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ABSTRACT 

PREFACE 

CONSORTIUM ON TRADE RESEARCH. International EcOnomics Division, 
Economics and Statistics Service, U.S. Department of Agriculture. 
ESS-2. 

Hem~ership 	in the ~uropean Coromunity (EC) for Greece, Spain, 
and Portugal may reduce trade between the United States and 
the EC in selected cownodities; prospects for a Horth American 
Common Market are not 	 bright; and the di versior/, of 
agricultural crops from export to fuel alcohol production· 
would very 	 likely increase, rather than reduce,

.balance-of-payment deficits for the United States and Brazil. 
The first meeting of the Consortium on Trade Research, 
established by the Economics and Statistics Service's 
International ~onomics Division and several universities, 
focused on 	 and continues to analyze -.;hese and other global 
topics. 

Keywords: 	 Trade, Research, ~uropean Community, North American 
 
Common Market, IFuel'alcohol. 
 

This report provides summaries of papers present€tl~ the 
first Consortiun on Trade Research held at Roseville, Minn., 
June 30-July 2, 1980. The co-chairmen of the consortium were 
G. EdWard Schuh, Universit1 of Minnesota, and Charles ~. 


Hanrahan, Economics and Statistics Service, USDA. 
 

Papers were presented 	 iu three general areas--Agricultural 
Trade Implications of 	 ~C ~largement; North American Common 
Market; and Agriculture, Ener~y, and Trade. In most cases, 
the papers 	 were preliminary in nature, reporting on research 
currently in progress. With a few exceptions (indicated by an 
asterisk in the c.ontents), papers are available from the 
authors upon re4uest. 

Current plans are to issue a summary revert of each Consortium 
on Trade Research. A decision may be made later to publish 
the full proceedings of each consurtium. 

The preparation of this summary report was coordinated by Reed 
E. Friend, ~SS, and Alex~nder Sarris, University of 
 
california-Berkeley. Statements in various summaries 
 
pertaining to cOlllllents on the pal*r are not necessarily 
 
remarks made by the discussant. 
 

NOTES 	 The views expressed in this report are not necessarily those 
of the U.S. Department of ~riculture. 

The Econolliics, Statistics, and Cooperatives Service was 
reorganized on October 1, 1980, and became tbe Economics and 
Statistics Service. ESS will be used for subsequent
references to the agency. 

D.C. 202S0 Deceaber 1980 	 111 
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FOREWORD 	 The decade of the ~eventies brou~ht about maJor chan~es in the 
pattern and str~cture of world agricultural trade and U.S. 
interest in that trade. These chan~es pose new challen~es for 
U.S. agriculture and for the U.S. Department of Agriculture. 
The Economics and Statisticl:i Service (I::SS) ~c:-!e d major role to 
play, notably in research and country analysis, in meetin~ 
these challen~es. In doin~ so, it must work closely with 
other agencies in USDA and with university researchers. 

Recognition of the increasin~ international iroportance of food 
and agriculture led to the creation of a new International 
Economics Division (lED) in ESS in 1979. Si~nificant 
additional resources have been committed to the prograros of 
that division in order to perroit expansion in the scope and 
depth of trade research. Despite this expansion in ESS 
resources, total resources devoted to the critical area of 
agricultural trade research are still quite limited in the 
United States. Consequently, it is highly important that ESS 
researchers increase their interaction with other researchers 
in an effort to worK cooverativeli on the coroplex iSl:iues in 
trade research. 

The ~oal of increased 	 interaction between ESS and university 
researchers was formalized in June 1980 by establishing the 
Consortium on Trade Research. The objectives of the 
consortium are to: 

Foster sustained efforts, in international trade 
research with emphasis on the domestic impacts of 
policy developments in international cOI,uDodi ty 
markets. 

Encourage and facilitate interaction between II::D and 
university trade policy researchers. 

Provide a forum for the exchall~e of research reSUlts 
and the identification of problems and policy issues 
requirin~ research. 

The consortium is a cooperative undertaKin~ between t:SS and 
various universities. Membership in the consortium'is 
lButually a~reed upon by I::SS and initial university 
participants but is generally open to those who have an 
interest and are prepared to loaKe a contri bution. Current 
plans are to convene the consortium on a wide array of 
research topics twice yearly. 

Kenneth R. Farrell, Administrator 
Economics and Statistics Service 
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HIGHLIGHTS 
	 European Community (EC) membership for Greece, Spain, and 
Portugal may cut into U.S. export profits for some 
commodities. A North American Conunon Market (HACM) could 
improve trade collectively for the United States, Canada, and 
Mexico, but formation of the NACM is unlikely. Costs of using 
corn for fuel alcohol production rather than exporting it 
would probably more than offset reductions of oil import costs 
for the United States. 

These and other gloual issues were addressed by the first 
Consortium on Trade Research, established by the Agriculture 
Department's International Economics Division and several 
universities. The consortium's goals are to foster 
international trade research, encourage dialogue between lED 
experts and university trade policy researchers, and provide a 
forum for identification of problems and exchange of research 
results. 

Preliminary analysis from the consortium indicates that EC 
membership for Greece, Spain, and Portugal would step up fruit 
and vegetable production through: (1) elimination, of export 
tariffs with other EC countries, (2) EC subsidies, and (3) 
higher prices for their products stemming from EC alignment. 

EC policy prohibits tariffs on imported cotton. Thus, cotton 
growers in the three prospective member countries would face 
accelerated competition from cotton imports. However, EC 
subsidies would probably offset the effect and actually 
stimulate more cotton 	production. 

Studies are underway to describe the feed-livestock sectors in 
the three ~pplicant countries, make projections to 1985 and 
1990 of cons\.ll1ptiou and production of livestocK products and 
related shifts in use of feedgrains and oilseeds, and analyze 
probable impacts of EC enlargement on U.S. exports of 
feedgrains and oilseeds. 

Formation of an HACM would likely lead to expanded but 
unspectaCUlar trade between the United States and Canada. 
U.S. trade with Mexico would probably provide greater 
potential for growth. But political disagreements and 
internal distributions of costs and benefits within and among 
countries have impeded HACM proposals. 

Currently, Mexico's trade restriutions are severe. In 
agriculture, Mexico's exports of coffee and horticultural 
products may exchange in part for imports of U.S. foodgrains, 
faedgrains, oilseeds, and livestock. And Mexico's goals of 
food self-sufficiency and rural development have yet to 
materialize. Increased oil revenues may stir the growing 
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population's dernanu for coarse grain~, wheat, and 'soybean meal 
through 1990. 

Heavy use of fossil fuels in the United States and Brazil has 
stimulated government support for domestic alcohol 
production. However, the export value of American corn and 
Brazilian sugarcane exceeds the value of crude oil saved when 
alcohol from the two products is substituted for gasoline. 

1x 



GLOSS~Y EC--European Community also referred to as Community or EC-9. 
An economic and customs union consisting of six original 
members--Belgium, Luxembourg, France, Italy, West Germany, and 
the Netherlands. Denmark, Ireland, and the United Kingdom 
joined in January 1973. 
CAP--Common Agricultural Policy of the European Conununity. 
GATT--General Agreement on Tariffs and Trade. 
unit of Account (u.a.)--Prior to April 9, 197~, the standard 
of value used by the EC for transactions within the Common 
Agricultural Policy. In mid-March 1979, the a~ricultural unit i· 

of account was roughly equal to $1.60. A different unit of 
account, called the ~uropean unit of account (EUA) was 
introduced in 1975. Its value in relation to the dollar is 
announced daily, and is generally worth more than the 
agricultural unit of account. 
European Monetary Systelll (EMS) --A common monetary arrangement 
for the Community implemented in March 1979 including credit 
mechanisms and compulsory intervention to ensure greater 
stability of European exchange rates. 
European Currency Unit (ECU)--As the core of the EMS, ~he.ECU 
serves as the monetary denominator for the exchange rate, 
credit, and intervention mechanisms of the EMS. On April 9. I 
1979, the EeU became the standard value for transactions f 
within the Common Agricultural Policy--including the 
determination of support prices, import levies, and export 
subsidies. The value of the ECU is deterlilined from a weighted 
basket of all EC member currencies, identical to the basket 
used for the EUA, and was e4ual to about $1.40 during 
mid-March 1980. 
F.O.B.--Free on board. 
Green rate of exchange--The excliang,e rate used to convert 
ECU's into national. currencies (and vice versa) in all 
financial and cOllllnerci al transactions covered by the CAP. 
Green money, green currency (e.g•• green pound, green lira)-
Indicates the use of green rates of exchange for CAP 
pur'poses. 
Monetary Compensator, Amounts (MCA)--Border taxes or subsidies 
applied to offset the divergence between the green rate of 
exchange and the actual market rate of exchan~e. For those 
countries whose currencies have depreciated, MCA's (negative 
MCA's) act as sub;;jidies on imports and taxes' on exports. For 
those countries whose currencies have appreciated, MCA's 
(positive MCA's) act as a tax on imports and a subsidy on 
exports 
NACM--North American Common MarKet (presumed membership would 
be Canada, Mexico, and the United States). 
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AGRICULTURAL .TRADE IMPLICATIONS OF ENLARGEMENT 
OF THE EUROPEAN COMMUNITY 
Overview of USDA 
Research Needs on 
European Community 
Enlargement 

by Reed E. Friend, 
John C. Dunmore, and 
Charles E. Hanrahan 

Discussant: 
J:lmmye Hillman 

The Council of the European Community (EC) has stated that the 
decision to permit rnemoershiv of Greece, Spain, and Portugal 
was political, not e.conomic. Extension of membership to these 
three countries is viewed as a political necessity in the 
further expansion and establishment of democratic ideals and 
institutions. within Western Europe. The change in Greece from 
a democrac;,' to a military dictatorship from April 1967 to July 
1974, the re-emer~ence of Spain 'as a fledglin!!; democracy as 
late as 1975, and the political turbulence experienced in 
Portugal during the midseventies lends credence to the 
political concerns of the EC Council. 

