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Background and Purpose
of the Workshop 

Karen M. Huff, Karl D. Meilke, Ronald D. Knutson, 
Rene F. Ochoa, and James Rude

INTRODUCTION

This volume of papers contains the proceedings of the Second North 
American Agrifood Market Integration Workshop organized by the North 
American Agrifood Market Integration Consortium (NAAMIC). NAAMIC 
consists of a group of agricultural economists from Canadian, Mexican 
and United States universities and governmental agencies including 
Agriculture and Agri-Food Canada (AAFC), the Mexican Ministry 
of Agriculture or SAGARPA (Secretaría de Agricultura, Ganadería, 
Desarollo Rural, Pesca, y Alimentacíon), and the US Department of 
Agriculture (USDA). NAAMIC has a mandate to encourage frank and 
open discussion among policy-makers, agrifood business leaders, and 
academics on any agrifood-related market integration issues that arise 
among the NAFTA members. 

The NAAMIC organizers strongly believe that an open trading 
environment and further market integration are important avenues 
to increased prosperity for all participants in the agrifood value chain. 
However, recent events in the North American agrifood sector have 
prompted questions about whether further integration in agriculture is 
an achievable goal. Much of the controversy has focused on disintegration 
in the beef/cattle and pork/hog sectors. Situations like the crisis 
brought about by the occurrence of bovine spongiform encephalopathy 
(BSE) in Canada and the United States highlight the inability of the 
current NAFTA institutions to keep trade fl owing. As well, uncertainty 
surrounding international trade liberalization efforts has implications 
for North American agrifood producers. At the time this is written, the 
Doha Round of multilateral trade negotiations of the WTO appears 
stalled, although Members did agree in Hong Kong to eliminate export 
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2 Agrifood Regulatory and Policy Integration Under Stress

subsidies by 2013.1 The major stumbling blocks to reaching a framework 
agreement remain domestic farm subsidies in the US and EU, the 
degree of ambition in market access, and nonagricultural market access 
(NAMA) in Brazil and India. The fact that none of the major players 
appear ready to move on these issues threatens the outcome of the 
entire Doha Round.

A major conclusion of the fi rst NAAMIC Workshop was the need for the 
coordination of policies and regulations across the NAFTA countries in 
order for integration to deepen. The continued BSE crisis as well as other 
NAFTA trade irritants and disputes, a potentially protectionist US farm 
bill, the lack of a common NAFTA position at the WTO, and NAFTA’s 
continued reliance on multilateral negotiations to advance domestic 
policy liberalization all threaten this goal. With these issues in mind 
and building on the insights gained in the fi rst NAAMIC workshop, the 
Second Annual NAAMIC Workshop featured commissioned contributions 
on the progress and potential for NAFTA policy harmonization, BSE and 
its impact on NAFTA, the US farm bill, and perspectives from developed 
and developing countries on the prospects for further multilateral and 
regional reform in agrifood trade. 

THE CHAPTERS

The second NAAMIC workshop was held in May 2005 in San Antonio, 
Texas. Nine groups of authors were commissioned to contribute on a 
variety of topics related to NAFTA, each followed by formal comments 
from discussants representing academia, the agrifood industry, 
producers and producer groups, and government policy-makers. In 
addition to the formal discussions, each presentation generated a great 
deal of informal discussion among workshop participants both during 
the formal meetings and at the informal receptions that concluded each 
workshop day. These contributions were developed into chapters two 
through eleven. A brief overview of the remaining chapters contained 
in this volume follows.

Regulatory Coordination under NAFTA

The chapter by Tina Green, Lynne Hanson, Ling Lee, Hector Fanghanel, 
and Steven Zahniser – a group of authors representing Agriculture and 
Agri-Food Canada, a former coordinator of the Mexican government’s 
agency in charge of marketing support programs known as ASERCA 
(Apoyos y Servicios a la Comercialización Agropecuaria), and the 
Economic Research Service of the US Department of Agriculture 
– examines the degree of regulatory coordination among the NAFTA 
partners that has taken place in the fi rst 11 years of the Agreement. 
1 The offi cial name of the multilateral trade negotiations is the Doha Development Agen-
da. However, in this volume the more popular Doha Round terminology is used.
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Using case studies, the chapter illustrates how regulatory coordination 
has been achieved through the operations of formal, trilateral NAFTA 
working groups and committees, through the less formal workaday 
cooperation that takes place among the employees of governmental 
agencies from each member country, and fi nally, through the occasional 
use of strategic bilateralism when certain issues are best handled 
through high-level negotiations between two member countries. Building 
on the lessons learned from the successes and failures of NAFTA’s fi rst 
decade, the authors would like to see regulatory coordination move 
away from “negotiations” to more cooperation and joint efforts leading 
to greater harmonization in the future.

Can We Get Beyond BSE?

Not surprisingly, the disruption caused by the outbreak of BSE in 
North America and its aftermath dominated much of the discussion 
at the workshop. The chapter by Danny LeRoy of the University of 
Lethbridge, Jeevika Weerahewa of the University of Guelph, and David 
Anderson of Texas A&M University looks at the impact of BSE on North 
American beef and cattle markets and trade. In addition to giving a 
historical perspective on the development of beef and cattle trade in 
the NAFTA region, this chapter also provides a detailed look at the 
response of various levels of government in Canada to BSE and fi nds that 
nearly C$2 billion has been spent to date in order to offset the negative 
economic impact of BSE on primary producers. The chapter closes 
with an empirical evaluation of various policy responses the Canadian 
government could have made, in order to provide useful suggestions in 
the event of a similar occurrence in the future.

The chapter by J.P. Gervais of Laval University and Ted Schroeder of 
Kansas State University examines the potential for structural change 
as a result of the disharmony created in the beef and cattle industries 
in North America as a result of BSE. The chapter also considers the 
impact on the structure of primary production and processing activities 
as a result of trade frictions experienced in the NAFTA hog and pork 
industries including US countervailing duties on Canadian hogs and 
the possibility that the US will apply country of origin labeling (COOL) 
legislation. The authors do fi nd evidence of permanent changes in cattle 
slaughter capacity in Canada and the US, as well as a diminished 
international trade presence as a result of BSE-related border closures. 
The fi nal impact of the various disruptions in the hog/pork sectors 
remains to be seen, as this will depend upon how US policy develops. 
The authors state that both the US and Canada stand to lose if special 
interests have their way in promoting trade barriers. The authors believe 
that a stronger commitment and leadership to promote multilateral 
liberalization at the WTO is a more appropriate means of addressing 
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4 Agrifood Regulatory and Policy Integration Under Stress

North American farmers’ concerns rather than a renegotiation of the 
NAFTA. 

Dave Sparling of the University of Guelph and Julie Caswell of the 
University of Massachusetts contribute a chapter which explores 
the possibility of NAFTA developing a common approach to dealing 
with the issues of animal health and biosecurity. Agrifood markets in 
Canada, Mexico, and the United States are dependent on the smooth 
fl ow of products across borders to keep food production and distribution 
systems supplied with the mix of products demanded by consumers. The 
disruption caused by the cases of BSE in Canada and the US in 2003 
went far beyond what was necessary to truly protect human and animal 
populations based on existing international standards. This chapter 
argues that if the NAFTA nations had more integrated animal health 
and regulatory systems, similar disruptions to trade and the time taken 
to recover from them could be managed much more effi ciently. Case 
studies of disease outbreaks are discussed according to their animal and 
human health management needs, their trade implications, and fi nally 
the challenges each present to the development of a NAFTA management 
plan. The authors envision a series of coordinated animal health systems 
designed to deal with a single industry or focused on a single problem 
like BSE or avian infl uenza. The chapter concludes that although it is 
impossible to immediately develop an integrated NAFTA-wide animal 
health system, it is possible to take some steps in this direction so that 
some day, this could be the reality.

The Potential for Agricultural Policy Reform

The potential for reform of agricultural policies in Canada, Mexico, the 
United States, and the European Union is the topic of the chapter by 
Ken Ash of the Organization for Economic Cooperation and Development 
(OECD). This chapter reviews the goals of farm policy and the existing 
levels of support in the four regions, as well as reviewing the literature 
on agricultural trade liberalization to see what the potential gains might 
be. Next, alternatives to existing farm policies as detailed in the OECD’s 
Positive Reform Agenda are discussed. Indications are that OECD 
consumers and taxpayers, as well as competitive agrifood suppliers 
would gain considerably from implementing such market-based reforms. 
The chapter also deals with the issue of those who would not gain from 
liberalization, at least in the short-run, including some countries that 
lose from agricultural trade liberalization, as well as the inevitable losers 
within countries who formerly benefi ted from protection. The former 
group could gain from a multisector international trade agreement 
(the gains from sectors other than agriculture could be used to more 
than offset the losses in agriculture), while the latter group would 
require policies to ease the transition into more productive activities. 
After reviewing the prospects for such reform in the EU and the three 
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NAFTA countries, the paper concludes that although the farm policy 
debate seems to be shifting away from traditional policy approaches, 
concrete policy actions are lagging behind the public debate, and there 
is still a long way to go. Given their economic size and importance, the 
NAFTA countries and the EU have an important contribution to make 
in assuring a more sustainable global food and agriculture production 
system. One way to achieve this would be to demonstrate the leadership 
necessary to successfully complete the current round of multilateral 
trade negotiations.

The chapter by Robert L. Thompson of the University of Illinois 
addresses the question of how prepared the United States might 
be to take on agricultural policy reform by analyzing the potential 
outcome of the 2007 US farm bill. The 2002 farm bill abandoned the 
US commitment to lower levels of agricultural support when legislators 
increased budget authority for farm programs. This approach did not sell 
well abroad where the US had been advocating for others to cut farm 
spending. The international community will be watching the direction 
taken with the 2007 farm bill carefully. Many factors will infl uence its 
outcome including the state of the US agricultural economy, the size of 
the US federal budget defi cit, election politics, the impact of rulings and 
negotiations at the WTO like the Brazilian cotton case and the Doha 
Round, as well as many other issues. The chapter explains how the 
pressure for continued spending on farm programs and new spending 
initiatives such as the development of biofuels will be in confl ict with the 
need to bring spending in line due to the Federal budget crisis, as well 
as what needs to be done in order for the US to successfully negotiate 
an agricultural agreement with the rest of its WTO partners. The fi nal 
outcome of these confl icting forces remains unknown, but this chapter 
is essential reading for understanding the forces at play.

The perspective of two developing countries – Mexico and Brazil – with 
strong interest in agrifood trade liberalization at the WTO is provided 
in the chapter by Fabio Chaddad of the IBMEC Business School in 
São Paulo, Brazil, Patricia Aguilar of the Centro de Estudios para el 
Desarrollo Rural Sustentable y la Soberanía Alimentaria (CEDRSSA) 
of the Mexican Congress, and Marcos Jank of the Brazilian Institute 
for International Trade Negotiations (ICONE). The chapter describes 
each country’s experiences with agrifood policy liberalization efforts 
at the domestic, regional, and international levels. The chapter takes 
the view that any further agrifood trade liberalization in the Americas 
will depend heavily upon the outcome of the current Doha Round of 
negotiations. A new dynamic in international trade negotiations has 
emerged with the negotiating strength of the traditional Quad group of 
countries including the United States, Canada, Japan and the European 
Union being challenged by a diverse array of coalitions including the G-
20 to which both Mexico and Brazil belong. While this group shares the 

Huff • Meike • Knutson • Ochoa • Rude



6 Agrifood Regulatory and Policy Integration Under Stress

common goal of wanting to fi ght the protectionist agrifood policies of the 
developed countries, its weakness lies in its inability to reach common 
ground on issues other than agriculture or even to reach agreement 
on opening its own agricultural markets. In addition to discussing the 
G-20’s negotiating stance, this chapter also details the agrifood trade 
liberalization positions of several other coalitions of countries. The main 
implication for multilateral trade negotiations at the WTO is that the old 
North-South paradigm is no longer valid. From the G-20’s perspective, 
the success of the Doha Round rests on three factors including US 
implementation of the WTO dispute settlement body’s decision on the 
cotton case and further US cuts to its agricultural subsidies beyond 
cotton; the ability of countries seeking greater market access for their 
products to convince other WTO Members to open their agricultural 
markets further; and the ability of the WTO Members, including the G-20, 
to settle their internal debates about nonagricultural market access in 
order to reach agreement in the broader WTO setting.

Market and Policy Integration in Times of Crisis

The chapter by Bill Kerr asks the question of whether NAFTA’s 
underdeveloped institutions contributed to the magnitude of the 
BSE crisis. While the NAFTA negotiators did anticipate the need for 
institutional arrangements to deal with regulatory disharmony, these 
institutions often have failed to operate as intended. Many NAFTA 
committees operate as forums for discussion, but seem incapable 
of bringing closure to issues of concern such as the development of 
a harmonized beef grading system. When something as serious as 
BSE occurred, the failure of the Animal Health Working Group to 
anticipate the inevitability of a serious disease outbreak and its impact 
on the border lay at the heart of the crisis. That the border should be 
closed initially following the fi rst incidence of BSE is well accepted 
internationally, what has not been developed either internationally 
or within the NAFTA are rules governing the reopening of the border 
following the measures taken by fi rst Canada and then the US to deal 
with BSE. As detailed in other chapters in this volume, the economic 
impact of the prolonged border closure has been substantial. The NAFTA 
marketplace was revealed to be far riskier for those involved in the beef 
and cattle trade than its initial degree of integration indicated. With 
governments exercising extreme caution and the abiding presence of 
protectionist forces ready to take advantage of any similar situation 
in the future, participants within the NAFTA and the international 
agrifood industry must ensure that adequate institutional arrangements 
are foreseen and put in place to prevent another major trade incident 
like BSE from occurring in the future.

The fi nal chapter of this volume by Ron Knutson and Rene Ochoa of 
Texas A&M University considers the setbacks to the NAFTA in the 
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area of agricultural trade reform since 2002 and their implications for 
the future of the Agreement. As discussed previously, the 2002 US farm 
bill institutionalized greater levels of US agricultural subsidies, the 
failure of the NAFTA to adequately anticipate and deal with the trade 
implications of the BSE crisis, and the US countervailing duty on swine 
imports from Canada in 2004 are all examples of dysfunction in the 
operations of the Agreement. The authors express concern that North 
America is experiencing a new wave of protectionism and that basic 
fl aws exist in how NAFTA has been implemented. In order to combat 
protectionist forces, misconceptions that NAFTA and free trade decrease 
competition and increase poverty need to be corrected. The key players 
in the agrifood industry need to be presented with information about the 
impact different policy choices will have on not just the targeted sector, 
but on all players in the economies of all three NAFTA partners. This 
type of analysis is not being done consistently at present, but would be 
essential to educate all affected players and to increase the transparency 
of the policy-making process. The chapter also suggests that NAFTA 
would benefi t from some crisis planning exercises in order to avoid 
another policy disaster like BSE. And fi nally, the region should consider 
adopting a common negotiating position at the WTO, while at the same 
time lessening its dependence on this forum to deal with domestic policy 
issues. Leadership is critical to see these changes take place so that the 
benefi ts of free trade in the area can continue to be experienced.

FUTURE NAAMIC ACTIVITIES

This workshop is the second of three annual workshops planned by 
NAAMIC to coincide with the fi nal stages of NAFTA’s implementation. 
The NAAMIC workshops provide an excellent opportunity to stimulate 
dialog among government, industry, and academic players about issues 
of concern and ways these issues can be addressed. The contributions 
presented in this volume are a good example of this kind of discussion. As 
this volume goes to press many questions remain unanswered about the 
future direction of not only NAFTA, but the multilateral trading system 
as well. Hopefully, the reader is now better prepared to understand the 
challenges the NAFTA members face in order to take full advantage of 
more complete and secure access to each other’s markets and the global 
marketplace.

REFERENCE

Knutson, R.D., R.F. Ochoa, K.D. Meilke, and D.P. Ernstes. 2005. Agrifood 
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North American 
Approaches to 
Regulatory Coordination

Tina Green, Lynne Hanson, Ling Lee, Héctor Fanghanel, 
and Steven Zahniser1

INTRODUCTION

Greater integration of the Canadian, Mexican, and United States (US) 
agricultural and food markets has been one of the key developments 
in North America since the implementation of the Canada-US Free 
Trade Agreement (CUSTA) in 1989 and its successor accord, the North 
American Free Trade Agreement (NAFTA), in 1994. During the period 
1991 to 2003, agricultural trade within the region climbed from $14.0 
billion to $33.8 billion, as agrifood enterprises across North America 
devoted more attention to an emerging continental market based on 
similar consumer preferences. In addition, a burst of foreign direct 
investment (FDI) in the food and beverage industries of each NAFTA 
country took place during the fi rst several years following NAFTA’s 
implementation as industry took advantage of the opportunity for 
increased effi ciencies and access to expanded expertise and resources. 
Although this trend appears to have tapered off for the US and Canadian 
food and beverage sectors, corresponding industries in Mexico continue 
to attract signifi cant, new infl ows of FDI today, some 11 years after 
NAFTA’s inception.2

 
Increased trade, investment, and integration call for greater regulatory 
coordination among NAFTA governments. As regional trade in fresh 
produce today includes substantial quantities of commodities that 
1 The authors would like to thank Mary Bohman, Mary Burfi sher, Kelly Butler, Linda 
Calvin, Marco Antonio Cotero, Praveen Dixit, Cameron Duff, Frank Fillo, Salome Kolof-
fon Tella, Christopher Klocek, Barry Krissoff, Erich Kuss, Roger Mireles, Donna Rob-
erts, Javier Trujillo Arriaga, and several anonymous reviewers for their critical feedback 
and suggestions. Any opinions expressed in the paper are those of the authors and do not 
necessarily refl ect the opinions of the institutions with which the authors are affi liated.
2 Doan et al. and Zahniser explore these developments in much greater detail.

2
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10 Agrifood Regulatory and Policy Integration Under Stress

were hardly traded (if at all) by the three countries just 15 years ago, 
appropriate phytosanitary measures need to be crafted to ensure that 
producers in importing countries are not exposed to undue risks to 
plant health. For North American animal product industries to become 
more tightly intertwined in terms of trade in breeding stock, feeder 
animals, slaughter animals, processing facilities, and cross-border 
investments, the three countries must have the capacity to respond 
appropriately to changing conditions related to animal health and food 
safety without needlessly causing the disintegration of these economic 
arrangements. And for North American food processors to view all three 
countries as part of their prospective sales territory, they must assure 
themselves that they can meet a whole host of regulations concerning 
the transportation, integrity, labeling, and safety of their product in 
each of the three countries.

The trend towards the expansion of trade goes beyond NAFTA’s borders. 
The vast majority of World Trade Organization (WTO) members are 
party to one or more regional trade agreements. As trading blocs 
form, these countries are taking advantage of effi ciencies produced by 
integration. Narrow interests that result in internal disagreements 
among the NAFTA partners can create barriers to integration that result 
in less effi cient agrifood industries that could affect North American 
competitiveness in third markets.

NAFTA’s architects were well aware that some form of regulatory 
coordination among the member countries would be necessary and 
benefi cial to market integration. Through regulatory harmonization, 
government could play a key role in facilitating the further integration 
of the North American market. To this end, the Agreement formally 
specifi ed an extensive set of trilateral committees and working groups, 
some of which directly address aspects of regulatory coordination in the 
agricultural and food sectors (Figure 2.1).

This framework received mixed use during the fi rst decade of NAFTA. 
Some committees and working groups played an active role in regulatory 
coordination, while others remained largely dormant. At the same time, 
the NAFTA partners pursued regulatory coordination in other venues, 
sometimes as a substitute for activities that could have taken place in 
the NAFTA committees and working groups.

This chapter takes stock of regulatory coordination among the NAFTA 
countries during the fi rst 11 years of the Agreement, including the extent 
to which regulatory coordination has taken place within the context of 
NAFTA’s committees and working groups, and the extent to which it 
has occurred elsewhere. Through the use of case studies, the chapter 
illustrates that it is very often the nature of the issue itself that dictates 
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how it is eventually resolved. While cooperation among government 
bureaucrats often leads to productive coordination in less volatile 
situations, other instances require the involvement of higher-level 
decision makers. The case studies presented in this chapter have been 
chosen to provide a range of scenarios in which regulatory coordination 
has affected trade among the NAFTA members. The chapter concludes 
with suggestions for improving the existing committee structure and 
identifi es opportunities for greater cooperation.

NAFTA’S FRAMEWORK FOR REGULATORY COORDINATION

The architects of NAFTA envisioned that the member countries would 
need to work together on a variety of trade-related issues to ensure 
that the three countries fully benefi ted from the integration of their 
markets. Pursuant to this objective, the text of NAFTA specifi ed the 
creation of an extensive set of NAFTA committees and working groups, 
and the member countries have created additional trilateral committees 
and working groups along similar lines since the Agreement’s initial 
implementation (Appendix 2.1). Several of these entities directly 
concern the agrifood sector, including the Committee on Sanitary and 
Phytosanitary Measures (also referred to as the SPS Committee) and 
its various working groups, the Working Group on Agricultural Grading 
and Marketing Standards, and the Committee on Agricultural Trade.

Government of
Country A

Government of
Country C

Government of
Country B

Figure 2.1: NAFTA envisioned that regulatory coordination would take place through 
NAFTA committees and working groups.

Note: The smaller boxes represent the staff members tasked to participate in particular 
trilateral committees and working groups, while the triangles linking the staff represent 
the activities of those groups.
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Outside of specifying the creation of particular committees and working 
groups and, in some instances, how often (at a minimum) these entities 
are to meet, NAFTA’s text provides few specifi cs about how these entities 
are to operate. Through the activities of these committees and working 
groups over the past decade, one can observe two basic commonalities in 
structure. First, each member country is to designate a national chair to 
the committee or working group. Second, the meetings of the committee 
or working group primarily serve as occasions when a mutual work plan 
is established and when progress towards previously implemented work 
plans is reported and reviewed.

Upon the completion of the NAFTA negotiations in 1993, it was 
anticipated that the participating countries would continue their 
involvement in a variety of bilateral, trilateral, and multilateral 
regulatory mechanisms. At that time, the end of the Uruguay Round 
of international trade negotiations was approaching, so there was the 
anticipation that many of the principles being established within NAFTA 
for regulatory coordination would also be secured at the multilateral 
level. The text of NAFTA also makes numerous references to various 
regional and multilateral organizations, such as the North American 
Plant Protection Organization (NAPPO), the Codex Alimentarius 
Commission of the Food and Agriculture Organization and the World 
Health Organization, and the International Offi ce of Epizootics (now 
known as the World Organization for Animal Health), which is indicative 
of the NAFTA governments’ intentions to continue their participation 
in these entities.

CURRENT SITUATION

The current situation regarding regulatory coordination among the 
NAFTA countries differs in important ways from the vision set forth by 
the Agreement. While the formal structure of committees and working 
groups has been used to address some regulatory challenges, many 
activities have taken place outside this structure. Virtually all efforts 
toward regulatory coordination have required the national bureaucracies 
of the NAFTA governments to interact on an almost daily basis – a 
phenomenon that we call “workaday cooperation.” To ensure that these 
efforts achieve the common objectives of the NAFTA governments 
at a faster pace than might occur otherwise, top-down leadership is 
sometimes exercised, and new organizational structures have been 
created to address regulatory issues on a bilateral basis, an approach 
that we refer to as “strategic bilateralism.”
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NAFTA Committees and Working Groups

Of all the NAFTA committees and working groups, the Committee on 
Sanitary and Phytosanitary Measures was one of the more active ones 
during NAFTA’s fi rst decade. Since NAFTA’s implementation in 1994, 
the committee has met ten times, with the most recent meeting taking 
place in March 2005. At these meetings, representatives of the member 
countries review the status of certain bilateral and trilateral SPS issues, 
as well as the progress made by the committee’s nine technical working 
groups. Five of these groups have active agendas and continue to hold 
regular meetings: Animal Health; Labeling, Packaging, and Standards; 
Meat, Poultry, and Egg Inspection; Pesticides; and Plant Health, Seeds, 
and Fertilizers. At the committee’s 2003 meeting, the member countries 
suspended the activities of the four remaining groups – Dairy, Fruits, 
Vegetables, and Processed Foods; Fish and Fishery Product Inspection; 
Food Additives and Contaminants; and Veterinary Drugs and Feeds 
– but reserved the option to reinstate these groups and create new ones 
if the need should arise.3 Interestingly, the Working Group on Plant 
Health, Seeds, and Fertilizers sometimes assembles at the meetings 
of the North American Plant Protection Organization (NAPPO), an 
organization that predates NAFTA by some two decades. Recently, 
the US and Mexican Governments agreed to allow NAPPO to address 
their disagreement regarding the establishment of a systems approach 
without fumigation for the export of US stone fruit to Mexico.

The Technical Working Group on Labeling, Packaging, and Standards 
answers to both the SPS Committee and the Committee on Standards-
Related Measures, the NAFTA committee that addresses technical 
barriers to trade. This working group, which started as a bilateral US-
Canada working group in 1993, became a trilateral group also involving 
Mexico in 1998. Efforts of the Labeling, Packing, and Standards 
Working Group concerning the labeling of foods with trans fatty acids 
illustrate how Mexico’s participation in the NAFTA committees and 
working groups could enable that country to make rapid advances in its 
regulatory capabilities. Based on the output of this working group and 
similar work by the Technical Barriers to Trade Committee at the WTO, 
the Mexican Government could implement food labeling requirements 
for trans fats that are comparable in quality and scope to requirements 
currently existing in any developed country.

In the area of agricultural grading and quality standards, the NAFTA 
countries merged the two Bilateral Working Groups (Mexico-US and 
Canada-Mexico) devoted to these subjects to form a single NAFTA 
Working Group on Agricultural Grading and Marketing Standards. 
3 Article 722 of NAFTA states that the SPS Committee “may, as it considers appro-
priate, establish and determine the scope and mandate of working groups” (NAFTA 
Secretariat).
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However, this working group eventually became inactive as it depleted 
the available bilateral and trilateral issues on these topics.

Separate from this working group, the Advisory Committee on Private 
Commercial Disputes Involving Agricultural Goods met several times 
during the initial years following NAFTA’s implementation. Based 
on a recommendation by this committee to the member governments, 
produce companies from the three NAFTA countries formed a private, 
nonprofi t organization called the Fruit and Vegetable Dispute Resolution 
Corporation (DRC) in 1999, with the objective of facilitating the effi cient 
resolution of commercial disputes. A main innovation of the DRC is 
a multistep dispute resolution system that begins with preventative 
activities and cooperative problem-solving and then proceeds gradually 
to more binding measures. The DRC also maintains a public list of 
companies for which membership was suspended or terminated for not 
abiding by the organization’s rules and standards. Although the DRC 
has been most active in issues concerning the US and Canada, further 
development of an independent, third-party inspection system in key 
destination markets in Mexico might enable the DRC to play a broader 
role concerning US produce exports to Mexico.

Workaday Cooperation

The term “workaday cooperation” is meant to describe the day-to-day 
activities of the NAFTA governments as they address trade-related 
regulatory issues. Although the word “workaday” can be interpreted 
as meaning mundane, workaday cooperation is not intended to be a 
negative term. Instead, it is meant to describe efforts towards regulatory 
coordination that are part and parcel of the everyday activities of the 
NAFTA governments and their employees. In addition, workaday 
cooperation should not be interpreted as meaning casual or relaxed. 
Efforts toward regulatory coordination can be quite intense, featuring 
highly complex and technical policy issues and challenging interpersonal 
work relationships within and among national governments.

Workaday cooperation usually involves the coordinated activities 
of employees within government regulatory agencies (Figure 2.2). 
Examples include the evaluation and negotiation of proposals concerning 
trade-related sanitary and phytosanitary measures, the response of 
agricultural trade offi cials to new trade regulations, and the pursuit of 
binational projects of mutual capacity building. The most signifi cant 
participants in workaday cooperation are usually the rank-and-fi le staff 
and mid-level managers of the government ministries of agriculture, 
trade, and the environment. High-level leadership is involved in workday 
cooperation only to the extent that such participation is normally part 
of the day-to-day activities.
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Workaday cooperation thrives upon the application of recent advances in 
telecommunications, including electronic mail, the Internet, and cellular 
phones. Staff members who are involved in workday cooperation have 
relatively easy access to their counterparts in other national governments 
and have collegial working relationships. Moreover, such interactions 
between the staff members of different national governments are 
viewed as part of their normal day-to-day work activities and normally 
do not require extensive notice and involvement of high-level national 
leaders.

Although workaday cooperation sometimes takes place at the multilateral 
and regional levels, most activities of this sort occur at the bilateral level 
because they directly concern only two countries at a time. For a number 
of reasons, meetings involving all three NAFTA partners are not always 
well-suited for addressing bilateral regulatory issues. There is the very 
real possibility that the representatives of one country will conclude that 
they are squandering valuable time when discussions turn to issues 
that do not concern them. Alternatively, there is the possibility that one 
country might voice support for one side or the other in a bilateral issue 
involving the other two countries, leaving the country in the minority 
with the feeling that they are being isolated within a trilateral forum. 
When the bilateral issue involves the possibility of one country taking 
an action that would allow the other country to increase its exports to 

Government of
Country A

Government of
Country C

Figure 2.2: Signifi cant regulatory coordination has taken place through “workaday 
cooperation” among the NAFTA partners.

Note: This fi gure is similar to Figure 2.1, except that the interactions between the staff of 
the national governments are taking place on a bilateral rather than a trilateral level.
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the fi rst country, simple protocol might suggest that the representatives 
of the country seeking to increase its exports should travel to the other 
country to engage in discussions.

Participation in cooperative activities at the multilateral and regional 
levels is extremely important, however. As was suggested above, all 
three NAFTA countries have continued their participation in a variety 
of multilateral and regional organizations devoted to regulatory 
coordination that predate NAFTA. Each member government is an 
active participant in the long-standing international organizations that 
have become the standard setting bodies associated with the WTO’s 
SPS Committee: the Codex Alimentarius Commission, the World 
Organization for Animal Health, and the FAO’s Secretariat of the 
International Plant Protection Convention. At the Codex Alimentarius, 
for example, Mexico chairs the committee for fresh fruit and vegetable 
marketing standards.

Strategic Bilateralism

In response to pressure from stakeholders to deliver concrete results 
on a variety of trade-related regulatory issues, a second approach 
to regulatory coordination has emerged that can be called “strategic 
bilateralism.” Prominent examples of this approach include:

• two bilateral agreements concerning US-Canada agricultural trade 
– the US-Canada Record of Understanding (September 1994) and 
the US-Canada Memorandum of Understanding (December 1999); 
and

• three bilateral Consultative Committees on Agriculture (CCAs) 
created by the agricultural and trade ministries of the NAFTA 
countries (Canada-US, April 1999; Mexico-US, April 2002; and 
Canada-Mexico, February 2003).

There are also a few instances of “strategic trilateralism,” the most 
noticeable of which is perhaps the effort by the NAFTA governments to 
work together on issues related to bovine spongiform encephalopathy 
(BSE). But such instances are relatively uncommon, due again to the 
fact that the vast majority of the regulatory issues addressed by the 
NAFTA countries directly concern only two countries at a time.

Under strategic bilateralism, leaders from the highest levels of two 
national governments are directly involved in the negotiation and 
crafting of objectives and the defi nition of assignments to a task force, 
some of which may be specifi ed for the fi rst time by senior leadership 
(Figure 2.3). Sometimes, leadership may incorporate ongoing, workaday 
projects within the framework of assignments. For example, the Action 
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Plan for 2002-2003 that accompanied the creation of the US-Mexico CCA 
included a number of activities that were already underway in the areas 
of grain inspection, sanitary and phytosanitary issues, and fruit and 
vegetable marketing. Some of these efforts, in fact, were taking place 
in the context of NAFTA committees and working groups.

A formal expression of continued support for an existing initiative 
through a memorandum of understanding or some other agreement 
associated with strategic bilateralism can be extremely helpful. First, it 
provides a marker of what the two parties expect will be accomplished. 
While the existence of this marker does not assure immediate results, 
it does provide a standard by which progress, or the lack thereof, can be 
gauged. In the case of US efforts to establish a systems approach that 
does not include fumigation for the export of stone fruit to Mexico, the 
presence of a particular line in the CCA’s Action Plan concerning this 
issue may help to assure its ultimate resolution.

Second, a formal expression of support can help to energize an ongoing 
activity. Efforts by USDA’s Grain Inspection, Packers, and Stockyard 
Administration (GIPSA) and Supports and Services for Agricultural 
Marketing (Apoyos y Servicios a la Comercialización Agropecuaria 
– ASERCA) of the Mexican agricultural secretariat (Secretaría de 
Agricultura, Ganadería, Desarrollo Rural, Pesca, y Alimentación 

Government of
Country C

Government of
Country B

Figure 2.3: “Strategic bilateralism” enables high-level leadership to assume a more 
active role in directing regulatory coordination.

Note: Strategic bilateralism features not only bilateral workday interactions among the 
staff members of national governments, but also interactions between high level offi cials 
of national governments (as illustrated by the horizontal arrow between the top box in 
each government) and more top-down direction from these offi cials to their respective 
staffs (as illustrated by bold lines linking the top box in each government to the lower 
boxes).
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– SAGARPA) to advance the development of a standardized grain 
inspection system in Mexico, for instance, drew additional justifi cation 
and support from the US-Mexico CCA, even though this highly technical 
endeavor could have been pursued by the two countries outside the 
framework of the CCA. Moreover, GIPSA and ASERCA have fostered 
the creation of a Consultative Grain Industry Group to address private 
sector concerns involving inspections and the grain trade. This entity, 
consisting of nine members each from the private sectors of Mexico 
and the US, is scheduled to meet for the fi rst time in October 2005. 
Relying on the private sector to help address regulatory issues is 
an established aspect of strategic bilateralism in particular and of 
regulatory coordination among the NAFTA countries in general. In their 
1994 Record of Understanding, the US and Canada created a similarly 
constituted Joint Commission on Grains, which examined the use by 
both countries of end-use certifi cates for imported wheat.

EVALUATION OF SPECIFIC ISSUES

As the case studies that follow will show, to date the nature of a 
particular regulatory challenge has predominantly dictated whether the 
committees and working groups established by NAFTA are employed, 
or whether member countries turn to alternative mechanisms. Ongoing 
issues that have longer term implications are often well-suited to the 
committees and working groups, which tend to be less well positioned 
to deal with emerging hot button issues that require the immediate 
attention of high-level decision makers.

Pesticides

A prominent example of a working group within the SPS Committee 
is the Technical Working Group (TWG) on Pesticides. The TWG on 
Pesticides was established in 1996 to develop a coordinated approach 
to pesticide registration among NAFTA partners in order to address 
trade irritants, build national regulatory and scientifi c capacity, share 
the review burden, and coordinate scientifi c and regulatory decisions on 
pesticides. The goal is to promote harmonization and work sharing as a 
means to reduce costs through the elimination of duplicative testing and 
the sharing of reviews, while recognizing the environmental, ecological, 
and human health objectives of NAFTA. Risk assessment remains the 
responsibility of individual countries (NAFTA Technical Working Group 
on Pesticides 2003).

This working group has a workaday element in that the participating 
staff members from the three national governments have made it 
a priority to invest signifi cant time and resources to NAFTA TWG 
activities. The working group addresses issues that require specifi c 
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knowledge and technical expertise, and it energetically engages in 
“work-sharing,” in which the results of scientifi c studies, administrative 
evaluations, and the like are shared and discussed among the working 
group’s participants and expert scientists from all three national 
governments. While these efforts are resource-intensive, signifi cant 
benefi ts are anticipated over the long-term with respect to conserving 
regulatory and scientifi c resources and enhancing the timeliness and 
quality of science-based decision making.

While the TWG’s focus is North America, many of its projects have their 
roots in bilateral work conducted by Canada and the US prior to NAFTA. 
Mexico has traditionally accepted the maximum residue limits (MRLs, 
which are referred to as “tolerances” under the US Federal Food, Drug, 
and Cosmetic Act) established by its trading partners for pesticides in or 
on food, and generally, the Mexican government requires the approval of 
a pesticide in another country as a prerequisite to its approval in Mexico.4 
Within the framework of joint reviews, Mexico has been involved in the 
evaluation of effi cacy data, especially in conjunction with Canada. In 
addition, the US and Mexico have undertaken joint projects concerning 
pesticides and worker safety. The TWG is working to identify initiatives 
that will result in greater Mexican involvement, building on the fi rst 
trilateral review which is currently underway. 

Although Canada and the US have developed common approaches to 
regulatory reviews, the Canadian regime is perceived by some within 
industry to be more burdensome or lengthy due to legislated effi cacy 
testing. While the US requires that effi cacy data be developed, it 
generally requires that these data be reviewed only for certain limited 
categories of pesticides; for example, pesticides used for public health 
purposes or to control termites. For agricultural pesticides, the US 
generally relies on the market to deal with effi cacy issues. As noted 
above, some persons in industry believe that systematic government 
review of effi cacy studies may contribute to longer review times. On 
the other hand, it could generate savings for growers by allowing them 
to use minimum effective amounts of pest control product per hectare 
with greater confi dence, which in turn may support more sustainable 
agricultural practices.

Because the Canadian pesticide market is considerably smaller than 
that of the US (just two percent of world sales, compared with about 
4 Since 28 December 2004, pesticide registration in Mexico is the responsibility of the 
Federal Commission for Protection against Sanitary Risks (Comisión Federal para la 
Protección contra Riesgos Sanitarios – COFEPRIS), a decentralized part of the Secre-
tariat of Health. This activity is carried out in consultation with SAGARPA and the 
Secretariat of Environment and Natural Resources (Secretaría de Medio Ambiente y 
Recursos Naturales – SEMARNAT). The importation of pesticides requires the authori-
zation of both COFEPRIS and SEMARNAT.
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one third of world sales for the US), the cost of registration and the 
regulatory requirements discourage some pesticide manufacturers 
from seeking approval to sell their products in Canada. Manufacturers 
who do try and register their products in Canada may face a longer 
approval process which can date their product and limit the ability of 
producers to use the newest innovations. As a result, Canadian producers 
do not always have timely access to the latest pesticide innovations.5 
This may present a modest advantage for US growers compared with 
their Canadian counterparts, as long as there is an applicable MRL for 
products that US exporters want to ship to Canada. The TWG is in the 
process of developing NAFTA import tolerance guidance to deal with 
this issue.

Regulatory Coordination Infrastructure The TWG’s Executive 
Board meets twice each year, and one of these meetings involves the 
participation of stakeholders. The input of stakeholders is sought 
before each meeting, and they are debriefed following meetings through 
teleconferences. Summaries are published following each meeting of the 
Executive Board to report on key decisions reached by the TWG. The 
working group has established technical subcommittees in four key areas: 
joint review of pesticides, food residues, risk reduction, and regulatory 
capacity building. These subcommittees provide an opportunity for 
stakeholder involvement in the development and implementation of 
specifi c projects. Project sheets are also updated regularly and then 
released to the public.

Lead TWG partners include the Canadian Pest Management 
Regulatory Agency (PMRA), the Offi ce of Pesticide Programs at the 
US Environmental Protection Agency (EPA), and representatives of 
their counterpart agencies in the Mexican agricultural and health 
secretariats. The Pest Management Centre of Agriculture and Agri-
Food Canada (AAFC) and the InterRegional Research Project #4 (IR-4) 
program of the US also participate in the TWG, addressing minor use 
pesticide issues.

Results One innovative regulatory approach employed by the TWG is the 
joint review of pesticide registration applications and MRLs. In a joint 
review, submissions for pesticide registration are received by countries 
at the same time, and their national regulatory bodies share the work 
of evaluating the submission. This approach permits coordination of 
the timing of registration and associated MRL decisions, and ideally, 
the establishment of the same MRLs and consistent conditions of 
registration in each participating country. The NAFTA governments 
strongly encourage registrants to use the joint review process. Joint 
5 A study measuring the competitive impact of Canada’s regulatory process for pesti-
cides has been initiated by the Harmonization Working Group of the Horticulture Value 
Chain Roundtable in Canada and is scheduled to be completed in May 2005.
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reviews require negotiated timelines to address cross-country differences 
in approval times. In the past, joint reviews were solely US-Canada 
affairs, but the fi rst joint review involving all three NAFTA countries 
is underway and scheduled to be completed in the summer of 2005.

As of 15 May 2005, 21 technical grade active ingredient registrations 
and 36 associated end use product registrations have been approved 
under the joint review and work-share programs, plus one minor use 
label expansion and one import MRL. In sum, 59 registrations have been 
granted through this successful joint initiative. Over 50 percent of the 
new active ingredients submitted to the PMRA are evaluated through 
the joint review process. The TWG has also worked with stakeholders 
to eliminate a number of trade barriers by establishing common MRLs 
for many pest/crop combinations. In addition, the group continues to 
encourage the establishment of NAFTA labels for pesticides where 
appropriate.

The NAFTA countries seek to promote harmonization at the broader 
international level through the Working Group on Pesticides of the 
Organization for Economic Co-operation and Development (OECD). 
Participants in this group include representatives of the OECD member 
governments, the European Commission and other international 
organizations, the pesticide industry, and other stakeholders, depending 
on the issues under consideration. There is a good deal of cross-
pollination between NAFTA and non-NAFTA activities, as many of the 
same staff who participate in the NAFTA TWG also are involved in the 
OECD work. In February 2005, the US and Canada announced that they 
were committed to the global approach developed by the OECD for the 
regulation of agricultural pesticides.6 The NAFTA countries have had 
considerable success in harmonizing data submission requirements, 
templates, approaches to risk assessment, and several other technical 
areas. The NAFTA templates have been shared with the OECD Working 
Group on Pesticides for wider consideration as that group continues its 
template work.

Another important product of the TWG is the extension of the 
map of residue zones to encompass the entire NAFTA region. This 
accomplishment should facilitate the development of fi eld studies for 
the establishment of MRLs and tolerances in agricultural areas with 
6 The OECD Vision for the Future of a Global Approach to the Regulation of Agricultural 
Pesticides calls for countries to work to achieve signifi cant work-sharing and harmoniza-
tion goals by 2014, including, on a routine basis: 1) acceptance of data and submissions 
in an agreed OECD format; 2) exchange and use of reviews of data in the OECD format 
to support independent risk assessments and regulatory decisions; 3) generation of a 
single review report or “monograph” for each new pesticide that can be used across all 
OECD countries, where feasible; and 4) wide dissemination of the benefi ts and experi-
ence gained through work-sharing to help developing countries manage their regulatory 
systems.
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similar agri-ecological conditions in order to have representative results 
across all three countries.

Ongoing Initiatives and Opportunities To date, harmonization of 
data requirements for pesticide registration has largely been achieved 
through the efforts of the NAFTA TWG on Pesticides. Ongoing work 
is expanding to promote the development of compatible data review 
programs, joint reviews, coordinated decision making, and resolution 
of trade problems caused by differences in MRLs for pesticide residues 
in food. Some of the projects that the TWG will be undertaking during 
2005 and 2006 are:

• Developing a long-term trade irritant/risk reduction strategy for 
pulse crops and resolution of specifi c priority trade issues identifi ed 
by stakeholders by December 2005;

• Completing collaborative data collection activities for pest control 
products to meet the needs of growers of “minor crops” (most fruits, 
nuts, and vegetables) and simultaneous submission of studies to 
regulatory agencies in 2005, with the goal of dividing the review 
burden between Canada and the US as much as possible rather 
than conducting resource-intensive, duplicative reviews; and

• Releasing fi nal risk assessments based on a thorough re-evaluation 
of heavy duty wood preservatives in 2006, as a prelude to coordinated 
decision making and ideally a harmonized North American position 
on future uses, if possible.

Lessons Learned The competitiveness of the North American food 
market is dependent on access to affordable and effective pest control 
tools and the maintenance of high standards of food safety, health, 
and environmental protection. Grower groups and the crop protection 
industry (pesticides and herbicides) have played an important role in 
the process of harmonization by identifying trade barriers, supporting 
harmonization projects, and contributing scientifi c expertise (NAFTA 
Technical Working Group on Pesticides 2001). At the same time, there 
is general recognition that harmonization improves competitiveness 
in third markets, from both a cost perspective and a trade disruption 
perspective. Developing a NAFTA approach to pesticide regulation and 
working to harmonize at an international level is crucial to competing 
effectively and maintaining the protection of food safety, health, and 
the environment within and outside the NAFTA marketplace (NAFTA 
Technical Working Group on Pesticides 2004).

The NAFTA TWG on Pesticides is a good example of a NAFTA working 
group that is seeking to remove regulatory differences that can produce 
trade irritants. The workaday interaction of the NAFTA governments 
is a product of both the technical nature of the work being undertaken, 
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and the adoption of a cooperative approach, resulting in limited use of 
strategic bilateralism. In 2003, the working group identifi ed two goals 
that they hope to achieve over a fi ve-year period: to make work-sharing 
the way to do business; and to develop a North American market for 
pesticides, while maintaining current high levels of protection of public 
health and the environment and supporting the principles of sustainable 
pest management.

Work-sharing is an important and innovative practice. Some have 
suggested moving beyond work-sharing to an approach of mutual 
acceptance or equivalency, in which regulatory approval by one member 
country would be accepted automatically by other member countries. 
For example, the Canadian Council of Chief Executives, a nonprofi t, 
nonpartisan organization comprised of chief executive offi cers from 
various sectors of the Canadian economy, has recommended that 
Canada and the US initially pursue this approach, in combination 
with “convergence of product and process standards” and “cooperative 
enforcement” (Canadian Council of Chief Executives). At this time, it 
seems doubtful that the NAFTA countries are prepared to adopt a wide-
sweeping policy of mutual acceptance or equivalence, in light of their 
responsibilities under their respective national laws.

Working toward an internationally harmonized approach to regulations 
can facilitate access and help maintain competitiveness in other markets 
as well. US pesticide authorities have made reviews available in public 
documents and have encouraged other countries to use them in the 
spirit of work sharing and avoiding duplicative review work. This can 
be helpful to countries like Japan, for example, which is in the process 
of upgrading its pesticide and food safety system, and can prevent 
unnecessary trade disruptions that could result from more unilateral 
approaches. At the December 2004 meeting of the TWG, the view was 
also expressed that a single “NAFTA voice” was necessary to address 
potential issues in dealing with China and other trading partners 
(NAFTA Technical Working Group on Pesticides 2004).

Potato Wart

On 24 October 2000, the Canadian Food Inspection Agency (CFIA) 
confi rmed the presence of potato wart disease in part of a fi eld of potatoes 
in the province of Prince Edward Island (PEI). Potato wart is a disease 
of potatoes caused by the presence of the soil-borne fungal pathogen 
Synchytrium endobioticum. Although not a threat to human health, 
potato wart is categorized as a quarantine pest that renders potatoes 
unmarketable and reduces yield. The disease attacks the growing points 
on the potato plant, such as eyes, buds, and stolon tips and can remain 
dormant in the ground for as long as 40 years or more as resting spores 
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(CFIA 2004b). Consistent with Canada’s obligations, CFIA contacted 
USDA to inform them of the discovery. On 31 October 2000, USDA 
implemented an emergency quarantine measure closing the border to 
all potatoes originating from PEI (Canada Gazette Directorate).

A three-stage approach was proposed by CFIA to enable the resumption 
of trade in early November 2000. In order to meet the scientific 
requirements for demonstrating adequate containment of the disease, 
CFIA undertook extensive inspections, soil, and laboratory analysis 
survey work. The work determined the extent of the contamination, 
which was shown to be contained to a small part of one fi eld in PEI. 
Canada began requesting that the border be reopened to PEI potatoes 
in November 2000 based on scientifi c evidence that the outbreak was 
contained to a single fi eld and that adequate control measures were in 
place.

Offi cials from CFIA and USDA’s Animal and Plant Health Inspection 
Service (APHIS), along with scientists from Canada and the US, 
reached an agreement on 13 December 2000, outlining control measures 
and certifi cation requirements which would have allowed the border 
to reopen. This agreement was then repealed, with more restrictive 
conditions for the proposed resumption of trade being presented to 
CFIA on 29 December 2000. These conditions were deemed excessive 
and cost prohibitive by the PEI potato industry, at which point Canada 
initiated consultations through NAFTA’s formal dispute resolution 
mechanism.

On 17 January 2001, Canada held formal NAFTA consultations with 
the US, as Canada did not feel continued trade restrictions were 
warranted based on the science and the regulatory controls that CFIA 
had implemented. These consultations were inconclusive, with USDA 
indicating that it would require additional advice from international 
science experts. However, these consultations did have an impact by 
communicating the rigor of procedures put in place by the CFIA based 
on international standards under the International Plant Protection 
Convention.

Mechanisms Used to Re-establish Trade Over the course of the 
dispute, CFIA worked on an ongoing basis with APHIS to advance 
technical discussions. A bilateral technical working group was put in place 
with a broad range of representatives from various levels of government 
including regulatory, research, scientifi c, and risk assessment experts. 
At the same time, political representatives at the most senior levels in 
the US and Canada attempted to resolve the issue.
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At the time of the outbreak, it was generally acknowledged that there 
was a surplus of potatoes in North America. This surplus created an 
atmosphere in which certain sectors of the potato industry could benefi t 
from an interruption in the trade of PEI potatoes, with lobbying groups 
actively looking to protect their economic interests on both sides of the 
border. At the same time, the perishable nature of the product demanded 
a quick resolution to the dispute.

After protracted negotiations, offi cials were able to resolve the issue 
outside NAFTA by agreeing on a systems approach to mitigate risk and 
reopen the border to PEI potatoes. While an agreement was reached to 
allow restricted access to PEI table stock potatoes in April 2001, most 
of the restrictions were lifted by August 2001. The key to the eventual 
removal of restrictions was the development of a three year monitoring 
work plan by CFIA and APHIS which provided suffi cient scientifi c basis 
to allow all parties to be satisfi ed with the control measures that were 
in place to adequately mitigate risk.

Lessons Learned The potato industry faces several challenges. On 
the one hand, it has been widely suggested that the industry as a 
whole is under pressure from over-production. Industry groups like 
the US-Canada Potato Committee can help to fi nd solutions to surplus 
inventories. At the same time, both the US and Canada have potato 
disease issues. As a result, it is necessary to have mechanisms in place 
that enable parties to quickly identify and contain disease outbreaks 
using a standard protocol in order to avoid the politicization of an 
outbreak and mitigate the risk exposure through effective science.

It has been suggested that the NAFTA committees and working groups 
are best suited to low-level, low-interest disputes. While these groups are 
quite effective at avoiding disputes, they are less effective at resolving 
them once a dispute has emerged (Clarkson, Ladly, and Thome). In 
addition, for an emerging sanitary or phytosanitary issue, science is the 
key to the resumption of trade. However, science takes time to reach 
a defi nitive, acceptable conclusion for all parties involved, which can 
hamper efforts to minimize the impact on trade.

The key to resolving the initial potato wart outbreak in 2000 was not 
only to establish a science-based monitoring system, but to rapidly gather 
surveillance data clearly delimiting the extent of the detection of potato 
wart and to effectively communicate the steps taken to contain the 
outbreak in an open and transparent way to relevant stakeholders. As 
a result of the regulatory measures that were put in place following the 
fi rst outbreak, subsequent discoveries of potato wart in 2002 and 2004 
were not nearly as damaging and had a minimal impact on trade.
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Bilateral negotiations at a senior offi cial level and extensive technical 
consultations were required to resolve the dispute and to mitigate the 
risk of the spread of the disease at a level that was acceptable to both 
parties. Workaday cooperation allowed the technical experts to craft a 
solution to the problem, while the strategic bilateralism that took place 
between higher-level offi cials in Canada and the US ensured that the 
issue maintained a high level of visibility and was satisfactorily resolved. 
Thus the issue benefi ted greatly from the solid relationships that exist 
between Canada and the US at both the technical and political levels.

Avocados

For much of the 20th century, the US banned the importation of 
fresh avocados from Mexico. The original impetus for this ban was 
the detection in 1914 of certain host-specifi c avocado pests that were 
prevalent in Mexico but not in the US (Orden). Attempts to lift the 
ban were unsuccessful until the NAFTA negotiations provided an 
opportunity for Mexico to reopen the issue. After four years of extensive 
bilateral technical negotiations, APHIS published a proposed rule in 
1995 that would allow the importation of fresh Mexican avocados under 
certain conditions.

Despite signifi cant resistance from the US avocado industry, APHIS 
published a fi nal rule in 1997 to allow the importation of Hass avocados 
from approved orchards in approved municipalities in the Mexican 
State of Michoacán, subject to specific geographic and seasonal 
restrictions (Orden). APHIS concluded that while Mexican avocados are 
susceptible to eight pests of quarantine signifi cance, the likelihood of 
pest introduction is extremely low if an appropriate pest control system 
is in place (USDA-APHIS 1997). Producers are required to follow strict 
phytosanitary procedures and standards and to submit to a series of 
APHIS inspections during the growing, packing and exporting process 
(Bredahl). Should a pest be detected, imports from the affected area 
are prohibited until corrective actions have been taken. Inspection of 
more than ten million avocados over a six year period has not revealed 
a single live pest and only one dead pest.

