada’s
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new TRQ also included poultry products, which had not
been included in its global quotas.

Mexico: Prior to the Uruguay Round, Mexico had control-
led poultry imports through import licenses and a 10-per-
cent duty. Under NAFTA, an initial TR was established
on a variety of poultry categories equaling 95,000 metric
tons, Quantities above that amount were subject to over-
quota duties ranging from 133 to 260 percent. The TRQ
will expand 3 percent per year and the duties will decline
by 24 percent during the first 6 years of the agreement and
then be eliminated by year 10.

Poultry Trade Since NAFTA

U.S. exports of poultry and poultry products to Mexico
and Canada have declined about 15 percent by volume and
3 percent by value since 1993, Sales of fresh and frozen
chickens have increased to both Canada and Mexico but
were offset by declines in turkeys and other pouliry and
prepared poultry products,

Prior to the Uruguay Round, Canadian poultry imports
were limited to set percentages of sither a previcus year's
production or an estimate of curtent-year production, but
the inclusion or elimination of supplemental licenses could
change import quantities. A large increase in Canadian
poultry production resulted in a slight decline in the quan-
tity of U.S. exports of fresh, chilled, and frozen pouliry to
Canada in 1994 and 1995 but was offset by higher sales of
live birds. Higher prices left value sales about the same in
1994 and 4 percent higher in 1995. Due to a differential in
tariffs, exports of prepared poultry grew steadily in 1995
and 1996 but will likely slow since they have been in-
cluded in the Uruguay Round global quotas.

On January 1, 1996, Canada changed its method of allocat-
ing import permits for chicken. Under the revised systent,
new aflocation pools will exist for each of the folloving
categories of importer: processors, distributors, or *sod
service. Through 1999, participants may choose to join one
those pools or to retain a fixed traditional import ailoca-
tion. By 1999, the chicken TRQ will be allocated to firms
importing chicken before the introduction of import con-
trols in 1979 (1o the extent of their initial share), to proces-
sors producing chicken products competing with non-con-
trolled imports (e.g., TV dinners), and to food service com-
panies (sharing an allocation of 2.5 million kg on the basis
of market share). The remainder of the TRQ will be split
70/30 between processors {on the basis of market share)
and distributors (on the basis of equal share). The system
is designed to increase the import allocation share of firms
who contribute to employment and value-added activity in
Canada and to eliminate allocations to firms that have not
demonstrated an active involvement in the chicken indus-
try. It is expected that potentially greater allocations will re-
suit for companies choosing to join the new pools.

As with other meats, U.S. exports of poultry to Mexico
increased substantially in the first year of NAFTA. Sales
in the first 3 years of NAFTA have been above the TRQ
levels established by the Mexican government. Led by
sales of chicken (up 17 percent), sales of poultry meat
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in 1994 increased 11 percent by volume and 12 percent by
value. However, in 1995 demand for poultry feli as the eco-
nomic crisis reduced consumer incomes and increased the
peso price of imported poultry. The volume of U.S, ex-
ports of fresh, chilled, and frozen chicken meat declined 3
percent while turkey sales fell 17 percent. U.S, exports of
poultry were supported by pressure from Mexican sauzage
manufactures who argued that charging over-quota rates on
mechanically deboned poultry meat would put domestic
sausage at a price disadvantage by substantially raising the
price of a major input. Imported sausage enters at a lower
duty than poultry meat and Mexican poultry producers can-
not supply sufficient quantities of low-priced mechanically
deboned meat to serve the domestic sausage indusiry.
Therefore the Mexican government increased within-
quota poultry quantities. With the recovery of the econ-
omy in 1996, U.S. exports of pouliry increased 15 per-
cent in quantity and 27 percent in value,

Trade Issues

Canada's conversion of absclute quotas on poultry to
TRQ’s under the Uruguay Round resulted in a significant
trade dispute between the United States and Canada. Using
the dispute settlement process provided in NAFTA, the
United States requested consultations with Canada, which -
were held.in March 1995. The two countries subsequently
presented written and oral arguments to a five-member
NAFTA panel to resclve the dispute. The United States ar-
gued that under NAFTA, neither country may impose
higher tariffs on imports from the other couniry than
agreed to under NAFTA. The United States has also ar-
gued that each country must eliminate tariffs in accordance
with the NAFTA. Canada’s view was that it had a right to
convert nontariff barriers to TRQ’s under the World Trade
Organization and to apply those TRQ's to the United
States under NAFTA.

On December 2, 1996, the panel issued its final report,
finding that Canada’s application of these new tariffs to
U.S. goods does conform with its NAFTA obligations.
Consequently, U.S. access to Canadian markets for poultry
remains unchanged. There is no appeal process in
NAFTA's dispute settlement mechanism.

Impacts of NAFTA on Poultry Trade

1t is difficult to assess the impact NAFTA/CFTA had on
U.S. poultry exports to Canada. Had Canada strictly en-
forced its pre-NAFTA quota of 6.3 percent of production
for broilers and 2 percent for turkeys, U.S. poultry exporis
to Canada could have been 40-50 percent less than under
the CFTA quotas, However, Canada has a history of offer-
ing supplemental permits to meet internal demand. Since
1993, U.S. broiler exports have averaged 10 percent of the
previous year’s production although the quota has been set
at 7.5 percent. U.S. turkey exports have not reached the
quota set under the CFTA.

Although Mexico could have limited U.S. exports {o its
TRQ levels, since the advent of NAFTA Mexico has been
allowing larger in-quota imports than set under NAFTA. It
is likely that the waiver would have occurred regardless of
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whether Urnguay Round or NAFTA rules were in place.
In either case, exports to Mexico would have remained
at current levels due to pressure from the savusage manu-
facturing sector.

Dairy
Policy Changes Resulting fiom NAFTA

United States: Historically, the United States maintained a
series of quotas on dairy products under Section 22 of the
Agricultural Adjustment Act of 1932, Under the terms of
CFTA, the United States agreed to eliminate tariffs on
dairy products over 10 years. However, quotas would re-
main on imports of dairy products from Canada. Under
NAFTA, the United States granted Mexico a duty-free
TRQ of 422 metric tons for milk powder, 5,550 metric
tons for cheese, and a basket of quotas for other dairy prod-
ucts. The over-quota tariffs on milk powder ranged from
78 to 83 percent, the fariffs on cheese equaled 69.5 percent
and other products were assessed a tariff equal to the aver-
age of import protection in 1989-91. The TRQ’s expand 3
percent per year and the over-quota tariffs are eliminated
over 10 years. Under the Uruguay Round, the United States
replaced its quotas with TRQs and high over-quota duties.

Canada;: Prior to the Uruguay Round, Canada maintained
a system of import quotas and licensing requirernents to
protect its domestic supply management regime for dairy.
Under CFTA, tariffs were reduced but most quotas and li-
censes remained in place and little opportunities to expand
dairy trade were offered. Mexico and Canada agreed to ex-
clude dairy from NAFTA. Under the Uruguay Round, Can-
ada converted its import quotas on dairy products into a se-
ries of TRQ's. The TRQ’s were calculated on the basis of
5 percent minimum access for all dairy products, with
some products receiving greater protection than others.

Mexico: Prior to NAFTA and the Uruguay Round, Mexico
used import licenses to control the flow of dairy products.
Tariffs tended to be modest, ranging from zero to 20 per-
cent, Under NAFTA, Mexico guaranteed the United States
duty-free access for 40,000 metric tons of milk powder
with an over-quota tariff of 139 percent. The TRQ grows
at 3 percent per year and the tariff is reduced 24 percent in
the first 6 years and then eliminated by year 15. Other
dairy products are subject to straight 20- to 40-percent tar-
iffs, which in turn are reduced over 10 years.

Dairy Trade Since NAFTA

The United States is a major net exporter of dairy products
to NAFTA countries. Although the trade balance fell in
1994 and 1993, increased sales in 1996 boosted the sur-
plus to $145 :aillion. In volume terms, U.S. dairy exports
to NAFTA partners increased in 1994 and 1996, but lower
sales vidue and a large reduction in 1995 sales offset any
growth from 1993. Increased imports from NAFTA part-
ners also lowered the surplus. Imports from Canada in-
creased in both 1994 and 1995 while Mexico increased
shipments to the United States in 1996.
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The United States maintains a positive trade balance with
Canada in a wide variety of dairy products. After averag-
ing $8-9 million in 1994-95, the surplus ballooned to $48
million in 1996. U.S. exports of all dairy to Canada have
more than doubled since 1693, Sales of whey and “soft”
{ice cream, yoghurt, etc) dairy products have increased
every year. Sales of soft products began increasing with
the advent of the CFTA and have increased three-fold
since 1993. Soft products represent the largest sales cate-
gory, averaging 55 percent of dairy exports to Canada dur-
ing 1994-96. Exports of whey, which have averaged 25 per-
cent of sales to Canada, have increased in volume in each
of the years following NAFTA but declined slightly in
value in 1994, Canada has nio restrictions on the import of
whey protein concentrate; given the pricing structure in
Canada, processors have had an incentive to substitute
whey for skim milk solids in a2 number of products.

U.S. dairy imports, mainly cheese and “other” products,
have been variable over the past several years. Imports of
casein, cheese, and fluid milk have increased somewhat
since 1993 but imports of other dairy products have failen.

The United States maintains a large trade surplus in ex-
ports of dairy products to Mexice. Although the size of the
surplus has declined due to reduced sales of nonfat dry
milk and increased imports of a variety of dairy products
from Mexico, in 1996 the surplus equaled $97 million.
Nonfat dry milk is the single largest category of U.S. dairy
exports to Mexico, averaging 18 percent of the total value
during 1994-96, Total U.S. dairy exports to Mexico have
fallen as a result of the devaluation, a reduction in Dairy
Export Incentive Program (DEIP) sales, and high interna-
tional prices in 1996, but whole milk exports have reversed
the decline of 1995 and are above pre-devaluation level.
Whey and cheese exports increased in 1996 but remain be-
low pre-NAFTA levels. U.S. exports of butter wera de-
pressed as sales under DEIP were lower and high butter
prices during much of 1996 reduced Mexican demand.

Trade Disputes

Canada’s TRQ on Dairy Products: Canada’s conversion of
dairy guotas to TRQ/s under the Uruguay Round resulted
in a significant trade dispute between the United States
and Canada. Using the dispute settiement process provided
in NAFTA, the United States requested consultations with
Canada, which were held in March 1995, The two coun-
tries subsequently presented written and oral arguments to
a five-member NAFTA panel to resolve the dispute. The
United States argued that under NAFTA, neither country
may impose higher tariffs on imports from the other coun-
try than agreed to under NAFTA. The United States has
also argued that each country must eliminate tariffs in accord-
ance with the NAFTA, Canada’s view was that it had a right
to convert nontariff barriers to TR(Q's under the WTO and to
apply those TRQ's to the United States under NAFTA.

On December 2, 1996, the panel issued its final report,
finding that Canada’s application of these new tanffs to
U.S. goods does conform with its NAFTA obligations.
Consequently, U.S. access to Canadian markets for dairy
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products remains unchanged. There is no appeal process in
NAFTA's dispute settlement mechanism.

Mexican Milk Standards: In October 1994, the Mexican
Department of Health published a proposed new rule for
pasteurized fluid milk standards including domestic and im-
ported products, replacing a longstanding 24-hour expira-
tion norm that had not been enforced either for local or im-
ported products, The proposed regulation would have lim-
ited fluid milk shelf-life to 48 hours after pasteurization.
While under discussion, conflicts between domestic dairies
and importers in border areas occurred, including the re-
mmoval of U.S. milk from supermarket shelves in the State
of Soncra. After the comment period, the Mexican Depart-
ment of Health eliminated the rule and allowed suppliers
1o establish voluntary expiration dates.

Impacts of NAFTA on Dairy Trade

The tariff reductions granted under both CFTA and
NAFTA likely had little impact on dairy trade with Canada
as there was no change in dairy access under either the
CFTA or NAFTA. Market access into Canada was limited
by quotas and licenses prior to the Uruguay Round and re-
mains limited by prohibitive tariffs on over-TRQ quantities.

Market access into Mexico guaranteed by NAFTA has
proven useful in expanding opportunities to market 1J.8.
praducts, but other factors have limited growth in exports
to Mexico. A reduction in incomes, the impact of higher in-
ternational prices in general, and higher prices facing Mexi-
can consumers following the peso devalvation fimited de-
mand during 1995-96. In addition, a reduction in Dairy Ex-
port Incentive Program sales also limited the ability of the
United States to market both butter and non-fat dry milk.
As aresult, in most cases, U.S. exports did not reach the
level of the Mexican TRQ’s. However, had the United
States been able to reach its 'TRQ levels for nonfat dry
milk, the levels granted by the TRQ were about 25 percent
higher than the average of the licenses issued in the 3

years prior to NAFTA. The United States remains con-
cerned that Mexico allows only CONASUPO, = state trad-
ing enterprise, to import milk powder, which is then resold
at a lower price for use in domestic feeding prOgrams,

Other Crops

Dry Beans
Policy Changes Resuliing From NAFTA

United States: Prior to the NAFTA and the CFTA, the
United States maintained duties ranging from 1.7 to 3.3
cents per kilogram on imports of dry beans. Under the
CETA, which was subsumed under NAFTA, duties on im-
ports from Canada were scheduled to be reduced over a 10-
year period but tariff reductions were accelerated and
duties have been eliminated. Under NAFTA, the tar-
iffs on imports from Mexico were removed immedi-
ately upon implementation.

Mexico: Before NAFTA, Mexico restricted dry bean im-
ports through import licenses. Under NAFTA, the Mexican
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licenses were eliminated and the United States was granted
a duty-free TRQ of 50,000 metric tons. Canada received a
TRQ of 1,500 metric tons. Over-quota tariffs for both coun-
tries were set at $480 per metric ton (but not less than 139
percent ad valorem). During the 15-year transition period,
the over-quota tariff will decline 24 percent in the first 6
years and then be phased out in equal increments over the
remaining 9 years, that is, by 2008. Concurrently, the quo-
tas will expand at 3 percent each year through the 15 years.

Canada: Prior to the CFTA, Canada maintained duties of
2.21 or 3.31 Canadian cents per kilogram on imported dry
beans, Under the CFTA, duties on imports from the
United States were scheduled to be reduced over a 10-
year period, but tariff reductions were accelerated and
duties have been eliminated.

Dry Bean Trade Since NAFTA

Mexico has been a highly variable but at times a substan-
tial market for U.S. dry beans. Due to the important role
of dry beans in the Mexican diet, especially among lower-
income consumers, Mexican policy has tended to provide
support for domestic producers while ensuring sufficient
quantities for consumption. This has led to “feast or fam-
ine” in trade; imports are either rather low or very high de-
pending on domestic production. Since NAFTA, U.S. ex-
ports have fallen short of the TRQ in 1994 and 1995, but
were double the TRQ level in 1996. Imports in 1994, al-
though higher than in 1993, were below the TRQ level as
domestic agricultural policies in Mexico encouraged an ex-
pansion of domestic supplies. Imports were less than 40
percent of the TRQ in 1995 due to increased preduction,
The economic crisis in Mexico actually led to an increase
in dry bean consumption as many middle- and lower-in-
come families were forced to reallocate household budgets
toward cheaper sources of protein. However, in 1996 a
combination of dronght and a freeze dramatically reduced
dry bean producticn in the largest producing states. To en-
sure sufficient supplies to meet demand, the Mexican gov-
emment authorized auctions of licenses for more than tri-
ple the NAFTA-allotted TRQ for the year. Auctions took
place three times during the year. The first auction, in Feb-
ruary, was for the entirc NAFTA quota of 53,000 metric
tons but two supplemental auctions were held in May and
June. These auctions each offered licenses for an additional
100,000 tons of beans, Neither of the supplemental auctions
was fully subscribed; by June, high U.S. prices, in part be-
cause of sales fo Mexico, lowered importer interest and only
slightly more than half the license volume was allocated.

