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Ronald D. Knutson,
Rene F. Ochoa,
Karl D. Meilke,

& David P. Ernstes’

Achieving more complete mar-
ket integration among NAFTA
members depends on the harmo-
nization of policies, programs, and
regulations, but some problems
have proven to be considerably
harder to deal with than others. A
key is to create greater stakehold-
er understanding of the issues,
options and their consequences,
and to develop contingency strate-
gies for promptly and consistently
dealing with issues as they arise.

Until 2003, the beef and pork in-
dustries were among the best ex-
amples of North American market
integration. They are no longer,
and repairing the damage that has
been done has taken longer than
would have been anticipated. The

!The content of this Executive Summa-
ry was abstracted by the authors from
the proceedings of a Market Integration
under NAFTA Workshop held in San
Antonio, Texas, on May 4-6, 2005. The
nine base articles commissioned for the
Workshop are identified at the end of
the Executive Summary and are refer-
enced within it. These base articles are
published on the website of the North
American Agrifood Market Integration
Consortium (NAAMIC) at http:/naamic.
tamu.edu and subsequently will appear
in print by Agriculture and Agri-Food
Canada. From time to time, key state-
ments by conference participants are
also referenced.

actions required to avoid future
regulatory disasters of this type
were studied within the NAAMIC
framework by legislators, govern-
ment officials, producers, and ac-
ademics representing the North
American countries and are sum-
marized in this publication. The
issue of coordinating farm policies
is more complex but equally im-
portant. By addressing these and
other issues in the harmonization
spectrum, implications and rec-
ommendations are presented to
more effectively foster policy inte-
gration under NAFTA.

REGULATORY COORDINATION

NAFTA’s architects were well
aware that some form of regu-
latory coordination among the

Figure 1:

member countries would be nec-
essary to facilitate market inte-
gration. To this end, the agree-
ment specified an extensive set of
trilateral committees and work-
ing groups (hereinafter commit-
tees) to directly address aspects
of regulatory coordination in the
agricultural and food sectors as
illustrated in Figure 1. Some of
these committees have played
an active and successful role in
regulatory coordination, while
others have remained largely
dormant. At the same time, the
North American partners pur-
sued regulatory coordination in
other venues, sometimes as a
substitute for committee activi-
ties. The formal NAFTA commit-
tees have two basic structural
commonalities:

NAFTA envisioned that regulatory coordina-

tion would take place through NAFTA committees and

working groups.

Source: Green et al.
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NAFTA is at a critical point in its history. It is being challenged
by security concerns, new barriers to trade, and dangers of a
new wave of protectionism.

* Each member country desig-
nates a national chair to the
committee.

Committee meetings primar-
ily serve as occasions when a
mutual workplan is developed
and progress is reported and re-
viewed (Green et al.).

Resolving the Potato Wart Issue

On October 24, 2000, the Cana-
dian Food Inspection Agency (CFIA)
confirmed the presence of potato
wart disease in the province of Prince
Edward Island (P.E.l.). Although not a
threat to human health, potato wart is
a quarantine pest that renders pota-
toes unmarketable and reduces yield.
At the time of the outbreak, it was
generally acknowledged that there
was a surplus of potatoes in North
America. This surplus created an at-
mosphere in which certain sectors
of the industry could benefit from an
interruption in the trade of P.E.l. po-
tatoes, with lobbying groups actively
looking to protect their economic in-
terests on both sides of the border. At
the same time, the perishable nature
of the product demanded a quick res-
olution to the dispute.

After protracted negotiations, of-
ficials were able to resolve the issue
by agreeing on a systems approach
to mitigate risk and re-open the border
to P.E.I. potatoes. The key to the even-
tual removal of restrictions was the de-
velopment of a three-year monitoring
work plan by CFIA and APHIS which
provided sufficient scientific basis to
allow all parties to be satisfied with the
control measures that were in place to
adequately mitigate risk.

Source: Green et al.

Developing an integrated North
American market that continues
to compete on an international
scale will depend on the proactive
construction and implementa-
tion of harmonized, science-based
regulatory systems so that estab-
lished protocols can be more eas-
ily applied in times of crises. By
employing a systems approach to
management and certification, a
number of independent activities
can be taken to minimize the risk
that agricultural commodities
pose to importing countries while
meeting import standards. This
approach assures the applica-
tion of a measured and appropri-
ate response, so that when issues
emerge, the importing country can
be confident that the issue will be
dealt with in a manner that mini-
mizes risk (Green et al.).