As a result of a quantitative risk assessment evaluation prepared by 
APHIS, the geographical and seasonal limitations have been further 
reduced. In November 2004, APHIS published a fi nal rule that allows 
fresh Hass avocados from approved orchards and municipalities in 
Michoacán to enter all 50 US States except California, Florida, and 
Hawaii on a year-round basis, starting in January 2005. By 2007, imports 
will be allowed into the remaining three states.
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Economic Impact of Regulatory Changes7 Full opening of the US 
market to Mexican Hass avocados is expected to have a pronounced 
economic impact. With the new rule allowing year-round access to all 
but three states, US avocado consumption is expected to increase by 
nine percent, from 264,000 to 288,000 tonnes, according to analysis 
conducted by APHIS. The quantity supplied by California producers 
will decline by seven percent, while imports from Mexico will increase 
to about 2.6 times their initial level, from 26,000 to 70,000 tonnes. 
Accordingly, Mexico’s share of total US consumption will climb from 10 
to 24 percent. Once distribution to California, Florida, and Hawaii is 
also allowed, Mexico’s market share could rise to 32 percent of an even 
larger quantity consumed.

Prices for California avocados under the new rule are projected to fall 
by 12 percent at the wholesale level and by 21 percent at the producer 
level as California avocados are displaced by Mexican product. Once 
the entire market is open to Mexican avocados, an even larger decrease 
in wholesale prices is expected. Declining prices are projected to cause 
a decrease in avocado production in California. Given the decline in 
producer prices, California avocado producers would experience a total 
welfare reduction equivalent to $71.4 million with the new rule. The 
net change in US welfare, computed by subtracting losses for California 
producers from the expected overall gain for consumers, would be a gain 
of $50.3 million.

Lessons Learned The process by which Hass avocado producers from 
Michoacán gained access to the US market has been gradual and lengthy, 
and the systems approach used to mitigate the risk of pest introduction 
is elaborate. While there were valid concerns about the risk of pest 
infestation, other economic considerations motivated some opposition to 
the opening of the US market. During the comment period on the rule 
that ultimately will permit year-round access to the entire US, APHIS 
received multiple comments related to the rule’s potential impact on 
market share rather than its impact on the presence of pests.

Rather than turning to formal WTO/NAFTA dispute resolution channels, 
regulators in the US and Mexico worked together over time to develop the 
science-based risk mitigation system in order to successfully negotiate 
the removal of what was perceived by Mexican producers as a nontariff 
SPS barrier. Although some efforts to address the issue took place 
within the framework of the NAFTA SPS Committee, the start of these 
efforts predated NAFTA’s implementation and featured both workaday 
cooperation and high-level leadership. The technical expertise required 
to settle the dispute, coupled with the bilateral nature of the issue, made 
it well suited to an ongoing, collaborative workaday approach. High-level 
7 The source of all data in this section comes from the Economic Analysis prepared by 
USDA APHIS (2004).
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leadership ensured that the issue remained a priority for both parties. 
Based on the evidence to date, the risk of pest infestation from Mexican 
avocados appears to be controllable when a rigorous inspection system 
is in place.

Cantaloupe

Contaminated cantaloupe has been associated with food-borne illnesses 
since 1990. In the springs of 2000, 2001, and 2002, outbreaks of 
Salmonella occurred in the US and Canada as a result of individuals 
eating contaminated cantaloupe imported from Mexico (CFIA 2004a). 
Following each outbreak, the US Food and Drug Administration (FDA), 
in conjunction with Mexican and Canadian food regulatory agencies, 
conducted traceback investigations of cantaloupes purchased.

The 2000 outbreak was traced to a single farm in Mexico and a particular 
shipper in the US: Shipley Sales Service, located in Nogales, Arizona. 
On-farm investigations in Mexico led FDA to conclude that measures 
were not in place to minimize microbial contamination in the growing, 
harvesting, packaging, and cooling of cantaloupe. This led to an import 
alert in 2000 for the shipper and farm, which was lifted once the 
distributor provided documentation demonstrating corrective action 
had been taken. However, in the spring of 2001, Mexican cantaloupe 
contaminated with Salmonella resulted in numerous illnesses in 
the US and Canada, and strong epidemiological evidence linked the 
contaminated cantaloupe to two deaths in the US. Once again, the 
outbreak was traced to the shipper and farm implicated in the 2000 
outbreak (Calvin). This led to the re-imposition of an import alert on 
Shipley Sales Service, along with two associated Mexican companies 
(US FDA 2001).

A subsequent outbreak in May 2002 led FDA to issue an import alert 
on all Mexican cantaloupes in October 2002, and the CFIA took similar 
action in November 2002 (Calvin). FDA justifi ed its countrywide action 
as a preventive measure to minimize the risk of illnesses associated with 
Mexican cantaloupes. Although the outbreak itself was traced back to 
just two states in Mexico (Michoacán and Guerrero), samples collected by 
FDA in 1999, 2001, and 2002 generated positive fi ndings of Salmonella 
in cantaloupe from six different states in Mexico (Sonora, Colima, 
Coahuila, Jalisco, the State of Mexico, and Tamaulipas), covering both 
the fall/winter and spring/summer growing seasons (US FDA 2004).

The US decision to impose a countrywide import alert for Mexican 
cantaloupe occurred at an inopportune time for growers in the northern 
state of Sonora, who were at the start of their harvest season. Growers 
were largely unable to navigate the requirements associated with the 
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import alert in time to receive clearance to ship to the US, resulting in 
crop spoilage. As a result, the import alert effectively halted exports from 
virtually all cantaloupe producers in Mexico. Mexican growers and US 
distributors were severely affected, with millions of dollars and many 
jobs lost related to the picking, packing, and shipping of cantaloupes.

The Mexican Government brought the issue of the countrywide import 
alert before the WTO’s Sanitary and Phytosanitary Committee. In its 
intervention before the committee, Mexico argued that the actions were 
inconsistent with the provisions of the Agreement on the Application of 
Sanitary and Phytosanitary Measures. Specifi cally, the measures were 
not based on scientifi c principles and were being used unfairly as a trade 
barrier. It was pointed out that while the US had reported similar food 
safety concerns with producers from the US and other countries, the 
restrictions were only being assessed against Mexican producers. In 
addition, the banning of all Mexican cantaloupe failed to account for 
the regional nature of the outbreak (WTO 2002).

In direct response to the intervention by Mexico, the US informed the 
committee that deaths and serious illnesses in the US had been linked 
through strong epidemiological evidence to contaminated cantaloupe 
from Mexico and that the US had acted completely within its rights 
under the SPS Agreement to take actions necessary to protect public 
health. The US further informed the committee that FDA had discussed 
the serious nature of the outbreaks with the Mexican Government on 
several occasions prior to implementing the import alert.

Subsequently, in response to requests from Mexican offi cials to remove 
the ban, FDA took the position that once effective systems were in 
place to prevent or signifi cantly mitigate the problem, it could consider 
revising the countrywide detention status for Mexican cantaloupe. As an 
interim arrangement, FDA advised Mexican cantaloupe producers and 
US importers to work closely with Mexican offi cials in order to develop 
appropriate information and data submissions that would facilitate 
the removal of producers from detention on a case-by-case basis (WTO 
2003).

Certifi cation Program Prior to the countrywide import alert, the 
Mexican Government had been working with FDA to improve regulations 
and inspection procedures for cantaloupes. The agency in charge 
of food safety, SAGARPA’s National Service of Health, Safety, and 
Agrifood Quality (Servicio Nacional de Sanidad, Inocuidad, y Calidad 
Agroalimentaria – SENASICA), had been developing a certifi cation 
program to identify cantaloupe growers who follow good agricultural 
practices (GAPs) and good manufacturing practices (GMPs). Following 
the countrywide import alert issued by the US (and Canada’s similar 
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action), the Mexican Government published legislation that gave the 
government the legal authority to require all cantaloupe growers to 
comply with the new food safety program.

The certification program includes a ten-page questionnaire that 
requires cantaloupe growers to provide considerable detail on the food 
safety measures employed in order to be certifi ed as eligible to export 
to the US. Each application is reviewed and endorsed by SAGARPA 
before being passed on to FDA. FDA then reviews the submissions and 
works with Mexican authorities to identify and address any remaining 
defi ciencies in on-farm practices with the aim of enabling cantaloupes 
from these producers to enter the US market.

According to the import alert, after reviewing these submissions, FDA, 
either solely or in conjunction with the relevant Mexican regulatory 
authority, may conduct a limited number of on-site inspections of 
the growing/processing areas to audit the validity of the information 
submitted to FDA. FDA intends to give priority in scheduling 
these inspections to fi rms or growers who provide certifi cation from 
an independent institution or third party that has expertise in 
agricultural and transportation processes (US FDA 2004). If FDA fi nds 
inconsistencies between submissions and actual conditions at farm 
and packing facilities, it will impose severe restrictions on the import 
of cantaloupe from the shipper for up to two shipping seasons. Many 
Mexican producers consider the certifi cation program to be lengthy 
and cumbersome, and so far only a few growers and packers have been 
certifi ed. Canadian import requirements acknowledge that the Mexican 
Cantaloupe Certifi cation Program constitutes an acceptable approach 
to minimize the risk of contamination (CFIA 2004).

SAGARPA also has released a new Federal Recognition Program (FRP) 
that states the requirements for the production, harvest, packing, 
processing, and transportation of cantaloupe. Developed in conjunction 
with FDA, the FRP is a collaborative effort on the part of SENASICA, 
COFEPRIS, and SEMARNAT’s National Commission of Water (CNA), 
and it outlines the GAPs and GMPs for cantaloupes. This offi cial program 
gives growers clearer steps in documenting their food safety programs for 
cantaloupes. However, until all participating Mexican secretariats and 
FDA have signed the fi nal Memorandum of Understanding to implement 
the FRP, growers must still face the comprehensive process to document 
and verify their food safety steps with Mexican agencies and FDA.

Lessons Learned The NAFTA and WTO Agreements clearly state that 
countries have the right to take SPS measures in order to protect human, 
animal, or plant life, or health in their own territories. The numerous 
illnesses and losses of life connected to the Salmonella contaminations 
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were clearly a legitimate concern for US and Canadian regulators. Prior 
to the outbreak in 2002, the US and Mexico were primarily engaged in 
workaday cooperation to develop regulations and processes that would 
be acceptable to both countries. With the third outbreak, the death of 
two US citizens linked to a prior outbreak, and evidence of unsanitary 
conditions in some parts of the Mexican cantaloupe industry, it was 
not clear whether these efforts would satisfactorily address the public 
health risks associated with Mexican cantaloupe in a timely fashion, 
and the US proceeded with its countrywide import alert for Mexican 
cantaloupe.

A primary complaint from the Mexican Government was the lack of 
communication between US and Mexican offi cials just prior to the 
imposition of the countrywide import alert. In its intervention to the 
WTO SPS Committee (WTO 2002), the Mexican Government stated that 
“Mexican health authorities were notifi ed by telephone [only] a few hours 
before the measure was applied at the goods’ points of entry into the 
US.” Given the ongoing work already taking place between SENASICA 
and FDA, it was generally felt that the imposition of the countrywide 
import alert with little advance communication and no consideration to 
regionalizing the restrictions caused a loss of goodwill and hurt many 
innocent producers and importers.

There was also a perception, strongly contested by the US, that the 
same standards were not being applied to US and Mexican growers as 
a result of the outbreaks. For Mexican growers to be removed from the 
import alert, they must demonstrate higher levels of food safety than 
US growers, despite the fact that samples from US growers in 2001 
also showed contamination. US cantaloupe growers did lobby FDA to 
take a more aggressive role as a result of the outbreak (Calvin). This 
created the perception among some Mexican growers, also strongly 
contested by the US, that excessive regulatory requirements were 
being used to protect US growers. Thus while concerns regarding the 
safety of Mexican cantaloupes are certainly legitimate and extensive 
collaboration has occurred among NAFTA members to resolve the issue, 
further coordination might help to streamline the certifi cation process 
while reducing the likelihood of a similar food safety situation.

The problem was further complicated by the actions of Shipley Sales 
Service, formerly one of the top US importers of cantaloupe. In 
November 2002, a federal grand jury in Tucson, Arizona issued a 66-
count indictment charging the importer with impeding a government 
investigation, misrepresenting their supplier, and shipping contaminated 
cantaloupe. As part of a plea agreement in January 2005, the importer 
and his son were fi ned $250 each, forfeited $2.7 million from sales of 
illegally imported cantaloupe, and were sentenced to four years probation 

Green • Hanson • Lee • Fanghanel • Zahniser



32 Agrifood Regulatory and Policy Integration Under Stress

for conspiracy and false reporting to the US Government (McQueen). 
The importer also has settled two lawsuits fi led on behalf of two victims 
of the 2001 outbreak (Associated Press).

Bovine Spongiform Encephalopathy (BSE)8 

Since 2003, the North American cattle industry has contended with the 
detection of several cases of BSE. In May 2003, BSE was confi rmed in 
a cow from northern Alberta, Canada, and in December 2003, USDA 
announced the detection of the disease in a US cow that was born in 
Canada. In January 2005, Canadian authorities confi rmed the detection 
of BSE in two additional cows in Alberta. In June 2005, test results 
indicated the presence of BSE in a second US cow, this one born in the 
US (USDA Offi ce of Communications). BSE is a degenerative disease 
that affects the central nervous system of adult cattle which eventually 
results in death. A variant form of Creutzfeldt-Jacob Disease (vCJD) that 
affects humans is believed to be caused by consuming infected tissues 
from BSE-affected cattle.

Upon confi rmation of the positive BSE case in May 2003, international 
reaction was immediate, as over 40 countries, including the US and 
Mexico, placed import restrictions on Canadian cattle, beef, and other 
bovine products. The impact on the Canadian cattle and beef sector was 
economically devastating. Prior to the detection of BSE in May 2003, 
the US was Canada’s largest beef market, representing 80 percent of 
Canada’s exports of beef and nearly all live cattle in 2002, while Mexico 
was Canada’s second largest beef market. According to a report prepared 
for the Canadian Animal Health Coalition, the direct economic cost to 
the Canadian livestock industry by early 2004 was nearly C$3.3 billion. 
An additional loss in equity to the cow-calf sector was estimated at C$3.0 
billion, for a total economic impact from BSE of C$6.3 billion (Serecon 
Management Consulting).

Regulatory Mechanisms Used to Address the Issue Following the 
detection of BSE in May 2003, it was important to assess the level of 
risk present in the Canadian herd and to determine the necessary steps 
required to ensure a safe food supply. In June 2003, an International 
Team of Experts convened to examine the CFIA’s investigation into 
Canada’s case of BSE. The experts acknowledged the thoroughness and 
transparency of the investigation, and the high level of communication 
established with the international community and the public. The 
report, released on 26 June 2003, recommended that four additional 
8 Appendix 2.4 contains a detailed chronology of North American beef trade following the 
initial detection of BSE in Canada in May 2003. Developments concerning the BSE situ-
ation are fast moving. This chapter refl ects the authors’ understanding of the situation 
through July 2005.
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precautionary measures be taken to address the possibility that other 
animals were exposed to BSE and could be incubating the disease.

In response to one of the recommendations of the International Team 
of Experts, Canada announced that specifi ed risk materials (SRMs) 
would be removed from all cattle slaughtered in Canada.9 This action 
was consistent with those taken by other countries with respect to food 
safety and minimizing the risk to the public. In July 2004, proposed 
changes to feed restrictions were published, requiring the removal of 
SRMs from the animal feed chain (including pet food) in order to further 
strengthen existing animal feed controls.

Extensive technical and scientifi c discussion between Canada and 
the US resulted in the development of a minimal-risk rule in the US 
that would allow for trade normalization between the two countries. 
These requirements, in combination with the animal and public health 
measures already in place in the US and Canada, are considered by 
USDA to provide the utmost protection to both US consumers and 
livestock based on science.

Result On 4 January 2005, USDA published its BSE minimal risk rule 
in the US Federal Register. This rule was to have taken effect 7 March 
2005, but the US District Court of Montana granted an application for a 
preliminary injunction of this rule from the Ranchers-Cattlemen Action 
Legal Fund, United Stockgrowers of America (R-CALF USA). On 14 July 
2005, the Ninth Circuit Court of Appeals reversed the injunction. Once 
implemented, the rule would provide access to the US for a range of live 
animals and beef and ruminant products from minimal risk countries. In 
particular, the rule would once again allow for the importation into the 
US of live cattle under 30 months for immediate slaughter or for feeding, 
provided they are slaughtered before reaching the age of 30 months. It 
does not, however, provide access for older animals or breeding animals. 
This rule would help to normalize trade between the US and Canada 
and to reduce the hardship faced by the Canadian livestock industry 
since the fi rst detection of BSE in May 2003. US offi cials are working 
to develop a plan to allow imports of animals 30 months and older for 
slaughter as well as beef from over 30 month animals as the next step 
in resuming full trade.

9 SRMs are tissues that, in BSE-infected cattle, contain the agent that may transmit 
the disease. In diseased animals, the infective agent is concentrated in certain tissues. 
SRMs are defi ned as the skull, brain, trigeminal ganglia (nerves attached to the brain), 
eyes, tonsils, spinal cord, and dorsal root ganglia (nerves attached to the spinal cord) of 
cattle aged 30 months or older (scientifi c research has shown that these tissues, in cattle 
younger than 30 months, do not contain the infective agent); and the distal ileum (por-
tion of the small intestine) of cattle of all ages.
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Possible Future Adaptation On an international level, the World 
Organization for Animal Health (OIE) has acknowledged that some trade 
bans that are being employed by member countries in response to the 
detection of BSE are not consistent with OIE guidelines and standards, 
leading to major trade disruptions. Furthermore, the failure to conduct 
a risk analysis or to consider the control mechanisms put in place by a 
country that has reported the presence of BSE can lead to reluctance to 
report future cases and the increased likelihood of the disease spreading 
internationally (World Organization for Animal Health 2004).

Both Canada and the US have undertaken international advocacy 
activities to support their ruminant industries in recovering international 
markets. In August 2003, Canada, the US, and Mexico jointly requested 
that the OIE encourage a more current, practical, risk-based approach 
to BSE. The revised approach was debated at the OIE annual meeting 
in May 2004, and in June 2005, the OIE formally released its new set 
of recommendations for managing the animal and human health risks 
associated with BSE, shortly after its annual meeting in May 2005 
(World Organization for Animal Health 2005). In addition, Canada, 
Mexico, and the US announced the establishment of a harmonized 
approach to BSE risk mitigation in April 2005.

Lessons Learned Science is the key to resolving the trade disruption 
caused by the detection of BSE in Canada. Once the initial detection 
was made, steps were taken immediately to implement measures to 
minimize the risk to consumers. Although the actual risk to human 
health of exposure is extremely low, the human disease associated 
with consumption of infective tissues from BSE infected cattle (vCJD) 
is incurable and fatal, and as such, the political impact of such an 
incident cannot be overlooked. While workaday cooperation is critical to 
developing the protocols required to fully resume trade, the importance 
of the issue requires high-level political involvement. In this instance, 
strategic trilateralism has taken place, given the impact that detection 
of BSE has had on the entire North American beef market. As a result, 
it is necessary to have protracted interaction at the technical level, in 
addition to senior political levels, to resolve the issue.

Prior to the detection of the fi rst BSE case in May 2003, the North 
American cattle market had become highly integrated. While beef and 
cattle exports to the US have been historically important to Canada, 
US processing fi rms and US producers/packers have also benefi ted 
from supplies of Canadian live cattle. Effi ciencies had emerged as the 
sector underwent structural shifts to refl ect the regional competitive 
advantages that exist across the value chain.
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The result of the BSE detection is a temporary disintegration of the 
North American cattle market, as Canada has expanded slaughter and 
packing capacity for cattle in response to the prolonged border closure 
to live cattle. In September 2003, Canada announced a repositioning 
strategy that will increase ruminant slaughter capacity in Canada and 
expand access to export markets for both livestock and beef products. As 
Canadian cattle producers become less reliant on US slaughterhouses, 
certain changes in the industrial organization of the North American 
cattle and beef sectors threaten to become permanent. The potential 
downside to this shift is a loss in economic effi ciency, as the US and 
Canada are no longer optimally marketing animals or beef. The shift 
in processing from the US to Canada has forced Canadian plants to pay 
large overtime bills while idling some US plants. This reduced effi ciency 
not only weakens the ability of North American beef exporters to re-
enter third country markets, but it could discourage the creation of 
cross-border supply chains in other sectors.

CONCLUSIONS

Countries clearly have the right and the responsibility to determine the 
appropriate level of protection for their citizens and animal and plant 
resources and to design and implement the regulations necessary to 
achieve that level of protection. There are many legitimate reasons for 
countries to have different regulations and standards, including different 
levels and types of risks across countries (e.g., due to environmental 
factors), different national policy objectives, and different consumer 
preferences. However, some regulatory differences cause needless 
frictions to market integration. As regulatory frameworks are developed 
in response to existing or emerging concerns, it is important that narrow 
interests do not infl uence regulatory requirements in order to protect a 
domestic market from free trade. The creation of more costly regulatory 
frameworks ultimately results in higher costs to consumers, as well as 
less effi cient industries that are vulnerable in an increasingly global 
marketplace.

Regulatory coordination among the NAFTA partners is thus an exercise 
of national sovereignty. In many instances, this coordination occurs 
through the workaday interactions of the NAFTA governments and 
their bureaucracies. In addition, it is driven, managed, and organized 
by high-level leaders within these governments. Sometimes regulatory 
coordination takes place within the context of NAFTA’s committees 
and working groups. Ultimately, successful regulatory coordination, 
particularly of politically sensitive issues, requires both the technical 
expertise featured in workaday activities and the political authority and 
judgment characterized by strategic bilateralism and other instances 
of high-level leadership.
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Because of the high degree of market integration that exists within 
North America, how one NAFTA country manages its risk affects the 
international reputation of the others. Detection of a BSE case in the 
US, for example, effectively resulted in the closure of foreign markets to 
US beef. Mexico cannot depart from the US position on Canadian beef, 
as this could affect its status with the US and other countries. Nor can 
Mexico depart from the position of major Asian importers on US beef, 
as this could affect its status with those countries. Japan, along with 
other countries, has indicated that it will treat the US in a manner 
comparable with how the US treats Canada. This example illustrates 
that North America is not only integrated economically, but also at a 
scientifi c and regulatory level.

The Role of NAFTA Working Groups and Committees Moving 
Forward

NAFTA preserves the autonomy of each member country to apply SPS 
standards that achieve the level of protection deemed appropriate, as 
long as the member country bases these standards on science. As long 
as this autonomy is desired by at least one member country, the creation 
of an enhanced NAFTA Secretariat or some other supranational entity 
to facilitate regulatory coordination will be diffi cult to achieve and 
nearly impossible to implement. Thus, regulatory coordination among 
the NAFTA countries during the Agreement’s second decade is likely to 
rely on mechanisms similar to those used during its fi rst decade.

In order to increase the effectiveness of NAFTA committees and working 
groups, it may be useful to implement a set of best practices for these 
entities. Given the importance of workaday cooperation and strategic 
bilateralism to regulatory coordination, best practices could also be 
useful for work outside these entities. Suggestions include:

• Clearly defi ning the assignment tasked to the committee or working 
group;

• Allocating the resources necessary to carry out that assignment;
• involving stakeholders from government and the private sector; 

and
• Publicizing the activities of the group and widely disseminating its 

output.

While stakeholders are not necessary for the work of a committee or 
working group to be successful, they build additional support for the 
group’s activities. With respect to publicity and dissemination, the 
NAFTA TWG on Pesticides has engaged in these activities in a solid 
fashion.
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Given the proliferation of bilateral and regional trade agreements 
involving the NAFTA partners, it may be benefi cial to include additional 
countries in regional efforts toward regulatory coordination. For 
instance, since each NAFTA country has a bilateral free trade agreement 
with Chile, inviting Chile to participate in these efforts is one possible 
next step. However, there is the possibility that widening the circle in 
this fashion could dilute the effectiveness of ongoing North American 
efforts. This concern is believed to be one of the reasons why the new and 
prospective FTA partners of the US have sought to have their own SPS 
committees with the US, rather than asked to be added to an existing 
SPS committee.

Greater fl exibility in the establishment and maintenance of regulatory 
committees and working groups is another logical approach. While 
NAFTA specifi ed the creation of numerous groups of this type, it did 
not provide for the possibility of shutting down the ones that were no 
longer needed, although the Agreement did give the SPS Committee the 
fl exibility to establish and determine the scope of its working groups. 
The recent bilateral and regional trade accords negotiated by the US 
generally provide for just two committees: 1) Sanitary and Phytosanitary 
Committee; and 2) Technical Barriers to Trade Committee.

In addition, it is revealing to identify the subjects for which NAFTA 
committees and working groups were not designated. Despite concerns 
prior to the Agreement that market integration would present signifi cant 
challenges to rural development, particularly in Mexico, NAFTA does 
not include a committee or working group devoted to rural development. 
Although the Agreement specifi ed a formal mechanism for fi nal national 
determinations of antidumping and countervailing duties to be appealed 
before an arbitration panel, it did not specify a committee or working 
group for the NAFTA countries to better align the application of their 
trade remedy mechanisms. These gaps, while not directly linked to 
regulations, can nonetheless result in regulatory trade issues emerging 
in order to protect a domestic industry. For example, establishing 
excessive regulatory requirements to address a plant or animal health 
issue can be used to create a nontariff trade barrier.

Science-based Risk Mitigation Systems

Developing a North American food market that effectively competes on an 
international scale will depend in part on the construction and implementation 
of science-based regulatory systems during periods of relative calm so that 
established protocols can be easily employed in times of crisis. Systems-based 
management action plans, similar to the one used to resolve the US-Mexico 
avocado issue, should enable the use of less restrictive measures and assist 
in minimizing trade disruptions. By employing a systems approach to 
certifi cation, a number of independent activities can be taken to minimize 
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the risk that an agricultural commodity poses to the importing country while 
meeting import standards. This approach assures the application of a measured 
and appropriate response should an issue emerge, and the importing country 
can be confi dent that containment of the issue will be achieved.

At times, there is the perception that regulatory issues are politically linked to 
one another, in that progress in one area will be rewarded by other member 
countries with progress in other areas. If science-based risk assessments are 
to be the foundation of the regulatory approach, such quid pro quo linkages 
should not exist, unless there is a scientifi c reason for why one regulatory issue 
is related to another. Requiring a science-based risk assessment, however, could 
be used as a delay tactic, especially when a country has limited resources to 
pursue such an assessment.

Moving from Negotiation to Cooperation

Regulatory coordination is a challenging area in which to advance market 
integration, primarily because it requires two or more sovereign national 
governments to realign their regulatory mechanisms in a concordant 
fashion. Complicating matters is the simple fact that regulatory changes 
often have important distributional consequences, giving some producers 
access to new markets, lowering the risks associated with cross-border 
business activities, and subjecting other producers to heightened 
competition. Similarly, a lack of progress in the regulatory arena can 
also have distributional consequences, denying some producers access 
to new markets, raising the risks associated with cross-border trade 
and investment, and protecting the existing markets of other producers. 
For these reasons, many efforts toward regulatory coordination have 
the potential to take on the features of a negotiation, and in many 
instances, negotiations among the NAFTA governments form a crucial 
and indispensable aspect of these activities.

During NAFTA’s second decade, the ongoing challenge for the member 
governments in the regulatory arena is to move beyond negotiations 
and engage in a series of joint projects and other cooperative activities. 
Already, many of the efforts undertaken by the member governments in 
this area, regardless of whether they took place within the framework 
of a NAFTA committee or working group, have ultimately resembled 
joint projects, as was illustrated by several of the case studies examined 
in this chapter. Further efforts of this type are likely to deepen the 
integration of North America’s agricultural and food sectors and may 
lead to additional instances of regulatory coordination that have not 
yet been contemplated.
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Appendix 2.1: NAFTA Committees and Working Groups10

Committee on Trade in Goods (Article 316)

Committee on Trade in Worn Clothing (Annex 300-B, Section 9.1)

Working Group on Rules of Origin (Article 513)
 Customs Subgroup (Article 513)

Committee on Agricultural Trade (Article 706)
 Working Group on Agricultural Subsidies (Article 705)
 Advisory Committee on Private Commercial Disputes regarding Agricultural Goods 

(Article 707)
 Working Group on Agricultural Grading and Marketing Standards (Annex 703.2)a

Committee on Sanitary and Phytosanitary Measures (Article 722)
 Animal Health Working Groupb

 Dairy, Fruits, Vegetables, and Processed Foods Working Groupb,c

 Fish and Fishery Product Inspection Working Groupb,c

 Food Additives and Contaminants Working Groupb,c

 Labeling, Packaging, and Standards Working Groupb

 Meat, Poultry, and Egg Inspection Working Groupb

 Technical Working Group on Pesticidesb

 Plant Health, Seeds, and Fertilizers Working Groupb

 Veterinary Drugs and Feeds Working Groupb,c

Committee on Standards-Related Measures (Article 913)
 Land Transportation Standards Subcommittee (Article 913)
 Telecommunications Standards Subcommittee (Article 913)
 Automotive Standards Council (Article 913)
 Subcommittee on Labeling of Textile and Apparel Goods (Article 913)

Committee on Small Business (Article 1021)

Financial Services Committee (Article 1412)

Working Group on Trade and Competition (Article 1504)

Temporary Entry Working Group (Article 1605)

Notes:
a Trilateral working group was formed by merging the US-Mexico and Canada-Mexico 
bilateral working groups devoted to this subject.
b Established by the SPS Committee. Article 722 of NAFTA states that the committee 
“may, as it considers appropriate, establish and determine the scope and mandate of 
working groups.”
c Activities suspended by the SPS Committee in 2003.

 

10 This appendix is drawn from the list that appears in the text of NAFTA and is ex-
panded using information obtained from the NAFTA governments. It is possible that the 
list does not include all of the NAFTA committees and working groups created since the 
Agreement’s implementation in 1994.
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Appendix 2.2: Chronology of Mexico-US Avocado Trade

1911: US plant health offi cials prohibit the importation of fresh avocados from Mexico 
because of avocado seed weevils.

1970’s: Mexican offi cials request approval to export avocados from the State of Michoacán. 
Request eventually rejected by APHIS.

1975: The Mexican government seeks entry for avocados grown in the State of Sinaloa. 
Requests eventually rejected by APHIS.

1990-1992: Mexico submits three different work plans under which avocados grown in 
Michoacán could be imported into the US.

July 1993: Under one of those work plans, APHIS allows the entry of Mexican avocados 
into Alaska under certain conditions.

5 July 1994: The Mexican government formally requests that APHIS further amend its 
import regulations to allow importations into the northeastern US.

1997: Exports of fresh Mexican Avocados are allowed into 19 states for four months of 
the year.

2001: The number of States is increased to 31 and the number of months to six. Mexican 
fresh avocado exports to the US approach 13,000 metric tons.

2002: Mexican fresh avocado exports to the US surpass 26,000 tonnes.

June 2003: APHIS completes a risk assessment evaluation for the importation of avocados 
to the entire US the whole year.

2003: Mexican avocado exports to the US approach 35,000 tonnes.

31 January 2005: A rule becomes effective that allows the importation of fresh 
Mexican Hass avocados from selected growers in Michoacán year round to all States 
except California, Florida and Hawaii. On 31 January 2007, the rule will apply to all 
50 States.
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Appendix 2.3: Chronology of Salmonella Outbreaks Linked to 
Contaminated Mexican Cantaloupe

1990: Salmonella infections are linked to the consumption of contaminated melons.

2000: Mexico exports more than 136,000 metric tons of fresh cantaloupe to the US.

2000-2002: Outbreaks of Salmonella across multiple states and provinces in the US and 
Canada are associated with the consumption of contaminated cantaloupe imported from 
Mexico.

25 May 2001: FDA advises consumers of an outbreak of food-borne illness associated 
with cantaloupe from two Mexican companies, S.P.R. de R.I. Legumbrera San Luis and 
S.P.R. de R.I. Los Arroyos, and imported by Shipley Sales Service of Nogales, Arizona. 
This outbreak of Salmonella results in numerous illnesses and is linked by strong 
epidemiological evidence to two deaths.

2001: Mexico exports more than 104,000 tonnes of fresh cantaloupe to the US.

May 2002: A Texas importer and distributor of Susie brand cantaloupe from Mexico 
issues a voluntary nationwide recall of the product because it has been associated with 
outbreaks of illness in the US and Canada.

2002: FDA conducts on-farm investigations in Mexico and concludes that measures are 
not in place to minimize microbial contamination in the growing, harvesting, packaging 
and cooling of cantaloupe.

28 October 2002: FDA issues a countrywide import alert on Mexican cantaloupe and 
detains all such products for entry at all U.S. ports.

4 November 2002: The Canadian Government bans the importation of Mexican 
cantaloupes because of health concerns and recommends that the fruit not be imported 
again until Mexico establishes a program of “sound agricultural practices.”

November 2002: The Mexican Government delivers an intervention before the WTO 
SPS Committee alleging that the US has acted inconsistently with certain provisions of 
the agreement by imposing a countrywide import alert on Mexican cantaloupe. The US 
responds to the intervention by citing deaths of US citizens linked by strong epidemiological 
evidence to contaminated cantaloupe from Mexico and stressing that US actions were 
completely in accord with the relevant articles of the WTO SPS Agreement.

13 November 2002: The Mexican Government releases an offi cial norm for the cultivation, 
harvest storage and transport of cantaloupe.

December 2002: Two Mexican growers, both located in the State of Sonora, secure 
exemption from the countrywide US import alert. Mexican exports of fresh cantaloupe 
to the US for 2002 total roughly about 59,000 tonnes.

2003: An additional grower in Sonora is exempted from the countrywide US import alert. 
A Mexican processor of cantaloupe also obtains exemption from the alert, as long as 
the fruit is either imported from the US or purchased from one of the Mexican growers 
exempt from the alert. Mexican exports of fresh cantaloupe to the US for 2003 total about 
6,000 tonnes.

2004: FDA reviews the program prepared by Mexico and passes inspection. The program 
includes a 10 page guidance questionnaire that asks grower to go into considerable detail 
on food safety measures employed on cantaloupe growing and packing operations that 
may help growers and packers to be removed from FDA’s import ban.
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9 March 2004: The Canadian Government releases import requirements replacing the 
ones issued in November 2002 and reissued in December 2002. These requirements 
acknowledge that the Mexican Certifi cation Program constitutes an acceptable approach 
to minimize the risk of contamination from cantaloupes.

April – May 2004: Two additional growers from Sonora are exempted from the 
countrywide US import alert.

2004: Mexico exports about 11,000 tonnes of fresh cantaloupe to the US.
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Appendix 2.4: Chronology for North American Beef Trade 
Following the Detection of BSE

20 May 2003: The World Reference Laboratory confi rms that a cow in northern Alberta 
suspected of having BSE has tested positive to the disease. Within hours, the US announces 
a ban on all imports of Canadian beef.

18 July 2003: Canada announces an additional measure to enhance existing food safety 
controls requiring the removal of SRM materials from carcasses of cattle older than 30 
months. This new SRM policy is developed jointly by the CFIA and Health Canada and 
is consistent with international standards.

11 September 2003: The US and Mexican markets are opened to boneless beef products 
from Canada for animals under 30 months of age, although the ban on live cattle is 
unchanged. This is followed by some progress in other markets.

4 November 2003: USDA publishes a proposed rule that creates a new minimal risk 
category and places Canada in this new category. The proposed rule outlines import 
conditions for live feeder and slaughter cattle under 30 months of age, as well as other 
products.

23 December 2003: The US announces a case of BSE in a Holstein cow in Washington 
State. The cow is later determined to have been born on an Alberta farm.

30 December 2003: The US announces a number of new BSE control measures, 
including the removal of specifi ed risk materials at slaughter. Most of these measures 
are comparable to Canadian measures, except for the removal of downers from the food 
supply. Consequently, as requested by the US for all of its trading partners, Canada 
mirrors the US action. 

9 January 2004: Canada commits C$92.1 million over fi ve years to increase current 
surveillance efforts and enhance the existing Canadian Cattle ID program.

16 January 2004: Canada, the US, and Mexico issue a joint statement underlining their 
intention to work together to normalize North American trade in beef and live cattle, to 
effect changes to OIE guidelines, and to harmonize BSE control measures among the 
three countries.

26 January 2004: The US announces new measures on animal feed, removing poultry 
litter and plate waste from animal feed – on which Canada took action in 1997. However, 
the US also requires removal of mammalian blood and segregation of processing lines 
for ruminant and non-ruminant feed – for which Canada is assessing the US scientifi c 
rationale and determining whether changes are required to the Canadian feed ban.

8 March 2004: The US reopens the comment period, and in addition to the former rule, 
the Federal Register notice requests comments on whether to allow the importation of 
beef from cattle 30 months of age or older from which the specifi ed risk materials have 
been removed.

19 April 2004: USDA revises the import controls on Canadian beef to include all cattle 
products from animals under 30 months. The CFIA makes a similar change for US 
cattle products on April 23. This is a technical amendment to bring the controls in line 
with the existing science-based policy in both countries. The US changes are put on hold 
following a court injunction won by the Ranchers Cattlemen Action Legal Fund, United 
Stockgrowers of America (R-CALF USA), on the grounds that the correct rulemaking 
process had not been followed.

Green • Hanson • Lee • Fanghanel • Zahniser



46 Agrifood Regulatory and Policy Integration Under Stress

9 July 2004: Canada announces it will introduce new animal feed restrictions to further 
strengthen Canada’s safeguards against BSE. Canada intends to require the removal of 
bovine specifi ed risk materials (SRM) from the animal feed chain. 

12 August 2004: A group of cattle producers called Canadian Cattlemen for Fair Trade 
fi les a lawsuit against the US government seeking $150 million under a provision of 
NAFTA. The group says its members have suffered because of the US decision to close 
the border to Canadian beef in May 2003.

10 September 2004: Canada announces a strategy to assist Canada’s livestock industry 
in repositioning itself to ensure its long-term viability. The strategy includes continuing 
efforts to reopen the US border, taking steps to increase ruminant slaughter in Canada, 
introducing measures to sustain the cattle industry until capacity comes online, and 
expanding access to export markets for both livestock and beef products.

1 December 2004: US President George W. Bush makes his fi rst offi cial visit to Canada. 
He indicates that the intent is to reopen the US border to Canadian live cattle within a 
few months.

3 January 2005: CFIA offi cials confi rm that a second case of BSE has been found in 
Alberta.

4 January 2005: USDA publishes BSE minimal risk rule in the Federal Register. The 
rule would allow live cattle under 30 months of age to be exported from Canada to the 
US. USDA indicated that Canada met the defi nition of a minimal risk country under the 
rule as a result of adopting the following measures, among others:

• Prohibition of specifi ed risk materials in human food.
• Import restrictions suffi cient to minimize exposure to BSE: Since 1990, Canada has 

maintained stringent import restrictions, preventing the entry of live ruminants and 
ruminant products, including rendered protein products, from countries that have 
found BSE in native cattle or that are considered to be at signifi cant risk for BSE.

• Surveillance for BSE at levels that meet or exceed international guidelines: Canada 
has conducted active surveillance for BSE since 1992 and exceeded the level 
recommended in international guidelines for at least the past seven years. 

• Ruminant-to-ruminant feed ban in place and effectively enforced: Canada has had 
a ban on the feeding of ruminant proteins to ruminants since August 1997, with 
compliance monitored through routine inspections. 

• Appropriate epidemiological investigations, risk assessment, and risk mitigation 
measures imposed as necessary: Canada has conducted extensive investigations in 
response to any BSE fi nding and has taken additional risk mitigation measures.

10 January 2005: R-CALF USA fi les a lawsuit to prevent the implementation of the US 
BSE minimal risk rule, seeking a ban on the importation of all cattle and beef products 
from Canada.

11 January 2005: CFIA announces that a third case of BSE has been found in Alberta. 
Agency staff indicates that the animal was born after the 1997 ban on feeding cattle 
remains to cattle but became infected by eating left-over feed produced before the ban 
came into effect.

12 January 2005: US Secretary of Agriculture Ann Veneman announces that the 
border will reopen March 7 as planned, but that offi cials are monitoring the latest BSE 
investigation very closely. A US team of technical experts is sent to assess Canada’s 
compliance with the feed ban.
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9 February 2005: US Secretary of Agriculture Mike Johanns announces that 
implementation of the rule as it relates to meat products from over 30 month cattle will 
be indefi nitely delayed. He also calls for US offi cials to move forward in consideration 
and development of a plan to allow imports of animals 30 months and older for slaughter 
as well as beef from over 30-month animals as the next step in resuming full trade with 
Canada.

25 February 2005: In both the risk assessment conducted by APHIS as part of the BSE 
minimal-risk rule, as well as the feed ban assessment, the agency fi nds that compliance 
by feed mills and rendering facilities in Canada to their feed ban regulations is good and, 
just like the US, Canada is continually looking for ways to make it even better.

2 March 2005: US District Court in Montana grants a preliminary injunction preventing 
implementation of the US rule that would allow a resumption of US imports of live cattle, 
other ruminants and a wider range of products derived from them. This preliminary 
injunction will be in force either until it is successfully appealed or until the merits of the 
R-CALF USA lawsuit are decided upon. USDA announces it will appeal the injunction.

3 March 2005: The rule is also subject to Congressional review. The Congressional Review 
Act provides for an accelerated process under which Congress can disallow a rule within 60 
“legislative” (i.e., sitting) days of its publication in the Federal Register. The Senate votes 
to disallow the BSE minimal risk rule. The House has not yet voted on the issue (though 
the Chair of the House Agriculture Committee has spoken out against disallowing it), and 
President Bush has indicated his intent to veto any bill disallowing the rule. 

17 March 2005: USDA announces it will appeal the temporary court-imposed delay on 
reopening the US border, handed down by the US District Court in Montana. The appeal 
request seeks to reopen the border until the July hearing begins. The Court has set July 
27 as the start date for the trial. R-CALF USA intends to argue in favour of keeping the 
border closed.

1 April 2005: USDA announces that Canada, Mexico and the US have established a 
harmonized approach to BSE risk mitigation to more effectively address any BSE risk 
in North America. This science-based framework of risk management measures for BSE 
has been developed with the objective to help normalize trade in ruminants and ruminant 
products within North America and to promote an international BSE strategy consistent 
with OIE guidelines.

2 June 2005: The OIE unveils a new set of recommendations concerning the management 
of the animal and human health risks associated with the presence of BSE in cattle, 
following its annual meeting in May 2005.

14 July 2005: The US Ninth Court of Appeals reverses the injunction granted by the US 
District Court of Montana.
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Disruption in the NAFTA 
Supply Chain for Beef and 
Cattle: An Evaluation of 
Possible Policy Responses
Danny G. LeRoy, Jeevika Weerahewa 
and David Anderson

INTRODUCTION

Before 20 May 2003 the beef and cattle sectors in North America were 
shining examples of harmonization and market integration under 
the North American Free Trade Agreement (NAFTA). They are now 
stunning and troubling examples of disharmony, market segregation, 
and confusion. The supply chain for beef, which was working well, is 
now a mess. Losing access to the live cattle market in the United States 
has motivated Canadian decision-makers in both the public and private 
sectors to focus almost entirely on the domestic market for solutions. 
In the United States, border closures have threatened the viability of 
beef processing plants in the Pacifi c Northwest and have helped raise 
the profi le of protectionist cattle producer organizations. Mexico has 
fared better than its NAFTA partners since it remains free of bovine 
spongiform encephalopathy (BSE) and has continued to maintain access 
to the US market.

This chapter describes what has happened in the North American 
cattle industry since the BSE crisis began, discusses the programs 
governments in Canada implemented to assist cattle producers, and 
provides a preliminary empirical evaluation of potential longer-run 
policy responses to the situation in Canada. To better understand 
the current situation, a short history of government intervention in 
the North American cattle industry is provided. This intervention 
contributed to the industry’s expansion and integration under NAFTA, 
but also to its vulnerable structure. 
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THE NAFTA CATTLE/BEEF MARKET SITUATION – PRESENT 
AND PAST

Bovine Spongiform Encephalopathy in NAFTA

Regulations enforced since 1990 have made BSE a reportable disease 
in both Canada and the United States. Since then, six cases have been 
confi rmed in North America. Five of these cases involved cattle that 
could be traced to farms in Alberta, Canada.
 
The fi rst case of BSE was discovered on 8 December 1993 in a purebred 
beef cow in Red Deer, Alberta that had been imported from the United 
Kingdom in 1987. That animal and its herd mates were destroyed along 
with all offspring and all remaining animals imported from the UK 
since 1982.1 Cattle imports to Canada from the United Kingdom had 
been banned since 1990, and the discovery of BSE in 1993 prompted 
the Canadian government to require more stringent disease detection 
and control measures on farms and at slaughter plants. Then in 1997, 
in response to the high-profi le BSE crisis in the UK, the Canadian and 
US governments introduced ruminant-to-ruminant feeding bans.2 Cattle 
and beef exports from Canada were not affected by this fi rst case of BSE 
because the infected cow had originated in the UK.

On 20 May 2003, a second BSE case was confi rmed in an Angus cow 
in Wanham, Alberta. Unlike the earlier case, the infected animal was 
born, fed, and raised in Canada, but it did not enter the food system. 
The consequences of this discovery of BSE were devastating for cattle 
producers and other industry stakeholders in Canada as the potential 
risks to human and animal health from BSE had become a major 
economic and political issue. Governments of 34 countries, including the 
United States and Mexico, banned imports of ruminant and ruminant 
products originating from Canada using the same criteria established by 
the World Organization for Animal Health or OIE (Offi ce International 
des Epizooties) that the Canadian government had used to justify its 
import prohibitions.3 The resulting dislocation in the cattle industry in 
1 Between 1982 and 1990, 191 breeding cows were imported to Canada from the United 
Kingdom. By 1992, 80 of the British cattle had died and one or more of them could have 
been rendered into meat and bone meal.
2 These feed bans prohibit feeding most mammalian proteins to ruminant animals, such 
as cattle, sheep, and goats.
3 Caswell and Sparling convincingly argue the huge trade impacts from confi rming a 
BSE case come not from the loss of BSE free status, but from the restrictions that gov-
ernments in importing regions have routinely imposed upon the loss of such status. Im-
ports are restricted by the complete prohibition of cattle and beef imports instead of the 
graduated restrictions recommended by the OIE. This not only results in trade disrup-
tions that are unnecessary to protect human and animal health, but also reduces the 
incentive to implement effective and transparent surveillance systems.
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Canada was unprecedented, and would have been even worse if the US 
Department of Agriculture (USDA) had not readmitted imports of boxed 
beef muscle cuts and veal from Canada in September 2003.

The third case of BSE in North America was found in a Holstein cow in 
Yakima, Washington on 25 December 2003. Unlike the earlier discovery 
in May, meat from this cow entered the food chain.4 Within hours of 
USDA confi rmation of this discovery, governments of more than 50 
nations, including Canada, Mexico, Japan, South Korea, Chile, Mexico, 
and Taiwan banned American cattle and beef imports. As in Canada, 
the border closures led to a collapse of the US beef export business, a 
reduction in trade between backgrounders and feedlots, a decrease in 
the market value of slaughtered animals, and the devastation of export-
oriented meat processing plants.
 
Following the December 2003 discovery, it appeared the BSE status 
of Canada and the United States would be identical. However, it was 
later determined that the infected cow in Washington was actually born 
in Alberta. As a result, the situation for the Canadian beef industry 
worsened. Opponents of cattle and beef trade used the cow’s Canadian 
connection as an argument to frustrate the renormalization of live cattle 
trade across the Canada-US border.

Since the cattle industry in the United States was not as export 
dependent as the Canadian industry, the impact on cattlemen in the 
United States from the border closures was less severe. Beef that would 
normally have been shipped to Japan or South Korea remained in the 
US to help satisfy the domestic market. Table 3.1 shows the dramatic 
change in the pattern of trade in cattle and beef among the three NAFTA 
countries. Cattle exports from Canada and the United States fell to 
zero while exports from Mexico increased. With no import competition 
from cattle producers in Canada and sustained fi nal consumer demand 
for beef, cattle producers in the United States, Canadian exporters 
of boneless boxed beef to the US, and cattle exporters from Mexico 
subsequently enjoyed some of the highest prices in recent history. As 
a result, beef exports to the United States increased dramatically from 
offshore sources, Mexico, and to a lesser extent from Canada.

Cattle producers and governments in Canada worked diligently to get 
past the diffi cult economic circumstances created by the border closure. 
Finally, on 29 December 2004 the USDA announced that it would reopen 
the US border to Canadian live cattle under 30 months of age as of 7 
March 2005. The ensuing enthusiasm in Canada did not last long. On 2 
January 2005 a fourth case of BSE was confi rmed in an eight-year old 
4 Meat from the infected animal was traced to eight states (Washington, Oregon, Califor-
nia, Nevada, Alaska, Montana, Hawaii, and Idaho) and the US territory of Guam.
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Holstein cow from a farm in Barrhead, Alberta. Then, on 11 January 
2005, a fi fth case was confi rmed in a seven-year old Charolais cow from 
Innisfail, Alberta. While material from these two cows did not enter the 
food or feed systems, they raised some concerns in the United States 
about lifting the import ban on Canadian cattle. On 2 March 2005, a 
federal judge in Billings, Montana granted an immediate preliminary 
injunction against USDA regulations that would have allowed imports 
of Canadian slaughter and feeder cattle less than 30 months of age. To 
the relief of Canadian cattlemen, this decision was reversed by the Ninth 
Circuit Court of Appeals in San Francisco on 14 July 2005.

An additional case of BSE in North America was confirmed by 
Washington on 24 June 2005 (USDA 2005). This case appears to be an 
American-born animal that was originally identifi ed in November 2004. 
This animal did not enter the food supply and it was born prior to the 
implementation of the ban on the feeding of mammalian protein.

Live Cattle Trade (Number of Head)  
 TO 

 US Canada Mexico Offshore 
US - 

- 
Prohibited 
(134,220) 

1,409 
(106,019) 

110 
(4,155) 

Canada Prohibited 
(168,814) 

- 
- 

Prohibited 
(Permitted) 

Prohibited 
(Permitted) 

Mexico 1,370,787 
(816,460) 

0 
(0) 

- 
- 

Permitted 
(Permitted) 

F
fo

m
 

Offshore 0 
(5) 

0 
(0) 

Permitted 
(Permitted) 

- 
- 

 
 

Beef Trade (Thousands of US$)  
 TO 

 US Canada Mexico Offshore 
US - 

- 
55,287 

(217,690) 
371,652 

(592,857) 
79,784 

(1,678,036) 
Canada 1,184,198 

(1,096,238) 
- 
- 

212,981 
(117,793) 

35,734 
(89,440) 

Mexico 33,208 
 (15,929) 

0 
(0) 

- 
- 

Permitted 
(Permitted) 

F
ro

m
 

Offshore 2,089,834 
(1,400,897) 

173,728 
(290,567) 

Permitted 
(Permitted) 

- 
- 

 Sources:  Industry Canada; USDA, FAS 

Table 3.1: Live Cattle and Beef Trade in NAFTA Regions, 2004  
(with 2002 comparisons). 
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History of the Beef and Cattle Industries in the NAFTA 
Countries

Through much of their development, trade was not the lifeblood of the 
cattle industries in Canada, the United States, or Mexico. Domestic 
markets provided most of the demand in each country. During the 
twentieth century in Canada, for example, cross border trade often was 
hampered by tariffs, trade prohibitions, and transportation subsidies on 
commodities shipped from Western to Eastern Canada. Impeded access 
to the US market was an especially contentious issue with Western 
Canadian cattlemen who believed their natural market lay a few miles 
to the south rather than the reality of satisfying far away customers in 
Eastern Canada and the UK.

Nonetheless, during much of the past century, access to the American 
market has been considered “business as usual” by Canadian 
cattlemen. However, the opportunity to satisfy this market has been 
unreliable. While at times, open borders contributed to the expansion 
of the Canadian cattle industry and its dependence on the US market, 
frequently blocked access to the same market led to diffi cult and painful 
contractions. The boom-bust cycle resulting from border interventions 
in live cattle markets occurred three times in the last century, with 
varying consequences.

Cross border trade fi rst expanded rapidly after US President Woodrow 
Wilson repealed the United States live cattle tariff in 1913. As a 
consequence, cattle exports to the United States increased from fewer 
than 10,000 head in 1912 to more than 450,000 head in 1919. In response 
to high war-time prices, the herd in Canada grew from six million head 
in 1913 to more than ten million head in 1919. However, in the early 
1920s, the US government reimposed tariffs and by 1930 had increased 
them to 30 percent. The result was that Canadian cattle were effectively 
shut out of the US market and packing plants closed, prices spiraled 
downward, and cattle feeding activities contracted.

During the early years of the Second World War, demand for live cattle 
increased, prices escalated, and the Canadian herd more than doubled 
to 11 million head. There also was a partial reopening of the US border. 
Satisfying the American market again became the objective of cattlemen 
in Canada. This was short-lived, however, as fears of domestic shortages 
led the Canadian government to close this export market in 1941, and 
to subsidize cattle feeding activities through producer price guarantees 
and grain transportation subsidies. After years of lobbying the federal 
government, cattlemen in Western Canada were able to regain access 
to the US market in 1948. Despite this change, most live cattle shipped 
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from the region to be fattened and slaughtered continued to go east 
rather than south because of grain transportation subsidies.

