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Tariffs and Trade (GATT) do not apply to agriculture; and the
Canada-U.S. Free Trade Agreement (CUFTA) does little to resolve
the principal sources of agricultural conflict between the United
States and Canada. This paper focuses on the efforts to deal with
agricultural protectionism in the NAFTA negotiations. Since the
shortcomings of the GATT and the CUFTA imposed major limita-
tions on what could be accomplished in the NAFTA, it is also
necessary to provide some background on the agricultural provi-
sions in these agreements.

In comparing the perspectives and policies of the United
States, Canada, and Mexico in the NAFTA negotiations, I rely partly
on Robert Putnam’s ideas regarding international negotiation as a
“two-level game.” Putnam’s framework is highly relevant to the
study of agricultural trade, because it helps us examine the relation-
ship between a state’s international interests and obligations (Level
I) on the one hand, and the domestic interactions within the state
(Level IT) on the other.! At the international level of Putnam’s “two-
level game” state representatives bargain with each other toreach an
agreement. Atthe domesticlevel these representatives must bargain
with domestic constituencies whose concurrence is often needed to
arrive at agreements that are considered to be legitimate and effec-
tive. The international interests of the state at Level I may often
conflict with the domesticinterests of groups within the state at Level
II. However, a certain degree of consistency must develop between
international and domestic interests if agreements are to be signed
and implemented. Game theorists refer to interactions between the
two levels in terms of “win-sets.” A win-set consists of all possible
Level I agreements that would win ratification at Level II. Putnam’s
approach is particularly useful for examining interactions between
domestic and international politics in the NAFTA agricultural nego-
tiations.> Before turning to the NAFTA negotiations, I will briefly
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provide some background on the current state of global agricultural
trade relations.

Most countries are extremely reluctant to rely on market
forcesin their food and agricultural trade, and government interven-
tion has been the norm rather than the exception in this area. While
economically less-developed countries often impose taxes on agri-
cultural producers and protect their manufacturing sectors from
import competition, industrial states are more inclined to assist or
protect agriculture relative to other economic sectors. Agricultural
protectionismis prevalentin Westernindustrial states fora variety of
reasons, including the unpredictable fluctuations in supply and
demand, the chronic problem of food surpluses in relation to effec-
tive demand, the threat of serious social problems resulting from
structural change inrural areas, the political influence of farmers and
agribusiness groups, and the importance countries attach to food
self-sufficiency.® According to one trade negotiator, “the agricultural
sector, without doubt, is the most distorted in the world.”*

The agricultural protectionism of industrial states inevitably
has had a major impact on the global trading system. Although the
GATT has overseen some important achievements in decreasing
tradebarriers formanufactured products, agriculture has been largely
excluded from these liberalization efforts. Itis therefore not surpris-
ing that a large proportion of current trade disputes at both the global
and regional levels are agricultural. Since 1947, about 45 percent of
all GATT disputes have been over agriculture. Furthermore, the
Canada-U.S. Free Trade Agreement’s extraordinary challenge proce-
dures under Chapter 19 (on dispute settlement) have been invoked
thus far only for agricultural products—pork and hogs.> The United
States, Mexico, and Canada were of course acutely aware of the
degree of agricultural protectionism when they set forth objectives
for the NAFTA agricultural negotiations.

THE OBJECTIVES OF THE NAFTA AGRICULTURAL
NEGOTIATIONS

The primary objectives of the agricultural negotiations in the
NAFTA were basically the same as those in the GATT Uruguay
Round and the Canada-U.S. Free Trade Agreement: “to improve and
secure market access; to reduce trade-distorting subsidies, domestic
as well as export; and to develop a framework of rights and disci-
plines to govern sanitary and phytosanitary measures.”® NAFTA
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Chapter 7 on agriculture devotes more space (about one-third of the
text) to the third of these objectives—sanitary and phytosanitary
measures—than to any other specific subject. The sanitary and
phytosanitary (SPS) provisions in Chapter 7 and the related provi-
sions on “standards-related measures” in NAFTA chapter 9 are both
patterned after the draft GATT Uruguay Round provisions and
represent a marked improvement over the treatment of these issues
in the Canada-U.S. Free Trade Agreement’ Although the SPS

-measuresin NAFTA continue to be deficient in variousrespects (e.g.,
with regard to enforcement powers), the first two objectives men-
tioned above have encountered more significant obstaclesin both the
regional and multilateral negotiations. This study focuses primarily
on the first two objectives—to reduce trade distorting subsidies and
toimprove and secure market access—and deals only briefly with the
sanitary and phytosanitary issue.

In discussing trade-distorting subsidies and market access, I
willbe focusing primarily on relations between the United States and
Mexico and between the United States and Canada. This is not
surprising since the United States clearly serves as the focal point for
the NAFTA region. The United States is the largest agricultural
trading partner of both Mexico and Canada, and Canadian-Mexican
trade flows by comparison are extremely small. In 1990, for example,
the United States accounted for almost two-thirds of Canada’s agri-
cultural imports and for one-third of its exports, while Mexico
accounted for only two percent of Canada’s agricultural imports and
for one percent of its exports. In the same year, the United States
supplied nearly 70 percent of Mexico’s agricultural imports and
purchased 90 percent of its agricultural exports. Canada by contrast
provided only about two percent of Mexico’s agricultural imports
and purchased a similarly small percentage of its exports.® This
paper will demonstrate nevertheless that Canadian-Mexican agri-
cultural trade can be of significance to some commodity sectors, that
disputes have developed between the United States and Canada over
the Mexican market, and that Canada and Mexico may on occasion
adopt similar positions vis-a-vis the United States.’

TRADE-DISTORTING SUBSIDIES
Article 103.2 of the North American Free Trade Agreement
states that, unless otherwise specified, the NAFTA provisions will
prevail “in the event of any inconsistency” with other agreements.
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Nevertheless, the many references to the General Agreement on
Tariffs and Trade throughout the NAFTA text clearly indicate that
the NAFTA is designed to supplement, and not to replace, American,
Canadian, and Mexican commitments under the GATT. For ex-
ample, the NAFTA Preamble stipulates that the three countries have
resolved to “BUILD on their respective rights and obligations under
the General Agreement on Tariffs and Trade”; and NAFTA Article 103.1
states that “the Parties affirm their existing rights and obligations
with respect to each other under” the GATT."

In the area of agricultural export subsidies, the shortcomings
of the GATT had a major impact on what could be accomplished in
the NAFTA negotiations. GATT Article XVI:4 prohibits export
subsidies for manufactured goods, but a major exception is provided
for agricultural and other primary products. The only limitation on
agricultural export subsidies is an ambiguous provision (in Article
XVI:3) that they should not permit a contracting party to gain “more
thanan equitable share of world export trade.”'" In view of the Article
XVI exception, export subsidies or “restitutions” became a central
feature of the European Community’s Common Agricultural Policy,
and an EC-U.S. agricultural export subsidy “war” developed in the
1980s." Since Canada cannot compete with the treasuries of these
two trading giants, the export subsidy war has had a devastating
effect on the wheat economies of its prairie provinces.

U.S. Export Subsidies

Canada hoped that the Canada-U.S. Free Trade Agreement
would deal with some of the detrimental effects of American export
subsidy practices, especially the U.S. Export Enhancement Program
(EEP). The CUFTA does go beyond the GATT in prohibiting export
subsidies on agricultural trade between the Uinited States and Canada,
but Canada is primarily concerned about the impact of U.S. export
subsidies in its third-country markets. On the latter issue the CUFTA
only contains the nebulous statement that “each Party shall take into
account the export interests of the other Party in the use of any export
subsidy on any agricultural good exported to third countries.”?* The
United States clearly views this as a suggestion rather than an
obligation, and a former U.S. Trade Representative has stated that
“the Canadians [in the CUFTA negotiations] wanted very badly to
get the right of prior consultation on all of our export enhancement

program decisions,” but “thisis a concession that we were not willing
to make.” 1
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The United States has subsidized some of its agricultural
exports to Mexico through the Export Enhancement Program, and
Canada wanted the CUFTA prohibition of export subsidies on U.S.-
Canadian agricultural trade extended to Mexico in a NAFTA agree-
ment. Mexico agreed with Canada that the prohibition on bilateral
agricultural export subsidies in the CUFTA should be trilateralized
inthe NAFTA. But the United States insisted on retaining the option
of using its EEP in the Mexican market, and its position largely
prevailed. Canada’s agricultural negotiator explained that “we and
the Mexicans had very similar objectives and we tried to get better
disciplines than we got in export subsidies.”*

Export subsidy programs such as the U.S. Export Enhance-
ment Program in fact have both costs and benefits for less-developed
countries such as Mexico. Although the cheaper foreign foodstuffs
enable the Mexican government to pay less to subsidize urban
consumers, they also undercut the prices of Mexico’s rural produc-
ers. The intractable problems of rural poverty and emigration from
the countryside are exacerbated. Despite the dual effects of export
subsidies Mexico indicated that it did not want “to get subsidized
imports from either their NAFTA partners or offshore.”® The
Mexican government has been implementing a variety of far-reach-
ing measures to make domestic agricultural policy more market-
responsive. It would be unfair to expect less competitive Mexican
corn producers, for example, to compete with the much larger U.S.
and Canadian treasuries in a more open North American market.
American officials, on the other hand, insisted that they would not be
able to approve the NAFTA agricultural provisions if the needs of
domestic interests in their own “two-level” game were not met.
Thus, they were “emphatic that they could not sell a NAFTA agree-
ment to their agricultural constituency if they could not meet subsi-
dized competition in the Mexico market.”"”

This polarization of views contributed to the difficulty in
negotiating the agricultural exportsubsidy provisions (they were the
lasttrilateral provisions to be settled in the agricultural negotiations),
and to the rather complex wording of the provisions. In the end, the
three countries settled for the highly-qualified statement (in NAFTA
Article 705.2) that it is “inappropriate” for the United States and
Canada to provide agricultural export subsidies to Mexico “where
there are no other subsidized imports of that good” into the country.
Although the United States indicated that this provision would
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permit it to compete with European Community (EC) export subsi-
dies in the Mexican market, the Community in fact has not been a
major wheat exporter to Mexico inrecent years. As TableIshows, the
EC accounted for only 3.8 percent of Mexico’s total wheat and wheat
flourimports in 1986-87 and for 5.8 percent in 1987-88; in 1988-89 and
1989-90 the EC did not export wheat to Mexico.

TABLE 1
U.S.,, CANADIAN AND EC WHEAT AND WHEAT FLOUR
EXPORTS TO MEXICO

(percent of total wheat exports)
YEARS (July/June)

1986-87 1987-88 1988-89  1989-90
U.S. 17.5% 40.0% 93.0% 100.0%
Canada 43.0% 45.6% 5.7%
EC 3.8% 5.8% 0 0
Total Exports 549 677 1,163 211

(000 tons)

Source: International Wheat Council, World Grain Statistics-
1991 (London, England).