Properly composed committees
have a comparative advantage in
dealing with sanitary and phyto-
sanitary (SPS) issues where sci-
ence is a key to the resumption of
trade. However, it often takes time
to reach definitive science-based
conclusions, thus creating a need
for strategic contingency planning
as a means for minimizing the ad-
verse trade impacts. In some cas-
es, there has been the tendency to
address SPS issues outside of the
trilateral committee structure on
a bilateral basis. In the meantime,
policymakers need to exercise re-
straint, allowing the committees to
do their work, thus minimizing the
potential for a trade dispute that
is settled only after protracted ne-

gotiations at the highest levels of
government. At times, there is the
perception that regulatory issues
are politically linked to one anoth-
er; and that progress in one area
will be rewarded with progress in
other areas. If science-based risk
assessments are to be the founda-
tion of the regulatory approach,
such quid pro quo linkages would
be of less importance, unless there
is a scientific reason for why one
regulatory issue is related to an-
other (Green et al.).

Given the importance of proactive

cooperation and strategic trilat-

eralism to regulatory coordina-

tion, the following best practices

could also be useful for committee

work:

* Clearly define the committee or
working group assignment.

+ Allocate the resources necessary
to carry out that assignment.

* Involve stakeholders from gov-
ernment and the private sector.

* Maximize transparency by pub-
licizing committee activities and
output.

Regulatory Shortfalls

Animal health management is no
longer only a matter of disease
prevention, diagnosis, and treat-
ment. In today’s era of market
integration, each disease has both
economic and health implications.
Designing a sanitary manage-
ment system requires consider-
ation of the influence and broad
impacts of the disease on produc-
ers, agribusiness, and consumers
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Integration of agricultural and food markets under NAFTA
has moved forward, but regulatory integration has not kept

pace.

Figure 2: Relationship among animal health, human

health, and trade.
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from economic, health, and food
security perspectives. Figure 2 il-
lustrates the complexity of inter-
actions among production, animal
health, human health, and trade.
The greatest management chal-
lenges lie at the animal health
and human health intersection
shown in the center. The World
Organization for Animal Health
(known by its original acronym,
OIE, Office International des Epi-
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zooties) oversees the global inter-
face between animal health and
trade. OIE currently includes 167
member countries in its World
Animal Health Information Sys-
tem. The system lists over 125
diseases that are transmissible,
have an impact on internation-
al trade in animals and animal
products, and must be notified to
the OIE when they occur within
a country. A NAFTA approach to

animal health would need to co-
ordinate the management of the
subset of these diseases that oc-
cur in or could be introduced to
North America. Some animal dis-
eases (zoonoses) are also human
health risks because they can be
transmitted to people by animals
(Sparling and Caswell).

In the direct center of Figure 2 is
the intersection of animal health,
human health, and trade. This
intersection represents a signifi-
cant biosecurity risk and the ac-
tions needed to enhance biosecu-
rity include coordinated animal
health management and trade
strategies. The term biosecurity
has been evolving as it is ap-
plied to a broader range of risk
sources. In the animal health
field, biosecurity refers to the ex-
clusion, eradication, or effective
management of risks posed by
animal diseases. More recently,
the term is being used to refer
to preventing the intentional in-
troduction of disease or contami-
nants into agricultural and food
systems. The term biosecurity in
this document encompasses the
management of animal diseases
regardless of the source of intro-
duction but with an emphasis on
potential transmission through
normal commercial and consum-
er activities. A defining element
of biosecurity risk is the evalua-
tion of whether it is significant
enough in animal health, human
health, and/or trade to merit ac-
tive management (Sparling and
Caswell).

3
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It is no longer adequate to develop purely national strategies for ani-
mal health management when both the risks and potential impacts
are international -- a trilateral approach is essential.

BSE in North America -- Timetable

December 8, 1993

BSE was reported in a purebred beef cow that was imported from the Unit-
ed Kingdom in 1987. While cattle imports to Canada from the United Kingdom
had been banned since 1990, the Canadian government implemented more
stringent disease detection and control measures on farms and at slaughter
plants. Then in 1997, in response to the high profile BSE crisis in the United
Kingdom, the Canadian and US governments introduced ruminant-to-ruminant
feeding bans with little or no further crisis planning between 1993 and 2003.

