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NAFTA's Impact on
U.S. Agriculture:

The First 3 Years
he North American Free Trade Agreement (NAFTA) hal

I had a positive overall effect on the U.S. agricultural sec
reinforcing the trend toward greater integration of mark
in North America and enhancing the competitiveness of U.S.
agriculture. From implementation of NAFTA through 1996, to
U.S. agricultural trade has grown rapidly, rising from nearly $§
billion (exports $43 billion, imports $25 hillion) to about $94
billion (exports $60 billion, imports $34 billion). In relative
terms, the share of trade with NAFTA partners has held stea
about 24 percent of total U.S. agricultural trade.

During the 12 months prior to NAFTA's January 1, 1994 impl
mentation, U.S. agricultural trade with Canada and Mexico

totaled just over $16 billion (more than $9 billion in exports aint

$6 billion in imports). By the end of 1996, just 3 years after
implementation, it had grown to over $22 billion (nearly $12
lion in exports and nearly $11 billion in imports).

But quantifying the trade effects directly attributable to NAFT.
is less than straightforward. The increase was not all due to

implementation of NAFTA or the already-existing U.S.-Canada

Free Trade Agreement (FTA). The initial years of NAFTA imp
mentation have coincided with significant changes in the don
tic agricultural policies of the U.S., Canada, and Mexico and
the global trade policy environment. These policy reforms hal
affected some commodity markets in ways that are difficult tc
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separate from the direct effects of NAFTA trade reforms,
because the two are compatible and mutually reinforcing.

Moreover, the peso crisis and subsequent recession in Mexico
seriously disrupted trade in 1995, overwhelming the effects of
the early tariff reductions under NAFTA. Adverse weather condi-
tions which affected Mexican grain and cattle production, and
changing production technology for vegetables, influenced trade
in several agricultural commodities in North American markets.

The collapse of the Mexican peso in December 1994 and the sub-
sequent recession reduced Mexican consumers’ purchasing power
and increased short-term price competitiveness of Mexican
exports. Consequently, U.S. agricultural exports to Mexico
plunged 22 percent in 1995, offsetting the gains from 1994, while
Mexican exports to the U.S. grew 32 percent. The Mexican econ-
omy began a strong recovery in 1996, and U.S. agricultural
exports to Mexico rebounded, increasing almost 55 percent from
the previous year, while imports from Mexico dropped slightly.

Analysis by USDA's Economic Research Service (ERS) exam-
ined the impact of agricultural trade liberalization under NAFTA
and the FTA on trade through 1996—the third year of NAFTA
implementation. The analysis attempted to disentangle the
effects of the changes in tariffs and nontariff barriers under the
agreement from other forces influencing economic conditions
and agricultural markets in North America.

To what extent is the trade growth due to NAFTA? ERS analysis,
which isolated the economic impacts of NAFTA from other
developments, found that U.S. agricultueaportsto Mexico

were about 3 percent higher in 1996 than they would have been
githout the reduction in trade barriers under NAFTA. U.S. agri-

t Ultural exports to Canada were about 7 percent higher because

ta Peso Devaluation in December 1994 Disrupted

6 Normal U.S.-Mexican Agricultural Trade Flows
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Nuts & Bolts of NAFTA

Calendar 1996 mked the thid year of tade libealization
between the US. and M&ico under the Nah Ametrican Fee
TradeAgreement (MFTA) and the eighthgar of an edier
trade greement beteen the US. and Canada. AFTA liberal-
izes tade and imestmentules among the \3., Mexico, and
Canada. It encompasses th&kCanada Fee TradeAgree-ment
(FTA), in place sinceahuary 1,1989,and luilds on the
“Framevork of Piinciples and Rycedues br Consultéons
Regarding Trade and Imestment Rekions” between the US.
and Meico, initiated in 1987.

The US. and Meico began discussions on aek tade gree
ment in 1990and Canada joined the discussions in 19%&.
presidents of all thee counties signed thegreement in
December 1992The US. Congess aproved it in Novrember
1993,and it was signed into {& on December 8993. NAFTA,
which went into efect on aruary 1, 1994, estdlished two nev
bilateral egreements on oss-boder tade—one beteen the
U.S. and Meico and the other beten Canada and Mieo—
adding to the aginal FTA between the US. and Canadalhe
agricultural provisions of NAFTA addressed taffs, nontaiff
bariers, salguads, rules of oigin, and sanitar and plytosant
tary regulations.

Under NAFTA's ayricultural provisions,all taiiffs, quotas,and
licenses thiarestict agricultural trade betwen the US. and
Mexico will be eliminded by the end of the 15gar implemen
tation pefod. Restictions on &out half of all US. agricultural
exports to M«ico were eliminded immedigely upon NAFTA
implementéion in 1994,and rumeious other estictions will be
eliminaed orer 10 years. Agricultural trade betveen Meico
and the US. will be completel liberalized by 2008.