U.S. imports of dry beans from Mexico increased slightly
in 1994 and 1995 but remained equivalent to levels in the
early 1950's,

Trade Issues

There have been no major disputes concerning dry beans,
but traders have complained about an initial requirement of
the Mexican government that import licenses, which are
granted through auctions, be exercised by July 15. In 1995,
Mexico extended the date to October and in 1996 the Ii-
censes were valid all year,
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NAFTA Impacts on Dry Beans

NAFTA has had little effect on trade in dry beans. Despite
substantial duty-free access for dry beans, Mexico im-
ported less than its available quota allocations in the first 2
years of NAFTA. When production shortfalls made it nec-
essary to import dry beans in 1996, the Mexican govern-
ment showed a willingness to issue licenses well in excess
of the TRQ to offset the domestic shortfalls. This type of
activity is in keeping with Mexico’s historical import pat-
terns. Although increased exports of beans to Mexico sup-
ported dry bean prices in the United States, the increased
exports were not the direct result of NAFTA,

Cotton
Policy Ghanges Resulling from NAFTA

United States: Under NAYTA, the United States estab-
lished a duty-free cotton import quota for Mexico of
46,000 bales, two-and-one-half times Mexico's previous
quota under Section 22. Pre-agreement tariffs on cotton im-
ports ranged between 1.5 and 4.4 cents per kilogram. The
NAFTA quota has grown 3 percent annually, and after 10
years the 26-percent tariff for over-quota shipments will be
phased out.

For textile products (yars, fabric, and apparel), the United
States reduced tariffs and expanded quota-free access for
textile products derived from yarn and fiber produced by a
NAFTA country. U.S. duties are being eliminated over 5
years on 95 to 99 percent of Mexico's textile goods that
qualify under NAFTA nules of origin. All duties between
the United States and Canada on trade in qualifying yarn
and thread, and for all fabric and apparel, will be at zero
as of January 1, 1998 under the original terms of the
CFTA. Quotas were eliminated for Mexica's exports of
yarn, and for fabric and apparel produced from yarn from
a NAFTA country.

Mexico: Mexico’s pre-NAFTA 10-percent tariff on cotton
imports is being phased out over 10 years. Mexico’s duties
are being eliminated after 5 years on 89 to 97 percent of
U.S. textile exports that qualify under NAFTA rules of ori-
gin. Duties were eliminated immediately in Mexico for
key products of export interest for U.S. producers.

Canada: All duties between the United States and Canada
on trade in qualifying yarn and thread, and for all fabric
and apparel, will be at zero as of January 1, 1998 under
the CRTA. Textile trade between Canada and the United
States was not affected by Multi-Fiber Arrangement quo-
tas, so no changes were necessary. Similarly, Canada had
no tariff on imported cotton before the agreement.

Cotton Trade Since NAFTA

U.S. cotton exports and textile trade with Canada have
grown steadily since NAFTA's passage, with large sur-
pluses for the United States in both raw and processed
products. Trade with Mexico is more complicated. The
United States exports raw cotton to Mexico and there is
significant iwo-way trade in textile products, with the
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United States exporting fabric and other intermediate prod-
ucts and importing finished goods. Cotton and textiles
trade with Mexico has fluctuated, with Mexican imports
high in 1994, failing sharply in 1995 after the peso crisis,
and rebounding in 1996.

Traditionally, Mexico has been an important producer and
exporter of cotton, but in 1992 producers shifted area to
corn and dry beans in response to high government sup-
port prices and favorable credit policy, and left cotton area
fallow as world prices plummeted to near-record lows.
Mexican cotton ares in 1993 was one of the lowest on re-
cord, and resulted in record-high imports, virtually all from
the United States. Mexico’s cotton area rose more than 400
percent in 1994, helping cut imports in 1994 and 1995.

The reduction of Mexico's price support for corn came as
world cotton prices began recovering, and in 1994 Mex-
ico’s cotton area began recovering as well. Mexican cotton
producers also benefited from a production subsidy in
1994, with payments varying across regions according to
water costs. Despite increasing to 458,000 bales in 1954,
Mexican cotton production remained less than half of the
average output during the 1980%s, and while U.S. cotton ex-
ports to Mexico fell 13 percent, they remained among the
largest ever by far at 581,000 bales.

Mexico’s 1995 cotton area rose still further as world prices
again rose more than 20 percent in inflation-adjusted
terms, and substantially more in peso terms due to the de-
valuation. Area rose 36 percent despite water constraints in
some areas, approaching its average from the 1980’s, and
11.5. cofton exports to Mexico fell another 16 percent dur-
ing 1993, despite growing Mexican consumption. In 1996,
Mexico’s imports rebounded, and U.S. shipments to Mex-
ico rose 203,000 bales to 688,000 bales. Mexico's cotton
production rose in 1996, but consumption continued grow-
ing strongly.

Mexican imports rose despite higher production due to a
transformation in Mexico's textile industry. Since 1992, at
least half of all cotton consumed in Mexico has been im-
ported from the United States. Many new and modernized
spinning units operate more efficiently with U.S. cotton
than demestic Mexican cotton due to the higher and more
consistent quality of U.S. cotton, the location of the mills,
and the nature of the equipment parchased for the mills.
As result, while expected cotton production and exports by
Mexico during the 1996/97 marketing year are about equal
to their averages during the 1980’s, imports and consump-
tion are estimated to be 700,000-800,000 bales higher,
with the United States virtually the sole irport supplier.

Cotton trade in the form of textiles between the United
States and Mexico has also grown significantly during the
195(’s, but since Mexico’s devaluation the trade balance
has swung into deficit for the United States. During the
iate 1980’s, Mexico began liberalizing its textile and cotton
industries, and Mexico—along with the Caribbean Basin
Initiative (CBI) countries—gained quota-free access for ap-
parel and other products produced from U.8. fabric. With
NAFTA, Mexico's access to the U.S. market surpassed that
available to the CBI countries, but CBI exports to the
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United States continued to grow. The U.5. cotton textile
trade deficit with Central America and the Caribbean dur-
ing 1995 and 1996 averaged 316,000 bales, compared with
the 1992 and 1993 average of 228,000.

Cotton textile trade between Mexico and the United States
was already large in both directions before NAFTA. With
substantial U.8. exports of cut fabric ard other intermedi-
ate textiles, and Mexican exports of finished goods, trade
was nearly balanced with a U.S. deficit in cotton products
of about 50,000 bales. During 1994, growing Mexican pur-
chasing power cansed a shift to a U.S. surplus of about
60,000 bales, but by 1996 the 0.8, deficit had grown to
362,000 bales.

Canada’s cotton consumption and imports have risen
sharply since the advent of NAFTA. Canada’s textile indus-
try has benefited from the opportunities under the trade
agreement and from *extile export problems in a number of
Asian countries. The United States is Canada’s principal
export market for textiles, and one of its largest sources of
imports. The United States has enjoyed a slowly growing
surplus in cotton textile product trade with Canada of
about 225,000 bales during the 1990’s, and U.S. raw cot-
ton exports to Canada rose 148,000 bales between 1893
and 1996, reaching 204,000 bales.

Trade Issues

There have been no significant trade disputes among the
NAFTA countries conceming cotton. Mexico’s proposed
phytosanitary regulations have elicited some concern, but
io date the implementation of these regulations has not cre-
ated serious controversy,

Impacts of NAFTA on Cotton Trade

NAFTA’s direct impacts on cotton trade have been smatler
than the impacts of pre-NAFTA changes in Mexico’s agri-
cultural policy, the peso devaluation, and changes in textile
trade with Asia. All North American textile producers have
benefited from a slowdown in exports by traditional Asian
exporters. Rising wages have crimped exports from coun-
tries like South Korea, while China-—for several years the
largest source of U.S. textile imports~~has seen its exports
reduced by mrmoil in its domestic cotton industry, credit
problems in state mills, a rising real exchange rate, and
slow quota growth. NAFTA may have indirectly stimulated
Mexican imports of raw cotton by accelerating investment

in spinning capacity in Mexico oriented toward 1.5, cotton.

Changes in U.S. policy had little impact on U.S. imports
of raw cotton from Mexico. While Mexico’s NAFTA quota
was larger than its earlier Section 22 quota, the 1990 U.S.
farm legislation created a mechanism that opened even
larger quotas for any country during the infrequent periods
that price differentials favored importing into the United
States. Duting 1996, the United States imported 47,000
bales of cotton from Mexico, but also imported 754,000
bales from elsewhere,

Textile trade between Mexico and the United States was
probably affected more by exchange rates than NAFTA.
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While Mexico’s access to the U.S. market was much im-
proved by the agreement, the countries with the same ac-
cess as pre-NAFTA Mexico also coniinued to increase
their exports to the United States.

While U.S. obligations under the Urnguay Round agree-
ment of the WTO would have increased Mexico’s aceess

to U.S. markets, the effect would have been much smaller
without NAFTA_ Multi-Fiber Arrangement quotas are elimi-
nated in the WTO agreement, but the agreement permits
importing countries to maintain most critical import restric-
tiens until 2005, much longer than under NAFTA. It is
also likely that the trade-liberalizing commitment by all
parties represented by NAFTA provided a greater degree of
assurance for investment in textile capacity, increasing the
volume of trade in cotton textile products among the
NAFTA countries.

Sugar and Sweeteners
Policy Changes Resulting from NAFTA

United States: Mexico and Canada both had a share of the
U.S. sugar impert quota, which began in 1982. Canada
paid the “low” duty of 0.66 cents a pound on refined beet
sugar exported to the United States under the quota, and a
similar duty was waived for Mexico under the Generalized
System-of Preferences. Under the CFTA, the quantity pro-
visions of the U.S. quota system continued to apply to Ca-
nadian sugar, and duties on sugar between the United
States and Canada will decline to zerc by 1998,

In 1990, the United States unilaterally converted its abso-
iute sugar import quota fo a tariff-rate quota system, after a
GATT panel ruled in a case brought by Australia against
the absolute quota system. A second-tier tariff of 16 cents
a pound was established to apply to import guantities
above the TRQ levels. The United States interpreted the
CFTA to mean that the second-tier tariff could not be ap-
plied against Canada. From 1990 through 1994, Canadian
sugar entered the United States freely, paying only the low
CFTA duty. These imports from Canada were small rela-
tive to the size of the U.S. market and thus did not seri-
ously disrupt the U.S. sugar program.

When Uruguay Round provisions started to apply in 1995,
Canada became subject to the MEN over-quota tariff of ap-
proximately 16 cents a pound. The CFTA tariff applies to
within-quota silipments. Canada can compete for a share
of the small global (first-come-first-served) U.S. refined
sugar TRQ of 22,000 metric tons, but quantities over the
TRQ face the MFN over-quota tariff. Since Canada does
not produce raw cane sugar, it was not given a share of the
larger raw sugar TRQ.,

Mexico: NAFTA contains special provisions covering bilat-
eral U.S.-Mexican sugar trade, The NAFTA sugar provi-
sions for the United States and Mexico are reciprocal. The
following summary description of Mexican access to the U.S.
market also applies to U.S. access to the Mexican market.

A formula defines “net surplus production,” which is pro-
Jected production minus projected domestic consumption.
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A side agreement stipulates that, for purposes of the for-
mula, high fructose corn syrup (HFS) will be included on
the consumption side only. Thus, projected Mexican sugar
production would have to excecd Mexican consumption of
both sugar and HFS for Mexico to be considered 2 net sur-
plus producer.

For 1994-99 (years 1-6 of NAFTA), Mexico will have duty-
free access for sugar exports to the United States for the
amount of s projected net surplus production, up to a
maximum of 25,000 metric tons, raw value. If Mexico is
not a net surplus producer, it will still have duty-free ac-
cess for 7,258 tons, or the “minimum boaticad” amount
authorized under the U.S. TRQ. In years 7-14, Mexico will
have duty-free access to the U.S. market for the amount of
its surplus as measured by the formula, up to a maximum
of 250,000 tons, with minimum duty-free access still at the
“minimum boatload.”

By the end of year 6, Mexico will install a iariff-rate quota
system, with a second-tier tariff applicable to other coun-
tries that is equal to the U.S. second-tier tariff. Sugar tar-
iffs between the United States and Mexico are scheduled
to decline by 15 percent over the first 6 years, and then to
zero by vear 15,

The Mexican tariff on U.S. HFS is declining from 15 per-
cent to zero over 10 years, and was 10.5 percent in 1996
{raised to 12.5 percent on December 13, 1996 as compensa-
tion for the U.S. implementation of broomcorn safe-
guards}. Barriers to sugar-containing products have been
converted to tariffs, and are declining to zero over 10
years. U.S. refiners shipping sugar to Mexico under the
U.5. Refined Sugar Re-Export Program receive MFN treat-
ment, but NAFTA will not provide any special benefit for
re-export sugar because it is not considered to be of U.S.
origin. NAFTA does allow for reciprocal duty-free access
between the United States and Mexico for refined sugar that
is refined from taw sugar produced in the other country.

Canada: As a result of CFTA, the Canadian duty on sugar
imports from the United States is 0.11 cents a pound, re-
fined basis, in 1997, and will be zeto in 1998, Canada made
no changes in sugar trade policies as a result of NAFTA.

Sugar Trade Since NAFTA

U.S. sugar imports from Mexico and Canada continue to
be restricted by the U8, TRQ. Mexico’s annual share of
the U.S. sugar TRQ has been 7,258 metric tons, raw value,
since 1994, and each year Mexico filled the quota. The
United States determined in September 1996 that, under
the NAFTA provisions, Mexico was projected to be a net
surplus producer of sugar in fiscal 1996/97 (Octaber-Sep-
tember), and thus gave Mexico a duty-frec quota of 25,000
metric tons, raw value, which can be shipped as sither raw or
refined sugar, Mexico is expected to fill the quota in 1997,

U.S. sugar imports from Canada were under quota from
1682 to 1990, and ranged from 10,000-30,000 tons per
year, From 1991 to 1994, U.S. sugar imports from Canada
averaged about 40,000 tons a year, as Canadian sugar was
relatively unrestricted and paid only a low duty. Since
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1995, Canada has had low-duty access a share of the U.S.
22,000-metric-ton global refined sugar TRQ; additional
shipments to the United States wonld pay the second-tter
{prohibitive) MEN duty.