During this time, cattle production in Mexico evolved to satisfy two 
distinct markets. Cattle production activities in Mexico expanded in 
response to increasing domestic demand for beef and US demand for 
feeder cattle. Cattle producers in the arid and semi-arid Northern third 
of Mexico focused on the production of feeder steers for export to the 
United States while domestic demand for beef was met by grass-fed 
cattle raised in the temperate and semi-tropical areas of Central and 
Southern Mexico. 

In Western Canada, the problems created by transportation subsidies in 
the grains sector held back cattle production until provincial policies to 
remedy them provided the catalyst for expanding livestock production 
during the 1980s.5 In particular, the Alberta provincial government 
developed major new programs to stimulate large-scale cattle production 
and beef processing. The pursuit of these objectives coincided with the 
negotiation of the Canada-United States Trade Agreement (CUSTA) 
which granted preferential trade status to goods produced within the 
member countries while continuing to levy tariffs on goods from outside 
the region, including beef.
 
The Role of the NAFTA American quantitative import restrictions 
under the Red Meat Import Act (1979) created a signifi cant trade 
impediment for beef exporters in Canada and Mexico. Following the 
implementation of the CUSTA, beef produced in Canada became exempt 
from US import quotas and beef exporters in the US likewise gained 
unhampered access to the Canadian market. Tariffs on live cattle were 
eliminated. In 1994, this preferential trading system was extended to 
Mexico under the NAFTA while import barriers were maintained for 
beef producers outside the NAFTA region.6 

Shielded from the full competitive pressure of producers outside the 
NAFTA region, cattle and beef producers in North America focused on 
satisfying consumers within the trading bloc and in high-price regions 
5 An unintended consequence of the statutory freight rates was that they dissuaded 
railways in Canada from reinvesting in their grain-handling infrastructure. The western 
Canadian grain transportation system became obsolete and was in disarray by the 1970s 
because the regulated freight rates fell well below the actual cost of moving grain (Ver-
cammen). This created the problem of “shut in grain” that had no ready market except 
for cattle feed (Kerr and Ulmer).
6 On 11 November 1992, tariffs on cattle and beef in Mexico increased from zero to 15 
percent on live cattle, 20 percent on fresh/chilled beef, and 25 percent on frozen beef. 
These tariffs were then eliminated for products originating from Canada or the United 
States when the NAFTA came into force, and remain in place for producers outside the 
NAFTA region.
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like Japan and South Korea. The integration of the North American 
cattle industry was encouraged from behind a wall of protection from the 
world beyond North American shores. It was boosted further in Canada 
through taxpayer transfers and in Mexico through reforms enhancing 
the private property rights of land owners.

One outcome of the multilateral Uruguay Round Agreement on 
Agriculture was that nontariff trade barriers like those used to limit beef 
imports into the NAFTA region were converted to tariff rate quotas. The 
objective was to improve the transparency of existing agricultural trade 
barriers with a view of reducing them in the future. The tariff rate quota 
in Canada for offshore beef is set at 76,409 tonnes and imports above that 
quantity face a 26.5 percent tariff or require a supplementary import 
permit. A supplementary import permit allows a processor or wholesaler 
tariff-free access to specifi c beef products which cannot be sourced from 
suppliers within the NAFTA region. Non-NAFTA beef imports into the 
United States above 696,621 tonnes incur a 26.4 percent tariff. In Mexico, 
the over-quota tariff for non-NAFTA beef is 25 percent. These tariffs 
benefi t cattle and beef producers in the NAFTA region at the expense 
of producers of other goods and services and all consumers.
 
The Role of Domestic Policies The United States government has long 
had a “hands off” policy for its domestic cattle and beef sectors, with 
the exception of the protection provided by the tariffs noted above. The 
Canadian government has been more interventionist, at least partly 
because of grain transportation subsides which disadvantaged livestock 
producers. During the 1980s some provincial governments in Canada 
provided transfers to reduce the cost of local feed grains (offsetting other 
subsidies that limited cattle feeding activities in Western Canada), 
increase processing capacity, and develop offshore markets for Canadian 
cattle and beef.

Long frustrated by the effect of subsidized prairie grain freight rates 
on cattle feeding activities in the west, the Alberta government was the 
fi rst to institute a subsidy to offset this detrimental impact. Beginning 
on 1 September 1985, Alberta provided subsidies of C$21/tonne for 
grain used for livestock feeding. While the transfer per tonne had 
been reduced by 1990, it still totaled C$49 million that year (Alberta 
Agriculture 1990). When the Alberta subsidy made cattle production 
more profi table in Alberta than in the other prairie provinces, both the 
Saskatchewan and Manitoba governments responded by announcing 
that they too would also subsidize livestock producers. Beginning 1 
September 1989, producers in Saskatchewan received C$13/tonne for 
feed grain used to feed cattle and hogs on feedlots. Manitoba restricted 
its program to slaughter cattle only and transferred C$9/tonne for feed 
used (Klein et al.). 
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A second major initiative in Alberta entailed the expansion of cattle 
slaughter capacity in that province. Following Canada’s exemption from 
the US Meat Import Act, multinational beef slaughtering enterprises 
made large investments in Alberta. In May 1989, Cargill opened a C$55 
million state-of-the-art facility in High River. The cost of erecting this 
plant was subsidized by a C$4 million grant from Alberta’s Processing 
and Marketing Agreement, a regional development program designed 
to encourage secondary manufacturing fi rms and to create value added 
agricultural products (Byfi eld and Johnson).
 
To help diversify export destinations for beef, a third major initiative 
involved developing a beef export promotion agency. The market 
development division of Alberta Agriculture worked closely with Alberta 
meat processors, packers, exporters, and the Alberta Cattle Commission 
to develop an industry organization to address the market opportunities 
presented by the liberalization of the Japanese beef market (Alberta 
Agriculture 1989). The Canadian Beef Export Federation opened its 
fi rst trade offi ce in the Canadian Embassy in Tokyo in November 1989. 
Eighty percent of the offi ce’s C$800,000 initial budget was fi nanced 
through taxpayer transfers (Edmonton Journal).7 
 
Finally, the federal-provincial National Tripartite Stabilization Program 
supported production of several agricultural commodities in Canada from 
1985 to 1994, including cattle. Financed by producer fees and taxpayer 
transfers, the National Tripartite Stabilization Program encouraged 
cattle production by guaranteeing prices and fi nancial margins at 90 
percent of a ten-year moving average. The program was terminated due 
to its cost, its production-distorting effects, and the threat of a countervail 
action by the United States government (Brinkman). 

The central and regional governments in Mexico were less interventionist 
in the cattle and beef sector than their Canadian counterparts. During 
the 1980s and early 1990s the Mexican government implemented 
policies that provided cattle producers (and all citizens) with a more 
stable, long-term decision-making framework. In 1986, the Mexican 
government became a signatory to the General Agreement on Tariffs 
and Trade (GATT) and began the process of reducing import barriers. 
Telecommunication services were privatized as were public warehouses, 
ports, some banks, and some state-owned enterprises. In 1992, Article 
27 of the Mexican Constitution was reformed to increase the scope and 
7 The selection of Tokyo for its fi rst offi ce was a direct result of the liberalization of the 
Japanese beef market through the Beef Market Access Agreement between Japan, the 
United States, and Australia. The Alberta government and the Alberta Cattleman’s As-
sociation forecasted a possible market for Canadian beef of C$300 million per year (Ed-
monton Journal). This proved to be a little optimistic since sales in this market peaked 
at C$171 million in 2001 and declined to only C$96 million in 2002 – ahead of the BSE 
problem in Canada.
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security of private agricultural land ownership. The reform enabled 
farmers to own, sell, rent, or mortgage land that was previously 
communally owned. This provided Mexican cattle producers with 
additional incentives to use resources effectively to satisfy the wants 
of their customers.

Realization of Intended Outcomes Policies in the 1980s and early 1990s 
were directed at increasing cattle production and processing activities 
within the NAFTA region. Prima facie evidence suggests that these 
objectives were realized. 

In Canada, cattle production activities and slaughtering capacity 
expanded in the west – especially in Alberta – and exports became very 
important. Between the mid 1980s and 2002, the cattle inventory in 
Canada increased from 11 million head to almost 14 million (Agriculture 
and Agri-Food Canada 2004a). Over the same time period, Figure 3.1 
shows that fed cattle production in Canada increased by more than one 
million head per year. Net exports of live cattle, which were relatively 
small and occasionally negative prior to 1987, grew to about 1.5 million 
head by 2002 (Figure 3.2). The cattle industry became an important part 
of the agrifood economy and the second largest earner (after wheat) of 
foreign exchange in the agricultural sector. In 2002, farm cash receipts 
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Figure 3.1: Canadian fed cattle production, 1984-2004.

Source: Agriculture and Agri-Food Canada (2004a).
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from cattle and calves totaled nearly C$8 billion, 21 percent of the C$36 
billion in total farm cash receipts (Statistics Canada). Net exports of 
dressed beef increased from 1989 to 2002 by almost 500 percent to 
about 350,000 tonnes (Agriculture and Agri-Food Canada 2004b). By 
2002, beef export earnings of about C$4 billion dwarfed the C$1 billion 
in beef imports (Canfax 2004). 

In the United States, beef exports doubled from one billion pounds 
in 1989 to 2.3 billion pounds in 2001 and over the same period, beef 
imports increased from 2.3 billion pounds to 3.2 billion pounds (USDA 
2004). While cross border beef trade had increased, the United States 
remained a major importer of beef. Between 1980 and 2002, live cattle 
imports to the United States from Canada and Mexico increased from 
about 600,000 to 2.5 million head. 

From 1990 to 2004, cattle production in Mexico increased from 1.11 
million tonnes to an estimated 1.53 million tonnes (SAGARPA 2003, 
2005) while the value of live cattle exports to the United States from 
Mexico increased from $420 million to an estimated $546 million (US 
Department of Commerce). Live cattle exports from Mexico to Canada 
remained nonexistent over this time period.
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Unintended Outcome: Vulnerability A long history of producing 
mostly for domestic and internal NAFTA markets led to institutions 
and ways of thinking that left producers in North America ill-prepared 
when these markets were shut as a result of BSE. As a large and growing 
portion of beef production in Canada was exported, producers became 
increasingly dependent on access to foreign markets, particularly the 
US. Though beef can be frozen and stored for some time before serious 
deterioration in quality takes place, producers can ill afford lengthy 
embargoes on exports. With the increased integration of the North 
American beef market, slaughter capacity in Canada was inadequate to 
handle all domestically produced animals. This was particularly critical 
for older breeding stock which was culled regularly as new replacements 
entered the herd. A large proportion of culls had been exported from 
Canada and slaughtered at plants located in the United States. Prices 
offered for culled cattle fell when the American border was closed to 
live cattle imports as the major slaughtering plants in Canada became 
overwhelmed with deliveries of more profi table high-grade, younger 
animals.

Efforts by governments to negotiate international trade accords that 
would prevent indiscriminate border closures proved fruitless in the 
face of the BSE discovery in Canada.8 In fact, the degree to which the 
cattle market in North America was integrated came back to haunt 
primary producers and policy-makers. The consequences to primary 
producers were negligible when NAFTA governments banned imports 
of meat produced in non-NAFTA countries experiencing an incident 
of BSE. When BSE appeared in parts of South America and Europe 
the NAFTA governments prohibited cattle and beef imports from the 
affected regions without fear of reprisal. They had the legal authority 
to ban such imports under the Uruguay Round Agreement on the 
Application of Sanitary and Phytosanitary Measures. However, when 
BSE was discovered in Canada and the NAFTA borders were closed to 
Canadian product, cattle producers in Canada and packers in the US 
Pacifi c Northwest came under severe economic hardship. 

The vulnerability of the Canadian cattle industry to arbitrary trade 
policies underscores the need for better methods to deal with border 
closures. Although the OIE has a protocol to limit trade upon the 
discovery of BSE and other serious diseases, there is no similar 
science-based mechanism to reopen borders when scientifi c procedures 
ensure there is limited risk to humans or animals from the disease. 
The discovery of BSE in North America demonstrates the devastating 
8 Article 712.2 of the NAFTA enables a signatory to establish appropriate levels of pro-
tection in accordance with Article 715 in order to protect human, animal, or plant life 
or health.
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effects of this shortcoming on producers of a perishable product who are 
reliant on export markets. 

GOVERNMENT RESPONSES TO BSE IN CANADA

Several disaster assistance programs were developed in full consultation 
with cattle and beef industry representatives and implemented by 
governments in Canada. In addition to programs developed jointly 
by federal and provincial governments, each provincial government 
implemented their own assistance programs. Because most live cattle 
are located in Alberta, much of the description of the programs which 
follows focuses primarily on programs designed and delivered in that 
province.

Short Term Relief Grants
 
Within weeks of the 20 May 2003 BSE case, laid-off packing plant 
workers in Alberta qualifi ed for short-term training and a relief grant 
to cover the two-week waiting period for Employment Insurance 
benefi ts. They were offered two weeks of workplace safety or other 
job-related training and received a relief grant of up to C$330 a week 
for participating in this program without affecting their Employment 
Insurance benefi ts. The provincial government estimated the cost of 
this program to be C$1 million.

Federal-Provincial BSE Recovery Program 

On 18 June 2003 the federal government announced a major assistance 
scheme for the beef industry to offset prices devastated by BSE. The 
federal government initially committed C$190 million, to which it 
expected provincial governments to add another C$126 million. The 
objective of the Federal-Provincial BSE Recovery Program was to bridge 
the difference between actual prices and a trigger price set by Ottawa. 
Payments were made on a maximum of 900,000 head of cattle or until 
exports to the United States resumed. The scheme also set aside C$30 
million to offset the decline in the price of meat in storage as of 20 May. 
This program, which ran until 31 August 2003, was intended to stabilize 
the market and get urgent help to producers facing a sharp reduction in 
demand and prices after the ban on exports to the United States. Despite 
its laudable objective, the aid program gave producers the incentive to 
sell cattle, as slaughter was required to trigger payments and domestic 
cattle prices plummeted further. Somewhat ironically, packers in 
Alberta, as large owners of cattle themselves, received C$45 million of 
the total assistance package, which was not paid on the basis of fi nancial 
need, but according to the number of cattle owned. At the same time, 
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retailers were selling beef at close to normal prices thanks to stable 
consumer demand and the lack of processing capacity to increase the 
supply of beef. On 25 July 2003 cattle producers in Alberta were eligible 
to receive an additional C$79 million on top of the federal-provincial 
compensation program announced in June. This program was later 
expanded on 7 August 2003 to include additional livestock industries 
affected by BSE, such as bison, elk, deer, and sheep. Specifi cs of the 
program included a C$65 million Fed Cattle Competitive Bid Program, 
a C$4 million Stranded Beef Export Container Initiative, and a loan 
guarantee program.

Alberta Fed Cattle Competitive Bid Program 

This program was designed to eliminate some of the backlog of animals 
on Alberta feedlots by allowing buyers to purchase fed cattle, which 
they were required to hold for a minimum of eight weeks. Initial sellers 
were eligible for payments on the same basis as cattle sold for slaughter 
under the federal-provincial compensation plan. These cattle were not 
eligible for any further program payments. 

Stranded Export Beef Container Initiative 

This initiative paid for the storage and demurrage costs of Canadian beef 
that had been turned away or held in warehouses in foreign markets. It 
was hoped this program would maintain long-term trade relationships 
with foreign buyers and allow for easier reentry into those markets 
when the borders reopened.

Loan Guarantees 

To address cash fl ow issues facing Alberta producers, loan limits were 
increased to C$1 million for all primary producers, and loan terms and 
conditions were adjusted under the Alberta Farm Development Loan 
Guarantee Program and the Alberta Disaster Assistance Loan Program. 
The cost of this program was estimated at C$10 million per year.
In addition to these federal and federal-provincial programs, the 
government of Alberta designed and delivered seven additional 
assistance programs between August and November 2003 for producers 
in that province. The specifi cs of the additional programs for producers 
in Alberta are described below.

Alberta Fed Cattle Competitive Market Adjustment Program 

This program was implemented on 25 August 2003 for the purpose of 
increasing live cattle sales and prices until the US border reopened. 
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Unlike the Alberta Fed Cattle Competitive Bid Program announced 
on 25 June 2003, purchasers were not required to delay slaughter or 
transportation of the eligible animals. All cattle were required to enter 
the “competitive” marketplace and were then branded with an “X” to 
avoid double-dipping. This program initially was intended to continue 
until the US border opened to live cattle, but was terminated on 13 
September 2003.

Alberta BSE Slaughter Market Adjustment Program 

Until 23 September 2003 producers of other ruminants like bison, veal, 
sheep, goat, elk, and deer had not received any compensation and this 
program, similar to the Federal-Provincial BSE Recovery Program, was 
implemented for producers of these species. The Alberta BSE Slaughter 
Market Adjustment Program was forecast to cost C$3 million. Producers 
who sold animals for slaughter were eligible for compensation on a 
sliding scale equal to the difference between a base price and an average 
weekly market price.

Alberta Steer and Heifer Market Transition Program 

The objective of this program was to provide additional support for 
animals on feed at 20 May 2003 and still on feed as of 12 September 
2003. The projected taxpayer transfer associated with this program 
was C$55 million.

Beef Product and Market Development Program 

Announced on 24 October 2003, the purpose of this program was to fi nd 
new uses for beef in processed foods, especially beef from cattle over 30 
months old. The original budget for this program was C$4 million. As 
food processors submitted applications and project proposals, forecasted 
transfers doubled to C$8 million.
 
Food Processor Assistance Initiative 

The aim of this program was to provide fi nancial assistance to companies 
who normally export products into markets that were closed due to 
BSE. Payments were designed to help companies resume business in 
export markets once they reopened or to divert products to the domestic 
market. Announced on 24 October 2003, taxpayer transfers associated 
with this program were expected to total C$400,000.
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Alberta Mature Market Animal Transition Program 

This program was one of two targeted at resolving the problem of 
increasing inventories of cull animals. A federal program required 
that producers slaughter cull animals to receive transfers. Offi cials at 
Alberta Agriculture and Rural Development believed this strategy was 
fl awed as the market for the resulting beef would not maximize returns 
to producers. Instead, the Mature Market Animal Transition Program 
offered producers in Alberta two alternatives. Producers could choose 
to receive a payment on a per head basis or they could market eligible 
cull animals and receive a defi ciency payment. The objectives of the 
provincial program were to: 1) redevelop market price discovery for culls 
and other mature ruminants after a partial border opening; 2) provide 
an incentive to minimize on-farm killing and disposal; and 3) to support 
transition to a restructured, domestic-focused cull animal market. The 
budget transfer with this program was C$60 million.

Winter Feed Program
 
Taxpayer transfers under this program announced on 24 November 
2003 were directed to producers of deer, elk, llamas, and alpacas on a 
per head basis. The purpose of the program was to provide C$4 million 
to help overcome marketing diffi culties.

Summary of BSE Compensation Programs to June 2004

Between 25 June 2003 and 4 June 2004 the BSE compensation programs 
for livestock enterprises in Alberta covered 972,721 animals and 
transfers were made to 22,312 enterprises on a per animal basis. Table 
3.2 reveals the anticipated and actual transfers associated with each 
of these programs. The actual sum transferred to livestock producers 
totaled over C$400 million (Alberta Agriculture 2004) and was the 
subject of a major audit (Alberta Attorney General). 

Outside of Alberta, the federal and other provincial governments 
transferred hundreds of millions of dollars to help cattle producers deal 
with the fallout from BSE. The federal and provincial governments 
provided C$520 million through the BSE Recovery Program. The federal 
government provided an additional C$120 million to help producers deal 
with a growing surplus of older cull animals and it announced a C$488 
million strategy to reposition the livestock industry on 10 September 
2004. 
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Table 3.2: Program Transfers in Alberta as of 4 June 2004.

Source: Auditor General of Alberta.

Program
Name

Date
Announced

Forecasted
Transfer
($000)

Number of
Applications

Number of
Animals 
Covered 

Actual
Transfer

($000)

Transfer
Structure 

Canada-
Alberta BSE 
Recovery
Program 

18 June
2003 

C$297,046 4,369 478,024 C$248,091 Federal 
(60%) 

Provincial
(40%) 

Alberta Fed 
Cattle 
Competitive
Bid Program

25 July
2003 

C$60,909 423 106,750 C$58,527 Alberta
(100%)

Alberta Fed 
Cattle 
Competitive
Market
Adjustment
Program 

25 August
2003 

C$66,606 979 149,991 C$64,863 Alberta
(100%)

Alberta BSE 
Slaughter
Market
Adjustment
Program for 
other
Ruminants 

23
September 

2003 

C$3,000 1,014 36,975 C$1,443 Alberta
(100%)

Alberta Steer 
and Heifer
Market
Transition 
Program 

9 October 
2003 

C$55,000 975 Alberta 
(100%)

Beef Product 
and Market
Development 
Program 

24 October 
2003 

C$8,000 Alberta
(100%)

Food 
Processor 
Assistance
Initiative

24 October 
2003 

C$400,000 7 Alberta
(100%)

Alberta Mature
Market Animal
Transition 
Program 

24
November

2003 

C$60,000 22,565 146,317 C$26,051 Alberta
(100%)

Winter Feed 
Program for 
deer, elk,
llama and 
alpaca 
producers 

24
November

2003 

C$4,000 734 54,744 C$3,906 Alberta
(100%)

TOTAL C$554,964 C$972,721 C$402,882 
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Federal-Provincial Livestock Industry Repositioning 
Initiative

This joint federal-provincial initiative was aimed at continuing efforts 
to reopen the United States border, taking steps to increase ruminant 
slaughter in Canada (C$66 million), introducing measures to sustain 
the cattle industry until capacity comes online (C$385 million), and 
expanding access to export markets for both livestock and beef products 
(C$37 million). The Alberta government’s 40 percent share of two new 
national cattle programs in that province and funds to help cover BSE 
surveillance costs were estimated at C$230 million. In Alberta, the 
initiative was announced as a six point plan including: 1) establishing 
a loan loss reserve to increase lenders’ willingness to support projects 
to increase ruminant slaughter capacity; 2) fi nding new uses for beef 
in processed foods, especially beef from cattle over 30 months old; 3) 
implementing set-aside programs for fed and feeder cattle in which 
producers were eligible for transfers on a per head basis if they held 
back market ready livestock; 4) providing BSE surveillance subsidies 
for producers of C$150 per eligible sample (abattoirs received C$75 per 
head to compensate for their additional costs); 5) providing research 
initiatives; and 6) providing funding for a new income safety net program 
– the Canadian Agricultural Income Stabilization Program – that would 
provide transfers to producers who have experienced a loss of income 
as a result of BSE or other factors. 

Other Recent Programs 

On 7 March 2005 an additional C$37 million transfer was announced for 
BSE recovery initiatives in Alberta. C$30 million was directed toward a 
Beef Market Development and Retention Fund to help fi nd more export 
markets and increase sales in existing ones. The remaining C$7 million 
was designated to create commercial uses for discarded specifi ed risk 
materials.

On 7 April 2005, C$2.1 million was made available to assist sheep, goat, 
deer, elk, reindeer, and bison producers. A total of C$1.1 million will 
be distributed through the Diversifi ed Livestock Fund of Alberta, to 
subsidize marketing activities in domestic and international markets. 
The other C$1 million will be a grant used by elk producers to expand 
local and international markets for both meat and velvet antler.

Altogether, governments in Canada transferred close to C$2 billion 
to offset the negative economic impact of BSE on primary producers. 
In Alberta, where more than one-half of cattle in Canada are located, 
the provincial government reported C$632 million in direct transfers, 
excluding income stabilization payments made to producers in the last 
two fi scal years.
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The government assistance programs were aimed at short-term 
solutions as policy-makers and industry representatives mistakenly 
believed the live cattle import ban in the United States would be lifted 
within weeks.9 A compounding problem was that existing government 
assistance programs in Canada were undergoing a major change. The 
federal-provincial disaster-based safety net compensation program, 
called the Farm Income Disaster Program, expired on 31 March 2003. In 
the spring of 2003, policy-makers were negotiating its replacement, the 
Agricultural Policy Framework. By 20 May 2003, federal and provincial 
governments had committed to the Agricultural Policy Framework, but 
they had not worked out the details of the farm safety net program. 
Given the expectations of a near term border reopening and without 
the specifi cs of a farm safety net program in place, assistance programs 
were implemented quickly and in an ad hoc fashion.
 
POLICY PROPOSALS AND AN EVALUATION OF THEIR 
IMPACT ON THE CANADIAN MARKET

The BSE related border closures created signifi cant negative economic 
impacts on the Canadian cattle market and the federal and provincial 
governments in Canada implemented a number of programs to mitigate 
the impacts of the trade disruption. To quantify the economic impacts 
of the border closure and the impact of potential future mitigation 
mechanisms, a static, partial equilibrium model of the Canadian cattle 
and beef industry was developed and calibrated to 2004 conditions. 
The following section briefl y describes the structure of the model and 
its predictions. A full description of the model and detailed results are 
provided in Weerahewa, Meilke, and LeRoy.
 
It is assumed that there are two types of cattle in the market: 1) cattle 
less than 30 months of age (young cattle) consisting of calves, steers, 
and heifers; and 2) cattle more than 30 months of age (old cattle) that 
form the breeding herd. The slaughter of old cattle refl ects the size of 
the breeding herd and culling decisions. The production of young cattle 
is determined by calving rates, normal restocking decisions, and the 
size of the breeding herd. The model abstracts from the dynamics of 
cattle production and focuses solely on medium-term impacts. Because 
the model is a static, single-period model calibrated to 2004, the results 
are discussed as if all the adjustments take place in a single year. In 
fact, three to four years would be required for the adjustments predicted 
by the model to take place, and the model does not capture the short-
run adjustments necessary to move from 2004 conditions to the new 
medium-term equilibrium. In this model, young and old cattle are 
9 In retrospect, this was an optimistic assumption given that seven years is the usual 
period before a government reopens its border after an exporting region reports a case of 
BSE. Once beef shipments resumed, many in Canada believed that trade in live cattle 
would recommence also.
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produced in fi xed proportions. On the demand side, beef produced from 
young cattle is assumed to be a good substitute for beef produced from 
old cattle. However, beef produced from old cattle is a weak substitute 
for the beef produced from young cattle. Finally, the model refl ects the 
fact that in the base year, the border was open only for beef produced 
from cattle less than 30 months of age and closed to all live cattle and 
old beef trade. 

A series of simulations were performed to: 1) to assess the impacts of 
closing the border on the markets for – young beef, young cattle, old beef, 
and old cattle; and 2) to assess the impacts of potential BSE recovery 
programs under different trade regimes.

Baseline Equilibrium

The baseline scenario replicates market conditions in 2004 when the US 
border was open only for young Canadian beef (Table 3.3). In 2004, 518 
thousand head of old cattle and 3.738 million head of young cattle were 
slaughtered in Canada. Since the border was closed to live animal trade, 
all of these animals were processed in Canadian slaughtering plants. 
As a consequence, the domestic demand for cattle equaled the domestic 
supply. Average prices for old and young cattle were C$287 and C$980 
per head, respectively. The production of beef from old cattle was 162.8 
thousand tonnes all of which was consumed in Canada. The production 
of beef from young cattle was 1,280.3 thousand tonnes of which 491.4 
thousand tonnes were exported and the rest was consumed in Canada. 
Suppliers of young beef in Canada received US equivalent prices, which 
were C$4,960 per tonne. The domestically determined price of old beef 
was C$2,238 per tonne. In 2004, the total revenue of the cattle industry 
was C$3.813 billion. Producer surplus totaled C$3.226 billion which 
was distributed between producers of old cattle (C$147.8 million) and 
producers of young cattle (C$3.078 billion).10 
 
Outcomes with Alternative Trade Regimes

During 2004, beef produced from young cattle could be exported from 
Canada, but beef from old cattle and live cattle could not – the situation 
that prevails in May 2005. By changing the restrictions on beef and cattle 
trade, the model can be used to quantify the effects of three alternative 
trade regimes, namely: 1) autarky (no trade in cattle or beef); 2) partial 
free trade (trade in young beef and cattle only); and 3) free trade (trade 
in all cattle and beef).

10 The old cattle producer surplus applies only to cull cows and bulls – the return on 
feeder animals by cow-calf operators is captured in the young cattle producer surplus 
calculation.
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Trade Regime 1: Autarky Suppose the US border had been closed to 
young Canadian beef in 2004 (regime 1), as well as all other beef and 
live animals. With this export marketing opportunity unavailable to 
Canadian suppliers, all young beef would have had to be consumed 
domestically. The results suggest that in this situation young beef prices 
would have fallen from C$4,960 to C$2,680 per tonne (a 46 percent 
decline). The reduction in young beef price would cause a downward 
shift in the slaughter demand for young cattle lowering the price of 
young cattle from C$980 to C$396 per head (60 percent). As a result, 
the equilibrium quantity of young cattle supplied and demanded would 
have declined from 3.738 to three million head (20 percent) and the 
old cattle price would have dropped from C$287 to C$136 per head (53 
percent). The decrease in price and quantity results from shifts in both 
the old cattle demand and supply functions. The old cattle demand 
function shifts to the left because of the drop in the old beef price from 
C$163 to C$131 per tonne (19.6 percent) and because young beef is a 
good substitute for old beef. Due to changes in cattle prices and supply 
levels, total producer surplus drops from C$3.226 to C$1.149 billion, a 
64 percent reduction from the base level. The gross revenue of cattlemen 
falls from C$3.813 to C$1.245 billion, a 67 percent reduction from the 
base level where trade in young beef was allowed. This simulation shows 
that the reopening of the US border for young beef was a crucial response 
– things were bad in 2004, but they could have been much worse.

Trade Regime 2: Partial Free Trade If the US border had been 
reopened for young Canadian cattle in 2004 (regime 2), our results 
suggest that cattlemen would have received higher prices for young cattle 
and young cattle supply would have increased 9.7 percent from 3.738 
to 4.102 million head (Table 3.3). The increase in the quantity of young 
cattle supplied results from an increase in the breeding herd. However, 
the larger supply of old cattle that had to be slaughtered and consumed 
in Canada would have depressed its price from C$287 to C$94 per head 
(67 percent). The large price decrease is a result of a shift to the right of 
the old cattle supply curve along a very inelastic domestic demand curve, 
given the current constraints on slaughter capacity. Exports of young 
cattle and young beef would have been 1.325 million head and 166.7 
thousand tonnes compared to zero old cattle exports and 491 thousand 
tonnes of young beef in the baseline. Clearly, when the border is closed 
to young cattle trade, beef instead of live cattle move south. The gross 
revenue of the industry would have increased from C$3.813 to C$5.404 
billion, an increase of 41.7 percent from the base level. Total producer 
surplus increases from C$3.226 to C$4.366 billion, a 35 percent increase 
from the base level. For cattlemen, prosperity requires at least a partially 
open border for young cattle and beef.
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Trade Regime 3: Free Trade If there were no trade impediments 
in 2004 (regime 3) – the pre-BSE situation – our results show that 
producers in Canada would have received higher prices for all types 
of cattle and beef. The free trade regime would have generated larger 
supplies of cattle and beef, and net exports of cattle and young beef. The 

Table 3.3: Cattle and beef demand, supply, prices, and surplus measures under 
different trade regimes.

 Source: Weerahewa, Meilke and LeRoy.

Variable Current 
regime: 
baseline  

Regime 1: 
autarky 

Regime 2: 
partial 
trade 
 

Regime 3: 
free trade  

Old 
 

518.48 
 

416.08 
(-19.75) 

568.86 
(9.71) 

584.43 
(12.72) 

Cattle supply 
(thousand 
head) Young 

 
3,738.42 

 
3,000.10 
(-19.75) 

4,101.64 
(9.71) 

4,213.93 
(12.72) 

Old 518.48 
 

416.08 
(-19.75) 

568.86 
(9.71) 

297.52 
(-42.61) 

Cattle demand 
(thousand 
head) Young 3,738.42 

 
3,000.14 
(-19.75) 

2,776.54 
(-25.73) 

2,776.54 
(-25.73) 

Old 
 

287.01 
 

136.44 
(-52.46) 

94.24 
(-67.16) 

757.64 
(163.97) 

Cattle prices 
(packers) 
(C$ per head) Young 

 
980.24 

 
396.13 

(-59.58) 
1304.58 
(33.08) 

1304.58 
(33.08) 

Old 162.84 
 

130.67 
(-19.75) 

178.66 
(9.71) 

93.44 
(-42.61) 

Beef supply 
(thousand 
metric tons) Young 1,280.31 

 
1,027.45 
(-19.75) 

950.88 
(-25.73) 

950.88 
(-25.73) 

Old 162.84 
 

130.68 
(-19.75) 

178.66 
(9.71) 

145.18 
(-10.84) 

Beef demand 
(thousand 
metric tons) Young 788.95 

 
1,027.45 

(30.23) 
784.19 
(-0.60) 

794.25 
(0.67) 

Old 2,238.09 
 

1,391.31 
(-37.83) 

1,924.32 
(-14.01) 

2,588.28 
(15.68) 

Beef prices 
(C$ per metric 
ton) Young 4,960.00 

 
2,679.90 
(-45.97) 

4,960.00 
(0.00) 

4,960.00 
(0.00) 

Gross 
revenue 
(C$ million) 

 3,813.38 
 

1,245.21 
(-67.34) 

5,404.54 
(41.72) 

5,940.20 
(55.77) 

Old 147.84 
 

 56.55 
(-61.74) 

 53.51 
(-63.80) 

436.05 
(194.94) 

Young 3,078.23 
 

1,092.68 
(-64.50) 

4,312.39 
(40.09) 

4,458.88 
(44.85) 

Producer 
surplus 
(C$ million) 

Total 3,226.08 
 

1,149.21 
(-64.37) 

4,365.90 
(35.33) 

4,894.93 
(51.73) 
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supply of old and young cattle both would have increased 12.7 percent, 
equaling 584 and 4.214 million head, respectively, while the exports of 
old and young cattle would have been 287 thousand and 1.437 million 
head compared to zero in the actual BSE environment of 2004. Domestic 
demand for cattle and the production of beef would have been lower 
under a free trade regime. Old beef production would have been 93.4 
thousand tonnes, a reduction of 67 percent, resulting in 51.7 thousand 
tonnes of old beef being imported to meet domestic demand. Young 
beef production would have been 951 thousand tonnes, of which 157 
thousand tonnes would have been exported. Again, open borders result 
in Canada trading more cattle and less beef. Total producer surplus, 
would have been higher at C$4.895 billion, an increase of 52 percent 
from the base level and C$529 million (10 percentage points) more than 
when the border was open only to young cattle and beef. Gross revenue 
in the cattle industry would have increased from C$3.813 to C$5.940 
billion, a 56 percent increase from the base level. 

Impacts of Different Policy Proposals

The simulations described above provide a prediction of the equilibrium 
outcomes under different trade regimes. The results of three different 
BSE mitigation policies in Canada are now evaluated under each of 
the three possible trade regimes – autarky, partial free trade, and free 
trade. The specifi c mitigation policies include: 1) increasing old cattle 
slaughter capacity; 2) conducting a mass cull; and 3) providing an old 
cattle slaughter subsidy.

Scenario 1: The Impact of an Increase in Slaughter Capacity 
The fi rst policy simulation quantifi es the economic consequences of a 
ten percent increase in Canadian domestic slaughter plant capacity 
for old cattle. Table 3.4 shows the impacts of expanding the slaughter 
capacity on the supply, demand, prices, revenue, and producer surplus 
of cattlemen assuming no change in the 2004 trade regime. The higher 
slaughter capacity shifts the demand curve for old cattle to the right and 
hence, increases the price of old cattle from C$287 to C$389 per head 
(35.5 percent).11 Under this scenario, the price of young cattle would drop 
slightly from C$980 to C$976 per head. The price changes and the extra 
capacity would have resulted in only slightly higher levels of slaughter 
for old and young cattle because of the inelastic nature of the supply 
response. The increased supply of cattle would have been processed in 
Canadian slaughter plants and hence the production of old (0.3 percent) 
and young beef (0.3 percent) would have been slightly higher. However, 
the increase in the supply of old beef would have depressed the old beef 
price by 0.5 percent and the young beef price would be unchanged with 
11 It is assumed that with increased capacity, processors are willing to purchase more old 
cattle at all prices.
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the open border. The increased slaughter capacity would have increased 
cattlemen’s gross revenue from C$3.813 to C$3.863 billion, a 1.3 percent 
increase from the base level. 

Table 3.5 summarizes the impacts of a ten percent expansion in old 
cattle slaughter capacity under each of the three different trade regimes. 
Table 3.5 shows the equilibrium values with higher slaughter capacities, 

Table 3.4: Cattle and beef demand, supply, prices, and surplus measures 
under different policy scenarios in the current trade regime.

 Source: Weerahewa, Meilke and LeRoy.

Variable Baseline  Policy 1: 
Slaughter 
capacity 

Policy 2: 
Mass cull 

Policy 3: 
Slaughter 
subsidy 

Old 
 

518.48 
 

520.18 
(0.33) 

482.76 
(-6.89) 

520.83 
(0.45) Cattle supply 

(thousand head) Young 
 

3,738.42 
 

3,750.70 
(0.33) 

3,480.83 
(-6.89) 

3,755.35 
(0.45) 

Old 518.48 
 

520.18 
(0.33) 

482.76 
(-6.89) 

520.83 
(0.45) Cattle demand 

(thousand head) Young 3,738.42 
 

3,750.70 
(0.33) 

3,480.83 
(-6.89) 

3,755.35 
(0.45) 

Old 
 

287.01 
 

389.22 
(35.61) 

423.72 
(47.63) 

278.03 
(-3.13) 

Cattle prices 
(packers) 
(C$ per head) Young 

 
980.24 

 
  976.10 

(-0.42) 
 1067.10 

(8.86) 
974.35 
(-0.58) 

Old 162.84 
 

163.37 
(0.33) 

151.62 
(-6.89) 

163.57 
(0.45) 

Beef supply 
(thousand metric 
tons) Young 1,280.31 

 
1,284.50 

(0.33) 
1,192.08 

(-6.89) 
1,286.10 

(0.45) 
Old 162.84 

 
163.37 
(0.33) 

151.62 
(-6.89) 

163.57 
(0.45) 

Beef demand 
(thousand metric 
tons) Young 788.95 

 
788.78 
(-0.02) 

792.32 
(0.43) 

788.72 
(-0.03) 

Old 2,238.09 
 

2,227.50 
(-0.47) 

2,460.63 
(9.94) 

2,223.48 
(-0.65) 

Beef prices 
(C$ per metric 
ton) Young 4,960.00 

 
4,960.00 

(0.00) 
4,960.00 

(0.00) 
4,960.00 

(0.00) 
Gross revenue 
(C$ million) 

 3,813.38 
 

3,863.55 
(1.31) 

3,918.96 
(2.77) 

  3,861.37
(1.25) 

Old 147.84 
 

200.69 
(35.74) 

202.66 
(37.08) 

198.39 
(34.19) 

Young 3,078.24 
 

3,079.68 
(0.04) 

3,089.04 
(0.35) 

3,071.03 
(-0.23) 

Producer 
surplus 
(C$ million) 

Total 3,226.08 
 

3,280.38 
(1.68) 

3,291.70 
(2.03) 

3,269.43 
(1.34) 
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however in evaluating these results, recall that the base case situation 
is different for each simulation. For example, the autarky results show 
what the impact of an increase in slaughter capacity would be, if in 
2004 the border had been closed to all cattle and beef trade. The results 
indicate that the adverse impacts of the border closure would have been 
smaller if Canada had more old cattle slaughter capacity. The autarky 

Table 3.5: Cattle supply, prices, and surplus measures under different policy scenarios and 
different trade regimes.

Source: Weerahewa, Meilke and LeRoy.

Variable  Baseline  Policy 1: 
Slaughter 
capacity 

Policy 2: 
Mass cull 

Policy 3: 
Slaughter 
subsidy 

Old 
 

Autarky 
Partial 
Free trade 

416.08 
568.86 
584.43 

416.65 
570.33 
584.43 

 

402.22 
516.23 
525.99 

416.84 
570.33 
586.87 Cattle supply 

(thousand 
head) Young 

 
Autarky 
Partial 
Free trade 

3,000.10 
4,101.64 
4,213.93 

3,004.18 
4,112.28 
4,213.93 

 

2,900.14 
3,722.16 
3,792.54 

3,005.56 
4,112.28 
4,231.53 

Old 
 

Autarky 
Partial 
Free trade 

136.44 
94.24 

757.64 

208.53 
157.08 
757.64 

 

273.73 
295.65 
757.64 

128.94 
53.08 

757.64 Cattle prices 
(packers) 
(C$ per head) Young 

 
Autarky 
Partial 
Free trade 

396.13 
1,304.58 
1,304.58 

389.47 
1,304.58 
1,304.58 

 

559.23 
1,304.58 
1,304.58 

387.22 
1,304.58 
1,304.58 

Gross revenue 
(C$ million) 

 Autarky 
Partial 
Free trade 

1,245.21 
5,404.53 
5,940.20 

1,256.95 
 5,454.39 
5,940.20 

 

1,731.94 
5,008.48 
5,346.18 

1,260.92 
5,454.39 
6,026.05 

Old Autarky 
Partial 
Free trade 

 56.55 
 53.51 

436.05 

 86.37 
 89.30 

436.05 
 

109.31 
151.69 
392.48 

 96.46 
 89.30 

436.05 

Young Autarky 
Partial 
Free trade 

1,092.68 
4,312.39 
4,458.88 

1,077.49 
4,326.26 
4,458.88 

 

1,450.09 
3,921.17 
4,012.92 

1,068.92 
4,314.78 
4,470.36 

Producer 
surplus 
(C$ million) 

Total Autarky 
Partial 
Free trade 

1,149.24 
4,365.90 
4,894.93 

 

1,163.87 
4,415.57 
4,894.93 

 

1,559.40 
4,072.87 
4,405.44 

1,165.38 
4,404.08 
4,967.32 

Government 
expenditure 
(C$ million) 

 Autarky 
Partial 
Free trade 

0.00 
0.00 
0.00 

0.00 
0.00 
0.00 

0.00 
0.00 
0.00 

43.35 
59.31 
61.03 
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price for old cattle of C$136 per head would have risen to C$209 per head 
with increased slaughter capacity. The young cattle price under autarky 
would have decreased from C$396 to C$389 per head due to this policy. 
Producer surplus would have increased from C$1.149 million to C$1.164 
billion and gross revenues would have risen from C$1.245 million to 
C$1.257 billion. If all borders had been closed to all Canadian exports in 
2004, the economic situation would have been a disaster for cattlemen 
and beef processors, and would only have been slightly mitigated with 
more old cattle slaughter capacity in place.

In regime two (partial trade liberalization), if the border was open for 
young cattle and young beef then more old cattle slaughter capacity 
would have increased old cattle supply from 569 to 570 thousand head, 
the price of old cattle by 67 percent from C$94 to C$157 per head, 
young cattle supply from 4.102 to 4.112 million head, total producer 
surplus from C$4.366 to C$4.416 billion dollars, and gross revenue from 
C$5.404 to C$5.454 billion. While most of the changes are small, the 
extra slaughter capacity of old cattle is important for cow-calf producers 
when old cattle cannot be exported.
 
If the border was open for all types of beef and cattle (free trade) an 
increase in slaughter capacity in Canada would not have changed the 
producer surplus of cattle producers through prices or supply levels. An 
increase in slaughter capacity would not have helped cattlemen because 
under free trade it is assumed that old cattle in Canada receive the US 
price adjusted for transfer costs.

Scenario 2: The Impact of a Mass Cull The second policy simulation 
evaluates the impact of a deliberate cull of beef cows. Table 3.4 shows the 
impact on the supply, demand, prices, revenue, and producer surplus of 
cattlemen when ten percent of the breeding herd is destroyed under the 
2004 trade regime. The loss of ten percent of the breeding herd would 
lower the supply of old and young cattle by ten percent, ceteris paribus. 
However, because of the feedback effects in the medium-run model, a 
ten percent cow cull would only reduce the medium-term supply of old 
and young cattle by 6.9 percent. This shift in the supply curves would 
increase the price of both old and young cattle by 47.6 percent and 8.9 
percent, respectively. Total producer surplus increases from C$3.226 to 
C$3.292 billion, a two percent increase from the baseline. Gross revenue 
increases from C$3.813 to C$3.919 billion, a 2.8 percent increase from 
the baseline suggesting that in the medium-term, under the 2004 trade 
regime, cattlemen benefi t slightly from a mass cull. It is important to 
note that this analysis does not account for the costs of the cow cull and 
disposal – costs that would be substantial.
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Table 3.5 shows the impacts of culling the cattle herd under different 
trade regimes. Under autarky, mass culling of the cattle herd would 
have increased the producer surplus and gross revenue of cattlemen 
through an increase in cattle prices. The old cattle price would have 
increased from C$136 to C$274 per head while the young cattle price 
would have increased from C$396 to C$559 per head. The cull would 
have increased the total producer surplus from C$1.149 to C$1.559 
billion and gross revenue from C$1.245 to C$1.732 billion. However, if 
the border were open for young cattle and/or beef (trade regimes two 
and three), the mass cull would have led to reductions in gross revenue 
for the industry as the capacity to export would be reduced. Old cattle 
supply would have decreased from 569 to 516 (9.3 percent) thousand 
head under partial opening (trade in young cattle and beef) and from 
584 to 526 (9.9 percent) thousand head under free trade. Young cattle 
supply would have decreased from 4.102 to 3.722 (9.3 percent) million 
head under partial opening and from 4.214 to 3.792 (9.9 percent) million 
head under free trade. Reductions in producer surplus and gross revenue 
would have been observed under both the partial trade and free trade 
regimes. As a consequence, a mass cow cull would not be a wise policy 
if trade were to resume for young cattle or all types of cattle and beef.

Scenario 3: The Impact of Introducing a Slaughter Subsidy The 
fi nal policy scenario assesses the impact of introducing a slaughter 
subsidy for old cattle. Table 3.4 shows the detailed impacts of an 
imposition of a slaughter subsidy equal to C$104 per head for old cattle 
assuming the baseline trade regime does not change. Table 3.5 shows 
the impacts under different trade regimes. A slaughter subsidy would 
have lowered the price paid by packers for old cattle and increased the 
price received by cow-calf producers (market price plus subsidy). An 
imposition of a slaughter subsidy equivalent to C$104 per head would 
have led to a drop in the packer’s price of old cattle from C$287 to C$278 
per head, and for young cattle from C$980 to C$974 per head under the 
2004 trade regime. Since producers would receive a subsidy of C$104 per 
head on top of the prices paid by the packers, the old and young cattle 
supply levels would have been about one percent higher. As there is no 
trade in live cattle under the 2004 trade regime, cattle would have to 
be slaughtered in Canadian plants and hence local old and young beef 
supplies would also increase. Exports of young beef would have increased 
by 5.9 thousand tonnes (1.2 percent). The gross revenue and producer 
surplus of the industry would have increased by 1.2 percent and 1.3 
percent from the baseline, respectively.

The results suggest that the adverse impacts of the border closure 
on cattlemen would have been slightly smaller if a slaughter subsidy 
were present. With slaughter subsidies, gross revenue for cattlemen 
would increase from C$1.245 to C$1.261 billion under autarky. Total 
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producer surplus would rise from C$1.149 to C$1.165 billion. If the 
border were open for young cattle, a slaughter subsidy would have 
increased gross revenue from C$5.404 to C$5.454 billion and under the 
free trade scenario it would have increased from C$5.940 to C$6.026 
billion. Total producer surplus would have increased from C$4.366 to 
C$4.404 billion under partial free trade (free trade in young cattle and 
young beef) and from C$4.895 to C$4.967 billion under free trade. The 
government expenditures on the subsidy program would have been C$54, 
C$43, C$59 and C$61 million if it had existed under the 2004 baseline, 
autarky, partial opening, and free trade regimes, respectively. It is clear 
from these results that an old cattle slaughter subsidy program would 
expand output under all trade regimes. However, in all of these cases 
additional output is either not wanted or not necessary. 

Lessons Learned from Policy Evaluations

The results of the policy simulations help to increase our understanding 
of the impacts of various BSE recovery programs in Canada under 
different trade regimes. The results show it is diffi cult to design a 
program to mitigate the adverse effects of a border closure when exports 
represent a large portion of sales. In addition, the usefulness of various 
policy measures depends crucially on the long-run border situation. 
Encouraging the expansion of slaughter capacity, mass culling of cows, 
and provision of old cattle slaughter subsidies involve sizable taxpayer 
transfers and other signifi cant costs not captured in this analysis, 
especially for the proposed cow cull program. 

Among the policies proposed, the expansion of old cattle slaughter 
capacity seems sensible if the border remains closed for old cattle and the 
costs of implementation are not too high. However, if the border is open 
for all cattle and beef, this program provides few benefi ts to producers. 
The imposition of an old cattle slaughter subsidy could also increase 
the welfare of cattlemen, but it seems unwise to expand the size of the 
cattle herd if the border remains closed. The destruction of part of the 
cow herd might be a viable policy under autarky but would be foolish 
under the other trade regimes given its undoubtedly high cost. 

CONCLUDING REMARKS

This chapter describes the role of the NAFTA and domestic policies 
that promoted the integration of the North American cattle industry 
and the economic impact on this industry of the discovery of BSE in 
North America. It reviews several programs implemented in Canada 
aimed at mitigating the economic consequences of BSE and quantifi es 
the effects of alternative policy scenarios on prices, output, revenues, 
and welfare.
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The high cost of the BSE crisis underscores the need for better methods 
to deal with future border closures. Although the OIE has a protocol to 
close borders immediately on discovery of BSE or other serious diseases, 
there is no similar science-based mechanism in the NAFTA (or the 
WTO) to reopen borders when there is no signifi cant chance of further 
incidence of the disease. This shortcoming has been devastating for 
suppliers of a perishable product that are highly dependent on export 
markets. Cattlemen and processors in the NAFTA region have learned 
a painful lesson about existing institutions and trade rules and the need 
to be ever aware and prepared for the seeming capriciousness of their 
intended foreign customers and their governments.

It would be a serious setback to growth and productivity in the NAFTA 
region if the freedom of individuals to exchange live animals and beef 
products continues to be restricted. Consumers in both countries have 
come to rely on safe and nutritious beef made available at reasonable 
cost. The best way to ensure long-term competitiveness is through 
minimal government interference in market processes throughout North 
America. Attempts to manipulate the outcomes of market processes 
have led to the current diffi cult situation that central authorities could 
neither specifi cally predict nor effectively prevent.
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Structural Implications 
of Persistent Disharmony 
in North American Beef 
and Pork Industries

Jean-Philippe Gervais and Ted Schroeder

INTRODUCTION

Trade relations between the North American Free Trade Agreement 
(NAFTA) partners have been particularly strained in recent years. 
Current trade issues have important implications for the future economic 
environment of both the beef and pork industries in all NAFTA countries. 
The discovery in Canada of an animal infected with Bovine Spongiform 
Encephalopathy (BSE) in May 2003 plunged the Canadian beef industry 
into substantial fi nancial turmoil. The immediate border closures 
between Canada and its major trading partners have had far reaching 
consequences that extend beyond the beef industries and impact other 
Canadian agrifood sectors (e.g., the dairy industry) and other countries 
(e.g., the US and Mexico). As of May 2005, live cattle trade between 
Canada and the US remains blocked. This has created an incentive for 
Canada to lessen the dependence of the Canadian beef industry on its 
American counterpart.

Trade challenges faced by the North American pork industry are of 
a different nature. The National Pork Producers Council (NPPC) 
petitioned the US Department of Commerce (DOC) in March 2004 
to impose countervailing duties (CVD) on Canadian exports of live 
hogs. The NPPC argued that federal and provincial subsidies to hog 
producers constituted unfair subsidies that injured US hog producers. 
Anti-dumping (AD) measures were also sought on the basis that the 
export price of Canadian fi rms was below domestic prices (or the cost 
of production) in the Canadian market. The DOC ruled in both August 
2004 and March 2005 that Canadian hog producers do not receive 
countervailable subsidies. With respect to the dumping allegations, 
the US International Trade Commission (USITC) ruled on 6 April 2005 
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that Canadian exports of live hogs do not injure US hog producers. 
This decision terminated the case against Canadian hog producers and 
deposits are to be returned to Canadian fi rms.

In addition to trade actions in the hog industry, the 2002 US farm bill 
called for mandatory labeling of some agrifood products according to 
their country of origin. There is currently a great deal of uncertainty 
surrounding this legislation. As it stands, the law is supposed to be 
enacted in 2006. Pork meat and bovine meat sold by mid-size and large 
retailers in the US would need to bear a label indicating the country 
of origin of the product. Opponents of the Country of Origin Labeling 
(COOL) legislation abound in all NAFTA countries. The NPPC has 
publicly voiced its dissatisfaction with the current law and proposes 
a voluntary COOL program. Outside the United States, industry 
stakeholders fear that COOL is simply an attempt to segment North 
American markets and inhibit market integration. 