Political decisions, however, have econolllic implications. The 
second enlargement of the EC involves'countries at a lower 
economic level and more heavily agriculturally oriented than 
was the case with Denmark, Ireland, and the United Kingdom on 
joining the EC January 1, 1973. The second round of 
integration may occur under more stressful world economic and 
political circumstances than tile first rClund. Agricultural 
interests in the three new Mediterranean countries may deviate 
more from the central interests of other lr.ember countries and 
be more open to controversy than occurred with membership of 
the 1973 applicants. Funding for the EC's "own resources" is 
likely to become more of a controversial issue as Common 
Agricultural Policy (CAP) expenditures continue to i~crease 
ove~ time.l1 The net result may be a more traumatic and 
difficult transition for the three new members than was the 
case for Denmark, Ireland, and the United Kingdom. 

The "new three" are of interest to the Unit.ed States as a 
direct market outlet; they accounted for $1.4 billion of our 
agricultural exports in 1978. The United States is concerned 
about increased agricultural production in the "new three" 
displacing our agricultural exports to the EC-9 through their 
free access to that market. We are also concerned that other 
third country exports--through the expansion in exports from 
Greece, Spain, and Portugal to the EC-9--uill be diverted to 
other markets in direct competition with U.S. exports. 

The paper points out that the Economics and Statistics Service 
 
(ESS)w in cooperation with university researchers, already has 
 
underway a substantial program of research relative to the 
 
impact of EC enlargement on U.S. a~ricultural trade. Although 
 
most of this research is actually being done at universities, 
 
the staff of the International Economics Division (lED), 
 

11 "OWn resources" are funds going directly into the 
 
Community's account including levies on agricultural cowmodity 
 
imports, duties on industrial product imports, and up to 1 
 
percent of the value added tax (VAT). 
 

1 
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Western Europe Branch is substantively involved. The 
objective is to build knowledge in lED as well as to 
understand better and a~ply tlle research results to inhouse 
research activities. 

ESS's research program, discussed in more detail in subsequent 
papers presented at the meeting, includes studies on a variety 
of topics, including the EC's common agricultural policy, the 
feed-livestock sector, and the fruit, vegetable, and nut 
sector. These stUdies are being done by researchers at 
universities in cooperation with the lED staff. In addition, 
several ESS inhouse research projects are in process. One 
research project analyzes enlargement of the European 
Community and possible impacts on U.~. cotton exports. 
Another project deals wi th policy alld resource constraints in 
Spanish agriculture. Statistical compendia, such as the one 
already completed on Spain, are being prepared on Greece and 
Portugal. A fourth cOlilpendi urn is also bei ng prepared on the 
agricultural trade of the three potential new members and the 
EC-9 with a special emphasis on trade with the United States. 

ESS's research program on EC enlargement and evolution of the 
GAP is intended to meet diverse uses. The results of the 
research projects will be useful to U.S. policymakers 
concerned about the rnedium to long run prospects for U.S. 
agricultural exports under different policy scenarios. The 
research results will be used ty officials in several USDA 
agencies as well as by the Secretary of Agriculture and other 
Federal departments. Country-comlilodi ty analysts assessing 
short-term prospects for U.S. agricultural exports should also 
find the studjes beneficial. 

ESS depends heavily on university staff for the development of 
new research methodologies and procedures. Development of a 
close working relationship with university researchers builds 
knowledge among government researchers. ~l the other hand, 
academicians, through this joint research effort, gain 
exposure to practical problems facing USDA researchers. A 
close working relationshi~ between USDA and university 
researchers permits research results to be more fully 
understood and integrated in~o USDA's ongoing activities of 
policy analysis and commodity forecasts and projections. 

The discussant of the pa~er noted that the comparisons between 
Gr'eece, Spain, and Portugal and the United Kingdom, Ireland, 
and Denmark were quite useful. It was suggested that the 
trade tables include data on quantity as well as value. With 
few exceptions, the research projects were viewed as 
sufficiently comprehensive. The suggestion was made that the 
research program be expallded to cover positive adjustment 
policies as well as track and evaluate the trade impact of 
MCA's (monetary compensatory alilounts). 
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Future Developments 
1n the Common Agri
cultural Policy of 
the European Com
munity: An Approach 
to Prediction 

by Tim Josling and 
Scott Pearson 

Discussant: 
Alexander Sarris 

The European Communi ty' s CAP represents a delicate compromise 
among divergent natiollal interests. The combination of 
budgetary pressures, economic divergences within the 
Communi ty, and the potential assilailation of thr~e new members 
(Greece, Spain, and Portugal) will put further strain on the 
complex of mark,:;t arralle,ellients. Predictions of chan~e in 
policy have been made frequently in the past; analysis of the 
CAP must address the question of when significant policy 
changes might occur as well as assessing future alternatives. 

This p2per presents a first: .step towards such a temporal 
 
analysis. It is the initial phase in the authors' broader 
 
study which will attelJlpt to bring tosether the likely 
 
developnlent of markets, the interests of member states, the 
 
pressures on policies, and the scope of change. This paper 
 
emphasi zes one aspect of CAP poUcy--the link between 
 
macroeconomic developments and farm price decisions. 
 
Specifically it traces, from as~umptions of inflation rates 
 
and exchange rates, the levels of farll! prices which would be 
 
likely to satisfy member states. 

The CAP has attempted to guard producers against: (1) 
 
external competition through import levies, (2) surpluses 
 
through support buying and export subsidies, and (3) exchange 
 
rate fluctuations by means of special (relatively stable) 
 
exchange rates for the major agricultural products. 
 
Adjustment in agriculture has been in large part pursued by 
 
allowing inflation to erode profi t margins. But the pace of 
 
this development is dictated by the stronger currency 
 
countries, who, for political reasons, cannot accept decreases 
 
in the nominal price level of important farm ~roducts. The 
 
balance between the need to reduce real prices while avoiding 
 
a drop in money prices leaves relatively little range for the 
 
EC in its pricing decisions. The calculations in the paper 
 
are intended to explore this "reasonable" set of price 
 
developments which in the broader study will be used for more 
 
detailed analysis of costs, national advantage, and policy 
 
response. 

The starting point in the analysis was a set of projections of 
inflation rates over the decade for the EC member states. 
These were assumed to decline from the present levels but ., 
remain high by historical s"andards. The relative inflation 
rates among EC member countri~s were preserved, and these 
relativities were assumed to determine exchan~~ rate changes. 
By projecting the value of the European Curr"';"'~1 Unit (ECU), • 
"basket" currency used in the EC, the exchange rate of each 
currency with the ECU was established. 'The agricultursl rates 
of exchange (green rates) were assumed to adjust slowly toward 
the market rates as in the past, under a combination of 
national and EC pressures. 

3 



Developing the 
Grains-Oi1seeds
Livestock Model for 
Analyzing Enlarge
ment of the Euro
pean Community and 
Other Policy Issues 

Price changes, for cOOlllOdities in the cereal~-livestock 
complex, \1111 be determined for each country by the 
combination of "comroon" price deci~ion (in ECU) and green rate 
changes. Applying the rules of "no decrease in money prices" 
and "no increase in real prices" ~rovides bounaaries within 
which common prices could be fixed. For most of the decade, 
tnese boundaries will indicate price increa~es of between 2 
and 3 percent in ECU terms. For products such as olive oil, 
where no border tax adJu~traent~ (Iuonetar Y Qompensatory 
amounts) are applied to keep prices different in the various 
member states, the ran~e of possible price increases is 
between 4 and 6 percent. 1::xamples of possible price series 
for the melober states, a~ well as for new members, and for 
corn and for olive oil are given in the paper. A set of price 
projections for soybeall~, where the l;;uropean market price is 
influenced directly by world price trends, is ~iven for 
comparison. 

II the di scu~sion that followeu the presentation of the paper, 
the joint determination of exchange rates and inflation was 
emphasized: if exchange rate~ were more predictable than 
.inflati,on they could be used equally as a starting point for 
the analysis. It wa~ sugge~ted that the existence of marked 
divergencies in the economies of the member states, and the 
prospect of further problems with the accession of the less 
ueveloped economies of ~uthern Europe, casts doubt on the 
longrun viability of the CAP. The study would be useful if it 
could pinpoint the places where the political desire for a 
common policy becap~ too great an economic liability. 