U.S. sugar exports to Canada have largely been under the
U.S. Refined Sugar Re-Export Program, and prior to 1995
averaged about 100,000 tons a year. This is sugar that has
been imported from a third country, refined in the United
States, and re-exported. U.S. sugar exports to Canada have
declined fo almost zero since anti-dumping duties were im-
posed by Canada in late 1995,

U.8. sugar exports to Mexico have also been almost en-
tirely under the Refined Sugar Re-Export Program, Mexico
was a net importer of sugar in the early 1990s, and U.S.
sugar exports to Mexico were 239,000 metric tons in 1991
and 97,000 tons in 1992. Since 1993, Mexico has become
largely self-sufficient in sugar, and U.S. exports to Mexico
have fallen to 27,000 tons in 1994 and 32,000 tons in 1995,

Trade Disputes

Canadian Anti-Dumping Investigation of Canadian Sugar
Imports: On November 6, 1595, the Canadian International
Trade Tribunal ruled that sugar imports from the United
States, certain members of the European Union, and Korea
were being dumped in Canada. Anti-dumping duties were
imposed on U.S. companies ranging from 69 to 85 per-
cent, ad valorem, effectively eliminating most U.S. sugar
exports to Canada.

Sugar Re-Export Negotiations: In November 1996, consult-
ations between the United States and Canada were held re-
garding a claim by Canada that continued vse by U.S. ex-
porters of the U.S. Sugar-Containing Products Re-Export
Program for products exported to Canada is a violation of
Article 303 of NAFTA. Under this program, 11.S. produc-
ers can obtain sugar at the (lower) world price if they can
demonstrate a re-expott of a like amount of sugar in prod-
ucts within 2 years. Canada claims that the program
amounts to a duty drawback or deferral, and should thus
be prohibited. Canada raised the issue at the March 20,
1957 meeting of the NAFTA Commission and may request
a dispute panel if no settlernent is made soon.

Mexican Retaliation for Braomcorn TRQ: On Decembey
12, 1996, the Mexican government announced increases in
import duties on various U.S. products to compensate for
the damage cansed to Mexico when the United States
raised tariffs on Mexican broomcom brooms. Included in
the list is an increase in the duty on U.S. corn sweeteners,
tariff line items 1702.40.01 (HES-42), 1702.40.99 (HFS-
423, 1792.50.01 {crystalline fructose), and 1702.60.01
(HFS-55). Mexican import duties on these items were in-
creased from 10,5 percent to 12.5 percent effective Decem-
ber 13, 1996. Under NAFTA, the tariff on these items was
scheduled to drop from 10.5 percent in 1996 to 9 percent
in 1997,

Mexican Anti-Dumping Investigation of U.S. High Fructose

Corn Syrup (HFCS): In February 1997, the Mexican gov-
ernment announiced it was launching an anti-dumping in-
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vestigation on imports of HFCS from the United States.
After a 4-month investigation, the Mexican Department of
Commerce (SECOFT) announced (June 25) temporary anti-
dumping measures on imports of HRCS, which require
t1.S. exporters of HFCS to post a bond for the amount of
damage specified in the finding—between US$63 and
US$175 per metric ton—while these measures are in
place. The U.S. Senate passed a resolution calling for a re-
view of Mexico’s anti-dumping case in the context of
World Trade Organization rules,

Impacts of NAFTA on Sugar Trads

U.S. sugar trade is largely controlled by a TRQ system,
and NAFTA has not had a large impact on sugar trade.
Trade in sugar between the United States and Canada was
not affected by the original CFTA. However, when a
GATT panel ruled against the U.S. absolute quota system
and it was replaced with 2 TRQ in 1990, the United States
determined that the (prohibitive) high tariff could not be
applied to Canada. After 1990, Canadian sugar exports to
the United States rose to about 40,000 tons a year, almost
all from a Manitoba beet sngar factory, one of two in Can-
ada. The price of refined sugar in the United States is 25
ta 50 percent higher than in Canada,

NAFTA granted no further concessions to Canada on
sugar. U.5.-Canadian sugar trade has, however, been
strongly affected by the Uruguay Round WTO agreement
and by anti-dumping duties. Each country’s actions have
limited the ability of the other to ship increasing quantities
of sugar. U1.S. companies are forced to pay anti-dumping
duties ranging from 69 to 85 percent; Canada has to pay
higher duty rates on over-quota shipment to the United
States. The Manitoba heet sugar factory was closed in
early 1997, with the loss of the 1.5, market cited as the
cause of the closure,

With regard to Mexico, the most direct effect of NAFTA
comes from the provision that, during 1994.99, if Mexico
is projected to be a net surplus producer, it can get duty-
free access to the U.S. market for the amount of its surplus
up to a maximum of 25,000 tons. In the first 2 years of the
NAFTA, Mexico filled its original allocation of 7,258 tons,
which would have been allocated even if there had not
been a NAFTA. Having been projected to be a net surplus
producer for 1996/97, Mexico is likely to ship 25,000 tons
of sugar duty-free to the United States, 17,742 tons more
than its original allocation. The price of refined sugar in
the United States is currently at least 25 percent higher
than in Mexico.

The United States has duty-free access to the Mexican mar-
ket for 7,259 tons of U.S. origin sugar dusing the first 14
years of the NAFTA. The over-quota tariff will not be
eliminated until 2008, limiting U.S. cross-border exports,
which might have cccurred on an occasional basis into
northern Mexico, where sugar prices are much higher than
in southemn Mexico. The United States can continue to
send sugar to Mexico under the Refined Sugar Re-Export Pro-
gram, but in recent years Mexico has been a net exporter of
sugar and 1.8, exports to Mexico have been very small.
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Mexican policies fo support the price of sugar may or may
not have occurred without NAEFTA; in any event, the re-
cent Mexican policy of raising the price of sugar is induc-
ing a significant amount of substitution of HES for sugar
in Mexico, decreasing Mexico's sugar consumption and
contributing to Mexico's sugar surplus. U.S. HFS exports
to Mexico rose from 9,000 tons in fiscal 1991 to 78,000
tons in fiscal 1996, and are forecast to continue to grow in
coming years. Two facilities to produce HFS in Mexico,
both joint ventures with 11.8. corn refining companies,
came on line in 1996 and are expected to bs in full produc-
tion in 1997, All Mexican HFS production is likely to be
based on corn imported from the United States. To the ex-
tent that NAFTA contributes to the decline of Mexican
sugar consumption and reduces Mexico’s sugar import re-
quirements, potential TJ.S. refined sugar exports to Mexico
are also reduced.

Vegetables

Fresh Tomatoes
Policy Changes Resuiting from NAFTA

United States: Prior to NAFTA, the general U.S. tariff on
imported tomatoes was 4.6 cents per kilogram for the
March 1-July 14 and September 1-November 14 periods,
and 3.3 cents per kilogram for July 15-August 31 and No-
vember 15 to the last day of February. With NAFTA, the
tariff rates for Mexican tomatoes during July 15-August 31
and September 1-November 14 are phased out over 5 years
beginning in 1994. The tariffs for March 1-July 14 and No-
vember 13 to the last day of February are phased out over
10 years and a tariff-rate quota wiil be in effect for each
period. In the first year of NAFTA, the quota during the
March 1-July 14 period was 165,000 metric tons and the
quota for November 15 to the last day of February was
172,300 metric tons. The quota amounts increase at a 3-
percent compounded annual rate during the 10 year phase-
out period. Over-quota imports are charged the pre-
NAFTA MFN tariff or the MFN rate in effect 2t the time
of the over-quota trade, if lower. With NAFTA, cherry to-
matoes receive separate tariff treatiment from other tomo-
toes. The tariff for cherry tomatoes was eliminated immedi-
ately for the December 1-April 30 period. The base tariff
on cherry tomatoes for the May 1-November 30 period is
3.3 cents per kilogram and is phased out over 5 ysars.
There is no tariff-rate quota for cherry tomatoes.

Withthe C |, subsumed under NAFTA, the tariff on to-
matoes from Canada is reduced over a 10-year period be-
ginning in 1989, until it falls to zero in 1998. The agree-
ment also includes a snapback to MEN tariff levels until
2008 under certain price and acreage conditions.

The MEN tariff is tied to the Urugnay Round GATT/WTO
agreement which requires at least a 15-percent decrease in
tariffs, phased in over 6 years beginning in 1995. Tariffs
for the March 1-July 14 and August {-November 14 peri-
ods decrease from 4.6 to 3.9 cents per kilogram. Tariffs for
the July 15-August 31 and November 15 to the end of Feb-
ruary periods decline from 3.3 to 2.8 cents per kilogram.
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Mexico: Prior to NAFTA, Mexico had a ten-percent tariff
on fresh tomato imports. Under NAFTA, Mexico matches
the U.S. tariffs and transition periods but during the transi-
tion period the duty assessed on U.S. imports cannot ex-
ceed Mexico's pre-NAFTA duty.

Canada: Prior to the CFTA, the seasonal Canadian tariff
on imported tomatoes was 5.51 cents per kilogram, but not
less than 15 percent ad valorem. Under the trade agree-
ment, the Canadian tariff decreases 10 percent per year un-
til 1998 when it falls to zero. The seasonal tariff can be di-
vided into two separate pericds, which cannot exceed a to-
tal of 32 weeks in any 12-month pericd ending March 31.
The agreement also includes a snapback provision to MEN tar-
iff levels until 2008 under certain price and acreage conditions.

Fresh Tomato Trade Since NAFTA

Tomato imports constitute a large proportion of U.S. do-
mestic tomato consumption and Mezico is the main source
of imports, Between 1990 and 1993 (exciuding 1992,
which was a poor production year for Mexico}, tomato im-
ports averaged 21 percent of total U.S. consumption and
Mexican tomatoes accounted for 97 percent of the imports.
During the winter months, Mexico’s share of the domestic
market is even higher.

In 1994, the first year of NAFTA, U.S. imports of Mexican
tomatoes totaled 376,034 metric tons, down 6 percent from
the previous year. The March-July 14 quota was only 86
percent filled. U.S. imports of Mexican tomatoes climbed
58 percent in 1995 and another 16 percent in 1996 to
685,681 metric tons. The winter and spring quotas were
filled in both 1955 and 1996.

Both short- and long-run factors help explain the increase
in tomatc imports. Much of the increase in tomato imports
can be attributed to factors unrelated to NAFTA. The Mexi-
can economic crisis had several short run impacts on Mexi-
can producers. First, the Mexican domestic market con-
tracted drastically. Since producers in Sinaloa, the main
producing area, can ship to either the domestic or export
markets, reduced domestic matket opportunities made the
United States a much more attractive and critical market.
In addition, the devaluation of the Mexican peso made
prices in the United States more attractive to Mexican pro-
ducers. The average input costs of Mexican fresh tomatoes
increased 64 percent in terms of pesos from 1994 to 1995,
but fell 28 percent in terms of U.S. dollars.

Weather also had a short-run effect on tomato trade in the
first 3 years of NAFTA. At the beginning of the 1594/95
season, Tropical Storm Gordon damaged crops in Fiorida.
During the same season, Sinalca experienced unusually fa-
vorable weather conditions and production exceeded expec-
tations by 15-20 percent. The start of the Florida 1595/96
season was delayed by cold and rainy weather. Cold
weather in February 1996 decteased supplies in the impor-
tant Florida growing areas of Immokalee and Homestead.

Adoption of new tomato varieties in Mexico is a long-run

factor that has resulted in significant changes in trade. In
the last 2-3 years, Mexican tomato exporters in Sinaioa
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and Baja California have successfully adopted new technol-
ogy to produce vine-ripe extended shelf-life (ESL) toma-
toes. During the winter and spring, the Mexican vine-ripe
tomatoes from Sinalca compete against Florida's mature
green tomatoes. Current varieties of ESL tomatoes do not
grow well in Florida because heavy rains cause the toma-
toes to crack on the vine. An ESL vine-ripe tomato lasts a
week longer in storage than a mature green tomato which
reduces waste and marketing costs, A vine-ripened tomato
is bright red and firm, which is considered an important
factor in consumer demand. Supermarkets desire a larger
supply of vine-ripe tomatoes, while the foodservice indus-
try demands the firmer mature green tomato for slicing.
The market is becoming more segmented and Mexican and
American tomatoes are not always perfect snbstitutes. An
analysis of f.o.b. prices for Mexican and Florida tomato
prices indicates that consumers are wiliing to pay more for
ESL’s, giving credence to the idea that buyers see the two
types of tomatoes as distinct products.

The United States exports a small amount of tomatoes to
Mexico. In 1994, the United States exported 21,897 metric
tons of tomatoes to Mexico, up 24 percent from the pre-
vious year. The increased demand in 1994 may be partly
due to lower Mexican production in Sinaloa. As consumer
demand contracted in 1995, exports fell to 2,282 metric
tons. In 1996, 11.S. tomato exports to Mexico increased
slightly to 2,562 metric tons.

Canada is the major market for U.S. tomate exports, ac-
counting for 92 percent of tomato exports from 1994 to
1996. Exports to Canada were 128,025 metric tons in
1996. U.S. imports of Canadian tomatoes averaged only 2
percent of total U.S. tomato imports during 1994-96 but
the volume is growing rapidly. The Canadian gresphouse
industry is increasing and the United States is importing a
larger volume of greenhouse tomatoes from Canada. In
1993, tota] tomato imports from Canada totaled 4,733 met-
ric tons and 1996 imports were 21,774 metric tons,

Trade Dispules

In April 1995, Florida winter vegetable growers petitioned
the U.S. ITC to seek economic relief from increased to-
mato imports. The petition was rejected on the basis that
Florida winter tomatoes could not be considered a separate
industry on the b *s of seasonality.

For several months beginning in January 1996, Florida be-
gan additional inspections of all foreign produce entering
the State, looking for potential sanitary and phytosanitary
violations and proper labeling on produce shipping contain-
ers. Florida required an additional inspection, at cost, of all
produce entering the State by truck. Florida rescinded
these inspection requirements in April 1996, and additional
inspectors were added at major points of entry.

In March 1996, growers from Florida and several other
States, and the Florida Departinent of Agriculture peti-
tioned the TTC « 1in under U.S. trade law for economic re-
lief against import surges of fresh tomatoes and bell pep-
pers. Tomatoes and bell peppers account for the majority
of the value of the Florida winter vegetabie market. On
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July 2, the ITC found that imports of fresh tomatoes and
bell peppers were not a substantial cause of serious injury
or threat of serious injury to the U.S. industries.

A second petition was filed in April 1996 with the U.S. De-
partment of Commerce charging Mexico with dumping to-
matoes on the U.S. market at below-fair market value
prices and materially injuring the domestic industry. On
October 28, 1996, the U.S. Department of Commerce an.
nounced a negotiated plan with principal Mexican produc-
ersfexporters to settle the dispute, and on November 1,
1996, the U.S. Department of Commerce suspended the
anti-dumping investigation. The Department of Commerce
had determined that fresh tomatoes from Mexico were
likely to sell ir the United States at less than “fair value.”
As long as the negotiated settlement is honored, the dump-
ing investigation remains suspended.