Even when trade measures are of a temporary nature, they can cause 
permanent structural adjustments and reactions in an industry. The 
NAFTA pork and beef sectors have both experienced signifi cant border 
issues, yet the problems are fundamentally different. The hog/pork 
industry issues (CVD/AD and COOL) are tantamount to efforts aimed 
at segmenting the Canadian, US, and Mexican markets. Market 

Figure 4.1: Market shares of world beef production by country for the four largest 
producers and Canada, 2000-2005 forecasted.

Sources: US Department of Agriculture, Foreign Agricultural Service.
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segmentation is likely to have important welfare implications. The 
border closure following the BSE case has introduced market failures 
in beef markets (e.g., market power) such that standard marketing 
arrangements no longer ensure economically effi cient transactions 
between producers, packers, and retailers. Hence, policy responses and 
industry adjustments are likely to differ between sectors.

This chapter discusses the various adjustments available to policy-
makers and industry stakeholders to deal with current border problems 
in the beef and pork sectors. Options considered include herd contraction 
in Canada and Mexico, relocation of processing activities, reforming 
agricultural policies and other trade measures. The analysis highlights 
how some of these adjustments and policy responses are likely to shape 
future production and processing across Canada and the United States. 
These responses are likely to make North American supply chains less 
integrated and have signifi cant welfare implications. 

The chapter fi rst describes the structure of the North American beef and 
pork industries. This is followed by an analysis of the potential policy 
responses and industry adjustments in light of the BSE trade issue. 
Next follows an investigation of industry adjustments that are likely to 
occur if COOL and AD/CVD lessen the integration of the NAFTA pork 
markets. Finally, concluding remarks are presented.

OVERVIEW OF THE STRUCTURE OF THE NAFTA BEEF AND 
PORK INDUSTRIES

Beef

The US has long been the world’s largest beef producer with 2005 
forecasted production of more than 11.2 million tonnes representing 
about 22 percent of total world beef production. In contrast, Canada’s 
2005 beef production is forecast to be 1.5 million tonnes representing 
just under three percent of total world production (USDA-FAS). Figure 
4.1 illustrates the recent trend in world beef production by the top four 
producing countries and Canada. Phenomenal growth in beef production 
has been occurring in recent years in Brazil and China. Brazil’s beef 
production has grown at an average annual rate of 4.4 percent from 2000 
to 2005 and China’s production has increased even faster at an average 
annual rate of 5.6 percent over the past six years. Brazil has gone from 
having production that was about one-half that of the US in 2000 to a 
projected level equal to 75 percent of US beef production by 2005. 

The US and Canada are important exporters in the world market. 
However, formidable competitors are present. Noteworthy global beef 
export competitors include Brazil, Australia, Argentina, New Zealand, 
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and lately India (Figure 4.2). With the US loss of major export markets 
resulting from the December 2003 discovery of a cow in Washington 
State with BSE, the US went from representing just under 20 percent 
of world exports in 2003 to about three percent in 2004. During this 
time, Brazil greatly increased its world export market presence going 
from a 14 percent share of world beef exports in 2002 to an expected 25 
percent in 2005 (USDA FAS). Canada lost considerable export market 
share in 2003 following discovery of a cow infected with BSE; however, 
they have regained some of that lost share and represent nine percent 
of world beef exports in 2005. 

Two important summary points regarding the above discussion are: 1) 
the US is a large country in terms of beef production and trade while 
Canada is probably more of a price taker in the world arena, and 2) 
substantial competition in the global beef market is present and this 
will continue to infl uence the future structure of the beef industries in 
the US and Canada.

The US and Canadian cattle and beef industries operated largely as 
a single North American industry prior to the discovery of an animal 
infected with BSE in Canada in May 2003. Feeder cattle, slaughter 
steers and heifers, slaughter cows and bulls, breeding animals, and 
processed beef fl owed freely between the two countries in response to 

Figure 4.2: Market shares of the seven largest world beef exporters by country, 
2000-2005 forecasted.

Sources: US Department of Agriculture, Foreign Agricultural Service.
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economic signals. A substantial amount of this trade fl ow consisted of 
cattle movement from Canada to the US. For example, in 2002 (the most 
recent full year of unrestricted trade in cattle between the two countries), 
approximately 62,000 dairy cattle, 8,000 veal animals, 583,000 feeder 
cattle, 17,000 breeding animals, and 1,024,000 slaughter cattle were 
exported from Canada to the US (CanFax). Canadian slaughter cattle 
exports to the US were just over one million head from 1999 to 2002, prior 
to the adoption of import restrictions by the US (Figure 4.3) following the 
20 May 2003 discovery of a single cow in Canada infected with BSE. At 
that time, exports of all ruminants and ruminant products from Canada 
to the US were suspended.

Beginning in late August 2003 a restricted set of boneless beef products 
were once again allowed to be exported from Canada to the US and these 
products have continued to be exported since that time. As a result, 
US imports of Canadian boxed beef reached record levels in 2004 with 
the volume of beef representing approximately 1.77 million head of fed 
cattle (Figure 4.4). 

Pork

The US, Canada, and Mexico are among the major pork producing 
countries in the world. The US and Canada were the third and fi fth 

Figure 4.3: Annual imports of Canadian slaughter cattle, 1999-2004.

Source: US Department of Agriculture. 
Note: *Import restrictions started in May 2003.
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largest pork producing regions in 2003 with production of 9.1 and 1.9 
million tonnes, respectively. Mexico was the eleventh most important 
pork producing country with production of 1.15 million tonnes. Production 
growth in the three countries has differed. Canada has experienced the 
most signifi cant growth over the last 25 years as production expanded 
more than 80 percent from 1.03 million tonnes in 1980 to the current 
level. As production grew, the trade balance of Canada with its most 
important trading partners also evolved. Total Canadian pork exports 
have grown from 0.15 million tonnes in 1980 to 0.98 million tonnes in 
2003 (Haley). 

In order to understand and explain the potential adjustments in the 
North American hog/pork industry brought about by current trade 
issues, it is necessary to understand the inner workings of each affected 
industry. In this regard, this chapter focuses on the Canadian and US 
hog/pork industries and not the Mexican situation. There is no doubt 
that the legal challenge brought by the NPPC and other regional hog 
producers’ associations against Canadian fi rms was caused by the 
recent and continuous increase in Canadian exports of live hogs to the 
US. So before providing an organizational picture of the US hog/pork 
industry, it is instructive to break down the organizational structure of 
its northern neighbor. 

Figure 4.4: Annual Canadian boxed beef (converted to approximate head) 
and fed slaughter cattle exported to the US, 2000-2004.

Source: Data from Livestock Marketing Information Center, boxed beef converted to 
number of head by authors.



85Gervais • Schroeder

British Columbia
1.0%

Maritime
12.3%

Québec
24.8%

Ontario
23.8%

Manitoba
22.8%

Saskatchewan
2.5%

Alberta
12.9%

Figure 4.5 shows the market share of each Canadian province in terms 
of the number of hogs produced in 2003. Quebec, Ontario, and Manitoba 
are the three most important hog producing provinces. The relative 
importance of Quebec is even greater if market share is measured in 
terms of kilograms of production or market value. The reason for this 
is that Ontario and Manitoba export signifi cant quantities of feeder 
pigs resulting in their proportional shares being greater in terms 
of head produced relative to total kilograms or dollars. Since these 
three provinces account for more than three quarters of Canadian hog 
production, the remaining discussion focuses on the hog/pork industry 
in these provinces. 

Figure 4.6 illustrates the market destinations for live hogs produced 
in Quebec, Ontario, and Manitoba in 2003. There are some striking 
differences among the three provinces. First, all hogs raised in the 
province of Quebec are slaughtered within the province.1 Processing 
activities are of less importance, in relation to hog production, in 
Manitoba. Manitoba exports a signifi cant quantity of feeder pigs to the 
United States, as does Ontario. The chart illustrates that Ontario also 
transfers hogs to other provinces (e.g., Quebec). These include hogs 
ready-to-be slaughtered and feeder pigs. 
1 Larue, Gervais and Lapan stress the importance of hog marketing institutions in ex-
plaining the simultaneous growth in production and processing activities in Quebec.

Figure 4.5: Provincial share of total Canadian hog marketings 
(as percentage of total number of head), 2003.

Source: Agriculture and Agri-food Canada.
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Figure 4.7: Exports of slaughter hogs from Quebec, Ontario and Manitoba to the U.S, 
1998-2003.

Source: Agriculture and Agri-food Canada.

Figure 4.6: Market destination of all hogs marketed in Quebec, Ontario and Manitoba 
in 2003.

Source: Agriculture and Agri-food Canada.



87Gervais • Schroeder

1988 1991 1994 1997 2000 2003
0

1,000,000

2,000,000

3,000,000

4,000,000

5,000,000

6,000,000

7,000,000

8,000,000

H
ea

d

Québec Ontario Manitoba

Figures 4.7 and 4.8 present the growth in exports of live slaughter 
hogs and feeder pigs, respectively, from the three provinces. Hog 
exports from Quebec are almost nonexistent. Exports of slaughter hogs 
increased dramatically around 1996 in Ontario and Manitoba. Figure 
4.8 illustrates how feeder pig exports have grown steadily since 1994 
to reach record levels in 2003. Hayley reports that the destination of 
Canadian feeder pigs in the US is mainly to cornbelt states (e.g., Indiana, 
Minnesota, Michigan, Ohio, Wisconsin, Iowa, Kansas, Missouri, and 
Nebraska). Canadian slaughter hog exports are more evenly spread 
across the United States and go to such states as Colorado, Montana, 
North Dakota, South Dakota, Utah, Arizona, and California. 

Table 4.1 provides a picture of the US and Canadian hog/pork industries 
over a ten-year period (1994 to 2003). US hog production reached 
100.8 million head in 2003 while Canadian production was about 22 
percent of this level. Hog slaughter in Canada, increased in relative 
terms, compared to the US between 1994 and 2003; going from 15.9 
percent of US production to more than 22 percent. Pork meat imports 
have increased in the US and so have Canadian imports. Even though 
Canada’s production is smaller than the US, it exports more than its 
counterpart. Canadian pork exports were roughly 22 percent greater 
than total US pork exports in 2003. Although not illustrated in the data, 
it is worth noting that the share of Canadian products in total US pork 

Figure 4.8: Exports of feeder pigs from Quebec, Ontario and Manitoba to the US, 
1998-2003.

Source: Agriculture and Agri-food Canada.
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imports has increased between 1998 and 2003. Conversely, from the 
Canadian perspective, the relative importance of the US market has 
declined over the years. However, it still remains the most important 
destination for Canadian pork exports.

The stylized facts of the pork industry show that besides the obvious 
differences in bilateral trade balances between the US and Canada, there 
are some essential geographic differences in production activities within 
each country that are likely to affect policies and industry adjustments. 
These are of major importance when analyzing the effects of border 
restrictions and market segmentation.

BEEF INDUSTRY ADJUSTMENTS AND POLICY RESPONSES

Closure of the US-Canada border to cattle trade created substantial price 
discounts in Canada for feeder and fed cattle and cull cows relative to 
the US. Prior to the border closure, Canadian and US prices followed 
each other fairly closely as fl uid trade assured spatially integrated 
markets. However, after the border closure, because the Canadian cattle 
industry relied upon the US market for slaughter cattle sales, prices 
diverged with Canadian prices dropping by $20/cwt and more relative 
to US levels (Figures 4.9-4.11). 

Table 4.1: The US hog/pork industry in comparison with the Canadian industry, 1994-2003. 

 Hog slaughter  
(thousand head) 

US pork imports  
(thousand MT)

US pork exports  
(thousand MT) 

Year  US   Canada US    Canada  US   Canada 

1994 95,905   15,249 338,077  27,908  284,114  278,840  

1995 96,517  15,539 301,801  26,833  365,259  359,799  

1996 92,394  14,968 281,311     35,256  413,166   385,209  

1997 91,966  15,174 287,316     51,738  458,311   420,741  

1998 101,028   16,698  320,302     63,023  528,939   481,144  

1999 101,694  18,724  375,961     57,730  580,501    649,364 

2000 97,977   19,691 439,359  75,272 581,497  636,627 

2001 97,962   20,542 432,157  92,528 702,377  718,703 

2002 100,263  21,979 486,694  95,830 727,155  827,379 

2003 100,777  22,228 538,724  109,189 757,406  924,344 

Source: US Department of Agriculture; Agriculture and Agri-Food Canada (2004). 
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On 4 January 2005 the Animal and Plant Health Inspection Service 
(APHIS) of the USDA published a fi nal ruling that would permit imports 
of certain Canadian live cattle into the US beginning on 7 March 2005. 
That ruling required that such cattle must be less than 30 months of 
age and sent directly to slaughter or, if destined for additional feeding, 
sent in sealed trucks directly to the terminal feedlot that fi nishes and 
markets the cattle for slaughter at less than 30 months of age. As 
published, the ruling also allowed for imports of boneless beef from 
Canadian cattle older than 30 months of age. However, US Secretary 
of Agriculture Mike Johanns announced an indefi nite delay of imports 
of Canadian animals over 30 months of age prior to the 7 March 2005 
date (USDA). Thus, the current US policy allows imports from Canada 
only of cattle that are under 30 months of age and beef from animals of 
the same age. However, on 2 March 2005 a federal judge in Montana 
granted a temporary injunction against the USDA ruling to keep the 
Canadian border closed to live cattle trade. In late July 2005, the Ninth 
Circuit Court of Appeals overturned the temporary injunction allowing 
imports of Canadian cattle under 30 months of age to resume; more than 
two years after the initial BSE discovery. 

The impact of this trade policy between Canada and the US has resulted 
in substantial costs to the US beef packing industry (compounded by 
the loss of major export markets by the US following the discovery of 
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Figure 4.9: Monthly average prices for 700-800 pound steers in Kansas and Alberta, 
January 2000-December 2004.

Sources: US Department of Agriculture; CanFax.
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Figure 4.11: Average monthly prices for slaughter cows in Kansas and Alberta, 
January 2000-December 2004.

Source: Livestock Marketing Information Center.

Figure 4.10: Monthly average prices for fed steers in Kansas and Alberta, 
January 2000-December 2004.

Sources: US Department of Agriculture; CanFax.
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Table 4.2: US imports of Canadian slaughter cattle, total cattle slaughter,  
and US imports as a percentage of total  cattle slaughter by state, 2002.  

State of slaughter  

US 
importsa  

(# head) 

Total 
slaughter b 

(# head) 

Import 
share  

(% of total)  
Utah 205,931 680,800 30.2 
Washington 180,242 970,040 18.6 
Minnesota 145,684 1,252,600 11.6 
Nebraska 125,703 8,621,400 1.5 
Pennsylvania 101,941 1,471,800 6.9 
Wisconsin 95,551 1,766,340 5.4 
Idaho 52,868 1,051,000 5.0 
Michigan 52,028 519,600 10.0 
Colorado 33,584 2,594,200 1.3 
Illinois 12,663 NAc NA 
Iowa 4,073 NA NA 
California 3,762 1,251,200 0.3 
New Jersey 3,020 22,600 13.4 
Texas 2,046 6,309,600 0.0 
South Dakota 1,399 NA NA 
Georgia 1,394 NA NA 
Kansas 1,078 7,362,100 0.0 
North Carolina 668 155,440 0.4 
Missouri 438 NA NA 
Montana 175 NA NA 
North Dakota 41 NA NA 
Maine 36 NA NA 
New York 28 38,800 0.1 
Ohio 25 69,900 0.0 

    

Total from Canadian dataa  1,024,378 35,122,000 2.9 
Total from USDA datab  1,087,430 35,122,000 3.1 

a Source: Agriculture and Agri-Food Canada (2004). 
b Source: US Department of Agriculture. 
c NA refers to not available as USDA did not report for confidentiality reasons. 

a BSE infected cow in the US in December 2003). In 2002, the last full 
year of unrestricted cattle trade between the US and Canada, Canadian 
slaughter cattle imports represented about three percent of total US 
cattle slaughter. However, Canadian slaughter cattle import restrictions 
had a much greater relative impact in certain US states. Table 4.2 
presents the number of Canadian slaughter cattle imports by US state 
of destination, slaughter in each of those states, and the percentage 
of slaughter represented by Canadian imported cattle in 2002. The 
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impact of restricted Canadian slaughter cattle imports was perhaps the 
most signifi cant in Utah as beef packers in that state imported more 
than 200,000 head in 2002, representing 30 percent of the state’s total 
slaughter. Other states where packers were strongly affected in number 
of head and/or percentage of slaughter represented by Canadian cattle 
imports included Washington, Minnesota, Nebraska, Pennsylvania, 
Wisconsin, Idaho, Michigan, and New Jersey.

To determine the economic importance of Canadian cattle slaughtered in 
the US, Table 4.3 summarizes live value and estimated market value of 
boxed beef, hide, and offal by state from Canadian cattle imports for 2002. 
For the US as a whole, the live value of Canadian imported slaughter 
cattle was between $755 and $801 million in 2002, based on Agriculture 
and Agrifood Canada (AAFC 2004b) and USDA data. Of additional 
importance for US processing fi rms is the value of boxed beef, hide, and 
offal from slaughtering Canadian cattle, and the gross margin of product 
sales relative to the cost of cattle. The value differential between the 
purchase price of cattle and value of beef, hide, and offal is estimated 
using data from the Livestock Marketing Information Center. 

For the entire US, the gross value of boxed beef and byproduct sales 
from Canadian imported slaughter cattle was between $901 and $956 
million with a net value of sales (gross value less the live animal price) 
between $145 and $155 million in 2002 (Table 4.3). Individual states 
had substantial variability in sales value associated with Canadian 
cattle slaughter. For example, Utah had $203 million, Washington $161 
million, and Nebraska and Minnesota each over $100 million in sales 
value of boxed beef and byproducts from slaughtering Canadian cattle. 
Pennsylvania and Wisconsin each had more than $80 million in sales of 
boxed beef and byproducts from Canadian cattle slaughtered in 2002. 

One more important issue that increases the economic impact associated 
with the ban on Canadian slaughter cattle imports into the US is reduced 
packing plant capacity utilization in the US. That is, packing fi rms still 
incur fi xed costs whether they operate at capacity or not and with reduced 
cattle availability, especially in regions like those mentioned above, 
failure to operate at capacity creates a major competitive disadvantage 
for those plants and fi rms. For example, Swift suspended the second shift 
at its Nebraska and Colorado plants in large part because of the import 
restrictions (MeatNews). Such events result in particular packing plants 
and fi rms suffering signifi cant economic diffi culties because operating 
costs per pound of meat produced rise rapidly when plants operate below 
capacity. The entire US cattle slaughtering and beef processing industry 
faced increased costs when such a large reduction in cattle supply was 
imposed by the import restrictions. The result is that eventually some US 
plants have been forced to close down. In addition, there are numerous 
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State 
Live value of 
importsa ($) 

Estimated beef 
and byproduct 
sales value of 
importsb ($) 

Estimated beef 
and byproduct 
value less live 

costc ($) 
Utah 174,081,618 203,384,176 29,302,558 
Washington 135,176,001 160,823,192 25,647,191 
Minnesota 82,120,068 102,849,894 20,729,826 
Nebraska 98,565,909 116,452,577 17,886,668 
Pennsylvania 71,597,141 86,102,641 14,505,500 
Wisconsin 66,995,411 80,591,658 13,596,247 
Idaho 34,532,851 42,055,602 7,522,751 
Michigan 39,761,838 47,165,063 7,403,225 
Colorado 28,424,470 33,203,241 4,778,771 
Illinois 10,979,184 12,781,041 1,801,857 
Iowa 3,616,977 4,196,537 579,560 
California 1,995,945 2,531,252 535,307 
New Jersey 1,470,838 1,900,563 429,725 
Texas 1,681,800 1,972,932 291,132 
South Dakota 1,129,556 1,328,624 199,068 
Georgia 937,108 1,135,464 198,357 
Kansas 678,345 831,737 153,392 
North Carolina 448,032 543,084 95,052 
Missouri 416,620 478,944 62,324 
Montana 136,303 161,204 24,901 
North Dakota 13,905 19,739 5,834 
Maine 32,679 37,802 5,123 
New York 13,820 17,805 3,984 
Ohio 28,411 31,968 3,557 

   
Total from 
Canadian data 754,834,832 900,596,741 145,761,908 
Estimated total 
(USDA data) 801,296,047 956,029,819 154,733,772 

 
 

 
 

 
 

 

Table 4.3: Estimated value of US imports of Canadian slaughter cattle and 
boxed beef and byproduct sales value and sales value less purchase cost 
of canadian slaughter cattle by US slaughter firms, by state, 2002.

aSource: Agriculture and Agri-Food Canada (2004). Converted to US Dollars 
using 2002 exchange rate of 1.57 Canadian to 1 US dollar. 
bBoxed beef and byproduct sales value is by definition the sum of the other 
two columns in this table.
cCalculated by multiplying number of head imported from Canada by 
US$142.29. This number is the average 2002 live to cutout spread
(boxed beef plus byproduct less cattle purchase cost) estimated by the 
Livestock Marketing Information Center, Lakewood, CO.
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other economic spillovers in the rest of the local and national economies 
when cattle slaughter declines.

Schroeder and Leatherman use social accounting matrix (SAM) analysis 
to project the annual economic impacts of reduced meat processing 
activity in the US that is consistent with the amount of reduced imports 
of slaughter cattle from Canada resulting from import restrictions. The 
total loss of income to the US economy associated with reduced meat 
processing activity is estimated to be about $282 million annually (Table 
4.4). The number of jobs closely allied with this level of economic activity 
is nearly 5,000. 

A long-run implication of the US border closure on Canadian live cattle 
production and trade is that it fuels structural change. In particular, 
closure of the border has created substantial incentives for Canada 
to invest in cattle slaughtering facilities. As such, substantial public 
support and private investment in cattle slaughter plant expansion is 
ongoing in Canada. Figure 4.12 illustrates the projected expansion in 
Canadian cattle slaughter facilities. Slaughter increased nearly one 
million head in 2004 relative to 2003 and is expected to increase by 
another half a million head in 2005 with continued planned expansion.2 
If this expansion continues and the border remains closed, Canada will 
expand its slaughter capacity in order to fully accommodate its own 
production. If and when the US border reopens to live cattle trade, 
excess cattle slaughter capacity will exist in North America and only 
those fi rms well-positioned to compete will survive. Obviously this could 
2 The federal government decided to encourage expansion through a C$66.2 million pro-
gram (AAFC 2004a). 

Impacted Sector Total Income 
(millions of $) 

Employment 
(count) 

Agriculture -1.07 -39 
Mining -2.82 -14 
Construction -3.97 -79 
Manufacturing -100.90 -2,163 
TCPUa -24.65 -266 
Trade -41.34 -753 
FIREb -48.79 -317 
Services -56.34 -1,291 
Government -2.33 -38 
Total -282.21 -4,960 

Table 4.4: Total Annual Employment Impact of Reduced Meat Processing Activity to the US 
by Economic Sector, 2003 US Dollars.

a TCPU is transportation, communications and public utilities.
b FIRE is finance, insurance and real estate.
Source: Schroeder and Leatherman. 
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lead to substantial economic costs for both trading partners that may 
strain the return to open relations.

The BSE crisis has also had far-reaching consequences that extend 
beyond the beef industry. Prices of Canadian dairy cows plummeted 
following the BSE discovery. Livestock producers must generally 
commit to production levels before uncertainty about prices is resolved. 
Insurance markets have an important role in reestablishing the case 
for free trade for a small country that faces exogenous terms of trade 
(Eaton and Grossman). When the border closes due to a random event 
like BSE, risk sharing mechanisms that may exist between packers 
and cattle producers are signifi cantly affected. Private risk sharing 
mechanisms on fi nancial markets were also not available in the BSE 
case. The border closure introduced a market failure in the Quebec and 
Ontario dairy industries because the market for culled dairy cows was 
then controlled by a single buyer. Dairy producers relied on the US export 
market to expand the relevant market of the sole beef packer in Eastern 
Canada, which otherwise had monopsony power over purchases of cull 
cows. While packers’ costs have undoubtedly gone up after May 2003 
due to factors such as the loss of export markets for certain beef cuts and 
increased storage costs, in that particular case, the monopsony position 
generated abnormal profi ts by reducing prices of dairy cows to historical 
lows. Even though dairy producers can rely on supply management to 
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support income, there is nevertheless a market failure (monopsony), and 
thus a (theoretical) justifi cation for government intervention. 

It did not take long for the Canadian dairy lobby to get rolling after 
the BSE discovery. Dairy producers argued that the mad cow case was 
responsible for a ten to twenty percent reduction in their net income. 
They lobbied the government for months trying to get a minimum 
price for culled cows. The Quebec provincial government led a fi nancial 
mediation effort between producers and the owners of the Colbex-
Levinoff company which held the monopsony position. It resulted in 
the sale to dairy producers of an 80 percent stake in the company. After 
complaining for months that they were not receiving a fair price for 
their cows and that the government needed to step in to impose a fl oor 
price, producers were quick to point out that they were not able to pay 
the higher price they sought without fi nancial help. The government 
then offered a fi nancial package to dairy producers that guaranteed a 
fl oor price for all dairy cow sales.3 

It is unclear at this stage if Quebec dairy producers have suffi cient funds 
to cover their stake in the company and whether the government has 
promised to inject funds in the project. Given the monopsony situation, 
it would normally make economic sense to subsidize purchases of cull 
cows to resolve the market failure. In short, the buyer has an incentive 
to reduce cow purchases to lower the price of dairy cows. A market 
failure is said to arise in that case because the value of a dairy cow at 
the margin is higher than the market price. However, the supply of 
dairy cows is very inelastic (supply is almost vertical) and subsidizing 
purchases would likely not increase sales of dairy cows. In this situation, 
the subsidy is tantamount to a pure income redistribution tool in that it 
increases the price received by producers without altering the price paid 
by the packer. A fl oor price can also provide an incentive to the packer to 
push prices down even further (now that producers receive a guaranteed 
price) and thus may yield an unfair competitive advantage (at least with 
respect to other Canadian competitors) in the meat market. Finally, it 
should be noted that consumers clearly lost when the Canadian Dairy 
Commission (CDC) announced a 7.8 percent increase in the price of milk 
on 10 December 2004 in part “to offset some of the negative impacts 
of the BSE crisis on farms” (CDC). Consumers will permanently bear 
some costs of BSE because it is well known that milk prices exhibit 
downward price stickiness.

3 Although the sale of Colbex-Levinof plants to Quebec dairy producers was announced 
on 2 December 2004, the transaction has not been fi nalized at the time this chapter 
was written. The purchase price has never been confi rmed (although it is rumored to 
be in the neighborhood of C$50 million). Moreover, the provincial government’s plan to 
establish a fl oor price was conditional on the participation of the federal government; 
but they had not obtained a federal commitment before publicly announcing their plan 
to help producers.
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PORK INDUSTRY ADJUSTMENTS AND POLICY RESPONSES

Market Impacts of CVDs and COOL

It is extremely diffi cult to dismiss the political dimension of the current 
trade issues in the NAFTA hog/pork industries. Nevertheless, there is 
more to this than simple political economy. The economic implications of 
these trade issues will be considered before focusing on potential industry 
adjustments and responses available to policy-makers. Price signals 
following import duties or country of origin labeling will ultimately 
determine industry adjustments. 

First, imposing barriers to trade in the hog sector is often overlooked as 
a possible tool to improve economic welfare in the US. This is somewhat 
surprising as it is now well understood in the economics literature4 
that a large importing country can increase national welfare if it faces 
endogenous terms of trade by restricting trade below the free trade 
level. This objective can be achieved using either a tariff or a quota. The 
improvement in the terms of trade (in terms of lowering the import price) 
is achieved at the expense of introducing distortions in consumption and 
production activities. 

The NAFTA prevents member countries from restricting trade in pork 
and beef. However, a number of policy combinations will achieve a 
potential fi rst-best tariff solution from the US perspective because an 
import tariff can always be decomposed into a production subsidy and a 
consumption tax. In other words, even though NAFTA members cannot 
impose import tariffs – except through legal contingency protection 
actions, there exists the possibility to achieve the desired equilibrium 
through a combination of production and consumption tax/subsidies. A 
countervailing duty (which is essentially an import tariff in retaliation 
for foreign subsidies) could potentially increase US welfare. The CVD 
on imports of live hogs amounts to a subsidy to US hog producers and 
a “consumption” tax for US processors. Equivalently, if feeder pigs are 
taxed at the border, the trade policy amounts to a subsidy to feeder 
pig production and a tax on slaughter hog production and processing 
activities. It is far from obvious that the total welfare in the US hog/pork 
industry would increase following the imposition of an import duty; but 
this possibility should not be overlooked. It is important to understand 
the terms of trade motives for protection in order to explain the political 
pressures to apply import duties.
4 Gervais and Larue provide a survey of the terms of trade motive for protection. Despite 
the attention devoted to the theory of the “optimal tariff,” many economists remain scep-
tical of its practical value when analyzing “real life” issues. Krugman and Obstfeld state 
that it is of “doubtful usefulness.” Still, Bagwell and Staiger give primary emphasis to 
the terms of trade approach in their book on the economics of the world trading system.
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In order to understand the market impacts of CVDs, consider the 
vertically related markets drawn in Figure 4.13. The diagrams on the 
left-hand side of the fi gure represent the US market for live hogs (bottom 
left) and the US market for pork (top left). In the bottom left diagram, 
the segment S(r) represents the supply curve of US hog producers and 
D(r;p) represents the hog demand of US processors. The demand for 
hogs is dependent on the price of pork meat (p) determined in the top 
diagrams. The segment S(p;r) is the supply schedule of pork processors 
while the segment D(p) represents the US demand for pork meat. Given 
the trade position of the US with Canada, Figure 4.13 assumes that 
the US is a net importer of both live hogs and pork meat. The diagrams 
on the right-hand side of Figure 4.13 are labeled as “trade markets” as 
they show the excess demand function in the US and the excess supply 
function of Canadian hog producers and pork processors. Because the US 

Figure 4.13: Vertically related markets. 

Source: authors.
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has an infl uence on the price at which it trades (i.e., the large country 
assumption), it faces upward sloping export supply functions for hogs 
(denoted (ES(r)) and pork (denoted (ES(p)). Free trade between the two 
countries determines the equilibrium prices in the US market (r0

US,p0
US) 

and the quantities traded (Mr
US,Mp

US). Domestic quantities of hogs 
produced and slaughtered are denoted by H0 and P0, respectively.

Now consider the application of countervailing or antidumping duties 
on exports of live hogs from Canada. The market effects of this policy 
are illustrated in Figure 4.14. The CVD/AD duties shift the excess 
demand for live hogs in the United States inward, reducing imports of 
live hogs to `Mr

US’. The import duties create a spread between the US 
and Canadian price of hogs. The increase in the US hog price shifts 
the US supply of pork inward in the top left diagram. The price of pork 

Figure 4.14: Application of countervailing or antidumping duties on exports of live hogs 
from Canada.

Source: authors.
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meat increases as do imports of pork meat into the US. As a result, 
less hogs are slaughtered in the US but more hogs are fed domestically 
(i.e., H1>H0;Q0<Q1). As mentioned before, the import duties have similar 
effects to a tax on live hogs (causing a reduction in the demand for 
live hogs) combined with a subsidy to hog production. Even though 
the US is able to improve its terms of trade for hogs, it experiences 
deterioration in its terms of trade for pork. Hence, the net welfare effects 
are ambiguous. Nevertheless, the analysis in Figure 4.14 illustrates the 
shift in production across countries following import duties. Imports of 
live hogs decrease, but imports of pork meat by the US increase. Note 
that the ability of a large importing country to infl uence the terms of 
trade of the raw product is not hampered by free trade in the processed 
commodity in that the CVD/AD imposed on hog exports lowers the import 
price and increases the domestic price of live hogs. 

Before analyzing the regional implications of import duties and border 
“frictions,” it is worth discussing the (dis)similarities between the CVD/
AD duties and COOL. While COOL has similar effects to import duties, 
they differ in the potential response that these policy tools can bring. 
With respect to labeling, the US is using potential vertical differentiation 
in meat products (according to the country of origin) to induce a price 
differential between US and foreign meat products. The price differential 
caused by the label can only be achieved at the expense of imposing a 
tax on the domestic industry in the form of additional transaction costs 
necessary to preserve the national identity of the products through the 
supply chain. The idea of those supporting the COOL policy in the US 
is that the potential premiums in the meat market would be transferred 
back to US hog producers through higher prices. Preliminary research 
results reported by Abdesselem, Bonroy, and Gervais indicate that COOL 
could potentially raise the US hog price by about one-half of one percent 
while raising pork meat prices in the US by six percent. Canadian export 
prices of pork meat could fall by about two percent. The effect of COOL 
on hog prices is likely to be smaller than the effect of CVD/AD duties. 
Moreover, the results rest on rather optimistic assumptions with regard 
to consumer attitudes. As with CVD/AD, the welfare implications of a 
COOL policy are unclear.5 

What is the optimal response from Canada’s perspective? The best policy 
in light of AD and CVD is laissez faire. There are no market failures 
from the Canadian government’s perspective. With respect to the COOL 
5 Abdesselem, Bonroy, and Gervais use a spatial partial equilibrium model of trade in 
hog/pork products for North America. The results reported above are based on a COOL 
transaction cost estimate of C$0.10 per kg and a premium of C$0.25 per kg at the re-
tail level for products with a US label. These estimates were adapted from Sparks and 
Loureiro and Umberger. Abdesselem, Bonroy and Gervais contains a discussion of the 
problems of calculating welfare measures in the context of a vertically differentiated 
trade model. 
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issue, one option for the Canadian industry is to use generic promotion of 
their product in certain geographical areas (such as the US Northeast). 
Larue, Gervais, and Rancourt show that Canadian pork processors are 
not pure price takers in the US market because export price margins 
do not adjust in a one-to-one proportion following variations in the 
exchange rate. The exchange rate has always been an important concern 
of the Canadian hog/pork industry because it is believed to be a major 
determinant of the industry’s relative competitiveness. While there is 
no doubt that it is a signifi cant factor, data suggests that it played a 
secondary role in the recent expansion of the Canadian hog/pork industry 
(Tamini and Gervais).

Location of Hog/Pork Production Activities

Is the location of hog and pork production activities supply or demand 
driven? The stylized facts described earlier suggest that locating hog/
pork operations is supply driven in that processing activities tend to 
occur where ready-to-market hogs are fed and feeding operations tend 
to locate in regions that have a cost advantage in feeding activities. 
Before analyzing the potential localization impacts of CVDs and COOL, 
it is worth discussing further the assumptions behind Figures 4.13 and 
4.14 that are likely to affect location decisions. First, Figures 4.13 and 
4.14 implicitly assume that markets are competitive and that there 
are decreasing returns to scale (positively sloped marginal cost) in 
slaughtering/processing activities. MacDonald and Ollinger show that 
signifi cant scale economies in hog slaughtering activities are present. 
There are major differences in plant sizes between Canada and the US. 
In Quebec, the biggest processing plant has a weekly capacity of 25,000 
head. In comparison, the average capacity of a plant in the US was 
about 45,000 head per week ten years ago. Some plants in the US now 
have weekly capacity of 70,000 head and a few hit 150,000 head (Pork 
Board). Another implicit assumption is there is perfect competition in the 
industry. The concentration ratio of the four biggest fi rms (CR4) in the 
US packing industry increased from 32 percent in 1985 to 64 percent in 
2004 (Hendrickson and Heffernan). In Quebec, the two largest packers 
have announced their intentions to merge. If the merger is approved by 
the Competition Bureau of Canada, the new entity would control more 
than 70 percent of the market in Quebec. 

Concentration and economies of scale are not so important in 
understanding the adjustments of the industry at the macro level (i.e., 
national) but are important in understanding the regional impacts 
of COOL and CVD/AD duties. As shown in Figure 4.14, the CVD/AD 
and COOL policies will likely result in lower hog prices and more hogs 
slaughtered in Canada. There is no indication that there are packing 
capacity problems in Canada. In fact, the industry has argued that there 
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are not enough hogs to process domestically.6 In Quebec, most if not all 
plants operate a single shift, and this is true throughout Canada. 

Still, there is no denying that if US policies increase the marketing 
margins of Canadian packers (in terms of stronger demand for pork meat 
and lower hog prices), a number of factors suggest that there may be 
sizeable investment opportunities. Traditional investment models rely 
on standard discounted cash fl ow methods such as net present value 
or internal rate of return models. Dixit and Pindyck changed the way 
academics (and to some extent, practitioners) think about investment 
decisions by focusing on real options. Real options are essentially future 
opportunities that are created by today’s investments. Given a potential 
terms of trade movement (i.e., reduction in the Canadian hog price 
and increase in the border price of meat), some fi rms may perceive a 
signifi cant increase in future discounted cash fl ows. However, at the time 
of the investment, a fi rm loses the option to wait for further information 
such as the strength of future foreign demand and input costs. The option 
value associated with waiting before building additional capacity will 
depend among other things on whether fi rms perceive movements in 
the marketing margin to be mean-reverting. In turn, this will depend 
on beliefs about the intransigence of border measures. If fi rms do not 
perceive the trade impediment to have some permanent component, it 
would be logical to expect these fi rms to delay investment in additional 
production capacity. Processing fi rms produce a homogenous product 
and are fi nancially vulnerable to (bad) capacity decisions of other fi rms. 
The timing option (i.e., the option to wait) has a signifi cant value given 
the relatively uncertain state of the industry. Hence, it is doubtful that 
CVDs or COOL would cause additional investment in pork processing 
capacity. 

Canadian hog marketing institutions can also have an important impact 
on capacity investment decisions. Hog marketing rules basically create 
certainty for Quebec processors in that a substantial share (currently 
50 percent) of all hogs are allocated to processors according to their 
historical market share. For all practical matters, all hogs in the 
province need to be marketed through the Quebec marketing board. On 
the Prairies, no statutory marketing rights are conferred to provincial 
boards. Producers are free to contract with one packer over the other. 
This defi nitely gives more fl exibility to processors in terms of pricing 
arrangements. Hogs are sold either through contracts or using the spot 
market. Prices are determined through negotiations between individual 
packers and hog producers. Conversely, hog prices of pre-attributed 
6 Klein et al., (p.57) argue: “Virtually all packers in Canada would like to receive more 
hogs of constant specifi ed qualities. They sense market opportunities for additional pork 
but cannot obtain the hogs to meet this demand.” Mitchell, a packing plant representa-
tive says: “… we have the sales; we don’t have the hogs.”
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supplies in Quebec are based on a reference price (i.e., the US price). 
The remaining hog supply is sold through an auction. 

A recent study also cast some doubt about whether Canadian hog 
producers would benefi t from increased processing capacity. Horning 
and Ward analyze whether the opening of the Maple Leaf plant in 
Brandon, Manitoba had any positive infl uence on Prairie hog prices. 
They identifi ed a signifi cant and positive price differential between 
the Manitoba market and two different reference markets due to the 
opening of the Brandon plant.

Capacity is perhaps more problematic when analyzing hog fi nishing 
operations. Growth opportunities in hog fi nishing operations are severely 
constrained because of environmental concerns and/or profi tability 
considerations. The former is perhaps the most apparent in Quebec. 
The hog industry faces stringent environmental regulations and public 
pressure to regulate the industry does not show any sign of easing. A 
two-year moratorium in Quebec was imposed on all new hog fi nishing 
operations in June 2002. The moratorium was lifted 15 December 
2004 after strict new environmental regulations were issued. For all 
practical matters, the moratorium is still in effect because ready-to-
market hogs produced in hog fi nishing installations that were built in 
the post-moratorium period will not be slaughtered until mid-2007, once 
every production delay is considered (e.g., licensing, investment). Many 
industry stakeholders doubt that the vigorous growth in the industry 
observed between 1994 and 2002 will ever be repeated. 

Besides the need to solve obvious environmental constraints, hog fi nishing 
operations must be able to compete with American production units for 
feeder pigs. CVDs and COOL might provide suffi cient fi nancial incentives 
for Canadian production units to expand hog fi nishing operations. One 
would expect that hog fi nishing units would locate in the Prairie region 
because of its potential cost advantage in feed grains. However, Manitoba 
is now a net importer of corn (Charlebois and Wensley) and feed wheat 
would likely need to be shipped in from Saskatchewan (Kraft and Rude) 
if the province is to expand hog production. 

Cost increases for fi nishing operations could be less of a problem if income 
support programs account for this increase. In Quebec, hog producers 
of both feeder pigs and slaughter hogs benefi t from a generous public 
income support program known under the French acronym ASRA. ASRA 
basically guarantees hog producers that they will receive no less than the 
producers’ average cost of production, which includes a payment for the 
producers’ own labor. The Canadian Agricultural Income Stabilization 
(CAIS) program available to other producers in Canada is less generous 
and is based on an entire farm’s production margin but could partially 
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shield producers from the market effects induced by temporary border 
restrictions. What is the likelihood that these programs will be reformed 
in the near to medium future? These programs are the specifi c targets 
of the American legal actions. Even though Quebec producers do not 
export live animals, ASRA has explicitly been singled out as depressing 
hog prices in North America (Giordano). Because of the moratorium 
on new hog production facilities, some hog producers in Quebec have 
converted their nursery permit into hog fi nishing operations (i.e. they 
have switched their business operations from producing piglets to 
feeding hogs). This has caused a movement in feeder pigs from Ontario 
to Quebec. In the world trade arena, there is some pressure to reform 
domestic support and aggressive cuts in de minimis support could force 
reductions in support offered through ASRA-like programs.7 

CONCLUDING REMARKS

Prior to the BSE case in 2003, the US and Canada clearly had a 
highly integrated beef industry. Likewise, the US and Canadian 
hog/pork industries also involved a fairly integrated market. Border 
trade restrictions, countervailing and antidumping duties, as well as 
country-of-origin labeling legislation threaten this market integration. 
Historically, cattle and beef trade between the two countries has been 
largely market driven. However, since May 2003, cattle and beef trade 
in North America has been substantially restricted and dictated by 
political and judicial decisions. This has resulted in structural change 
in the beef industry in both Canada and the US. Canada has invested 
sizeable amounts of public and private money into further development 
of its cattle slaughtering industry. At the same time the US cattle 
slaughter industry lost substantial cattle numbers that are critical for 
plant utilization and for operating at cost effi cient levels. Losses have 
been especially acute in regions that are not in the heartland of US 
cattle feeding and especially in states near the border. Reduced cattle 
slaughter has resulted in signifi cant income losses especially for local 
communities in the US where beef packing plants have either reduced 
operations or closed down entirely.

What will happen when the border reopens to live cattle trade? Obviously 
this depends upon when it reopens and the conditions surrounding its 
opening. However, it is likely that excess capacity will be present in 
North American cattle slaughtering resulting in costly plant closures. In 
the mean time, while North American trade policy creates substantial 

7 De minimis support is the trade distorting domestic support (product and non-product 
specifi c) that is less than fi ve percent of the value of production (ten percent for develop-
ing countries). There are currently some proposals in the Doha Round to cut the level of 
de minimis support in half.
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cost increases in its industry, formidable global competitors have 
continued to expand. Regaining world market dominance will be a 
daunting challenge for the North American beef industry. 

It is diffi cult to predict what will happen in the North American hog/pork 
industry given that policy options on both sides of the border are yet to 
play out. The US trade policies (i.e., CVDs and AD duties) and domestic 
policy (i.e., COOL) are likely to lower prices of feeder pigs in Canada and 
raise pork meat prices in both markets. These terms of trade effects will 
have implications for the future organization of the North American hog/
pork industry. Four factors must be taken into account when analyzing 
organizational issues: 1) environmental pressures are likely to slow 
further development of fi nishing operations in Canada; 2) the relative 
value of the Canadian dollar with respect to the US dollar reached a 
ten-year high in late 2004 and further appreciation would negatively 
impact the profi tability of pork processing operations in Canada; 3) 
internal pressures in Canada as well as international pressures to lower 
domestic support levels are likely to reduce total support and thus limit 
future growth in hog production; and 4) concentration and consolidation 
arguments to raise the competitiveness of Canadian pork packers could 
result in lower Canadian hog prices. The current business context in the 
Canadian hog/pork industry is not conducive to massive investments in 
processing and hog fi nishing operations. Thus, if border policies have 
any sense of permanence, it is likely that the Canadian industry will 
struggle in trying to bring feeder pigs to ready-to-market weight and 
there will likely be a contraction in the marketing of feeder pigs.

In summary, both the US and Canada stand to lose if special interests 
have their way in promoting trade barriers. What is the solution? 
Mexican President Fox is promoting the idea of “NAFTA-plus” which in 
his words includes more development, more trade, and more integration. 
The support for such an idea seems to come exclusively from eastern 
Canada; Quebec Premier Charest endorsed the idea, but also pushed 
for stronger dispute settlement mechanisms. Both the US and Canada 
have reiterated their offi cial position not to renegotiate NAFTA. There 
is no momentum in Western Canada to renegotiate specifi c NAFTA 
provisions. There is even less interest in the US to renegotiate a deal 
which some once considered as weakening US domestic policies. The 
answer perhaps lies in a stronger commitment and leadership to promote 
multilateral liberalization at the WTO. This appears to be the most 
appropriate means to address North American farmers’ concerns about 
development, market access, and tariff reductions. 
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A NAFTA APPROACH TO 
ANIMAL HEALTH AND 
BIOSECURITY: PIPE DREAM 
OR POSSIBILITY
David Sparling and Julie A. Caswell

INTRODUCTION
Animal health issues used to be primarily a concern for farmers and 
veterinarians. That has changed dramatically in the last decade. The 
boundary between diseases that affect animal health and those affecting 
humans is more permeable than we once thought it to be. Diseases 
like bovine spongiform encephalopathy (BSE) and avian infl uenza 
have heightened public perceptions of the relationship between animal 
and human health and, in doing so, dramatically raised the stakes for 
animal health systems. Not only have boundaries between disease hosts 
and carriers become blurred, boundaries between trading nations are 
becoming increasingly open and agrifood trade is an essential part of 
the day-to-day operation of national food systems.

Under the North American Free Trade Agreement (NAFTA), agrifood 
markets in Canada, Mexico, and the United States have become tightly 
integrated. NAFTA countries are dependent on the smooth fl ow of food 
products across national borders to keep their food production and 
distribution systems supplied with the mix of products demanded by 
consumers. In the animal industries, particularly pork and beef, the 
degree of integration has increased steadily since the introduction of the 
Canada-United States Free Trade Agreement (CUSTA) and NAFTA. 
Each year about eight million hogs, or eight percent of the US slaughter, 
enter the United States from Canada, two-thirds as feeder pigs and the 
rest destined for slaughter plants (Haley). Prior to the BSE cases in 
Canada and the United States in 2003, over two million head of cattle 
and one billion pounds of beef cuts were being traded between NAFTA 
partners (Caswell and Sparling).

5
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The BSE cases in Canada and the United States in 2003 revealed 
the extent to which an animal health issue can disrupt trade and 
markets. However, the disruption went far beyond what was necessary 
to truly protect human and animal populations, at least according to 
international standards (Caswell and Sparling). The disruption and 
the time to recovery could have been shortened if the NAFTA nations 
had more integrated animal health and regulatory systems. Integrated 
international markets truly do need to be managed differently. 
Independent national approaches are no longer adequate to protect 
animal or human health and have been shown to be incapable of 
minimizing the trade impacts of animal health related challenges to 
the system. The External Advisory Committee on Smart Regulation 
highlights the issue from a Canadian perspective, “It is no longer 
possible to protect Canadians’ health and safety and provide access to 
innovative products – and do it all ourselves.” This statement clearly 
applies to all NAFTA partners and the question is, “What can we do to 
move a NAFTA approach to animal health and biosecurity from being 
a pipe dream to a reality?”

We begin our discussion with a review of the scope of the issues then turn 
to a framework for examining the relationships between animal health, 
biosecurity, regulation, and trade. We note that many of the issues raised 
in this paper may require an approach that will eventually extend beyond 
NAFTA; here we limit our discussion to the NAFTA situation.

SCOPE OF THE ISSUES

Animal health management is no longer only a matter of disease 
prevention, diagnosis, and treatment. Each disease has its own economic 
and health implications, and designing a management system requires 
consideration of the infl uence and impacts of the disease and different 
management strategies. Figure 5.1 illustrates the interactions among 
animal health, human health, and trade. The greatest management 
challenges lie at the intersection shown in the center of Figure 5.1. The 
World Organization for Animal Health (hereafter referred to by its 
original acronym, OIE, Offi ce International des Epizooties) oversees 
the intersection between animal health and trade. OIE currently has 
167 member countries. It lists over 125 animal diseases in its world 
animal health information system (OIE). These are diseases that are 
transmissible, have an impact on international trade in animals and 
animal products, and must be reported to the OIE when they occur 
within a country. A NAFTA approach to animal health would require 
managing the subset of these diseases that occur or could be introduced 
into NAFTA countries. Some animal diseases, called zoonoses, are 
also human health risks because they can be transmitted to people by 
animals. Human health interacts directly with trade through travel 
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by individuals. Travel can also affect animal health, for example when 
travelers import diseased animals or animal products.

In the direct center of Figure 5.1 is the intersection of animal health, 
human health, and trade. This intersection represents a signifi cant 
biosecurity risk and the actions needed to produce biosecurity include 
coordinated animal health management and trade strategies. The 
term biosecurity has been undergoing an evolution as it is applied to 
a broader range of risk sources. In the animal health fi eld, biosecurity 
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Figure 5.1: Relationships among animal health, human health, and trade.
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refers to the exclusion, eradication, or effective management of risks 
posed by animal diseases. More recently, the term is being used to refer 
to preventing the intentional introduction of risks into agricultural and 
food systems, e.g., by terrorists (Government Accountability Offi ce or 
GAO). Our use of the term biosecurity for this chapter encompasses the 
management of animal diseases regardless of source of introduction but 
with an emphasis on potential transmission through normal commercial 
and consumer activities. A defi ning element of biosecurity risks is the 
evaluation of whether they are signifi cant enough in animal health, 
human health, and/or trade terms to merit active management.

A NAFTA approach to animal health and biosecurity would be developed 
within an already existing, multilayered trade environment. The NAFTA 
countries have bilateral arrangements on these issues with each other 
and with other trading partners, and have developed some trilateral 
arrangements. The nations interact through OIE and also are members 
of the larger trading framework of the World Trade Organization (WTO) 
and its Agreement on the Application of Sanitary and Phytosanitary 
Measures (SPS Agreement). The economic integration of agricultural and 
food markets between Canada, Mexico, and the United States has moved 
forward rapidly on several fronts since the NAFTA agreement went into 
effect in 1994. Regulatory integration, or at minimum, coordination, has 
not kept pace leaving the integrated market vulnerable to disintegration 
when animal health outbreaks or cases occur, such as the BSE cases 
confi rmed in 2003 and 2005.

As noted in Figure 5.1, there are several factors influencing the 
relationships among animal health, human health, and trade. These 
include higher trade levels, globalization, more market integration, 
national security concerns, changing weather and migration patterns, 
increasing population, and heightened public concern about human 
health risks. The success of management strategies then has impacts 
on the spread of animal diseases, production systems, the emergence 
of zoonoses, restrictions on trade fl ows of animals and food products, 
and travel and tourism.

Issues for a NAFTA Approach to Animal Health Management 
and Biosecurity

The stakes associated with a lack of NAFTA regulatory integration for 
animal health management and biosecurity issues are getting higher. 
The reasons why it is imperative that we move toward a NAFTA 
approach to animal health may be summed up in a few words: the 
problems are getting worse, the stakes are getting higher, and the 
current systems are not working as well as they should. The Institute 
for Animal Health summed up the best motivations for taking a NAFTA 
approach to animal health, “Infectious diseases do not respect national 
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borders….the battle against infectious diseases is not restricted by 
frontier (p. 24).” Particularly with increased trade and travel, borders 
are not effective disease barriers.

There are several reasons why a NAFTA approach to animal health 
management is not only logical but also necessary. They relate to the 
current and potential relationships that animal health has with both 
human health and trade as illustrated in Figure 5.1. Animal health 
management has always been important at the national level but 
the vulnerability of animal production systems to such diseases, and 
the economic impact of occurrences, increases rapidly with market 
integration across national borders. Unfortunately, as the number of 
countries involved increases, the number of relationships and potential 
interactions also multiply rapidly. Management of a NAFTA animal 
health system boils down to answering the question: can we improve 
animal health management on a NAFTA basis while maintaining the 
integrity of our national systems?

Several recent events have highlighted the need for a broader approach 
to animal health. The concern over the relationship between animal and 
human health has been around for years. It was initially heightened with 
the spread of bovine spongiform encephalopathy, which became popularly 
known as mad cow disease, and the presumption of a relationship later 
established between BSE and the human disease, variant Creutzfeldt-
Jacob Disease (vCJD). The World Health Organization defi nes zoonoses 
as diseases that can naturally move between animals and humans. 
Newly emerging zoonoses are responsible for 75 percent of emerging 
human diseases (Marano and Pappaioanou,). More recently, the spread 
of diseases like avian infl uenza and SARS have raised concerns among 
the general public. Marano and Pappaioanou identify global trade and 
new animal management practices as signifi cant risk factors in the 
spread of zoonoses. Brown identifi es increasing human population and 
increased trade as the main reasons why the rate of emergence of new 
zoonoses will likely increase.