Regarding ayricultural trade between the US. and Canada,
NAFTA provided no ne maket access prisions bgond the
FTA, and in gneal, the wles of the FA continue to gvem
U.S.-Canadian &de Tariffs on most gricultural products taded
between the US. and Canada will be elimited by Jaruary 1,
1998.Taiiffs on cetain pioducts peviously subject to nontifif
bariers will remain in placeCanada will contine to be Ble to
protect its supgl-manayed poducts:dairy, poultry, and ggs.

NAFTA estdlished an greement among the.8, Canadaand
Mexico on sanitay and plytosanitay standads. The areement
requires tha regulaions for the potection of bod saéty and

plant and animal health be consistent with imégonally accet-
ed scientiic standads.And the @reement ecgynized the con
cept of regional, as opposed to tianal, cettification for plant

and animal health standis; and estblished a dispute settlement
medanism to adress sanitgrand plytosanitay issues.

of the free teade @reement. Simildy, U.S. agricultural imports
from Mexico were just awer 3 pecent higher in 1996 than the
would hare been without NFTA, while impotts from Canada
were dout 5 pecent higherA little more than oneifth of the
increase in US. exportsto NAFTA countiies since 1993 can be

attributed to tade libealization under M\FTA provisions,and
slightly less than aifth of the incease in US. imports.

In addition, anaysts & the Dallas Edeal Reseve indicde thad
NAFTA eased tde fows in the vake of the peso @is and po-
moted moe rapid economic @covely in Mexico than might oth
erwise hae occured Perhgs NAFTA's gedest contibution
was in peventing the Mgican govemment fom reverting to the
restictive trade policies thishad been so desttive duing the
debt ciisis of the edy 19805.

A primary U.S. goal in seeking a &de greement with Mgico
was to lo& in the unilderal trade and imestment eforms
Mexico had undegaken in the mid-1988. Mexico’s adheence
to its NAFTA commitments and theypid recovery of trade in
1996 povide compelling eidence thaNAFTA has abieved this.

Trade EfectsVary
Across Countires & Commodities

For most commoditieghe dilect impact of MFTA has been
small becausedde bariers were relaively low before the gree
ment,liberalizaion is ony patially completeand taiffs ae
only one of may factos tha influence tade The lagest
NAFTA-induced tade ©iangs ha&e occured among mducts
having the highest té#ifs and nontaff bariers bebre the aree

Animal Pr oducts Led NAFT A-Induced Trade Eff ects

U.S. exports to U.S. imports from
Canada Mexico Canada Mexico

Range of percent change
Grains & products

Corn 2-5
Sorghum 6-15 2-5
Barley 2-5 2-5
Wheat & wheat products 6-15 2-5
Oilseeds & products
Oilseeds 2-5 (2-5)
Vegetable oils 6-15 6-15 2-5
Animals & animal products
Cattle & calves >15 (>15)
Beef & veal >15 6-15 >15
Hogs 2-5
Pork 6-15
Dairy products >15
Other crops
Peanuts >15
Fruits & vegetables
Fresh tomatoes 2-5 6-15
Processed tomatoes >15 6-15
Cucumbers 2-5
Squash 2-5
Eggplant 2-5 2-5
Snap beans 2-5 2-5
Fresh & processed potatoes 6-15
Frozen broccoli & cauliflower 6-15
Orange juice 2-5
Apples >15
Pears >15

Trade gain/loss attributable to NAFTA. Commodities with changes of at least
2 percent. Data in parentheses are negative (loss).

Economic Research Service, USDA
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Measuring NAFTA'S Impact

USDA's Economic Reseelr Sevice used a yhamic com
putable geneal equilibium (CGE) model to isota the econom
ic impacts of MAFTA on investment and empjonent in US.
agriculture and griculture-related industies,and on gricultural
trade among NFTA signaories. The global model iraded 7
counties or egions and 12 commaodities or se&orhe base-
year d&a used in the styd(1992) were diawn from USDA's
Global TradeAnalysis Poject daabase The model esults or
consumptionproduction,investmentand tade ae derved from
consumer and pducer optimiztion for eat county or region.

In deiiving the esults,the model ifst estiméed the leels of
investmentemployment,and tade thawould hare occured
without NAFTA. This was done ¥ using the Most &ored
Nation (MFN) taiffs and nontaff measues tha ead of the
three countes @plied to other memberof theWorld Trade
Organizdion (WTO) in 1992.Then the MFN ules were
replaced in the model with AFTA provisions br 1996,and the
impacts on imestment and empjment were calculéed The
difference betwen the tw outcomesapresents the parimpact
of the taiff and nontaff changes under MFTA to dae. This
approad assumes thahe domesticgricultural policy reforms
and multilateral trade eforms undetaken in eab member coun
try would have hgppened without WFTA.