The negotiated plan will run from November 1, 1996 to
September 30, 1997, establishing a reference price, or mini-
mum price, covering most Mexican fresh-market tomatoes
exported to the United States. The net price, after rebates,
discounts, etc., of Mexican tomatoes cannot fall below the
reference price of $5.17 per 25-pound box, or 20.68 cents
per pound. This price represents the lowest average
monthly price for fresh-market tomatoes from Mexico ob-
served at the U.S.-Mexican border during the base period
of 1992-94. This price can be adjusted periodically to ac-
commmadate changes in the U.S. market. Greenhouse
cocktail-type tomatoes are exempted from the agreement
since they are viewed as a separate market from field-
grown tomatoes.

Over 85 percent of the Mexican producers/exporters signed
the negotiated agreement. Non-signatories are not covered
by the agreement. U.S. Customs will examine the tomato
shipments from non-signatories to ensure that product
from signatories is not included, thereby circumventing
the agreement.

Florida growers have discussed ways to prevent a reduc-
tion in the reference price. The Florida Tomato Growers
Exchange, an agriculturai marketing cooperative that han-
dles over 90 percent of the fresh tomatoes sold in Florida,
has reached an agreed-upon fleor price of $5 per 25-ib car-
ton. The Exchange would impose a fine of $1 per carton
on members who sold tomatoes for less than this price. Un-
der the Capper-Volstead Act of 1922, farmers have the
right to form cooperatives that are largely exempt from
U.5. antifrust statutes.

Impacts of NAFTA on Fresh Tomato Trade

U.S. tariffs are not an important impediment ic tomato im-
ports. The pre-NAFTA tariff rates for tomatoes were in
fixed dollar amounts and aad eroded in value over time be-
cause the general price level for tomatoes has increased,
During the November-February period, the ad valorem
equivalent tariff rate averaged about 4 percent in recent
years, Tariff changes have been relatively small to date, but
many other important factors have had a greater impact on
tomato trade,
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From 1993 to 1996, U.8. imports of fresh Mexican toma-
toes increased 52 percent. NAFTA tariff changes would be
expected to raise U.8. tomato imports from Mexico only
about 5 to 9 percent from what they would be without the
agreement. The tariff changes mandated by the Uruguay
Round of GATT/WTO would have been expected to in-
crease UU.S. imports less than 1 percent. The tariffs were al-
ready very small in 1993 and have declined only 30 per-
cent through 1996. Tomato imports from Mexico declined
during the first year of NAFTA, and when imports in-
creased in 1995 and 1996, the higher tariffs on over-quota
tomatoes seem to have had little impact on slowing im-
ports. Much of the change in imports must be attributed to
other factors such as the peso devaluation, good weather in
Mexico and poor weather in Florida, and technical change
in Mexico.

U.S. tomato exports to Canada decreased 7 percent from
1993 to 1996. Considering the NAFTA tariff changes
alone, U.8. tomato exports to Canada would be expected

to be 2 to 4 percent higher than they would have been
without the agreement. Clearly, other factors besides tariff
changes are influencing U.S. tomato trade with Canada.
Poor growing conditions in Florida and the rapidly develop-
ing greenhouse industry in Canada are responsible for the
recent decline in U.S. exports.

Processed Tomatoes
Policy Changes Resulting From NAFTA

United States: Before CFTA and NAFTA, the U.S. tariff
on processed tomatoes, whole or in pieces (preserved other-
wise than by vinegar or acetic acid), was 14.7 percent. For
other processed tomatoes, such as purees and pastes, the
tariff was 13.6 percent. The Uruguay Round of the GATT
agreement reduces these duties by 15 percent over 6 years,
beginning in 1995. With NAFTA, there was an immediate
decrease t¢ a new tariff base of 11.5 percent for other proc-
essed tomatoes. The tariffs for both types of processed to-
matoes decline by 10 percent a year from the tariff base,
until they fall to zero in 1998. Under the CFTA, the tariff
on Canadian processed tomatoes decreases 10 percent a
year, starting in 1989, until the tariff fails to zero in 1998,

Mexico: Before NAFTA, Mexico’s duty on imported to-
mato paste was 20 percent. Under NAFTA, Mexico lowers
its duties to match U.S, levels.

Canada: In 1989, Canada instituted a 10-year phase-out of
the 13.6-percent tariff on imports of U.S. processed toma-
toes. For tomato ketchup aud other sauces, Canada will
phase out the 15-percent pre-CFTA tariff on U.S. product
over 10 years,

Processed Tomato Trade Since NAFTA

Processed tomato trade is a small portion of 1.8, produc-
tion and consumption, less than 1 percent on average, Dur-
ing 1996, paste accounted for about 15 percent of U.S.
processed tomato imports and 71 percent of exports, Dur-
ing 1994-96, U.S. imports of tomato paste came mainly
from Mexico and Canada. In 1996, Mexico was the domi-
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nant foreign supplier to the United States, with a 50-per-
cent share, up from 28 percent in 1993, while Canada’s
share increased to 46 percent from 27 percent in 1995. Can-
ada’s processing tomato industry is roughly the same size as
Mexico's, but Canada specializes in ketchup production while
Mexico specializes in paste, which is almost all exported.

In 1994, U.S. imports of processed tomatoes from Mex-
ico increased by 41 percent from the previous year, in
part prompted by high U.S. domestic prices. The U.5.
processing tomato crop in 1992 and 1993 was 13 per-
cent lower than the previous 2 years. During spring
1994, U.S. wholesale prices of tomato paste were 20 per-
cent higher, compared with a year earlier—coinciding
with Mexico’s peak export months. During 1994, the
United States also imported 33 percent more processed
tornatoes from countries other than Mexico. The larger
increase in imports from Mexico can be attributed to
weak U.S. demand for Mexico’s fresh-market tomatoes
during spring 1994, which diverted Mexican fresh prod-
uct into the processing sector. A lack of storage facili-
ties requires Mexico to export most of its tomato paste
in April to June.

U.S. imports of processed tomatoes decreased each year
since 1994, as U.S, production of tomatoes for processing
continued to increase and domestic prices softened. U.S.
processing tomato production in 1996 was a record high
10.6 million metric tons, putting downward pressure on
prices, lowering demand for imporis, and boosting exports.
In 1995 and 1996, U.S. imponts of processed tomatoes
from Mexico averaged 8,668 metric tons, 66 percent below
the 1993-94 average. Imports from Canada totaled 12,969
metric tons in 1996, down from 18,251 metric tons in
1995 but up from 9,005 in 1994,

13.S. exports of tomato paste to NAFTA countries in-
creased to 51,770 metric tons in 1996 but Canada’s
share of U.S. processed tomato exports fell to 51 per-
cent from more that 60 percent during 1990-94. Mex-
ico’s share of U.8. exports also fell, from about 3 per-
cent before NAFTA {excluding 9 percent in 1992} to 1-2
percent in 1995 and 1996.

Trade Disptiies

There have been no trade disputes involving processed to-
matoes.

impact of NAFTA and CFTA on Processed
Tomato Trade

From 1993 to 1996, U.S. processed tomato impotts from
Mexico decreased 57 percent. Tariff changes alone would
be expected to produce a 7-percent increase in imports
from Mexico (fess than a 1-percent increase considering
just GATT tariff changes). Record U.S. processed tomato
production had more impact on trade than tariffs,

The CFTA may have contributed to a more than doubling

of U.S. exports of processed tomatoes to Canada initiatly,

and continued tariff reductions following NAFTA have led
to increases in U.5. exports. U.S. processing tomatc ex-

Franamis Racaarnh Sarvine UUSDA

ports to Canada increased 14 percent from 1993 to 1996.
In 1996, tariff changes alone would have given a 20-per-
cent increase in exports to Canada over 1993 levels (with a
S-percent increase considering just GATT tariff changes).

Bell Peppers
Policy Changes Resulting from NAFTA

United States: Before CFTA and NAFTA, the U.S. general
tariff on bell peppers was 5.5 cents per kilogram. Under
GATT, the United States lowers the tariff to 4.7 cents per
kilogram over 6 years, beginning in 1995. With NAFTA,
the United States phases out the tariff on bell peppers be-
tween June and October over 5 years but phases out the
November-May tariff over 10 years. Under the CFTA, the
tariff on Canadian bell peppers declines to zero over 10
years, falling to zero in 1998,

Mexico: P+ior to NAFTA Mexico had a 10 percent duty on
bell peppers. With the trade agreement, Mexico phases out
the tariff over 5 years.

Canada: Prior to the CFTA, the seasonal tariff on bell pep-
pers was 4.41 cents per kilogram but not less than 10 per-
cent. With the CFTA, the tariff declines 10 percent a year
until it falls to zero in 1998, The seasonal tariff cannot ex-
ceed 12 weeks in any 12-month period ending March 31.

Bell Pepper Trade Since NAFTA

Trade is an important component of the U.S. fresh bell pep-
per market. Imports of fresh bell peppers account for about
18 percent of U.S. supply while about 7 percent of supply
is exported. About 81 percent of U.S, bell pepper imports
come from Mexico and 5 percent from Canada.

Almost all Mexican bell pepper exports to the United
States occur between December and April. During the win-
ter vegetable seasons of 1985/90 to 1992/93, Mexico ac-
counted for 28 to 38 percent of the U.S. market. In 1994,
total U.S. bell pepper imports from Mexico were 96,713
metric tons, down 4 percent from the previous year. In
1995, imports of bell peppers increased 20 percent to
116,173 metric tons. The increase was due in part to the
peso devaluation. Ia addition, Florida production was
down 20 percent in 1995. In 1996, imports were 143,734
metric tonis, U.S. per capita use of bell peppers has risen
one-third during the 1990°s to 6 pounds per person.

Imports from Canada have increased from 3,839 metric
tons in 1994 to 6,723 metric fons in 1995 but slipped back
to 6,445 metric tons in 1996. An increasing proportion of
U.S. imports from Canada are coming from greenhouse/hy-
droponic facilities, It appears that around one-fourth of the
bell peppers imported from Canada are now from green-
house/hydroponic facilities. These peppers are priced about
twice the value of field-grown varieties.

U.S. export data for fresh peppers include all types of pep-
pers (e.g., bell, pimento, and chile peppers), although most
of the trade is bell peppers. Canada is the primary destina-
tion for U.S. fresh peppers with more than 95 percent of
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export volume. Exports averaged 73,295 metric tons dur-
ing 1990-92 but dropped sharply to 50,365 metric tons dur-
ing 1993-95 as market prices jumped. Driven by poor
weather in Florida and strong competing domestic de-
mand, average export value moved from an average of 26
cents per pound to 40 cents during 1993-35. Exports in
1996 totaled 59,353 metric tons.

Trade Disputes

In March 1996, Florida growers, joined by growers from
several other States, and the Florida Department of Agricul-
ture petitioned the U.S. ITC for economic relief against im-
port surges of fresh tomatoes and bell peppers under U.S.
trade law. Tomatoes and bell peppers are the two most im-
portant winter vegetables for Florida int terms of value. On
July 2, the ITC found that imports of fresh tomatoes and
bell peppers are not a substantial ¢cause of serious injury or
threat of serious injury to the U.S. industries.

impacts of NAFTA on Bell Pepper Trade

Imports of bell peppers from Mexico increased 42 percent
from 1993 to 1996, The average pre-NAFTA ad valorem
tariff on Mexican bell peppers was 7.43 percent and the
winter tariff is being phased out over 10 years, so it seems
unlikely that tariff reductions of less than 1 percentage
point per year were the most important factor in the
growth of trade. Increased U.S. consnmer demand, the
peso devaluation, and adverse weather in some periods ap-
pear to be important explanations for the growth in bell
pepper imports.

Cucumbers
Policy Changes Resulting from NAFTA

United States: The U.S. general tariff on cucumbers varies
by season. Before CFTA and NAFTA, the highest rate was
6.6 cents per kilogram which was in effect during March 1-
May 31, June 1-June 30, September 1-September 30, and
October 1-November 30. From December 1 to the last day
of February the tariff was 4.9 cents per kilogram. The low-
est rate was 3.3 cents per kilogram during the months of
July and August,

The NAFTA eliminated tariffs in the two lowest tariff sea-
sons, December-February and July-August, The December-
February period is a time of low Florida production and
the July-August period is a time of jow imports from Mex-
ico. For the higher tariff periods, the tariff is being phased
out gradually; the March-May and October-November tar-
iffs are phased out over 15 years, and the June-September
tariffs are phased out over 5 years. CFTA reduces the tar-
iffs for Canadian cucumbers 10 percent a year until the tar-
iffs fall to zero in 1998. The agreement includes a snap-
back to MEN tariff levels until 2008, under certain price
and acreage conditions.

Under GATT, the United States lowers the MFN tariff
from July 1 to August 31 from 3.3 to 1.5 cents per kilo-
gram. From December 1 to the end of February, the tariff
is lowered from 4.9 to 4.2 cents per kilogram. During the
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rest of the year, the taniff is lowered from 6.6 cents 10 5.6
cents per kilogram. These tariff changes are phased in over
6 years, beginning in 1995,

Mexico: Prior to NAFTA, Mexico’s tariff on imported cu-
cumbers was 10 percent. Under NAFTA, Mexico matches
the U.S. seasonal tariffs and phase-out schedule but Mex-
ico’s maximum phase-out period is 10 years.

Canada: Before CFTA, Canada’s seasonal tariff on fresh
cucumbers (not for processing) was 4.96 cents per kilo-
gram, but not less than 15 percent. With CETA, the tar-
iff declines 10 percent a year until it falls to zero in
1998. The seasonal tariff cannot exceed a total of 30
weeks in any 12 month period ending March 31, and
snapback provisions are in place under certain price and
acreage conditions.

Cucumber Trade Since NAFTA

Imports are important in the U.S. fresh cucumber market,
with about 36 percent of supply imported, almost all from
Mexico. During the winter vegetable seasons of 1989/90 to
1992/93, Mexico accounted for 40 to 47 percent of the
U.S. market. Part of this relatively large reliance on im-
ports is due to low domestic production during the winter
months. Cucumbers suffer chilting injury at temperatures
below 50 degrees—a common occurrence in Florida dur-
ing the winter, In 1996, cucumber imports from Mexico
were valued at $118 million, 6 percent of the total value of
U.S. fruit and vegetable imports from Mexico. Canada sup-
plies 2 percent of U.S. imports. It is estimated that at least
half of the cucurmbers tmported from Canada are produced
in greenhouses,

In contrast to the import market, only about 5 percent of
U.S. fresh cucumber supply is exported. Canada ac-
counts for 98 percent of U.S. cucumber exports with
smaller amounts sent to Mexico and Taiwan. Thanks to
salad bars and increased interest in health and nutrition,
U.S. per capita use of cucumbers has increased 1 pound
during the 1990’s—as it did during each of the two pre-
vious decades,

During December, January, and February, almost all cu-
cumbers in the U.S. market come from Mexico. In
1994, U.S. cucumber imports from Mexico increased 12
percent to 228,229 metric tons. Of all the winter vegeta-
bles, cucumbers had the highest pre-NAFTA ad valorem
tariff, 19.60 percent during the highest tariff season. In
1995, cucumber imports from Mexico increased only 5
percent. Since Mexican cucumbers already dominated
the midwinter market, it was more difficult for cucum-
ber imports to increase than for some other winter vege-
tables. In 1996, cucumber imports were 293,753 metric
tons. Florida cucumber production in 1996 was 23 per-
cent lower than in 1993. U.S. cucumber exports to Mex-
ico are small and variable,

Trade Disputas

There have been no trade disputes involving cucumbers.
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impacts of NAFTA on Cucumber Trade

Between 1993 and 1996, U.S. imports of Mexican cucum-
bers increased 44 percent. The average pre-NAFTA ad valo-
rem equivalent tariff on Mexican cucumbers was almost 20
percent. The changes in tariffs alone would only have led

to a 2-percent increase in imports of Mexican cucumbers.
Considering just Uruguay Round tariff changes, the in-
crease would have been less than 1 percent. Other factors
such as the peso devaluation and adverse weather condi-
tions account for much of the observed change in cucum-
ber trade.

