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EXECUTIVE SUMMARY

ECONOMIC HARMONIZATION IN THE CANADIAN/U.S./MEXICAN
GRAIN-LIVESTOCK SUBSECTOR

This is the fourth publication from a series of workshops
which bring together agricultural economists, government
officials and business people from the United States, Canada
and Mexico for the purpose of enhancing communication on
policy and trade issues. The objective of the workshop series
is to develop and communicate objective economic informa-
tion on trade and policy issues as a means to heading off
wasteful tension and disputes among the three partners in the
NAFTA agreement. The first two workshops focused on grain
(1995) and dairy disputes (1996). The third workshop (1997)
looked at disputes from the “other side” i.e., policy harmoni-
zation. The 1998 workshop and publication take the harmoni-
zation theme to the next level and examine the status of policy
and trade harmonization issues in grain and livestock among
Mexico, Canada and the United States.

This book focuses on trade issues and competitiveness within
the grain-livestock subsector in North America. This topic is
timely because:

» The grain-livestock subsector, by its size and posi-
tion, is the foundation of agriculture and the food
industry in Canada, Mexico and the United States.

* Major structural changes are occurring within this
subsector. The origins of structural changes are pri-
marily technological and product uniformity-
driven, but the impacts on trade are and will be
substantial.
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» Structural change and the policies embodied in
NAFTA and WTO hold the potential for increasing
trade tensions among the three North American
partners to NAFTA. Trade tensions are already
apparent in the beef, pork and grain sectors.

The workshop was designed to provide analysis of four major
issues:

*  What is meant by “competitiveness” as applied to
the grain-livestock subsector? The term is used in
economic, trade, business and policy discussions,
but it is elusive in terms of both meaning and mea-
surement.

+ Can we compare competitiveness of the grain-
livestock subsectors in Mexico, Canada and the
United States; if we do, what are the results?

» What are the factors influencing competitiveness;
how are these likely to influence geographic shifts
in production and trade?

+ How are these, and other factors, likely to influence
policy and trade tensions among the three partners
to NAFTA?

The workshop was held April 21-22, 1998 in Lake Louise,
Alberta, Canada. It was attended by policy economists from
universities and governments, and business/interest group

representatives from each of the three signatories to the
NAFTA.

CONTENTS OF THE PUBLICATION

The book contains eleven papers in four thematic sections,
with discussion comments. The papers were all prepared for
this workshop by economists working directly on the target
subject matter from among universities, governments and
research organizations. Most discussants are from business
settings including banks, grain and livestock processors, mar-
keting agencies and interest groups. There is a significant
component of the publication, three papers and two sets of
discussion comments, provided by our Mexican contributors.
Readers with an interest in the grain, livestock and small farm
sectors in Mexico will find this material particularly useful.
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The lead paper which addresses the basic issues of economic
meaning and significance of “competitiveness” in trade agree-
ments was prepared by Tom Sporleder and Larry Martin. The
paper adopts the 1991 Office of Technology Assessment
(OTA) definition of competitiveness... “the degree to which a
nation can, under free and fair market conditions, produce
goods and services that meet the test of international markets
while simultaneously maintaining or expanding the real
incomes of its citizens”. The paper includes a thorough review
of the evolution of recent trade agreements along with analy-
sis of their impacts. The section on evolution and impacts on
the agri-food industry is reinforced with three examples of
induced technological and structural adjustment in Canada.
The authors argue that harmonization and competitiveness in
the next WTO round of multilateral trade negotiations will
focus on genetically modified organisms (GMQ's), state tra-
ding enterprises (STE’s), and market access in agricultural
and food markets. Murray Fulton's review comments
extended the paper into the areas of innovation/intellectual
property rights, and the role of competition policy in a world
where competitiveness is a concern.

The second section contains four papers on developments in
the grain and the livestock industries in each of Canada and
the United States, two counterpart papers on the commercial
grain and livestock industries in Mexico, and a paper on non-
commercial small farms in Mexico. These papers are an excep-
tionally strong compendium of statistics, policy summary,
evolution and structural change in the grain and livestock
components of Canadian, U.S. and Mexican agriculture. The
papers include analysis by Linda Young and Gary Adams;
Kurt Klein and Gary Storey; David Anderson, James Mintert,
and Gary Brester; Jill Hobbs and Bill Kerr; Beatriz Avalos-Sartorio;
Roberto Aceves Avila and Enrique Lopez Lopez;, and
Antonio Yunez-Naude. This section also includes discussant
comments from seven industry representatives from all three
countries. This section is an up-to-date, well-presented and
well-documented analysis of the grain/livestock subsector in
North America.

The third section presents a paper on issues in truck and rail
transportation within NAFTA. Certainly freer trade within a
geographically dispersed region like North America brings
out the strengths and weaknesses of transportation capability.
Barry Prentice and Bill Wilson provide a comprehensive
review of structural and regulatory impediments to the
smooth flow of products within the NAFTA region. In
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particular, they illustrate areas where evolution of transporta-
tion regulation has not kept pace with other deregulation,
suggesting that transportation remains a weak link in the
North American marketing chain.