To evaluae the impact of KFTA on trade br individual com
modities,the CGE angisis was supplemented with mer
detailed countr and commodity model3hese stidc equilibri-
um models wre used toaluge two scenaps for the 1994-96
petiod based on actuakehang rate and income da.

ment and undegping signifcant ieductions in de bariers the
first few yeas of implementgaon.

Of the US/'s two NAFTA trade pamners, Mexico is the &ster
growing agricultural maket, averaging neaty 15 pecent gowth
per year since 1993;ompaed with dout 12 perent br U.S.
exports to the world. U.S. agricultural exports to M&ico
climbed to $5.4 billion f 1996.

The lagestratesof NAFTA-specifc gains in US. exports to
Mexico have been dr soghum,cdtle, beef dairy products,
apples,and peas.Analysis ty ERS indicted tha U.S. exports of
these poducts vere 10-30 peagent higher in 1996 thanowld hae
occured without the greementAt the same timgJ.S. imports of
fresh \egetebles from Mexico were éout 5-10 pearent higher in
1996 than thewould hare been without thegeeement.

Growth in U.S. agricultural trade with Canada dimg the 1993-
96 peiod has been sleer hut less wlatile than tade with
Mexico becauseas a maure maket, Canadian consumer
demand iseldively stable. Also, the US.-Canada FeeTrade
Agreement had adad/ been in placedr over 4 years by 1993.

U.S. aricultural exports to Canadargw to $6.1 billion ly 1996.
The lagest quins br U.S. agricultural exports to Canada becaus

The frst scendo simulated the tade fows tha would hae
occured without MAFTA. As in the CGE-onl anaysis,the MFN
taiffs and nontaff measues br eat county were used to g
erate a base estirtevof the tade thawould have occured with
out NAFTA. Where impot licenses or quotasese replaced ly
taiff-rate quotas under the Wguay Round greement (imple
mented athe bginning of 1995)anaysts made irdrmed judg
ments aout the lgel of impots tha might hare occured in the
absence of WFTA. The second sceraralteled the tade wles
for eath member counyrfollowing the tems of the MFTA
agreementand compaed the estimed tade dangs to those
deiived without MAFTA. By compaing the diference in the te
scenaios, it was possile to estimée NAFTA's impact in the
absence of the economiweaher, and other drces thahave
affected spedi€ North American commodity méets in the past
2 yeas.

Since MFTA is essentiayl three bilderal egreements (Canada-
Mexico, U.S.-Mexico, and US.-Canada under the K, anaysis
of NAFTA without assessing the impact dfamges in Canada
would have provided an incomplete pictarof the diects of tade
liberalization on the US. The FTA was subsumed undeARTA
a the bginning of 1994and the no-IMFTA scenaio explicitly
assumes no FATas vell. Because . bilateral trade libealiza:
tion has poceeded fuher with Canada than with Mieo for
mary commoditiesa retum to MFN teament implies a lajer
shift in bilaeral trade wles with Canada than with Meo.
Consequenyl the lesults br Canada maseem lager than one
would expect intuitvely, because theare caturing the full scope
of liberalizaion between the US. and Canada since 198t just
the liberlization tha has occued since 1994.

of NAFTA (and the subsumed RJ have been in beef anceal,
whea and vhed products,vegetable oils, processed anddsh
tomaoes,and other ggetales.

Agricultural commodities thawere freely traded bedfre NAFTA
have not been dactly affected ly the ggreementThe US. taiiff
on cofee impots was 210 bebre NAFTA; therefore, the recent
increase in WS. coffee impots from Mexico cannot be edited
to NAFTA. Likewise trade in ots betvween the US. and Canada
caried zro taiffs bebre the FA, so NAFTA does not gplain
the recent inceases in LS. impots of ods from Canada.

NAFTA has not gt provided for signiicant trade libealization
in all agricultural products. Br Mexican impots of con, dry

beansand poulty, over-quota taiffs remain pohibitively high.
However, the M&ican govemment tiose to gpand the quotas in
some ass, and this polig rather than MAFTA has alleved US.
exports of these commodities to imase Similaty, dairy, pouk
try, and @gs still face pohibitive oser-quota taiffs in Canada.