Humans are a major risk factor for animal health. Increased demand 
for meat and cost competition is resulting in larger production units 
with greater stress on animals and higher animal density. Movement 
of humans around the world speeds up the spread of animal as well as 
human diseases. Trade in exotic animals increases the risks associated 
with the emergence of new zoonoses as well as the spread of existing 
animal and zoonotic diseases.

The economic importance of animal health management has increased 
as a result of the market integration that has occurred between Canada, 
Mexico, and the United States under NAFTA. As a result of this 
integration, the uninterrupted movement of animals across borders 
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is necessary for industry operations to function on a daily basis. For 
example, after the Canadian BSE case closed its export market for 
animals in 2003, while some markets for beef products were relatively 
rapidly restored, Canadian producers found that processing capacity 
in Canada was grossly inadequate to handle the volume of animals 
ready for slaughter (Standing Committee on Agriculture). At the same 
time, processing plants in the United States experienced signifi cant 
shortfalls in animals available for slaughter, while backgrounders and 
feedlots scrambled to get adequate supplies of animals. The economic 
impact of BSE was greatly magnifi ed by the integration of the NAFTA 
market, the border closings that were implemented, and the long period 
of time that has passed without full restoration of trade. It appears that 
producers, companies, and countries did not adequately understand the 
risks generated from market integration in the absence of regulatory 
integration (Caswell and Sparling).

Animal health management poses clear challenges for producers, 
companies, countries, and trading partners. The scope of these problems 
in the trade arena has reached a level that very likely makes ad hoc 
regulatory coordination, followed by crisis responses when problems 
occur, more costly than comprehensive approaches to management. 
Can we learn from recent experience with animal health events within 
NAFTA in order to move forward?

A FRAMEWORK FOR EXAMINING INTERNATIONAL ANIMAL 
HEALTH AND BIOSECURITY ISSUES

We consider the interactions between market integration and regulatory 
integration using the framework presented in Figure 5.2. Market 
integration, the central box, is the main goal of trade agreements, 
under the assumption that such integration enhances economic welfare. 
Trade is the result of fi rm level decisions made within a regulatory and 
policy environment. Under market integration, fi rms extend supply 
chains across national borders to capitalize on opportunities or to 
minimize perceived risks. Private incentives for market integration 
include opportunities to build fi rm-level competitive advantage and 
take advantage of market opportunities through selling into new 
international markets, accessing skills and capabilities not available to 
the fi rm in current markets, and reducing sourcing costs or being able 
to source materials not available in current markets. In the case of the 
animal and meat industries, NAFTA and changes to Canadian grain 
policy allowed Canadian pork and beef producers to capitalize on their 
comparative cost advantages and expand their trade with US producers 
and processing plants. Mexico was able to capitalize on a similar cost 
advantage and shipped live cattle to US feedlots. US fi rms used their 
quality capabilities to export high-end cuts to both Canada and Mexico. 
Firms also expand their supply chains internationally to reduce private 
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risks, including those associated with political instability, price and 
supply variability due to weather, supplier reliability, and supplier or 
customer market power. These private incentives have a strong impact 
on the speed and extent of market integration.

The degree of market integration is also very strongly affected by 
international trade agreements that either promote or constrain trade. 
In recent years, trade agreements have included provisions, most notably 
the SPS Agreement of the WTO, that establish disciplines for national 
level animal health, plant health, and food safety regulations. The 
SPS Agreement recognizes OIE as the international standards setting 
body for animal health and trade restrictions related to animal health. 
However, countries exercise discretion, sometimes wide, in interpreting 
OIE standards and trade guidelines in national level regulation (for 
details in the case of BSE, see Caswell and Sparling). Thus the degree 
of regulatory integration between trading partners depends on their 
interpretation and application of international standards, in the context 
of the SPS Agreement. It also depends crucially on the degree to which 
they establish mechanisms to coordinate policy.

The degree and type of regulatory integration affects market integration 
then generates a risk level for the trading system associated with the 
shipment of plants and animals across borders. For animal health, these 
risks can be classifi ed as private or public in their impact. The impact of 
private events tends to be contained within an individual supply chain 
or localized in a geographic region with few country-to-country-level 
trade implications. These events feed back into private risks and affect 
companies’ pursuit of market integration options. Other risks, like BSE, 
become public in scope; if they occur they can affect all industry supply 
chains in a country and its trading partners. Public risks are viewed as 
major threats to animal health and result in immediate border closings 
and trade disruptions, while also stimulating industry supply chain risk 
management activity. The ultimate level of animal health integration 
across borders is determined by the interaction of public and private 
activities.

Animal health events, such as new outbreaks and cases, or changed 
risk levels trigger reevaluation by national-level regulators in order to 
adjust policy in light of new information, feeding back into the level of 
regulatory and, ultimately, market integration. As we have seen with 
BSE, market integration can be disrupted and reversed as a result 
of a disease. The extent of the disruption depends on the degree of 
regulatory integration, particularly on the regulatory mechanisms set 
up in advance to handle all aspects of an event. Animal diseases can 
only be effectively prevented and managed through joint industry and 
government programs involving all stakeholders.
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Animal health integration as focused on here is a subset of regulatory 
integration, one mainly motivated by the public risks associated with 
trade. One important component of animal health integration is the 
involvement of industry supply chains. Our focus here is on the animal 
health systems in NAFTA and their role in supporting market integration 
while protecting human health, animal health, and biosecurity. We 
examine the need for integration of these systems across NAFTA and 
the degree to which they are or could be coordinated and integrated. 
A NAFTA approach to animal health and biosecurity would involve 
a system of coordinated trade policies that would protect animal and 
human health while facilitating maintenance, and possible extension, 
of market integration. This requires strategies for:
• Prevention;
• Initial response to outbreaks and cases of animal disease; and
• Trade resumption after disruption.
Although the goal may be integration, 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 fl exible and tailored to individual situations.

DOES A NAFTA APPROACH MAKE SENSE?

Whether a NAFTA approach to animal health and biosecurity makes 
sense depends most directly on the net benefi ts of instituting such an 
approach compared to not doing so. We have argued that the risks of not 
having a NAFTA approach to regulatory integration are increasing. To 
assess the net benefi ts of regulatory integration, we look at the objectives 
of a NAFTA approach, assess where the current level of regulatory 
integration stands, and explore three animal health management case 
studies as examples.

What Would Be the Objectives of a NAFTA Approach to Animal 
Health Management?

Managing animal health is a complex task that involves considering 
multiple stakeholders and the relationships among animal health, human 
health, and trade illustrated in Figure 5.1. It is no longer adequate to 
develop purely national strategies for animal health management when 
both the risks and potential impacts are international. Developing 
international strategies can minimize both the risks and impacts for 
trading partners. In the case of NAFTA, the coordination of animal 
health management would require coordination between all bodies 
involved in the three key areas shown in Table 5.1. The broad objectives 
for an integrated NAFTA animal health system can be organized along 
these lines.
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What is the Current State of Regulatory Integration within 
NAFTA?

The individual NAFTA countries have highly developed and complex 
systems of animal health management that integrate federal level 
regulatory systems, state or provincial level activity, and non-
governmental as well as private organization activity. The organizations 
with national-level responsibilities in each NAFTA country in the areas 
of animal health and its impact on human health and trade in animals 
and food products are shown in Table 5.2. 

Market Integration Public Risks

Private Risks

Regulatory Integration

Firm Competitive 
Advantages

Climate 
Differences

Market 
opportunities

Political

Supplier or 
Customer Power

Private Incentives

International OIE Standards

National Regulation     
& Interpretation

International Trade 
Agreements

Food safety

SPS 
Agreement

Animal Health Integration

Figure 5.2: Market integration and animal health.

Source: authors.
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Actual systems are much more complex than the table suggests because 
responsibility also resides at the state or provincial levels particularly for 
outbreak management and containment. At the international level, OIE 
standards form the backdrop for regulatory decisions within countries. 
However, as noted earlier, countries interpret these guidelines in the 
process of setting standards and programs.

The NAFTA countries can pursue regulatory integration among 
themselves in three ways (Caswell and Sparling):
• Policy Coordination: gradually reducing differences in policy, 

frequently based on voluntary adherence to international codes of 
practice.

• Equivalence Agreements: agreeing to accept the regulatory 
program of the trading partner as achieving the same standard 
(i.e., being equivalent), although the regulatory program used to 
achieve the standard may differ. This is a strong form of mutual 
recognition.

• Harmonization: adopting identical standards and enforcement 
mechanisms.

Nearly all of the regulatory integration activities among the NAFTA 
countries on sanitary and phytosanitary standards fall into the category 
of policy coordination. The overarching coordination mechanism is the 
NAFTA Committee on Sanitary and Phytosanitary Measures (SPS 
Committee), which has a mandate under the agreement to facilitate 
the enhancement of food safety and the improvement of sanitary and 

Area Overall Objectives Activities  
Animal 
Health 

To ensure the health of NAFTA 
animal production systems, to 
eliminate diseases from the 
system, and to isolate the system 
from outside risks. To protect the 
animals within each NAFTA 
country. 

Coordinated services concerning 
disease notification, 
epidemiological information, 
certification for international trade, 
and management of animal health 
emergencies. 

Human 
Health 

To minimize risks associated with 
zoonotic diseases, both in terms 
of the transmission of existing 
zoonoses or the emergence of a 
new zoonosis. 

Coordination of risk analyses 
related to zoonotic diseases. 
Development of coordinated 
notification and response 
strategies. 

Trade To protect the flow of trade in 
animals and food products within 
NAFTA, consistent with achieving 
the objectives of the first two 
areas. 

Agreement on application of OIE 
recommendations for notification, 
border closings, and trade 
resumption. 

Table 5.1: Objectives and activities for a NAFTA approach to animal health management.

Source: Authors.
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phytosanitary conditions in the NAFTA countries; the adoption of 
international standards and use of equivalence agreements; technical 
cooperation in the development, application, and enforcement of sanitary 
and phytosanitary standards; and consultations on specifi c matters 
relating to sanitary and phytosanitary measures. The agreement 
mandates that the committee meet at least once each year. Over time, 
the committee has used several technical working groups to address 
particular issues, including one on animal health. The activities of the 
committee are clearly limited to consultation and coordination.

The North American Animal Health Committee, led by the chief 
veterinary offi cers (CVOs) of each of the countries, is the key forum for 
activities regarding regulatory integration in the area of animal health. 
Here, too, the activity is of a policy coordination nature. This group has 
been developing a North American BSE strategy and issued a report on 
this harmonized strategy on 17 March 2005 (USDA-APHIS 2005b). From 

 US Canada Mexico 
Animal 
Health 

US Department of 
Agriculture, Animal 
and Plant Health 
Inspection Service 
(APHIS); US Food 
and Drug 
Administration 
(FDA), Center for 
Veterinary 
Medicine (CVM)  

Canadian Food 
Inspection Agency 
(CFIA) 

Secretaría de 
Agricultura, 
Ganadería, 
Desarrollo Rural, 
Pesca, y 
Alimentacíon 
(SAGARPA-
SENASICA) 

Human 
Health 

Centers for 
Disease Control 
and Prevention 
(CDC), FDA; USDA 

Health Canada Secretaría de 
Salud (SSA) 

Food Safety FDA; USDA, Food 
Safety Inspection 
Service (FSIS) 

Health Canada and 
CFIA 

SAGARPA and 
SSA 

Biosecurity USDA-APHIS; 
USDA-FSIS; FDA; 
US Department of 
Homeland Security 

CFIA Mexican 
Association of 
Secretaries of 
Agricultural 
Development 
(AMSDA) 

Trade in 
Animals 
and Food  

USDA; FDA CFIA  SAGARPA 

 

Table 5.2: Federal agencies responsible for animal health diseases, human health, and 
trade impacts in the NAFTA countries.

Source: Authors.
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a regulatory integration perspective, calling the plan harmonization is 
a bit of a misnomer. The CVOs state that they have developed “a set 
of minimum standards for BSE measures in North America. These 
minimum standards will be presented to the appropriate animal health 
and public health offi cials in each country for consideration within the 
respective regulatory processes, and therefore should be considered 
pre-decisional (p. 1).”

Thus the harmonized strategy represents policy coordination. Our intent 
is not to denigrate the hard effort that went into reaching this agreement 
but to highlight that the regulatory integration level represented is yet 
well short of full harmonization.

In the animal health area, the NAFTA countries also interact through 
a plethora of trilateral and bilateral arrangements, some of which 
are focused on particular animal diseases. There are reasons to be 
cautiously optimistic about the willingness and ability of the NAFTA 
countries to move toward coordinated systems coming out of bilateral 
arrangements. For example, in the area of drug residues, offi cials 
from the Veterinary Drugs Directorate (VDD) of Health Canada and 
the Center for Veterinary Medicine (CVM) of the US Food and Drug 
Administration have been working toward a veterinary drug side-by-side 
table and harmonizing maximum residue limits/tolerances in food. The 
Canada-US Consultative Committee on Agriculture has been working 
to identify and rectify areas that result in trade irritants.

However, the overall effect of NAFTA moves toward regulatory 
integration to date is a fairly nontransparent system. The NAFTA 
countries have put signifi cant effort into moving toward coordinated 
policy and a higher level of readiness to respond to crisis situations. An 
example of the latter effort was the Tripartite Exercise 2000 between 
Canada, Mexico, and the United States titled Foreign Animal Disease 
Response Simulation Exercise (Humanitarian Resource Institute, 
Canadian Animal Health Coalition). The countries have expressed 
a commitment to staging exercises of this nature on a regular basis 
over time. Despite this effort at coordinated policy and crisis response, 
substantial progress has not been made toward regulatory integration. 
This is particularly clear when NAFTA is compared to the pattern of 
regulatory interaction being pursued within the European Union or 
between Australia and New Zealand.

CASE STUDIES OF ANIMAL HEALTH DISEASES

The single most important factor in radical and unpredictable changes in 
animal and food product trade patterns in recent years has been animal 
health. Trade impacts are signifi cant and often instantaneous, coinciding 
with the announcement of an outbreak. For many diseases the discovery 
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of a single infected animal results in the immediate cessation of exports 
to many, if not all, export markets. Reopening those markets depends 
on the measures taken to ensure the safety of exports, the continuing 
disease experience of the country affected, and the degree to which 
regulations and regulators in the trading countries are in agreement 
about how to proceed with trade resumption—in other words, whether 
coordinated trade strategies are in place to effectively manage animal 
health and biosecurity.

In this section we further examine NAFTA animal health integration 
using three diseases of economic importance: BSE, highly pathogenic 
avian infl uenza (AI) and foot and mouth disease (FMD). We consider 
how the diseases differ, how this affects animal health management 
strategies, and the complexity of and issues related to implementing a 
NAFTA approach for managing each disease.

Table 5.3 highlights some key characteristics of the three diseases: 
BSE, AI, and FMD. All are dangerous for animals but only BSE and AI 
are a threat to humans. AI and FMD are highly contagious in animal-
to-animal transmission and can be spread easily, while BSE can only 
be spread through consumption of central nervous system tissue from 
infected animals. AI and FMD are identifi ed as potential Homeland 
Security threats (GAO). All three diseases are notifi able to the OIE 
when exceptional epidemiological events occur, for example at the fi rst 
occurrence of an OIE-listed disease in a country or zone/compartment, 
the reoccurrence of a listed disease or infection in a country or zone/
compartment following a report by the Delegate of a Member Country 
declaring the previous outbreak(s) eradicated; or the fi rst occurrence 
of a new strain of a pathogen of a listed disease in a country or zone/
compartment (OIE).

Case Study: Highly Pathogenic Avian Infl uenza in the United 
States (Texas Case Identifi ed 17 February 2004) 

In this case study, we examine the impacts of an outbreak of H5N2 AI 
in Texas on animals, humans, and trade.

Animal Health Management – Combined Response of USDA/Texas 
Animal Health Commission (TAHC) The strategy for managing 
the animal health risks associated with AI is one of containment and 
elimination. Two agencies were responsible for the animal health 
management strategies for this case in Texas, USDA and TAHC. Their 
actions included (USDA-APHIS 2004):
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• Depopulation. Infected fl ocks were quarantined and then depopu-
lated once the H5N2 AI was identifi ed.

• Track and Trace. Attempts were made to trace back to sources in 
order to depopulate those fl ocks, as well as forward to other poten-
tially infected fl ocks that are monitored. Birds from infected fl ocks 
were sold into other live bird markets (LBMs). As a precaution, fi ve 
LBMs which received or might have received infected birds were 
also depopulated and quarantined.

• Surveillance. Surveillance zones were established around infected 
areas using standards developed jointly by TAHC and USDA. The 
zones were classifi ed as: 1) affected zone – within 8 km (5 miles), 
2) surveillance zone – 8 to 16 km (5 to 10 miles), and 3) buffer zone 
– 16 to 50 km (10 to 31 miles).

Human Health Management – USDA and Centers for Disease 
Control and Prevention The H5N2 strain is much less likely to 
transmit to humans than the H7 strains and the more dangerous 
H5N1 strain found in Asia. No humans were reported infected in this 
outbreak.

Trade Implications Trade bans were imposed by several trading 
partners, but the imposition of the bans varied greatly from country to 
country and changed over time (USDA-APHIS 2005a). Mexico began 
with a ban on poultry from the entire US and later reduced it to several 
states and ultimately to 11 counties in Texas. Canada banned US 
poultry products for a very short period of time and then recommenced 
importing from the US.

Around the world, trade bans varied from no ban, to bans on products from 
several states, to complete bans on US poultry products. Regionalization 
was being considered in many countries, which imposed bans only on 
product from specifi c states. Whether the bans were justifi ed is a separate 
question. We note that US poultry received far better treatment from 
its NAFTA partners than it did from many of the other countries to 
which the US exports.

Challenges for NAFTA Coordination for Avian Infl uenza There are 
three essential components to a NAFTA AI approach to animal health 
management strategy, namely, prevention, outbreak management, and 
trade recovery:
• Prevention. Overall approaches to prevention, particularly with 

respect to biosecurity provisions, should be developed jointly, but 
then plans and strategies must be developed with industry on a 
regional basis to allow for consideration of local industry and envi-
ronmental characteristics.

• Outbreak Management. The speed of transmission and the 
ability to regionalize and contain the disease means that state/pro-
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vincial agencies are heavily involved in outbreak control. Since AI 
involves a situation that changes rapidly, the outbreak is still best 
managed as a joint federal and state/provincial initiative. From a 
NAFTA perspective, this has several implications. Regional out-
break management plans must be developed ahead of time by the 
national and state/provincial governments working with industry 
stakeholders. NAFTA agreement on outbreak management must 
include acceptance of these regional management plans although 
not a review of each plan by all participants. Note that the plans 
should be defi ned on a regional basis. States/provinces must have 
plans for managing outbreaks within their jurisdiction but also for 
coordinating with neighboring jurisdictions, which may be in dif-
ferent states or countries. Outbreak management plans must also 
include plans for interfacing with the appropriate human health 
authorities to ensure maximum human health protection as well 
as optimal animal health management.

• Trade Management. From a NAFTA perspective, important 
aspects of outbreak management relate to the trade restrictions 
that are implemented on initial reporting as well as the plans for 
reestablishing trade with affected regions.

 - Initial Response Strategies. Initial responses to outbreaks 
are often a complete ban on a nation’s exports. Given that both 
AI disease outbreaks and poultry production and trade tend to 
be highly regional, it would seem entirely reasonable to limit 
bans to broad regions encompassing the known outbreak and 
not include all exports from an entire country. The initial phase 
would include prescribed monitoring and reporting to allow the 
true extent of the outbreak to be evaluated during the initial 
phase. Such a strategy would avoid the excessive and unneces-
sary disruption of production and trade.

 - Resumption of Trade with Affected Regions. The second 
component would include procedures for reviewing and either 
extending or reducing trade restrictions as the outbreak evolves 
and more information becomes available. Such a strategy would 
require agreement in advance on the conditions necessary for 
a region to be declared free of AI, as well as on the timing and 
conditions for reducing the size of a banned region.

Reaching a NAFTA AI Management Plan A NAFTA approach 
would require the development of NAFTA initial response and trade 
resumption strategies. This would effectively be a NAFTA-wide 
approach to regionalizing the management of AI. Both the plan and 
the oversight of outbreaks would take place under the guidance of a 
joint NAFTA management committee with representatives from all 
NAFTA countries in the areas of animal health, human health, and 
trade. Such a committee would be able to coordinate responses, and 
modify bans and surveillance strategies through the life of an outbreak. 
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Since AI is extremely contagious but has a relatively short life cycle, 
regions could be declared free of AI relatively quickly and bans could 
be narrowed and lifted in relatively short periods of time. We note that 
this happened in the Texas case; Canada lifted its ban quite quickly, 
and Mexico progressively narrowed its ban in preparation for lifting 
it. The concept of regionalization is not new in the management of AI. 
A scan down the list of bans on US poultry by trading partner reveals 
that regionalization for AI seems to have been accepted by many trading 
partners (USDA-APHIS 2005a).

Case Study: BSE in Canada (Case Identifi ed in May 2003) 

On 31 January 2003, a single downed animal was removed from the 
slaughter system and tested for BSE in Canada. The tests were not 
completed and reported until 16 May 2003. Canada reported a positive 
BSE test result to the OIE and its trading partners.

Animal Health Management The CFIA followed OIE recommendations 
regarding the detection and eradication of BSE infected herds (CFIA 
2003).
• Track and Trace Animals. The infected animal was removed 

from the food chain and rendered in January and the head was 
sent for testing. Records regarding the infected animal were poor 
and there were problems in identifying the animal and its herd. 
Detection of BSE and identifi cation of the animal occurred several 
months after the carcass was sent to rendering. With some dif-
fi culty, the movement of the animal was traced and 15 herds were 
quarantined and 2700 animals eradicated. Animals older than 
24 months were tested and all were negative. The investigation 
revealed serious defi ciencies in Canada’s capability to trace ani-
mals.

• Track and Trace Feed. The possible feed sources were identifi ed 
and potential feed contaminations were tracked to assess risks to 
other herds and animals. An additional 83 animals were culled and 
all tested negative.

• Surveillance. Canada increased its monitoring and testing for 
BSE. In 2004, approximately 21,000 high risk animals were test-
ed.

Human Health Management – Health Canada Health Canada 
initiated a surveillance program for Variant Creutzfeldt-Jakob Disease 
in 1998. Because the 2003 case did not enter the food chain, it was not 
a signifi cant concern for Health Canada. Health Canada and CFIA 
cooperated to create a new policy to keep Specifi ed Risk Materials (SRMs) 
out of the food chain. In July 2003, the new policy banning SRMs from 
entering the food chain was implemented. 
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Trade Implications The trade implications were immediate and 
disastrous for Canada and Canadian producers. NAFTA partners 
closed their borders, as did all other importing countries. All exports 
were stopped immediately, effectively sending 48 percent of production 
back into the Canadian market. Prices plummeted, particularly at the 
farm level.1 

Challenges for NAFTA Coordination for BSE BSE has created 
a significant problem for NAFTA primarily in the area of trade 
redemption.
• Prevention. The main preventative measure for keeping BSE out 

of North American herds is the elimination of SRMs from cattle 
feed and keeping high risk material out of the food chain. Feed 
bans on feeding rendered material from ruminants to other ru-
minants have been in place since the late 1990s in the NAFTA 
nations. The ban on SRMs in the food chain was implemented in 
Canada in 2003.

• Outbreak Management. One of the signifi cant challenges for 
managing BSE cases is the inadequacy of the North American 
cattle tracing systems and the resistance of industry to developing 
them. Management is severely hampered without proper track and 
trace capabilities.2 

• Trade Management. NAFTA partners were the fi rst to reopen 
trade. In September 2003, the United States reopened its border to 
boneless beef cuts from Canadian animals younger than 24 months, 
followed shortly afterward by Mexico. The USDA proposed that the 
border be reopened to live cattle in March 2005 but legal actions by 
opponents in the US cattle industry delayed the reopening. Trade 
resumption has stopped being an animal and human health issue 
and is now an economic and political issue. NAFTA trade in Ca-
nadian beef and live animals is complicated by bans on US beef 
by Japan and Korea in response to the US BSE case in December 
2003. Canada was able to reopen trade with Hong Kong in Decem-
ber 2004, but not with Japan and Korea.

Reaching a NAFTA BSE Management Plan The recent agreement 
by the NAFTA Chief Veterinary Offi cers on minimum standards for a 
harmonized approach to managing BSE is a defi nite step in the right 
direction. The key will be to push this forward through the respective 
regulatory processes in the three countries and minimize the disruption 
caused by interest groups. Actually making the plan work will require 
changes within the industry to improve track and trace capabilities and 
to ensure the integrity of the feed bans and SRM restrictions. It will also 
require continued investment in research into the disease and into new 
1 Caswell and Sparling discuss the impacts of BSE on trade in more detail.
2 Tracing refers to following an animal or product trail back to its source while track-
ing is the process of identifying the path from a point in the chain forward toward the 
consumer.



127

testing/screening technologies. Finally it will require agreement on the 
actions to be taken in the event of additional cases. To some extent this is 
being done; Canada’s NAFTA partners did not change their acceptance 
of Canadian beef cuts after the discovery of subsequent cases in 2005.

Case Study: Foot and Mouth Disease 

Foot and mouth disease is different from the previous two diseases in 
that it is not a threat to humans and the last North American cases were 
more than fi fty years ago.3 However, FMD still represents a signifi cant 
risk to the animal populations of North America. Harmonization efforts 
with FMD would focus on plans for excluding FMD from North America, 
emergency response in the event of an outbreak, and vaccination 
programs and efforts to regain FMD free status and resume trade in 
the event of an outbreak in one of the countries.

Animal Health Management For FMD, the emphasis is on 
maintaining biosecurity through prevention by keeping FMD away 
from North American animal herds. This includes prohibiting exports 
from countries where FMD is present or countries that are not on 
the OIE FMD free list, as well as establishing import monitoring and 
testing programs. Plans for outbreak management employ a strategy of 
eradication and containment. Infected herds are eliminated. Movement 
is traced for 14 days prior to the outbreak for unvaccinated animals 
and 21 days for vaccinated animals. For high risk herds, a program of 
preemptive slaughter will be employed to halt the spread of the disease. 
If immediate eradication is unlikely to be successful, a program of 
vaccinating animals in a high-risk region may be implemented to limit 
the spread of the disease. As with other diseases, regionalization plays 
a major role in response strategies and state and local offi cials will be 
involved in any outbreaks.

Human Health Management Human health concerns with FMD are 
limited since the disease is not a risk for humans. Minor risks relate to 
disposal and stress on farm families involved in eradication situations. 
Compensation programs address the economic impacts of eradication.

Trade Implications The OIE specifi es a list of FMD free countries 
without vaccination programs. All NAFTA countries are on the list. 
Cases of FMD cause an immediate halt for exports from the country 
involved. Once the outbreak is controlled trade may be resumed under 
OIE guidelines.

Challenges for NAFTA Coordination for Foot and Mouth Disease 
All NAFTA countries have active FMD programs. The challenges for 
adopting a NAFTA approach are:
3 The last case in the United States was in 1929, in Canada in 1952 and in Mexico in 
1954 (CFIA 2000).
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• Prevention. All three NAFTA countries take an aggressive ap-
proach toward keeping FMD out of their animal populations. Be-
cause of the serious nature of the disease, no nation is likely willing 
to accept any program or policy that it feels will weaken its na-
tional protection. However, there are advantages to taking a North 
American exclusion approach since there are only a limited num-
ber of entry points.

• Outbreak Management. Since outbreak management is a re-
gional event, the challenges for a coordinated NAFTA approach 
involve managing outbreaks in areas where logical control regions 
span national borders.

• Trade Management. The OIE specifi es two conditions for declar-
ing a country FMD free. Where vaccination has not been employed, 
a country is FMD free without vaccination if three months have 
passed since the last known case. In the case where vaccination 
has been employed and vaccinates have been slaughtered, the limit 
is three months since the last vaccinated animal was slaughtered. 
Where vaccinated animals are not slaughtered, the time limits are 
much longer (CFIA 2000). Trade resumptions under FMD seem to 
occur relatively quickly. For example, in 2001, the US reopened the 
border to French pork and pork products only eight months after 
cases were reported in France. 

Reaching a NAFTA Foot and Mouth Disease Management Plan 
Since NAFTA countries have been successful in keeping FMD out 
for more than 50 years, and all countries have FMD plans in place, a 
signifi cant reorganization of NAFTA’s approach to FMD does not appear 
to be a high priority. The only area where there would be merit in more 
attention is in ensuring that regional strategies for outbreaks that cross 
borders are developed. Given the fl ow of live animals and products 
through NAFTA, an outbreak could easily affect a fairly signifi cant area. 
Effective track and trace capabilities would be an important capability. 
A NAFTA strategy would also require the further development of 
emergency working groups that can be brought into play in the event 
of an outbreak. 

Case Study Summary: What Are Possible Paths to a NAFTA 
Approach? The fi rst lesson that comes out of an examination of the 
three case studies and the systems in general, is that national animal 
health systems are not as fully effective as they could be. There appears 
to be a great deal of room for better federal/state/provincial planning 
and coordination internally, as well as internationally. Undoubtedly, 
changes are being made to the plans and systems involved but the logical 
question to ask is, “If regional outbreaks challenged the systems, what 
would happen if there were a serious outbreak that spanned the Mexico/
US or Canada/US border?” Are plans in place that would minimize the 
impact and speed recovery?
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Another lesson that emerges clearly from the case studies is the 
importance of regionalization in dealing with many animal disease 
management situations. There is one fact about NAFTA animal health 
that is irrefutable: diseases neither follow nor respect national borders. 
While attempts to control product at national borders is a risk strategy 
that can work with diseases like BSE, for others a more relevant 
strategy is to consider natural boundaries where the spread of a disease 
might be halted (Willis). In most cases, these would not coincide with 
national boundaries but would span regions of control, which could 
transcend national borders. Regionalization is both a control strategy 
and a strategy for minimizing trade disruptions. It can play a larger role 
within NAFTA particularly in the cases of highly contagious diseases 
like avian infl uenza and foot and mouth disease.

The analysis also leads to the conclusion that even with important 
and devastating diseases, change in NAFTA-wide policies moves at a 
glacial pace. The NAFTA partners all use the same OIE principles and 
have adopted many of the same testing procedures and policies related 
to prevention, management, and trade recovery. Even so, reaching 
an agreement on relatively straightforward harmonized principles 
is highly political and consumes signifi cant time and resources. The 
recent agreement on harmonizing BSE minimum standards provided by 
NAFTA Chief Veterinary Offi cers is an example. The Chief Veterinary 
Offi cers were able to reach an agreement on minimum standards but 
those are now going to be returned to each country to be reviewed by all 
industry, health, and government stakeholders before they are accepted 
across NAFTA. It is impossible to be optimistic that agreement will be 
reached quickly or that the ultimate level of coordination achieved in 
approaches across the NAFTA countries after this process plays out in 
the individual countries will amount to harmonization. If agreement 
is so diffi cult where the practices and standards are so similar, how 
diffi cult will it be for more controversial projects?

The case studies all reveal the need for track and trace capabilities to 
support the identifi cation and isolation of potentially infected animals 
and products. They also reveal that current track and trace capabilities 
are inadequate to meet the needs of an effective animal health 
management system. Since the NAFTA trade in animals is signifi cant, it 
would seem logical that traceability standards be coordinated across the 
three countries to allow for seamless tracking through the food chains. 
Where possible, consistency in technology and processes will ease the 
fl ow of information and products. Since this capability will be employed 
by industry and greatly affect their operations, industry stakeholders 
must be involved in standards and systems development. The joint 
traceability initiative in the produce sector is an example of Canadian 
and US industries cooperating together and with other government 
stakeholders to develop international standards (Canadian Produce 

Sparling • Caswell



130 Agrifood Regulatory and Policy Integration Under Stress

Marketing Association). There are systems under development in every 
animal business but they are not yet capable of fully tracing an animal, 
its movement, and the products created from it.

A fi nal conclusion from these cases is that, in reality, “there is no there 
there” with respect to infrastructure for moving regulatory integration 
forward within NAFTA. The effort has no central bureaucracy, has 
no one in charge, and is severely undercapitalized. For NAFTA, the 
regulatory integration box shown in Figure 5.2 is made up of occasional 
committee work by representatives from the three NAFTA countries. 
While the individuals involved are making heroic efforts, they cannot 
devote the time, energy, and institutional resources required to engineer 
a true NAFTA approach to animal health management. A March 2005 
trilateral meeting between the leaders of the three countries produced 
a statement on safety issues in the agricultural and food industries that 
shows no movement toward a NAFTA approach to these issues (Food 
Chemical News). The result, in terms of our framework, is a negative 
feedback loop between current levels of regulatory integration, market 
integration (or disintegration), public risks, animal health integration, 
and back to regulatory integration.

The major question as we go forward is whether the lack of a central, 
integrated regulatory core will be a signifi cant hindrance to markets and 
welfare within the NAFTA countries over time. There is no doubt that 
painful trade disruptions have occurred because this core is lacking. But 
has the pain been strong enough to give impetus to the development of 
a NAFTA approach to regulatory integration?

A NAFTA APPROACH: PIPE DREAM OR POSSIBILITY?

To date there is little evidence that the net benefi ts of a NAFTA approach 
to animal health management are perceived to be large enough in the 
NAFTA countries to give real momentum to such an approach. This 
perception both feeds into and is a result of an apparent lack of political 
will to pursue stronger regulatory integration within NAFTA. Countries 
are unwilling to share control on issues that are critical to their sense 
of biosecurity and ability to protect the health of their human and/or 
animal populations. The complexity of the management issues involved 
also contributes to the inertia within NAFTA on regulatory integration. 
The challenges of managing national systems with both federal and 
state/provincial standards and institutions are a signifi cant issue within 
a national context. The idea of managing the same relationships at a 
supranational level is daunting.

At the present time, an integrated NAFTA animal health management 
system that insures biosecurity is far from a reality. Looking back at 
the handling of the BSE cases and avian infl uenza outbreaks, we see 
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a system that was stressed and took longer to react and regain control 
than it should have. Lack of coordination was evident everywhere, 
between federal and state/provincial agencies managing events and 
between national governments trying to return to more normal trade 
patterns. Plans for managing the initial outbreaks and trade resumption 
seemed to be developed on the fl y, and in the case of BSE, interest groups 
were heavily involved in the process. Overall, animal health systems 
did not appear to be completely developed within countries, much less 
between them. We are also concerned that fully two years after the fi rst 
North American BSE case, there appears to have been little progress 
in developing a NAFTA BSE strategy in spite of numerous meetings 
and attempts to do so. We note that effective national strategies still 
remain elusive; the beef industries in Canada and the US appear to 
have made relatively little progress toward regaining the pre-2003 level 
of integration.

Is an integrated NAFTA animal health management system a 
pipedream? The answer is probably yes if we think of it as one unifi ed 
system. However, we are more hopeful if we envision a series of 
coordinated systems designed to deal with a single industry or focused 
on a single problem. There are terrifi c economic and social advantages 
to working together to create a system to address individual diseases 
like avian infl uenza. Dealing with a single disease is an infi nitely more 
manageable task. One can reasonably assess costs and benefi ts, the 
limits of the integration can be defi ned, and individual steps can be 
taken to gradually build a coordinated approach. When this is done 
with one disease it will build a process that can be used for developing 
similar programs for other diseases.

There are several conditions that must be in place to allow regulators 
to move ahead:
• A clear understanding and statement of where integration will 

bring benefi ts. This implies an awareness of where integration is 
not necessary and national strategies remain optimal. Benefi ts 
should be grouped into:

 - risk reduction: human, animal, and economic;
 - improved outbreak management; and
 - economic: cost reductions, reduced losses, and reduced trade  

 impacts.
• An understanding of what must be achieved and what must change 

to capture the benefi ts. This will also include an analysis of who 
will gain the benefi ts and who will have to take actions and make 
changes to make the benefi ts possible.

• Enumeration of the costs of the different actions and systems and 
where they will be borne in the system.
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 - Development/implementation costs.
 - On-going operating costs for both governments and industry.
• Development of a realistic, staged plan for moving ahead.
 - Stages should be clearly defi ned with defi nite outcomes and 

timeframes. As with most complex long-term projects involving 
several partners, it is important to build trust and momentum. 
That is best achieved by building on success through a series of 
achievable projects.

 - Industry involvement and participation is a key element in any 
animal health system in both planning and implementation.

Where should we start on a NAFTA approach to animal health 
management? Working through steps one through three above would 
provide the information needed for determining where to start. Avian 
influenza appears to be a likely candidate. The disease is highly 
contagious and a serious threat to humans as well as to industry. The 
course of the disease is rapid and the situation changes quickly, both 
in terms of the spread of the disease and the ability to eliminate it from 
a region, so regional bans and trade resumption can occur relatively 
quickly if plans are in place to do so. The concept of regionalization of 
the disease appears to be accepted within the NAFTA partners, which 
makes developing regional strategies possible.

One of the impacts of the BSE and AI outbreaks has been a growing 
awareness of the need to move toward a more harmonized NAFTA 
animal health system and an apparent willingness to move the agenda 
forward. Although it is impossible to leap ahead into an integrated 
NAFTA-wide animal health system, now is the time to take the fi rst 
small steps to turn this pipedream into a reality.
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Agricultural Policies in 
Selected OECD Countries: 
Opportunities for Reform

Ken Ash

INTRODUCTION

Governments have long intervened in domestic and international 
markets for food and agriculture products. The apparent rationale 
for doing so has changed over time, but the nature of the policies in 
place across the OECD area has evolved much more slowly. The result 
today is a complex web of policies, generally aimed at a diversity of 
sometimes competing objectives, and an assortment of both intended 
and unintended effects.

This paper highlights the links, and the disconnections, between food 
and agriculture policy objectives, instruments, and impacts in Canada, 
Mexico, the United States (the NAFTA countries) and the European 
Union (EU). These countries account for more than one third of world 
trade in food and agriculture products, and at the same time provide 
their farmers with more than two thirds of the support available to 
farmers across the OECD area. What are their farm policies trying to 
achieve? How are they pursuing their objectives? What are the effects of 
these efforts, domestically and internationally? Are there more effective 
policy alternatives? What are the prospects for further agricultural policy 
reform? The following sections draw primarily on work undertaken at 
the OECD to address these questions (Ash, OECD 2002a).

AGRICULTURAL POLICY OBJECTIVES

The objectives of agricultural policy are not always precisely and 
explicitly stated; this makes assessment of policy performance more 
diffi cult. But in general terms the shared goals agreed by OECD 
Agriculture Ministers in 1998 refl ect the range of current policy interests 
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in the NAFTA countries as well as in the EU. As stated in the Ministerial 
Communiqué, these goals were to ensure that the agrifood sector:

• Is responsive to market signals;
• Is effi cient, sustainable, viable, and innovative, so as to provide 

opportunities to improve standards of living for producers;
• Is further integrated into the multilateral trading system;
• Provides consumers with access to adequate and reliable supplies of 

food, which meets their concerns, in particular with regard to safety 
and quality;

• Contributes to the sustainable management of natural resources 
and the quality of the environment;

• Contributes to the socioeconomic development of rural areas;
• Contributes to food security at the national and global levels.
 
Farm Policy Goals

Canada introduced its Agricultural Policy Framework in 2003, marking 
an explicit effort to set out an integrated and comprehensive policy 
framework. Specifi c objectives are to enhance the profi tability of the 
agriculture and agrifood sector; to reduce agricultural risks and provide 
benefi ts to the health of water, air, and soils; to ensure compatibility 
between biodiversity and agriculture; and to increase the level of 
investment in innovation in agricultural products (Agriculture and 
Agri-Food Canada).

Mexico approved its National Agreement on Agriculture (Acuerdo 
Nacional para el Campo) in 2003. This document is not a law but an 
agreement between farmers’ organizations and the Federal Government, 
which results from a broad national consultation and defi nes the main 
lines of agricultural policies in the medium-run. Two broad objectives 
are identifi ed: social development of rural areas particularly focused 
on achieving equal opportunities for rural and urban inhabitants; and 
ensuring suffi cient and healthy food for the Mexican population. Other 
objectives are also noted, such as protecting the right of farmers and 
the indigenous population in rural areas to preserve and improve their 
own forms of production (SAGARPA). 

There are no specifi c objectives contained in the US Farm Security 
and Rural Investment Act of 2002, though the implicit objectives of 
the various Titles of the legislation seem evident. A number of US 
Department of Agriculture (USDA) publications can be drawn upon to 
specify American farm policy interests such as, Food and Agricultural 
Policy: Taking Stock for the New Century (USDA) and A Safety Net for 
Farm Households (Gundersen et al.). 
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Figure 6.2: Percent PSE by commodity, 2001-03 average - Mexico.
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Figure 6.4: Percent PSE by commodity, 2001-03 average - European Union.
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In the case of the EU, objectives assigned to the Common Agricultural 
Policy (CAP) are found in Article 33 (formerly Article 39) of the EC 
Treaty. These have since been enhanced, and are outlined in a 2002 
Communication from the Commission, Mid-Term Review of the Common 
Agricultural Policy (CEC).

Clearly, much is expected of the food and agriculture sector. Some decades 
ago a primary aim of farm policy was to increase output, particularly for 
domestic consumption and soon thereafter for export markets as well. 
Explicit interests today are more diverse, and encompass contributions 
to rural community well-being, rural amenities, biodiversity, landscape, 
fl ood control, and other issues often associated with the concepts of 
multifunctionality and non-trade concerns. On the other hand, the 
aim of protecting and supporting the incomes of farm households has 
long been, and remains, a conspicuous element of farm policy in many 
OECD countries.

Overall, agricultural policy objectives continue to change, implicitly 
and explicitly, in response to societal interests. Some objectives can be 
in confl ict with others, and tradeoffs amongst these interests are often 
required. How are these changing objectives being translated into policy 
action?

AGRICULTURAL POLICY SUPPORT: LEVELS AND 
INSTRUMENTS

The OECD Food, Agriculture and Fisheries Directorate has been 
monitoring and evaluating agricultural policies in OECD countries for 
almost twenty years. A substantial database covering both the level 
and the nature of agricultural support has been developed within the 
framework of the Producer Support Estimate (PSE) methodology. In this 
context, the associated level of support to agriculture is measured and the 
nature of the policy instruments is described, with a view to assessing 
the potential impacts of various categories of support on production, 
consumption, trade, incomes, and the environment (OECD 2004).

In 2003, support to producers in OECD countries, as measured by the 
PSE, was $257 billion (the NAFTA countries, taken together, and the 
EU accounted for $50 billion and $121 billion, respectively). To enable 
meaningful cross-country comparisons, the (absolute) PSE is expressed 
as a percentage of the value of gross farm receipts (percent PSE). The 
percent PSE for the OECD area as a whole was 32 percent in 2003, 
compared with an average of 37 percent in the 1986-88 period. In 2003 
the percent PSEs in Canada, Mexico, the US, and the EU were 21, 19, 
18, and 37 percent, respectively.
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These averages do not tell the whole story as there are wide variations 
in support levels across commodities, and a number of “sensitive” 
products receive support at levels well above the (already high) OECD 
average (Figures 6.1-6.4). In Canada, milk stands out as the commodity 
that receives a very high level of support (55 percent), while most 
other commodities receive much lower levels of support (less than 20 
percent). For Mexico, oilseeds (53 percent), sugar (48 percent), milk (40 
percent), maize (39 percent), rice (35 percent), other grains (32 percent) 
and wheat (31 percent) receive very high levels of support. In the US, 
commodities receiving very high levels of support include sugar (58 
percent), milk (48 percent), rice (46 percent), and wheat and other grains 
(each 35 percent). Other commodities receive support at much lower 
levels (generally 20 percent and less). Commodities receiving very high 
levels of support in the EU include beef and veal (74 percent), sugar (56 
percent), sheepmeat (53 percent), other grains (52 percent), milk (47 
percent), wheat (45 percent), rice and poultry (37 percent), and oilseeds 
and maize (36 percent).

While the level of support provided to producers is certainly relevant, 
the nature of this support is even more important in understanding 
alternative policy approaches and their impacts. Policies in place 
in OECD countries are categorized, as described, in the following 
paragraphs.

Market price support (MPS) measures the gap between higher domestic 
prices received by producers and paid by consumers, relative to prices on 
world markets. These higher prices are regulated (or administered) by 
governments, and maintained via border protection. This type of support 
distorts production, consumption, and trade, and can have a negative 
effect on the environment. By raising domestic prices, it effectively 
acts as a regressive tax on consumers. Payments based on output are 
budget (taxpayer) fi nanced, and affect prices received by producers. As 
such, they distort production and trade and can harm the environment 
to the same extent as MPS, but do not directly affect consumption. 
Payments based on input use are also budget fi nanced, and serve to 
reduce certain input costs. They can be more or less distorting than 
the above two categories, depending on the input concerned, and can 
also have a negative effect on the environment. These three production 
linked forms of support are all highly trade-distorting.

The remaining types of support are all budget fi nanced and are, to 
varying degrees, more decoupled from production decisions and therefore 
less trade-distorting. Payments based on area planted/animal numbers 
remain linked to production, but not to intensity of production, nor to 
output. They encourage production at higher than otherwise levels 
and hence distort trade, but at much lower levels than the above noted 
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measures. Payments based on historical entitlements (that are not 
updated nor otherwise revised) no longer infl uence current production 
decisions in a direct way, and have a still smaller impact on production 
and trade. Other payments, such as those based on farm income, can be 
more targeted to specifi c objectives and benefi ciaries and generally have 
the least impact on production and trade of any farm policies.
In the mid-80s price- and output-based support and input subsidies 
accounted for 90 percent of support to farmers across the OECD area, 
and by 2003 this had declined to 75 percent. Within these aggregates, 
signifi cant differences are evident in the pace of reform across countries 
(Figure 6.5). Market price support, payments based on output, and 
payments based on input use, taken together, have declined more 
signifi cantly in Canada and the EU than in Mexico and the US. However, 
even after these reforms, the composition of support in all four countries 
continues to be dominated by production linked measures. And as 
shown in Figures 6.1-6.4, reliance on these different policy instruments 
varies considerably across commodities, even within countries. How 
are farm households and world markets affected by this mix of current 
policies?

Figure 6.5: Composition of Producer Support Estimate by country, 1986-88 and 2001-
03 (percentage share in PSE).
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AGRICULTURAL POLICY IMPACTS

Across the OECD area, only about 25 cents of every dollar of production-
based support actually fi nds its way into the producer’s pocket. The 
balance of the support is either capitalized into asset values, particularly 
land, or is transferred up or down the food chain to input suppliers, 
processors, and distributors. Because so much of the support is refl ected 
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 that own land at the time such policies are introduced, farmers 
who subsequently rent or purchase land at these higher prices will 
face reduced profi tability and lower incomes (OECD 2002b). The same 
applies, of course, to land costs for alternative, nonfarm uses in rural 
areas.

There is another consequence of such a high reliance on price- and 
output-based support. The largest farm operations, which generally 
are also the most profi table, and the most wealthy, receive most of the 
benefi ts (Figure 6.6). In Canada, the largest 25 percent of farms have 
average gross farm receipts of C$300,000. They produce 63 percent of 
farm output and receive 75 percent of support. In the US, the largest 25 
percent of farms have average gross farm receipts of over $275,000 and 
average farm net worth of over $780,000. They produce 90 percent of 
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farm output and receive 89 percent of support. In the EU, the largest 25 
percent of farms have average gross farm receipts of over 180,000 euros 
and average farm net worth of almost 500,000 euros. They produce 73 
percent of farm output and receive 70 percent of support. In all cases, 
the remaining 75 percent of farms, produce relatively little, receive 
little support, but often have a sizeable average farm net worth (OECD 
2003).1 

Much of the support provided by existing policies may in fact widen the 
income gap between large and small farmers, rather than narrow it. This 
seems to be confi rmed by structural trends which broadly confi rm an 
increasing number of large farms, a more stable number of small farms 
(with a high reliance on off-farm income), and continuing decreases in 
the number of medium sized farms. Farm household income levels are, 
on average, equivalent to those of other households, more as a result of 
increases in off-farm income than as a consequence of current policies. 
There is also a higher incidence of low income amongst farm households, 
which is not addressed by current policies.

Neither do many current policies effectively address policy objectives 
not explicitly linked to income. For example, measures aimed at one 
widely shared policy objective – encouraging provision of environmental 
services or reducing environmental damage – represent less than four 
percent of support to producers in both NAFTA countries and the EU. 
In some cases, these policies may simply offset some of the negative 
effects of production-linked support. As a result, any benefi ts realized 
are at a higher cost than would be the case in the absence of the very 
policies that comprise the majority of support. Similarly, measures 
aimed at improving rural community well-being represent no more 
than four percent of support in NAFTA countries and the EU. While in 
both cases support has increased somewhat in recent years, it is from 
a relatively low base and remains dwarfed by traditional commodity 
production support.
 
Production linked policies also have important international spillovers. 
Existing policies provide signifi cant incentives to produce, thereby 
increasing global supplies and lowering world prices, to the detriment of 
competitive suppliers elsewhere. Market interventions, which dominate 
current policies, typically need trade policies to hold them in place. For 
example, a support measure that sustains the domestic price above 
the level at which a country can import requires an accompanying 
restriction on imports. When the extent of support is such that a country 
is transformed from a net importer to one with a disposable surplus, the 
use of export subsidies may also be required. In short, trade policies are 
often a byproduct of domestic policies.
1 Note, corresponding data on Mexico is not available.
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The Producer Nominal Protection Coeffi cient is derived from PSE data, 
and measures the ratio between the average price received at the farm 
gate and the border price. It is an indicator of protection from external 
competitors, rather than an indicator of support per se. For example, 
support for milk is mainly a result of maintaining high domestic prices, 
relative to world prices, and the associated level of market protection is 
exceptionally high. Prices received by producers and paid by consumers 
for these commodities in the NAFTA countries and the EU are in the 
range of 50 to 100 percent higher than world market prices. While 
support to wheat remains high in these countries as well, it is provided 
primarily in the form of direct payments rather than regulated prices. 
As a result, prices received by producers are much closer to world 
market prices for wheat. Overall, across the OECD area, the level of 
protection resulting from alternative policy instruments varies widely 
across commodities (Figure 6.7). Clearly, the link between domestic and 
trade policies is highly dependent on the nature of the domestic policy 
instrument.

The long-term trend of agricultural productivity growing more rapidly 
than demand implies continued adjustment pressures at the global level. 
Trade protection does not change this fact; it simply shifts the burden of 
adjustment to other countries, and often triggers other country efforts 
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to protect their own farmers from this “imported” adjustment pressure. 
The result, especially prior to multilateral efforts to redress this process, 
has been an upward spiral of support and protection.

In light of changing policy objectives and the poor performance of many 
existing farm policies, it is striking that there have not been more 
signifi cant shifts in the composition of support. Policies put in place 
decades ago primarily to encourage production and to support farm 
incomes, whatever their actual impacts may have been, are unlikely 
to happen to be the policies that would most effectively contribute to 
achieving the wider diversity of interests that comprise so much of the 
public policy debate today.

Various studies have been undertaken to assess the gains from reducing 
or eliminating trade protection in agriculture. While estimates vary, the 
potential gains are very large, and while they accrue to both developing 
and developed countries, the largest benefi ciaries are the countries 
which currently have the highest levels of trade-distorting support and 
protection. This would include many countries in the OECD area.
In short, much of current food and agriculture policy is not working 
as intended. Some policy instruments serve primarily to raise prices 
and increase output, whereas the apparent objective is something 
entirely different. Benefi ts mainly accrue to the highest income and 
wealthiest segment of the farm population (at the expense of less 
well-off consumers), and not to the farm households who may often be 
the intended benefi ciaries. Some policy objectives (such as supporting 
aggregate or average farm income levels) appear to be founded on 
structural and fi nancial conditions that no longer exist. The range and 
relative importance of policy objectives have changed, while the policy 
instruments in place have not. Current production-based policies are 
not effective in achieving the diversity of other objectives (such as 
environmental sustainability or rural development) often attributed 
to them. The unintended spillover effects on global markets, and 
other countries, are large and are negative. Are there more effective 
alternatives? 

How Large Are the Gains from Trade Liberalization?
 
A standard tool used by economists to estimate the income gains 
generated by trade liberalization, and the distribution of those gains, is a 
computable general equilibrium (CGE) model. The virtue of CGE models 
is that they take into account the linkages between different sectors and 
economies, and can therefore account for the impacts that trade reforms 
have on the patterns of specialization and trade (OECD 2002a). National 
governments, international organizations, and independent researchers 
have all used CGE models, many of them based on the Global Trade 
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Analysis Project (GTAP) model maintained at Purdue University in the 
United States (Hertel).