Section four reviews institutional forces affecting trade and
policy tensions. Don McClatchy and David Schweikhardt ask
the question...is policy harmonization necessary or desirable
to structural adjustment under trade liberalization? Their
answer is that it is both, and proceed to discuss institutional
and regulatory considerations that would encourage achieve-
ment of that objective. The paper by Dave Ervin and
Glenn Fox deals with the literature and issues surrounding
trade liberalization and the environment. They challenge
some of the conventional wisdom regarding greater environ-
mental damage and increased consumer risks from increased
trade... “there is reason to believe that an environmental divi-
dend is at least possible from the pursuit of trade liberaliza-
tion in agriculture...the realization of that dividend is
contingent on an appropriate integration of trade and agricul-
tural policies, and environmental policies and institutions”.

The final section summarizes panel member comments made
in relation to “what have we learned” in terms of implica-
tions, research needs and future directions. Panel members
included Terry Francl, American Farm Bureau Federation;
Shelley Thompson, Saskatchewan Wheat Pool; Roberto Aceves Avila,
SAGAR; Ken Ash, Agriculture and Agri-Food Canada; and
Chuck Lambert, National Cattlemen’s Beef Association.

The coordinators for this workshop included:

— Ron Knutson, Food and Agricultural Policy Center,
Texas A&M University

— Karl Meilke, University of Guelph
— Fred Woods, CSREES/USDA, Washington D.C.

— Jack Geliner, Agriculture and Agri-Food Canada,
Ottawa

— Al Loyns, Prairie Horizons Ltd., Winnipeg
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FOREWORD

Economists usually herald the signing and existence of agree-
ments which liberalize trading conditions among nations.
Economic theory predicts increased collective benefits from
production and distribution of goods and services when trade
barriers are reduced. Resource allocation determined by com-
petitive forces, resource endowments, comparative advantage
and trade instead of “economically artificial” borders or rules
improves economic performance. Certainly most agricultural
economists supported the trade liberalization accomplished
between Canada and the United States in the CUSTA, and
later extended to Mexico in the NAFTA. These trade agree-
mernts are in their first full decade of operation and, along
with the international counterpart (the Uruguay Round of
GATT), many of the positive effects of these agreements are
now apparent and accepted.

Trade, including agricultural and food trade, are increasing
among the three partners to the NAFTA. Production and dis-
tribution patterns are shifting in relation to economic criteria.
Investment and business linkages (some call them “vertical
supply chains”) are extending across borders and across sec-
tors at unprecedented rates. All of these economic impacts are
related to trade liberalization initiatives begun a decade ago
among the three signatories to the NAFTA.

However, there is another side to trade and policy relation-
ships in agriculture and food among the United States,
Mexico and Canada. This past decade has also been high-
lighted by intense bickering, tension and outright disputes in
a number of commodity/product areas. Trade agreements
automatically generate some trade tension because new poli-
cies and rules will be tested. Trade policy and trade disputes
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have been among the signatories to the NAFTA and some of
those do not seem close to resolution...Canadian wheat, bar-
ley, cattle and hogs into the United States; tomatoes and
Mexican trucks into the United States; some U.S. grain, poul-
try and dairy products not allowed into Canada; U.S. beef dis-
rupting Mexican cattle markets; and Canadian malting barley
exports limited into Mexico. The list goes on. Each point of
stress or dispute costs scarce political, bureaucratic, interest
group, and economic resources.

Economists may appear to have little to contribute to the reso-
lution of these problems. Since trade liberalization is sup-
posed to improve resource allocation and we have trade
agreements which say they liberalize trading relations, then
economists have made their contribution and the problems
must be political or administrative. Our job is done.

[t may be true, as many seem to believe, that economists have
little to contribute to much of the political debate that condi-
tions behavior of decision makers. It may also be true, as the
cliche goes, that all economists laid end to end could not reach
a conclusion, but that (laying all economists end to end) might
be a good thing! Whatever the truth on these matters, a small
group of U.S. and Canadian policy-oriented agricultural eco-
nomists decided in 1995 that they, indeed, had a role to play in
the disputes and stress that were accompanying the introduc-
tion of North American free trade. That role was seen to be the
creation and distribution of timely, relevant and objective economic
information on the sectors that seem to generate most of the conflict.
Our objective is not to solve matters directly; that is well
beyond the capability of any particular group. Rather the
objective is to influence decision makers, and possibly the indivi-
duals involved in conflict, by providing an economic information
base related to conflict situations.

In search of this goal, we established a series of workshops for
the generation of policy and trade related material, and a
commitment to quick and broad dissemination of the results
through books like this one. Four workshops have been held
and each of the publications has been released within nine
months of the workshop. In 1997, we extended our organiza-
tion and coverage to include Mexico. Originally we were only
a group of economists. We have extended that to include busi-
ness and interest group participation. Originally we targeted
only twenty-five participants; the next workshop in Mexico in
March 1999 will have sixty participants. We have established
a solid network among several agricultural economists in
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academia, government, and business in each of our three
countries which is influencing projects well beyond this one.
Importantly, business connections are beginning to be formed
as a consequence of these associations. Have we contributed
to reducing policy and trade tensions within the agricultural
and food industry? Perhaps, but it remains an elusive goal.

Copies of this publication are distributed at a nominal charge.
We encourage readers to use and quote the material. We
would like to hear back from you on whether and how these
papers are useful.

For information on other workshops, see The Farm Foundation
website at www.farmfoundation.org.

R.M.A.Loyns, Prairie Horizons Ltd.

Ronald D. Knutson, Texas A&M

Karl Meilke, University of Guelph

Jack Gellner, Agriculture and Agri-Food Canada
Fred Woods, CSREES, USDA, Washington
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