1].8. cucumber exports to Canada decreased 12 percent
from 1993 to 1996, With existing tariff changes, exports
were expected to increase 6 percent. Without NAFTA, ex-
ports were predicted to increase 1 percent. Factors besides
tariff changes, such as adverse weather conditions in the
United States, are influencing cuctmber trade with Canada.

Squash
Policy Changes Resulting from NAFTA

United States: Before CFTA and NAFTA, the general U.S.
tariff on squash was 2.4 cents per kilogram. In accordance
with the GATT Uruguay Round, the United States is lower-
ing the tariff on squash to 1.5 cents per kilogram by 2001.
Under NAFTA, the tariff for July-September is phased out
over 5 years and the tariff for October-June is phased out
over 10 years. In addition, the more sensitive period of Oc-
tober-June has a 120,800-metric-ton tariff-rate quota. The
excess over the quota will be charged the pre-NAFTA
MFN tariff of 2.4 cents per kilogram or the current tariff
rate when the over-quota trade occurs, if lower. The vol-
ume is increased at a 3-percent compounded annual rate
over the 10-year transitional pericd. Under the CFTA,
which was subsumed by the NAFTA, the tariff on Cana-
dian imports is reduced 10 percent per year untit 1998
when the tariff falls to zero. A snapback provision is included
until 2008 under certain price and acreage conditions.

Mexico: With NAFTA, Mexico eliminated immediately its
10-percent duty on squash from the United States

Canada: Prior to CFTA, Canada had an ad valorem tariff
of 5 percent on squash. Under the CFTA, the tariff de-
clines 10 percent a year until it falls to zero in 1998.

Squash Trade Since NAFTA

The United States receives 95 percent of fresh squash im-
ports from Mexico with 2 minor amount coming from Can-
ada during the summer months, Over B0 percent of squash
enters the country between November and April and com-
petes primarily with squash produced in Fiorida. During
the winter vegetable seasons of 1989/90 1o 1992/93, Mex-
ico accounted for 59 to 65 percent of the U.S. market. In
1996, the United States itnported $81 million of squash
from Mexico, 4 percent of the value of total fruit and vege-
table imports from Mexico. Although the USDA does not
collect national production data, state-supplied information
indicates that Florida is the leading preducer of squash

Economic Research Service, USDA

with about 86,183, metric tons followed by California with
57,153 metric tons. Estimates based on available informa-
tion suggest per capita use of fresh-market squash is
around 2 pounds per person and has been relatively steady
during the 1990’s, after increasing from about 1.5 pounds
in the 1980%.

U.S. squash imports from Mexico have been increasing
slowly over many years. In the first year of NAFTA, Mexi-
can exports to the United States totaled 99,257 metric tons,
an 11-percent increase over the previous year. In 1995,
Mexican exports to the United States increased 14 percent
but the quota was only 87 percent filled. Imports for 1996
were 135,440 metric tons, 20 percent above 1995. The
1996 quota was filled on May 6, 1996. U.S. squash ex-
poris to Canada are not reported as a separate category.

Trade Dispufes
There have been no trade disputes involving squash.
Impacts of NAFTA on Squash Trade

Between 1993 and 1996, the volume of U.S. imports of
Mexican squash increased 52 percent. The average pre-
NAFTA ad valotem equivalent tariff on Mexican squash
was 5.21 percent. Considering tariff changes alone, sguash
imports were expected to increase about 1 percent. With
only the Uruguay Round tariff changes, imports weuld be
expected to increase less than 1 percent.

Tariff changes alone would have led to a 5-percent in-
crease in U.S. squash exports to Canada. Without NAFTA,
and just considering Uruguay Round tariff changes, ex-
ports would have also increased by 5 percent.

Eggplant
Policy Changes Resulling from NAFTA

United States: Before CFTA and NAFTA, the general U.S.
tariff on eggplant was 3.3 cents per kilogram for April-No-
vember and 2.4 cents a kilogram for December-March. Un-
der the terms of the Urnguay Round agreement, the tariffs
on eggplant fall from 2.4 to 1.9 cents per kilogram during
December-March and from 3.3 to 2.6 cents per kilogram
during the rest of the year. The fariff reduction is phased in
over 6 years, beginning in 1995,

Under NAFTA, the tariffs from December to March and
July to September were eliminated immediately. Tariffs for
the two remaining periods, April-June and October-Novem-
ber are phased out over 10 years. In addition, a tariff rate
quota of 3,700 mefric tons was established for April-June.
The quota volume increases at a compounded 3-percent an-
nual rate over the 10-year phase-in period. Over-quota vol-
ume is charged the lower of either the pre-NAFTA or cur-
rent MEN rate.

Mezxico: Under NAFTA, Mexico immediately eliminated
its 10-percent duty on eggplant imports.
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Canada: Prior to CFTA, Canada had no tariff on eggplant
so thers has been no tariff change.

Eggplant Trade Since NMAFTA

Trade is important in the 11.S, fresh eggplant market, Dur-
ing the 1990's, an average of 36 percent of supply was im-
ported with about 98 percent of these imporis from Mex-
ico, During the winter vegetable seasons of 1989/90 to
1992/93, Mexico accounted for 42 to 52 percent of the
U.S. market. In 1996, imports of Mexican eggplant were
valued at $17 million, less than 1 percent of total fruit and
vegetable imports from Mexico, U.S. imports of Mexican
eggplant increased 17 percent in 1994 and another 15 per-
cent in 1995, Imports in 1996 totaled 29,780 metric tons,
up 24 percent from 1995. In each year of NAFTA, the egp-
plant quota was filled completely. The pese devaluation ex-
plains some of the increase in eggplant imports from Mexico.
During the 1950’s, an average of 15 percent of the U.S, egp-
plant supply was exported. About 99 percent of U.S. exports
go to Canada with minor amounts going to Mexico.

Trade Disputes
There have been no trade disputes involving eggplant.
impacis of NAFTA on Eggplant Trade

Eggplant imports from Mexico increased 66 percent from
1993 to 1996. The average pre-NAFTA ad valorem equiva-
lent tariff on Mexican eggplant was 5.69 percent, Consider-
ing only tariff changes, an increase of only 4 percent was
expected, With only Uruguay Round tariff changes, and no-
NAFTA tariff changes, an increase of less than 1 percent
would be anticipated. The peso devaluation partially ex-
plains changes in trade. With the existing tariff changes,
U.S. eggplant exporis to Canada were expected to increase
3 percent, Considering only Uruguay Round GATT tariff
changes, exports would have increased less than 1 percent,

Snap Beans
Policy Changes Resulting from NAFTA

United States: Before CFTA and NAFTA, the general U.S,
tariff on snap beans {not reduced in size) was 7.7 cents per
kilogram. Beginning in 1995, the United States began 10
phase in a G-year tariff reduction in accordance with the
GATT Urugusy Round to 4.9 cents per kilogram, In accond-
ance with the NAFTA, the tariff from June I to October 31 is
phased out over 5 years and the tariff from November | to
May 31 is phased out over 10 years. Under the CFTA, the tar-
iff charged imports of Canadian snap beans will be reduced
10 percent a year until the tariff falls to zero in 1998. A snap-
back provision is included unti] 2008,

Mexico: Before NAFTA, Mexico had a 10-percent tariff on
imports of fresh snap beans. This tariff was eliminated
with NAFTA,

Canada: Before the CFTA, the seasonal tariff on snap

beans was 4.41 Canadian cents per kilogram, but not less
than 10 percent. Under the CFTA, which was incorporated
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into the NAFTA, the tariff declines 10 percent a year until
it falls to zero in 1998, The seasonal tariff, which may be
divided into two separate periods, cannot exceed a total of
14 weeks in any 12-month period erding March 31.

Snap Bean Trade Since NAFTA

In the 1990’s, the United States has been a net exporter of
snap beans. During 1993-95, about 6 percent of U.S. fresh-
market snap bean supply was imported while 9 percent of
supply was exported, Part of this has likely been due to
lower prices in the United States and is reflected in per-
unit import vafues, which averaged 18 percent higher than
per-unit export values. More than three-fourths of imports
come in during December to April, supplementing produc-
tion in Florida. About 90 percent of fresh snap bean im-
ports come from Mexico with Canada providing about 7
percent. In 1996, U.S. jmports of Mexican snap beans
were valued at $20 million, less than 1 percent of the total
froit and vegetable imports from Mexico.

In 1994, the United States imported 9,819 metric tons of
Mexican fresh and frozen snap beans (but almost all are
fresh), down 9 percent from the previous year. In 1995, im-
ports from Mexico increased 60 percent. Florida produc- .
tion increased 34 percent over the previous year, Of all the
winter vegetables, Mexico’s share of the U.S. market has
been the smallest for snap beans, only 14 to 20 percent dur-
ing the 1985/90 to 1992/93 winter vegetable seasons. With
the peso devaluation, it was easier for hand-picked Mexi-
can snap beans to compete with machine-harvested Florida
snap beans, In 1996, the United States imported 17,285
metric tons of Mexican snap beans, 10 percent higher than
in 1995,

About 80 percent of U.S. fresh-market snap bean exports go
to Canada. Snap bean trade is variable with exports ranging
from 14,948 metric tons in 1994 to 16,885 metric tons in
1996, Trade in 1992-93 averaged 17,879 metric tons.

Trads Disputes
There have been no trade disputes involving snap beans.
Impacts of NAFTA on Snap Bean Trade

Between 1993 and 1996, U.S. snap bean imports from
Mexico increased 76 percent with the majority of the in-
crease oscurring in 1995, The average pre-NAFTA ad va-
lorem equivalent tariff on Mexican snap beans was 8.04
percent. Considering tariff changes only, an increase of
4 percent would be expected. With just the Uruguay
Round tariff reductions, imports from Mexico would
have increased I percent. Other factors such as weather
and the peso devaluation account for the majority of the
change in trade.

Snap bean exports to Canada decreased 5 percent from
1983 10 1996, With CFTA and GATT tariff changes since
1993, an increase of 4 percent was expected (a 1-percent
increase considering just the GATT tariff changes),
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Fresh and Processed Potatoes
Policy Changes Resulting from NAFTA

United States: Before CFTA and NAFTA, U.S. tariffs were
0.77 cent per kilo on all fresh and seed potatoes, 17.5 per-
cent on frozen potatoes, 10 percent on frozen french fries,
10 percent on potato chips, and 10 percent on other pre-
pared potatoes. In the Uruguay Round of GATT, the
United States agreed to a 6-year phase in of tariff reduc-
tions beginning in 1995. The tariff on fresh and seed pota-
toes falls to 0.50 cents per kilo, the tariff on frozen pota-
toes falls to 14 percent, the tatiff on frozen french fries
{yellow) falls to 6.4 percent, the tariff on other frozen
french fries falls to 8 percent, the tariff on potato chips
falls to 6.4 percent, and the tariff on other prepared pota-
toes falls to 6.4 percent.

Under NAFTA, the United States eliminated the tariff on
fresh yellow (Solano) potatoes. The tariff on other fresh po-
tatoes is phased out over a 5-year period. The duty on seed
potatoes was eliminated also. The tariff on frozen potatoes
declines over 5 years. For potato chips and other prepared
potatoes, the tariff was eliminated. The tariff on yellow fro-
zen french fries was eliminated and the tariff on other fro-
zen french fries declines over 5 years. With CFTA, the tar-
iffs on fresh potatoes and frozen french fries from Canada
are phased out over 10 years. A snapback to MFN tariff
levels is included until 2008,

Mexico: Prior to NAFTA, Mexico had a 15-percent tariff
on frozen potatoes, and 20-percent tariffs on dried, frozen
french fries, and other prepared potatoes. Under NAFTA,
all processed potato tariffs are phased out over 10 years.
Prior to NAFTA, Mezico also had import licensing require-
ments for fresh potatoes from the United States and Can-
ada. Under NAFTA, this licensing requirement was elimi-
nated and a tariff-rate quota was instituted in its place.
Fresh potatoes can only be shipped to the border States of
northern Mexico. The United States received an initial
15,000-metric-ton duty-free tariff-rate quota. The in-quota
amount will increase at a 3-percent annua! compounded
rate over the 10-year transition period. Over-quota imports
were assessed a tariff initially equal to $354 per metric
ton, but not less than 272 percent. Over the first 6 years of
the agreement, 24 percent of the over-quota tariff is elimi-
nated with the remainder phased out over the last 4 years
of the reduction period. The MexXican processed potato in-
dustry is also protected by tariff-rate quotas, but the over-
quota tariff is the MFN rate, which is not very high. In
1994, the tariff-rate quota was 1,800 metric tons for frozen
potatoes, 200 metric tons for dried potatoss, 3,100 metric
tons for frozen french fries, and 5,400 metric tons for
other prepared potatoes. The quotas grow at a compounded
3-percent annual rate.

Canada: Prior to CFTA, the tariff on fresh and seed pota-
toes was $7.72 per metric ton, and the tariff on frozen
french fries and other prepared potatoes was 10 percent.
All the tariffs on potatoes and potato products are phased
out over 10 years in equal reductions unti} falling to zero
on January 1, 1998,
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Potato Trade Slnce NAFTA

.S, fresh potato exports to Mexico grew from 5,152 met-
ric tons in 1989 to 17,409 in 1993. Since the beginning of
NAFTA, the volume of fresh potato exports fell slightly in
1994 and 1993, then rose to 253,536 metric tons in 1996.
U.S. exports exceeded the Mexican tariff-rate quota in
each year. The United States imports virtually no fresh po-
tatoes from Mexico. For the 4 years prior to NAFTA, the
United States imported an average of 1,528 metric tons of
potato chips from Mexico, but since then the United States
has only imported chips from Mexico in one year—1994
(448 metric tons).

U.8. fresh and seed potato exports to Canada have trended
up since 1990, ranging from 132,553 in 1991 to 264,736
metric tone in 1994, Frozen french fry exports to Canada
have averaged 9,326 metric tons for the 1994-96 period, in-
creasing since December 1995 when Canada relaxed its
strict packaging and labeling rules for U.S, frozen french
fries sold to the Canadian foodservice sector. During 1994-
96, potato chip exports fo Canada averaged 9,647 metric tons.