A study undertaken by the Economic Research Service of the USDA 
(Burfi sher) using a modifi ed version of GTAP fi nds that a full elimination 
of all agricultural policy distortions would yield long-term global welfare 
gains of $56 billion a year. The Australian Bureau of Agriculture and 
Resource Economics (ABARE), using its own CGE model (based partly 
on GTAP) fi nds larger benefi ts, estimating that a 50 percent cut in 
agricultural protection between 2005 and 2010 would lead to total 
welfare gains of $53 billion a year by 2010 (Freeman et al.). If a 50 percent 
cut were also applied to protection of textiles, motor vehicles, and other 
manufactures, the welfare gains would increase to $94 billion by 2010. A 
more general study published by the European Commission uses GTAP 
to consider the impact of across-the-board reductions in border protection 
in all sectors and all countries. This study fi nds that a 20 percent global 
cut in protection, accompanied by a modest amount of trade facilitation 
(reducing transactions costs by one percent), would yield annual welfare 
gains of $220 billion. These gains jump to $400 billion a year in the case 
of a 50 percent cut. The results are similar to those of the World Bank, 
which fi nds gains of $260 billion a year from the liberalization of all 
goods markets (Anderson, Hoekman, and Strutt).

These estimates provide context for the narrower results of the OECD’s 
Policy Evaluation Matrix (PEM) model (2001), which considers the 
benefits to producers, consumers and taxpayers of a ten percent 
reduction in support to crop producers in Canada, the EU, Japan, Mexico, 
Switzerland, and the US. The PEM model estimates that such a modest 
reform package would produce annual welfare gains of $2.6 billion.

The above model estimates are diffi cult to compare. Even when the same 
CGE model is used, different liberalization scenarios are applied and 
policies may be modeled in different ways. Nevertheless, some common 
points stand out. First, the potential gains from agricultural trade reform 
are large. Second, agriculture accounts for a substantial share of the 
total potential gains from economy-wide trade reforms. Third, most 
countries are likely to benefi t, while some of those net food importers 
that lose from agricultural reforms may nevertheless benefi t from a 
broader liberalization package. Fourth, developing countries would 
be major benefi ciaries, although a small number of net-importers and 
highly specialized exporters may lose out, in the absence of appropriate 
adjustment strategies and assistance.

Some policy-makers, notably in developing countries, have questioned 
the robustness of these results, on the grounds that similarly large 
gains were also predicted prior to the Uruguay Round yet have failed 
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to materialize. However, as this paper points out, the Uruguay Round 
Agreement resulted in much more modest reductions in actual protection 
than were originally envisaged. For the estimated benefi ts to be realized, 
reductions in actual protection levels would need to be of the magnitudes 
assumed in these analyses.

ALTERNATIVE POLICY APPROACHES

There are alternatives to many existing farm policies that would both 
improve domestic performance and eliminate the need for all trade 
protection other than science-based measures necessary to protect plant, 
animal, and human health.

Moving from trade protection and production linked support to more 
decoupled and targeted measures would greatly reduce, but not 
completely eliminate, trade distortions. Agriculture specifi c subsidies of 
any kind, especially if they are large, have an impact on trade, because 
they provide an incentive to produce and therefore infl uence the pattern 
of specialization among countries. But the severity of these impacts 
depends very much on the policy instrument that is used. For example, 
open-ended price supports provide a direct stimulus to production 
(and choke off consumption), leading to a strong impact on trade. Area 
payments have a weaker production effect because they provide an 
incentive to bring additional land into production, but not necessarily 
to increase yield on that land. Direct income payments have a smaller 
impact still.
 
The Positive Reform Agenda elaborated at the OECD (OECD 2002a), 
and agreed by all Member countries, sets out alternative agricultural 
policy options for governments which would enable them to achieve 
their stated objectives and at the same time avoid negative, unintended 
consequences at home and abroad. The fundamental tenets of this 
agenda are straightforward.

The fi rst requirement is that governments need to be clear about what 
their objectives are. In particular, policy objectives need to be defi ned 
in a measurable way, such that the cost-effectiveness of alternative 
approaches can be compared. This would improve the transparency 
of policy-making and help overcome some of the political obstacles to 
reform.

The stated objectives of agricultural policies in OECD countries 
fall into two categories: those concerned with the incomes of farm 
households, and those designed to address other societal concerns such 
as the environment, the provision of rural amenities, land and water 
management, food safety, and food security. In each case, government 
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policies are introduced because of the belief that private markets alone 
may not lead to optimal outcomes.

The Positive Reform Agenda suggests that if policies in each of these areas 
are to be fully effective, they need to address their objectives directly. 
In the case of agricultural incomes, targeted direct income payments to 
households that are de-linked from production are much more effective at 
raising net incomes than sector-wide market interventions such as price 
support. Similarly, the wider costs and benefi ts of agricultural activity 
could be tackled more effi ciently at source, for example by charging for 
social costs (such as pollution) and by paying for social benefi ts that the 
market alone may underprovide (such as a pleasing countryside).

Such a refocusing of policies would in turn enable a reduction in the 
overall level of support. Moving away from blunt instruments such as 
price supports to more targeted policies would not only be more effective, 
it would reduce the domestic burden on consumers and taxpayers, and 
enable harmful import barriers and export subsidies to be eliminated. 
Three examples demonstrate how these principles could begin to be put 
into practice.

Ensuring adequate farm household income from one year to the next 
is a longstanding policy objective in many OECD countries. Although 
there is no evidence of a widespread income problem in agriculture, 
some farm households in all OECD countries do have systemically low 
incomes. Effective policy responses would address the root causes of 
their low incomes. In some cases, policies to improve farm profi tability 
might be needed, for example through initiatives to upgrade skills or 
adopt new technologies. In other cases, measures to improve off-farm 
income or create employment opportunities in other sectors might 
be more appropriate, for example via broader economic and rural 
development initiatives. In attempting to protect low-income farm 
households, and provide them with better alternatives, the social 
policies available for low-income households generally might be the most 
effective. Farm households also face risks that are beyond their control, 
such as exceptionally bad weather or some plant or animal diseases. 
Governments may wish to ensure that households have the tools they 
need to manage such risks effectively, by providing a viable environment 
for futures markets or whole farm income insurance schemes.

The well-being of rural communities is also a widely-held policy 
objective. In general, across the OECD area, agriculture no longer 
constitutes a major element of economic activity in rural areas. There 
are exceptions, of course, and agriculture does remain an important 
source of employment and income in some regions. At the same time, it 
is clear that farm policy is not synonymous with rural policy, and that 
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farm policy does not constitute effective rural policy. Effective policy 
actions would target the underlying causes of economic disadvantages 
in specifi c places and regions. In particular, there may be systemic policy 
bias against some rural and remote areas that could be eliminated. For 
example, physical infrastructure and essential public services might be 
more costly to establish and to maintain, resulting in underinvestment 
in some rural areas. This would exacerbate disadvantages relating 
to distance from populations and markets. Strategic investments in 
information technology could, for example, enable rural businesses 
to compete effectively from relatively remote areas. In some cases, 
initiatives to encourage entrepreneurship, small business start-up, 
and risk taking (e.g., venture capital schemes or business training and 
advisory services) might be helpful. Overall, local multisector initiatives, 
rather than traditional farm commodity programs, would be expected 
to perform more effectively in contributing to sustainable economic 
development in rural areas.

OECD countries seek to ensure environmental sustainability. But the 
majority of current support, being linked to output, provides farmers 
with incentives to increase the intensity of production and also to 
expand farm production on environmentally sensitive land. While more 
attention is now given to agri-environmental issues, notably in the 
form of regulation, relatively little support is targeted to environmental 
objectives. Effective policy actions would pay directly for any positive 
impacts (such as the maintenance of biodiversity or the provision of a 
particular type of landscape), and tax or regulate negative ones. Both 
types of policy responses would be more effective if accompanied by 
the withdrawal of longstanding policies that encourage production of 
traditional commodities. It may also be appropriate to look for policy 
options outside the agricultural sector. Broader environmental policy 
might be further integrated with agriculture specifi c measures, with the 
aim of improving the performance of both sets of policies.

OECD consumers and taxpayers will gain considerably from implementing 
the Positive Reform Agenda. So too will competitive food and agriculture 
suppliers in both developed and developing countries. Despite the 
prospect of aggregate gains, not everyone gains from liberalization, 
at least in the short run. Some countries (notably some low income 
developing countries) may lose from agricultural trade liberalization, 
including exporters with preferential trading arrangements who could 
see their preference margins eroded, and net food importers who could 
see their food import bills rise relative to what they would otherwise 
be. However, these countries can gain from a multisector agreement, 
and the challenge is to fi nd ways of addressing their specifi c concerns 
in the context of a liberal trading environment (e.g., through Special 
and Differential Treatment), rather than to use such effects as a reason 
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not to reform. Within countries, there will inevitably be winners and 
losers, with those who formerly benefi ted from protection standing to 
lose. Again, the optimal approach is to address those issues directly, via 
policies that ease the transition into more productive (and ultimately 
remunerative) activities, rather than to eschew reform altogether.

But there will inevitably be some dislocation. For reform to be 
sustainable, these adjustment challenges need to be recognized and 
addressed. In some cases, it will be possible for farm households to adapt 
and remain within the sector, in which case temporary measures may 
facilitate a change in farming practices or scale of operation. In other 
cases, transitional support to enable farm households to shift into more 
viable employment opportunities may be needed, for example through 
labor market policies. Finally, reform can be facilitated with the backing 
of economy-wide social programs.

These examples of alternative policy approaches are illustrative, not 
prescriptive. The appropriate mix of policies will vary from one country to 
the next, and the process of reform will need to be managed carefully in 
each case. Reform can also be facilitated by explanation of the rationale 
for reform, by preparing people for its consequences, and by ensuring that 
agricultural reforms proceed consistently with reforms in other sectors. 
The overall direction that agricultural policy reforms should take is 
nevertheless clear, and the sooner those reforms are enacted, the sooner 
the benefi ts will be realized and the lower will be the associated costs. 
The reality today, of course, is that few countries have implemented such 
reforms, although a number of important steps in these directions have 
been made. What are the prospects for further reform?

PROSPECTS FOR REFORM2 

There have been notable farm policy developments recently in NAFTA 
countries and in the EU.

In Canada, major reforms to agricultural policy were introduced in the 
mid-90s as one element of a government-wide program review. Amongst 
other actions taken, support under the Western Grain Transportation 
Act was abolished. Other budgetary support in Canada has primarily 
been aimed at supporting incomes in the grains sector, combining crop 
insurance with program payments based on revenue or income. The 2003 
Agricultural Policy Framework (APF) integrates direct income related 
initiatives into a comprehensive policy agenda that encompasses the 
environment, food safety, sector renewal, and science and innovation. 
2 While this section draws on insights gained from analysis of farm policies in OECD 
countries, the views expressed here are subjective and are the sole responsibility of the 
author. They do not necessarily represent the views of the OECD or any of its Member 
countries.
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The discovery of BSE in the Canadian beef herd immediately put a strain 
on this new policy framework, and a number of exceptional payments 
were announced to support beef producers. In terms of multilateral trade 
negotiations, Canada has pursued reform across all three pillars of the 
Uruguay Round Agreement on Agriculture (URAA) – market access, 
export subsidies and domestic support. At the same time, it continues 
to defend its supply management scheme, including associated border 
protection, for the dairy and poultry sectors.

During the 1990s Mexico undertook major reform of agricultural 
policies. Land reform in 1992 (that required a constitutional change) 
allowed the movement from social forms of land ownership (Ejidos 
and Community land) to private ownership. This was followed by the 
progressive dismantling of the agencies in charge of administering 
domestic prices and the introduction of direct payments to farmers 
based on historical land entitlements. In 1994, PROCAMPO payments 
were introduced for historical producers of most crops, and in 1999, 
the state agency CONASUPO was closed. Trade policy reforms, in the 
context of both the NAFTA and the URAA, should lead to the opening 
of agricultural markets with North America by 2008. Mexico also has 
signed a number of regional free trade agreements, though none would 
lead to completely free trade in agriculture. Recently, a new target price 
system for crops was introduced and additional subsidies to electricity 
used for agriculture were decided. While this may signal some risk of 
slipping backwards, reforms to date remain impressive.

The US FAIR Act of 1996 was widely heralded as a major turning point 
in US farm policy, with predetermined and declining direct payments 
for some commodities replacing support that had been more coupled to 
production. Reform in other industries, such as sugar and milk, was not 
achieved. But this progress was short-lived. Beginning in 1998, large, ad 
hoc emergency payments were provided to producers, and this level of 
support was effectively entrenched in the US Farm Security and Rural 
Investment Act of 2002. Importantly, the type of policy instruments used 
to deliver this support is more directly linked to production decisions and 
current commodity prices. At the same time, the US approach to current 
multilateral trade negotiations, at least seen from afar, seems aimed 
at achieving signifi cant opening of agricultural markets. If this aim is 
realized, domestic policy reforms will also be required. The prospects for 
reform in the coming US farm bill is discussed in detail in the chapter 
by Robert L. Thompson.

In the EU, a number of reforms have been pursued, starting in 1992 
and continuing in 2000, which moved away from price-based support, in 
particular through greater use of area and headage payments. As was 
the case in the US, reform was uneven across commodities, and little or 
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no progress was achieved in the sugar and milk sectors. The “Fischler 
reform” of the Common Agricultural Policy takes an important step in 
the direction of further decoupling support from production decisions. 
This has to be welcomed enthusiastically by reform proponents, and 
the implementation experiences of EU Member states will certainly 
be instructive in considering future policy directions across the EU. In 
the context of ongoing multilateral negotiations, the EU has addressed 
the key issue of export subsidies in an unambiguous way, though its 
position on signifi cant opening of markets – again, as seen from afar 
– is somewhat less clear.

So what might happen next? Farm policy reforms can often be traced to 
a need to address emerging challenges (such as national budget defi cits) 
or a desire to pursue exceptional opportunities (such as comprehensive, 
multilateral trade negotiations). The role of individual personalities and 
strong leadership can not be overlooked either. There is ample reason 
to be optimistic about further reforms in the near term.

At least two challenges might encourage governments in the direction 
outlined in the Positive Reform Agenda. The fi scal situation in some 
countries, including the US, is increasingly receiving attention. Relatively 
modest prospects for future economic growth, and an associated need to 
address apparent policy shortcomings, such as labor market rigidities 
in the EU, for example, is also more widely acknowledged. 

The need for concrete action in these areas might also bring with it a 
lower level of tolerance for traditional farm policy approaches and their 
high consumer and taxpayer costs. Secondly, recent experience with 
various animal disease outbreaks, and the inability of existing policies to 
prevent, rectify or even adequately manage the economic consequences 
might contribute to a more critical re-examination of traditional policies 
and a greater willingness to entertain policy change.

There are also important opportunities to be pursued. There are 
signifi cant economic benefi ts on offer to governments for reform of 
ineffective farm policies, even on a unilateral basis. Multilateral reform, 
though, has more to offer, as global markets are further opened to 
competitive suppliers. The largest gains would accrue to those countries 
which currently intervene in the sector the most, so there is a clear 
self-interest in pursuing more effective and effi cient policies along 
the lines described earlier. In addition, a strong commitment to less 
developed countries remains on the table. If the promise of the agreed 
Doha Development Agenda is to be realized, NAFTA countries and the 
EU, and others of course, will simply have to deliver freer and fairer 
trade in agriculture and food products. Detailed modalities are always 
diffi cult, but the aim and the purpose can not be in doubt.
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CONCLUSIONS

A striking characteristic of the business environment in which many 
farms in the NAFTA countries and the EU operate is their relative 
isolation from many of the market and policy conditions that apply 
to other business activities. Many farm businesses are more strongly 
infl uenced by current and expected future farm policies than by market 
conditions and broader economy-wide policies. The economic rationale for 
such high reliance on relatively blunt output-based policy instruments 
is not evident. Given the diversity of policy objectives being pursued, 
a greater role for markets, for nonsectoral policies, and for coherent, 
complementary targeted farm policies is desirable. Such reforms are 
possible on a unilateral as well as a multilateral basis.

This does not mean that farm policy support needs to fall to zero, but it 
does mean that support levels need to be reduced. It also means that new 
policy approaches are needed to balance a nation’s right to redistribute 
income and wealth and to ensure a suitable provision of public goods, 
with a nation’s responsibility to avoid taking any actions that impose 
unfair burdens on other countries. In practical terms, an essential 
fi rst step is to formulate clear statements of explicit policy objectives, 
associated costs, intended benefi ciaries, and desired outcomes. Only 
then can informed public policy choices be made.

Markets themselves may address some interests. For example, farm 
households can benefi t signifi cantly from nonfarm employment and 
income opportunities. Many rural amenities can be supplied by various 
individuals and enterprises, and not just by farmers. Nonsectoral 
policies may address other objectives. For example, social security policy 
can provide support for farm households with systemic low incomes. 
Public investments in physical infrastructure, education and training, 
and research and development can contribute to various economic, 
environmental, and social goals. Some environmental objectives can 
be addressed through economy-wide regulations and taxes (Polluter 
Pays Principle) or subsidies (where desired services are not otherwise 
available). Of course there is scope for targeted farm policies to address 
interests and objectives that are unique and specifi c to agriculture.

Good policy design requires consideration of a wide range of economic, 
social, and environmental factors that can vary across and within 
countries. Increased efforts to defi ne alternative policy approaches in 
response to clearly expressed interests and conditions are warranted 
by international organizations – such as OECD – as well as by national 
governments themselves. The choice of policy instrument to achieve 
explicit domestic goals is at the heart of food and agricultural policy 
reform. While trade policies form the basis of multilateral negotiations, 
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there would be few trade tensions – and little to negotiate – if the Positive 
Reform Agenda were more aggressively implemented.

The available evidence makes a compelling case for further reform of 
agricultural policies, and for increased market openness. The benefi ts 
would be substantial: reduced costs to consumers and taxpayers, 
improved trade opportunities for competitive suppliers, less stress on 
the environment, and more effective policies that achieve their goals 
more effi ciently.

There have been some positive developments recently. The share of 
producer support that is provided through more decoupled and better 
targeted policy instruments is increasing somewhat, and reliance on 
many traditional production linked policies is gradually declining. The 
farm policy debate seems to be shifting as the unintended consequences 
of many traditional policy approaches and the benefi ts of focusing 
policy efforts more precisely on the desired outcomes and benefi ciaries 
are becoming more widely understood. But concrete policy actions are 
lagging behind the public debate, and there is still a very long way to 
go. Given their economic size and importance, the NAFTA countries 
and the EU have a particular contribution to make in assuring a more 
sustainable global food and agriculture production system. Ongoing 
multilateral trade negotiations provide an enticing opportunity for 
these countries to demonstrate the leadership necessary to achieve their 
own domestic aims, along with the ambitions of the Doha Development 
Agenda.
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The Next Farm Bill

Robert L. Thompson

INTRODUCTION

It is important to examine factors that will infl uence the next US farm 
bill in thinking about the stresses on further integration of the North 
American agrifood economy. No free trade agreement can function 
smoothly if one or another country is subsidizing its producers of any 
specifi c commodity more than the other member countries. When the 
North American Free Trade Agreement (NAFTA) was negotiated, 
agriculture was more diffi cult than many other sectors, but commitments 
to signifi cant convergence of policies and market opening did occur. 
During the period from the mid-1980s to the mid-1990s, the US was 
also exercising global leadership in agricultural trade liberalization 
and policy reform. However, the 2002 farm bill reversed this course, 
increasing intervention levels and spending on farm subsidies.
 
This chapter fi rst assesses the extent to which convergence among US, 
Canadian, and Mexican agricultural support has occurred. It then turns 
to a brief, historical review of US agricultural policy and discusses the 
changes resulting from the 2002 farm bill. The main section of this 
chapter reviews a number of factors that will affect the composition of 
the 2007 farm bill on which debate is beginning already.

DOMESTIC SUPPORT CONVERGENCE?

In examining the overall agricultural producer support estimates 
(PSEs)1 calculated by the Organization for Economic Cooperation and 
1 The Producer Support Estimate (PSE) is the percentage of gross farm receipts attribut-
able to government policy, including budgetary transfer fi nanced by taxpayers, as well 
as the implicit tax on consumers that arises from interventions such as border protection 
that raises farm prices above the levels that would otherwise prevail.
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Development (OECD) for 2004, the most recent year for which estimates 
are available, substantial convergence appears to have occurred. In 
all three NAFTA countries, 17 to 21 percent of farmers’ incomes were 
coming from government programs. However, as Table 7.1 illustrates, 
there are great differences in the relative levels of support received by 
producers of each commodity. And it is the differences in relative support 
levels among commodities in each country which distort the patterns of 
production and induce larger production of commodities in less effi cient 
producing areas. The levels of assistance provided to maize, soybean, 
and pork producers are similar in the three countries, but the relative 
assistance to other commodities varies widely.

A BRIEF HISTORY OF US AGRICULTURAL POLICY2 

American agriculture prospered during World War I, but when European 
agriculture recovered after the war, exports collapsed, leaving US 
farm production capacity well in excess of domestic demand. American 
agriculture went into depression in 1921, almost a decade earlier than 
the rest of the economy. After several halting attempts to shore up 
farmers’ income in the late 1920s, Congress passed the Agricultural 
Adjustment Act of 1933, which laid the foundation for farm policy for 
more than half a century. To raise the prices farmers received for their 
products, various acreage restrictions and marketing controls were used 
to constrain supply. However, agricultural productivity rose faster than 
domestic demand grew, making the surpluses even larger. Because US 
commodity prices were being supported at levels above world market 
levels, exports were possible only when subsidized or given away as 
food aid.

After the US dollar was devalued in 1971 and 1973, US farm products 
became once again internationally competitive, and exports grew rapidly 

2 For a more detailed history, see Gardner.

Commodity    United States        Canada          Mexico
Wheat   32  13  24
Maize   27  24  25
Barley   33    7  16
Soybeans  24  21  20
Milk   39  52  29
Pork     4    8    2
Eggs     4  21    2
Overall   18  21  17
Source: OECD PSE database.

Figure 7.1: Producer support estimates, United States, Canada, 
and Mexico, 2004.
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through the 1970s until they were providing the market for about one 
third of production. Weakness of the dollar in the late 1970s further 
facilitated these exports. However, in 1981, the dollar appreciated 
signifi cantly, while Congress wrote a new farm bill which prescribed 
minimum levels at which US prices would be supported (loan rates). 
Once again, US farm policy undercut the international competitiveness 
of its farm products. Agricultural exports fell by 40 percent in fi ve years. 
This precipitated the worst fi nancial crisis in rural America since the 
1930s, exactly 60 years after US agriculture went into depression when 
exports collapsed with the recovery of Western European agriculture.
The 1985 farm bill had to deal with the fi nancial crisis while restoring 
the international competitiveness of US products. To transfer income 
to farmers, the bill provided defi ciency payments equal to the difference 
between a politically determined target price and the market price or the 
loan rate (price support), whichever was higher. To restore international 
competitiveness, the loan rates were reduced to 85 percent of a moving 
average world market price. “Marketing loans” were created for cotton 
and rice, in which the Commodity Credit Corporation (CCC) of the 
United States Department of Agriculture (USDA) would pay farmers 
the difference (loan defi ciency payment) between the loan rate and what 
it determined the world market price to be. 

To prevent defi ciency payments from inducing larger production than 
would otherwise have occurred, the 1985 farm bill began decoupling 
payments from current production. Defi ciency payments were no longer 
based on actual production, but rather on a fi xed historical average yield 
and the number of acres planted to each program crop. The 1990 farm 
bill completed the decoupling of payments from production by fi xing 
also the acreage base for each crop at historical levels. Since current 
planting and input decisions could no longer infl uence the defi ciency 
payment a farmer received, the payment was now fully decoupled from 
production decisions.

The 1996 farm bill gave farmers yet greater planting fl exibility by doing 
away with target prices, defi ciency payments, and acreage reduction 
programs. The bill eliminated any link between income support 
payments and market prices. To compensate for giving up defi ciency 
payments farmers were granted production fl exibility contract payments 
also known as Agricultural Market Transition Act (AMTA) payments, 
which were to be phased down to zero over the seven year life of the bill 
(Young and Shields). 

US ADVOCACY FOR AGRICULTURAL TRADE LIBERALIZATION

At the same time, in the Uruguay Round of multilateral trade 
negotiations the United States and the Cairns Group, under the 
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leadership of Australia, were advocating freer and more open 
international markets for agricultural products. At the instigation of the 
United States, domestic agricultural policies were considered for the fi rst 
time in trade negotiations. In previous negotiations, domestic policies 
could not be discussed because they were not border measures such as 
tariffs and quotas. This was a signifi cant breakthrough because it is 
domestic policies, not border measures, which often cause the greatest 
distortions in the determination of what farm products get produced 
where. Border measures are often put in place merely to accommodate 
the domestic policies, as when a government attempts to support the 
domestic price of an importable commodity at a level higher than the 
world market price.
 
While acknowledging that there will always be occasions when a 
government for political reasons has to provide support to its farmers, 
the United States sold the notion that not all payments to farmers are 
equally distorting of agricultural production and trade. Support that 
is linked to the volume of production or sales of specifi c commodities 
distorts farmers’ production decisions more than direct payments. These 
led to the categorization of agricultural support into three boxes. Support 
that is clearly linked to production was categorized in the amber box. 
Each country accepted a maximum aggregate measurement of support 
(AMS) below which it agreed to keep its total amber box support.

Countries were encouraged to decouple support from production of 
specifi c commodities by also creating a green box category, on which 
there would be no cap. The green box includes direct payments that 
are not linked to present or future production of any specifi c product. 
These payments might be for doing something, like conserving the 
soil or protecting the landscape for tourism, or they could be direct 
income transfers to farmers calculated on some fi xed historical base. 
Investments in public goods like agricultural research, extension, and 
teaching; and collecting and diffusing agricultural statistics and market 
information were also included in the green box.

A third category of agricultural subsidies was created, known as the 
blue box. Policies were categorized in the blue box if, while they would 
otherwise induce larger production, there was some constraint on the 
volume of production or sales of that product, such as a land set-aside 
program or a marketing quota. 

In the Uruguay Round agricultural negotiations, the US also advocated 
the conversion of all nontariff barriers to agricultural imports to tariffs, 
which would then be reduced by an agreed upon percentage over the 
implementation period. This was important because it is much harder 
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for potential suppliers to compete for a country’s purchases when imports 
are constrained by a quota than by tariffs. 

There is a more important economic argument for tariffi cation, as this 
conversion came to be known. A quota or other nontariff barrier (NTB) to 
imports, such as a variable import levy, cuts the link between the world 
market price and domestic price of a product so that the domestic price 
no longer moves up and down with the world market price, and domestic 
producers and consumers get no signal to adjust. All the adjusting has 
to be done by the producers and consumers in countries whose domestic 
prices are linked to the world price (even when distorted by a tariff). 
When fewer producers and consumers participate in the adjustment to 
any shock in the world market, the world market price has to adjust 
more than it would if all shared in the adjustment. This causes world 
commodity prices to be more volatile than they would otherwise be, 
increasing price risk to producers and consumers in the rest of the world. 
If all countries reconnected domestic prices to world prices, the swings 
in world commodity prices would be dampened, ceteris paribus.

The US and the Cairns Group both sought a ban on agricultural export 
subsidies. Export subsidies have been banned in nonagricultural goods 
trade since the General Agreement on Tariffs and Trade (GATT). In the 
Uruguay Round Agreement on Agriculture (URAA), agricultural export 
subsidies (both value and volume) were frozen and reduced, but not 
banned, and no country could start subsidizing exports of a commodity 
not previously subsidized.

THE 2002 FARM BILL

Congress passed the 2002 farm bill early. The days of budget surpluses 
were coming to an end, however, the budget baseline3 within which 
Congress had to bring the bill, had not yet been revised. A few years 
earlier, the Uruguay Round negotiators had agreed to a $19.1 billion 
ceiling (AMS) on amber box subsidies to US farmers. There was 
widespread subsidy envy among American farmers over the fact that the 
European Union (EU) had negotiated an AMS of $67 billion, more than 
three times larger than theirs. Congress was in a mood for spending and 
looked at the US AMS more as a target to be attained than as an upper 
bound on farm programs. Out of fairness to the Congress, they tried to 
design programs which would not exceed the AMS, but they didn’t want 
actual subsidies to fall very far short of it either. The net result was 
to increase budget authority for its farm programs at a time when the 
United States had been telling everybody else to cut theirs.
3 The budget baseline is a projection of federal expenditures and revenues into future 
years, assuming that all current laws and policies remain unchanged. It provides a 
benchmark against which the budgetary effects of proposed changes in law or policies 
can be compared.
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The 2002 farm bill raised loan rates on grains and lowered them on 
soybeans (Wescott, Young, and Price). The 1996 farm bill had provided 
excessive incentive to produce soybeans relative to alternative crops 
that could be grown in the same places, and the 2002 bill corrected this 
market distortion. The 2002 farm bill reestablished a target price system 
and created a new counter-cyclical payment (CCP). The CCP program 
institutionalized $2 billion of ad hoc “emergency payments” that had 
been made each year on top of what was authorized under the 1996 
farm bill. The 2002 bill watered down payment limitations, allowing 
each farmer to get a larger total payment, and authorized updating 
the historical bases, meaning payments were no longer decoupled 
from production decisions. The bill also institutionalized fi xed direct 
payments in place of the AMTA payments, which had been designed as 
transitional compensation that would be phased down. The 2002 farm 
bill created new farm programs for commodities that had never before 
had them (small legumes); resurrected previously killed programs for 
wool, mohair, and honey; increased benefi ts to sugar producers; and 
created another dairy program. It bought out the quotas in the old peanut 
support program, and replaced it with a new support program.
When viewed from abroad, the 2002 farm bill was seen as an abdication 
of US leadership in reforming farm policy and liberalizing agricultural 
trade. The United States, which had led the global effort to reduce 
agricultural subsidies, appeared two-faced, telling the rest of the world 
to cut their farm subsidies while increasing its own. By allowing direct 
payment bases to be updated, this farm bill was seen as a retreat from 
decoupling by its author and strongest advocate, the United States.

The United States had also been advocating that the prices to which 
farmers respond in making their production decisions should be 
linked to world market prices so that farmers everywhere adjust their 
planting decisions up and down to changing world market price signals. 
Counter-cyclical payments violate this principle. They reduce American 
farmers’ responsiveness to declining prices, but not to increasing prices. 
Furthermore, marketing loans, which were created originally for cotton 
and rice in the 1985 farm bill, were effectively export subsidies. While 
the US negotiators argued against export subsidies, the 2002 farm bill 
broadened the role of marketing loans in US agricultural policy.

TOWARDS THE 2007 FARM BILL

There are several things to keep in mind when identifying factors likely 
to infl uence the writing of the 2007 farm bill. First, a farm bill is much 
more than commodity programs. The 2002 farm bill had ten titles:
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1. Commodity Programs
2. Conservation
3. Agricultural Trade and Aid
4. Nutrition Programs
5. Farm Credit
6. Rural Development
7. Research
8. Forestry
9. Energy
10. Miscellaneous

While two-thirds of American agriculture is not affected by commodity 
programs, most is affected by programs authorized under one or more 
titles.

Another important thing to keep in mind about farm bills is that they are 
authorizing legislation; implementation of most programs authorized in 
a farm bill (even when the authorization specifi es an annual expenditure 
level) requires an appropriation each year. There is an important 
exception, however, unique to the USDA. Many of the farm commodity 
programs are authorized in farm bills as entitlements which can be 
run independent of annual appropriations. The Commodity Credit 
Corporation (CCC) has a standing line of credit at the United States 
Treasury of $30 billion against which USDA draws. Periodically, after 
enough money has been paid out to farmers, USDA goes to Congress 
for a replenishment of its line of credit.

STATE OF THE AGRICULTURAL ECONOMY

Every farm bill is infl uenced disproportionately by the current economic 
conditions in the farm sector and agricultural commodity markets at 
the time the farm bill is written. While no one can predict how crop 
conditions here and around the world will evolve between now and 2007, 
we can predict with some assurance that whatever they are will affect 
the content of the 2007 farm bill.
 
The role government payments are playing in farmers’ incomes will 
also affect the outcome, but the direction of its infl uence is diffi cult to 
predict. If government programs are supplying a signifi cant fraction of 
net farm income, farm organizations will lobby hard to keep what they 
have. On the other hand, if there is another big jump in the magnitude of 
payments from 2005 to 2006 in addition to the large anticipated increase 
from $14.5 billion in 2004 to $24.1 billion in 2005 (USDA 2005a), budget 
hawks are likely to attack, demanding reductions.
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MISPERCEPTIONS ABOUT MODERN FARMING

The most common arguments for government support to agriculture 
are low farm family income and excessive variability of income. Two-
thirds of American farmers receive no farm program benefi ts because 
they do not grow program crops. There is no evidence that these farms 
are less profi table than those receiving Federal farm program benefi ts. 
Most program payments are distributed in proportion to past or present 
sales of the program commodities, so the largest producers of those 
commodities get the largest benefi ts. Because most program payments 
get capitalized into the value of farm land, most of the benefi ts accrue 
ultimately to the largest farm land owners, a group whose average 
wealth exceeds the national average.

One source of misperceptions about modern farming is the very out-
of-date defi nition of a farm used in offi cial statistics on American 
agriculture: any place that sells over $1,000 worth of agricultural 
product(s) per year. The USDA’s Economic Research Service (ERS) 
disaggregates these data into three broad groups: rural residence 
farms, intermediate farms, and commercial farms (USDA 2000). Over 
1.2 million of the 2.1 million “farms,” so defi ned, sell less than $10,000 
worth of product per year (USDA 2000). In no sense are these farms 
commercially viable businesses capable of supporting a family. They are 
rural residence farms, or hobby farms, or both. In fact, 77 percent of the 
farms in the United States by the offi cial defi nition collectively contribute 
only 14 percent of the nation’s production of food and fi ber. On average, 
they earn more than the median family income from nonagricultural 
sources and lose money on their farming operations. The only group 
whose income averages less than the median US household income is 
intermediate farms, and they receive very little from farm programs 
(MacDonald, Hoppe and Banker).
 
Another misperception is that corporate agribusiness has taken over 
American farming and receives most of the farm program benefi ts. This is 
false. Most commercially viable farms today are incorporated for tax and 
estate planning and ease of transfer of ownership between generations. 
Agribusiness accounts for less than ten percent of farm output, and much 
of that is in the production of nonprogram commodities. The popular 
perception that corporate agribusiness receives a lot of farm program 
payments is erroneous. 

To stabilize their incomes, farmers can buy commercial price insurance 
(put options) and federally subsidized crop insurance. Farmers also have 
two other ways to smooth their incomes which are not available to other 
forms of business. Farmers are allowed to use cash accounting, which 
facilitates shifting income and expenses between two tax years, and 
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farms are the only businesses allowed to use income averaging (over 
four years) when calculating their income tax. When one penetrates 
most stabilization arguments for farm programs, what farmers are 
really seeking is stabilization around a higher average. Therefore, it is 
diffi cult to justify farm programs on the basis of either low farm family 
incomes or income volatility.

The Environmental Working Group has posted on its website data 
obtained through Freedom of Information Act requests on how much each 
individual farmer (by name) receives from USDA programs. The ready 
availability of this information spawned a fl urry of anti-farm program 
editorials in newspapers throughout the country. The transparency 
which publicly posting these data has brought to farm programs has 
forever changed discussions of the justifi cation for and benefi ts of farm 
programs. The argument that farm programs help low income family 
farmers will no longer be persuasive.

FEDERAL BUDGET DEFICIT

The 2002 farm bill was passed by Congress using a budget baseline 
projection that everyone involved knew was wrong. That farm bill was 
rushed through Congress early in order to get as much money committed 
to farm programs as possible before the baseline was updated. The 
Federal defi cit returned and has run about $400 billion per year since 
2003. Despite frequent calls to do something about the budget defi cit, 
neither the White House nor the Congress appears to be very concerned. 
Both candidates for President talked about reducing the annual defi cit 
to $200 billion. Many observers have argued that agriculture must 
participate in defi cit reduction, particularly since there never would 
have been as much money available for farm programs if the 2002 farm 
bill had not been taken up ahead of schedule. 

In the Administration’s Fiscal Year (FY) 2006 budget proposal 
transmitted to Congress in February 2005, a modest reduction in 
farm programs was proposed – $5 billion over fi ve fi scal years. Farm 
organizations and commodity groups responded angrily, arguing that 
the government was breaking faith (if not a legal contract) with farmers, 
who had made their fi ve-year business plans assuming that the full 
anticipated benefi ts of the 2002 farm bill would remain intact for the 
full fi ve-year life of the bill. Some members of Congressional agriculture 
committees even proposed that the cuts should be taken out of food 
stamps, a form of welfare assistance to low income people, instead of 
from farm programs.

The budget resolution Congress passed on 28 April 2005, authorized a 
$2.6 trillion Federal budget for FY 2006. The largest savings or cuts from 
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the budget baseline (not real reductions) came out of Medicaid, another 
welfare program for low income Americans. Despite many anti-farm 
subsidy editorials in major newspapers, agricultural spending was cut 
little – $3 billion over fi ve years, with all but $173 million put off until 
2007, when the next farm bill is to be written, and beyond. In principle, 
this leaves over $2.8 billion in cuts from this year’s budget cycle to be 
made under the 2007 farm bill.

US farm programs have never been subjected to an effectively binding 
budget constraint. Even in 1985, a year in which Congress mandated 
across-the-board reductions in Federal outlays to reduce the defi cit 
(Gramm-Rudman-Hollings bill) it passed a farm bill which authorized 
the largest farm program benefi ts ever. It remains to be seen whether 
the environment in 2007 will be any different from the past.

Many budgetary commitments get made in the heat of Presidential 
election campaigns. For example, in the 2004 campaign in Wisconsin 
both candidates pledged to continue the Milk Income Loss Contract 
(MILC) program, a temporary additional dairy program created in the 
2002 farm bill, which was slated to expire. The President’s FY 2006 
budget proposal contained funds to continue this program for two more 
years. When all such commitments are added up, they too make it more 
diffi cult to reduce the Federal budget defi cit.
 
ELECTION POLITICS AND THE HIGH COST OF ELECTIONS

It is important not to forget that rural America reelected George Bush 
in 2004. If one overlays a map showing the red (Republican majority) 
and blue (Democratic majority) counties in the 2004 presidential election 
(Gastner, Shalizi, and Newman) with a map showing where farm 
program payments are sent (USDA 2005b), the correlation is striking. 
One can understand that the President’s FY 2006 budget proposal did 
not push very hard to reduce farm program payments going to counties 
that so recently voted so strongly for his reelection.

Congressional and Presidential elections are extremely expensive in 
the United States, and little real campaign reform has been achieved. 
Campaign contributions do buy access to get a fi rm’s or interest group’s 
position heard by the Executive Branch and by members of Congress 
involved in writing legislation of interest. Food and agribusiness groups 
are generous contributors to both Congressional and Presidential 
campaigns. Recently released data on Political Action Committee (PAC) 
contributions to Federal candidates in the 2004 election cycle list $12.3 
million in contributions from farm and commodity organizations and 
from food and agribusiness companies (Center for Responsive Politics). 
When the data for agricultural commodity PAC contributions are broken 
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out, one observes a positive correlation between the magnitude of 
campaign contributions and the producer support for that crop. The four 
highest agricultural campaign contributors – sugar, dairy, cotton, and 
rice – are also the commodities with the highest producer support.

Despite the shrunken size of the US farm sector and its work force 
relative to the US economy and population, respectively, its interest 
groups have effectively managed their campaign contributions and 
political infl uence to give them political clout far in excess of their 
numbers. Many more Americans are concerned about issues like Social 
Security reform, Alternative Minimum Tax relief, funding of local 
schools, and prescription drugs under Medicare than farm programs. 
There is little public goodwill towards farm programs that give most of 
the benefi ts to the largest producers and farm land owners. Nevertheless, 
there is suffi cient political support that farm programs almost completely 
avoided reductions in this year’s budget process.

Three fi nal points related to political infl uences on the 2007 farm 
bill merit mention here. The Congress and the White House are now 
extremely politicized. There is virtually no bipartisan cooperation among 
either the agriculture committee members or their staffs. This is very 
different from the traditional behavior of the agriculture committees of 
Congress. Today, each party is attempting to make the other look as 
bad as possible – even if it means Congressional paralysis. Second, we 
will not know the Republican-Democrat split in the Senate or the House 
of Representatives that will write the next farm bill until November 
2006. Finally, the State of Iowa has the fi rst Presidential primary, and 
no aspirant to the Presidency of the United States will utter a word 
against any farm program while campaigning in Iowa for fear of being 
an early casualty in the campaign. By the time a candidate is elected 
President, he has made so many commitments that it is hard to exercise 
leadership to change farm programs.

INTER-COMMODITY SOLIDARITY

US agriculture’s political clout has been enhanced over the years by 
solidarity and formation of effective coalitions among commodities. For 
many years dairy and tobacco interests formed a very effective coalition 
that resulted in each securing more farm program benefi ts than either 
could have if they had worked independently. Cotton has the most 
vertically integrated program of any commodity. Every phase of the 
industry gets something from the cotton program – from those who grow 
cotton, to those who gin, ship, store, export, or use it domestically. This 
has ensured cotton industry solidarity in support of the program.
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Agricultural commodity organizations have traditionally deferred to one 
another’s interests, as have individual commodities within the general 
farm organizations. There has always been enough money to go around. 
Even when certain commodities or regions seemed to always get more 
benefi ts than others, amity and solidarity have generally prevailed.

In 2005, one observes cracks in this historical solidarity. Farm and 
commodity organization leaders are beginning to acknowledge that 2007 
may be different, that Congress really is going to have to do something 
about the Federal budget defi cit and that agriculture will be forced to 
participate in defi cit reduction. One hears suggestions that the historical 
inter-commodity and inter-region solidarity may break down in the face 
of a tight budget constraint. The large differences among commodities 
and among regions in PSEs and in payments per farmer are starting to 
bring demands for greater equity. For example, groups that previously 
deferred to sugar are angry at sugar’s attempts to defeat the Central 
American Free Trade Agreement (CAFTA), which is generally viewed 
as good for the agricultural sector as a whole.

Farm program legislation bans production of fruits and vegetables on 
land benefi ting from commodity programs. However, a recent WTO 
dispute settlement panel decision (the Brazil cotton case, discussed 
in more detail below) ruled that this exclusion has to be removed if 
the US wants to continue claiming its direct payments as green box 
support, not subject to a cap. Otherwise, those payments must be 
reported as amber box support. Changing this exclusion could bring 
land that previously grew program commodities into fruit and vegetable 
production in competition with existing growers. This would certainly 
cause fragmentation between fruit and vegetable interests and the 
program commodities. On the other hand, if the US does not remove 
the exclusion, it will violate its AMS cap.

WHAT ROLE WILL ENVIRONMENTAL GROUPS PLAY?

The fi rst time that environmental groups played an active role in 
writing a US farm bill was in 1985. That farm bill created the long-
term conservation reserve program (CRP), under which farmers bid 
for annual compensation for idling erosion-prone land for ten years. 
The CRP was created by a coalition of environmental groups concerned 
about conservation and farm organizations that sought more government 
supply control. In addition, the 1985 farm bill gave us the so-called 
sod-buster and swamp-buster provisions and created conservation 
compliance, which requires any farmer who receives benefi ts from any 
USDA program to have a farm conservation plan that meets certain 
environmental standards. Failure to do so would cause that farmer 
to lose all USDA program benefi ts. To add these measures to US 
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agricultural legislation required an unprecedented degree of cooperation 
between agricultural and environmental groups.

I would characterize the relationship over the last 20 years between these 
two groups as wary of one another. Farmers see many environmental 
regulations as overly restrictive, increasing their costs more than the 
expected benefi ts are worth. They see environmental organizations as 
too prone to use the stick instead of the carrot. Most farm organizations 
have not forgiven the Environmental Working Group for bringing 
transparency to how much each farmer receives in farm program 
payments.

Since 2002, every time Congress has authorized disaster payments, 
agricultural interests have successfully lobbied to have their cost 
subtracted from appropriations for conservation measures, not from 
commodity programs. Furthermore, neither the farm lobby nor the 
Bush Administration has supported funding of a new Environmental 
Conservation Security (ECS) program that was authorized in the 2002 
farm bill, but has remained unfunded and unimplemented. Such actions 
have led the environmental organizations to doubt the sincerity of farm 
organizations’ support for conservation programs. This behavior by 
farm groups, however, is not unique to environmental measures. They 
support funding research, conservation, trade promotion, and the like 
as long as the appropriations are additional to commodity programs. 
The organizations have been unwilling to reduce near-term commodity 
program benefi ts in exchange for Federal investments in measures that 
would have longer-term payoffs for the sector as a whole.

In the Doha Round of trade negotiations, European farm groups, who 
foresee lower traditional farm program benefi ts, would like to see more 
direct payments to underwrite the cost of soil conservation, protection 
of the landscape, and investments in other measures benefi cial to the 
environment. It is likely to be easy to get agreement with the EU for 
this kind of doubly green4 payments to be exempted from any binding 
or cap in the Doha Round Agreement on Agriculture (DRAA). The 
payments are doubly green in the sense that they are environmentally 
benefi cial and would be categorized as green box payments, on which 
there are no limits. 

AGRICULTURE AS ENERGY SUPPLIER?

The Uruguay Round Agreement on Agriculture was oversold to 
American farmers. Agricultural economists did a great deal of analysis 
which showed large potential gains from agricultural policy reform and 
4 To paraphrase Gordon Conway’s “doubly green revolution.”
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moving to free trade in agricultural products. In reality, despite some 
conceptual advances in the URAA, virtually no real agricultural trade 
liberalization resulted. When the anticipated gains failed to materialize 
and Brazil captured most of the growth in the world markets, many 
farmers became disenchanted with the WTO and with their ability to 
compete in the export market. They started casting about for alternative 
market growth possibilities.

At the same time as corn growers were looking for new markets, there 
was increasing concern about the growing dependence of the United 
States on imported oil. The resulting interest in renewable sources of 
energy sparked interest in using corn to make ethanol to blend with 
gasoline and, more recently, soybean oil to produce biodiesel. Even 
with the price of oil well above $50 per barrel, this industry seems to 
be economically viable only with construction subsidies, mandated 
minimum use in gasoline/diesel blends, and protection against imports 
from lower-cost suppliers such as ethanol from sugar cane and biodiesel 
from palm oil. An energy bill was passed by Congress in July 2005, which 
doubles the mandated use of ethanol in fuel blends. The petroleum 
companies, that control access to the service station pumps and have 
deeper pockets to make political campaign contributions, oppose such 
mandates. Nevertheless, corn and other renewable energy interests 
had the political clout to beat the petroleum industry this time. Farm 
organizations can be counted on to advocate an ever larger role for 
agriculture in producing renewable fuels in the 2007 farm bill. In fact, 
most farm organizations are currently more interested in this than in 
agricultural trade liberalization.

THE WORLD TRADE ORGANIZATION

There are two channels via which the WTO may affect the 2007 farm 
bill: the Doha Round of multilateral trade negotiations (offi cially, the 
Doha Development Agenda or DDA) and the loss in a case brought by 
Brazil against the US cotton program.
 
Before addressing either of these specifi cally, it is useful to review what 
the WTO is and what the WTO is not. There is such a vast amount of 
misinformation swirling through the media that we need to have a clear 
understanding of the institution before taking up how it may affect the 
2007 farm bill.

The World Trade Organization is a voluntary association of 148 countries 
which meet periodically (rounds) to review and revise the rules of the 
road on international trade. Decisions are taken by consensus of all 
participants. The WTO has a Secretariat, located in Geneva, Switzerland, 
which organizes and staffs the negotiating meetings, as well as a dispute 
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settlement process to resolve differences among members over whether 
these mutually agreed rules are being broken. 

When a case is brought by one country against another, a dispute 
settlement panel is appointed, which functions as the court of fi rst appeal 
in trade disputes. If any party to a case is dissatisfi ed with the panel’s 
ruling, it can appeal the decision to the WTO’s Appellate Body, which, 
in effect, serves as the supreme court of international trade. The panels 
and the Appellate Body build up a body of case law which interprets and 
clarifi es trade agreements. In past rounds, negotiators have often found 
it necessary to use fuzzy language to reach closure and allow each party 
to declare victory after returning home. The cost of this is that panels 
and the Appellate Body may reach interpretations at odds with what 
the negotiators themselves thought they had agreed to.

Perhaps the most widespread misunderstanding about the WTO is the 
fact that it cannot make any country change its policies. However, if a 
country which loses a case refuses to change the policy found to be in 
violation of the existing trade agreement, then the WTO can authorize 
the victims of the violation (i.e., the country which won the case) to 
collect a specifi ed amount of compensation by levying import duties on 
the violator’s exports to that country. The goods on which the duties are 
levied need have no relationship to the sector found to have been hurt by 
the violation. This often leads to targeting with duties, goods produced by 
politically powerful nonagricultural sectors to get them to bring pressure 
on their governments to change the offending agricultural policy.

The WTO Cotton Case

In February 2003, Brazil fi led a case with the WTO against the United 
States, alleging that the US cotton program violated the Uruguay Round 
Agreement on Agriculture, of which, parenthetically, the US was not only 
a signatory, but a principal author. Brazil also brought a successful case 
against the other principal author of the URAA, the European Union, 
alleging that its sugar program violated that agreement.

Brazil alleged that the various subsidies in US cotton policy stimulated 
larger production and exports of cotton than would have been the case in 
the absence of those subsidies. Brazil further alleged that the additional 
exports depressed the world price of cotton, reducing the earnings 
of Brazilian cotton producers, who get their entire income from the 
marketplace. Brazil demanded that the US change its cotton program 
to remove the offending subsidies or pay it damages.

Thompson



172 Agrifood Regulatory and Policy Integration Under Stress

The United States lost the case on most counts at both the panel and 
the Appellate Body levels. They ruled that certain US policies had 
depressed the world price of cotton suffi ciently to cause serious prejudice 
to the interests of other cotton exporters. The offending policies included 
marketing loans, loan defi ciency payments, countercyclical payments, 
and Step Two payments (an export and domestic use subsidy specifi c 
to cotton). However, the panel and Appellate Body ruled that certain 
other US policies had not had the world price depressing effect that 
Brazil alleged, specifi cally direct payments, crop insurance subsidies, 
and AMTA payments.

When each country fi led its new tariff schedule with the WTO following 
the Uruguay Round, it was required to itemize those commodities 
for which export subsidies were being provided, and no previously 
unsubsidized commodity could be added to the list. The United States’ 
fi ling did not list cotton (or soybeans). Therefore, the ruling mandated 
that the Step Two cotton payments, as well as export credit guarantees 
in excess of normal commercial terms, which it found to also be export 
subsidies, should be changed by 1 July 2005.

No date was specifi ed by which the United States should change the 
other offending policies. Whether the fi x can wait until the 2007 farm 
bill or the outcome of the Doha Round will be decided in negotiations 
between Brazil and the United States. It should be noted, however, 
that the US cannot claim any credit in the Doha Round negotiations for 
changes it makes in policies that a WTO panel found to be in violation 
of the existing URAA.

Fruit and Vegetable Exclusion

The WTO panel and Appellate Body made one other quite unanticipated 
ruling in the cotton case. When set-aside programs were designed, the 
fruit and vegetable industry (especially California and Florida growers) 
lobbied successfully for a ban on subsidy recipients growing fruits and 
vegetables on set-aside land. They argued that, if producers of program 
commodities planted set-aside land to fruits and vegetables, this would 
likely depress the prices of fruits and vegetables to the primary growers 
of those commodities who get their entire income from the marketplace. 
This fruit and vegetable exclusion rolled forward into the direct payment 
rules.

The WTO cotton panel, which ruled that the US direct payments had not 
contributed to the larger production and exports which had depressed 
the world cotton price, found that those direct payments did not meet 
the defi nition of decoupled payments in the URAA. To be decoupled, 
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the defi nition, which the US substantially wrote, requires that there be 
no restrictions on what the payment-receiving producer grows (or does 
not grow). The fruit and vegetable exclusion violates the defi nition. The 
panel concluded that the direct payments, therefore, should have been 
included in the total trade-distorting (amber box) subsidies reported 
by the US to the WTO, and, if they had been, the US would also have 
been in violation of the cap on such support that it had agreed to in the 
URAA.

The Doha Round of Agricultural Trade Negotiations

In July 2002, the United States submitted to the WTO an ambitious 
proposal for agricultural trade reform in this round of trade negotiations. 
The proposal stated that the US is prepared to undertake signifi cant 
reform of its domestic agricultural policies in exchange for signifi cant 
increases in market access for US agricultural products abroad.

After more than two years of little progress, on 31 July 2004, a Framework 
Agreement was struck which moved the process forward (International 
Centre for Trade and Sustainable Development). This agreement was 
substantially less ambitious than the original US proposal, however it 
contained many provisions which the US had proposed. The agreement 
left a lot of details to be resolved in not only the agriculture negotiations, 
but also in those dealing with manufacturing and services. The 
negotiators achieved little progress in the ensuing 12 months. Despite 
the encouraging words from the G-8 heads of state in their Gleneagle 
Summit communiqué of 8 July 2005, they did not give their negotiators 
suffi cient discretion to reach the necessary compromises prior to the 
August 2005 recess in negotiations.

The next milestone in the Doha Round is the Ministerial meeting to be 
held in Hong Kong in December 2005. Negotiators will have to work 
very hard to resolve the many open issues between now and December. 
If too many issues remain to be resolved at the ministerial level in Hong 
Kong, that meeting will fail. If the modalities of an agreement can be 
defi ned by December, then the negotiators should be able to fi nalize 
the specifi c details via each country’s offers and requests during 2006. 
If Hong Kong fails, it will be very diffi cult to complete the Doha Round 
before US fast-track negotiating authority expires in mid-2007.