Although the NAFTA permits the use of U.S. and Canadian
export subsidies in the Mexican market, it also allows the Mexican
government to adopt several policy responses. Article705.7(b) states
that “each Party retains its rights to apply countervailing duties to
subsidized imports of agricultural goods from the territory of a Party
or non-Party”, and Article 705.3 indicates that Mexico can forestall
theuse of U.S. or Canadian export subsidies by taking countervailing
duty action against subsidized imports from non-NAFTA countries
such as members of the European Community. As for the Canadian
objections to the use of the U.S. Export Enhancement Program in the
Mexican market, NAFTA Article 705.5 states the “each Party shall
take into account the interests of the other Parties in the use of any
export subsidy on an agricultural good.” Nevertheless, Canada’s
experience with the CUFTA clearly indicates how little impact such
an ambiguous provision has had on U.S. export subsidy practices.
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The American position in the CUFTA and NAFTA negotia-
tions shows that it has no intention of scaling down its Export
Enhancement Program in the absence of a multilateral agreement
involving the European Community. Indeed, the NAFTA explicitly
defers to the GATT on this issue when it states (in Article 705.1) that
“the Parties share the objective of the multilateral elimination of
export subsidies for agricultural goods and shall cooperate in an
effort to achieve an agreement under the GATT to eliminate those
subsidies.” In marked contrast to the regional negotiations, Ameri-
can officials in the GATT Uruguay Round have pressed vigorously
for imposing more discipline on agricultural export subsidies. Rob-
ert Paarlberg maintains that U.S. reformers deliberately created a
“two-level game” in hopes that the Uruguay Round negotiations
would undercut domestic farm lobbyists who favored a continuance
of expensive export subsidy programs.’® The U.S. reformers were
operating on the basis that “international negotiations sometimes
enable governments to do what they privately wish to do, but are
powerless to do domestically.””” By contrast American negotiators
strongly opposed any major reforms on agricultural export subsidies
in the CUFTA and NAFTA negotiations because they did notinclude
“a sufficient critical mass” of countries to garner domestic approval.
Ata minimum the U.S. Congress would only approve an agreement
that included all of the United States” major competitors.

Canadian Subsidy Practices

While Canada has criticized U.S. agricultural export subsi-
dies, the United States has complained that Canada provides subsi-
dies which are also trade-distorting. Major targets of U.S. dissatisfac-
tion have been Canada’s Wheat Board pricing practices and trans-
portation subsidies. The Canadian Wheat Board is a Crown corpo-
ration committed to the monopoly control (or “single-desk selling”)
of all wheat exports produced in the prairie provinces and northeast-
ern British Columbia, and to a price pooling system to share the risks
among producers.®® The Canadian Wheat Board Act directs the
agency to provide producers with equal access and a fair share of
available export markets for wheat and other designated grains, to
ensure producers of a reasonable degree of price stability, and to
market as much grain as possible at the best possible price.

Although there are differences of view regarding the Wheat
Board within both the Canadian and U.S. farming communities,
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Americans on balance are far more critical. Canadian farmers origi-
nally lobbied for and still largely support the agency which has been
closely tied with the development of Western Canada. A small
number of U.S. farm leaders has expressed some interest in emulat-
ing the Wheat Board’s practices. For example, the president of the
U.S. National Farmers’ Union has stated that “we believe the Cana-
dian Wheat Board to be an effective tool for producers and their
cooperative associations.”? But the majority of U.S. farm groups
have strongly opposed the Wheat Board’s policies in recent years,
and the U.S. National Association of Wheat Growers (NAWG) has
been the most vocal critic. The NAWG, the American Farm Bureau
Federation, and other opponents havelambasted the Wheat Board as
a “state trading” agency that lacks price transparency and covertly
subsidizes its exports. One of their main concerns is that the Wheat
Board can export grain at prices below acquisition costs; i.e, below the
price the Board pays to farmers for their product. The Wheat Board
in fact has sustained very few deficits, and it is “only on rare
occasions—and normally as the result of a deliberate policy decision
by cabinet” that a “board deficit [has] been paid out of the federal
treasury.”* Recently, deficits have emerged as a problem.?
American protests have also been directed against Canadian
transportation subsidies. The transport subsidies, like the Wheat
Board, have strong historical linkages with the development of the
Canadian West. In 1897 the federal government granted the Cana-
dian Pacific Railway (CPR) a subsidy to build a rail line from Alberta
through the Crow’s Nest Pass into British Columbia, and the CPR in
return agreed to charge fixed freight rates “in perpetuity” for grain
and flour shipments for export. These Crow’s Nest Pass (or “Crow”)
rates were subsequently fixed in law and extended to all Western
grains and unprocessed grain products and to all export facilities.
But as the Crow rates began to cover progressively less of the real cost
of transporting grain, the railways stopped making grain-related
investments and sought to limit their responsibilities for moving
grain. This contributed to a highly politicized debate in Canada
which culminated in arevision of the Crow rates. Under the Western
Grain Transportation Act of 1983 the federal government provides
the railways with a subsidy in return for their promise to continue
charging lower fees for grain shipments. As with the Wheat Board,
American farm groups maintain that Canada’s transport subsidies
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provide producers with an unfair advantage in exporting wheat and
grains.

The Canada-U.S. Free Trade Agreement provides some limi-
tations on Canada’s Wheat Board pricing and transport subsidy
practices. CUFTA Article 701.3 prohibits public entities—such as the
Wheat Board—in either country from exporting agricultural goods
to the other country for less than the acquisition price (plus handling
and storage costs) of the goods; and the Statement of Administrative
Action accompanying the U.S. bill to implement the CUFTA also
indicates that the government will “pursue consultations with Canada
regarding the price setting policy of the CWB as it affects goods
exported to the United States.”*

Regarding transportation subsidies, CUFTA Article 701.5
stipulates that “Canada shall exclude from the transport rates estab-
lished under the Western Grain Transportation Act agricultural
goods originating in Canada and shipped via west coast ports for
consumption in the United States.” However, the provision does not
affect transport subsidies on shipments to the U.S. through east coast
ports. The reason for this distinction is that CUFTA does not deal
with subsidies that are generally available. The transportation subsidy
for shipments through west coast ports is conditioned upon export,
while the transport subsidy for shipments through eastern ports is
generallyavailable; thatis, it is used for products sent to Ontario as well
as for those that are exported. American waterway subsidies which
are generally available are also not affected by the CUFTA.»

American wheat producers in particular were dissatisfied
that the CUFTA did not do more to limit Canada’s pricing and
subsidy practices with the United States and with third country
markets. As withU.S. exportsubsidies, the CUFTA does notaddress
the issue of Canada’s (alleged) trade-distorting subsidies on agricul-
tural exports to third countries. A marked increase of Canadian
durum wheat exports to the United States during the 1980s added to
the hostility of U.S. wheat producers. The protracted durum wheat
dispute is highly relevant to this study, because it eventually contrib-
uted to heightened Canadian-American tensions over NAFTA, and
over the issue of wheat exports to the Mexican market.

Canadian-American Disputes over Wheat
Durum wheatis a type of hard wheat whichis used primarily
to manufacture pasta products. Durum is a more important wheat
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variety in Canada than itis in the United States; it accounts for about
18 percent of the value of the total Canadian wheat crop but for only
4.2 percent of the value of the U.S. wheat crop. Canadais the world’s
largest durum exporter, accounting for about 50 percent of the world
durum trade in 1989, while the United States is the second largest
exporter with about 30 percent of the total trade. Canadian produc-
tion of durum wheat more than doubled from about 2 million tonnes
(metric tons) in 1985-86 to 4.6 million tonnes in 1991-92, leaving a
growing surplus available for export. American imports of durum,
which are all from Canada, increased from zero in crop year 1984-85
to 202,500 tonnes in 1987-88 and to 363,000 tonnes in 1991-92. Al-
though these imports accounted for only a small percentage of total
U.S. wheat production, their impact seemed greater because durum
wheat production is concentrated primarily in the northern plains
area of the United States. Indeed, North Dakota alone accounts for
about 85 percent of the country’s output of durum wheat. Further-
more, Canada has been exporting more durum than any other single
type of wheat to the United States.?

In response to growing dissatisfaction over the Canadian
durum imports, the U.S. House Committee on Ways and Means and
the U.S. Senate Committee on Finance requested that the U.S. Inter-
national Trade Commission (ITC) conduct a study into competitive
conditions in the American and Canadian durum wheat markets.
The ITCinvestigation was initiated in Fall, 1989, under Section 332(g)
of the U.S. Tariff Act of 1930, which provides for no restrictive action
based on the findings. In June, 1990, the ITC reported that it had
found “no consistent difference between prices of U.S.-grown durum
and imported Canadian durum,” and it basically concluded that
Canada was not dumping durum into the U.S. market.”” The main
reasons for the increased exports, according to the ITC, were the
higher quality, consistency, and uniformity of Canadian durum
wheat.”® The ITC also attributed increased Canadian durum exports
in the U.S. market to the fact that the Export Enhancement Program
“raises durum prices in the U.S. domestic market by increasing
demand for durum, and, in combination with EC export subsidies,
depresses prices in the world market.”? The relatively high domestic
U.S. price encouraged Canada to export durum to the United States,
especially since it had lost some of its traditional markets to the U.S.
and the European Community.

Although the ITC rejected charges that Canada was dump-
ing its durum wheat, the Canadian Wheat Board had significant
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deficits in 1990 and 1991. This led to U.S. charges that the Board was
selling wheat at below acquisition costs—a violation of Article 701.3
of the CUFTA. Canada argued that the Wheat Board deficits resulted
from lower than expected prices due to the U.S.-EC export subsidy
war, but Senator Byron Dorgan of North Dakota and other Congress-
men from wheat-producing states persistently pressured the U.S.
Department of Agriculture to take further action on the durum wheat
issue.*® On 11 May 1992 the United States requested that a binational
dispute settlement panel under CUFT A Chapter 18 consider whether
Canada'’s cross-border durum sales were unfairly priced. The panel
was asked to rule upon a variety of issues, including the proper
method of determining the Wheat Board’s acquisition price for
durum, and the effect of Canadian transportation subsidies on du-
rum exports to the U.S. through East Coast ports.

The dispute settlement panel of three Americans and two
Canadians issued its final report on 8 February 1993, unanimously
deciding largely against the U.S. position. For example, the panel
ruled that the rail subsidy for grain shipments to Thunder Bay in
eastern Canada was for domestic as well as U.S. shipments and
therefore was permitted under the Canada-U.S. Free Trade Agree-
ment.® But the panel did not have enough data about Canada’s
pricing practices to determine whether its durum wheat exports had
violated CUFTA provisions, and it called for a private accounting
firm to provide annual confidential audits of the Wheat Board’s
prices (the United States had wanted quarterly audits). Canada was
generally satisfied with the findings of the binational panel. Al-
though there was some concern about the annual audits required of
the Wheat Board, Canadian officials were pleased that the panel
called for an information-sharing proposal that would not require
the Wheat Board to publicize its prices.

Onthe otherhand, anumber of U.S. farm-state Congressmen
were angered by the ruling. Their response indicates that Putnam’s
“two-level game” often continues to be played after an agreement
has been ratified (e.g., the CUFTA), and can also affect negotiations
for subsequent agreements (e.g., the NAFTA). Thus, Senator Kent
Conrad of North Dakota stated that “the Canadian free-trade agree-
mentis no free-trade agreement at all.... There are enough loopholes
in this agreement to drive hundreds of Canadian grain trucks
through”; several Congressmen demanded that the CUFTA dispute
settlement mechanism be renegotiated.> The President of the U.S.
National Association of Wheat Growers (NAWG) also warned that
the CUFTA “is an outrage to American wheat farmers that we cannot
afford to have repeated in future trade agreements.”*
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More specifically, the NAWG and its Congressional support-
ers called upon the Administration to address the durum wheatissue
before submitting NAFTA for a Congressional vote. Of particular
interest to the U.S. wheat growers were the three side agreements the
United States, Canada, and Mexico were negotiating on the environ-
ment, labour, and import surges as the price for approval of NAFTA
in the U.S. Congress. The NAWG wanted the side agreement on
import surges to require price transparency for Canadian grain
exports and also to prohibit the use of Canadian transportation
subsidies for grain shipped to the U.S. through eastern as well as
western ports. U.S. Trade Representative Mickey Kantor said that he
would support an independent audit of the Wheat Board’s pricing
practices (as recommended by the binational panel) and any follow-
up action if the audit revealed new information. However, Kantor
indicated that the price transparency and transport subsidy issues
could not be dealt with in a NAFTA side agreement for several
reasons. First(asIwill discusslater in this paper), the CUFTA rather
than NAFTA will continue to regulate many of the Canadian-U.S.
agricultural trade issues; and second, some of the subsidy issues
under dispute can only be resolved in the GATT.*

Having failed to affect the side agreement on import surges,
a bipartisan group of nine farm-state senators (headed by Max
Baucus, Chairman of the Senate Finance trade subcommittee) asked
the administration to initiate a Section 22 trade action to limit U.S.
imports of Canadian wheat. Under Section 22 of the Agricultural
Adjustment Act, the United States can impose quotas or tariffs on
imports found to be significantly hurting American producers. U.S.
Trade Representative Kantor indicated that he would consider the
senators’ request. Although he had never before suggested that he
would use the Section 22 powers against Canada’s durum wheat
exports, the administration clearly needed the votes of farm state
Congressmen to win ratification of the NAFTA. In response the
Canadian government warned that it would challenge any U.S.
Section 22 action on wheat through the establishment of a binational
dispute settlement panel under the CUFTA or some other action.