May 20, 2003

BSE was confirmed in a beef cow born, fed and raised in Alberta. Govern-
ments of 34 countries, including the United States and Mexico, banned imports
of ruminant and ruminant products originating from Canada. US boxed beef
exports from cattle less than 30 months opened in September 2003.

December 25, 2003

BSE was found in a dairy cow in Washington State. Within hours, more
than 50 nations, including Canada, Mexico, Japan, and South Korea, banned
beef imports from the United States.

December 29, 2004
USDA announced that it would re-open its borders to Canadian live cattle
under 30 months of age, as of March 7, 2005.

January 2, 2005
BSE was confirmed in a dairy cow in Alberta.

January 11, 2005
The fifth case of BSE in North America was confirmed in a beef cow in
Alberta.

March 2, 2005

A US federal judge in Montana granted an immediate preliminary injunction
against USDA regulations that would allow imports of Canadian slaughter and
feeder cattle less than 30 months of age. While an appeal of the judge’s deci-
sion is to be heard in the 9th Circuit Court of Appeals in San Francisco in June,
a hearing on a permanent injunction is scheduled for July 27 in Montana.

Source: Leroy et al.

A NAFTA approach to animal
health and biosecurity would be
developed within an already exist-
ing, multi-layered trade and regu-
latory environment. The North

q

American countries have bilateral
arrangements on these issues with
each other and with other trading
partners and have developed some
trilateral arrangements. They

interact through OIE, and also
are members of the multilateral
World Trade Organization (WTO)
and its Agreement on the Appli-
cation of Sanitary and Phytosani-
tary Measures (SPS Agreement).
Individual states and provinces
often have animal health regula-
tory bodies that are coordinated
to varying degrees with federal
efforts.

Integration of agricultural and
food markets under NAFTA has
moved forward on several fronts
since the agreement went into
effect in 1994, but regulatory in-
tegration has not kept pace. As
a result, market integration has
become vulnerable to disinte-
gration when disease outbreaks
or even individual cases occur,
such as the BSE cases confirmed
in 2003 and 2005 (Sparling and
Caswell).

BSE Impacts

Before May 20, 2003, the cattle
sector was an example of integra-
tion under NAFTA. It is now an
example of disharmony, market
segregation, and confusion. The
basic impact was market disrup-
tion, which resulted in sharp Ca-
nadian price declines due to the
absence of market outlets. After
the border closure, Canadian pric-
es dropped US$20/cwt and more
relative to US levels (Gervais and
Schroeder). The greatest impacts
were in Canada because the Ca-
nadian industry is more depen-
dent on export markets and does
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Developing an integrated North American market that competes on
an international scale requires proactive construction and implemen-
tation of harmonized, science-based regulatory systems and proto-
cols that can be applied on a trilateral basis in times of crises.

not have the capacity to slaughter
all of its live animals. The reopen-
ing of the border for boxed beef
muscle cuts and veal from Cana-
da in September 2003 served as a
release valve for increased Cana-
dian slaughter of cattle under 30
months old.

The value of Canadian cattle that
would have been slaughtered by
US packing plants and the result-
ing beef sales has been estimated
at $1 billion, resulting in a loss of
income to the US economy of $282
million and 5,000 jobs (Gervais
and Schroeder). This loss is con-
centrated in a few packing plants
located in the Northwest United
States (primarily Washington)
and Utah that depend heavily on
imports for slaughter. The longer
the prohibition of imports contin-
ues, the more likely it is that some
of these plants will not survive.
Even while US beef imports have
increased, sustained consumer
demand for beef and tight domes-
tic supplies have US and Mexican
cattle producers enjoying some of
the highest prices in recent his-
tory (Leroy et al.). Yet Mexico has
prohibited the imports of quality
breeding stock, on which it de-
pends to improve genetics.

The long-run implication of the
US border closure to Canadian
live cattle is that it is fueling
structural change that the North
American beef industry will live
with for years to come, including:
* Closure of the border has creat-

ed substantial incentives for in-

vestments in Canada to expand
slaughter and packing facilities.
Canadian cattle slaughter in-
creased nearly 1 million head in
2004 relative to 2003 and is ex-
pected to increase to 1.5 million
head in 2005 with continued
additional expansion. If this ex-
pansion continues and the bor-
der remains closed, Canada will
expand its slaughter capacity to
fully accommodate its own pro-
duction.