To meet this deadline will be very hard for the US negotiators who would 
be prejudging by December 2005, what the next Congress will be willing 
to do in the 2007 farm bill. If the WTO negotiations can be concluded 
by the end of 2006, then Congress can be notifi ed early in 2007, and the 
agreements can be tidied up and translated into legalese in time for a 
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signing ceremony by June 2007. This would dovetail with the timetable 
on which the 2007 farm bill should be written.

Before discussing the specifi c aspects of the WTO Framework Agreement 
which have bearing on the 2007 farm bill, one other point should be 
clarifi ed. As in US Federal budgeting, a cut does not necessarily imply 
a reduction. It is essential to pay attention to what the baseline level, 
from which any cuts are to be made, is. This is particularly important 
with respect to agreed upon reductions in tariffs and in trade-distorting 
domestic support. Many countries charge lower tariffs than the maximum 
rates they agreed to (bound rates) in the last round of trade negotiations. 
The difference between bound and applied rates is often referred to as 
water in the tariffs. When there is a lot of water in tariffs, it takes a 
very substantial reduction in a bound tariff rate before any reduction 
in the applied tariff and increase in market access occurs.

Similarly, in high-income countries the bound aggregate measures of 
trade-distorting support are in general higher than the total support 
provided. So, while the Framework Agreement calls for a 20 percent 
reduction in total trade-distorting domestic support, in the fi rst year of 
implementation of the DDA Agricultural Agreement, this would require 
no reductions at all in either the US or the EU. In both cases there is 
more than 20 percent unused capacity in their AMS, and the new lower 
maximum AMS would still exceed the levels that the US and EU have 
been providing to their farmers.

Domestic Support In the Framework Agreement, the negotiators 
agreed that each high-income country should make a “substantial 
reduction in the overall level of its trade-distorting support from bound 
levels,” with the highest levels of support being reduced the most. In 
the US case this would entail more than proportional reductions in 
commodity-specifi c support to rice, cotton, sugar, dairy, and peanuts. 
Product-specifi c caps on support would be imposed in addition to the 
binding on the aggregate support provided to the agricultural sector. 
The size of these caps and substantial reduction remain to be defi ned 
in the ongoing negotiations.

In the Framework Agreement, US negotiators obtained agreement 
to broaden the defi nition of the blue box beyond policies that, while 
providing production and trade- distorting support, also entail an 
offsetting supply constraint such as a marketing quota or land set-aside. 
The broadened defi nition would also include direct payments that do 
not require production so that the US could include its counter-cyclical 
payments in the blue box. Counter-cyclical payments do not qualify 
for inclusion in the green box because, while there is no link to the 
current volume of production, the payment is based on current market 



175

price. In the URAA there was no cap on blue box payments; in the July 
Framework, as redefi ned, they are capped at less than fi ve percent of 
a country’s total value of agricultural production (i.e., all commodities, 
not just those for which there are farm programs). During the remaining 
negotiations there will likely be further tightening of the defi nition of 
the blue box to ensure that such policies are less trade-distorting than 
the amber box. There is widespread unhappiness in other countries 
with the redefi nition of the blue box, and we can anticipate continued 
attempts to tighten the criteria as much as possible in the remainder 
of the negotiations.

The Framework Agreement would leave green box payments unrestricted, 
but there is likely to be some further tightening of the green box criteria 
to ensure that support categorized there really is minimally trade-
distorting in practice. Since the signing of the URAA, the US, EU, and 
Japan have made substantial shifts in agricultural subsidies from amber 
box support to specifi c commodities to direct (decoupled) payments. There 
is a widespread perception in other countries that such large green box 
payments cannot possibly be production and trade neutral.5 
 
Export Subsidies The Framework Agreement contains a commitment 
to eliminate all export subsidies, with the date yet to be defi ned. The 
elimination of direct export subsidies affects mainly the EU. However, to 
obtain the EU’s commitment on this issue, other countries had to agree 
to discipline policies they employ which have an effect equivalent to an 
export subsidy. In the case of the United States, this involves subsidized 
export credits and export credit guarantees with a repayment period 
beyond normal commercial terms (180 days). This is the same issue that 
was fl agged by the WTO Cotton Panel.
 
The US also provides part of its food aid on other than a fully grant basis, 
e.g., providing it to private voluntary organizations and nongovernmental 
organizations which sell the products in the recipient country markets 
to generate local currency which is used to support their development 
and humanitarian activities. While much good undoubtedly comes from 
these activities, it is hard to argue that they do not displace commercial 
sales (from local farmers and/or commercial import suppliers).

Accepting greater discipline in these areas would be a small price for 
the US to pay for a complete ban on agricultural export subsidies, 
5 There can be little doubt that they induce larger investments in the agricultural sec-
tor as a whole relative to other sectors of an economy than would otherwise be the case. 
The issue here is whether they distort the mix of products produced. For example, some 
argue that in relatively specialized production regions (e.g., rice in Japan), the fact that 
support formerly distributed to Japanese rice growers via price supports which it now 
distributes as direct payments based on historical production patterns, is still support-
ing rice production.
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which have caused signifi cant distortions in world commodity markets. 
Parenthetically, eliminating export subsidies will force the EU to make 
larger reforms in its domestic agricultural policies. For example, despite 
its milk marketing quotas, the EU still has to buy dairy products 
(intervention) to support the internal price of milk. It gets rid of these 
intervention stocks by subsidizing their sale on the world market.

Market Access Market access, the most important of the three pillars in 
liberalizing trade, is the least well defi ned of the three in the Framework 
Agreement. Beyond general agreement that the highest tariffs should be 
reduced the most and that the negotiated reductions will be from bound, 
not applied, tariff rates, not much has been agreed. Because there is so 
much water in tariff rates, in many cases it would take a substantial 
reduction in bound tariffs to cause any reduction in applied rates and, 
in turn, generate an increase in actual imports.

Moreover, in response to insistence from the most protectionist 
agricultural importers (e.g., Japan, South Korea, Norway, and 
Switzerland), the Framework provides an escape clause with respect 
to the principle that the highest tariffs should be reduced the most. 
The Framework would allow all countries to designate an appropriate 
number of sensitive products to which the tariff reduction formula 
will not apply. In exchange for a smaller tariff reduction on sensitive 
products, however, the Framework suggests that the minimum market 
access for the sensitive products be increased, but many details remain 
to be negotiated. 

In many instances, tariff rate quotas (TRQs) constrain access to highly 
protected markets. A relatively low tariff rate is charged on imports that 
enter within the quota, but a much higher, often prohibitively high, tariff 
is charged on imports in excess of the tariff rate quota. For example, 
the US maintains tariff rate quotas for sugar, dairy, cotton, peanuts, 
tobacco, and beef. In the cases of beef, sugar, and butter, the US would 
have to reduce its import tariffs by 77, 38, and 19 percent, respectively, 
before any increase in imports would occur (Tutwiler).

The sensitive product loophole provides a possible way for the most 
politically powerful commodities, which enjoy the largest subsidies and 
highest rates of import protection, to avoid reductions in tariff rates as 
large as for other products. Nevertheless, those commodities should 
anticipate having to allow foreign suppliers to compete for a larger 
fraction of domestic consumption. Larger imports might be enough to 
force more change in those commodities’ domestic farm programs.
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Developing Country Issues There is another important way in which 
the Doha Round of WTO negotiations is likely to affect the 2007 farm bill. 
This relates to the fact that there is a strong development focus in the 
Doha Round, which is offi cially dubbed the Doha Development Agenda. 
This occurred for several reasons. The Doha Ministerial, which launched 
the Round, was held during 9-13 November 2001, exactly two months 
after the September 11th terrorist attacks in the United States. Global 
poverty and the extent to which it facilitates recruitment by extremists 
were very much on delegates’ minds.

Trade is widely acknowledged to be a powerful engine of economic 
growth, more so than aid. It was widely recognized that high-income 
countries tend to be most protectionist in the sectors where low-income 
countries have a comparative advantage, particularly labor intensive 
manufactures and certain agricultural products that thrive in the tropics 
(e.g., sugar, cotton, and rice). It was also acknowledged that developing 
countries had gained little from past rounds of multilateral trade 
negotiations and since they now represent the majority of members of 
the WTO, there will be no Doha Round agreement until they feel the 
benefi ts justify it.

Between 2001 and 2003, numerous proposals were introduced by 
individual countries and groups of countries, including several from 
various groups of low-income countries, however, little progress was 
made in the negotiations. Several attempts at outlining a framework for 
an agricultural agreement were made, but without success. In August 
2003, in an attempt to advance the agricultural negotiations, the other 
members asked the US and the EU to bring forward a proposal that 
would at least be satisfactory to both of them. They produced a proposal 
just before the Cancun Ministerial meeting in September 2003, however 
the document was seen as so self-serving (in terms of neither having to 
make many concessions) and out of keeping with the development spirit 
of the Round that it precipitated the emergence of an unlikely group of 
about 20 developing countries (the G-20) led by Brazil and including 
India, China, South Africa, and other agricultural product exporting 
developing countries. The G-20 emerged as an effective counterweight 
to the US and the EU in the negotiations and ended the era when the 
US and EU could go behind closed doors to hammer out the terms of a 
deal. Unless the G-20 perceives the deal to be worthwhile for its various 
members, there will be no deal.6

 
In the runup to the Cancun Ministerial meeting, Oxfam and other 
nongovernmental organizations waged a high profi le publicity campaign 
6 Brazil and other agricultural exporters in the G-20, will insist on real agricultural policy 
reform in the agreement, however, India is less prepared to reform its own policies, and 
China perceives that it already conceded enough in its WTO accession negotiations.
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against high-income country agricultural subsidies. They focused on the 
adverse effects of subsidies which drive down world market prices and, 
in turn, incomes of poor farmers in low-income countries who get their 
entire income from the market. Just before the Cancun Ministerial, the 
World Bank released estimates of the world market price depressing 
effect of high-income countries’ agricultural subsidies and protectionism. 
The World Bank analysts estimated that the world market price of rice 
is depressed by 33-50 percent relative to the level at which it would 
otherwise reside (World Bank). The Bank’s estimates for the depression 
of sugar and dairy product prices were 20-40 percent, and cotton and 
peanut prices, 10-20 percent.
 
Oxfam built its campaign around US cotton subsidies and how they 
hurt low-income cotton producers in four of the poorest countries in 
West Africa (Oxfam International). The campaign was so effective that 
when delegates arrived in Cancun, cotton, specifi cally the US cotton 
program, was on everyone’s mind. The US negotiators were in an 
impossible situation, caught between one of the most powerful lobbies 
in Washington and virtually all the other delegations. When the US 
advanced a proposal that assistance be provided to the West African 
countries to help their farmers diversify out of cotton, the anger at the 
US was palpable, and the stage was set for the Cancun Ministerial to 
fail.7

 
Because agriculture is so important in the economies of most low-income 
countries, it is viewed as the make or break issue in this round of trade 
negotiations. The US has said that it would reduce its trade-distorting 
agricultural subsidies if other countries will reduce tariffs and increase 
quotas to provide greater market access. The developing countries say 
they cannot open their borders to products whose world market prices 
are artifi cially depressed by the subsidies high-income countries provide 
to their producers. The developing countries, in effect, say the high-
income countries have to go fi rst. The US responds that it cannot sell 
subsidy reductions to the Congress without signifi cant market opening 
abroad, including in developing countries. This led to a stalemate in 
the agricultural negotiations for more than a year up until the 31 July 
2004, Framework Agreement.

There is a tradition in WTO agreements to allow developing countries 
special and differential treatment (S&DT), which usually translates 
into smaller reductions in protection phased in over a longer transition 
period. That this will once again be the case was confi rmed in the July 
7 The Cancun Ministerial nominally failed over disagreement between the high- and 
low-income countries over whether to address national rules in four new areas on the 
Doha Round negotiating agenda: customs procedures, investment, competition, and gov-
ernment procurement, but the United States’ inability to be forthcoming on cotton had 
already poisoned the well.
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2004 Framework Agreement. US agricultural interests have expressed 
signifi cant concern about one aspect of S&DT. Most interests other 
than sugar have little argument with the 50 or so least developed 
countries receiving special treatment. However, in the WTO, the next 
higher income category of countries – developing countries – is a self-
designating category, and some countries’ self-declaration seems to 
stretch the defi nition (e.g., Singapore and South Korea). Moreover, there 
is a problem with certain large countries which have highly competitive 
export sectors, but yet signifi cant regional concentrations of poverty 
(e.g., Brazil in soybeans and China in labor-intensive manufactured 
goods). This is a highly political issue in the WTO, but US agricultural 
organizations are very unlikely to go along with a Doha Round Agreement 
in which they see their prime competitor, Brazil, being able to claim 
special privileges just because it declares itself a developing country.

It is in the economic self-interest of the United States for this to be a 
successful development round. The (almost) three billion people to be 
added to the world’s population in the fi rst half of the 21st century plus 
the three billion people (almost half of the world’s present population) 
who live on less than two dollars per day are the only potential growth 
market for world agriculture. But their need will be translated into 
market demand only if they experience broad-based economic growth 
that empowers them with the purchasing power to translate need into 
market demand. Because many countries, especially in Asia, have a 
much larger fraction of the world’s population than of the arable land, 
the growth in their food demand will quickly outstrip their production 
capacity, and they will need to import a larger part of their food supply. 
However, this will happen only if they can export products in which 
they have a comparative advantage to earn the foreign exchange needed 
to buy goods in which other countries have a comparative advantage, 
including part of their food supply.

OTHER ISSUES

There are a number of other issues that will infl uence the 2007 farm 
bill. Now that agricultural commodity programs are acknowledged 
to be weak rural development policy, will a coalition emerge that can 
secure support for investments in infrastructure and other public goods 
essential for successful rural development?
 
Many farmers perceive that the pendulum has swung too far in relying 
on the private sector for future agricultural technologies. But will the 
farm organizations that represent them be willing to support shifting 
some funds from commodity programs to agricultural research? 
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Another issue that will play into the 2007 farm bill debate is the 
increasing size of farms and concentration in the agricultural marketing 
and input sectors. This will be manifested in, among other ways, advocacy 
for limits on the size of farm program payments any one producer can 
receive. To be effective, payment limitations will have to constrain how 
many times a farm can be carved up into smaller units, each of which 
can receive the payment limit.

Some are concerned that subsidized crop insurance and disaster 
payments induce expansion of production of certain crops into areas 
where there are suboptimal (i.e., higher risk) growing conditions for those 
crops. Over the years, Congress has regularly undermined the viability 
of the crop insurance program by providing disaster payments. Some 
farm organizations are studying various approaches to providing gross 
revenue assurance as a possible replacement for disaster payments, 
crop insurance, marketing loans, loan defi ciency payments, and counter-
cyclical payments.

CONCLUSIONS

The 2007 farm bill and the Doha Round of multilateral trade negotiations 
are progressing on the same timetable. Field hearings on the 2007 
farm bill will start in the fall of 2005, with hearings in Washington, DC 
continuing through 2006, in anticipation of writing the next farm bill 
during 2007. The most likely time for the Doha Round to conclude is 
June 2007, when the current US Trade Promotion Authority (i.e., fast-
track negotiating authority) expires. If history is any guide, this will 
be an effective decision forcing date to bring the WTO negotiations to 
closure, so any changes in farm policy agreed to in the DDA Agricultural 
Agreement can be implemented in the 2007 farm bill.

Within US farm organizations there is little enthusiasm for the trade 
negotiations or even for exports in general. Many American farmers are 
taking a defeatist attitude about their ability to compete internationally. 
They see the world market as a zero sum game and are betting their 
future on ethanol and biodiesel instead. Unless farm organizations 
enthusiastically embrace whatever is coming out of the Doha Round, 
don’t expect the Congressional agriculture committees to do so. 

Many farm organizations and commodity groups organized task groups 
to work on future farm policy alternatives already in 2004. Their 
leadership appears to believe that the probability that there will be a 
binding budget constraint in 2007 is suffi ciently high that they need 
to analyze alternatives. Nevertheless, most farm organizations’ fi rst 
priority seems to be to preserve everything they got in the 2002 farm bill 
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intact. There is likely to be a continuing stream of anti-farm program 
editorials, however both political parties may view rural America as 
suffi ciently important to their political futures that neither will risk 
losing any rural votes by proposing to change farm policy.

If one had to predict, the safest best would be that the commodity 
programs in the 2007 farm bill will not look a lot different than at present. 
Moreover, with the defi nition of the special and sensitive products and 
the redefi nition of the blue box to include counter-cyclical payments 
in the WTO Framework Agreement of July 2004, there is a signifi cant 
probability of the Doha Round ending with a minimalist agreement in 
agriculture that requires little change in US farm programs. Based on 
behavior in past rounds of multilateral trade negotiations, the US and 
EU would probably go along with this. 

However, agriculture is central to the interests of the least developed 
and developing countries, which make up the majority of WTO members. 
The least developed countries might be appeased with special and 
differential treatment preferences, however, the G-20, led by Brazil, 
is likely to take the attitude that a bad agreement is worse than no 
agreement, and they will view any agreement that does little to reform 
agriculture as a bad agreement. There will be no agreement until both 
the least developed and the developing countries perceive there to be 
something of value in it for them. The ingredients are in place for at 
least one more high profi le failed WTO ministerial gathering. Finally, 
sugar and other highly subsidized commodities came close to blocking 
Congressional approval of the CAFTA-Dominican Republic Free Trade 
Agreement at the end of July 2005. This close call casts a great deal 
of doubt on the ability of the US negotiators to deliver Congressional 
approval on much agricultural policy reform that they might agree to 
in a Doha Round agricultural agreement.

A betting person would have to wager that the 2007 farm bill will look 
a lot like the 2002 farm bill. However, there is just enough higher 
likelihood of change due to the Federal budget defi cit, the breadth of 
recognition that the programs are not achieving their stated objectives, 
and the Doha Round of WTO negotiations that some more fundamental 
change might be possible. Readers should stay tuned.
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Agrifood Market 
Integration: 
Perspectives from 
Developing Countries

Fabio R. Chaddad, Patricia Aguilar, and Marcos S. Jank

INTRODUCTION

Beginning in the 1980s, both Mexico and Brazil adopted liberal, market-
oriented policies which signifi cantly impacted their agrifood economies. 
Following fi ve decades of state involvement in agriculture, Mexico 
started to dismantle its direct interventionist policies in the mid-1980s. 
Agricultural policy liberalization included the closing or sale of state-
owned enterprises, the elimination of agricultural guarantee prices 
and most input subsidies, and the Ejido land reform (OECD). Trade 
liberalization started under GATT’s Uruguay Round and proceeded with 
the North American Free Trade Agreement (NAFTA), ten additional free 
trade agreements signed with more than 40 countries, and fi ve economic 
complementation agreements.

The inclusion of agriculture in NAFTA has provoked a deep controversy 
in Mexico (Yunez-Naude and Barceinas), leading to the signing of the 
National Agreement for the Countryside for the Development of Rural 
Society and Sovereignty and Food Security (Acuerdo Nacional para el 
Campo por el Desarrollo de la Sociedad Rural y la Soberanía y Seguridad 
Alimentarias) between the government and some producer organizations 
in April 2003. The main call for the government was to immediately 
begin consultations with its NAFTA partners in order to review the 
provisions for white corn and dried bean imports. No evidence exists that 
the Mexican authorities offi cially approached their Canadian and US 
counterparts, who have clearly indicated their unwillingness to reopen 
the NAFTA negotiations (Zahniser, Young and Wainio).

Like Mexico, Brazil started its own economic reform program in 
the early 1990s, which included control of infl ation, macroeconomic 
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stability, privatization of state-owned companies, industry deregulation, 
dismantling of agricultural credit and price support policies, and 
increased international integration with the advent of Mercosur, a 
trade block with Argentina, Paraguay, and Uruguay. These changes 
have signifi cantly impacted the competitiveness of the agrifood sector in 
Brazil, which has experienced substantial, export-led growth (Azevedo, 
Chaddad and Farina). Both Table 8.1 and Figure 8.1 show the economic 
importance of the agrifood sector and international trade performance 
of Mexico and Brazil relative to other countries. Brazil is now the third 
largest net agrifood exporter in the world – following the United States 
(US) and the European Union (EU) – after enjoying an annual growth 
rate in agrifood trade of 6.3 percent since 1990 (Figure 8.1). 

Given the social and economic importance of the agrifood sector in 
both countries (Table 8.1), the objective of this chapter is to discuss 
their experiences with agrifood market integration focusing on three 
commodities: corn, cotton, and orange juice. The chapter establishes the 
position of these two countries with respect to farm policies in developed 
countries as they relate to the three pillars of trade liberalization 
identifi ed by the World Trade Organization (WTO): market access, 
domestic subsidies, and export competition. In doing so, this chapter 
contributes to our understanding of the constraints to increased policy 
coordination in NAFTA and eventually in the Free Trade Area of the 
Americas (FTAA).

DEVELOPING COUNTRIES’ PERSPECTIVES ON AGRIFOOD 
INTEGRATION

The process of agrifood market integration in North America 
– and eventually in the whole of the Americas – cannot be understood 
separately from multilateral trade negotiations occurring under the 
auspices of the WTO Doha Round. This new round of trade negotiations 
is also known as the “Development Round” because of its commitment 
to advancing developing countries’ economic interests and concerns. 
Following the collapse of the September 2003 trade talks in Cancun, 

Table 8.1: Economic importance of the agrifood sector, 2003.  

 Mexico Brazil U.S. 

Agribusiness 
US$ 54.0 billion 

(11.2% of GDP) 

US$ 165 billion 

(33% of GDP) 

US$ 998 billion 

(9.0% of GDP) 

Agriculture 
US$ 28.4 billion 

(5.9% of GDP) 

US$ 52 billion 

(10% of GDP) 

US$ 154 billion 

(1.4% of GDP) 

Sources: Azevedo, Chaddad, and Farina; FAO; INEGI (2005). 



185

Mexico, an ambitious agenda was set during the July 2004 negotiations 
in Geneva. The 147 WTO member countries agreed to substantial 
reforms in agricultural trade, including increases in market access, 
reductions in domestic support, and the elimination of export subsidies. 
Although this phase of the Doha Round ended with some progress, 
signifi cant details – particularly the defi nition of modalities that will 
be used to reduce tariffs and subsidies – were left for resolution at the 
December 2005 ministerial in Hong Kong.

In addition to making progress towards freer trade in agriculture, 
Geneva’s process consolidated a new dynamic where the traditional 
“Quad” (US, EU, Japan, and Canada) consensus was replaced by a 
negotiating format requiring continuous efforts to harmonize the 
positions of key developed and developing countries. Fostered by a 
new economic geography in the world, the G-20 emerged as block 
of developing countries – including Brazil, China, India and Mexico 
– with the common goal of fi ghting against agricultural protectionist 
policies in developed countries. Unlike traditional coalitions formed by 
a homogenous group of countries with similar interests, the G-20 is a 
heterogeneous, pragmatic, and agile coalition with adequate technical 
capacity to support international trade negotiations.
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The trouble for the G-20 lies in the internal contradictions linked to the 
group’s diffi culties in coming to common ground to advance strategies 
beyond agricultural issues or even to open its own agricultural markets 
(Jank 2005b). Brazil is one of the countries with the most to gain from 
a broad agricultural trade liberalization, but it is reluctant to open its 
markets for industrial goods and services. China tries to block further 
opening of its agricultural and service sectors, even though it could 
be the main benefi ciary of a global liberalization of industrial tariffs. 
India resists opening its markets in agricultural and nonagricultural 
goods, even though it has the potential to be a world class exporter of 
services. 

Finally, Mexico, despite having little to gain due to the high number 
of free trade agreements already signed (Burfi sher), remains a fervent 
defender of free trade.

In addition to the G-20, other coalitions emerged such as the coalition 
of 32 less developed countries (LDCs), the G-90 and the G-33. These 
coalitions now join other established interest groups – the US, the EU, 
the Cairns group, and the G-10 – in the chessboard of multilateral 
trade negotiations (Table 8.2). The main implication for multilateral 
trade negotiations at the WTO is that the old North-South paradigm 
is no longer valid.

Considering the three pillars of trade liberalization identifi ed by the 
WTO – market access, domestic subsidies, and export competition – Jank 
(2005b) notes the presence of complexity, heterogeneity, and confl icts of 
interest among developing countries. Regarding market access, at least 
four different positions can be identifi ed. The group of 32 LDCs has 
adopted a no commitment policy, signaling their unwillingness to open 
their borders to agricultural trade because it would expose their farmers 
to competition from developed countries’ subsidies. The largest group 
– formed by the G-90 and the G-33 – is concerned with preference erosion 
of their special and differential treatment such as evidenced in the sugar 
case against the EU.1 A third group is formed by populous countries with 
large rural populations – including China, India and Indonesia – who 
will play a central role in the Doha Round negotiations. This group tends 
to hold a defensive position in agrifood trade but has offensive interests 
in industrial goods (China) and services (India). Lastly, there is a group 
of roughly 15 free traders that are the main benefi ciaries of more open 
borders to agrifood trade. These countries are net exporters of agrifood 
1 On 27 September 2002, Brazil fi led two dispute cases against US cotton subsidies and 
EU sugar export subsidies at the Dispute Settlement Understanding body of the WTO. 
The cotton case is discussed in a subsequent section of this chapter. In April 2005, a 
WTO panel agreed with Brazil and other complainants that EU nations illegally export 
subsidized sugar, driving down prices on world markets. For details about the sugar 
case, see WTO (2005).
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products and include Argentina, Brazil, Chile, South Africa, Thailand, 
and some Central American countries.

Developing countries also have confl icting interests and concerns 
regarding domestic subsidies to agricultural production. There are at 
least 56 developing countries that are net food importers who do not 
oppose domestic subsidies in developed countries, as they tend to depress 
world food and agricultural commodity prices. Mexico is one exception 
among net food importers, as domestic support in developed countries 
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– particularly in the US – has negative effects on farmers’ incomes (see 
Mexican corn section below). On the other hand, the group of net food 
exporters is vehemently opposed to the unfair competition from subsidies 
in the US, EU, and other developed countries. While the EU started 
to green and partially decouple its subsidies with the 2003 Fischler 
reform of the Common Agricultural Policy (CAP) because of internal 
budget constraints and the enlargement process, the US has increased 
its subsidies since the 1996 FAIR Act and subsequent supplemental 
legislation authorizing emergency relief programs. These “emergency” 
payments became permanent in the 2002 farm bill as countercyclical 
payments. In addition to substantially increasing the level of agricultural 
subsidies, the 2002 farm bill represented a strong reversal of the trend to 
decouple producer support from production levels. The Doha Round likely 
will not achieve its objectives if the US does not reduce and decouple its 
subsidies in the next farm bill as discussed in great detail by Thompson, 
which will require comparable concessions by the EU. 

In addition to the WTO Doha Round, agrifood trade integration is also 
affected by multilateral negotiations under the Free Trade Area of the 
Americas. The evolution of the FTAA negotiations – from full-fl edged, 
to light, à la carte, and now almost dead (Jank and Arashiro) – has 
exposed the constraints to increased trade integration in the hemisphere, 
particularly the opposing views of the US and Brazil. The US takes an 
offensive stance in the majority of the negotiating areas, but is defensive 
with respect to antidumping duties and agriculture. The defensive 
position of the US in agriculture is related to domestic subsidies (which 
are discussed in the cotton case section below) and (lack of) market 
access for a group of products that benefi t from signifi cant protection, 
including sugar, tobacco, peanuts, and citrus fruits (the effects of which 
are dealt with in the orange juice section below). Brazil, on the other 
hand, has adopted an offensive position in agrifood trade issues, but 
has been overly sensitive on issues important to US interests, including 
services, investment and intellectual property (Zabludovsky).

Given that the FTAA negotiation process has shown little progress, 
the US followed a “competitive liberalization” policy, signing bilateral 
free trade agreements with 12 countries in a hub-and-spoke format. In 
addition, 67 bilateral agreements involving countries in the hemisphere 
have been signed so far. The risk of this approach is the emergence of 
the now famous image of the spaghetti bowl suggested by Bhagwati, 
with diversions in trade, investment, and employment leading to a 
decreased level of engagement in the FTAA integration process. For 
those who defend the multilateral trading system, the proliferation of 
trade agreements raises concerns as to whether the bilateral movement 
is compatible with the promotion of building blocs for trade liberalization 
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or if it may cause more harm by diminishing the level of engagement of 
various actors in international trade negotiations.

AGRIFOOD INTEGRATION IN SPECIFIC COMMODITIES

Given the backdrop of the new dynamics that have emerged in 
multilateral negotiations in the WTO, this section of the paper further 
explores the perspectives of developing countries – Brazil and Mexico in 
particular – in specifi c agrifood chains, including corn, cotton, and orange 
juice. Note, however, that Brazil and Mexico have followed different 
paths in agrifood trade integration. Instead of initiating controversies 
against unfair trade practices, as Brazil has done, Mexico has tended 
to reinforce its structure of subsidies with marketing support programs 
which have become an integral part of its agricultural policy.

Initially, Mexico’s marketing support programs were conceived as a social 
safety network to facilitate deregulation and economic integration by 
compensating farmers for some “structural ineffi ciencies of the economy” 
that reduced their competitiveness. In addition, per metric tonne 
marketing payments would focus on few crops, in some “disadvantaged” 
regions with considerable marketable production, and just during a 
transition period.2 As economic ineffi ciencies were gradually overcome, 
marketing support payments would be substituted by greener, direct 
payments on a cropland utilization basis (this program is known by the 
acronym, PROCAMPO). For some crops – including corn – marketing 
supports have widened the gaps among different types of farmers and 
different regions in the country.

Recent Policies to Liberalize Corn in Mexico

Corn is the most important basic product in Mexico, not only due to its 
economic importance in consumption and production, but for the cultural 
and religious aspects that surround this crop. In other words, corn is 
far more than just a crop in Mexico. According to the Mexican Institute 
for Nutrition (CANAMI), corn tortilla consumption provides 47 percent 
of the total calories in the daily diet of Mexicans. For the low-income 
households earning up to three times the daily minimum wage rate,3 
this fi gure represents over 60 percent. In addition, corn is Mexico’s main 
crop accounting for about half of total planted area. In 1998, 61 percent 
of ejidatarios and 67 percent of private owners cultivated corn on small 
plots of land averaging 3.1 and 5.8 hectares, respectively (Robles and 
Choncheiro).
2 Unlike in the US, price support programs in Mexico do not apply to all production, 
except for rice. In addition to corn, wheat for human consumption and for forage uses, 
triticale, sorghum, saffl ower, and canola are the other commodities included in this tran-
sitional scheme.
3 In 2002, for example, this would be $12.4 per day.
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Notwithstanding these caveats, Mexican decision makers did not exclude 
corn from NAFTA liberalization commitments – as Canada did with 
dairy products, poultry, eggs, and margarine and the US did with dairy 
products, peanuts, peanut butter, cotton, sugar, and sugar-containing 
products. Although corn is one of only four products that still enjoy border 
protection, Mexico will eliminate all agricultural tariffs on imports from 
the US effective 1 January 2008. The remaining border protection along 
with a guarantee price that was expected to last until 2008 constituted 
the pillars that were to support Mexican producers during the transition 
to a free market. However, the guarantee price for corn was immediately 
removed in 1995, when international prices exceeded it. CONASUPO, 
the state trading enterprise that used to buy Mexican crop production, 
remained as a buyer of last resort until 1998. Since then, ASERCA 
– the new agency in charge of the marketing support programs and 
PROCAMPO – has partially and selectively supported corn producers 
(Figure 8.2).

After NAFTA was enacted, Mexico replaced its import license regime 
with a tariff rate quota (TRQ) that is to be in effect for 14 years (1994-
2007). An initial duty-free quota was set at 2.5 million tonnes for US 
corn and 1,000 tonnes for Canadian corn, growing at a compound three 
percent annual rate. Over-quota volumes in 1994 were to be assessed 

1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004
0%

10%

20%

30%

40%

50%

CONASUPO (1980-1998) ASERCA (1999-2004)

Figure 8.2: Share of corn production bought by CONASUPO and supported by 
ASERCA in Mexico, 1980-2004.

Sources: CONASUPO; SAGARPA/ASERCA (2005a).
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a tariff that would decline over the 14-year transition period, initially 
equal to $206 per tonne but not less than 215 percent ad valorem. For 
2005, the specifi c over-quota tariff is $52 per tonne, but not less than 
54.5 percent. Although this tariff was to be applied to all over-quota 
shipments it has consistently not been charged.

Since NAFTA’s implementation, Mexico has imported 20.2 million tonnes 
more than the corn quota volume. This over-quota access represents 
63 percent of the quota and averaged 4.75 million tonnes per year 
(Figure 8.3). In addition, over two million tonnes of cracked corn have 
been imported by the livestock sector during the last four years. In its 
Agricultural Baseline Projections to 2014 the USDA (2005) suggests 
that annual US corn exports to Mexico will increase by 4.3 million 
tonnes between the 2007 and 2009 fi scal years. Much of this increase 
could be explained by a projected decrease in Mexican imports of US 
sorghum of 700,000 tonnes and the possibility that imported cracked 
corn from the US could also be replaced by corn. USDA projections 
indicate that US corn exports to Mexico will reach 11.4 million tonnes 
in 2009, which is equivalent to 50 percent of Mexico’s current level of 
annual corn production, and represents an 80 percent increase over the 
volume imported in 2004.

In spite of domestic liberalization reforms and trade openness, corn 
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cultivation has followed a course markedly different from some pre-
NAFTA economic forecasts, such as Levy and Wijbergen. First, corn 
production did not experience a dramatic decrease and the crop is 
still cultivated by a nonhomogeneous set of producers, ranging from 
commercially competitive operations to small-scale subsistence farmers 
(Yunez-Naude and Barceinas). Second, a signifi cant portion of irrigated 
area was not reallocated to higher valued exportable crops as was 
suggested by pre-NAFTA forecasts. Instead, it was devoted to corn 
(Figure 8.4). Domestic and trade policies have signifi cantly affected 
farmers’ production decisions mainly through a variety of supports, 
the allocation of the NAFTA corn import quota, and international 
negotiations. However, corn policies have been at times uncoordinated 
and incoherent.

Sinaloa, the most important Mexican state in terms of agricultural 
value (12 percent of total crop value) and irrigated land (19 percent), 
is perhaps the best example of inadequate planning to guide support 
programs with the goal of increasing farm incomes. In 1981, Sinaloa 
accounted for 75,000 tonnes of corn (roughly one percent of Mexico’s total 
corn production), whereas its production reached around four million 
tonnes (more than 15 percent of domestic production) in 2004. In this 
particular state, it was anticipated that a small investment would offset 
the effects of liberalization, given the state’s great potential to expand 
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1980-2004.

Sources: SAGARPA; AIAP (2004, 2005a); FC-Stone, LLC, with CBOT data.
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Year Irrigated Rainfed
Irrigated        

+             
Rainfed

Share of 
national 

production

1981 53,219           22,391        75,610         0.7%

2001 2,574,507      76,207        2,650,714    13.2%

2005 p
4,130,826      103,301      4,234,127    18.1%

Area 2005 (Ha) 468,961              75,464            544,425              

Yields 2005 (metric ton/Ha) 8.815                  1.369              7.782                  

p = Projected

Corn production in Sinaloa, Mexico
(Metric tons)

irrigation at a low cost, in order to produce exportable crops. However, 
corn production currently takes place on 84 percent of irrigated land 
(Figure 8.5). 

The gap between production value and irrigated land use is largely 
explained by the share of agricultural subsidies concentrated in Sinaloa. 
In 2004, Sinaloa absorbed 20 percent of the federal budget targeted 
to agricultural marketing support programs and 60 percent of corn 
marketing subsidies, which negatively affects production in other 
regions where corn marketing is not supported. This state is located 
far from consumption regions and lacks an adequate transportation 
infrastructure to move its agricultural output to distant markets at an 
economical cost, thus lowering the price that buyers are willing to pay 
for this crop. So, producers are provided a marketing support (a kind of 
countercyclical payment although excluding direct payments) equal to 
the difference between the target price and the effective price returned 
from the market. In the above mentioned year, part of the subsidized 
3.9 million tonnes of corn received MX $938 per tonne – equivalent to 
57 percent of the targeted price of MX $1,650 per tonne – refl ecting the 
diffi culty faced by Sinaloan farmers when selling their crop, but also 
giving them an advantage to compete in other regions of the country 
(Table 8.3).

Figure 8.5: Corn production in Sinaloa, Mexico, 1981, 2001, 2005.

Sources: SIAP; SAGARPA (2004, 2005).
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Marketing support is received by only 196,000 producers (27,000 
in Sinaloa) compared to the 2.7 million producers who received 
PROCAMPO support (SAGARPA). According to Levy and Wijbergen, 
Mexico’s former agricultural policies addressed the concerns of the rural 
poor in terms of higher rural wage rates and increased the rents derived 
from rain-fed land. Now, it appears that current policies primarily serve 
to increase the rents of the rural rich, even though a portion of the 
marketing support does not go straight into the farmer’s pocket. In fact, 
a signifi cant part of those resources stay in the market to compensate 
for economic ineffi ciencies in areas beyond the farmer’s responsibility, 
such as fi nancial or transportation services; or are used as economic 
transfers along the production chain; or are simply captured as rents 
by marketing agents and buyers due to their bargaining power. 

In general, it is widely believed that the same amount of resources that 
Mexico currently invests in marketing support programs could be better 
distributed among regions and types of farmers and applied to crops 
that are more profi table for farmers, more environmentally friendly, 
and more appropriate for the satisfaction of local or regional demand. 
Resources should also be directed to foster nonagricultural economic 
activities and the development of infrastructure to strengthen domestic 
competitiveness. This latter issue is key for Mexican producers in light 
of the forthcoming corn import liberalization to be implemented in 
January 2008.

Since 2001, producers’ demands for renegotiating NAFTA have pressed 
the Mexican government to limit white corn imports in order to protect 
producers with better prices and consumers with less food dependence. 

Concept of 
Support 

Volume 
(thousand 

metric 
tons) 

Total cost 
(million 
Mexican 
Pesos) 

Cost per ton 
(Mexican 

Pesos/metric 
ton) 

Accumulated 
support per 
metric ton 
(Mexican 

Pesos/metric 
ton) 

Direct support to 
the producer 

3,850 578 150 150 

Increase in input 
costs 

3,729 242 65 538 

Freight 509 107 210 473 
Financial costs 221 25 113 263 
DICONSA 195  400 938 
Total 3,850 1,030 268  
 

Table 8.3: Marketing Supports to Corn in Sinaloa, Mexico, Autumn - Winter 
2003 / 2004.  

 
 

Source:  SAGARPA/ASERCA (2005b).  
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This measure has been ineffective in achieving either purpose. In world 
markets, white corn is typically sold at a premium over yellow corn, 
however, in Mexico white corn is usually sold at yellow corn prices or 
lower. This is driven by the following factors: 1) about 95 percent of 
corn production is white corn which exceeds corn demand for human 
consumption; 2) there are few restrictions on importing yellow and 
cracked corn; and 3) the livestock sector and the starch industry argue 
that their activities are less profi table using white corn. Nevertheless, 
assuming that limiting white corn imports were effective in increasing 
white corn prices, then tortilla prices would go up – as the corn fl our 
industry states (CANAMI) – or white corn could be replaced by imported 
yellow corn, thereby reducing tortilla quality.

Brazil’s WTO Cotton Case: Implications for US Farm Policy

On 27 September 2002, Brazil fi led two dispute cases against US cotton 
subsidies and EU sugar export subsidies using the Dispute Settlement 
Understanding (DSU) of the WTO. Both cases constituted the fi rst 
time a developing country challenged developed countries’ agricultural 
production and export subsidies. Cotton is one of the most distorted 
commodities in the world due to high levels of government subsidies 
and barriers to trade. According to the International Cotton Advisory 
Committee, worldwide assistance to cotton producers ranged between 
$3.8 to $5.8 billion between 1997 and 2002, while the value of the global 
cotton market bottomed out at roughly $20 billion in 2002. In addition 
to domestic support, some cotton exporting countries protect their 
producers with tariffs or TRQs. While developing countries – including 
Argentina, Brazil, and India – impose tariffs on cotton imports ranging 
from fi ve to 15 percent, the US adopted a TRQ system with a tariff of 4.4 
cents/kilogram within quota and 31.4 cents/kilogram above the quota.

Between December 2000 and May 2002, the world price of cotton declined 
by 40 percent, reaching the lowest cotton price adjusted for infl ation since 
the 1930s. This historically low cotton price triggered US price-based 
support programs (Figure 8.6). As a result, US cotton producers received 
payments ranging between $1.9 and $3.9 billion during the 1998-2002 
marketing years, which exceeded the 1992 level of $1.4 billion. This 
constituted a violation of Article 13 of the Agreement on Agriculture 
– also known as the Peace Clause – the main claim of Brazil’s cotton case 
against the US. In addition, Brazil also claimed that the export credit 
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program and Step 2 payments4 were in fact export subsidies, which were 
prohibited under the Agreement on Agriculture.

Brazil’s cotton case argued that US cotton subsidies caused “serious 
prejudice” to Brazilian cotton producers for two reasons. First, 
econometric analysis by an expert witness showed that US cotton 
subsidies depressed cotton prices, costing Brazilian producers $478 
million in lost revenues between 1999 and 2002 (Sumner). Second, US 
cotton subsidies allowed US producers to gain world market share to the 
detriment of Brazilian producers. Despite declining world cotton prices, 
US cotton producers actually increased acreage by almost 15 percent. 
In other words, US cotton subsidies provided an additional incentive 
to produce. The resulting increase in production caused the US share 
in the world market to more than double, from less than 20 percent to 
roughly 40 percent, between 1998 and 2002 (USDA 2004).
4 The Upland Cotton User Marketing Certifi cate or “Step 2” Program is a special market-
ing loan provision for upland cotton. The program has been authorized since 1990 under 
successive legislation, including the FAIR Act of 1996 and the FSRI Act of 2002. It pro-
vides for the issuance of marketing certifi cates or cash payments (collectively referred 
to as “user marketing” or Step 2 payments) to eligible domestic users and exporters of 
eligible upland cotton when certain market conditions exist such that US cotton pricing 
benchmarks are exceeded. For further details, see WTO (2004).

Figure 8.6: U.S. cotton subsides and farm gate prices (1995-2004).

Notes: The following programs were included in the boxes: Amber - LDP (Loan Defi ciency Payments, 
MLG (Marketing Loan Gains), CEG (Certifi ed Exchange Gains), MLA (Marketing Loan Assistance), CCP 
(Certifi cate Exchange Gains), UMP (USER Marketing Payments -- Step 2), CSP (Cotton Seed Payments), 
Storage payments, Commodity Loan Interst Subsidy and Fees/Levies. Green - PFC (Production Flexibility 
Contracts) and DP (Direct Payments).

Sources: USDA, FSA and WTO. Elaboration: ICONE
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On 18 June 2004, the WTO dispute panel issued its fi nal ruling, 
agreeing with Brazil on most of its claims and recommending that the 
US eliminate or modify the offending programs (WTO 2004). The main 
fi ndings of the WTO dispute panel can be summarized as follows: 1) US 
cotton subsidy levels between 1998 and 2002 exceeded the 1992 level 
and thus are not protected under the Peace Clause; 2) all US price-
based cotton programs – including marketing loss assistance payments 
(counter-cyclical payments in the 2002 farm bill), the marketing loan 
program, and the Step 2 program – caused world price suppression 
and serious prejudice to Brazilian producers; 3) US support programs 
decoupled from prices – including direct payments (called Agricultural 
Market Transition Assistance or AMTA) and crop insurance payments 
– did not contribute to price suppression; 4) direct payments, however, did 
not qualify as green box because of the prohibition on fruit and vegetable 
planting; 5) US cotton subsidies did not contribute to an increase in US 
world market share; and 6) both the Step 2 program and the export credit 
guarantee program (GSM) were characterized as export subsidies.

Even though Brazil focused its case on US cotton subsidies, this WTO 
ruling may have far reaching consequences. This is so because the general 
programs (direct payments, countercyclical payments, marketing loans, 
crop insurance, and export credit guarantee programs) constitute the 
vast majority of US agricultural support that fl ows to producers. These 
programs are in effect for several crops – including corn and soybeans 
– not just for cotton. Consequently, if the cotton ruling stands, changes 
for all program crops may be warranted. In particular, two fi ndings of 
the WTO cotton panel will force the US to reexamine its farm programs 
in the 2006 farm bill. First, the panel’s fi nding that direct payments did 
not qualify as green box implies that the US has mistakenly notifi ed $6 
billion in annual direct payments as green box instead of amber box. 
Second, the panel also ruled that price-based support programs – including 
countercyclical payments and marketing loans – acted as a price fl oor and 
thus shielded US producers from market signals. Adjusting these price 
support programs would also affect other commodities.

The Effects of US Cotton Subsidies on Mexican Producers

Mexican producers have also suffered negative effects from US cotton 
subsidies, particularly those provided under the Step 2 program. In 1994, 
after 131 weeks of the systematic application of Step 2, with supports 
ranging between 0.56 and 14.3 cents per pound (AOASS), Mexican 
cotton producers convinced their government to authorize a per-hectare 
payment to carry out post-harvest treatment. This support was kept in 
force until 1996, when the 1993 Hedging Price Program was enhanced. 
By the end of 1999, once the Step 2 program was resumed in the US, 
producers appealed again to Mexican authorities and a new payment 
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per hectare was granted. Two years later, a target price was established, 
as part of the Program of Direct Payments to the Producer through 
Marketable Surpluses (Programa de Apoyos Directos al Productor para 
Excedentes Comercializables). Through this program, cotton producers 
receive the difference between the market price and the minimum price 
of 64 cents per pound. Due to input cost increases, the minimum price 
was elevated to 67.75 cents per pound in September 2004.

In other words, the Mexican cotton policy has been similar to corn policy: 
domestic farmers have been partially compensated in order to shield 
them from domestic support north of the border. In this case, however, 
fi scal resources have not been suffi cient to halt the decline of Mexican 
cotton production.

Orange Juice: The Effects of (Lack of) Market Access on Trade 
and Investment

The US is one of the most open economies in the world. Agriculture, 
however, remains an exception. For sensitive agrifood products 
– including tobacco, sugar, ethanol, orange juice, and dairy, among 
others – the US applies a system of prohibitive tariffs, tariff rate quotas, 
special safeguards, and subsidies. Table 8.4 illustrates the persistent 
protectionism of developed countries in agriculture. While the tariff 

Table 8.4: Comparative tariff structure: Mercosur-Brazil, EU-15 and U.S.    

Note: All minimum tariffs are zero.
Sources: Brazilian Ministry of Industry, Development and Foreign Trade; 
US International Trade Commission.
Elaboration: ICONE.

Agricultural Goods Industrial Goods 
Tariff Profile  
(HS - 8 digits) Mercosur EU-15 US Mercosur-

Brazil 
EU-15 US 

Mean  10.2% 22.8% 11.8% 10.8% 4.2% 3.4% 

Median 10.0% 12.0% 3.5% 14.0% 2.9% 2.2% 

Standard 
deviation 

6.0% 54.1% 34.2% 6.8% 4.2% 4.8% 

Maximum 55.0% 1381.0% 439.9% 35.0% 26.0% 48% 

Number of 
tariff lines (A) 

959 2,200 1,772 8,771 8,345 11,180 

Number tariff 
lines > 30% (B) 

0 486 137 54 0 33 

% (B/A) 0.4% 22.1% 7.7% 0.6% 0.0% 0.3% 
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structure is symmetric among Mercosur countries, with a lower standard 
deviation, the US and the EU tariff structures are characterized by 
asymmetric distributions, with tariff peaks and high tariff dispersion. 
Additionally, Mercosur countries mainly use ad valorem tariffs, in 
contrast to the US reliance on other forms of protection against imports, 
including specifi c tariffs, tariff rate quotas and nontariff barriers such 
as sanitary and phytosanitary (SPS) restrictions. It is worth mentioning 
that both countries operate with average tariff rates below the world 
agriculture tariff rate, which averages 62 percent (Gibson et al.).

Consequently, the US tends to be more open to international trade while 
heavily protecting selected industries against foreign competition. The 
US strategy of protecting sensitive products impacts directly the main 
export products of the Brazilian agrifood system (Jank et al.). Among 
these products is frozen concentrated orange juice (FCOJ), which receives 
protection against imports from several countries, but particularly from 
the competitive Brazilian FCOJ industry. To protect Florida citrus and 
orange juice production, imports from outside NAFTA have to pay a 
specifi c tariff of $0.297 per Single Strength Equivalent (SSE)5 gallon for 
FCOJ and $0.175 per SSE gallon for not-from-concentrate (NFC) orange 
juice. As tariff rates for FCOJ are a fi xed amount for a given volume, 
the effective protection increases when the price of the FCOJ falls and 
decreases when it becomes more expensive. For the average price of 
2002, the specifi c tariff rates for FCOJ and NFC were equivalent to ad 
valorem tariff rates of 56.7 and 13.7 percent, respectively.

Table 8.5 presents the import tariff rate for FCOJ in the US for different 
countries in the last 15 years and scheduled until 2007. Two relevant 
conclusions may be drawn from the data. First, the protection of Florida’s 
industry is not equitable, inasmuch as Mexico and Caribbean countries 
receive more favorable treatment as trading partners. Second, the tariff 
has been declining but there is no further prospect of lower trade barriers 
for Brazil in the years ahead.

Tariff rate changes of the last 15 years had an important impact on US 
imports of FCOJ (Table 8.6). The main effect was a signifi cant decrease 
in US imports since the early 1990s. The second effect was a decrease 
in Brazil’s share and a concomitant increase in imports from Caribbean 
countries, which face zero tariffs. The expected fall in tariffs on imports 
from Mexico after 2007 will probably have an additional negative effect 
on imports from Brazil.

These changes in trading rules between Brazil and the US not only 
affected trade flows, but created new investment opportunities, 
particularly towards the redesign of the citrus chain, with remarkable 
5 Single Strength Equivalent corresponds to a gallon at 11.8o Brix.
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consequences on foreign direct investment (Azevedo, Chaddad and 
Farina). In the 1990s, the four leading fi rms in the Brazilian orange 
juice industry – Cutrale, Citrosuco, Cargill, and Dreyfus – started 
operations in Florida by acquiring existing plants formerly operated 
by US companies. The explicit motivation for this strategic movement 
was the increasing diffi culties that these fi rms faced in accessing 
the US market, which is the world’s largest in terms of orange juice 
volume. Since the late 1980s, Brazilian FCOJ exports to the US have 
been declining in both absolute and relative terms. In the 1990s the 
US became increasingly self-suffi cient as orange production became 
less vulnerable to freezes, the result of the relocation of orange groves 
to southern Florida. Consequently, Brazilian FCOJ exports to the US 
fell from roughly one-half of total Brazilian exports in the 1980s to less 
than 20 percent in the late 1990s.

The acquisition of US plants by Brazil-based processors is part of their 
growth strategy in response to the self-suffi ciency of US domestic 
production. However, this movement caused a rearrangement of the 

Table 8.5: Tariff rate quota schedule for FCOJ imports in the US 
(US$/SEE gallon).  

Notes: a Tariff applied to first 40 million single strength equivalent (SSE) 
gallons of FCOJ imports from Mexico.
b Tariff applied to imports from Mexico exceeding 40 million SSE gallons 
of FCOJ up to 70 million SSE gallons from 1994 through 2002, and up to 
90 million SSE gallons from 2003 through 2008.
c Tariff applied to imports from Mexico exceeding 70 million SSE gallons in 
1994-2002 and 90 million SSE gallons in 2003-2008.
Source: US Department of Agriculture, Economic Research Service 
(USDA-ERS).

Mexico  
Year In-

Quotaa 
Over-

Quotab Snapbackc 
Canada Caribbean Brazil 

1989 n/a n/a n/a 0.3143 free 0.3502 
1991 n/a n/a n/a 0.2423 free 0.3502 
1993 n/a n/a n/a 0.1742 free 0.3502 
1995 0.1751 0.3327 0.3415 0.1022 free 0.3415 
1997 0.1751 0.3152 0.3237 0.0341 free 0.3237 
1999 0.1751 0.2977 0.3059 free free 0.3059 
2001 0.1751 0.2977 0.2972 free free 0.2972 
2003 0.1751 0.2977 0.2972 free free 0.2972 
2005 0.1751 0.1786 0.2972 free free 0.2972 
2007 0.0595 0.0595 0.2972 free free 0.2972 
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US orange juice production chain and was benefi cial to the beverage 
companies that were former owners of the acquired plants.

In the early 1990s, the major US orange juice processors were large and 
diversifi ed beverage companies, including Coca-Cola (Minute Maid) and 
PepsiCo (Tropicana). Their main business is ready-to-drink beverages 
that require specifi c capabilities in marketing and branding. Through 
diversifi cation, these beverage companies are able to explore economies 
of scope in an extensive line of products. In the juice business, they need 
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a reliable source of orange juice both in terms of regularity of supply 
and quality, in order to keep up with their branding efforts. Until the 
early 1990s, transaction costs explain why Coca-Cola and Pepsi operated 
their own citrus processing plants, which were dedicated assets to the 
beverage industry. In addition to the vertically integrated beverage 
companies, smaller independent citrus processors sold orange juice to 
beverage companies or retail chains by means of supply contracts.