It was questioned whether the new European Monetary System 
(EMS), which employs the 1::CU as a base currency, might add 
stability to the exchange rate move~~nts in Europe. While 
these arrangements do appear to ha,,~ rellioved SOllie speculati ve 
pressure from the Uerman mark, i t ~t~ S generally felt that 
exchange rates among cembers wa~ reduced. It was pointed out 
that the method used in the paper to project price trends does 
not assume the success or failure of the 1::M:); some unit of 
account such as the /lCU will be necessary for price fixing ! 

reg~n.iless of the degree of coordination among central banks 
for the support of currencies. 

The paper begins with a brief review of maJor world 
 
agricultural models developed over the past decade and an 
 
examination of the g~aills-oilseeds-li vestocK (GOL) model and 
 
its equation stru~ture. thE GOL model i5 I1::D's principal 
 
analytical tool for ~lobill lou~run policy and program 
 
analysis. It is a 12-commodity, 28-country/region model of 
 
the world GOL economy. 
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by Robert L. 
ThoIIpaon and 
Stephen L. Magiera 

Discussant: 
Ralph Lattiaore 

Major critici_s of the G01.. model are then set forth. lb... 
criticisms center around the use of linear supply/de..nd 
schedules and the lack of re~ional volicy variables and 
constraints. Because of these criticisms and because of the 
need for updatin~ the model, the followln~ ~ifications of 
the GOL system are currently underway: ( 1) Adop'~ion of a 
nonlinear solution pack~ge which permits the introduction of 
inequality constraints and allows period dyna~cs, (2) 
inclusion of a full ran~e of policy variables in price linkaae 
equations 2md provisions for including quanti ta~1ve 
restrictions and price bounus through inequality constraints, 
(3) introduction of nonlinear de..nd/supply schedules, (q) 
rebasing the moUel to 1915-11 anu modification of certain 
re~ional configurations, (5) imposition of ..xi.u. total land 
area constraints in each re~ion, and (6) review of the 
svecifications of all regional models and the plausibility of 
elasticity estimates, growth rates, and scenarios. 

The Western Europe Branch i s curr~ntly working on the 
dev\.1opment of interacti ve pro~r8lDs for solvin~ each of the 
GaL Western Eur'ope regional models separately. lbese reglonal 
models will then be validated and their simUlation properties 
examined. 

The paper provides some updated elasticities for a combined 
EC-6 and ~C-3 regional model and for a new Southern Europe 
model containin~ Spain, lireece, and Portu~al. With 
enlar~ement in mind, the lat.ter model w!ll contain separate 
submodels for both Spain and Greece. The Spanish sublaodel 
will be based on the ~C enlar~ement work being done under a 
cooperative research agreement between USDA and M1ch1sa'il State 
University while the Greek submodel will be based on previous 
work done at the .Unive~aity of ~alifornia-Herkeley on a Greek 
agricultural sector model. 

In addition to mouel development, some chan~es in the way the 
G01.. handles the EC's CQmuon Agricultural POlicy are 
envisioned. In the current veraion of the 001.., for exaDlple, 
domestic prices in the EC are linked directly to international 
prices with the variable levy modeled effectively as an ad 
valorem tariff. While some research is now underway to 
examine the relationahiv between t:C policy pricea and world 
prices, the former will for the time being be exogenous to the 
G01... 

The paper concludes with a discussion, usin~ Greece a8 an 
example, of additional changes needed in the .odel for an 
analysis of EC enlargement. Since the GOL .odel does not 
capture trade flows, this analysi~ will be li.tted to the 
domestic impacts of ali~nin~ pric~s in the thr~ applicant 
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Perapectivea on 
emaatrainta to 
Aaricultural 
'Production in 
Spain 

by David R. Kelch 

Di.cuaaant: 
Philip F. ll1arnken 

countries to those under the CAP. The needed chanaes involve 
incorporating agricultural policies into the three applicant 
countries under Wwith" (enlarge.-nt) and "with~ut" (no 
enlargement) scenario~. The policies comside~ed for Greece 
include input subsidies to grain producers, feedgrain 
subsidies ~o the live~tock and poultry feed industries, 
deficiency payments for so~ livestock products, and elport 
subsidies for wheat. \4mmodity by co~odity elamples are 
ai ven under two GOL classi fications of equat1.ons: trade price 
linkage equation~ which link SOllIe (ireeK prices to those in 
major exporting countries, and de ..nd-supply price linkage 
equations which link Greek r~tall and farlAgate prices. 

The links connecting the economic, social, and political 
dtructure of Spain today Were outlined in an historical 
setting in order to understand more fully the present agrarian 
problems. The influence of the 700-year (200BC-500AD) 
domination of the Iberhn Peninsula by the Romans on crop 
irrigation and land tenure was discussed followed by a brief 
description of the Visigothic period and then a IAOre detailed 
look at the agrarian culture by the 800-year (711-1492) 
presence of the Hoors. 

The Reconquest of Spain by the Christian forces ini tiated the 
centripetal and centrifugal forces that dominate Spain 
politically and culturally today. The influence of the Mesta, 
a nomadic pastoral organization, was discussed along with the 
dondnance of the Castilian of the interior plateau. 

Spain's land, which is made up of mountain ranges, plateaus, 
and river ba~ins, is difficult to farm. All of these 
~eographical factors affect the climate of Spain Which is 
quite wet in the u",,,,er North and very dry over much of the 
rest of Spain. Because of the iDlportdnce of the geographic 
and climatic factor~ in d@terudning the constraints to 
agriculture, five climatic regions were established and 
discussed in th~ context of weather and ~rops. 

The major soils of Spain were discussed in terms of 
3uitability for crops. In general, the soil of Spain is poor 
except for a relatively extensive region in southwestern Spain 
and small areas in other r4::gions which account for only 10 
percent of the land area of the country. 

A brief description of some of the major crops (wheat, barley, 
corn, sorghum, rye, oats, forage and pasture, vegetables, and 
sugar beets), their recent histo~y, and where they are grown 
was included along with a table ranking agricultural products 
by total value in 1976. 
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A PreUliinary 
baa1Dation of the 
Adoption of the 
Ca..on Agricultural 
Policy for the 
Spailiah Peed
Liveatock Sector 

by Gene Haaha 

DiacuaAllt: 
Gary Storey 

A len,thy section on irri~ation included historical aspects, 
the recent increase in irrigated area, tables on re,ional 
irrigation and distribution of irri,ation by farm size and the 
possibility of future irrigationo The paper highlighted 
Spain's future reliance on underground water, the salinity 
problems that have plagued the recently irrigated regions, and 
the elfosion proo>lelJlS thi:tt v1a"ue all of ~pa~;n. 

Other considerations, such ~s political factors, labor 
problems, inefficient farm ~tructure, and the lack of 
agricultural research were noted as factors that could 
severely handicav the growth of agriculture in ~vain. An 
especially difficult problem focuses on the autonomy for 
tiasques, Catalans, liallegos, and Andalusians. 

Svain has grown phenomenally in the past 25 years, and the 
trend is liKely to continue. The discussant added that 
production of some commodities, such as fruits and vegetables, 
holds great potential. The swine and voultry industries are 
as modern as any in Western Europe, and he expects Spanish 
technical expertise to catch uv in the la~ing sectors. The 
discussant agreed with the e~hasis on irrigation, and felt 
that expansion of irri6ation would continue at a rapid Vace 
and result in increased production of forage crops as well as 
vege~ables. 

Spain must adjust to the provisions of the CAP upon accession 
t~ ta:\e EC. Price levels within Spain would change 
significantly, and farmers would react by making sUbstantial 
changes in Spanish agricultural production. 

Under the CAP, as in current Spanish agriculture, the general 
 
level of most prices is determined by policy and maintained 
 
considerably above world vrice levels. Tbe goals and methods 
 
of the CAP are similar to those of Spanish policy, except that 
 
Svsnish Vollcy ~~ovides a far more direct role for government 
 
in agricultural Larkets. The Spanish government operates 
 
monopolies in the internal and external trade of various 
 
ca..odities and ~a..only Vrescrlbes processing and marketing 
 
I18rgins. 
 

nle identification of truly comparable price series for 
agricultural products is IIOre di.fficult than co.-only 

. acknowledged. Available data series of actual Vrices 
generally are not described thoroushly enough to deter~ne the 
appropriate adjust.8nt for reference to differing grades, 
states of processin" and ..rketing levels. Although less 
severe, similar proble~ complicated the comparison of policy 
prices under the two systeas. The paper compared ~nish and 
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CAP policy pricen to assess the likely change in producer and 
feed prices. The selection of support prices, minimum import 
prices, government sellin~ prices, or targeted prices as most 
indicative of actual producer prices depended on the relative 
sufficiency of domestic production to meet domestic demand and 
other special circumstances. 

The prices recfli ved by Spanish producers are likely to 
increase for all important crops except sugar beets. The 
value of crop production in ~979/80 would. have been at least 
12 percent higher under the CAP. Reallocation of land to more 
profitable crops would have resulted in a larger increase. 
Increased crop production in the medium term will depend upon 
expansion of irrigated area and reduction of fallow area. 
Spanish yields are not high, and it is likely that an enlarged 
research program will enable an acceleratior of the rate of 
yield increases. 