The failure to resolve the differences over Canada’s durum
wheat exports to the United States also contributed to heightened
conflict over Canada’s wheat pricing and transport subsidy practices
with third countries (which, like U.S. export subsidies, are not dealt
with in the CUFTA). The United States had always maintained that
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its Export Enhancement Program would target only European Com-
munity markets and not the markets of “non-subsidizing” competi-
tors such as Canada, Australia, and Argentina. Although U.S.
declaratory policy was not always consistent with its actions, and the
Export Enhancement Program interfered with some Canadian, Aus-
tralian, and Argentinian wheat markets, the United States did con-
tinue to wage battle primarily with EC export subsidies.* It was also
generally assumed in the NAFTA negotiations that the United States
would only use agricultural export subsidies in the Mexican market
in response to the adoption of such subsidies by non-NAFTA coun-
tries such as the European Community.*” Butin May, 1993, Congress-
men began charging that Canada was taking wheat sales from the
United States in the Mexican market, and they urged the Administra-
tion to counter these “unfair” Canadian exports with the Export
Enhancement Program. For example, the Chairman of the House
Agriculture Committee indicated in a letter to President Clinton that
“in light of the continuing use of Canadian subsidies in the Mexican
wheat market, it is imperative that you and your Administration’s
policy officials consider this matter promptly in order to level the
playing field and make our wheat exports to Mexico more competi-
tive.”?

Twenty-five U.S. House members also sent a letter to the
Agriculture Secretary (on 19 May 1993), claiming that the American
share of Mexican wheat imports had declined from 75 percent in
earlier years to only 14 percent in 1992, while the Canadian share by
contrast had risen to 66 percent in 1992. Canadian officials strongly
rejected this claim, and International Wheat Council (IWC) statistics
indicate that the market share issue is more complex than the U.S.
House members have implied. According to the IWC, the United
States captured 59.5 percent of the Mexican wheat market in 1992-93,
while Canada had 38.6 percent. In the previous year (1991-92) the
record was reversed, with Canada taking 64.4 percent and the United
States 33.5 percent.® As Table I shows, both American and Canadian
wheat market shares in Mexico have fluctuated widely since 1986,
with Canada ranking as the top exporter in some years (e.g., in 1986-
87 and 1987-88), and the United States ranking as the largest exporter
in others (e.g., 1988-89 and 1989-90). Table I also shows that the
European Community has not been a significant competitor in the
Mexican market.

14 Canadian-American Public Policy



The U.S. Administration was sharply divided on the issue of
using the Export Enhancement Program to target Canadian grain in
third-country markets. On the one hand, the U.S. Trade Representa-
tive and the Agriculture Secretary joined with wheat producers, a
number of senators in northern states, and members of the House
Agriculture Committee to pressure for strong action against the
Canadians. On the other hand, the State Department and Office of
Managementand Budget (OMB) opposed any move to target the EEP
against Canadian markets. The State Department felt that such a
policy would damage trade relations with Canada during a time of
sensitive negotiations on the NAFTA side agreements, and the OMB
had concerns about the budgetary implications of expanding the
EEP.

On24June 1993 Agriculture Secretary Mike Espy announced
the Administration’s decision to use an “aggressive” EEP package to
regain from Canada what the United States viewed as its fair share of
the Mexican grain market. This decision marked a victory for the U.S.
Department of Agriculture and the U.S. Trade Representative over
the State Department and also indicated a significant change in the
use of U.S. export subsidies. Although Mexico had not received EEP-
supported exports for several years, Espy indicated that American
exporters would now be able to bid for cash bonus payments to
subsidize sales to Mexico of up to 1.4 million tonnes of wheat. (The
overall EEP package for the 1993-94 marketing year covers sales of
about 32 million tonnes of wheat).*

Two influential U.S. senators, Robert Dole of Kansas and
Max Baucus of Montana, linked their support for the NAFTA to
Mexico’s willingness to launch a countervailing duty case against
Canadian wheat exports. They told Mexican President Carlos Sali-
nas de Gortari on July 13 that “this action would indicate a strong
desire to guarantee that the North American Free Trade Agreement
will provide continent-wide trade, free of export subsidies.” The two
senators also warned that “failure to address this problem jeopar-
dizes the support for the NAFTA among wheat producers and their
congressional representatives.”*! Still, according to a former Cana-
dian agriculture minister, the Mexican government does not view the
two senators’ note “as being an official letter from the U.S. adminis-
tration.”#

Canadian officials tend to view Mexico as one of their country’s
traditional wheat markets, and they were particularly concerned
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about the U.S. decision touse export subsidies in the Mexican market.
They also pointed out that the 1.4 million tonnes of wheat exports to
Mexico eligible for bonuses under the Export Enhancement Program
is about equal to Mexico’s entire import market (of 1.2 to 1.5 million
tonnes). Asaresult, Canada took theinitial steps toward establishing
a binational dispute settlement panel by requesting consultations
with the U.S. under Chapter 18 of the CUFTA. Canada maintained
that the United States, in targeting Canadian wheat exports in the
Mexican market, was violating CUFTA Article 701.4 which states
that “each Party shall take into account the exportinterest of the other
Party in the use of any export subsidy on any agricultural good
exported to third countries.” Atthe monthly GATT Council meeting
in July, 1993, Canada also accused the United States of using the EEP
in the Mexican market where “we have been traditional exporters
and where the supposed rationale for U.S. action is clearly absent.”*
Canada’s complaint to the council was supported by Argentina,
Australia, Brazil, Chile, and Venezuela, whose farm exports have
also suffered as a result of U.S. and EC export subsidies.

It should be mentioned that Canadian farm groups have
questioned whether the Conservative governments of Brian Mulroney
and his successor, Kim Campbell, are playing a “two-level game”
with Canada’s Wheat Board and transport subsidies at their expense.
While verbally defending these long-term Canadian institutions
against American criticism, the government has been implementing
policy changes that some farm groups feel pose a major threat to the
Wheat Board. These changes result from the Tories’ predilection for
privatization and de-regulation, and also perhaps from a perceived
need to alter policies in response to U.S. displeasure, and to the
CUFTA, NAFTA and GATT negotiations.

In 1943 the Wheat Board was given monopoly control over
the export marketing of wheat, and in 1949 the Board's powers were
extended to include the export marketing of oats and barley. More
recently the government decided (after minimal formal consultation
with farmers) to take oats away from the Board and putit on the open
market as of 1 August 1989. This decision created a rift among
Canadian farm groups, with the majority of farmers involved oppos-
ing the government’s move. Some private-sector oriented groups
along with the Alberta government approved of the decision, argu-
ing that the Wheat Board was not well-equipped to market oats, a
small-volume crop with specialized markets. On the other hand,
Wheat Board advocates, including the Wheat Pools, the Canadian
Federation of Agriculture, and the National Farmers’ Union warned
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that the decision could mark the beginning of an erosion of the Wheat
Board’s marketing powers.*

Their fears were heightened when Agriculture Minister
Charles Mayer, after months of uncertainty, announced that the
government would end the Wheat Board’s role as the sole marketing
authority for barley exports to the United States as of 1 August 1993.
This decision meant that farmers would now have a choice of selling
their barley to the Wheat Board or of transacting their own agree-
ments with U.S. buyers. Mayer also revealed plans to revamp the
Crow Benefit rail subsidy for transporting grain. Instead of subsidiz-
ing the railways in return for reduced freight rates, the government
would devise a plan to provide the money directly to farmers and the
railways would raise their rates to cover costs.

As with the oats issue, the Alberta government and several
commodity groups (such as the Western Wheat Growers Associa-
tion) had supported these moves to develop a continental market for
barley trade. However, the prairie pools, the government of
Saskatchewan, the Canadian Federation of Agriculture and a num-
ber of other groups had argued that a large majority of farmers
wanted the Wheat Board monopoly on barley marketing to continue,
and they had demanded a producer plebiscite on the issue. When the
Agriculture Minister made the decision on barley and rejected the
idea of a plebiscite, fears were expressed that

today, barley is the target. Tomorrow it could be

wheat. Ottawa’s approach is clear—the role of farm-

ers is to be disorganized victims of the ‘open market’

mindset.*

Ironically, several influential U.S. senators, including Max
Baucus of Montana and Kent Conrad of North Dakota, two persistent
critics of the Wheat Board, strongly criticized the barley marketing
decision as an abuse of the Canada-U.S. Free Trade Agreement. In a
sharply-worded letter to the Canadian Minister of Agriculture, the
two expressed concerns that uncontrolled sales of Canadian barley
by private companies and individual farmers as well as the Wheat
Board could disrupt the grain markets of the U.S. Pacific Northwest.
The Canadian agriculture minister responded angrily that “those
people who complain regularly...about the Board’s practices should
see this as something that opens up and addresses the price transpar-
ency issuein a pretty substantial way.”* Despite American concerns
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about Canada’s moves toward deregulation of barley marketing, the
Canadian Wheat Board remains the prime target of U.S. criticism.

The main challenge to the Mulroney government’s barley
marketing decision came not from the United States but from domes-
tic groups in Canada. Shortly after the agriculture minister’s an-
nouncement on barley, the Saskatchewan, Alberta, and Manitoba
wheat pools decided to take the federal government to court on the
issue. The federal cabinet had passed an order-in-council to bring
about the change in barley marketing, and court hearings revolved
largely around the question whether it had the authority to do this
without prior approval by the Canadian parliament. Federal Depart-
ment of Justice lawyers argued that barley was added to the Cana-
dian Wheat Board Act by an order-in-council in 1949, and therefore
that the cabinet also had the right to remove barley from the Wheat
Board'’s sole jurisdiction without parliamentary approval. Lawyers
defending the wheat pool argued that the government in effect had
amended the Canadian Wheat Board Act when it had added barley
to its marketing powers. Since barley became part of the statutory
regime outlined in the act, it could only be removed if parliament
amended the statute.