Until 1990, the largest beverage companies, such as Minute Maid 
and Tropicana, operated in the beverage industry, citrus processing 
and, in some cases, orange groves. At the start of the 1990s there was 
a transformation in the US orange juice industry. The family-owned 
Brazilian company Cutrale acquired Minute Maid’s plants. Subsequently, 
Citrosuco bought the citrus processing plant of Alcoma, a citrus grower 
that used to be vertically integrated in processing. Then Cargill – whose 
citrus department was based in Brazil – also entered the Florida market, 
acquiring the Procter and Gamble plant. Dreyfus followed and bought 
the processing plant of Winter Garden (Fernandes).

The potential to leverage competencies in orange juice processing 
and marketing in the US market partially explains the acquisitions 
of Brazilian companies in Florida. In addition, this capability could 
not be fully explored with plants located in Brazil, as trade barriers 
protect Florida production. What is remarkable in the orange juice case, 
however, is that Brazilian companies and the US beverage industry are 
not in essence competitors. Instead of competing, Cutrale and Minute 
Maid developed a strategic alliance, which was the basis for the vertical 
disintegration in the US orange juice chain in the 1990s. Counting 
on a reliable and effi cient orange juice supply, beverage companies 
shifted their focus to their core business in order to fully explore their 
competencies in marketing and the economies of scope in their beverage 
product line. Consequently, the acquisition of US citrus processing plants 
by Brazilian companies is part of the orange juice chain restructuring, 
which led to a more effi cient form of organization.

The orange juice case provides an interesting example of the interaction 
between trade, FDI, and strategic alliances among US and Brazilian 
companies. In particular, the high and selective trade barriers for 
Brazil’s FCOJ in the US have negative effects on Brazilian producers, 
who cannot benefi t from their comparative advantages, but does not 
necessarily harm Brazilian processors. Without such trade barriers, 
Brazilian processors would probably reduce orange juice production 
in Florida and substitute for imports originating from their Brazilian 
operations.
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SUMMARY AND CONCLUSIONS

There is a new economic geography in the world, led by developing 
countries that have undertaken structural reforms and corrected 
macroeconomic fundamentals. This new economic geography is refl ected 
in a myriad of new trade agreements and in a new, dynamic geometry 
of actors and interests at the Doha Round of multilateral negotiations 
at the WTO, with emphasis on the G-20 group of developing countries 
led by Brazil and India. Unlike traditional coalitions formed by a 
homogenous group of countries with similar interests, the G-20 is a 
heterogeneous, pragmatic, and agile coalition, fi ghting mostly for the 
reduction of agricultural protectionism practiced by developed countries. 
In addition to the G-20, other coalitions have emerged such as the G-90 
and the G-33. These coalitions now join other established interest groups 
– the US, the EU, the Cairns group and the G-10 – in the chessboard of 
multilateral trade negotiations. The main implication for multilateral 
trade negotiations at the WTO is that the old North-South paradigm 
is no longer valid.

Brazil’s Perspectives

As far as Brazil is concerned, the creation of the G-20 can be considered 
the most positive achievement of President Lula’s trade policy since 
the successful sugar and cotton disputes brought by Brazil to the WTO 
by the previous administration. While the cotton case has signifi cant 
implications for domestic support, and especially US farm policy, the 
sugar case (WTO 2005) reinforces the trend towards the elimination of 
all forms of export subsidies.

The experience of the G-20 shows that with focus and coordination it is 
possible to obtain positive results, though it is still too early to celebrate. 
That being said, the success of the Doha Round rests on three factors. 
First, the US must implement the WTO dispute settlement body’s 
decision on the cotton case and further cut its agricultural subsidies 
much beyond cotton. The position of Brazil and other agrifood free 
traders is that the Doha Round cannot produce results that are inferior 
to what has been achieved in the cotton decision.

Second, the negotiations depend on the capacity of countries with 
offensive positions in market access – the US and Brazil included – to 
convince the EU, Switzerland, Norway, Japan, Korea, as well as key 
G-20 members (especially China and India) to open their agricultural 
markets, of course respecting some special and differential treatment 
for less developed countries. The truth is that everyone is somehow 
responsible for market access failures, and if the G-20 becomes an 
obstructionist force, all the liberalizing ambitions of Doha can go to 
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waste. It is up to Brazil, for example, to accept a comprehensive opening 
of its own domestic markets, as long as there is compatible reciprocity 
from all major players. It is important to remember that the large 
food markets of the future are in Asia, and therefore, Brazil cannot be 
complacent with respect to the protectionist positions of its G-20 partners 
in agricultural market access.

Third, Brazil must advance the internal debate regarding industrial 
goods and services access. This is an area where Brazil lacks the 
necessary diligence to identify its offensive and defensive interests for 
the long term. Reciprocal market opening agreements in these two areas 
have a tendency to bring positive net results to society, as well as leading 
to correct public policies, and building stronger institutions. Less effi cient 
sectors may be losers in the process, but the WTO is the best forum to 
seek fl exibility in the modalities, timing, and degree of opening.

Finally, it is worth noting the negotiating efforts for sector agreements 
aimed at accelerated tariff reduction in nonagricultural goods. In 
principle, sector agreements are as undesirable as preferential trade 
agreements. While the latter discriminate against the most effi cient 
suppliers that are left out, sector agreements discriminate against the 
most sensitive products, as the opening of these sectors ends up being 
delayed. Yet, reality is always far from ideal and there are good chances 
for sector initiatives to come to fruition for industrial goods. If that 
happens, Brazil should demand parallel initiatives for the agricultural 
sector. The US took the lead and proposed agreements for beef, oilseeds, 
and fruits and vegetables, which represent about 60 percent of Brazil’s 
agricultural exports. Brazil should study the issue in depth, even if this 
is a third best solution with little chance of success, but which could 
bring investment and trade in areas which are of great interest.

In sum, the US and Brazil have common interests in agriculture. Both 
countries are big winners from agrifood trade liberalization, both at the 
WTO and the FTAA, and thus hold offensive positions in market access. 
In addition, both countries have been victims of increasing sanitary 
restrictions from China, Russia, and other important import markets. 
Unlike the EU, however, the US does not recognize the regionalization 
principle which allows for the consideration of parts of a country as 
disease-free zones. For countries with a territorial extension, such as 
Brazil and Argentina, the requirement of disease eradication in the 
whole territory makes fresh bovine meat exports to the US infeasible. 
The non-recognition of the regionalization principle affects not only 
Mercosur countries but the US itself. For example, the crisis caused by 
a case of mad cow disease in Washington State negatively affected US 
beef exports as a whole.
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Despite these common interests, important divergences remain. Chief 
among these is domestic support of agricultural production in the 
US, as evidenced in the cotton case. In the case of agricultural export 
subsidies, the US is more open to negotiation, given that the country’s 
utilization of this mechanism is quite rare. In addition, US protection of 
sensitive products harms important agrifood sectors in Brazil, as shown 
in the orange juice case. If offers for highly sensitive products appear 
to be impossible, then broad access for comparable products could be 
granted (e.g., ethanol instead of sugar or different meats instead of 
orange juice).

Mexico’s Perspectives

Mexico is an extreme case among Latin American countries due to its 
geographical proximity to the US, a 2,000 kilometer shared border, the 
specifi c conditions under which NAFTA was signed, and the intricate 
web of bilateral trade agreements involving Mexico. This situation, 
however, does not make the Mexican case less illustrative, because it 
suggests some of the potential effects that an accelerated process of 
economic integration would have on other Latin American countries. The 
manner and timing in which integration takes place at the hemispheric 
level will no doubt be fundamental in achieving the results that all 
parties desire.

Over 20 years ago, Mexico questioned whether it should participate 
in the process then known as internationalization. As time went by, it 
became clear that protectionism was no longer an option in the context 
of the economic crisis that plagued the country in the mid-1980s. As a 
result of this crisis, Mexican authorities embraced trade liberalization 
as a mechanism to dampen infl ationary pressure and to expose highly 
protected and often ineffi cient industries to international competition.
In the early 1990s, under a relatively stable economic situation, 
globalization was considered an alternative for economic development. 
There was a clear purpose to foster economic growth based mostly on 
an increase of Mexican exports to the US and Canada, as well as on 
increased capital fl ows from these countries. Between 1995 and 2000, 
Mexican exports expanded at an average annual rate of 16 percent, 
compared to three percent in Brazil. Export trends reversed during 
the period 2000-2003 with growth rates of -0.4 percent in Mexico and 
ten percent in Brazil (WTO Secretariat). Mexico, however, remains the 
largest trader among Latin American countries, tripling Brazil’s trade. 
As the destination for 90 percent of Mexico’s total exports, the NAFTA 
partners have played a key role in Mexico’s export performance. In 
addition to exports, foreign direct investment has been an important 
source of foreign currency for Mexico over the last ten years – $142.3 
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billion between 1994 and 2004, although annual infl ows have been 
declining since 2001.

The International Monetary Fund (IMF) recently suggested that the 
export-oriented strategy of development focused on NAFTA might be 
exhausted, recommending that structural reforms and development of 
infrastructure are needed to maintain the benefi ts of such a strategy 
(Singh et al.). Between 1990 and 2000, public infrastructure spending 
in Mexico actually diminished by 2.1 percentage points of GDP, to the 
detriment of competitiveness, longer-term growth, and popular support 
for reforms. Defi ciencies in transportation systems and fi nancial services 
seriously affect the competitiveness of domestic farmers in such a 
way that domestic crops are usually more expensive than imports. 
This provides the rationale for many of Mexico’s marketing support 
programs.

Perhaps not surprisingly, economic integration is perceived adversely 
by most Mexican farmers, a view that is fostered by worrisome economic 
indicators such as the increasing agricultural trade defi cit, which 
reached an all-time record of $3.8 billion in 2004. The NAFTA partners, 
which absorb 87 percent of Mexico’s total exports and provide 79 percent 
of its imports, account for about 56 percent of that defi cit. Additionally, 
only 0.22 percent of total FDI was allocated to agriculture between 1994 
and 2004, while the food, beverage, and tobacco industries attracted 
8.9 percent. Almost 60 percent of that amount was invested in retail 
businesses and supermarket chains, whereas 35 percent was captured 
by the food and beverage industries.

Family remittances, although welcomed by recipients and the Mexican 
government, help foster perceptions of a negative performance of the 
agricultural sector. Remittances from migrants, which constitute 
Mexico’s second largest source of foreign currency, reached $15 billion 
in 2004. Remittances are a common phenomenon across Latin America, 
where rural populations continue to grow and the importance of 
agriculture as an income source is expected to decrease. 

The setting-up of possible scenarios for the year 2008 will surely be a 
recurrent subject during the next two years in Mexico. Several elements 
will be present at the discussion table: the social mobilization that 
originated prior to the application of the abatement phase of NAFTA in 
January 2003, the upcoming completion of PROCAMPO’s operational 
authority in 2008, the review of the strategy aimed at stabilizing farm 
income, the restrictions on corn imports, and surely the precedents 
established by Brazil with its WTO trade dispute successes. Although no 
consensus exists on the ideal policy set, it is clear that political stability 
constitutes a premise for rural development. In doing so, the Mexican 
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government would have to respond to the needs of those excluded from 
the economic benefi ts of the integration process, including the indigenous 
population and low-income farmers.

It is worth mentioning that NAFTA was signed in November 1993, some 
months before the conclusion of the Uruguay Round negotiations. In 
addition to missing the opportunity to include the agreements reached 
in the WTO, Mexico accepted more liberal conditions, which now have 
priority over WTO statements (NAFTA, Art. 103). In particular, NAFTA 
does not prevent the parties from using domestic support measures, 
including “those that may be subject to reduction commitments, at the 
Party’s discretion, subject to its rights and obligations under the GATT.” 
NAFTA only recommends that its member-countries apply measures 
that “have minimal or no trade distorting or production effects; or are 
exempt from any applicable domestic support reduction commitments 
that may be negotiated under the GATT” (NAFTA, Art. 704). However, 
it is expected that the successes achieved by Brazil at the WTO offer 
Mexico some room to fi ll in several blanks in the NAFTA normative 
framework regarding domestic support and market access issues. 

In addition to benefi ting from the WTO cotton ruling, Mexico’s main 
issue is to fi ght against US domestic support policy for corn production. 
In doing so, Mexico has to face not only US concerns, but also internal 
resistance from consumers who would have to pay higher prices for basic 
foods, and from farmers and agents who benefi t from subsidies. Beyond 
fi nding a point of equilibrium among divergent positions, it should be 
understood that solving the sugar market access struggle with the US 
is a sine qua non condition to achieve a real solution to the corn case, 
due to the interrelation between both commodities arising from high 
fructose corn syrup, which is a substitute for sugar on the one hand and 
stimulates corn demand on the other. 

In this negotiation process, Mexico would be better off within the G-20 
framework. With the support of Mexico, as one of the top importers of 
US commodities, Brazil would benefi t from a joint effort to force the 
US and major developed countries to modify their agricultural policies. 
It is too early to know how respondent countries will comply with the 
WTO rulings on the sugar and cotton cases. It is also true that Mexico 
will face US pressure if it insists in raising controversial cases in the 
WTO arena. However, the Mexican government is under strong internal 
pressure that will increase over time until it takes action to build a 
comprehensive policy.

In conclusion, the type of integration process pursued in Mexico and in 
the Americas will depend on the vision and will of the countries involved 
in this process towards defi ning objectives and goals, approving legal 
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and normative frameworks, selecting operational instruments, and 
building the necessary institutions to guarantee the functional operation 
of any secured agreement. In this openness process, obligations should 
rely on development goals instead of relying on preset time schedules. 
According to Harvey, institutions must ensure that trade and economic 
integration are oriented to reduce disparities between countries, regions, 
sectors, and groups, leading to or associated with more social inclusion 
and opportunities for self-expression and determination, and hence, 
social (as well as political) progression. As long as regional integration 
is not conceived from this perspective, commercial liberalization among 
countries with profound differences – such as those in Latin America 
– will be another factor contributing to polarization within the region. In 
this way, the processes threatening social welfare and the environment 
are accelerated, leading to both migration and uprooting of the rural 
population (Barkin).
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NAFTA’s Underdeveloped 
Institutions: 
Did They Contribute 
to the BSE Crisis?

William A. Kerr1

INTRODUCTION

To receive offi cial sanction from the World Trade Organization (WTO), 
regional trade agreements such as the North American Free Trade 
Agreement (NAFTA) are expected to lead to the removal of substantially 
all formal trade barriers. In NAFTA, this has meant the removal of 
tariffs, import quotas, and tariff rate quotas from all but a few sensitive 
agricultural products.2 The removal of formal barriers to trade, however, 
means that regulatory differences that have developed in isolation, in 
individual countries, behind the formal barriers can become inhibitors 
of international transactions and trade. These unintentional barriers to 
trade can become sources of friction among members of regional trade 
agreements and, in some cases, lead to full blown international crises 
between trading partners that normally have good trade relations. 
Lowering formal trade barriers often leads to predictable consequences 
pertaining to regulatory disharmony that should be anticipated and 
dealt with by trade negotiators.

DID THE NAFTA NEGOTIATORS ANTICIPATE THE RISKS 
ASSOCIATED WITH INCOMPLETE INSTITUTIONS?

The negotiators of the NAFTA, and the Canada-US Trade Agreement 
(CUSTA) that preceded it, did anticipate the need for institutional 
arrangements to address regulatory disharmony. Negotiators hoped 
these arrangements would mitigate the trade diffi culties associated 
1 The assistance of Laura J. Loppacher of the Estey Centre for Law and Economics in 
International Trade, Saskatoon, Canada is gratefully acknowledged. 
2 In agriculture, for example the US retains formal barriers to sugar and dairy imports 
while Canada maintains them for dairy and poultry imports. 
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with independent regulatory development prior to the signing of the 
agreement and reduce the incidence of regulatory divergence in the 
future. Written into the NAFTA treaty under Article 906: Compatibility 
and Equivalence was: 

1. Recognizing the crucial role of standards-related 
measures in achieving legitimate objectives, the 
Parties shall, in accordance with this Chapter, work 
jointly to enhance the level of safety and of protection 
of human, animal and plant life and health, the 
environment and consumers. 

2.  Without reducing the level of safety or of protection 
of human, animal or plant life or health, the 
environment or consumers, without prejudice to the 
rights of any Party under this Chapter, and taking 
into account international standardization activities, 
the Parties shall, to the greatest extent practicable, 
make compatible their respective standards-related 
measures, so as to facilitate trade in a good or service 
between the Parties. 

3.  Further to Articles 902 and 905, a Party shall, on 
request of another Party, seek, through appropriate 
measures, to promote the compatibility of a specifi c 
standard or conformity assessment procedure that 
is maintained in its territory with the standards or 
conformity assessment procedures maintained in the 
territory of the other Party (emphasis added).

Further, under Article 913: Committee on Standards-Related Measures, 
to both assist in harmonizing existing regulations and to foster regulatory 
harmonization subsequent to the NAFTA coming into force:

1. The Parties hereby establish a Committee 
on Standards-Related Measures, comprising 
representatives of each Party. …

5. Further to paragraph 4, the Committee shall 
establish: 

(a) the following subcommittees 
 (i) Land Transportation Standards Subcommittee, 

in accordance with Annex 913.5.a-1, 
 (ii) Telecommunications Standards Subcommittee, 

in accordance with Annex 913.5.a-2, 
 (iii) Automotive Standards Council, in accordance 

with Annex 913.5.a-3, and 
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 (iv) Subcommittee on Labeling of Textile and Apparel 
Goods, in accordance with Annex 913.5.a-4; …

In agriculture, a Committee on Agricultural Trade (Article 706) was 
established that was, among other things, to put in place a Working 
Group on Agricultural Grading and Marketing Standards. Under Article 
722 a Committee on Sanitary and Phytosanitary Measures was also 
mandated, as well as the following working groups: 1) Animal Health; 
2) Dairy, Fruits, Vegetables, and Processed Foods; 3) Fish and Fisheries 
Product Inspection; 4) Food Additives and Contaminants; 5) Labelling, 
Packaging, and Standards; 6) Meat, Poultry, and Egg Inspection; 7) 
Technical Working Group on Pesticides; 8) Plant Health, Seeds, and 
Fertilizers; and 9) Veterinary Drugs and Feeds Working Group.

To promote cooperation in developing new regulations, or altering 
existing regulations, under Article 909: Notifi cation, Publication, and 
Provision of Information: 

1. Further to Articles 1802 (Publication) and 1803 
(Notifi cation and Provision of Information), each 
Party proposing to adopt or modify a technical 
regulation shall: 

(a) at least 60 days prior to the adoption or modifi cation 
of the measure, other than a law, publish a notice and 
notify in writing the other Parties of the proposed 
measure in such a manner as to enable interested 
persons to become acquainted with the proposed 
measure, except that in the case of any such measure 
relating to perishable goods, each Party shall, to 
the greatest extent practicable, publish the notice 
and provide the notifi cation at least 30 days prior to 
the adoption or modifi cation of the measure, but no 
later than when notifi cation is provided to domestic 
producers; 

(b) identify in the notice and notifi cation the good or 
service to which the measure would apply, and shall 
provide a brief description of the objective of, and 
reasons for the measure; …

(d) without discrimination, allow other Parties and 
interested persons to make comments in writing 
and shall, on request, discuss the comments and 
take the comments and the results of the discussions 
into account. 

2. Each Party proposing to adopt or modify a standard 
or any conformity assessment procedure not 
otherwise considered to be a technical regulation 
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shall, where an international standard relevant to 
the proposed measure does not exist or such measure 
is not substantially the same as an international 
standard, and where the measure may have a 
signifi cant effect on the trade of the other Parties: 

(a) at an early appropriate stage, publish a notice 
and provide a notifi cation of the type required in 
paragraph 1(a) and (b) ; and 

(b) observe paragraph 1(c) and (d).

Thus, it is clear that those negotiating the NAFTA were aware of the 
potential for regulatory self-interests among the member countries to 
be disruptive to international trade and took considerable and detailed 
care to ensure that institutional arrangements were put in place to 
eliminate or reduce the potential for trade disrupting events.

HAVE THE NAFTA HARMONIZATION INSTITUTIONS WORKED 
AS INTENDED?

While institutions can be put in place with the best of foresight, they may 
fail to operate as intended. The Technical Working Group on Pesticides 
appears to have worked fairly well (Freshwater, Green et al.) but it 
appears to be the exception rather than the rule. While defi ciencies in 
the NAFTA institutions pertaining to regulatory harmonization have 
not been in the forefront of the debates surrounding NAFTA’s effi cacy, 
the issue has been raised since the NAFTA came into force. The trade 
inhibiting effect of the absence of a harmonized beef grading system in 
North America was well understood prior to both the CUSTA and NAFTA 
(Gillis et al., Kerr 1992). The Working Group on Agricultural Grading 
and Marketing Standards was the appropriate NAFTA institution that 
should have assisted in removing this impediment. Hayes and Kerr 
found, however, that the Working Group had little to do with attempts 
to harmonize grading and that the issue remained politicized and subject 
to protectionist interests. As of 2005, there is no mutual recognition of 
beef grading among the NAFTA countries. Further, Hayes and Kerr 
found that there was little indication that NAFTA partners informed or 
consulted with each other when new domestic regulations with potential 
trade effects were being developed. With the exception of the Technical 
Working Group on Pesticides, the NAFTA committees are forums to 
talk and talk without any mechanism to bring closure to an issue. On a 
more mundane level, the Committees have lead to some cooperation on 
day-to-day issues and, further, they appear to be taking on a new role in 
assisting with the management of trade crises (Green et al.), something 
that was not envisioned at the time of negotiation.
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LESSONS FROM THE BSE CRISIS

The failure to make progress in the harmonization of regulations, 
however, was never at the heart of a trade policy crisis until the 
discovery of a cow with bovine spongiform encephalopathy (BSE) in 
Alberta, Canada on 20 May 2003. Despite more than a decade having 
passed since the coming into force of the CUSTA, the Animal Health 
Working Group had not dealt with the obvious threat of a long-term 
border closure. Given the rising degree of market integration in the 
North American beef industry, the threat was obvious (Loppacher and 
Kerr). While closing of the border in the immediate wake of an incident 
– so that the measures being taken by the country declaring a case can 
be assessed – is well accepted in international agreements, the rules for 
the reopening of a border have not been developed internationally nor 
within the NAFTA (Kerr 2004). As a result, they are open to both political 
precaution3 and capture or manipulation by protectionist interests. It is 
an institutional failure when a signifi cant problem can be anticipated, 
an institution exists to deal with it, and nothing is done.

Even if the vulnerability of the increasingly integrated North American 
beef and cattle market to a border closure, based on differing sanitary 
and phytosanitary regulations and procedures was not well understood 
by members of the beef industry, the example of the British beef 
industry’s experience with international markets in the wake of its 
BSE crisis should have been readily apparent. Borders were closed to 
British beef and live cattle and remained closed for several years. Even 
within the European Union (EU), where there are strong institutional 
structures to prevent border closures within the single market, national 
governments of member states of the EU were quick to snatch back their 
sovereignty and close their markets to British beef and cattle in spite 
of European Commission admonitions that keeping borders closed was 
in contravention of EU law. After long legal proceedings that ended up 
in the European Court, Germany and France fi nally allowed British 
product to move into their markets in 2000 and 2002, respectively. 
Ironically, Canadian and US markets still remain closed to British 
livestock, as well as meat and meat products. While Britain was not a 
large exporter of beef to North America due to lack of competitiveness, 
3 See Kerr (2004) for a discussion of political precaution. Political precaution has become 
more prominent in trade policy with the increase in consumer awareness (but not neces-
sarily informedness) regarding food safety problems and rising angst among some con-
sumers regarding the risks they perceive they face. For politicians and policy-makers, 
one of the worst possible events would be a breakdown in the food safety system where 
death or widespread health impairment was the result. Thus, if there is a food safety 
event, decision-makers may feel the need to be seen to be dealing forcefully with the 
problem – such as the Japanese decision to test every cow in the wake of domestic BSE 
cases being discovered regardless of its effi cacy as an animal health measure – or at least 
taking no action that might have health repercussions in the future – such as opening a 
closed border. Thus, political precaution can be either proactive or passive.
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there was trade in breeding animals prior to Britain’s problems with 
BSE. The North American beef industry ignored this lesson. There 
seemed to be a prevailing attitude that it could not happen here 
because regulations had been changed to protect feed supplies from 
contamination with risky material. Given that the scientifi c evidence 
tying outbreaks of BSE to contaminated feed is far from conclusive, 
that BSE can occur spontaneously, and that countries such as Japan 
had discovered BSE cases subsequent to the implementation of a feed 
ban, the North American industry’s complacency was extremely naive 
at best. Alternatively, it may have represented a deliberate denial, 
much like an ostrich with its head buried in the sand, of a problem that 
needed attention. While the NAFTA’s Animal Health Working Group 
may not itself have had the “border opening” issue on its agenda,4 there 
is every reason to believe that a concerted effort by the beef industries 
in all three countries could have put it on the Group’s agenda and had 
a common set of rules drawn up and approved. The industry failed to 
avail themselves of the existing institutional structure in the NAFTA, 
suggesting that these institutions are fl awed either because they are 
considered irrelevant by the trade interests they were put in place to 
serve or have such a low profi le that they were not known by those who 
could benefi t from their existence.

The results of this failure to deal with the border opening question 
ex ante to the discovery of BSE in North America led to an entirely 
predictable result. When a BSE infected cow was discovered, the NAFTA 
borders closed and remained closed for a considerable period. While 
the borders have slowly reopened to some beef products, the borders 
remains closed to other beef products and live animals two years later 
– at the time of writing in May 2005. The economic effects of the border 
closure have been well chronicled elsewhere (LeRoy et al., Gervais and 
Schroeder, Sparling and Caswell) and have cost billions of dollars. While 
the Canadian industry has suffered the most from the discovery of BSE 
in North America, the industries in all three countries have suffered 
disruptions and economic costs. In the US, consumers have faced higher 
prices and some packing plants’ operations have been considerably 
disrupted due to the absence of Canadian cattle. The costs imposed 
by the closure of the Japanese market to US beef has been partially 
mitigated by the absence of Canadian cattle in the US market to satisfy 
domestic demand so that US cattle producers have been, to some extent, 
4 One of the problems from a research point of view is that it is diffi cult to fi nd out ex-
actly what is on the agendas of the various NAFTA Committees and Working Groups. 
Neither the NAFTA Secretariat nor the individual federal governments have web pages 
that provide information on the work of the Committees or Working Groups. To fi nd out 
what is going on, it is this researcher’s experience that one has to fi nd the person in the 
government who is sitting on the Committee/Working Group and have him/her agree to 
share his/her meeting notes. While this is in keeping with the minimalist role envisioned 
for the NAFTA bureaucracy, it leads to far less transparency in the NAFTA’s operation 
than, for example, the WTO which has excellent transparency.
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cushioned from the market disruptions precipitated by the discovery 
of BSE. The institutional failure, however, means that the industries 
in all three countries are vulnerable to future human or animal health 
problems and they now understand the real risks that should inform 
their short-run operational decisions – How many heifers do I retain in 
the breeding herd? At what price can I afford to refi ll my feedlot? How 
many animals do I purchase for slaughter? – and long-run investment 
strategies. The actual risks have not changed with the BSE crisis. 
The event only served to fully expose them. Of course, new risks are 
inherently diffi cult to manage as normal risk management institutions 
such as futures markets do not exist. The NAFTA partners may have to 
consider the development of institutions to deal with catastrophic events 
such as the BSE crisis. When developing its future strategy, the beef 
industry has a choice, fi x the institutional failure within the NAFTA to 
reduce the risk that they now understand or adjust their business and 
industry practices to accurately refl ect that risk. The latter will lead to 
more conservative approaches to North American market integration 
and a reduction in the potential benefi ts that the NAFTA provides. 
The former is likely much more diffi cult than it would have been prior 
to the BSE event, if for no other reason than protectionists now also 
fully understand the benefi ts available from the institutional failure 
and politicians and policy-makers will be hesitant regarding change for 
reasons of political precaution.

The reduction of traditional barriers to trade such as tariffs and import 
quotas requires the corequisite of well-functioning institutions to 
facilitate the reduction in nontariff barriers to trade that arise from 
regulatory differences. This does not appear to have happened in the 
NAFTA. The traditional barriers are largely gone, but the regulatory 
environment within the North American market is uncoordinated, 
exhibits considerable disharmony, and is open to exploitation by 
protectionist infl uences. This NAFTA trade environment exposes fi rms 
who wish to engage in international commercial activities to considerable 
risks.5 

TRADE INSTITUTIONS AND RISK IN THE NORTH AMERICAN 
MARKET

While traditional trade barriers such as tariffs and import quotas are 
put in place politically in response to requests for protection from parties 
with vested economic interests – and they certainly act to limit market 
access – they carry with them a considerable degree of predictability. 
They are generally diffi cult to remove6 and tend to remain in place over 
5 In fact, it exposes all participants in their supply chains to those risks.
6 Of course, there are instances where countries have unilaterally removed tariffs but 
these instances tend to be the exception.
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a considerable period. In the era since the General Agreement on Tariffs 
and Trade (GATT) has been in place, tariffs were “bound,”7 meaning they 
could not be raised in the future and likely would not be lowered until 
the conclusion of the next round of GATT tariff negotiations; and then 
only over a prespecifi ed phase-in schedule. As a result, fi rms wishing 
to make investments in international commercial activities could be 
assured of the rules of the game, often for fi fteen years or longer. Thus, 
even with the trade impediment in place, fi rms were operating in a 
relatively secure trading environment. Investments often could be well 
on their way to being completely depreciated by the time there was a 
change in the tariff levels. 

The dismantling of traditional trade barriers in free trade agreements 
such as the NAFTA removes a degree of predictability from the trade 
environment. While it is true that fi rms know that tariffs and other 
formal barriers will not reappear, nontariff barriers tend to come to 
the fore. This is particularly the case when institutions are not put in 
place to remove nontariff barriers or they do not function as intended. 
There is also a certain naivety that seems to accompany the signing of 
free trade agreements – that the protectionist interests that have been 
defeated by the signing of the agreement are actually vanquished. The 
truth is that protectionists never go away; they may be temporarily 
defeated, but they are resourceful and the stakes for them are too high 
for them not to remain active. In the case of BSE being discovered in 
Canada, the US producer group, R-CALF, provides a case in point. R-
CALF’s members perceive considerable economic benefi ts will accrue 
to them if Canadian beef and live animals can be kept out of the US 
market. R-CALF was originally formed to bring contingent protection 
measures (i.e., anti-dumping and countervail actions) against imports 
from Canada and Mexico. When R-CALF failed to win their contingent 
protection cases, they did not disband. They were back again in a few 
years demanding mandatory country of origin labeling (COOL) for beef 
and cattle imports (Kerr 2003). With COOL languishing in legal limbo 
due to a failure to fund its implementation by the US Congress, the 
border closure following the discovery of a Canadian cow with BSE must 
have seemed like a godsend to the members of R-CALF. They have been 
able to exploit a number of procedural and legal avenues to prevent the 
Canada-US border from reopening fi rst to beef and subsequently, live 
cattle. The hopes of Canadian beef cattle producers have been dashed 
a number of times as R-CALF tenaciously pursues its protectionist 
mission. 

Poorly developed institutions to deal with nontariff barriers in NAFTA 
combined with the persistence of protectionist interests means that 
7 Sometimes the rate actually collected by a country, its applied tariff rate, is less than 
the bound rate. In this case, the tariff can be raised to the bound rate at any time creat-
ing a risky trading environment.
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the NAFTA trade environment exhibits considerable risks for fi rms 
attempting to operate within it. These risks relate to the inability to 
predict market access. While technical barriers to trade, including 
sanitary and phytosanitary barriers, are important in agriculture 
(Green et al.), they are by no means the only aspects of the trade policy 
environment that create poor market access predictability. Contingent 
protection policies also lead to temporary restrictions on market access. 
In the era of traditional trade barriers, countervail and antidumping 
actions were seldom-used trade policy measures. Antidumping, while 
formally part of the international trade architecture since the inception 
of the GATT, was until the recent past appropriately relegated to being 
a trade policy anachronism. As formal trade barriers were removed 
both multilaterally at the GATT, and subsequently at the WTO, and 
in regional trade agreements, protectionists sought other means for 
limiting market access. As a result, the number of both antidumping 
and countervailing duty actions has been rising dramatically (Kerr 
and Loppacher 2004). Countervail and antidumping actions can lead 
to reductions in market access for up to fi ve years (and sometimes 
longer), but in many cases their use as a risk-creating tool for short-
run harassment of exporters is worth the effort of launching a case for 
protectionists. This is true even if there is little chance of winning the 
case after a full investigation. It is relatively easy, particularly in the 
US, to have temporary duties imposed while the competent authorities 
undertake a full investigation of the accused fi rm or sector’s activities. 
The mechanism imposes compliance costs on fi rms during investigations, 
preparing a defense is expensive, market access is limited due to the 
temporary duties, and duties must be paid on remaining exports (even 
if they are returned if the exporter wins the case). Further, the accused 
fi rm cannot be sure of the outcome and may face ongoing duties once 
the full investigation is completed. Even if the case is won, there is no 
assurance that a new case will not be launched in relatively short order. 
This is a risky environment within which to attempt to make investment 
decisions pertaining to trade opportunities that have been identifi ed. In 
the case of antidumping, the absence of a sound grounding in economic 
theory (Kerr and Loppacher 2004) further reduces the transparency of 
cases and opens the door for exploitation by protectionist interests.

The threat posed by contingent protection actions was well understood 
by the negotiators of the CUSTA and NAFTA. Canada attempted to 
strengthen the CUSTA, for example, by removing the ability to initiate 
antidumping and countervailing duty actions against fi rms exporting 
from the other party. The negotiators made considerable progress in 
this area but, ultimately, could not reach an agreement to eliminate 
countervail actions. Instead, the CUSTA negotiators included a provision 
for the two parties to reach a mutually acceptable agreement on 
antidumping and countervail within seven years (McLachlan, Apuzzo, 
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and Kerr). This deadline was removed in the NAFTA negotiations (Hayes 
and Kerr). Canada was, however, able to have this form of institutional 
strengthening included in its free trade agreement with Chile, which 
has no dumping provisions.

In the NAFTA, there was still an attempt to provide for institutions 
through cooperation on improving antidumping and countervail laws. 
Under NAFTA Article 1902: Retention of Domestic Antidumping Law 
and Countervailing Duty Law:

2. Each Party reserves the right to change or modify 
its antidumping law or countervailing duty law, 
provided that in the case of an amendment to 
a Party’s antidumping or countervailing duty 
statute: 

(a) such amendment shall apply to goods from another 
Party only if the amending statute specifi es that it 
applies to goods from that Party or from the Parties 
to this Agreement; 

(b) the amending Party notifi es in writing the Parties 
to which the amendment applies of the amending 
statute as far in advance as possible of the date of 
enactment of such statute; 

(c) following notification, the amending Party, on 
request of any Party to which the amendment 
applies, consults with that Party prior to the 
enactment of the amending statute; and 

(d) such amendment, as applicable to that other Party, 
is not inconsistent with 

(i) the General Agreement on Tariffs and Trade 
(GATT), the Agreement on Implementation of 
Article VI of the General Agreement on Tariffs and 
Trade (the Antidumping Code) or the Agreement on 
the Interpretation and Application of Articles VI, 
XVI and XXIII of the General Agreement on Tariffs 
and Trade (the Subsidies Code), or any successor 
agreement to which all the original signatories to 
this Agreement are party, …

These provisions were meant to lead to cooperation in the development 
of new or amended contingent protection measures. It would appear 
that this institutional provision has also been a failure. It did not 
prevent the US from strengthening its countervail and antidumping 
mechanism though the passage of the Byrd Amendment whereby fi rms 
launching an antidumping or countervail action receive not only the 
protection provided by the imposition of duties, but also receive the funds 
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collected through these duties. The Byrd Amendment both increases the 
resources available to protectionists and creates a signifi cant incentive to 
launch additional contingent protection actions, thereby increasing the 
risks associated with engaging in international transactions for those 
exporting to the US. It seems unlikely that Canada or Mexico would 
have agreed easily to the Byrd Amendment if they had been consulted 
as per the provisions of NAFTA Article 1902. The Byrd Amendment 
has subsequently been found to be a violation of WTO commitments 
by a disputes panel, but the US has, as yet, failed to comply with the 
WTO’s ruling.

In the BSE case, the risks introduced into the trade environment by the 
failure to deal with the issue of border opening ex ante to the incident 
in May 2003 pertain to when market access for Canadian cattle exports 
can be expected, and whether that access will be secure in the face of 
any future BSE cases. One of the major costs to the Canadian industry 
arises due to there being insuffi cient domestic slaughter capacity 
(LeRoy, Weerahewa, and Anderson; Sparling and Caswell). If it were 
known with certainty that the border would remain closed to Canadian 
cattle indefi nitely, then suffi cient surety would exist for fi rms to make 
investments in additional slaughter capacity. The possibility of an open 
border in the near future, however, puts any investment in additional 
slaughter capacity at risk. The absence of transparency in the process 
of opening the border affects decisions throughout the Canadian beef 
supply chain; breeding, cattle procurement, plant throughput, and beef 
marketing decisions are all affected by the uncertainty surrounding the 
opening of the border, and the subsequent security of market access 
if an open border is achieved. It is a much riskier environment than 
when protectionism was manifest in tariffs. While Canadian fi rms 
have borne the major brunt of the BSE border closure, fi rms in the US 
and Mexico, as well as Canada, are vulnerable as a result of the failed 
NAFTA institutions.

CONCLUSIONS

Unless the NAFTA partners are willing to work toward strengthening the 
institutions mandated to deal with contingent protection and technical 
barriers to trade, including sanitary and phytosanitary measures 
– and there is no evidence of political resolve to do so – fi rms operating 
within the NAFTA trade architecture are faced with dealing with the 
current level of risk. While this discussion has dealt primarily with the 
issue of market access restrictions pertaining to BSE, there are a wide 
range of products whose trade is at risk to border closures on sanitary 
and phytosanitary grounds (Green et al., Sparling and Caswell). Other 
nontariff barriers such as mandatory country of origin labeling, tariff 
classifi cations and standards for biofuels (Kerr and Loppacher 2005), 
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and labeling of nutraceuticals litter the NAFTA trade environment and 
the threat of contingent protection actions is ever present.

More research is required into the reasons why the opportunity 
provided by the institutional provisions in the NAFTA were not acted 
upon by governments and why their use was not pushed by industries 
with interests in trade liberalization. As a result of this failure to act, 
institutionally the NAFTA is only a partial trade liberalizing mechanism, 
one that facilitated the removal of tariffs and other traditional trade 
barriers but fails to deal effectively with new barriers that were bound 
to arise in their place.

The BSE crisis should be a wake-up call for both industries engaged in 
international commerce within NAFTA and the three governments. The 
NAFTA market, for all its advances in integration, is an unpredictable 
market in which to do international business and decisions need to refl ect 
the real level of risk. While there is a temptation to view the BSE crisis 
as special or a one off case due to the poor understanding of the disease 
and its transmission vectors, the reality is that any sector is vulnerable 
to the failure to harmonize both existing technical standards and the 
development of new standards. The failure of the NAFTA institutions 
to develop as was intended when the NAFTA was negotiated makes 
nontariff barriers fertile ground for protectionists’ activities. 

While policy-makers may be suspicious of the sovereignty implications 
pertaining to regulatory harmonization, particularly in the area of 
human, animal, and plant health and safety, industries that have 
invested heavily in the NAFTA market should have a strong incentive 
to improve the effi cacy of the existing NAFTA institutions. If industries 
in the three countries made a coordinated effort to reduce the risks 
endemic to the North American market through insistence on the 
mandated NAFTA institutions producing results, it is likely that the 
governments would support their initiatives. As long as industry ignores 
the institutions, they can expect trade disruptions in the future.

As a first step, government and industry need to cooperate on 
undertaking realistic risk assessments of the North American market 
– to determine the potential for major trade incidents like the BSE crisis. 
Once such assessments are completed, then the appropriate institutional 
arrangements established in the NAFTA to deal with potential technical 
barriers to trade should be identifi ed. It will then be up to those with a 
lot to lose to ensure that the institutions work in their interests.
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Market and Policy 
Integration in Times 
of Crisis

Ronald D. Knutson and Rene F. Ochoa

INTRODUCTION

For years following the creation of NAFTA, consistent progress was 
made in the direction of increased market integration (Doan et al.). Since 
2002, however, there have been a number of serious setbacks indicating 
that basic NAFTA strategic and procedural issues need to be addressed 
by all three member countries. A primary example of these setbacks 
would be the impact of the 2002 US farm bill, which institutionalized 
unprecedented levels of US agricultural subsidies. This set off a new 
spiral of increased producer support with a dedicated effort from Mexico 
to match US levels of support among some of its staple crop producers. 
Another example of a NAFTA setback is the unrelated series of livestock 
and meat market closures, which might not have happened if proactive, 
decisive, and comprehensive trilateral NAFTA action had been taken 
following the fi rst Canadian case of Bovine Spongiform Encephalopathy 
(BSE) in 1993. When the United States placed a countervailing duty 
on swine imports from Canada for protectionist reasons in 2004, again 
the spirit of NAFTA was violated. While these various anti-free trade 
actions might be attributed to individual spurious events, there are 
two, alternative strategic and procedural explanations that are of great 
concern and require the serious attention of policy-makers:

1. North America may be experiencing a new wave of protectionism 
that could directly inhibit the process of market integration and 
other initiatives leading to freer trade. 

2. Basic fl aws may exist in how NAFTA has been implemented. The 
absence of both a solid commitment to the Agreement, and a formal 
planning and management system make the defi ciencies in North 
American integration even more evident.
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Both of these explanations raise serious questions concerning the 
effectiveness of NAFTA and the requirements needed to achieve 
further market integration. The purpose of this chapter is to present 
some conclusions that can be drawn from the discussions at the Second 
North American Agrifood Market Integration Consortium (NAAMIC) 
workshop, which addressed issues concerning the BSE crisis in 
North American beef/cattle markets and NAFTA agricultural policy 
developments. This will be accomplished by fi rst pointing out a number of 
realities concerning NAFTA and the process of market integration, then 
recommending required actions, and fi nally drawing conclusions.

REALITIES

Despite the recent, divisive issues, evidence clearly indicates that while 
still needing to adjust in many different ways, each of the member 
countries have benefi ted from NAFTA. They have benefi ted in terms of 
markedly increased trade refl ecting the comparative advantage of each 
country. For example, since the inception of NAFTA, US grain exports 
to Mexico have more than doubled to support the expanding livestock 
industry there, while Mexico has dramatically increased exports of 
fruits and vegetables to the US to fulfi ll its increasing demand for fresh 
produce, and fi nally, through the use of green house technology, Canada 
has also taken a share of this demand growth in the US (Zahniser).
 
These benefi ts have been realized despite limited progress in achieving 
harmonization in important areas of regulation and agricultural policies 
that directly impacted trade and trading relations. Indeed, NAFTA’s 
benefi ts would be signifi cantly enhanced and future confl icts avoided if 
the following realities were fully recognized and addressed.

Greater Problem Complexity

Understandably, the initial trade distorting issues dealt with under 
NAFTA were the simplest ones, which generally affected smaller 
segments of the agricultural economies of the member countries, and 
were not perceived to have large, direct impacts on many producers. 
The NAFTA’s treatment of US avocado imports and the harmonization 
of pesticide regulations fall in this category. Even cattle and beef trade 
initially benefi ted from NAFTA until the potential adverse affects of 
BSE on both animal and human health became an issue.
 
Many of the remaining issues for NAFTA agrifood trade deal with 
larger and more complex agricultural subsectors, as well as those where 
substantial structural adjustment is already occurring. This has caused 
increased tension and controversy among producers from the three 
member countries. For example, the hog industry is undergoing major, 
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integrative structural change resulting in negative competitive effects 
being experienced by those producers who have chosen, for one reason 
or another, not to become a part of integrated systems. Often, these 
producers blame changes in trading relationships, globalization, and 
integrating fi rms with multinational dimensions for the price declines 
that in reality result from cyclical market patterns.
 
In the case of agricultural policy, there is a perception that substantial 
structural changes would be the result of policy changes, thus 
automatically putting producers in a defensive position. This is the case 
with sugar, where Mexico is perceived to have a comparative advantage 
in cane sugar production, while the United States has pursued corn 
sweetener (HFCS) production. Opening the US sugar and sweetener 
market to increased sugar imports from Mexico would injure higher 
cost US producers while benefi ting Mexican sugar producers. Likewise, 
substantially reducing US agricultural subsidies on grains or abandoning 
Canadian supply control programs in dairy and poultry production runs 
the risk of greatly reducing producers’ profi ts and asset values.

Understanding these causal relationships and the potential impacts 
of any changes to their current status is crucial to understanding the 
origins of confl ict and how to avoid adopting adverse policies that disrupt 
trade. None of the NAFTA partners is devoting suffi cient resources to 
help higher-cost producers adjust to freer trade which exposes them 
to competitive pressures from lower-cost producers in their NAFTA 
counterparts.
 
Protectionism Threat

It needs to be recognized that the threat of protectionism is constantly 
present. There are always advocates who stand to realize benefi ts from 
increased protectionism. These may be populist politicians or deceitful 
lawyers intent on convincing producers that the costs of trade are 
greater than the benefi ts, or that the long-run benefi ts of trade will 
never be realized. Protectionists and protectionist policies need to be 
directly confronted by the NAFTA stakeholders (including academics 
and policy-makers) for what they are. At the same time, it is crucial that 
programs be adopted to help producers adjust to change when faced with 
the increased competition resulting from freer trade.

Greater Global Competition

The competitive position of the North American agricultural sector 
is increasingly being challenged by other countries. The current focal 
point of US concern is the advantage Brazil has in the production of 
soybeans and pork, and Argentina’s comparative advantage in corn and 
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beef production. Equally important are the longer-run challenges posed 
by Eastern European countries, China, Southeast Asia, and others. 
We believe each North American country faces bigger challenges to its 
global competitiveness from outside, rather than from within NAFTA. 
Therefore, each of the NAFTA countries can benefi t more by working 
together to improve external competitive relationships rather than 
bickering over the internal challenges.

Fighting NAFTA Myths

Those adversely affected by freer trade inevitably look for a mythical 
scapegoat to blame for their situation. These myths are ever present 
and must be treated as such. For example, it is a myth that industry 
concentration and its monopolistic consequences have been fostered by 
NAFTA. NAFTA, like globalization and the World Trade Organization 
(WTO), broadens the scope of the market, decreases monopolistic forces, 
and enhances competition. The problem arises not from monopoly, 
but from exposure to competition from lower-cost production systems. 
Advocating otherwise refl ects a protectionist philosophy that arguably is 
the driving force of many policies. Time and again, studies have shown 
that monopolistic effects have declined as globalization and freer trade 
have expanded. This is refl ected in an observed decline in antitrust 
activity (Mercier; Knutson et al.; Sumner; Zoellick).
 
It is also a myth that NAFTA has been the compelling force for large 
companies to become directly involved in agrifood production through 
either contracts or ownership. Vertical integration in agriculture began 
long before NAFTA and has progressively increased as agribusinesses 
and food retailers strive to reduce costs and manage their supply 
chains. The need for food processors and retailers to exercise increased 
supply chain management has accelerated with the acknowledgment 
of the need to reduce the risk of food-borne disease, contamination, and 
agroterrorism. 

Finally, it is a myth that NAFTA is responsible for increased poverty. 
Trade reduces poverty by increasing employment opportunities, as 
output in sectors with comparative advantage expand through trade, 
and by reducing living costs for consumers through cheaper imports. 
Likewise, it is erroneous to assert that agricultural programs can be 
used to reduce poverty. The solutions to poverty lie in governments 
investing in education, retraining, relocation, and infrastructure – not 
in agricultural subsidies.
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REQUIRED ACTIONS

To achieve the full potential from market integration under NAFTA, 
actions must be taken to extend its current scope. The following list is not 
intended to be comprehensive, but includes those actions that received 
attention and consideration for implementation in this workshop.

Increased Understanding

The above discussion of the myths associated with NAFTA, freer trade, 
and the related protectionist reactions indicate an overwhelming need 
for increased understanding of the short- and long-run consequences of 
policy decisions and of the actions taken to implement them. A case that 
clearly demonstrates this need is that of R-Calf (Ranchers-Cattlemen 
Action Legal Fund) and its behavior in the current BSE situation 
(Sparling and Caswell discuss this case in greater detail). By extending 
the closure of the US border to Canadian animals, this small number 
of ill-informed cattle ranchers may realize short-term benefi ts in the 
form of higher feeder and stocker prices, but in the longer-term they 
will experience increased instability and substantially lower prices 
due to over-expanded production when markets eventually reopen. 
These ranchers will then blame their plight on NAFTA, rather than 
recognizing that their own, short-sighted actions are the cause of their 
troubled situation. The only guards against such irrational behavior 
are continuing education and information efforts, and the election 
and appointment of policy-makers who have the common sense and 
statesmanship to do what is right.

Crisis Planning

NAFTA badly needs a trilateral management and planning system to 
deal with crisis situations. While this need may not have been apparent 
at the time NAFTA was approved, it is woefully clear today following 
the experiences with BSE and the recent threats of bioterrorism. The 
current emphasis in dealing with issues on the basis of sound science 
is justifi ed and has been accepted by the WTO and the World Health 
Organization (WHO) as the international standard. A truly proactive 
approach to address more complex issues, such as anticipating threats, 
crisis planning, and costly issues of getting the NAFTA countries to 
adopt comparable levels of technical inspection, surveillance, and 
enforcement, needs to be more aggressively pursued. This inherently 
involves agreeing on and clarifying the roles and responsibilities of 
NAFTA and its individual members in dealing with crisis situations.
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Policy Consequences

A basic inadequacy of NAFTA is the lack of a framework for analyzing 
the impacts of policy changes on North America and its individual 
member countries. The result is that, while the United States and 
Canada conduct analyses of the impacts of policy changes for their 
own policy making purposes, the impacts on North America as a whole 
and their NAFTA partners are not analyzed and are not transparent 
to the other countries’ stakeholders and policy-makers. This results in 
aggregate and individual country impacts of policy changes receiving no 
consideration, at worst, or inadequate consideration, at best. In addition, 
the lack of information on the positive consequences of policy decisions 
creates the opportunity for spreading populist fears about free trade and 
protectionism. Transparency, as a key to making sound policy decisions, 
requires knowledge of the policy impacts for NAFTA as a whole, as well 
as for the individual member countries. An independent, trilateral policy 
analysis institution could perform this function (Meilke and Sarker).
 
NAFTA Policy Position

NAFTA needs to stand internationally as one entity. In contrast to 
most of the other WTO negotiating blocs, the NAFTA partners have 
not taken a common position on an issue such as agricultural policy. 
Yet Canada and the United States generally are recognized as two 
of the four countries that have had a major impact on the outcome 
of past negotiations; the other two being the EU and Japan. Mexico, 
Canada, and the United States each participate in other blocs with 
some membership overlap and with varying negotiating positions. We 
believe that NAFTA’s reliance on the WTO to settle its agricultural 
policy disputes, and its lack of an international trade position of its own 
is short-sighted and refl ects a basic NAFTA weakness.

Adjustment to Change

While freer trade yields overall economic and food security benefi ts to 
agriculture and society as a whole, certain segments of the agricultural 
economy inevitably will be disadvantaged. Normally, these are segments 
whose access to the domestic market is protected by specifi c policies and 
which cannot compete fully in the broader NAFTA market. Under freer 
trade, resources, including human resources, may need to be provided 
with assistance to adjust to their best use considering the new policy 
environment. We believe that current policies need to be redesigned 
to address these adjustment issues instead of providing ever higher 
levels of subsidies to producers who cannot compete in a global market 
economy. This may require compensation and retraining programs that 
have seldom been utilized in agriculture.
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SUMMARY AND CONCLUSIONS

Some conclusions that can be drawn from this workshop on how NAFTA 
can continue its integration efforts in agrifood trade are summarized 
in the following points:

1. Greater commitment to the NAFTA process must be shown by both 
policy-makers and members of the agrifood industry. Active industry 
and academic participation and collaboration in the creation of 
agrifood trade policy and regulations would also be benefi cial. 

2. Emphasis on proactive crisis management and planning is necessary 
to ensure further harmonization efforts on science-based regulatory 
mechanisms to allow movement into more complex agricultural 
issues.

3. There is a need to push for the development of common NAFTA 
positions at international fora like the WTO.

In agriculture, NAFTA has been a success story that that we believe can 
produce results of even greater magnitude. These results will require 
initiatives and short-run sacrifi ces on the part of each member country 
in order to remove the current obstacles to expanded trade and economic 
growth, yielding greater benefi ts in the long-run. The consequences of 
not taking these actions are continued stagnation of benefi ts, increased 
protectionism, increased tensions, and reduced support for NAFTA.
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