Among crops, the greate~t increase in producer prices are 
likely for the ~1lseeri crops--soybeans, sunflowers, and 
rapeseed; prices would increase about one-third. Producer 
prices for corn and common wheat would increase only slightly,
and barley and durum wheat prices would rise by one-fourth. 
Clearly, the significant increases in area would be for 
barley, durum wheat, and sunflowers at the expense of common 
wheat, sugar beets, and some corn. 

The prospects are less enuouragin~ for Spanish livestock 
production. Milk prices are likely to decline slightly, but 
beef ,prices would decrease substantially, perhaps by 
one-fifth. Pork prices would rise, but very much less than 
the likely price increase for grain feeds. Comparable prices 
could not be established for poultry, but the price rise would 
very likely fail to offset the probable increase in the cost 
of feed. It is generally a~sumed, however, that the Spanish 
poultry industry is moddrn and efficient and would fare well 
under the CAP even if improved conditions cannot be expected. 

The C),ost of aniWll feed will increase si~nificantly, and 
changes in the composition of feeds also are likely. The very 
large increase in the cost of grain feeds will create 
considerable incentive to utilize cheaper energy sources. 
Soymeal prices would decline slightly because Spanish i.por~ 
duties would no longer be applicable. Certainly, feeding of 
soymeal would increase at the expense of ~rain, and quite 
possibly the feeding of tapiQca could beca.e significant if 
prices are not too high. 
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]mpact of Enlarge
ment of the European 
Community on U.S. 
Trade in Grains and 
Oilseeds 

by Harold Riley 

Discussant: 
Andrew Schmitz 

The presentc~tion opene\! wi ~h a pro~ress report on the Michiian 
State University (MSU)-ESS project which further assesses the 
impact of enlarar,ement of the J:;uro.,ean Colllouni tj on U.::;. trade 
in ~rains and oilseeds. The proj~ct is in the initial 
planning and field data coHection pha::Je. It is scheduled for 
completion in June 1981. The methodology for the study is 
~lmilar to the 1970-71 HSU study of the enlargement of the J:;C 
from six to nine members. The objectives of the current study 
are: (1) to descrioe the feed-livestock subsectors in the 
three apvlicant countries; (2) to make projections to 1985 and 
1990 of consumption and vroduction of live::Jtock pro~ucts and 
related shifts in production, importation, and utilization of 
f~~Jgrains and oilseeds; and (3) to analyze and discuss 
probable impacts of t:C enlargement and modificati,on in the CAP 
on U.S. export::J of feed~rain::J and oilseeds. The ~"oject will 
focus ~reater attention on Spain than ureece and Portugal. 
The more aggregative ecullometric analyses are being 
supplemented by microlevel assessments of adjustments to 
chan~ing prices and itw,t,\ tutiullal arrangements. The general 
assessments of the Chii;t~t?-..lg CAP and related scenarios being 
developed by Joslini alld Pear::Jon will be utilized in the 
prOJection portion of the MSU study. The project should 
provide uset['ul invuts tOlliards the developlllent of a 
comprehensive, quantitative framework of analysis (that is, 
the GOL and other' more ieneral mod-als). However, the 
av~ilable resources for the study will not produce an t:C-3 
model or an overall t:C-1C! model of the feed-l1 vestock 
subsector. 

A brief r\epurt on fiel\! observations in Spain durin~ June 1980 
stressed the following: 

l)Franct~'s Presi\!ent Giscard"s warnin~s about J:;C 
enlarge~lnt problems are being assessed by Spanish 
officials as an effurt to delaj Spanisn accession and to 
lengthen the transition period. 

2) The Spani st~ ,agri cultural sector has been very dynami c 
over the pastt5-.ye~rs. Production in the poultry and 
swine sectors has shown it large increase. 

3)'lbe future rate of growtl in the Spanish economy is 
beini threatened by current hiih rates of unemplojment (10 
percent) and inflation (16 percent). The rising cost of 
petrole,- is a serious prOblem oecause :ipain is almost 
entirely dependent on iaports. These conditions need to 
be carefully considered in maKini de~nd prOJections for 
livestock products. 
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Structural Change 
in the Internati~al 
Fruit- and Vege
table-Processing 
Industries and 
I.plicati(y.(,s for 
Greece. Spain. and 
Portugal after 
European Co..unity 
Accession 

by Barbara L. Hiller 
and Alexander H. 
Sarris 

Discussant: 
Kenneth Harling 

4)The expected adjustments ip livestock-feed production 
associated \dt.h EC entry are' very complex. Feed 
concentrate rations will be shifting toward greater 
utilization of barley and other locally produced 
feedstuff~. There i~ still a strong preference to utilize 
corn and soybean ~r.eal in poultry and hog rations, but this 
will give way as price relationships change under the 
CAP. Major efforts will be made to expand the use of 
forage as the basi~ 1'or ex.,andin~ milK. beef, and sheep 
production. 

5)The edible oil policie~ under the CAP are under 
considerable stress and will have an important influence 
on U.S. soybean export~ to the enlarged ~C. Extensive 
oilseed ,rocessing capacity has been, and is being, 
installed in ~pain and Portugal. However, the sale of 
soybean oil is sharply limited by policies that favor 
olive oil consumption. 

The study of the GreeK feed-livestock subsector is being 
carried forward by the joint efforts of three Greek professors 
who received their doctorate trainin~ at HSU. A preliminary 
report is to be completed by mid-December. 

Increasin~ attention has been paid recently to the rapid 
~rowth and changing structure of the fruit- and 
vegetable-processin~ industries. The paper examines 
structural change in the demand and production of processed 
fruit and vegetable products. lbe causes and effects of such 
change are evaluated in terms of implications for Greek, 
Spanish, and Portuguese accession to the EC. 

Rapid increases in intern.ational trade in processed fruits and 
veget~bles have been associated with rising consumption per 
capita throughout the industrialized countries. The paper 
ex_lnes various hypotheses on the rapid growth of processed 
fruit and vegetable consumption compared to fresh. The 
available data for the United States and Western ~urope 
support the relationship between industrialization and/or 
increasing income per capita and the substitution of processed 
produce for fresh fruits and vegetables. 

The fruit- and vegetable-processing industry changed as 
consumption increased. The processing industries have evolved 
from small-scale establishments to large-scale industrial 
enterprises. The available data indicate an increase in 
concentration in the proceSSing sector. As output has 
increased so have the capital investments necessary for modern 
plants. In addition, there seem to be economies of scale in 
this industry on the production, distribution, and marketing 
levelso 

10 



Enlargement of the 
European Community 
and Possible Im
pacts on U.S. 
Cotton Exports 

One of the most outstandin~ results of the increase in 
processed fruit and vegetable production has been the 
increased use of contracts between processors and ~roducers in 
both developed and less developed countries. However, 
differences exist in tile process due in part to the differing 
market power of the participants in different areas of the 
world. Western J:':urulJeall and Latin Amer"ican contracting i

i,practices are contrasted so as to explain some of the t
structural phenomena's different outcomes froln the contracting J 

~rocess. Evidence is presented that suggests that the more I 
! 

moderni~ed and more efficient the structure of farm production /' 

the larger are the possible benefits to the producers involved 
in the contracting process. 

Changes in the demand allu supply of Greek, Spantsh, and 
Portuguese fruits and vegetables due to accession were 
considereu. The evidence on the chan~ing structure of demand 
for fruits and vegetables associated with industrialization 
and increased incomes per capita suggests a possible increase 
in domestic demand for processed fruits and vegetables upon 
accession. In addition, incentives may increase production of 
frui ts and v1egetables, particularly processed produce, if the " 
three join the EC due to the dismantling of tariffs on L 
exports, the possible extension of a subsidy scheme to the 
three, and higher prices due to alignment with current EC Iprices. 

The relative competitiveness of the three proposed 
members' industries were evaluated in the context of 
comparable industries in Italy and France. An evaluation of 
the available data and other studies of cost and technological 
conditions in the three indicate major changes in the 
structures of the fruit- and vegetable-processing industries. 
The input costs for some raw prouucts currently are less in 
the applicant countries than in other EC Mediterranean 
members. The agricultural producing sectors are relatively 
backward compared with those for similar products in Italy and 
France, implying a greater need for modernization, and 
therefore a gl"eater possibility for the expansion of 
agribusiness on the input, processing, and distribution 
levels. The paper concludes by suggesting the need for 
further study of the chall~es that are likely to ensue at the 
grower level due to the growth and change that may be expected 
at the processing industry level. 

In the case of raw cotton, EC accession of Greece, POrtugal, 
and Spain may alter numerous factors whicn would, in turn, 
effect directly or indirectly U.S. trade in that expanded 
preferential trading area. The fa~tors may be claSSified, for 
the ~ake of Simplicity, into three categories: (1) The 
alignment of Greek, Portuguese, and SpaniSh support prices and 
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by Them V. Truong 

Discussant: 
Nathan pOlNers 

customs duties to levels which are consistent with EC policy 
guidelines; (2) tue new members' adherence to the Multifiber 
Arrangement (MFA) as well as future MFA changes (the current 
MFA will expire at tile end of 19tH) i and, (3) abrogations of 
tariff barriers and certain institutional arrangements which 
regulate Greece, Portugal,. Spain, and r:C-9 cotton trade flows 
with third countries. 