In the meantime, generally high
US cattle prices are causing ex-
pansion in the US and Mexican
cattle population. If and when
the US border re-opens to Ca-
nadian live cattle, excess cattle
slaughter capacity will exist in
North America and only those
ranchers and feedlots well-posi-
tioned to compete will survive.
Obviously, this will lead to
substantial economic costs for
both trading partners that will
strain relations (Gervais and
Schroeder).

* While these conditions play out,
US consumers will receive a
larger share of their beef from
Canada, to the direct detriment
of the US and Mexican indus-
tries.

Considering the long-term na-
ture of cattle production and
investment in packing plants, it
could take years for the industry
to readjust. In the process there
will be fewer but larger ranch-
es, feedlots, and packers. The
Northwest US ranchers, feedlot
operators, and dairy farmers
(selling cull cows) will be partic-
ularly stressed by fewer market
outlets.

BSE has resulted in the loss of
major export markets by both
the United States and Canada.
The US share of world exports
declined from 20 percent in 2003
to 3 percent in 2004. During this
time, Brazil increased its world
beef market share from 14 per-
cent in 2002 to an expected 25
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When an issue arises, there has been the tendency to elevate
it to a political level that does not allow the NAFTA committee

system to operate.

percent in 2005. While Canada
lost market share in 2003, it has
regained some of the lost share
representing about 9 percent of
world beef exports in 2005 (Ger-
vais and Schroeder).

In summary, US beef produc-
ers have lost market share to
Canada and other countries pro-
ducing fed cattle. International
markets are proving to be more
difficult to recover than domestic
markets with serious long-term
consequences. Once markets are

closed, it is extremely difficult to
reopen them because protection-
1st forces become stronger as the
industry adjusts to the increas-
ingly distorted market setting.

Regulatory Failures

Analyzing a problem in retro-
spect 1s easy, dealing with it in a
crisis environment is much more
difficult (Fernandez). Looking
back at the handling of the BSE
cases and avian influenza out-
breaks, it is obvious that the
animal health regulatory system
was stressed and took longer to
react and regain control than it
should have. Often overlooked is
the fact that the first BSE case
was discovered in North America
more than a decade ago (1993 not
2003). Specific problems identi-
fied and suggested responses in-
clude:

* Despite the fact that the first
BSE case was discovered in
1993, the lack of a coordinated
approach was evident every-
where, between federal and
state/provincial agencies man-
aging events and between na-
tional governments trying to
return to more normal trade
patterns.

* Plans for managing the initial
outbreaks and trade redemp-
tion seemed to be developed on
the fly, and in the case of BSE,
interest groups were heavily
involved in the process. Animal
health systems did not appear
to be well developed within
countries, much less between

them. Effective national strat-
egies still remain elusive; the
Canadian and US beef indus-
tries appear to have made rel-
atively little progress towards
reestablishing the pre-2003
situation.

Ad hoc regulatory coordination
followed by crisis responses
proved to be much more costly
to the industry and to govern-
ment than comprehensive ap-
proaches to managing animal
disease and biosecurity issues.
The lack of regulatory integra-
tion among the North American
countries increased the risks
generated by market integra-
tion. This increase in risk was
not anticipated by either the
industry or the regulators. Se-
rious work needs to be done on
acceptable levels of risk, which
increase as export dependency
increases (Fernandez).

Track and trace capabilities are
essential to support the iden-
tification and isolation of po-
tentially infected animals and
products. The current track
and trace capabilities have
been revealed inadequate to
meet the needs of an effective
animal health management
system. Standards should be
coordinated across the three
countries to allow for seam-
less tracking through the food
chains. All stakeholders stand
to gain from traceability and
those most directly affected
must be involved in standards
and systems development (Cas-
well and Sparling).



Agrifood Regulatory and Policy Integration under Stress - Executive Summary

Once markets are closed, it is extremely difficult to reopen
them because protectionist forces become stronger as the in-
dustry adjusts to the increasingly distorted market setting.

What Role Could NAFTA Play?