On 20 July 1993 a Saskatchewan provincial court ruled that
the federal government was within its powers in removing barley
from the Wheat Board. But the Saskatchewan Court of Appeal
subsequently decided that this judgment was faulty because only a
federal court could rule on an issue involving a federal statute (the
Wheat Board Act). The wheat pools then decided to appeal their case,
even though the government’s decision to remove the Wheat Board’s
monopoly on barley marketing would be implemented (on August
1) before the federal court could rule on the case. On 10 September
1993 the federal government suffered a major setback when a federal
court judge overturned the cabinet order-in-council on barley mar-
keting. The judge determined that the cabinet had exceeded its
authority, because any changes to the Wheat Board Act must be
approved by Parliament. Canada’s agriculture minister was angered
by this decision and expressed the government’s intention to imme-
diately appeal the case. It is likely that the barley marketing issue
ultimately will be decided by the Supreme Court of Canada. The
success of the wheat pools in overturning the federal government’s
decision on barley to this pointis certainly one of the more interesting
court cases in recent years in Canada.”
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As is the case for U.S. export subsidies, the North American
Free Trade Agreement does not address the issues of Canadian
transportation subsidies and Wheat Board pricing practices for ex-
ports to third countries, including Mexico. Since the NAFTA does not
prohibit the use of agricultural export subsidies in sales to Mexico,
the United States can use EEP-assisted sales to the Mexicans largely
as it chooses. Thus a U.S.-Canadian struggle over grain sales to
Mexico is looming even as the three countries move towards final
approval of the NAFTA. It is obvious that the United States and
Canada are both unwilling to contemplate major alterations in their
agricultural subsidy practices in an agreement involving only three
North American states. If their conflicting perceptions on this issue
are to be resolved, this can only occur in a multilateral GATT
agreement. Multilateral negotiations can give the international trade
liberalization efforts (Putnam’s level I) certain advantages over do-
mestic forces of trade protectionism (Putnam’s level II) for a variety
of reasons, including the following:

Concerted policy-disarmament by all countries re-

duces the size of the adjustments required of each;

reform is more politically acceptable if the economic

costs of adjustment are seen to be widely and equita-

bly shared; and externally-specified obligations can

provide the political “cover” needed to effect changes

thatare desired but which are too politically sensitive

to be tackled solely in a national context.

Yet differences over agricultural subsidies in the GATT Uru-
guay Round still have notbeen resolved. In December, 1991, the past
Director-General of the GATT, Arthur Dunkel, released a draft
Uruguay Round agreement calling for a reduction of agricultural
export subsidies by 36 percent in value and by 24 percent in volume
over a seven-year period. (The 24 percent reduction in volume
applies on a product-by-product basis to all agricultural exports that
a GATT member subsidizes.)* The Dunkel draft also calls for a
reduction of trade-distorting domestic subsidies by 20 percent as
measured by an Aggregate Measure of Support (AMS). Although the
United States and Canada had wanted much larger reductions in
agricultural exportsubsidies, some European Community members,
especially France, viewed the Dunkel targets as overly ambitious.
After a lengthy dispute over the Dunkel figures, the United States
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and the European Community finally reached the so-called Blair
House agreement on 20 November 1992. This agreement would
require the EC to reduce the volume of its subsidized agricultural
exports by 21 percent over six years instead of the 24 percent required
in the Dunkel draft.

But France remains dissatisfied with the more lenient sub-
sidy reductions called for in the Blair House accord, and it has
threatened to veto any move by the European Community to give its
final approval to the accord. The French government’sintransigence
on thisissue results from its response to strong domestic pressuresin
its own “two-level game” in the GATT negotiations. Although
farmers account for only five percent of France’s working popula-
tion, many French view their nation as being primarily agricultural,
partly because so many were born in the countryside. (In 1945,
farmers had accounted for over one-third of the working popula-
tion.) Farm lobbyists have therefore been quite successful in convinc-
ing much of the populace that the agricultural negotiations can have
animpact, not only on the welfare of some French farmers, but on the
identity of France itself. Furthermore, the trade negotiations could
have major implications for the French economically. France has
become the world’s second largest agricultural exporter after the
United States, accounting for about one-half of the European
Community’s total farm output, and it had an agricuitural trade
surplus of 53 billion French francs (about $10 billion U.5.) in 1992.%°

The United States is unlikely to accede to the most recent
French demands, partly because of the domestic pressures emanat-
ing from American agricultural interests. For example, 19 U.S. farm
groups, including the American Farm Bureau Federation and the
National Grange, have warned President Clinton that they would not
support an Uruguay Round agricultural accord ifitincluded weaker
discipline over agricultural subsidies than that contained in the Blair
House accord.® Despite the ongoing differences, a multilateral
rather than a regional agreement will be required if the U.5.-Cana-
dian conflicts over trade-distorting subsidies are to be resolved.
France may eventually have to adopt a more flexible position in the
face of growing impatience from the United States, other members of
the European Community such as Britain and Germany, and the
“Cairns group” of smaller country agricultural exporters, which
includes Canada.
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MARKET ACCESS ISSUES

The GATT provides amajor exception for agriculture on market
access issues as well as export subsidies. Although GATT Article XI
calls for the elimination of quantitative restrictions on imports, such
barriers are permitted for agriculture when they are needed to
enforce supply management measures that “restrict the quantities”
or “remove a temporary surplus of the like domestic product.” This
exception was patterned partly after Section 22 of the U.S. Agricul-
tural Adjustment Act (AAA), which authorizes the use of import
quotas for commodities under price support programs. When agri-
cultural surpluses developed in 1951, the U.S. Congress became
discontented with the Article XI exception. It first amended Section
22 to permit the imposition of farm import quotas regardless of any
international agreement, and then it virtually required the Secretary
of Agriculture to impose quantitative restrictions on a wide range of
agricultural products for which there was no supply management
program. When GATT members challenged these import controls,
the United States sought and received a broad waiver in 1955 (which

has no time limit) from its Article XI obligations.>
Since then American leaders have gradually become aware
of the financial costs of their restrictive agricultural policies and of the
dangers of emulation by others. For example, when the European
Community included variable levies (which are in fact import quo-
tas) as a central part of its Common Agricultural Policy, it was
difficult to criticize the EC for merely following the U.S. example.
Hence the United States began to develop a more critical view of
agricultural import quotas in the Kennedy and Tokyo Rounds of
GATT negotiations. By the time of the GATT Uruguay Round, the
U.S. position had transformed completely.®® The United States has
offered to relinquish its 1955 GATT waiver if other countries agree to
tariffication, or the conversion of all import quotas in agriculture to
tariff equivalents; all tariffs would then be gradually reduced and
eventually phased out. In offering to relinquish its GATT waiver, the
United States has been playing a two-level game with its own
domestic groups as well as with other GATT members. American
officials anticipate that a tariffication agreement in the Uruguay
Round would increase their bargaining leverage vis-4-vis U.S. sugar,
cotton, dairy and peanut producers who have come to depend on
Section 22 to impose import quotas. Canada, however, has been
playing a very different two-level game than the United States on the
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GATT Article XI issue, and Canadian-U.S. differences over import
quotas have been evident in the GATT, CUFTA, and NAFTA nego-
tiations. To explain the Canadian position, it is necessary to devote
some attention to the country’s supply management system.

Canadian Supply Management Policies

Under the protective umbrella of the Article XI exception,
Canada developed a complex supply management system for dairy,
egg, and poultry products in the 1960s and 1970s. The system is
administered by marketing boards which are designed to provide
adequate and stable incomes for producers through a combination of
administered prices, production quotas, and import controls.* The
United States has been a long-term opponent of Canadian supply
management-related import barriers, and in 1975 it complained to
the GATT about Canada’s import quotas for eggs. A GATT working
party formed to deal with the issue supported the Canadian position,
concluding that “the Canadian supply management programme for
eggs, as described and explained to the Working Party, was in
conformity with the requirements of Article XI:2(c)(i).”* Canada
continued to develop its supply management program in the 1970s
and 1980s on the assumption that it was in full accordance with the
GATT.

Despite the 1975 working party decision, the GATT began to
take a more critical look at Canadian supply management policies in
December, 1988, when American officials requested that a dispute
settlement panel be formed to deal with Canada’s import restrictions
on processed dairy products (i.e., ice cream and yogurt). In Septem-
ber, 1989, the GATT panel determined that the Article XI exception
applied only to raw dairy products, and the GATT Council therefore
instructed Canada to either “terminate” its import restrictions for
processed dairy products or “bring them into conformity with its
obligations under the General Agreement.”” Canada reluctantly
agreed to accept the GATT decision, but it deferred action until the
conclusion of the Uruguay Round. The United States was in fact
receiving considerable support for its tariffication proposal in the
GATT Uruguay Round negotiations, and Canada found that it had
few allies on this issue. Supply management has also been conten-
tious in a Canadian domestic context, with many consumers, food
processors, and agricultural economists calling for major changes.
Thus, T.K. Warley has noted that
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many of the discontents now being voiced with the

operation of our national supply management sys-

temshavebeen around foralmost two decades. What

is new is that developments in international trade

policy have compelled us to confront features of the

schemes that hitherto we have been unwilling to

tackle in a purely domestic context.”

Yet the Canadian government has been highly susceptible to
strong counter-pressures from farm groups and their supporters to
retain and even strengthen the supply management system. The
protectionist dairy industry has been the most effective in exerting
pressure, because the two most populous provinces—Ontario and
Quebec—account for 78 percent of the country’s industrial milk
production and for 64 percent of its fluid milk production. Further-
more, the high-profile Quebec dairy industry provides one-third of
the province’s farm cash receipts, and the federal government has
often catered to its demands in efforts to avert national unity prob-
lems.

To satisfy supporters as well as opponents of supply manage-
ment, the Canadian government has followed a two-track policy. At
the same time as officials have vigorously supported supply manage-
ment in the global and regional trade negotiations, they have also
moved to bring about changes in domestic supply management
policies. For example, Agriculture Canada initiated a review of the
country’s agri-food policies in 1989, including an examination of the
dairy industry. The May, 1991, report of the Task Force on Dairy Policy
indicated that the supply management system should become more
market responsive and more attuned to the needs of consumers and
processors; it also recommended that “the government continue to
press for a clarification and strengthening of Article XI:2(c)(i) in the
Uruguay Round of GATT negotiations in order to maintain a system
of supply management for the dairy industry in Canada.”*® Grace
Skogstad has noted that “whether this implicit quid pro quo of
commitment to instruments of supply management as a plank in
Canadian trade policy in exchange for domestic policy restructuring
will yield the domestic policy outcomes governments and processors
seek is a matter of debate.”

Serious negotiations over tariffication were repeatedly de-
layed in the Uruguay Round because of the persistent conflict be-
tween the United States and the European Community over agricul-
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tural export subsidies. After the November, 1992, Blair House
agreement was finally reached on export subsidies, major U.S.-EC
differences emerged on agricultural market access issues which
continued toblock a GATT agricultural agreement (see discussion of
this more recent U.S.-EC dispute below). As a result, the United
States wanted to deal with agricultural market access issues involv-
ing Canada—and Mexico—in the regional negotiations. It became
evident, however, that Canada considered its supply management

. policies to be non-negotiable in both the CUFTA and the NAFTA
talks. Although the United States obtained some liberalization of
Canada’s egg and poultry quotas in the Canada-U.S. Free Trade
Agreement, Canada upheld its right to retain those quotas. Thus,
CUFTA Article 710 states that “the Parties retain their rights and
obligations with respect toagricultural...goods under...GATT Article
11.” In its synopsis of the CUFTA, the Canadian government also
provided assurances that “dairy farmers will continue to benefit
from supply management programs since these are not affected by
theagreementand are consistentwith Canada’s GATT obligations.”®
In marked contrast, the U.S. Statement of Administrative Action
(accompanying the bill to implement the CUFTA) noted that the
United States had “not yet succeeded in eliminating” Canadian
quotas on supply-managed products, but that the U.S. administra-
tion would “seek to eliminate the remaining agricultural import
barriers” through the GATT Uruguay Round and further bilateral
talks.®

The NAFTA Market Access Agreements

In the NAFTA negotiations the United States pressured for
the tariffication of Canada’s import barriers for supply-managed
products, and also of Mexico’s importlicensing regime. Inreturn, the
United States offered to exempt Mexico and Canada from its Section
22 import quotas. As with the CUFTA negotiations, however,
Canada refused even to consider tariffication for its dairy, egg, and
poultry products. Mexico by contrast was willing to negotiate an end
to its import licensing regime. Hence two sets of negotiations were
conducted foragriculture: between Canada and Mexicoand between
the United States and Mexico. Asaresultthe NAFTA accord contains
only bilateral agricultural provisions on market access (Mexico-U.S.
and Mexico-Canada), and the CUFTA’s market access provisions
will continue to apply for agricultural trade between the United
States and Canada. The NAFTA has trilateral provisions for other

24 Canadian-American Public Policy



aspects of agricultural trade such as domestic support, export subsi-
dies, and sanitary and phytosanitary regulations.