U.S. fresh and seed potato impoerts from Canada have var-
jed substantially since 1990, ranging from 181,990 metric
tons in 1992, to 447,391 metric tons in 1996. The average
for the 1994-9€ period was 349,825 metric tons, 34 per-
cent above the average for 1991-93. Traditionally, a large
share of the imported fresh potatoes from Canada have
come from Prince Edward Island (PEI), and have been dis-
tributed primarily along the east coast of the United States
Stiff competition from PEI in eastern markets was particu-
larly noticed by shippers throughout the United States dur-
ing 1995. Increased fresh and seed potato imports from
Canada are due to several large Canadian crops, the weak
Canadian dollar, poor yields in Maine, and strong demand
and prices in the United States,

Tota! french fry imports from Canada have increased stead-
ily since CFTA. U.S. french fry imports from Canada to-
taled 126,003 metric tons in 1993 and increased to
191,849 tons in 1996, The majority of imports come from
eastern Canada, where processors have benefited from the
exchange rate, as well as a transportation cost advantage
over competing fitms in the Pacific Nerthwest in shipping
to east coast markets. Frozen french fry imports from Can-
ada will likely continue to increase because a Canadian
processor recently won a large contract from an American
fast food company,

Trade Issues

Canadian Potato Exports: The surge of potatoes from Can-
ada into U.S, markets in the 1995/96 marketing season has
led to an evaluation of U.8.-Canadian potato trade issues
by the U.S. government. The main potato trade issues, past
and present, have revolved around (1) the perceived nega-
tive effects of Canadian exporis on U.S. fresh potato
prices, and (2) unfair trade practices. Product quality issues
and perceived unfair government subsidy advantages of Ca-
nadian growers have been concerns raised by producers in
Maine. Another concern of various U.S. producers deals
with bulk shipment restrictions for sales to Canada. These
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restrictions prohibit commercial shipments of fresh pota-
toes in containers over 50 kilograms unless an easement
has heen granted by the Canadian government. It is diffi-
cult to determine what (if any) impact bulk easement re-
sirictions have on potato exports to Canada. However, at
least one major Canadian processor has received a bulk
easement to import some potatoes from Maine during the
1996/97 season. In 1997, the U.S. Trade Representative re-
quested the ITC to conduct a fact-finding study of the
structure and performance of the U.S. and Canadian potato
industries. This inquiry is legally known as a Section 332
investigation. On June 18, 1997, the ITC released its re-
port, wiich identified several Canadian barriers affecting
U.S. potato exports.

Anti-Dumping Duties on U.S. Potatoes: Canada currently
imposes an anti-dumping duty against U.S. potatoes im-
ported into British Columbia. Potatoes imported between
May 1 and July 31 are not subject to the duty. The anti-
dumping duty will be in effect until 2000.

Mexican Phytosanitary Rules for Potatoes: U.S. seed pota-
toes are not allowed into Mexico, and fresh potatoes are re-
stricted to the nothern border States of Mexico, The U.S.
Animal and Plant Health Inspection Service is currently
working with Mexico to develop phytosanitary guidelines
to open trade in seed potatoes and in fresh potatoes beyond
the northern States,

Impacts of NAFTA on Polato Trade

It is difficult to separate out the effects of tariff changes on
trade from other changes in the market-place. Holding Ca-
nadian tariffs to levels that existed prior to NAFTA would
reduce U.S. potato exports by about 1 percent and imports
by 5 te 10 percent, Factors that have contributed to
changes in U.S.-Canadian trade are the relative size of the
crop in the two countries in any particular year, the ex-
change rate, and changes in the processing industry.

Frozen Broccoli and Cauliflower
Policy Changes Resulting from NAFTA

United States: Before CFTA and NAFTA, the general U.S.
tariff on frozen broccoli and cauliflower was 17.5 percent.
Under the Uruguay Round of the GATT, the United States
decreases the tariff from 17.5 to 14 percent over a 6-year
pericd beginning in 1995. Under NAFTA, the base tariff
on Mexican frozen broccoli and cauliflower imports was
decreased immediately ta 15 percent and is being phased
out over 10 years. CFTA mandated that the U1.S. tariff on
Canadian frozen broceoli and cauiiflower imports be
phased out by 10 percent per year until 1998 when the tar-
iffs wil: 1all to zero. The CFTA includes a snapback to
MEN tariff levels until 2008 under certain price and acre-
age conditions,

Mexico: Before NAFTA, Mexico had a 15-percent tariff on

imports of frozen broccoli and caulifiower. With NAFTA,
the tariffs are phased out over 10 years,
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Canada: Prior to CFTA, Canada had a 20-percent tariff on
frozen broccoli and cauliflower. With CFTA, the tariff de-
clines 10 percent a year until it falls to zero in 1998.

Frozen Broccoli and Cauliflower Trade
Since NAFTA

Even before NAFTA, Mexico had come to dominate the
U.S. market for frozen broceoli and cauliflower. Between
199G and 1993, Mexico was the source of 91 psrcent of to-
tal frozen broccoli imports and 94 percent of frozen cauli-
flower imports. The U.S. industry had already adjusted to
Mexican imports which have grown steadily since the late
1970s. In 1978, imports of Mexican frozen broccoli were 7
percent of U.S. frozen broccoli production, but were 273
percent of U.S. production by 1992. In 1996, imports of
Mexican frozen broceoli and cauliflower were valued at
3101 million, 5 percent of the total value of fruit and vege-
table imports from Mexico.

In 1994, the first year of NAFTA, U.S. imports of Mexican
frozen broceoli were 126,966 metric tons, a S-percent de-
cline from 1993. Frozen braccoli imports increased 23 pet-
cent in 1995, but trade was still slightly below the pre-
NAFTA peak of 1992. In 1996, Mexican frozen broceoli
exports 1o the United States were 158,779 metric tons, 2
percent above 1992 levels,

Frozen cauliflower trade increased in 1994 to 26,620 met-
ric tons, but declined in 1995 and 1996, apparently due to
production and quality problems. This appears to be a
temporary sitvation caused by poor weather conditions.
In 1996, Mexican exports of frozen cauliflower to the
United States were 16,940 mettric tons, a 36-percent de-
cline from 1994,

Almost all Mexican frozen broccoli and cauliflower is ex-
ported to the United States and much of it is under con-
tract to U.8. firms; the chaos of the devaluvation and con-
tracting domestic market seems to have had little impact
on trade in 1993,

Trade Issues

There have been no trade disputes involving frozen broc-
coli and cauliflower.

Impacts of NAFTA on Frozen Broccoli
And Cauliflower Trade

From 1993 to 1996, imports of frozen broccoli increased
19 percent and frozen caulifiower decreased 22 percent.
Considering only changes in tariffs, a 7-percent increase in
frozen broceoli irports and a 2-percent increase in frozen
cauliflower imports were expected by 1996, If only Uru-
guay Round GATT tariff changes are considered, frozen
broccoli imports would have increased 1 percent and fro-
zen cauliflower imports less than 1 percent. Changes in
consumer demand for more vegetables and production prob-
lems have had a greater impact on frade than tariff changes.
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Citrus and Products

Fresh Citrus
Policy Changes Resulting from NAFTA

United States: Before CFTA and NAFTA, the general U.S.
tariff on fresh oranges was 2.2 cents per kilogram. For
fresh grapefruit, the general tariff was 2.2 cents per kilo-
gram from August through September, 1.8 cents per kilo-
gram during QOctober, and 2.9 cents per kilogram during
the rest of the year. The general tariff on limes was 2.2
cents per kilogram,

With the Uruguay Round of GATT, beginning in 1995 the
United States decreases the tariff on fresh oranges and
grapefruit by 15 percent over 6 years and decreases the tar-
iff on fresh limes by 20 percent over the same period. The
tariff on fresh oranges falls from 2.2 cents to 1.9 cents per
kilogram. For grapefruit, the tariff from August 1 to Sep-
tember 30 fails from 2.2 to 1.9 cents per kilogram, the tar-
iff for October falls from 1.8 to 1.5 cents per kilogram,
and the tariff from November 1 to the following July 31
will fall from 2.9 to 2.5 cents per kilogram. For limes the
tariff decreases from 2.2 to 1.8 cents per kilogram.

With CFTA, the tariff for both fresh oranges and fresh
grapefruit is reduced 10 percent per year until 1998, when
the tariffs will fall to zero. With NAFTA, the June-Novem-
ber tariff on Mexican oranges was eliminated immediately,
and the December-May tariff is phased out over 5 years. Un-
der NAFTA, the August-September tariff on grapefruit was
eliminated and the other tariffs are phased out over 10 years.

Mexico: Mexico had a 20-percent tariff on fresh oranges,
grapefruit, and limes prior to NAFTA. Mexico now
matches the U.S. tariff line changes and duties on oranges
and grapefruit. The lime duty was eliminated.

Canada: Before the CFTA, Canada had no tariff on fresh citrus.

Frash Citrus Trade Since NAFTA

The United States is a net exporter of fresh oranges and
grapefruit, and a net importer of limes with almost all im-
ports originating in Mexico. Historically, U.S. exports of
fresh citrus to Mexico have been quite small and variable.
Since 1994, Mexico has accounted for less than 1 percent
of total {1.8. citrus exports.

In the 1990’s, U.S. orange and tangerine exports to Mexico
ranged from 138 metric tons in 1993 to 1,583 metric tons
in 1990, The United States shipped 1,538 metric tons in
1994, 1,370 metric tons in 1995 and 3,887 metric tons in
1996. n 1996, exports of oranges (and tangerines) tc Mex-
ico were valued at $2 million, less than i percent of the
value of total fruit and vegetable exports to Mexico. In
1994, grapefruit exports to Mexico were only 178 metric
tons. While this was an increase from 1993, it was clearly

© within the range of past trade, which has been very erratic.
In 1995, grapefruit exports increased to 1,736 metric tons,
the largest trade since 1985. Grapefruit exports to Mexico
fell to 1,047 metric tons, valued at $306,812, in 1996.

Fronnmin Resaarch Service. USDA

In the first years of HNAFTA, Mexico allowed citrus im-
ports only from California producing areas not regulated
for fruit fly. In January 1996, the United States and Mex-
ico finalized a phytosanitary protocol to allow export of cit-
rus products from Texas producing areas not regulated for
fruit fly. The increase in grapefruit trade in 1996 may be
the result of the lifting of the ban on citrus exports from Texas
and the very low prices for grapeftuit in the 11.S. market. Flor-
ida and Arizona are still trying to gain export approval.

Mexican fresh citrus exports to the United States are
mostly limes. In 1996, imports of Mexican fresh citrus
were valued at $38 million, about 2 percent of the total
value of fruit and vegetable imports from Mexico. Fresh
¢itrus imports from Mexico increased from 109,721 metric
tons in 1993 to 140,823 meiric tons in 1996

During the 1993/94 and 1994/95 seasons, U.S. lime pro-
duction accounted for only 6 percent of domestic consump-
tion. Mexico is the main supplier of limes to the U.S. mar-
ket; in 1996, Mexico accounted for 98 percent of total
lime imports. While lime consumption in the United States
nearly doubled from the 1980’s to the 1950’s, U.S. lime
production is decreasing. Florida lime bearing acreage be-
gan declining from a high of 7,300 acres in 1982/83. Fol-
lowing Hurricane Andrew in Augost 1992, bearing acreage
fell to 1,900 acres in 1993. Replanting has slowed substantially
from the high rates immediately following the hurricane.

While Florida production was declining, imports from
Mexico have grown steadily. Mexican imports first ex-
ceeded domestic production in 1991, Part of the increase
in Mexican limes was due to Mexican limes compensating
for the decline in U.S. production following Hurricane An-
drew. In 1993, the first full year after Hurricane Andrew,
imports from Mexico were up 37 percent from the average
of 1990-91 trade. Imports of Mexican limes have contin-
ued to increase since the beginning of NAFTA when the
10-year phase out of the 2.2~cents-per-kilogram tariff be-
gan. In 1994 and 1995, lime imports from Mexico were up
114 and 13 percent, respectively, from the previous year.
In 1996, imports grew by less than 1 percent.

Mexican fresh citrus, except limes, from all areas other
than Sonora must be treated for fruit fiy before shipment
to the United States. Methyl bromide is the main treat-
ment. Fruit from the fruit-fly free areas of Sonora requires
only a Mexican government certification regarding place
of origin. New protocols for treatment are proposed, as pro-
ducers search for cheaper and less demaging treatment
processes. Mexican producers are currenily experimenting
with a hot air chamber treatment on fresh citrus exports to
the United States. Mexico has proposed a systems ap-
proach which inciudes trapping pests as an alternative to
spraying. This proposal is under review. Limes are some-
what fruit-fly-resistant and no treatment is required before
export to the United States.

Canada is a mature market, representing about one quarter
of all U.5. fresh citrus exports, and orange and grapefruit
exports are relatively stable. From 1994 to 1996, orange ex-
ports averaged about 195,000 metric tons compared with
176,000 in the early 1990’s. Grapefruit exports averaged
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73,000 metric tons, compared with 68,000 metric tons in
the early 1990's. Although trade data accasionally show
U.8. imports from Canada, these are thought to be re-ex-
ports of specialty citrus purchased elsewhere,

Trade Issties

There have been no trade disputes involving fresh citrus, but
Florida and Arizona have been unable to gain export approval
for grapefruit under Mexico's phytosanitary standards.

impacts of NAFTA on Fresh Citrus Trade

NAFTA has helped bring about the resolution of phytosani-
tary barriers, which will probably have more impact on
U.S. exports of fresh oranges and grapefruit than tariff re-
ductions since these barriers limited U.S. exports from
some States.

Lime imports continue to increase, following a trend that
was well established before NAFTA, From 1993 to 1996,
lime imports from Mexico increased 35 percent. Tariff
changes would have led to a increase of only 1 percent in
lime imports from Mexico, and the Uruguay Round GATT
tariff changes alone would have produced an increase of
tess than 1 percent. The decrease in the tariff for Mexico
does, however, displace some imports from other countries.
The long-term decline in the Florida industry, accelerated
by the impact of Hurricane Andrew, has had more impact
on lime trade than the tariff reductions under NAFTA,

Orange Juice
Policy Changes Resulting from NAFTA

United States: Before CFTA and NAFTA, the MEN tariff
on frozen concentrated orange juice (FCOJ) was 35 cents
per single-strength equivalent (SSE) gallon. With the Uru-
guay Round of GATT, the United States decreases the tar-
iff on orange juice by 15 percent over 6 years, beginning

in 1995,

Under NAFTA, all tariffs on Mexican orange juice are
phased out over a period of 15 years. A quota of 40 mil-
lion SSE gallons of FCOJ and 4 million SSE gallons of
single-strength orange juice {(SSOJ) can enter the United
States annually at the reduced tariff rate of half the MEN
rate, or 17.5 cents per SSE gallon in 1994. Mexican im-
ports in excess of the quota enter at an over-quota rate that
declines to zero over 15 years. During the first 5 years the
over-quota rate declines 15 percent from the 1993 MEN
level, over the second 5 years the rate is constant, and then
during the last 5 years the rate declines to zero, When the
over-quota rate finally falls below the in-quota rate, the
over-quota rate will apply to all imports from Mexico and
the quota will be eliminated. All Mexican citrus juice ex-
ports 1o the United States must be made from 100 percent
NAFTA fruit.