More than a decade following the
first North American BSE case,
there is little progress in develop-
ing a North American BSE strat-
egy in spite of numerous meetings
and attempts to do so. To date,
there is little evidence that the net
benefits of a trilateral approach to
animal health management are
perceived to be large enough to
give it real momentum. This per-
ception both feeds into and is a re-
sult of an apparent lack of political
will to pursue stronger regulatory
integration within NAFTA. The
countries appear to be unwilling
to share control on issues that are
critical to their sense of biosecu-
rity and their perceived ability to
protect the health of their own hu-
man or animal populations. The
complexity of the management
issues involved contributes to the
lack of inertia on NAFTA regula-
tory integration. The challenges of
managing national systems with

both federal and state/provincial
standards and institutions are a
significant issue within a national
context. The idea of managing the
same relationships at the supra-
national level is daunting (Cas-
well and Sparling).

Despite the problems involved, it
1s no longer adequate to develop
purely national strategies for ani-
mal health management when
both the risks and potential im-
pacts are international. Develop-
ing international strategies can
minimize both the risks and im-
pacts for trading partners. In the
case of NAFTA, the coordination
of animal health management
systems would require coordina-
tion between all bodies involved
in the three key areas shown in
Figure 2 (Caswell and Sparling).

A NAFTA approach to animal
health and biosecurity would in-
volve a system of coordinated
trade policies that would protect

animal and human health while

facilitating maintenance, and pos-

sible extension, of market integra-

tion. This requires strategies for:

* Prevention

* Initial response to outbreaks
and cases of animal disease

*+ Agreed rules for resuming trade
following a disruption caused by
a disease outbreak

The goal of integration will not
succeed unless the animal health
programs take into account the
unique characteristics of each
disease, country, and industry.
Programs must be coordinated
but flexible and tailored to indi-
vidual situations. They will need
to find a means for dealing with
inadequate Mexican infrastruc-
ture (Caswell and Sparling).

The recent agreement by the Chief
Veterinary Officers for the North
American countries on minimum
standards for a harmonized ap-
proach to managing BSE is a defi-
nite step in the right direction.
The key will be to push this for-
ward through the respective regu-
latory processes and minimize the
disruption caused by protectionist
interest groups. Actually making
the plan work will require chang-
es within the industry to improve
track and trace capabilities and
to ensure the integrity of the feed
bans and Specified Risk Materi-
als (SRM) restrictions. It will also
require continued investment in
research into the disease and into
new testing/screening technolo-
gies. It will also require agree-

1
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Track and trace standards should be coordinated across North
America to allow seamless tracking through the food chain.

ment on the actions to be taken
in the event of additional cases of
BSE and other diseases.

THE 2007 FARM BILL AND
FARM POLICY COORDINA-
TION

The OECD has developed a meth-
od for measuring the total level of
producer income support known
as the Producer Support Estimate
(PSE). The PSE measures the
level of support and protection as
a percentage of the value of gross
farm receipts. Table 1 compares
the 2003 PSE levels for the ma-
jor crops produced by the North
American countries. While the
overall level of support is about
20 percent, there are substantial
differences across commodities.

The main impacts of farm subsi-

dies include (Ash):

* Because so much of the support
isreflected in higher land values,
the result over time is a higher

cost structure and reduced farm
competitiveness. While there is
a wealth gain for farmers who
own land at the time such poli-
cies are introduced, farmers who
rent or subsequently purchase
land at these higher prices will
face reduced profitability and
lower incomes.

* The largest farm operations,

which generally are also the
most profitable and the wealthi-
est, receive the largest share of
farm program benefits, but mod-
erate size farms are most depen-
dent on these programs for their
survival.

* Production linked (coupled) pol-

icies provide significant incen-
tives to increase supplies and
lower world market prices to the
detriment of producers in other
countries.

* Market interventions, which dom-

inate current farm policies, typi-
cally require protectionist border
policies to underpin their use.