In the Mexico-U.S. market access provisions, the two coun-
tries have agreed to phase out all agricultural tariffs and non-tariff
barriers without exception. A number of agricultural tariffs on U.S.-
Mexican trade will be eliminated immediately, but some more sensi-
tive products have reduction periods extending to 5, 10, or 15 years.
Those products with 15-year tariff (and tariff rate quota)® reduction
periodsinclude corn, dry beans, milk powder, orangejuice and sugar
for Mexico; and orange juice, peanuts, sugar, and certain fruits and
vegetables (asparagus, avocados, broccoli, cantaloupe, cucumbers,
onions, and garlic) for the United States. Furthermore, the United
States and Mexico caninvoke special safeguards (under Annex703.3)
to prevent rapid import surges of a limited number of sensitive
products after the NAFTA is implemented. These safeguards nor-
mally apply only at certain times of year when imports are consid-
ered to pose a more serious problem for domestic producers. The
special safeguard provision applies to tomatoes, onions, eggplant,
chili peppers, squash, and watermelon in the United States; in Mexico
to 17 items including live pigs, pigmeat, potatoes, apples, and some
coffee products.

Themostinnovative and important aspect of the Mexico-U.S.
market access provisions relates to the two countries’ non-tariff
barriersin agriculture. Thus Mexico has agreed to exempt the United
States from its farm import licenses, and in return the United States
will exempt Mexico from its Section 22 quota rules (Section 22 is used
to impose quotas on peanuts, cotton, dairy and sugar imports). The
two countries will convert their import quotas to tariff rate quotas
(TRQs), which call for zero tariffs within the quota limits, and for
regular tariffs for over-quota amounts. These over-quota tariffs will
be setinitially atarate equivalent to the protection offered by current
quota limitations, and then will decline to zero over a ten- to fifteen-
year transition period. The duty-free quota part of the TRQ will also
increase gradually during the transition period.

The Mexico-Canada market access provisions are similar to
the Mexico-U.S. provisions in calling for the phased removal of
agricultural tariffs and non-tariff barriers. But since Canada insisted
thatit would retain its quotas for supply-managed products, Mexico
indicated that it would exclude the same products from their market
access agreement. As a result the two countries will retain their
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current tariffs and non-tariff barriers with each other in the dairy,
poultry, and egg industries. They will also maintain their tariffs on
sugar trade. The exclusion of sugar in the Mexico-Canada agreement
is a special case, unrelated to the GATT Article XI exception. Mexico
wanted Canada to adopt the same restrictive import regime against
third-country sugar exports that the United States and Mexico will
have. (Under the NAFTA provisions Mexico is to establish border
protection equal to that of the United States for sugar imports from
the rest of the world by the end the sixth year of the agreement).
Canada would not agree to this demand, because substantially
higher Canadian sugar prices would adversely affect consumers and
also disadvantage the food processing sector. Therefore it was
agreed that Canada would actually increase its tariff on Mexican
sugar to the level Mexico currently applies on Canadian sugar, and
that these tariffs will be maintained. Mexico will continue to treat
Canada the same as any other GATT trading partner for the supply-
managed products and sugar, and only the United States will even-
tually receive unrestricted entry into Mexico for these products. For
all other agricultural products Canada and the United States will
receive the same or equivalent access to the Mexican market. In
sectors other than the supply-managed products and sugar, Mexico
and Canada will replace their quotas with tariff rate quotas, or with
ordinary tariffs.®

As with the U.S.-Mexico agreement, Canadian and Mexican
tariffs will decline to zero either immediately, or over a five- ten- or
fifteen-year period. Mexican corn and dried beans will have afifteen-
year tariff reduction period for Canada as well as the United States.
Unlike Mexico and the United States, Canada will not have a fifteen-
year tariff reduction period for any products. However, it will have
a ten-year reduction period for its most sensitive fruits, vegetables
and flowers (fresh tomatoes, frozen cauliflower and broccoli, green
onions, cucumbers, frozen strawberries, tomato paste and cut flow-
ers). These products are also subject to Canada’s special safeguard
measures which allow it to reimpose existing tariffs ifimports exceed
specified volumes. Mexico’s special safeguard measures apply to the
same products for trade with Canada as with the United States.

Since Canadian-American agricultural market access issues
will continue to be governed by the Canada-U.S. Free Trade Agree-
ment, the relevant CUFTA provisions are incorporated into Annex
702.1ofthe NAFTA. As previously noted Canada’s Article XIimport
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quotas and the U.S. section 22 import quotas (vis-4-vis Canada) will
remain. It also should be noted that the Canadian government did
weaken its supply management stance in the NAFTA in one respect.
While the CUFTA permits Canada to add new products to its supply
management program vis-a-vis the United States, the NAFTA states
(in Annex 703.2, Section B) that “the rights and obligations of the
Parties [Canada and Mexico] under Article XI.2(c)(i) of the GATT
shall apply...only to the dairy, poultry and egg goods.”

Canada’s unwillingness to compromise on its supply man-
agement system in the NAFTA negotiations was consistent with its
position in the CUFTA and GATT Uruguay Round talks. But the
question arises as to why the United States and Mexico were willing
to exempt each other from their import quota regimes in agriculture.
Some American producers have become highly dependent on the
Section 22 import quotas, and certain Mexican producers in turn are
extremely reliant on the country’s protectionist import licensing
system. To understand the differences in perspective, it is necessary
to provide some background on Mexican agricultural policies and on
Mexico-U.S. agricultural trade relations.

Agriculture in Mexico, as in many economically less-devel-
oped countries, is marked by extreme diversity. The sector includes
commercial enterprises and subsistence farmers, irrigated and non-
irrigated (orrainfed) cropland, and confined and range-fed livestock
operations. Various agricultural commodities also tend to be associ-
ated with specific types of production and with particular areas of the
country. For example, while vegetables, wheat, cotton, oilseeds, and
sorghum are produced in large, irrigated farms in the North, the
country’s staple commodities—corn and dry beans—are produced
on small, non-irrigated farms in Mexico’s central states. Mexico’s
problems with staples production are compounded by the fact that it
is deficient in arable land. Only 12 percent or 57 million acres of
Mexican territory is arable (0.7 acres/person), compared with 464
million arable acres (1.9 acres/ person) for the United States. Further-
more, one quarter of Mexico’s arable land is irrigated and water
resources are generally scarce.*

Mexico’s trading patterns reflect its problems with the pro-
duction of sufficient dietary staples. Although the export of fruits
and vegetables to the United States has provided Mexico with badly-
needed foreign exchange, the country is highly dependent on im-
ports of basic foodstuffs such as corn, sorghum, and wheat. The
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United States is the primary external source of these products, but
Canada has also been a large wheat exporter to Mexico in recent
years. Unlike Mexico, the United States and Canada are competitive
producers of their main dietary staples. Agriculture accounts for
only about 3 percent of the gross domestic product (GDP) in the
United States and for 3.5 percent in Canada, but it accounts for 9
percent of the GDP in Mexico. Thus Mexico is taking a much greater
risk in liberalizing its agricultural trade policy than its two more
developed North American partners.

Mexico's status as a less-developed country and the tradi-
tional policies of Mexican governments have contributed to difficul-
ties in producing dietary staples. From the 1940s to 1980 Mexican
governments often provided credit, machinery, investment incen-
tives, fertilizers, technical assistance and other benefits to the more
productive, irrigated areas that produced horticultural and other
products for export. Such crops helped to provide Mexico with
foreign exchange required for industrial growth and debt servicing
charges. In contrast, governments sometimes neglected the rainfed
subsistence areas that were largely devoted to corn and bean produc-
tion. They also kept prices for basic grains at low levels so that
inexpensive food could be provided to the rapidly growing urban
areas.

Beginning in the 1960s the Mexican government provided
guaranteed prices to staple producers, and it purchased basic com-
modities (corn, beans, rice, wheat, sorghum, soybeans, safflower,
and cottonseed) at support prices through the national regulatory
agency CONASUPO (National Popular Subsistence Corporation).
But the price support levels did not provide increases in real pro-
ducer prices (adjusted for inflation), and they often fell below world
prices. The government support prices were also linked with restric-
tive trade policies including import licensing requirements. Hence
staple producers did not have the incentive to increase agricultural
productivity under competitive conditions. Not surprisingly, the
production of staples did not meet the needs of the country’s growing
population, and the small grain producers in rainfed areas experi-
enced increasing poverty.®

At various times, Mexican governments have attempted to
confront the problems of rural poverty and inadequate production of
staples. The most ambitious effort was the Sistema Alimentario
Mexicano (Mexican Food System) or “SAM”, introduced by the
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administration of President Lopez Portillo (1976-82). The SAM
provided a wide array of subsidies for basic grain production and
also encouraged research into increasing production in rainfed (i.e.,
non-irrigated) areas. The objectives were to achieve self-sufficiency
in corn and dried beans by 1982 and in other basic grains by 1985
while Mexico’s substantial oil revenues helped finance the necessary
agricultural subsidies. The combination of SAM subsidies and
favorable weather contributed to impressive gains in 1981, when the
production of basic grains increased by 22 percent over the previous
crop year. But these gains were achieved at substantial cost to the
Mexican government and in late 1982 it ended the SAM program as
aresultof the precipitous decline in world oil prices and a subsequent
foreign debt crisis.*

Hence producers of staple crops have remained among the
poorest people in Mexico with low incomes, inadequate diets, and
little health care and education. About 26 percent of Mexico’s active
work force is employed in agriculture, and by far the largest group of
growers and labourers is engaged in corn production in rainfed
areas. Indeed, there are 3 to 4 million owners of minifundio and daily
labourersinvolvedin corn production, and corn acreage accounts for
over one-half of Mexico’s total cropland. Nevertheless, Mexico’s
corn yields per acre average about one-third of those in the United
States, and the country must often import corn from the U.S. to meet
domestic demand. Mexico has also been unable to achieve self-
sufficiency in livestock and dairy production. Not surprisingly,
Mexican agriculture is significant as the main source of illegal mi-
grants to the United States. The Mexican policies, along with pro-
grams such as the ejido land-tenure system and inclement weather,
contributed to an agricultural crisis requiring the import of more
agricultural products in 1988 than in any other previous year.s

Mexico’sagricultural, trade and indebtedness problems even-
tually encouraged a change to more outward-oriented policies in
efforts to increase the country’s competitiveness. Starting in 1983,
Mexico began to reform agriculture as part of a general effort to
increase market orientation and decrease state intervention and
regulation in the economy. President Carlos Salinas de Gortari (1988-
94) has had a significant role in liberalizing the country’s trade
policies both in his present position and as a government official in
the administrations of President Portillo and President Miguel de la
Madrid (1982-88). A major policy change was Mexico’s accession to
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the GATT in 1986 and its subsequent moves to lower its trade barriers
unilaterally by a greater amount than required. Asaresult, Mexico’s
licensing requirements applied to 57 percent of U.S. agricultural
exports in 1988 but to only 26 percent of U.S. exports in 1991.