A snapback provision was included to protect U.S. produc-
ers from sudden surges in imports from Mexico. If imports
from Mexico exceed certain volume and price levels, snap-
back provisions automatically trigger the return to MEN
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tariff rate. From 1994 through 2002, the volume trigger is
7C million 8SE gallons, and from 2003 to 2007 it is 90
million SSE gallons. If for 5 consecutive days, the daily
closing price for FCOJ on the New York futures market
falls below the most recent S~year monthly average futures
closing price for the same month (excluding the highest
and lowest monthly closing averages for the same 5-year
period), then the price trigger is effective,

The GATT tariff reductions beginning in 1995 resulted in
some minor adjustments to the NAFTA tariff rate schedule,
which is based on the MFN rate. In the original tariff
schedule, the over-quota rate would have remained con-
stant from 1999 to 2005 at 29.8 cents per SSE gallon. The
revised schedule requires a slight reduction in 2000 so that
the Mexican over-quota rate does not exceed the new Uru-
guay Round MEN tariff rate of 29.71 cents. The snapback
tariff rate is equal to the MFM rate so it must also decline
in accord with the new tariff rate.

With CFTA, the rate is reduced 10 percent a year until
1998, when it will fall to zero.

Mexico: Before NAFTA, Mexico had a 20-percent import
tariff on orange juice. Mexico will match the U.S. tariff
line changes, duties, and 15-year phase out period {but du-
ties cannot exceed the pre-NAFTA duty of 20 percent).
Mexico also has a tariff-rate quota of 194,100 SSE gallons.

Canada: Before the CFTA, bulk FCOJ entered Canada
duty-free but retail-ready orange juice had a tariff of 3 per-
cent. Under the CFTA, the tariff is reduced 10 percent per
year until 1998, when it falls to zero.

Orange Juice Trade Since NAFTA

The United States is a net importer of orange juice, Most
of the U.3. supply is from Florida. After severe freezes in
the 1980, Florida production fell and imports increased.
As the industry rebuilt, the reliance on imports declined.
From 1985/86 to 1989/90, 40 percent of the FCOJ con-
sumed in the United States was imported. From 1990/91 to
1995796, the share of imports fell to 23 percent.

The same freezes that damaged Florida's industry also af-
fected Mexico's citrus industry. As in the case of Florida,
the Mexican industry expanded production farther south to
warmer climates when it began to rebuild. When prices
were high following the freezes, Mexico invested heavily
in the citrus industry, Between 1980 and 1995, orange pro-
duction area increased from 350,000 to 765,700 acres.
However, much of this new production land is in small
holdings and yields are often much lower than in the older
production regions.

Processing facilities also increased in the 1980's, aithough
most Mexicans consume fresh oranges or purchase fresh
oranges and prepare juice at home. The Mexican FCOJ
market is a residual market and almost all juice is ex-
ported, In 1989/90, processed utilization reached more
than 60 miilion SSE gallons of orange juice. In the early
1990’s, Mexico appeated to be poised to expand eXports,
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As Florida production recovered from the freeze and world
prices dectined, Mexican opportunities in the U.S. market
have declined. In 1989-91, Mexican exports to the United
States averaged 52.6 million SSE gallons, but in 1992-93
exports averaged only 13.5 million SSE gallons. Under the
first 3 years of NAFTA, Mexican exports to the United
States have increased to an average of 52.3 million SSE
gallons. In 1994, trade was 43.6 million SSE gallons, al-
most filling the FCOJ quota but not the SSOJ quota. In the
1994/95 season, Mexican production and quality were ex-
ceptionally good. In 1995, exports to the United States in-
creased to 63.6 million SSE gallons, virtually filling both
the FCOT and SSOJ quotas (97 and 95 percent filied) but
falling short of the 70-million-SSE-gatlon level that would
have triggered the snapback provision. In 1995, Mexico
also exported to Europe and Japan. Imports from Mexico
in 1996 were 49.7 million SSE gallons which almost filled
the quotas. In 1996, imports ~f Mexican crange juice were
valoed at $55 million, 3 perc nt of total fruit and vegetable
imports from Mexico.

Since Mexicans generally buy fresh oranges to make juice,
U.S. exports of crange juice are very small. Exports were
only 790,326 SSE gallons in 1994 and 282,375 SSE gal-
loms in 1995. Exports in 1996 were 1.1 million SSE gal-
lons. The Mexican tariff-rate quota was exceeded in each
year of NAFTA.

In the last 3 years, orange juice exports to Canada have
ranged from 26.2 million SSE gallons in 1994 to 34.9 mil-
lion SSE gallons in 1996. The United States imports very
small amounts of orange juice from Canada and this trade
is extremely variable.

Trade Issues
There have been no trade disputes involving orange juice.
impacts of NAFTA on Orange Juice Trade

U.S. imports of Mexican orange juice increased 145 per-
cent from 1993 to 1996. Mexico exported an anusually
small amount of orange juice in 1993 and has gained mar-
ket share at the expense of Brazil. Considering only the tar-
iff change under NAFTA, a small increase of 2 percent in
Mexican exports would be expected. The Uruguay Round
GATT tariff changes alone would have resulted in less
than a I-percent increase in imports. So far, NAFTA has
had littie impact on the FCOJ industry, although the poten-
tial for increased trade always remains if there are produc-
tion problems in the United States or elsewhere.

Fresh Fruit

Apples

Policy Changes Resulting from NAFTA
United States: Al} apples entered the United States duty-

free prior to NAFTA so there was no policy change. Like-
wise, GATT tariff reductions are not applicable.

Ennnnamis Rocaarsh Soervina TIRTHA

Mexico: Before NAFTA, Mexico had a 20-percent tariff
on fresh apples. Import licenses were eliminated in 1991
Under NAFTA, a TRQ was established and the in-quota
tariff is being phased out over 10 years, Safeguards to pro-
tect the Mexican domestic apple industry were instituted.
For U.S. apples, only 55,000 metric tons were allowed to
be imported at the preferential NAFTA tariff in the first
year. The TRQ is below pre-NAFTA trade levels, but it
will increase at a 3-percent compounded annual rate. Over-
quota apples enter at the lower of Mexico's 1993 MFN
duty (20 percent) or the MFN rate in place at the time of
the over-quota imports.

Until September 1994, only certain counties in the States
of Washington and Oregon had been cleared to supply ap-
ples to Mexico. Now specified counties in California,
Idaho, Colorado, Utah, Michigan, New York, Pennsylvania,
Virginia, and West Virginia are free to ship as well. All ex-
ports inust be from areas free of fruit fly regulation. Cer-
tain limitations still exist, however. Only U.S. growing ar-
eas and packing facilities that have been inspected and
cleared by Mexican phytosanitary officials can ship apples.
This requirement may have some regional impacts in the
United States Since U.S. producers pay for the cost of
maintaining inspectors during the shipping season, areas
such as the Northeast may be at a disadvantage relative to
producers in the Northwest who can spread the inspection
costs over a much larger volume of exports. Apples des-
tined to Mexico must receive cold treatment.

Canada: Canada had no tariffs on U.S. apples prior to
CFTA, so there was no policy change. Canada generally
restricts bulk sales in large nonstandard containers such
as bins or trucks, which makes trade more difficult for
U.8. producers. Sales of apples in containers ovet 50
kilograms are prohibited unless an easement is granted
by the federal government.

Fresh Apple Trade Since NAFTA

The United States is 2 net exporter of apples. During 1994-
96, Canada accounted for an average of 13 percent of U.S.
apple exports and Mexico accounted for 16 percent. In
1998, exports of apples to Mexico were valued at $41.5
million, 12 percent of the value of fruit and vegetable ex-
ports to Mexico.

Over the last 5 years, Mexico has emerged as a major
market for U.S. apples. Removing the Mexican import [i-
censing requirement in 1991 was the first step to increas-
ing U.S. apple exports to Mexico. In 1990, apple ex-
ports to Mexico totaled 12,027 metric tons. Trade in-
creased dramatically from 1991 to 1993, rising from
21,624 to 108,380 metric tons. In 1994, exports in-
creased to Mexico by 29 percent over the previous year.
U.S. apple prices were quite low in 1994 due to a record
apple crop, which helped to boost Mexican demand. In
1995, apple exports to Mexico feil to 74,370 metric tons
as Mexican demand collapsed in the midst of economic
problems. Apple exports to Mexico were 81,215 metric
tons in 1996.
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The United States imports such small numbers of ap-
ples from Mexico that they rarely show up in trade sta-
tistics. NAFTA did not change trade incentives for
Mexican exporters.

During 1993, U.S. apple exports to Canada were 80,870
metric tons. During 1994-95, U.S. apple exports to Canada
have averaged 82,259 matric tons per year, The Canadian
anti-dumping duty may have a dampening effect on vari-
ability of apple trade by limiting U.S. exports in periods
with lower U.S. market prices. Apple imports from Canada
have varied more widely, ranging from 37,194 to 78,663
metric tons per year, -

Trade Issues

U.S. Red Delicious apples have faced anti-dumping du-
ties in Canada since 1989. The original anti-dumping
case expired in early 1994 but growers filed a new com-
plaint. In October 1994, Revenue Canada made a pre-
liminary determination that dumping was occurring and
imposed temporary anti-dumping daties on Red and
Golden Delicious apples. The final determination in
January 1995 concurred with the preliminary finding.
The Canadian International Trade Tribunal found that
there was material injury to the Red Delicious apple in-
dustry, but not to the Golden Delicious apple industry,
so the dumping duty on Golden Delicious apples was
dropped. The anti-dumping duty will be in effect until
2000. Since February 1995, whenever U.S. f.o.b, export
prices to Canada fall below U.S. $12.99 per 42-pound
box, Revenue Canada applies a dumping duty to raise
the price to that level. There is no duty during July, Au-
gust, and September. This practice reduces U.S. market-
ing opportunities for smaller or lower grade apples.

Mexico initiated an anti-dumping investigation against
U.S. apples in 1997,

impacts of NAFTA on Fresh Apple Trade

U.S. apple exports to Mexico increased after the licensing
requirements were lifted in 1991 as part of a general pre-
NAFTA trade [iberalization. Resolving phytosanitary re-
strictions ought to further boost trade. Changes in tariffs
seem less important to the trade flows. From 1993 to 1996,
apple exports to Mexico decreased 25 percent (despite re-
cord trade in 1994) due to the economic crisis in Mexico.
Considering just the tariff change with Mexico under
NAFTA, U.S. exports to Mexico in 1996 would have been
expected to increase 30 percent. With just GATT tariff
changes, 11.5. apple exports to Mexico would have de-
creased 1 percent as greater tariff reductions in other coun-
tries would make them more appealing markets than Mexico.

Pears
Policy Changes Resulting from NAFTA

United States: There is no tariff on fresh pears during the
months of April, May, and June, A tariff of 1.1 cent per
kilogram is charged during the rest of the year. With
GATT, the 1.1 cent tariff is reduced to 0.3 cent per kilo
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ovet a 6-year period, beginning in 1995. Under NAFTA,
the United States agreed to immediately eliminate the im-
port tariff on fresh Mexinan pears. With the CFTA, the tar-
iff on Canadian pears declines 10 percent per year untii
1998, when it will fall to zero. The United States and Can-
ada have a snapback to MFN tariff rates until 2008 under
cettain price and screage conditions,

Mexico: Prior to NAFTA, Mexico had a 20-percent tariff
on pear imports. With NAFTA, the tariff was cut imme-
diately to 15 percent, with the remainder to be phased
out over 5 years. The U.S. Animal and Plant Health In-
spection Service must ensure that the fruit moth, apple
maggot, and plum curculio are not present before issu-
ing the required USDA phytosanitary export certificate
for U.S. pears entering Mexico. Shipments must be sub-
stantially free of leaves (a limit of two leaves per box)
and debris. Unlike apples, }Mexican inspection in the
United States is not required,

Canada: Before CFTA, Canada had a 3.31-cents-per-kilo-
gram, but not less than 12.5 percent ad valorem, seasonal
tariff on imports of fresh pears. The seasonal tariff was in
effect during the marketing season but could not exceed 24
weeks in any 12-month pericd ending March 31. Canada
is divided into three regions and the seasonal tariff need
not begin at the same time in the different regions. With
the trade agreement, the tariff declines 10 percent per year
until it falls to zero in 1998,

Fresh Pear Trade Since NAFTA

The United States is a net exporter of pears. Canada is the
major market for pear exports; during 1994-96, Canada ac-
counted for 31 percent of U.S. pear exports. Mexico ac-
counted for 29 percent of exports during the same period.
In 1996, exports of pears to Mexico were valued at $16.5
million, 5 percent of the value of all fruit and vegetable ex-
potts to Mexico,

U.S. exports of fresh pears to Mexico began to grow rap-
idly in the late 1980’s. From 1989 to 1993, pear exports
grew from 20,785 metric tons to 38,653 metric tons. In
1994, exports increased 68 percent, In the same year, U.S.
pear production for the fresh market was a record and
prices were very low, which probably helped spur Mexican
demand for pears. Pear exports declined by 61 percent in
1995. Pear exports in 1996 increased 30 percent to 33,320
tons, still 14 percent below the 1993 trade volume. Mexi-
can pear exporis to the United States are very small.

U.S. exports of pears to Canada averaged 43,606 metric
tons a year from 1994 to 1996, U.S. imports of Canadian
peers are small compared with exports to Canada. U.S. im-
ports declined steadily from 546 metric tons in 1990
to 68 metric tons in 1994, In 1995, Canadian pear im-
ports climbed to 566 metric tons but fell to 457 metric
tons in 1996,

Trade Issues

There have heen no trade disputes involving fresh pears.
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impacts of NAFTA on Fresh Pear Trade

QOverall, U.S. pear exports to Mexico decreased 14 percent
from 1993-96, but trade was quite variable during this pe-
riod. The Mexican tariff on pears decreased from 20 to 15
percent in 1994 and trade increased 68 percent that year,
The size of the change in tariff may be relatively important
for pears compared with apples, but low prices in the
United States in 1994 may also have contributed to the
high volume of exports. The economic conditions in Mex-
ico have had an important impact on pear trade; in 1995,
U.S. pear exports to Mexico declined 61 percent.

Peaches
Policy Changes Resulting from NAFTA and CFTA

United States: Peaches enter duty-free from December
through May; at other times, the tariff is 0.4 cent per kilo-
gram, With the Uruguay Round GATT agreement, the tar-
iff is reduced by half (to 0.2 cents per kilogram) over a pe-
riod of 6 years, beginning in 1995, Under NAFTA, the
United States eliminated the duty on Mexican peaches.
With CFTA, the tariff on fresh peaches declines 10 percent
a year uatil it to falls to zero in 1598. The United States and
Canada have a snapback to MEN tariff levels until 2008.

Mexico: Before NAFTA, Mexico charged a 20-percent tar-
iff on fresh peach imports from the United States. With
NAFTA, Mexico cut the tariff to 15 percent immediately
and the remainder is phased out over 5 years. Mexico re-
quires peaches destined to the fresh market to be fumi-
gated with methy! bromide for oriental fruit fly. A similar
requirement for peaches destined to the processing market
was eliminated. No box may contain more than two leaves.

Canada: Prior to the CFTA, Canada charged a seasonal tar-
iff of 6.61 cents per kilogram, but not less than 12.5 per-
cent ad valorem, on U.S. peaches. The seasonal tariff ap-
plies during a specified period, which cannot exceed 14
weeks in any 12-month period ending March 31. With
CFTA, the tariff declines by 10 percent a year until it falls
to zero in 1998, Canada generally applies a seasonal duty
during the domestic harvest period. Canada can invoke a
snapback duty under special circumstances regarding im-
port prices and Canadian peach production area.