In the short run, the abolition of duties on imported cotton 
in Greece, Portugal, and Spain would help nonmember countries' 
cotton become mor'e cQlupeti ti ve compared wi th lireeK and Spani sh 
cotton, and, other things being equal, would expand an 
enlarged EC's cotton imports from nonmember countries. The 
expansionary effect would be reinforced by the ~~r9~ation of 
the Greek-r:gyptian clearing accoun.t arrangement. /It lireece, 
where the market share of U.S. cotton was highest during the 
1915-78 period and where U.::>. exporters have an important 
marketing network, the abrogation of the lireek-Egyptian 
arrangement may si~llificantly increase imports of U.S. 
cotton. 

The impact of this expallsionary effect may be mitigated by the 
subsidy on cotton production that the EC is likely to adopt. 
The subsidy has already induceu the t:;overnfllents of lireece and 
Spain to launch programs whose objectives are to increase 
cotton production. Furtherlllore, abrol:!.ation of different 
clearing account arrangements between Greece and various 
East.er:-l European coulltries Illay redirect lireek cotton into the 
EC and lead to a decrease of EC cotton imports from third 
countries. Within Portul:!.al and Spain, discontinuation of U.S. 
cotton sales either under the PL 480 Title I program or the 
cec credit prograhl would likely dampen U.S. exports into these 
countries. 

In the long run, assuming that the level of protection awarded 
to the EC textile industry in the second MFA remains 
unchanged, EC textile prouuction and, therefore, r:C cotton 
lint consumption will increase. Given these higher levels of 
consumption, the magnitude of the enlarged EC cotton imports 
from third countries· will depend on increases in cotton 
production in Greece and Spain. Production increases in these 
two· countries are expected to be limited, however, because of 
numerous difficulties related to attempts to raise yields, to 
expand use of irrigated land, to mechsnize, and to compete 
effectively with alternative cro}Js. Greece and Spain are more 
likely to become self-sufficient in cotton rather than become 
net exporters of cotton. The objectives of the governments of 
Greece and Spain seem to be to export cotton textile products 
into an enlarged EC rather than exporting cotton lint as a raw 
material. The export of cotton textile products generates 
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Geographical Sub
stitution Possibil
ities in the 
European Community's 
Imports of Fruit 
and Vegetable Pro
'ducts in View of 
the Next Enlargement 

by Alexander H. 
Sarris 

Dis{\ussant: 
Tim Josling 

l)Iore employment and foreign e~change than the export of raw 
cotton. 

C:ven though Greece and Spain are likely to become more 
self-sufficient in cotton and exporters of cotton textiles to 
the enlarged EC, total 1::(; cotton imports from third countries 
will increase in response to a rising demand for textile 
products. Based on 19'{~-7~ data, the U.S. ~hare of the 
enlarged EC cotton market is significant. The United States 
must offer a quali ty cOllUllodi ty at a cOlllpeti ti ve price to 
mainta:!.n or increase that share. Two factors which may work 
against U.S. cotton ex~orts to this area are higher freight 
rates and a longer delivery time than most competitors. 

Finally, a 1II0del is sug~ested to assess quantitatively the 
impacts of the EC enlargement on U.S. trade in cotton under 
the assump'tion that an ill1port duty, in the form of a common 
external EC tariff, would raise the price of imported cotton 
in the expanded EC marKet. The two principal characteristics 
of the model are: (1) an evaluation of magnitude of 
changes in U.S. ex:ports in each member country of the enlarged 
C:C, and (2) the treatw~nt of cotton as a differentiated 
product based on country of ori~in. 

The discussant indicated that he agreed with the policy 
analysis of the ililpact assessments of C:C enlargement on U.S. 
cotton exports. No comment was offered concerning the second 
part of the paper whicH deals with a methodology for a 
quantitative assessment of the problem under investigation. 

The C:C's next enlargement with lireece, Spain, and Portu~al 
wi 11 mean aboli tion of tari ff and nontari ff barrier s to trade 
between the EC-9 and the three new member countries. 

The removal of the barriers will affect trade patterns in 
fruit and vegetable products depending on the substitution 
Vossibilities in the current C:C-9 for imports from different 
origins. 

An analysis of import-value shares into the C:C-9 over a 
10-year period shows a substantial shift of trade shares as 
intra-C:C trade captures an increasin~ share of the C:C market. 

The responsiveness of market shares to price and trend factors 
is tested empirically through use of a detailed theoretical 
model that differentiates imports according to place of 
production and derives econometrically estimable relations. 

The econometric equations that include static, as well as 
dynamic, adjustment svecificat,ions are then estimateci with 
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The Accession of 
Greece, Spain, and 
Portugal to the 
European Community 
and Its Impact on 
Their Import Demand 
for Grains and 
Oilseeds 

by Garry L. Smith 
and Robert L. 
Thompson 

Discussant: 
James Houck 

cross-section, time-series import data for each of 't.he current 
EC-9 countries. 

The empirical results indicate thHt the illlport-value shares of 
fruit and vegetable products shipped into the EC are rather 
insensitive to relative price changes. Adjustments in market 
shares, occurring because of relative price shifts, happen 
quite rapidly, usually within a year. Furthermore, it seems 
that the price elasticities of substitution are higher for 
processed products than for fresh products. 

The preliminary conclusion is that the next EC enlargement 
might not influence substantially the J::C share of current 
exporting countries. 

The study evaluated the likely adjustments in land use, 
production, consumption (both food and feed), and prices of 
the principal crops, including the import demand for g!"ains 
and oilseeds (and meals) following the adoption of the CAP by 
Greece, Spain, and Portugal on their accession to the J::C. The 
alignment of the domestic price and trade policies of the 
three applicant countries with the existing policies of the 
CAP involved: ( 1) the elimination of all production and 
consumption subsidies, (2) the removal pf direct government 
price determination, (j) the adjustment of producer price 
supports to levels commensurate with basic intervention prices 
in the EC during 1974-1'5, (4) the removal of existing barriers 
to intra-J::C trade, and (5) the extension of the Common 
External Tariff (CXT) of the Community (threshold prices) to 
the applicant countries,' trade with the rest of the world. 

Separable mathematical programing (partial) equilibrium 
optiml zation models wer"e forlilulated for each of the applicant 
countries to carry cut the analysis. These models 
incorporated activitY-imalysis production possibilities for 
the leading annual (and two perennial--olives and fora~e) crop 
subsectors, including govermllent, wholesaling, processing, 
livestock feeding, trade, and domestic demand activities. 
Fi fteen primary agri cult~ral commodities are explici tly 
considered in the activi.ty analysis, while trade activities 
are limited to the six main grains and seven oilseeds (and 
their Illeals). The factor supply side of each national model 
includes land, labor, machinery services, (and animal services 
in the cast of Portugal) and production inputs such as seed,; 
fertilizer. and cher~cals. Processing activities are included 
for the transformation of domestically produced and imported
primary commodities into a secondary form. These activities 
cover the conversion of olives into olive oil, sugar beets into 
raw sugar and pulp, cotton into cotton lint and cottonseed, 
and oleaginous seeds (domestic and imported) into meals and 
vegetable oils. Feed demand for the three livestock subsectors 
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of cattle and other ruminants, pigs, and poultry (broilers and 
layers) is determined by a least cost ration formulation from a 
consumption set comprising grains, oi1eeed meals, a nongrain 
substitute (tapioca) and forage crops. Stepped demand schedules 
wIth endogenous prices are included in each model to measure the 
food demand for the main agricultural commodities. Trade was 
permitted between the individual applicant countrie~ and existing 
EC member states and wit.h the rest of the world (foreign trade 
sector). The time frame for each model was 1 year'with 1974-75 
chosen as the base Yef'.r. This time frame was of sufficient 
duration to permit the iu11 adjustment of the annual crops but 
short enough to exclude the possibi1it~· of supply response in 
the perennial and livestock subsectors. 

Simulations were performed w:l,th each adjusted national model 
under two grain import regimes: (1) all grain imports are sup
plied from third country sources at the EC threshold prices 
(model I), and (2) all grain exports, except corn, can be sup
plied by existing EC member states (model II). Two scenarios 
were proposed: (1) full alignment for each applicant country 
of all domestic price and trade policies to those applying under 
the CAP in 1974-75, and (2) a 10-percent expansion of the three 
l:i;lJestock subsectors. Url.der the two simulation models, produc
tiCll and land use expansion were basically limited to the grains 
subsectors to the detriment of all other annual crop sectors. 
The aggregate results for the three countries under the two 
specified scenarios resulted in a number of changes iil total 
import demand for grains and oi1seeds (and meals). Under the 
former scenario, aggregate corn imports declined under both 
import price reg~mes. Overall grain imports fell by 13.4 per
cent and 6.7 percent under models I and II, respectively. Total 
oilseed imports also declined under model I but increased by 
1.5 percent under model II. The ~everse situation occurred in 
the case of protein meal imports (up 80.2 percent under model I 
but down by 24.6 percent under the model II import regime). 
However, aggregate imports of oilseed meal equivalents require
ments increased under theh~gher 1 grain threshold price levels-
a result which is, together with the increased imports of non
grain substitutes (tapioca) p consist..:'lt with ·the feed composi
tion exhibited by existing EC member states. 