Mexican leaders also concluded that a restructuring of corn
policy was needed with or without free trade, and NAFTA offered
the opportunity to accomplish this goal. As part of the restructuring
policy the Mexican government has initiated a fundamental land
reform program. Before 1992, the Mexican constitution promised
that all peasants would have access to land, and the government
expropriated and redistributed substantial amounts of privately-
held acreage. This ejido system was inimical to private ownership
and discouraged foreign investment. For example, ejidatarios (those
who farm the ejidos) lacked ownership and could not enter into
commercial transactions or transfer their rights to the land. In
January, 1992, the Mexican constitution was amended to eliminate
many of the former restrictions on land tenure and to provide amore
positive setting for foreign investors and private landholders.®

Another major factor in the move to trade liberalization was
the government’s view that Mexico’s long-term interests lay in
unrestricted access to the larger U.S. market. Mexico’s agricultural
exports to the United States increased in value from about $1 billion
(U.S.) in 1980 to $2.3 billion in 1989. Proximity to the United States
and a longer growing season have given Mexico a decided competi-
tive advantage in exporting horticultural products. Mexican fruit
and vegetable exports to the United States have also benefited from
lower labour costs, an undervalued foreign exchange rate, and the
involvement of large transnational corporations in the agricultural
sector as well as from fewer environmental and labour safety regu-
lations. As a result, Mexican exports have provided over one-half of
the winter fruits and vegetables consumed by Americans in recent
years. Furthermore, Mexico’s positive balance of trade with the
United States in fruits and vegetables increased from $215 million in
1980 to $742 million in 1986. While total U.S. agricultural trade
worldwide rose at an average rate of 2.3 percent from 1982 to 1988,
U.S.-Mexican agricultural trade grew by 11.6 percent during this
period. Today, the United States accounts for about 90-95 percent of
Mexico’s agricultural exports and for 70-75 percent of its agricultural
imports.”
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Although American import duties on agricultural products
are generally low, the United States maintains higher seasonal tariffs
on horticultural goods to limit Mexican imports during the main
marketing period for U.S. products. To achieve more secure access
to the U.S. market for its agricultural exports, Mexican officials
realized that some tradeoffs would be necessary. Thus, American
negotiators indicated that the United States would refuse to remove
its tariffs and non-tariff barriers in the sensitive fruit and vegetable
sector if Mexico continued to protect its corn producers. When
Mexico agreed to tariffy without exception, it effectively undercut
the protectionist citrus and sugar producers in the United States.”

Of course the move to agricultural free trade with the United
States presents some major risks for Mexico. For example, since
Mexican corn and bean producers are subsistence peasant farmers
rather than commercial farmers, there is no way to ensure them
alterative occupations. The possibility also exists that agricultural
trade liberalization in the NAFTA will lead to mass emigration to
Mexican and American cities.”” To ease the adjustment to free trade
in corn with the United States, the Mexican government will have to
establish various domestic programs during the fifteen-year transi-
tion period. It is likely that it will provide assistance: to establish
rural-based industries and to facilitate a gradual migration out of the
villages where the bulk of corn producers live; to modernize the
agricultural sector with technology and infrastructure; and to en-
courage a further change in emphasis from production of staple to
exportable crops. Despite the risks to its corn producers, the Salinas
administration feels that free trade with the United States, which
includes agricultural free trade, offers the best opportunities for
Mexico.

The United States also had compelling reasons for support-
ing agricultural free trade with Mexico. Of course the interdepen-
dence between the two countries is highly asymmetrical, with the
U.S. far less dependent on Mexican trade. Thus Mexico accounts for
only about 7 percent of American agricultural exports and for 10
percent of its agricultural imports. But Mexico still has become an
increasingly important agricultural export market for the United
States. While the total U.S. balance of trade with Mexico in the decade
of the 1980s was negative, the United States had a surplus of $3.3
billion in its agricultural trade balance with Mexico during that
period. Mexico was the United States” fourth largest single-country
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agricultural market in 1990, and the third largest in 1991 and 1992
after Japan and Canada. In fiscal 1992 Mexico’s strong economic
growth (and also the availability of U.S. Department of Agriculture
financing for exports) contributed to an increase in its purchases of
U.S. agricultural exports by 27 percent to almost $3.7 billion in value.
Aswell, Mexico remained the top market for U.S. exports of fats, oils,
greases, and dairy products, and it became the top market for seeds
and the second largest market for U.S. feed grains.”

Although Mexico has been liberalizing its agricultural trade
policies; it continues to maintain some major import barriers in this
area, and the United States viewed the NAFTA as a vehicle for
opening the Mexican market further. Before the recent market-
oriented reforms in Mexico, 100 percent of import categories were
covered by licensing. The coverage of licenses has been reduced
substantially, but the use of licenses for agricultural commodities
remains more important than for other products. Mexican tariffs also
continue to pose significant barriers to the export of some U.S.
agricultural products. Furthermore, Mexico maintains strict controls
over the import of basic foodstuffs, which include products that the
United States would like to export in larger quantities. In 1990, for
example, the tariff equivalents of Mexico’s import licenses were
about 73 percent for corn and about 50 percent for wheat—a substan-
tial trade barrier.

The United States agreed to exempt Mexico from its Section
22 import barriers even without comparable changes in market
access policies by such countries as Canada, Japan, and South Korea
(the latter two countries maintain a ban on rice imports). Neverthe-
less, the administration was not particularly concerned that it was
relinquishing its 1955 U.S. GATT waiver unilaterally (i.e., without
mutual concessions from other GATT members), because the waiver
would be abandoned only in regard to Mexico. American officials
also viewed the agreement with Mexico in the NAFTA as providing
a positive demonstration effect for the GATT Uruguay Round, where
the United States is leading the drive for tariffication. Thus the
Chairman of the U.S. House Agriculture Committee, Kika de la
Garza, has stated that “if NAFTA falls by the wayside, it will be an
indication to the rest of the world—for those working on the GATT—
that if we do not care about our neighbours north and south, we are
not going to care about the rest of the world.””® In contrast to the
United States, Canada strongly opposed tariffication in the GATT
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negotiations, and it was fearful that relinquishing its supply-man-
agement related quotas in the CUFTA and NAFTA would establish
an undesirable precedent for the global talks.

Despite the advantages to the United States of freer agricul-
tural trade with Mexico, the NAFTA will clearly involve some trade-
offs in the U.S. agricultural sector. The gains should go primarily to
grain and soybean producers, while the losses are more likely for
citrus and winter fruit and vegetable growers and some food proces-
sors, mainly in California, Florida, and Texas. Although the United
States has negotiated a longer tariff phaseout period and safeguard
provisions for its more sensitive agricultural products, some Ameri-
can fresh fruit and vegetable growers have protested that the transi-
tion period does not provide adequate protection. Florida agricul-
tural groups have also argued that the NAFTA’s volume-based
safeguard mechanism againstimport surges should be supplemented
by a price-based safeguard mechanism, because small changes in
import quantities at peak marketing times could resultin major price
swings. In addition they have joined with U.S. winter vegetable
producers to demand that the tariff phaseout period for import-
sensitive products be increased to twenty years. But the strongest
protests have been voiced by the American sugar producers who
forced the U.S. administration to play a two-level game in the
NAFTA negotiations with one of the more protectionist agricultural
sectors.

The U.S. Sugar Producers

The United Statesis the fifth largest sugar-producing country
in the world, but it continues to depend on sugar imports to meet its
domestic requirements. Almost all U.S. sugar is grown in four
sugarcane-producingstates and fourteen sugarbeet-producing states.
The world sugar market has been marked by unstable and low prices,
and the United States has a long history of government involvement
to protect its sugar producers. It should be noted that almost all
national governments intervene in the sugar trade because of sugar’s
importance as a staple in a wide variety of manufactured goods, and
because of its large investment requirements and its role in generat-
ing employment and foreign exchange.”

The current U.S. sugar program was authorized by the 1981
Agriculture and Food Act, and modified by the 1985 Food Security
Act and the 1990 Food, Agriculture, Conservation, and Trade Act.
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The program provides support to domestic producers by establish-
ing a loan rate which ensures them a minimum U.S. market price for
their sugar. To maintain prices at the required level, the U.S.
Department of Agriculture (USDA) uses a TRQ to limit the supply of
foreign raw cane sugar. The TRQ permits imports within the quota
limit at low—or no—tariff levels, but imposes a rather prohibitive 16
cents per pound tariff on sugar imports above the quota limit. Each
year the USDA produces estimates of the domestic production and
demand for sugar and establishes the import quota that will support
domestic prices at the target level. The U.S. Trade Representative
then allocates individual quotas to foreign suppliers, based on their
percent share of U.S. imports during the 1975-81 period when im-
ports were relatively unrestricted. In contrast to imports, no limits
are normally placed on domestic sugar production. Asaresult, about
81 percent of sugar deliveries for U.S. consumption were produced
domestically in 1991-92, and only 19 percent were imported.

Despite the U.S. tariff rate quota system, a number of factors
have contributed to an increase in the supply of sugar relative to
demand. In the 1980s American output of both cane and beet sugar
increased as a result of higher productivity and the assurance of
relatively high prices through the price support program. At the
same time, a new technology to produce high fructose corn syrup
(HFCS) caused the consumption of sugar to decline steadily. The use
of HFCS rapidly increased because of its technical ability to substitute
for sugar in many products, especially soft drinks, and because of its
much lower production costs relative to sugar. Thus, the consump-
tion of corn sweeteners surpassed sugar as the predominant sweet-
ener in the United States in 1986. The use of low calorie sweeteners
inthe United States (mainly aspartame and saccharin) also increased
rapidly from about 6 percent of total U.S. sweetener consumption in
1980 to almost 15 percent in 1991.

In response to the rising domestic sugar production and
declining demand, the United States reduced annual imports from
about 4.2 million tons on average in 1979-81 to a quota of about 1
million tons in 1988. The imports under quota represented only
about 19 percent of U.S. sugar consumption in 1991-92 compared to
about 40 to 50 percent before the 1980s. Despite the decline in
imports, the factors mentioned above (increased productivity, and
competition from HFCS and low-fat sweeteners) have continued to
pose pressures for change in the current system of support for
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American sugar producers. The U.S. sugar program provides grow-
ers and processors with about $561 million in benefits annually, and
the changes occurring in the U.S. sugar market have posed a major
threat to them. From the perspective of the producers, the NAFTA
represents a potential new threat to their favored position.

The NAFTA formula for liberalizing the U.S. sugar import
program is quite complex. Chapter 7 of the agreement stipulates that
the United States and Mexico will gradually reduce their barriers to
sugar trade with each other and will harmonize their border protec-
tion vis-a-vis the rest of the world. By the end of a fifteen-year
transition period all restrictions on Mexican-U.S. sugar trade will be
eliminated. In the first six years of the agreement Mexico’s sugar
exports to the United States will be limited toits current quota 0f 7,259
tonnes if it does not become a net surplus producer of sugar. How-
ever, if Mexico becomes a net surplus producer for one year during
the initial six-year period, it will gain duty-free access to the U.S.
market for up to 25,000 tonnes of sugar per year. Beginning in year
seven of the agreement, if Mexico is a net surplus producer it will be
able to ship up to amaximum of 150,000 tonnes of sugar to the United
States. This quota will increase 10 percent a year over the remainder
of the fifteen-year transition period. But if Mexico becomes a net
surplus producer for two consecutive years, it will have unlimited
access for its net exportable surplus to the United States beginning
with year seven the agreement. At the end of fifteen years there will
be free trade in sugar between the two countries, regardless of
Mexico’s status as a producer.

American sugar producers are extremely concerned that the
NAFTA provisions on Mexican sugar exports will undermine their
position. Indeed, the chairman of the National Legislative Commit-
tee of the American Sugar Cane League essentially charged the Bush
Administration with playing a two-level game at their expense in the
NAFTA negotiations:

The present Administration, together with its imme-

diate predecessor, has been trying to legislatively

destroy our industry for years.... Because of the wis-

dom of Congress, its efforts have been unsuccessful.