Peach Trade Since NAFTA

.S, peach {and rectarine} exports to Mexico have been
trending upward since the late 1980's. Exports were a re-
cord 16,226 metric tons in 1994, but that was only 11 per-
cent higher than the previous high in 1991, In 1995, peach
exports 10 Mexico feil only 28 percent (apple exports felt
51 percent). One reason that peach exports did not fall as
much as other tree fruit exports is that the United States ex-
ports fresh peaches to Mexico for processing. Industry ex-
perts estimate that almost 70 percent of 1995 fresh peach
exports to Mexico were peaches that went directly to a
processing plant. A processing plant with high fixed costs
is less likely to reduce imports of raw products than are
consumers of the fresh product; typically, the raw frait or
vegetable cost is small compared with the cost of the final

processed product. Peach shipments to Mexico in 1956
were down 25 percent, due in part to very low processed
peach prices in Mexico. In 1996, U.S. peach exports to
Mexico were valued at $4.5 million, 1 percent of the total
value of fruit and vegetable exports to Mexico.

Mexico exports very small amounts of peaches to the
United States, almost exclusively in April. Currently, ex-
ports are limited to those produced in the Sonora fruit-fly-
free zone, Exports are highly variable, ranging from 37 to
197 metric tons in the 4 years prior to NAFTA. In the first
year of NAFTA, Mexican peach exports were zero. In
1995, peach exports were 166 metric tons, due in part to
the peso devaluation, and in 1996 shipments declined
again to 127 metric tons.

.5, peach expotts to Canada between 1994 and 1996 aver-
aged 43,837 metric tons. Imports from Canada were more
variable, ranging from 187 metric tons in 1994 to 456 met-
ric tons in 1996,

Trade Issues

Producers in the Southeastern United States have voiced
concerns about Mexico’s regulations that require methyl
bromide treatment as a condition of entry for all imported
peaches and also require on-site monitoring, with all costs
borne by U.S. industry. Currently, California is the only
state that has opted to ship fruit under Mexico’s modified
certification procedures.

Impacts of NAFTA on Peach Trade

U.S. peach experts to Mexico increased 40 percent from 1993
to 1996 (but declined 46 percent from 1994 to 1996). The tariff
rate reductions should have encouraged consumer and process-
ing demand in Mexico, although consumer demand has been
limited by the economic crisis beginning in 1995,

Grapes
Policy Changes Resulting from NAFTA

United States: The MEN tariff on grapes is zero during the
months of April, May, and June. The tariff from July 1 to
February 14 is $2.12 per cubic meter, and from February
15 to March 31 the tariff is $1.31 per cubic meter. Under
the Uruguay Round of GATT, the United States agreed to
reduce the tariff during February 15-March 31 from $1.41
to $1.13 per cubic meter, and during July 1-Febrary 14
from $2.12 to $1.80 per cubic meter. These changes are
phased in over 6 years beginning in 1995. With CFTA, the
tariff rate for Canada is reduced 10 percent a year until it
falls to zero in 1998, There is a snapback to MFN tariff
fevels until 2008 under certain conditions, Under NAFTA,
all tariffs on Mexican grapes were eliminated immediately.

Mexico: Before NAFTA, Mexico had a 20-percent tariff on
imported grapes and required import licenses on fresh ta-
bie grapes, With NAFTA, import licenses were eliminated
and replaced with tariffs. The tariff during the pericd Octo-
ber 15-May 31 was eliminated immediately. The 20-per-
cent tariff during the rest of the year will be reduced to
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zero in 10 years, with equal declines each year. Currently,
imports can only come from California, and only from ar-
eas without fruit-fly quarantine.

Canada: Before CFTA, Canada had a 2.21-cent-per-kilo-
pram seasonal tariff on grapes. The tariff was limited to 153
weeks in any 12-month period ending March 31. With the
CFTA, the tariff declines 10 percent a year until it falls to
zerc in 1998, Snapback provisions apply.

Grape Trade Since NAFTA

The United States is a net importer of grapes. Most grape
imports come from Chile in the U.S. off-season. Mexico is
the second largest source of imports and ships grapes to
the United States in May and June with a very small
amount in early July. The California grape industey ships
fresh table grapes from June through January, although vol-
nme in June is very small. Most of the trade with Mexico
is complementary. In 1996, imports of Mexican grapes
were valued at $86.8 million, 5 percent of the value of to-
tal froit and vegetable imports from Mexico. Canada is the
biggest market for U.S, grape exports. MexXico is the third
most important market for U.S. grapes. In 1996, exports of
grapes to Mexico were valued at $11 million, 3 percent of
the value of total fruit and vegetable expotts to Mexico.

In 1894, U.B, grape imports from Mexico were 41,074 met-
ric tons, just slightly lower than the previous year. Imports
nearly doubled to 80,492 metric tons in 1995 despite the
U.S. table grape crop being the largest since 1988. Mexico
also had a very large crop in 1995. Imports in 1996 were
down to 60,032 metric tons.

In 1993, U.S. grape exports t¢ Mexico rose to a then-record
9,00} metric tons. Although exports to Mexico had been in-
creasing since the early 1980's, the 1893 level was 136 percent
above the previous record. In 1993, import licensing restrictions
were replaced with a quota and the 1.S. and Mexican govern-
ments agreed on phytosanitary standards. In 1594, expoits
soared to 24,380 metric tons. Exports to Mexico in 1995 and
1896 were more moderate, due to reduced consumer buying
power in Mexico. Between 1994 and 1995, domestic grape con-
sumption in Mexico fell 39 percent. 1996 grape exports to Mex-
ico were 10,858 metric tons, almost back to 1994 levels,

U.S. exports to Canada have been decreasing since 1990,
and exports of 86,964 metric tons in 1996 were the lowest
since the beginning of the decade. U.S, imports of grapes
from Canada are small and erratic. Most imports from Can-
ada are in September,

Trade Issues

There have been no trade issues involving fresh grapes.
However, U.S. grape exporters have faced some difficulties
in shipping to Mexico because of new labeling require-
ments on grapes.

Impacts of NAFTA on Grape Trade

Before NAFTA, U.S. imports of Mexican grapes were duty-
free from April through June. The trade agreement eliminated
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all tariffs, which affected only a smal} amount of imports

in July. Grapes entering the United States during July 1995
increased from earlier years to 11,582 metric tons, but this
was still just 14 percent of total imporis from Mexico. In

1990 and 1992, imports from Mexico during the month of
July ranged from 10 to 17 percent of total annual imposts.
The July tariff appears not to have been much of a bartier.

The opening of trade under NAFTA, specifically the end of li-
censing requirements, was very important for U.S. grape ex-
poris to Mexico. Eliminating the Mexican tariff against U.S,
exports in the fall helps the U.S. industry, but the tariff reduc-
tions in the rest of the year are still very small and have had
only minor impacts.

Cantaloupe
Policy Changes Resulting from NAFTA

United States: The general U.S. tariff on cantaloupe is 20
percent from August 1 through September 15, and 35 per-
cent the rest of the year. From the mid-1980"s through
1982, there was frequently an exemption to the general tar-
iff for fresh cantaloupe eatering the United States from
January 1 throngh May 15. During this time, imports en-
tered duty-free. Beginning in 1995, GATT-mandated tariff
reductions began phasing in. Over 6 years, the tariff on
cantaloupe fails from 20 to 12.8 percent in the August 1-
September 15 period, and from 35 to 29.8 percent during
the rest of the year. With the CFTA, the Canadian tariffs
are reduced 10 percent a year until 1998 when they fall to
zero, The CFTA includes a snapback to MFN tariff levels
uniil 2008, Under NAFTA, the tariff on Mexican canta-
loupes from August 1 to September 15 is phased out over
10 years. The May 16-July 31 and September 16-Novem-
ber 30 tariffs are phased out over 15 years, The tariff from
December through May 15 was elirminated in 1994,

Mexico: Mexico had a 20-percent taziff on cantaloupe im-
ports before NAFTA, Now Mexico matches the 1.8, tariff
{ine changes and phase-out periods.

Canada: Canada did not have a tariff on cantaloupe before
the CFTA so there has been no change.

Cantaloupe Trade Since NAFTA

The United States is a net importer of cantaloupe. During the
1990, cantaloupe imports have averaged 24 percent of sup-
ply, compared with 13 percent during the 1980’s. This in-
crease is dus to stronger off-season demand for fraits and
vegetables in general, some of which can be linked to the
popularity of fruit and salad bars. Per capita use of canta-
loupes reached 9.9 pounds per person in 1995, up from 8.2
pounds in 1950 and 5.8 pounds in 1980. For cantaloupe and
other melons, this expanded off-season demand can only be
served by imports. While growth in domestic production be-
tween the 1980's and 1990’s kept pace with population
growth, imports doubled. Most cantaloupe imports enter the
country between November and June. Mexico is a major sup-
plier to the United States with about 37 percent of the import
market. However, the CBI nations account for about 60 per-
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cent of imported cantalonpes, and product from these coun-
tries enters the United States duty-free.

Cantaloupe imports from Mexico have risen since NAFTA
was enacted in 1994, but Mexico is just beginning to ex-
port the volume common in the early 1990’s. In 1992 and
1993, some areas in Mexico suffered weather-related pro-
duction problems and it has taken a few years for the ia-
dusery to Teorganize from the associated economic prob-
lems. Imports of Mexican cantaloupes in 1996 were
146,146 metric tons, stilf below the 1991 peak of 163,641
metric tons. In 1896, imports of Mexican cantaloupe were
valued at $46 million, 2 percent of total fruit and vegetable
imports from Mexico.

About 4 percent of U.S. cantaloupe supply is exported an-
nually. Canada is the destination for 97 percemt of U.S. can-
taloupe exports. In 1996, strong U.S. preduction and low
prices (export value per unit fell 43 percent) prompted can-
taloupe exports to Canada tc more than double. Simiiarly,
when cantaloupe prices fell in 1992 (export value per unit
fell 34 percent), exports to Canada also surged. The United
States also exports a small amount to Mexico, primarily
during the summer months.

Trade Issues
There have been no trade disputes involving cantaloupes.
impacts of NAFTA on Cantaloupe Trade

The tariff for cantaloupes during the periods May 16-July 31
and September 16-November 30 are being phased out over
15 years, the longest phase-out category, so any tariff effect
would be small during the first 3 years of NAFTA. From
1993 to 1996, Mexican exports of cantaloupe to the United
States increased 114 percent but Mexican exports in 1993
were very low. Considering only tariff changes, Mexican ex-
ports to the United States were expecied fo increase between
10 and 15 percent. Even without NAFTA, imports from Mex-
ico would be predicted to increase 3. percent due to the Uru-
guay Round GATT tariff changes. Production problems in
Mexico outweighed any gains that might have accrued from
the first 3 years of NAFTA tariff reductions.

From 1993 101996, U.5. exports to Canada increased 11
percent. With the tariff changes, an increase of 3 to 4 per-
cent was expected. With just the Uruguay Round tariff
changes, exports would have increased less than i percent.

Watermelon
Policy Changes Resulting from NAFTA

United States: Before CFTA and NAFTA, the general tariff
on watermelons was 20 percent, With the Uruguay Round,
the United States pledged to decrease the tariff from Decem-
ber 1 to March 31 from 20 to 9 percent, and during the rest
of the year to reduce the tariff from 20 to 17 percent. These
red-~tions began in 1995 and will be complete in 6 years.

With NAFTA, the taiff from May 1 to September 30 (the
main U.S, production period} is phased out over 10 years.

Econcmic Research Service, USDA

The tariff for the rest of the year was eliminated immedi-
ately. For the May-September period, a tariff-rate quota of
54,400 metric tons was introduced. This quota volume is
based on the highest annual volume between 1989 and
1991, plus 5 percent. The quota grows at a compounded 3-
percent annual rate over the transition pericd. Imports
from Mexico over the quota will be charged the MEN rate
in place on July 1, 1991 or the current MFN, whichever is
lower. With CFTA, the tariff on Canadian watermelon is re-
duced 10 percent 2 year until the tariff falls to zero in
1998. A snapback provision to MEN tariff levels applies
wntil 2008.

Mexico: Before NAFTA, Mexico had a 20-percent tariff on
watermelons. With NAFTA, this tariff is limited to the
same May 1-September 30 period as the U.3. tariff. The
tariff is phased out over 10 years.

Canada: Canada did not have a tariff on watermelon be-
fore the CFTA. so there has been no change.

Watermelon Trade Since NAFTA

U.S. imports of watermelons have increased annually since
1993. Most of the increase has come from Mexico, with
smaller gains from Central American countries. Mexico ac-
counts for about 90 percent of U.S. watermelon imports,
with most volume arriving during December to April, the
U.S. off-season. Mexican watermelon production suffered
a decline in the early 1990's with export volume 1o the
United States reaching a low of §1,763 metric tons. Ex-
ports to the United States have increased steadily since
then. U.8. imports of Mexican waterrpelons were 106,706
‘metric tons in 1994, 135,972 metric tons in 1995, and
192,497 metric tons in 1996, In 1996, imports of Mexican
watermelons were valued at $46 million, 2 percent of the
total value of U.S. fruit and vegetable imports from Mex-
ico, The U.S. quota for Mexican watermnelons has not been
filled in any year, ranging from 41 percent full in 1994 to
31 percent full in 1996, Very little watermelon volume
comes from Canada.

The catalyst for this import growth is stronger demand
in the U.S, market, with per capita use of watermelon
on an upswing in the 1990°s. Part of this increase re-
flects strong industry promotion efforts through various
programs, but perhaps more importantly, increased de-
mand also reflects a surge in availability of new seedless
watermelonr varieties, which appear to be popular with
consumers. These new varieties, which are grown both
in the United States and Mexico, are more expensive to
produce and these higher costs are reflected in the aver-
age import value. The import vatue for watermelons av-
eraged a rather steady 9 cents per pound during 1990 to
1593. However, it jumped to 13.5 cents in both 1994
and 1993, Overproduction in both the United States and
Mexico during the spring of 1996 forced prices lower
for both domestic and imported product. As a result, im-
port value averaged 11 cents per pound in 1996—still a
fifth higher than the early 1990’s.

On the export side, about 97 percent of all U.S, water-
melon exports go to Canada. Exports enjoyed a surge from
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1992 to 1996 as large U.S. crops dropped the average ex-
port value from 25 cents per pound in 1990 and 1951 to

12 cents. Export volume doubled during this 4-year period.

However, when average export prices rose in 1996 to 20
cents, expoit volume plummeted back to pre-1992 levels,
Since U.8. watermelon production was very strong and
market prices lower in 1996, higher export prices may
have reflected the prevalence of higher-priced seedless va-
rieties in the United States
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Trac2 Issues
There have been no trade disputes involving watermelons.
impacts of NAFTA on Watermelon Trade

Between 1993 and 1996, U.S. imports of Mexican water-
melon increased 128 perceat, but in 1993 the United States
imported an unusually smal! velume of watermelon. There
are no discernible impacts on producers due to NAFTA
since most import volume comes in the U.,S, off-season.
Consumers gain from cheaper watermelons.
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