Under the expanded:i 1ivestock,.:.:sector scenario, total7grain ':imports 
increased under both models I and II by 9.8 percent and by 12.4 
percent, respectively. Total oilseed imports, however, declined 
by some 2.7 percent and 23.7 percent under models I and II. 
Protein meal imports expanded considerably under both import 
price regimes. 
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NORTH AMERICAN COMMON MARK~T 

An Ex Post Look at 
Previous Analyses 
of a llorth American 
Common Mat:'ket 

by AlE!x F. Mc.Calla 
and Gordon A. King 

Discussant: 
J:iJDmye Hillman 

The U.S. Congress and others have reopened the question of a 
North American Common Market (NAeM). This interest is likely 
kindled by the enel"~y s1 tuation. The paper" s objecti ve is to 
review previous analysis of anNACM (Canada, United States, 
and Mexico) in agricultural products. The analysis begins 
with the report of a 1967 Iowa State Conference on an NACM.~I 

The paper begins with a brief discussion of definitions, 
determining that a simple common market is a somewhat 
restricted notion for agriculture because trade restrictions 
in agriculture are generally internal means Qf domestic 
policy. Therefore, some degree of policy harmonization would 
be necessary. The paper then contrasts the similarities and 
differences prevailin~ in the eighties compared with the 
sixties in four areas: (1) the macropolitical economic 
setting, (2) the nature of agriculture in the three countries, 
(3) the nature of trade interrelationships in terlns of trade 
flows and trade restrictions, and (4) domestic a~riculture 
policies. Hore changes have occurred in the macrosetting than 
in those elements relating strictly to agriculture. liexico is 
at a much lower level of economic development than the United 
States and Canada. However, the discovery of substantial 
quantIties of oil in Mexico has greatly enhanced the potential 
for development. Greatly increased labor migration also 
represents a major change. The paper provides summary 
information on the nature of agricultural production, trade 
flows, trade restrictions, and domestic policies, showing few 
significant changes in these areas. Therefore, previous 
cOIBmod1ty specific anal~~es may still have relevance. The 
paper then reviews previous analyses, reaching the following 
conclusions. First, U.S. and Canadian markets for fruits and 
vegetables, livestock products, and oilseeds and grains are 
largely integrated. Recent studies by Agriculture Canada and 
USDA give both qualitative and quantitative insights. Far 
less is known about Mexican marketing relationships with the 
United States. Second, little is known about su~ar, tobacco, 
and dairy products and how a common market might influence 
them. Third, trying to understand agricultural 
intel:'elationships on a commodity by cODIDodi ty basis may be of 
limited value. Clearly the macrosetting ~nd the trade-offs 
between agricultural and nonagricultural issues are of central 
importance. Important among these are oil and labor. 
Fourth, much of the analysis discussed is qualitative. Little 
quantitative analysis exists.. Fifth, a host of crucial 

21 A North American Co,/Illon Market. Iowa State University 
Center for Agricultural and EcOnOi{dc Development. The Iowa 
State University Press, Ames, Iowa, 1969, 442 pp. 
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United States/ 
Mexican Interde
pendencies 

by Clark W. 
Reynolds 

Discussant: 
G. Edward Schuh 

issues in prior research was not discussed, including labor 
movements, capital flows, exchan~e rates, water and other 
natural resources, and inputs such as fertilizer and 
machinery. Sixth, ,the lar~est issue focuses on modelin~ the 
potential integration of a developing country which displays 
strong nationalistic an\l closed economy tenuencies with two 
"rich" developed countries which pursue much more open 
economy-oriented policies. The macrotype issues transcend 
anything in the agricultural area. The paper concludes that 
much more research in'formation, particularly about Mexico, 
would be required if the issue of an NAeM were to be seriously 
explored. 

The discussion focuseu on four statements: (1) 
nonagricultural issues would be of overriding importance to 
the success of a common IIlClrket, (2) common markets are 
inherently protectionist, therefore", "how would a common 
market jibe with U.S. and Canadian policies regarding 
multilateral trade liberalization?", (3) "what are the 
objectives of an NACI1?", and (4) integration would cause 
resource movements which would alter basie production 
patterns. 

Agricultural relations between the United States and Mexico 
represent only one dimension of a wide range of 
interdependencies. Today, the Uni t<!d States imports more than 
60 percent of Mexican petroleum exports at an annual cost of 
more than $7 billion. Mexican immi~rant labor accounts for a 
significant share of the employment growth in the United 
States. North American loans to Mexico are the second largest 
in the third world. Production sharing between the United 
State's and Mexico promises to expand ,to include major 
industries such as automobiles, lit,ht manufacturing, textiles, 
and electronics. Hence the appropriate framework of analysis 
for relations between the United States and Mexico should be 
broad enough to accomodate trade, investment, migration of 
labor, and technolo~y transfer. 

The agricultural sector languishes even as the petroleum 
bonanza unleashes unprecedented growth. The situation holds 
important implications for trade between the two countries 
because the United States continues to be an agricultural 
exp~ting country while Mexico is suddenly a major 
agricultural commodity importer. The Mexican Government 
realizes the problem of production in the rural sector and is 
looking for new solutions. In the past, Mexico was one of the 
few developing countries that promoted balanced development of 
agriculture and industry. The surplus generated by 
agriculture supplied resources for industrial growth and urban 
development. The effect of this strategy was increased 
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dualism in agriculture, since the easiest strategy was to 
concentrate on large-s~ale irri,ated farming in the newly 
ovened regions of the north, northeast, and coast. Highland 
rainfed a~riculture, where most rural population is 
concentrated, experienced a major ag~arian reform (especially 
in the thirties) but received little investment from either 
the government qr the private sector, since landholdings were 
atomistic, iMpoverished, and outside of commercial credit 
channels. 

4s a result, Hexico's rural worKers have waved to the cities 
and north to the'United States to take advantage of the 
farm~ork and to benefit from hi~her farm prices and 
productivity. In Hexico, development by the sixties was 
inhibited by lack of government attention to rainted 
a~riculture (the last frontier of Hexican rural develo~nt) 
and by price controls on farm products to subsidize urban 
consumption, a situation that only increased the rate of urban 
and foreisn emigration. Any scheme proposed to solve the 
problem runs against the inherent incompatability between 
prices at the farmgate sufficiently high to encourage 
investment and ceiling prices (for consumption subsidies) in 
the cities. Last year's subsidy on sugar alone is said to 
have approached $1 billion. During the Echeverria 
administration (1960-76), the government attempted to support 
rainfed agriculture, and together with the World Bank and 
Interamerican Develo.,aent Sank, spent close to $1 billion on 
Project PIDER which targeted selected poor regions throughout 
Mexico's rural sector for development of roads, facilities, 
communications, cattle raiSing, and crop production. The 
results have been slow to appear, have been mixed, and have 
not produced the hoped-for dramatic improvement. 

In the spring of 19HO, the Lopez-Portillo administration 
introduced a new DrORram, Sistema Alimentario Mexicano (SAH), 
to bring about both food self-suffici~ncy and rural 
development. Th~ focus is on the crops (maize, beans, and 
other basic commodities which tend to grow in rainfed, a.all
holder agriculture) which will both increase domestic food 
production ,lnd help the poor far.rrer. While the details of the 
program havo yet to be developed, one important dimension 
encourages, with government subsidies, the formation of 
cooperatives in which ejidos (individual and collective 
holdings under the agrarian r~form laws and unalienable in 
tenure) and small farmers will band together for production 
and related p!~ocessing activi ties. The oil boom is creating a 
surplus capable of subsi~~zing immense new programs of this 
kind. (The daily output 'of only one of the oil-pumping 
Campeche platforms generates $1.5 million in gross income, 
which is the equivalent of the value added of 250,000 small 
farms in the poorest regions of Hexico.) The program will 
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The Impact of 
Mexican Oil 
Revenues on Import 
Requ:f,.r~ents of 
Agricultural 
CODDDodities: A 
Preliminary Report 

help, but in view of continued ral-lid lJopulation growtll and 
resource limits will not resolve the problem of agricultural 
defici ts and rural pov~rty. Consequently, the econOlOY and 
labor market of the lIni ted States will continue to offer 
opportunitieH to Mexico. 

wtlile Mexico and the United States have many informal contacts 
with each other, there is hesitation by t-1exico on establishing 
formal contacts. M~xico is concerned about oeing relegated to 
exporting basic commodities (oil) while at the same time 
becoming more dependell~ on illlports of basic food commodities. 
They are willing to adjust internal prices to favor the 
produc·i:.ion of domestic croVs. At the sanle tilJle. export 
controls are used to insure that the domestic market has an 
adequate supply of livestoc~ products. Industrial devel0l-lment 
is being subsidized (by low energy prices, high import 
protection, and other measures) to increase "autonomy" and 
shift linkages from the United States to Europe, Japan, and 
the developing countries. Oil is bein", used for thi::l purpose 
in bilateral negotiations. Nevertheless, the advantages of 
proximity to the United States, its large markets, its 
financial surplus (a center for international financial 
flows), aud its agricultural advantages will make it a 
formidable competitor. Already the Southwest of the Uni ted 
 
States is the fast-growing region, as are the north and 
 
northwest of Mexico. The area could be a new frontier of 
 
continental develoiJment.i however, increased understanding ano 
 
communication between both countries is reqjl,Jii red. 
 