Under the proposed NAFTA, the Administration is

attempting to doadministratively through asecretly-

negotiated trade agreement that which it was pre-

vented from doing legislatively.”
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A primary concern of the U.S. sugar industry and its Con-
gressional supporters is that Mexico will increase its exportable
surplus of sugar by substituting high fructose corn syrup (HFCS) for
sugar in its soft drink industry. (Unlike the United States and
Canada, Mexico still uses sugar rather than HFCS in its soft drink
production.) The U.S. industry has demanded that the determina-
tion of Mexico’s “surplus producer” status be modified to include
other caloric sweeteners such as HFCS as well as sugar in the
calculations. When pressed on this issue in the U.S. Senate Finance
Committee, Deputy Agriculture Secretary Ann Veneman acknowl-
edged that the Mexicans had refused to negotiate a deal that would
prevent their substitution of HFCS for sugar. Nevertheless, the U.S.
Department of Agriculture maintains that Mexico will be unable to
increase its use of corn sweeteners in the near term. The sugar
industry has expressed many other concerns to the U.S. Congress
about the NAFTA, including the provisions on market access and the
length of the period after which Mexico would gain unlimited access
to the U.S. market.”®

After the NAFTA was signed on 17 December 1992, the sugar
industry shifted its attention from the agreement itself to the pro-
posed supplementary or side agreements. Ina4 October 1992 speech,
Democratic presidential candidate Bill Clinton had indicated that he
would seek three side agreements to strengthen the NAFTA provi-
sions on the environment, labour, and import surges. President-elect
Clintonreiterated this promise at the time of the NAFTA signing, and
the sugar industry soon pressured for a provision limiting Mexican
sugar exports in the proposed side agreement on import surges.
Citrus and winter vegetable growers joined with the sugar producers
in demanding a more generic provision in the side agreement that
would protect several agricultural sectors which were threatened by
imports.

In calling for additional safeguards against imports of Mexi-
can sugar, the American producers could rely on some support from
Mexico’s export competitors. Since the United States will retain its
global quota for sugar imports, any planned increases in the Mexican
sugar quota will be offset by a reduction in the quota for other
countries. Other sugar exporters to the United States such as the
Caribbean Basin Initiative (CBI) countries and Australia complained
that they would lose market share in the United States and that
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increased Mexican production for export could lead to a drastic
decline in world sugar prices. The CBI countries also joined the U.S.
producers in arguing that high fructose corn syrup should be in-
cluded with sugar when determining Mexico’s status as a net ex-
porter or importer.

Although the administration certainly felt pressured by the
U.5. sugar producers and their Congressional advocates, they had
reasons for giving greater consideration to other interest groups and
issues. Most U.S. studies conducted both before and after the NAFTA
was signed indicated that the American farm sector overall would
gain from the agreement (these same studies tended to find that the
Mexican agricultural sector overall would sustain losses).” For
example, a report prepared for the Administration by the Agricul-
tural Policy Advisory Committee (APAC) recognized thatthe NAFTA
would add to competitive pressures for U.S. producers of cotton,
sugar, and certain fruits and vegetables, but it also indicated that the
agreement would increase export opportunities for grains, oilseeds,
dairy, tree nuts and meats. Weighing the costs against the benefits,
the APAC concluded that “the proposed NAFTA agreement pro-
vides long term net export growth opportunities for U.S. agriculture
and is in the economic interest of the United States.””® Even in such
sectors as fruits and vegetables, studies predict that U.S. producers
will have gains as well as losses. Itis possible, for example, that U.S.
fresh apple, pear, and peach exports to Mexico could double during
the transition period. Thus, the authors of one study conclude that

some U.S. fruit and vegetable producers would in-

crease their exports to Mexico with the removal of

import license requirements. U.S. grape growers

plan to sell grapes in Mexico due to divergent sea-

sons. Other fruit and vegetable producers may find

markets for their high quality products in the upper-

income, urban groups, a market that should expand

under an FTA. U.S. exports to Mexico of fresh or-

anges, apples, pears, nectarines, peaches, almonds,

and pistachios are also expected to increase under an

FTA.”

In view of these studies, it is understandable that the U.S.
administration would give more credence to agricultural export
interests than to protectionist interests when considering the issue of
import surges. The danger also existed that support for the demands
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of the sugar producers would divide the U.S. agricultural commu-
nity. Thus more competitive sectors such as the grain producers
opposed the inclusion of additional agricultural safeguards in the
side agreement on import surges, because they feared that the
safeguards would also interfere with U.S. farm exports to Mexico. As
an indication of the strong agricultural support for NAFTA, over 100
U.S. agricultural groups formed a coalition, termed “ AG for NAFTA,”
inJuly, 1993, to pressure for Congressional passage of the agreement.
The coalition is composed primarily of agribusiness groups which
strongly supported the trade policies of the Reagan and Bush admin-
istrations. It also includes some of the most important general farm
organizations such as the American Farm Bureau and the National
Grange. It should be mentioned that the Farmers’ Union and Na-
tional Farmers’ Organization, which usually support the Democratic
party, are opposed to NAFTA as currently negotiated.®

American sweetener users (consumers and manufacturers of
sweetener-containing products) were also not particularly sympa-
thetic to the demands of the sugar producers. The sweetener users
pay the cost of supporting the producers through higher prices which
result from U.S. import restrictions on lower-priced world sugar.
Domestic manufacturers argue that the higher price of their raw
sugar inputs detracts from their competitiveness. The U.S. General
Accounting Office generally agrees with this view and has estimated
that the cost of the U.S. sugar program to sweetener users amounts to
about $1.4 billion annually.® As a result, the President of the U.S.
Sweetener Users Association views producer claims that Mexican
sugar will flood the U.S. market under the NAFTA provisions as
grossly exaggerated. The association maintains that the NAFTA will
create opportunities for U.S. companies to supply Mexico’s growing
consumer demand for sugar-containing products.

Another factor gravitating against a strong U.S. position on
import surges was that this was a relatively unimportant issue to the
U.S. Congress. Although a number of Congressmen called for
additional safeguards against imports in a side agreement, the side
agreements on environment and labor were—and continue to be—
far more salient. Whereas some Congressional leaders seem pre-
pared to vote against the NAFTA accord if environmental and labour
issues are not addressed to their satisfaction, they are clearly less
committed to a strong side agreement on import surges. Moreover,
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redistricting has resulted in a new U.S. Congress that is more repre-
sentative of recent demographic changes allocating fewer members
from rural areas and more from the suburbs. Although sugar
producers continue to have some strong Congressional supporters,
they can expect to receive less support than previously.

Finally, officials and advisors in the Clinton Administration
have generally downgraded the importance of the sugar producers’
demands. Mexico is currently a net importer of sugar, and the U.S.
Department of Agriculture (USDA) and U.S. Trade Representative
maintain that it is unlikely to become a net sugar exporter in the near
future. They believe that the current pattern of U.S5.-Mexican sugar
trade should not change appreciably during the initial six-year
period of the NAFTA. Evenif Mexico were able to increase its sugar
exports to the United States, the overall U.S. import level would not
necessarily increase because the quotas the United States allocates to
other countries would be lowered. Furthermore, the USDA consid-
ers it unlikely that Mexico will substitute corn sweeteners for sugar
in its beverage industry because the price differential between these
two inputs in Mexico would make such a shift uneconomical. Agri-
culture officials have also argued that there are additional safeguards
for the United States after year seven of the agreement, and that
fifteen years is sufficient time for the U.S. sugar industry to adjust to
free trade with Mexico.®

U.S. Secretary of Agriculture Mike Espy has also stated that,
despite some concerns about the sugar provisions, the NAFTA will
be “good for American agriculture in general.” Espy has maintained
that “an absolute top priority” is to increase opportunities for U.S.
agricultural exports, and that the NAFTA will benefit U.S. beef, corn
and dairy exports to Mexico.®? In addition, the U.S. National Eco-
nomic Council prepared an options paper on the side agreements in
March, 1993, which cautioned that a strong agreement on import
surges would probably be used more to block U.S. exports than to
protect U.S. industries. The Council also indicated that American
pressures for a strong import surges accord would lead to charges
thatit was reopening the NAFTA agreement. Inaccommodating the
demands of U.S. sugar producers, other industries in all three coun-
tries would pose similar demands to re-open the NAFTA on their
behalf.*

As aresultthe United States adopted a mild stance onimport
surges, proposing to Canada and Mexico that the three countries set

NAFTA Agricultural Negotiations/Cohn 39



up a NAFTA Safeguards Committee as a consultative mechanism
that would have no powers to limit unexpected import surges
beyond those already mentioned in the original NAFTA text. The
American negotiators proposed the more mild conditions to avoid
Mexican and Canadian charges that they werereopening the NAFTA
agreement, but Mexico and Canada remained concerned that a side
deal onimport surges could be used as an excuse by the United States
toreimposeimportrestrictions. On12 August 1993 the United States,
Canada and Mexico reached final agreement on the three side ac-
cords. The side accord on import surges, titled “The Understanding
on Emergency Action,” establishes a working party on emergency
action, but it does not strengthen the three countries’ powers to limit
imports beyond those already provided in the NAFTA text.*
Although the U.S. administration pressed for the longer
fifteen-year phaseout period for sugar import barriers, it undoubt-
edly views the NAFTA negotiations as a two-level game which
facilitates curbs on protectionist producers such as those in the sugar
industry. As one agricultural trade specialist has stated, the sugar
program is considered to be “one of the most wasteful agricultural
programs in terms of costs imposed on sugar buyers and perverse
incentives given to U.S. growers.”® Unlike U.S. Department of
Agriculture commodity programs that provide direct payments to
producers, the sugar program does not impose payment limitations
on beneficiaries. Thus the U.S. General Accounting Office estimates
that one farm received over $30 million in benefits from the sugar
program in 1991, and that the 33 largest farms each received over $1
million in benefits that year. About 150 farms—only one percent of
all U.S. sugar farms—received 42 percent of the entire sugar grower
benefits in 1991, and four manufacturers of high fructose corn syrup
received 87 percent of the HFCS industry’s indirect benefits from the
sugar program.”” Since there are cane sugar, beet sugar, and HFCS
producers in many states, they have traditionally enjoyed consider-
able Congressional support for their interests. In short, the NAFTA
has provided the U.S. administration with a powerful tool in its
efforts to decrease costly protectionism in the industry.
Insummary, despite the pressures of U.S. sugar and horticul-
tural producers, the NAFTA calls for a phasing out of all agricultural
tariffs and non-tariff barriers between Mexico and the United States
within fifteen years. However, this study outlined the fact that
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Canada continues to apply the GATT Article XI exception for its
supply managed dairy and poultry products. As with the American
position on export subsidies, bilateral or trilateral negotiations did
not “provide a sufficient critical mass” for Canada to alter its supply
management policies.