Within NAFTA, the level of farm-
er support became a central is-
sue after the enactment of the US
2002 Farm Bill which, following
the lower supports provided for in
the US 1996 bill, was a concern-
ing turn of events for its North
American partners, as well as for
other countries around the world.
Table 1 indicates that Canada es-
sentially matched the US level of
support on grains, while Mexico
more than matched the level of
US support. However, the WTO
has subsequently concluded in a
challenge to US cotton subsidies
that a portion to the US subsidies,
referred to as countercyclical pay-
ments, were not properly reported
as being trade distorting. With the
changes in domestic support disci-
plines, currently under discussion
in the Doha Development Round,
the US could assign its counter-
cyclical payments to the so-called
“blue box” and avoid major cuts
in its grain programs, unless the
agreed reduction in over-all do-
mestic support is very aggressive.
However, concern about differ-
ences in farm subsidy payments
across the NAFTA member coun-
tries, especially for grains and oil-
seed producers, is unlikely to sub-
side as long as large differences in
government payments, coupled or
decoupled, persist.

Major factors influencing the 2007

Farm Bill debate include (Thomp-

son):

* Every farm bill is influenced
disproportionately by current
economic conditions in the farm
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Farm policy integration is much more difficult than regulatory
integration because it is dependent on political will.

sector and commodity markets
at the time when the bill is writ-
ten. The 1996 Farm Bill was
written in favorable agricultur-
al economic times, which was
reflected in its lower cost pro-
visions. On the other hand, the
2002 Farm Bill was written in
more difficult economic times.
The extent to which agriculture
speaks with a single voice in the
farm bill debate can be expected
to affect the outcome. For 2007,
traditional solidarity among
commodity groups and farm or-
ganizations, in general, is start-
ing to show cracks. Large differ-
ences among program crops and
regions in payments per farmer
are creating “subsidy envy.” In
some US agricultural circles,
there is increasing realization
that capitalization of farm pro-
gram benefits into land values
undermines the long-term in-
ternational competitiveness of
US agriculture. At the same
time, there is a reluctance to ac-
cept that being a large exporting
country constrains US farmers’
freedom of action in domestic
policy making.

The US federal budget deficit
1s at record levels, which Presi-
dent Bush has promised to trim.
The 2002 Farm Bill was enact-
ed in the absence of these con-
straints.

WTO disciplines limit both the
level and the nature of trade
distorting subsidies. The WTO
cotton decision concluded that
the countercyclical provisions of
the 2002 Farm Bill were trade

distorting and this will require
an adjustment of commodity
program provisions.

* The degree to which it is nec-
essary to become aligned with
environmental groups to obtain
the votes needed for congressio-
nal passage of a new farm bill.
Gaining the support of environ-
mental interest groups requires
more emphasis on conservation
and environmentally green pro-
grams.

There are always gainers and los-
ers from policy reform. All three
countries are under-investing in
adjustment assistance to facili-
tate structural change. Failure
to facilitate adjustment of low-in-
come small farmers brings cries of
injustice from activists, who have
the political power to stop the re-
form (e.g. maize growers of Mex-
ico). Unless opposition from po-
litically powerful interest groups
(e.g. US sugar, dairy, cotton; rice;
Canadian dairy and poultry) is
neutralized, any opportunities for

policy reform would be hindered
(Thompson).

Policy Coordination Shortfalls

Coordination of policies that sup-
port farm prices and income is
not explicitly included in NAFTA,
although with appropriate re-
solve it could be addressed within
the North American negotiation
framework. As an alternative,
farm policy disputes among the
North American countries have
been handled in the World Trade
Organization (WTO) multilateral
negotiations and in its dispute
settlement procedures. However,
in contrast with other trading
blocs, there is no common North
American farm policy position
taken in the negotiations, proba-
bly due to the contentious nature
of the issues with both differences
in support methods and levels of
support. Interestingly, each NAF-
TA country is a member of other
negotiating groups that do take
farm policy positions in the WTO.

OECD’s 2003 producer support estimates

for selected commodities across NAFTA countries.

Table 1:

Commodity USA
Wheat 25
Maize 15
Oilseed 19
Pork 4
Beef/veal 3
Broilers 4
Milk 45
Sugar (refined) 61
Overall 18
Source: OECD

Canada Mexico
21 30
15 36
9 65
8 7
18 9
7 19
59 33
-- 49
21 19
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Much of current food and agricultural policy is not working as
intended. Some policy instruments serve primarily to lower
market prices and increase output, whereas the apparent ob-
jective is something entirely different.