~ricultural research, includint', that sponsored by USDA, could 
 
help achieve the objectives. One might begin with the 
 
establishment of a worKing group on the future of United 
 
States and I-Iexican agricultural and rural development aimed at 
 
combining the efforts of ooth countries in a oroader framework 
 
of trade, investment, migration, and technology transfer. The 
 
a~ricultural trade research consortium Itlight be an approiJriate 
 
sponsor for such an undertakin6' because many of the papers 
 
and much of the discussion in these sessions has pointed in 
 
that direction. 

L.ar~e reserves of petroleum were discovered in Hexico in t.he 
 
lnidseventies. The revenue generated by petroleum exports is 
 
projected to increa~e significantly economic activity and real 
 
income in Mexico. The increasing level of real in(!ome will, 
 
aependillt', on the incoille distribution, stImulate significant 
 
increases in demand for wheat, corn, pork, beef. and other 
 
foodstuffs. 
 

The potential Mexican import deilland for' agricultural 
 
connodities holds 3pecial interest for the United States and 
 
Canada. Location and establi~hed tradin~ patterns should 
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by Maury E. 
Bredahl and David 
Gonzalez 

Discussant: 
Andrew Schaitz 

favor expansion of U.S. and Canadian alricultural trade with 
Mexico. Of ~ar~icular importance to the United States is the 
possibility of importing silnif1cant ..aunts of petroleu. 
products wnil~ ex~ortin~ significant a.aunts of agricultural 
bOaaodities. 

This paper reported the ~relh)inary resillts of a sup~ly and 
de..nd study underway at the University of Missouri. The 
reported result3 are based on a detailed modeling of the huaan 
consumption demand for wheat, corn, beef. and pork. The 
demand of coarse ~rains and oilseeds by the livestock sector 
is also iocluded in the study. The supply of agricultural 
cow.odities is re~reselJted by sim~le nonlinear trends. 

A sim~listic. highly-aggregated approach was used. The for..t 
of the model for an individual commodity included the 
following eQuations: 

(1) 	 4h = qh (Pl.···· Pn ..... 
 
Pm , CPl, income) (per capita demand) 
 

• e 1.029)(2) 	 Qn = (population 1~1H 
(total human consumption)• qh 

(J) 	 Qf = Qf (Wt!at production) (total feed de ..nd) 

(aggregate demand) 

(supply) 

(6) H = TU - S + exvor,s + b stocks (import demand) 

Endogenous variables include hu.an consuaption. feed de..nd. 
supply (as a trend). and imports (as a residual). 

Th~ 	model reflects the suVPly and con5umption policies of the 
Mexican Government. Hath produetion and consu~tion are 
subsidized. Prices are established 	 by govern..nt policy. 
Therefore. imports may be derived as a residual. I~rt 
·demand is perfectly inelastic with respect to the world ..rket 
(U.S. prices). 

PrOjections for 198~ and 1990 are based on the following 
assumptions: (1) population will increase at a rate of 2.9 
percent annually. and (2) inflation 	 and the nOMinal prices of 
individual commodities will increase at a rate equal to the 
averale of the most recent 7 years. Given these assu.ptions. 



A North ~rican 
eo.... Market: 
Le.8OIl. fro. 
Previ0U8 
Experience. with 
c~ Markets 

by Vemon Sorenson 

Discu...nt: 
 
Charles E. Hanrahan 
 

levels of consuaption, supply, and i~rts were projected 
conditioned on alternative rates of inc~ growth. 

These projected levels of i~rt de..nd are preliminary. A 
closer look at the production side is necessary to improve the 
accuracy of the .adels. However, these results indicate that 
if the historical tenuency in production remains the same anu 
the assumptions regarding prices, population, and income are 
appropriate, the iMPort de ..nd for coarse grains, wheat, and 
soybean ..al will increase substantially during the studied 
period. 

Under a 6 percent rea! per capita income alternative, the 
prOJected level of coarse grains imports increases at an 
average annual rate of 8.4 percent during the 1980-~0 period, 
reaching a level of nearly 4.5 million tons by 1990. Wheat 
imports are forecast to increase at an average annual rate of 
9.1 percent during the 1980-90 period, reaching a level of 2.1 
million ..trio tons by 1990, more than a doubling in the level 
of illPOrts fro. the 1977-79 average i::,port$. !:ioybean meal 
illPOrts are esti~ted to increase even more dramatically. The 
projection results indicate soybean meal imports to increase 
at an average annual rate of 1b percent. 

The r~taarch is in a developing stage. The direction of the 
 
r-eses-,"c:t benefited frolll the input of the part.icipants at the 
 
..~'t.~,'6' As a result of cos.ents, the estillilted income 
 
elasticities of the model have been re-estimated. Also, the 
 
iapacts of the Hexi~an agricultural policy will be included in 
 
the analysis of the supply side. 
 

Economic integration among nations has become a major thrust 
of internatiunal ca.wercial policy since Marlu War II. 
 
Atte~ts at econ~c integration have taken various forms 
 
rang1 ni from a couplete custOMa union, as in the case of the 
 
European Community, to free trade associations, to more 
 
loosely defilled econotaic cooperation, sometiaae~ limited to 
 
provision of basic services such as transportation and 
 
caa.unications. The incentive for integration is the 
 
antic!pated economic benefits that will flow from the 
 
arrangement. The benefits arise from the effect ecunomic 
 
integration has on promoting specialization and efficiency of 
 
production which, in turn, auus up to longer term adJustments 
 
in the participants' economies. Viewed within the framework 
 
of static and dynataic custa.s union theory, the following 
 
general picture e..rges concerning the potential for gains 
 
from North American integration. 
 

Economic integration between canada and the United States 
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would lead to .e~nin~ful but not spectacular changes in 
production patterns and trade. While some conditions provide 
the basis for gains from integration, general Similarity in 
cost structures in the nonagricultural sectors of the two 
econ<a1es would indicate that only lill1i ted trade creation 
would take place. Secondary changes related to economies of 
acale and reorgitni~ati(Jn could occur in some industries, 
particularly if U.S. capital began moving to Canada at an 
lncre3s1ng rate. 

Some restructurin~ of a~ricultural trade would occur based on 
current maintenance of uneconomical production and marketing 
patterns and the existence of ~rice ~upport and market control 
mechanisms. In general, direct trade ·barriers between Canada 
and the United State~ are limited and have been brou~ht to 
relatively low levels through recent rounds of trade 
ne,ot1atiol1~, and neither tariff~ nor nontariff barriers are a 
..jor deterrent to industrial trade between the two 
countries. 

The potential gains in trade between the United States and 
Mexico would appear to be greater. Current levels of trade 
restrict!on ..intained by Hexico are severe. Not only are 
tariffs l~rtant, but also quantitative restrictions through 
licensin, and close control of DlaelY import~ through state 
tr~din, result in Mexico's having a highly managed trading 
alat.. In agricultur~ the Dasic trade-off is ialports of 
corfee and horticultural products in return for food and 
f..darains and oilseeds plu~ ~we livestock and products from 
the United States. U.S. capital and lower cost labor might 
trluer rapid stimulation of further a5ricultural develo~nt 
In Mexico for export and deyelo~nt of a range of industrial 
products. 

&conoadc iainu appear to exist for both Canada and Hexico 
throuah North '-erican integration. An inherent problem, 
however, is the difference in economic size of the United 
States relative to~~th econolDies. A small chitnge in 
apecialization for the U.~. ecoQ~1DY could represent massive 
chan,es.in specialization for either of the other two 
econa.ies, ..anin~ that potential gains can be ~reater for 
Canada and Mexico. However, the potential disruptions and 
coata of intearation can also be greater. 

POlitical conalderations are also important. Both Mexico and 
Canada are concerned about ~enerating closer economic ties to 
the united States. The general structure of the economy and 
the political syst. existin, in ~anada probably is compatible 
with that in the united States, but its institutions for 
deallna with aaricultural policy are different and probably 
would require chanie. The Mexican economy and its 

22 
1 

1\
Ii 



Trilateral Trade 
ArrangUlellts 
between the United 
States, Mexico, and 
Canada 

by Edwa~d Rosamiller 
and Gretchen Heimpel 

Discussant: 
Ralph Lattimore 

institutions differ sUbstantially fro. those in the United 
States. There is a lIOdern urban Mctor ~ but auch of rural 
Mexico is poor and ba:s~d on SIIal.l-scale aaviculture. The 
political economy of the country is centralized. A broadly 
based program of econoadc develouaent has been instituted, and 
the Mexican ~overnment feels that it .ust have oontrol of 
international cOlII!Ierc~ to assure the success of this proaraaa• 

The conclusion arrived at, therefore, is that econoaUc 
conditions are such that ~ilins could be achieved on the North 
Awerican continent from for.ulation of a custoaa union. The 
im..,edi_nts to achievi!l~ this inte~ation are related to the 
..,olitical dimensions of the proble. and dealin, with the 
distribution of costs and benefits that would occur both 
within and among countries. 