NAFTA tariff reductions on 8. impotts of winter tom#oes
from Mexico have been gty small,less than 1.5 peent on an
ad \alorem basisTherefore, only a small parof the incease in

etrade can bettributed diectly to the taiff changs.The peso
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NAFTA: Impacts on U.S. Consumers

Trade libealization under M\FTA increased pyduct aailabili-
ty, lowered pices br some poducts,and povided geaer \ari-
ety. During the 3 yars since MFTA’s inception (1994-96)U.S.
agricultural impotts from Mexico grew 38 pecent compasd
with the 3-year peiod preceding MFTA (1991-93),while U.S.
imports from Canadamgw 46 pecent. US. impotts from all
non-NAFTA souice counties gew only 18 pecent,suggesting
tha NAFTA has had a sigridant efect on impots from Canada
and Meico over and aove the gneal increase in impds from
all souce counties. Still, much of this gowth was due todc
tors other than NFTA, sud as peso delugion in Mexico and
the contimiing integration of the bod poduction and méeting
economies of the 1$., Mexico, and Canada. ERS agsis est
mates tha about 3-5 perent of this tade gowth can be tirib-
uted diectly to NAFTA provisions.

In 1996,the US. imported moe than $33 billion of gricultural
products fom moe than 200 courigs. Of this total$6.8 bik
lion, or 20 pecent,came fom Canada—the lgest US. impott
souce—and another $3.8 billion camerin Mexico. Together
Canada and Meco supplied 31 peent of US. agricultural
imports in 1996.

Imports lead tancreased poduct availability in two ways. Rrst,
some impais ae puely supplementarin tha the supp} of
imports adls to the supplof domestic psduct,increasing total
supply available to consumes. Secongdsome domestic indus
tries poduce &costs thaare lov enough to limit competition
from impots. Havever, even in these indusés, occasional tight
supplies sometimes occur due to poowbsts or demand mis

crisis in Mexico, technolagical shifts in tom#o production,and
unusual veaher in Floida were far moe impotant than the tar
iff reductions under AFTA (AO June 1996).

For mary agricultural products,FTA has bsteed two-way trade
between the Us. and Canada since implemedrda. ERS angt-
sis shavs thd in 1996,U.S. beef e&ports to Canada are dout
100 pecent higherand US. beef impots from Canada ere
about 50 perent higherbecause of FA. At the same time
bilateral trade betwen the US. and Canada in ned and wed
products and egetable oils were 5 to 10 pearent higher than
they would hare been without thegaeement.

The ayricultural provisions of NAFTA have had small posite
impacts on gricultural investment and empjment to dée.
Three yeass into NAFTA, investment in US. agriculture and gri-
culture-relaed industies has ina@ased on the der of 0.19 per
cent over wha would hare been gpected without thegreement.
Employment in griculture and griculture-related industies has
increased slighyl due to MFTA, on the oder of 0.07 perent.

While speciic job losses will occur due to ditt impot competi
tion or the elocdion of production &cilities, the overall increases
in employment and tde since 1993 sggst tha ary job losses

calculdions. Impots then mg compensi for domestic shaor
falls.

Lower impot taiiffs for mary products and the aval of
Mexican poducts—poduced and shipped Bwer costs than
domesticaly produced gods—esult in diectly lower consumer
prices. In adition, increased competitiondm éroad has the
indirect efect oflowering consumer pcesby forcing domestic
maiketess to laver their avn prices—typicaly through cost cut
ting measuwes,increased prductvity, or by impotting inputs and
ingredients &lower costs than on the domestic ketr

Trade libealization also povides consumerwith greaer vari-
ety. On the gocery sheles,this tales two forms. Foreign frms
may provide an entiely newv product line or nev altenétives to
an «isting product line

Objectively measung consumer impacts can beftifilt. For
most gods poduced or consumed in the3J intemational
trade tends to be smaélative to domestic consumption oropr
duction.And while Canada and Mé&o are among the lgest
U.S. trading painers, the economies of these coue$ ae rela
tively small compagd with the US. economy. This means tha
for most @ods poduced and méeted in the US,, decisions k
Canadian and Mécan poduces and consumeiwill have only
a small effect on US. prices.

Chudk Handy (202) 219-0859 andred Ruppel (606) 622-1769
chand/@econ.g.gov

ecouppe@acs.eku.edu

in agriculture-relaed industies hae been mar than dfset by job
gains elsesher in ayriculture and the gneal econory.

These diects ae small becauseAFTA trade is a small paof
U.S. agriculture, and to a lesseixeent becausedde libealiza-
tion under MFTA is only patially complete As NAFTA credes
competitve challenges and oppadunities,labor and cpital will
seek out their highesetums,driving out less dicient perbrm-
ers while bolsteing more eficient enteprises.This dynamic
process of adjustments will contia thoughout implementan
of the @reement.

Trade libealization through NAFTA expands gricultural pro-
duces’ ability to compete in a lger maketplace as moe
market-oiiented domestic policies inease ppduces’ reliance
on trade As the makets of Noth America become marinte
grated regional pioduction shadfalls will increasingy be mit
gated ly trade fows. Evidence to da gpeas to suppdrthe
claim tha NAFTA is creding incentves br resouces,labor, and
cepital to emain in the WS, agricultural sector
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