Only a multilateral Uruguay Round agreement would pro-
vide sufficient pressure, and also counterbalancing benefits, to in-
duce the Canadian government to agree to tariffication. Until re-
cently, it seemed that a broad consensus was emerging in the GATT
in favour of tariffication, and that those countries opposed to
tariffication were increasingly isolated. At the Brussels ministerial
meeting in December, 1990, about 13. countries were supporting the
GATT Article XI exception, and the European Community initially
expressed sympathy with this view. But in August, 1991, the EC
negotiators agreed with the United States that a comprehensive
agreement on agriculture would have to include tariffication. Just
before the GATT Director-General tabled his draft Uruguay Round
agreement, Canada led a group of only six countries (Canada, Japan,
South Korea, Israel, Norway and Switzerland) arguing that Article XI
should be clarified and strengthened. Since Norway and Switzer-
land are considering membership in the European Community and
Israel has close ties with the EC, only three of these countries
(Canada, Japan, and South Korea) could be viewed as resolute
opponents of tariffication.®

Still, conflict has emerged between the United States and the
European Community over the EC’s policy on market access in
agriculture. The tariffication provisions in the draft Uruguay Round
agreement are ambiguously worded, and the United States has
charged that the European Community has distorted the spirit of the
provisions by interpreting them in the most restrictive manner
possible. Asaresult, the United States maintains that the Community’s
market access offer tabled in the GATT would actually increase EC
trade protection for such agricultural commodities as rice, wheat,
and corn. According to U.S. officials, this would violate the Dunkel
draft GATT agreement which specifies that access opportunities
after tariffication should be atleast equivalent to those existing before
tariffication. American negotiators insist that the European Commu-
nity must produce a better market access offer for agriculture, or the
U.S.-EC agreement on export subsidies (the Blair House accord)
could be jeopardized.
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The firm American stance is also linked to U.S. domestic
pressures, since the American Farm Bureau Federation has warned
that it could not support an agreement that actually decreased the
existing level of access. Furthermore, the U.S. Agriculture Secretary
has described a better access agreement as a “deal breaker” without
which he cannot take the GATT accord to farm state senators.* Ata
minimum, the tariffication issue in the GATT Uruguay Round will
not be seriously addressed until the current U.S.-EC market access
dispute is resolved. Despite the adamant U.S. position on this issue,
itshould be mentioned that the European Community is not the only
actor whose market access offer is being seriously questioned. For
example, Canada and several other dairy producing countries are
very dissatisfied with the U.S. market access offer for dairy products.

SANITARY AND PHYTOSANITARY MEASURES

Article 724 of the NAFTA defines sanitary and phytosanitary
measures as those designed to protect animal or plant life from a
variety of risks, including “the introduction, establishment or spread
of a pest or disease”, “the presence of an additive, contaminant, toxin
or disease-causing organism in a food, beverage or feedstuff”, “a
disease-causing organism or pest carried by an animal or plant,” and
“the introduction, establishment or spread of a pest.” While the
market access provisions of the CUFTA will continue to govern
Canada-U.S. agricultural trade, the health and sanitary provisions of
NAFTA are trilateral and will largely supersede those of the CUFTA.
In some respects the negotiations on sanitary and phytosanitary
measures have been more productive than those on trade distorting
subsidies and market access:

The negotiations on health and sanitary issues have

been productively engaged in all three negotiations.

They were started in the Canada-U.S. They were

built on and elaborated in the GATT and further

refined in the NAFTA.®

A distinctive characteristic of agriculture is the importance of
border regulation to protect human health and the health of domestic
plants and animals. A contentious trade policy issue is whether
sanitary and phytosanitary measures at the border exist for legiti-
mate domestic reasons, or whether they are used as non-tariff barri-
ers to trade. One test of legitimacy is whether imports and domestic
products are treated equally. Even if there is equal treatment,
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differential standards across countries in themselves give rise to
complaints of unfair trade. For example, American producers have
complained about unfair competition with Mexican growers who
can use DDT and other chemicals that are illegal in the United
States.”

Specific provisions on SPS measures in agriculture are con-
tained in NAFTA Chapter 7, Section B, and more general provisions
which are relevant to the SPS issue are found in Chapter 9 on
“Standards-Related Measures.” The provisions in these two chap-
ters seek to achieve a variety of objectives. They affirm that each
country may take its own standards-related measures and may
prohibit the imports of other countries’ goods that do not comply
with those requirements; they call upon each country to provide
“national treatment”, applying its measures in a nondiscriminatory
fashion to domestic and foreign goods; they caution that each coun-
try must apply its measures in a manner that does not create unnec-
essary obstacles to trade or disguised restrictions on trade; they
indicate that each country’s measures should rely whenever feasible
on international standards, scientific principles, and an appropriate
risk assessment (although the proviso is added that standards more
stringent than those used internationally may be imposed); and they
call upon the three countries to “pursue equivalence of their respec-
tive SPS measures.”*

As a result of experience with the CUFTA and the GATT
Uruguay Round negotiations, the NAFTA provisions outline clearly
the goals and principles to follow on sanitary and phytosanitary
issues. Nevertheless, Josling and Barichello note that the mecha-
nisms to enforce the SPS objectives outlined continue to be sorely
lacking:

The language of the agreement is heavily laden with

“shoulds” and “mays”. Few enforcement mecha-

nisms are included to ensure that these measures do

not become or remain as disguised trade barriers.

This is worrisome because, with the removal of other

trade barriers, industries inevitably will pressure

governments to use technical barriers—in addition to

antidumping and countervail actions—to restrictim-

ports. The NAFTA does, however, clearly articulate

the principles and objectives being sought, evenif the

results cannot be effectively enforced. In conjunction

with the dispute settlement procedures, a clearer
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statement of principles will be helpful in resolving
disputes, offsetting, at least in part, the lack of en-
forcement provisions.”

CONCLUSION

This study demonstrates that the NAFTA agricultural nego-
tiations were influenced by, and also had an impact on, domesticand
global as well as regional agricultural policies. The domestic pres-
sures for protectionism in agriculture, combined with the GATT’s
failure thus far to regulate agricultural trade and the Canada-U.S.
Free Trade Agreement’s inability to resolve some major agricultural
differences between the two North American states, imposed major
constraints on what could be accomplished in the NAFTA negotia-
tions.

As Robert Putnam has noted, a government must bargain
with its domestic constituencies at the same time as it is negotiating
with foreign governments if its international agreements are to
become legitimized and effective. Since most industrial countries
have influential domestic groups strongly committed to agricultural
protectionism, the bargaining process with domestic interests in
agriculture tends to be particularly intense. Protectionist agricul-
tural groups also are often able to use the political system to their
advantage. Inthe U.S. system marked by a separation of powers and
alack of party discipline, the Congress has been particularly suscep-
tible to domestic agricultural pressures. In Canada, the Federal
government has been reluctant to alter the supply management
system, partly because of the strength of the dairy industry in
Quebec. Domestic priorities in agriculture have had a major impact
on the GATT which provides exemptions for agriculture in its Article
XVIbanning export subsidies and its Article XI banning quantitative
restrictions on imports. Although the CUFTA went beyond the
GATT in prohibiting export subsidies on agricultural trade between
the United States and Canada, it did little to limit U.S. agricultural
export subsidies in the more important third-country markets. The
CUFTA also accomplished little in the area of market access, since
Canada retained its right to use import quotas for supply-managed
products, and the United States continued to impose import quotas
through its 1955 GATT waiver.

In view of the above constraints, the NAFTA accomplish-
ments in the areas of agricultural subsidies and market access were
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limited. The United States prevented the NAFTA from extending the
CUFTA ban on agricultural export subsidies between the U.S. and
Canada to Mexico, and Canada refused to relinquish its prerogatives
to use import quotas for supply-managed dairy and poultry prod-
ucts in the NAFTA agreement. Itis true that the United States agreed
to exempt Mexico from its Section 22 import quotas in return for
Mexico’s agreement to exempt the United States from its import
licensing regime. But this breakthrough in the negotiations had
limited impact because NAFTA has two bilateral agreements on
market access in agriculture, between the United States and Mexico,
and Canada and Mexico. In the Canadian-Mexican bilateral, Canada
retains the right to use agricultural import quotas under GATT
Article XI.

All three countries had issues that they considered non-
negotiablein the NAFTA talks, partly because they were toosensitive
domestically. The American position on agricultural export subsi-
dies, the Canadian position on agricultural import quotas, and the
Mexican position on energy-sharing issues would all fall into this
category. In his discussion of two-level games, Putnam notes the
irony that

ceteris paribus, the stronger a state is in terms of

autonomy from domestic pressures, the weaker its

relative bargaining position internationally. For ex-

ample, diplomats representing an entrenched dicta-

torship are less able than representatives of a democ-

racy to claim credibly that domestic pressures pre-

clude some disadvantageous deal. Thisis yetanother

facet of the disconcerting ambiguity of the notion of

‘state strength’.*

Inregard to American exportsubsidies and Canadian supply
management policies, the trilateral negotiations did not provide
sufficient “critical mass” for either country to agree to changes
requested by its two trading partners. Furthermore, since GATT
Articles XIand XVIsanction the use of agricultural import quotas and
export subsidies under specified circumstances, a resolution of dif-
ferences over these issues in North America is likely to be achieved
only in a GATT Uruguay Round Agreement. Thus, the NAFTA
agricultural negotiations were delimited, not only by domestic pre-
rogatives, but also by unresolved issues at the global level. The
United States will simply not offer major concessions on export
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subsidies in a North American context until its major protagonist—
the European Community—agrees to similar reforms.

Despite the limitations imposed on the negotiators in the
NAFTA agricultural agreement, in some respects the NAFTA nego-
tiations did have an impact on the member countries’ agricultural
policies. American, Canadian, and Mexican government leaders in
recent years have all used the regional and international trade
negotiations as a means of bringing about domestic changes—often
in the direction of deregulation, privatization, and trade liberaliza-
tion. For example, Robert Paarlberg notes that U.S. reformers wanted
to use the GATT Uruguay Round as a “two-level game” to undercut
domestic farm lobbyists who benefited from expensive U.S. export
subsidy programs.” In addition, the U.S.-Mexican agreement to
relinquish agricultural import quotas permitted the United States to
curb the protectionism of its sugar producers, and Mexico to continue
with the far-reaching reforms of its agricultural policies.

Even in their most sensitive policy areas, the three govern-
ments have sometimes utilized the CUFTA, GATT, and NAFTA
negotiations to bring about domestic change. For example, Canada
has followed a two-track policy in efforts to satisfy both domestic
supporters and domestic and international opponents of its supply
management policies. At the same time as Canadian officials have
strongly defended supply management in the regional and global
trade negotiations, they have also taken actions to make the supply
management system more market responsive. Another example of
two-track policy-making relates to the Canadian Wheat Board. Al-
though Canadian officials have defended the Wheat Board in the
CUFTA, NAFTA, and GATT negotiations, many Canadian farm
groups have accused the government of adopting policies that in
effect have weakened the Wheat Board’s authority. Two major
examples: the government decided to take the export marketing of
oats away from the Wheat Board, and it attempted (thus far unsuc-
cessfully) to end the Board’s monopoly over barley exports. These
changes have been attributed both to the Conservative government’s
predilection for privatization and de-regulation, and to its desire to
deflect U.S. criticism of Canadian “state trading” practices.

The continued difficulties with negotiating agricultural is-
sues clearly indicate that agriculture is simply “not seen as an
economic activity like the others” for a variety of economic, political,
and social reasons. Although classical economists would like agri-
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cultural trade to “be made as free and as unsubsidized as possible,”
governments may always treat their agricultural sectors as some-
what of an exception.”® In the NAFTA negotiations, Mexico was
certainly risking more than the United States or Canada in agreeing
to liberalize its agricultural trade. Despite the fifteen-year phaseout
period for protection of Mexican corn producers, thousands of peas-
ant farmers “could be left with few choices but to abandon their land
and head either to Mexico’s already crippled cities or to the United
States.”” According to a recent World Bank report, agricultural
modernization in Mexico could displace up to 700,000 workers.*®
Some American and Canadian agricultural producers are also more
vulnerable to tradeliberalization agreements than producersin other
sectors where production levels and markets are more predictable
and controllable. Nevertheless, agricultural protectionism has con-
tributed to costly inefficiencies in the United States, Canada, and
Mexico, and all three countries would benefit in certain respects from
trade liberalization in this area. To achieve trade liberalization in
agriculture, and also protect the livelihood of farmers at a reasonable
level, it is essential to adopt a varied approach to negotiations that
considers the domestic, regional, and global repercussions of agree-
ments such as the NAFTA.

GLOSSARY
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APAC = Agricultural Policy Advisory Committee
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GATT = General Agreement on Tariffs and Trade
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