DEVELOPING COUNTRY PER-
SPECTIVE

One of the important new factors
influencing the outcome of policy
deliberations is the impact of de-
veloped country farm subsidies
on developing country farmers.
The process of agrifood market
integration in North America,
and eventually in the whole of the
Americas, cannot be understood
separately from the multilateral
trade negotiations occurring un-
der the auspices of the Doha De-
velopment Round. This Round of
trade negotiations is known as
the “development round” because
of its commitment to advancing
developing countries’ economic
interests and concerns. Follow-
ing the collapse of the September
2003 Ministerial Meeting in Can-
cun, Mexico, an ambitious Work
Program was finally agreed to
in July 2004. The WTO member
countries agreed to substantial
reforms in agricultural trade, in-
cluding increases in market ac-
cess, reductions in domestic sup-
port and the elimination of export
subsidies with a goal of complet-
ing the deliberations in 2006.

The Doha Development Round
reflects a new dynamics in multi-
lateral trade negotiations where
the traditional “Quad” (US, EU,
Japan, and Canada) consensus
has been replaced by a negotiat-
ing format requiring continuous
efforts to harmonize the posi-
tions of developed and developing
countries. Fostered by a new eco-
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nomic geography in the world, a
block of 20 developing countries
led by Brazil and India (G-20) has
emerged with the common goal
of fighting against agricultural
protectionist policies in devel-
oped countries. Unlike tradi-
tional coalitions formed by a
homogenous group of countries
with similar interests, the G-20
1s a very heterogeneous, prag-
matic, and agile coalition with
good technical capacity to sup-
port international trade nego-
tiations.

The trouble for the G-20 lies in
the group’s difficulties in find-
ing common ground to advance
strategies beyond agricultural
issues and to open its own ag-
ricultural markets. Brazil is
one of the countries with the
most to gain from a broad ag-
ricultural liberalization, but it

is reluctant to open its markets
for industrial goods and servic-
es. China tries to block further
opening of its agricultural and
services sectors, even though it
could be the main beneficiary
of a global liberalization of in-
dustrial tariffs. India resists
opening its agricultural and
non-agricultural markets, even
though it has strong potential
to be a world-class exporter of
services.

In addition to the G-20, other
coalitions have emerged such
as the coalition of 32 less devel-
oped countries (LDCs), the G-
90 and the G-33 (see Table 2).
These coalitions now join other
established interest groups in
the chessboard of multilateral
trade negotiations. The main

implication to negotiations at
the WTO is that the old North-
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Unless you neutralize opposition from rich and politically pow-
erful losers, farm policy reform will be hindered.

South paradigm is no longer
valid.

But the developing countries are
not unified on the critical three
pillars of agricultural trade lib-
eralization (market access, do-
mestic subsidies, and export
competition) that form the center
of discussion in the Doha Devel-
opment Round (Table 2). For ex-
ample, the group of 32 LDCs has
adopted a “no commitment” pol-
icy on market access, signaling
their unwillingness to open their
borders to agrifood trade because
it would expose their farmers
to competition from developed
countries’ subsidies. At the op-
posite extreme, there is a group
of roughly 15 free-trading net ex-

porters of agrifood products that
would be the main beneficiaries
of more open borders. This group
includes Argentina, Brazil, Chile,
South Africa, Thailand, and some
Central American countries.

Developing countries also have
conflicting interests and concerns
regarding domestic subsidies to
agricultural production. There
are at least 56 developing coun-
tries that are net food importers
who do not oppose domestic sub-
sidies in developed countries, as
they tend to depress world food
and agricultural commodity pric-
es. On the other hand, the group
of free traders is vehemently op-
posed to the unfair competition
from subsidies in the developed

Table 2: WTO Doha Round Interest Groups.
] Agriculture Industrial -
Group Countries Subsidies | Access Goods Services

United States

European Union

Free traders
(Cairns Group)

Ag resistant

Australia, New
Zealand, Chile
G-10 (Japan, Korea,
Taiwan, Switzerland,

countries Norway, etc.)
Brazil, Argentina,
G-20 Tha/{and
main players China
India
Developing: SP,
preference G-90 and G-33

erosion
Developing: net
food importers

_ = Liberalized trade position

LDCs and others

_ = Protectionist trade position
|:| = Less than fully liberalized trade position

Source: Chaddad et al.

countries. Simply put, the Doha
Development Round will not
achieve its objectives if the Unit-
ed States does not reduce and
decouple its subsidies in the next
farm bill, which will require com-
parable concessions by the Euro-
pean Union.