The pa..,er reports on tt~ pro~ess in the airicultural section 
of a conaressionally .andated study on special tradina 
arran~ements between the United Statea, Mexico, anu Canada. 
first, however, we want to explore ~ of the forces at work 
that provide a base of interest in developin, special trading 
arrangea:euts. We would hypothesi ze that the Uni ted States i.lS 
now at a threshhold tt~t is ca!lin~ to question whether the 
long-held principle of liberalizi~, world trade on a 
multilateral baSis is viable for the decade of the ei~htie3 
and beyond. 

The concept of tradin~ arrlln68111ellts is not new,; :sinc~ 1960, a 
sUbstantial effort has been made by a lar,e nu.ber of tradin~ 
nations to work out preferential arran6eaents on a re~ional 
basis. These include, a.ong others, the European I::conomic 
Collllluni ty, the Andelln Pact, the ASSOCiation of Southeast Asian 
Nations, and the 1.ome Arran,e_nts. The scope and covera~e of 
these arrangements varj Widely, but common to all is a tradin~ 
preference or advantage to those countries that are part of 
the arrangement compared with those that are not. In 
addition, various export commodity ,roups or carte13 exiat, 
such as the Organization of PetroleUll i::xportin, CoWltri~s and 
the Hegota Uroup of coffee exporters. Another pheno_non is 
the emergence of state tradin~ or quasi-state tradln~ whereby 
60vernments exert some control or handle directly the import 
and export of agricultural cOIQIQOdit!es, for example, the 
canadian Wheat Heard, finland's State Granary, Japan's food 
Agency, and the Mexican National ~sic Coaaodi ties Company. 

A variety of proposed legislation has recently occurred in the 
Uni ted States with such aiMS aa the establishment of 
export-trading companies or of a national board of 
agricultural governora. In addition, the Secretary of 
Agriculture has indicated interest in enterin, into bilateral' 
commodity tradiull, a~reelilents. 
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Section 1104 of the Trade Agreements Act of 1979 modified the 
Trade Act of 1974 and added instructions that the President 
should study tl~ desirability of entering into mutually 
beneficial trade agreements with the countries of North 
America. The a~ricultural and ener~y sector~ were 
specifically mentioned. The agricultural study is being 
coordinateu by U~DA's Forei~n Agricultural Service with 
portions contributed by USDA's ~onomics and Statistics 
Service. The study include~ a review of current production 
and trading patterns and policies, forecasts future 
supply/demand situations in Mexico, Canada, and the United 
States and the implications for future trading patterns, and 
examines variou~ ~vecial trading arrangements. 

The issue of a North American Common Market currently under 
discussion in the United ~tate~ will be addressed, but its 
unacceptability, both politically and economicaily. has 
already been clearl; stated by the governments of Mexico and 
Canada. Regional arrangements, such as between the 
northwestern States and the we~tern ~anadian provinces, or 
commodity sector arrangements, have stimulated the most 
interest and show the MO~t potential. 
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AGRICULTURE. ENERuy. AND TRADE 

Trade and Balance 
of Payments 
ImpU.cations of 
Agriculturally 
Produced Motor 
Fuels and Other 
Aspects of Higher 
Petroleum Prices 

by David Orden and 
G. Edward Schuh 

Discussant: 
Maury Bredahl 

Host of the discussion of ener~y prices and agriculture has 
focused on the microeconomic dimensions of higher enersy 
prices. The paper addresses three additional dimensions of
possible impact: (1) the balance of pa~nts implications of 
using ~rain or sugarcane to produce alcohol fu~ls. (2) changes 
in transportation costs which could cause significant shift:s 
in the global location of production. and (3) the effects of 
vetroleum-related balance of payments problems on agricultural 
trade. 

In stabili ti in world petroleum markets since 1973 has 
accelerated consideration of alternative energy sources vhich 
include conversion of crops "into alconol, Brazil and the 
United States are two leaders in the allocation of public 
support to stimUlate domestic alcohol production. Both are 
large energy i~~rters with persistent balance of trade 
deficits. In the United States. Federal support alone a.aunts 
to 40 cents per gallon of alcohol. a substantial proportion of 
production costs. 

Underlying such supvort is an implicit assu.ption that alcohol 
production will improve the balance of pa~nts. OUr 
calculations to date do not agree \-lith this assu.pt10n. To 
illustrate, alcohol can be produced at least cost in the 
United States by usin& corn grain. At the end of 1979. the 
export value of a metric ton of corn vas higher (,121.56 
F.O.a. gulf ports) than the value of crude oil saved if 
alcohol produced from the corn displaced aasoline (.67.1_>. 
Taking into accowlt the value of distillers dry grain and 
solubles byproducts and for the cost of energy utilized in 
processing the grain. the effect of alcohol production on the 
balance of payments ranged from a galn of '16.000 per 1 
million gallons produced if domestic fuels such as coal were 
used exclusively in processing. to a loss of ,163.000 per 1 
million gallons if petroleum products were used to provide 
processing ener~. 

arazil's sugarcane is the principal input to alcohol 
production. At October 1979 prices. 10 tons of suaarcane 
could be converted to alcohol displacing $100 .tllion of 
petroleum imports. The sugarcane had an export value of 
$251.6 million if processed into r'aw sugar. 

Oomparison of these results with similar calculations at 
prices prevailing in 1~71 indicates th~t a decline in the 
terms of trade between corn or sUiarcane and crude oil haa 
reduced the unfavorable effect on the balance of pay.ents of 
diverting these crops from export to alcohol production. But 
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our results suggest that claims to reduction of the balance of 
payments deficit of Brazil or the United States remain 
unfounded. 

Our calculations do not take into account price impacts which 
;.light result from large-scale alcohol programs. Brazilian 
sugar exports account for less than 10 percent of world sugar 
trade. Hence, diversion of sugar to production of alcohol is 
not likely to have much of an effect on world su~ar prices, 
and estimates of the balance of payments effects are likely to 
be reasonably realistic. U.S. corn exports, on tha other 
haud, dominate world ma,,·kets. To attain the nationally 
defi ned goal of production of 2 billion gallons of alcohol 
annually would utilize 19.6 million metric tons of corn, over 
a third of the quantity currently exported. An alcohol 
program of this magnitude would clearly have an impact on 
world corn and protf:in rnarkets~ We could anticipate, for 
example, that increases in the price of corn would ameliorate ;~. 
some of the decline. in expor:t earnings that result frolB 
diyerting corn to the production of fuel. 

In part, the advisability of an alcohol program depends on the 
strength of grain export markets. In this light, we have made 
a preliminary evaluation of two possible aspects of the impact 
of higher energy prices on agricultural trade. First, we 
anticipated that an increase in transportation costs 
(equivalent to a tariff) might reduce trade. Selected (but 
relevant) ocean frei6ht rates do not support this contention. 
Fteight rates are quite unstable, but there was a discernible 
downward trend in real terms durin~ the 1~b!j-80 period. The 
trend apparently stemmed from expanded capacity and increased 
efficiency, resulting from use of larger hulls. Freight rates 
might be even lower if energy prices had not risen, but it is 
important to know that hi~her energy costs have not yet 
imposed a barrier to trade. 

Increases in import bills due to increased petroleum prices 
I,U ght induce individual countries to increase their 
self-sufficiency in agricultural products. While it is rather 
difficult to bring empirical evidence to bear on this issue, 
the data suggests that an alternative hy~thesis may be more 
likely--farmers in the United States aud other grain-exporting 
coulltrie~ may have a v~sted interest in continuation of high 
oil prices. Developing countries that also exported oil 
accounted for some 33 percent of world cereal imports in 
1918. When adding the $3.1 billion in net grain imports by 
Poland and the USSH--both energy exporters-the share 
increases to ~1 percent. Growth potential of these markets 
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would appe~r to offset the potential for i_port substitution 
by importers of oil and cereals. SUch substitution would come 
at a fai~ly h1,h price. The fairli lar,e nu.ber of countries 
importing both energy and cereals accounts for only 11 percent 
of world cereal imports a~, t~ developing countries. 

The analysis here ie by no ..ans co~lete. The interaction 
between high petrole... prices and a~iculture is indeed 
complex. The analysis is only partial, preliadnary, and 
focused on sel~cted diaensioQs of the proble.. General 
equilibrium price effects need to be taken into account, and a 
more sophisticated ~nalysis of the .problem needs to be made. 

The discussant pointed out tMt the ,asobol issue is highly 
political at this time and that polic~akers may make 
collllli tments regardless of unde.-lyina .nonoadc implications. 
The di scussant indicilted tMt the p.:!c--illpacts on the 
production and demand of both corn .od soybeans, which would 
result from an alcohol program, would be significant and 
should not be left out of the analysis. Sev~ral alternatives 
(input-output tables, simulation models) for incorporating 
these effects were suaaested. The discu~..nt noted that 
transportCitiol1 costs to and froll deep sea ports ~ave risen 
substantially durins the seventies. Total transportation 
costs from point of production to point of consumption would 
need to be evaluated to deter.tne how hisher costs act as a 
barrier to trade. SUpply and de ..nd projections indicate 
tight world cereal ..rk~ta by the late eiahties, tending to 
susgest that diYertin, ,rain to production of alcohol will 
bear a high opportunity coat. Finally, the discussant 
suggested that alternatives such as oilseed cro~s may have 
economi c potential as fuel ctQpa, ud tMt evaluation of such 
alternative:i would be a frui tfill area for furt~~er re:iearch. 
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