In addition to the Doha Devel-
opment Round, agrifood trade
integration is affected by mul-
tilateral negotiations under the
Free Trade Area of the Americas
(FTAA), which now appear to be
struggling. The United States
has trade expansion interests in
the majority of the negotiating
areas, but 1s defensive with re-
spect to antidumping and agricul-
ture. The US defensive position
is related to domestic subsidies
and market access for a group of
products that benefit from signif-
icant protection, including sugar,
dairy products, and citrus fruits.
Brazil, on the other hand, has ad-
opted an offensive position in ag-
rifood trade issues, but has been
overtly sensitive on issues impor-
tant to US interests, including
services, investments, and intel-
lectual property.

POTENTIAL FOR REGULATO-
RY AND POLICY COORDINA-
TION

All too often, close coordination
has only happened when it was
forced by conditions such as bi-
osecurity or by the WTO. Then it
has only happened after the fact.
Yet the problems of regulatory

1
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Policy harmonization begins with an understanding of the im-
pacts of each country’s decisions on the others.

and policy coordination are quite
different. In either case, there is
no future in saying nothing can be
done (Jones). Regulatory coordi-
nation should be easier because
of its urgency. Policy coordina-
tion has the aura of infringing
on national sovereignty that has
been more effectively addressed

in multinational venues such as
the WTO.

Current regulatory coordination
systems are not working to their
full potential because there are
structural flaws and insufficient
crisis management planning.
With a few exceptions (such as
pesticides), what planning there
is has been bilateral rather than
trilateral. When an issue aris-
es, there has been a tendency
to elevate it to a political level
that does not allow the NAFTA
committee system to operate.
Each of these issues can be ad-
dressed administratively within
the NAFTA framework if proper
instructions are given and proce-
dures are developed.

Farm policy integration is much
more difficult than regulatory
integration and is dependent on
political will (Keenan). Agricul-
ture seldom leads trade liberal-
ization; help is needed from the
business, financial, and service
sectors. Within the agricultur-
al, academic, and political com-
munities, there is the need to
speak frankly when it comes to
protectionist policies and pro-
grams (Kerr). It is a myth that
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the starting point involves get-
ting subsidies on the same terms
(Keenan). A more rational start-
ing point involves the develop-
ment of understanding by pro-
ducers and legislators on the
external consequences of their
actions and the development of

a common North American posi-
tion in the WTO.

IMPLICATIONS AND RECOM-
MENDATIONS

NAFTA is at a critical point in its
history. It is being challenged by
security concerns, new barriers to
trade, and dangers of a new wave
of protectionism. Care needs to be
taken to assure that the agrifood
sector does not fall so far behind
in trade liberalization discussions
that it threatens the existence
and liberalizing influence of the

WTO. This does not require re-

opening the NAFTA agreement; it

requires:

* The development of a North
American regulatory system to
reduce the risk of disease out-
breaks and trade interruptions
on a trilateral basis. This sys-
tem needs to plan for outbreaks
(which are inevitable), inten-
tionally look for diseases, de-
velop the needed infrastructure,
significantly reduce the poten-
tial for market interruptions,
and have a strategy to get mar-
kets open quicker and faster.

* Increased discussion and under-
standing among stakeholders of
the interrelated nature of the
North American market and of

the consequences of integrat-
ing its regulations, programs,
and policies in the context of
globalization. The following spe-
cific agenda items are a start-
ing point for each stakeholder
group:

- Producers: creating an un-
derstanding of their common
interests in NAFTA, their
competitive position in world
agriculture, and the conse-
quences of alternative common
North American strategies.

- Legislators: policy harmoni-
zation begins with an under-
standing of the impacts of
each country’s decisions on
the others.

- Ministries and  Agencies:
agreeing on the need for a
high level NAFTA envoy at
the shoulder of each Minister
of Agriculture (see 1st NAAM-
IC Workshop), taking leader-
ship for uniform application
of regulations, making coordi-
nation and communication a
high priority, deferring to tri-
lateral committee actions and
recommendations, and paving
the way for developing a com-
mon North American position
in the WTO.

- Academia: Holding producer
forums to develop increased
understanding of NAFTA and
the competitive world in which
they operate and developing
an applied independent frame-
work for determining the con-
sequences of alternative poli-
cies for North America and
the individual countries.
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