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HOW NAFTA WILL AFFECT AGRICULTURE IN
THE UNITED STATES: REGIONAL IMPACTS

Daniel A. Sumner
Assistant Secretary for Economics, USDA

After more than a year of intense discussions, the North American
Free Trade Agreement (NAFTA) negotiations were completed on
August 14, 1992, in Washington. The result will be the largest free
trade area in the world covering all trade between more than 360
million people and economies of more than $7 trillion in Gross Do-
mestic Product (GDP).

Fast Track

Consideration of the NAFTA is subject to the "fast-track" proce-
dures provided by Congress for trade agreements.

The schedule is as follows: Ninety days after the official notice to
Congress of the intent to enter into a trade agreement, the president
may sign the agreement. In the case of the NAFTA, this notice was
on September 18, 1992, so that means late December, 1992, is the
earliest the agreement may be signed. Only after signing the trade
agreement may implementing legislation be submitted, but there is
no deadline for submitting such legislation.

Once the legislation is submitted, it will be entitled to "fast-track"
treatment, meaning that Congress will vote "yes" or "no" on the
agreement within ninety legislative days. No amendments are
allowed. In recent cases, passage has taken considerably less than
ninety days because Congress and the administration have collabo-
rated on the drafting of implementing legislation.

Following the above schedule, a Congressional vote on the
NAFTA might be expected perhaps as early as the spring of 1993.
But no specific deadline can be specified because we do not know
when the implementing legislation will be submitted. Clearly this
"fast track" is only "fast" by Washington standards.

Although the NAFTA has been negotiated, implementing legisla-
tion is required for it to become effective. An intense public policy
debate should be anticipated during 1993. This paper is designed to
contribute to that debate.
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Economic Effects of the NAFTA

The NAFTA negotiation successfully established what will be-
come essentially free trade among the United States, Canada and
Mexico. It builds on the 1988 agreement between the United States
and Canada by strengthening that agreement somewhat and by
adding Mexico to the free trade area. The NAFTA will reduce tariffs
to zero for almost all products-both industrial and agricultural. It
will improve access for services and investment and improve rules
related to intellectual property.

Free trade in North America means faster economic growth in all
three countries. There is a broad consensus among economic studies
that economic growth rates are likely to increase by around 0.5 per-
centage points in Mexico and by perhaps 0.1 percentage points in
the United States compared to the results with no NAFTA. The rea-
son for the difference in percentage effects between countries is, of
course, that the Mexican economy is so much smaller than the U.S.
economy. Opening our market to Mexican exports and gaining bet-
ter access to U.S. exports means much more in relative terms to the
Mexican economy.

Improved growth rates translate into increased employment. The
analytical studies done on the NAFTA all point to enhanced employ-
ment prospects for U.S. workers. An increase in economic activity of
$30 billion (about 0.5 percent of GDP in 1991) translates into roughly
1 million additional jobs. On net, we may expect the NAFTA to gen-
erate employment growth of roughly this order of magnitude (Office
of the U.S. Trade Representative).

This enhanced growth and employment applies to the economy in
rural America as it does to the urban areas. It is important to re-
member that most of the economic activity in rural areas is not in ag-
riculture and, whereas we do not want to underestimate the influ-
ence of farming as a core industry, at the same time we do not want
to neglect the benefits of the NAFTA in the manufacturing and serv-
ice industries. The rest of this paper deals with commodity influ-
ences but, for rural areas, the general stimulus to economic growth
is at least as important.

Commodity Effects

Between the United States and Mexico, all nontariff barriers are
converted to tariffs and all tariffs are either eliminated immediately
or phased out gradually with transition periods of up to fifteen years.
For a few particularly sensitive farm commodities, tariff rate quotas
effectively limit imports to some specified amount by introducing a
two-tier tariff scheme. The first-tier tariff is set at low or zero rates,
but once some pre-specified amount of imports have entered, any
additional imports would be subject to a high tariff. These second-
tier tariffs are likely to be prohibitive in the early years of the transi-
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tion. Gradual market opening is achieved for these commodities by
expanding the imports allowed under the low or zero duty by 3 per-
cent each year and by lowering the tariff applied on any additional
imports. By the end of the transition period, all tariffs will be
reduced to zero (Sumner).

U.S. Department of Agriculture (USDA) analysis indicates that
U.S. agricultural exports are expected to be $2.0 billion higher than
without NAFTA by the end of the transition. Livestock, meat and
grains will account for much of the expansion. Cash receipts in agri-
culture will be about 3 percent higher compared with projected re-
ceipts without NAFTA (U.S. Department of Agriculture, Aug. 1992).

Mexico's main exports to the United States have been tropical and
horticultural crops such as coffee, fruits and vegetables. U.S. im-
ports of these products also are likely to expand with the agreement
(U.S. Department of Agriculture, July, 1992).

The previous section has outlined the national commodity impacts.
More detail on individual commodity results is now available in Pre-
liminary Analysis of the Effects of the North American Free Trade
Agreement on U.S. Agricultural Commodities from USDA's Office of
Economics.

Livestock and Meat. Mexico is one of the fastest growing export
markets for U.S. meat, especially fresh/chilled/frozen and processed
products.

NAFTA will phase out the 10 percent tariff on U.S. pork entering
Mexico, significantly increasing pork exports to Mexico and doubling
exports by the end of the transition period. Beef exports to Mexico
will expand due to income improvement.

NAFTA will increase live cattle trade in both directions between
the United States and Mexico. As constraints such as tariffs, licenses
and export taxes are removed, more young cattle from Mexico will
be fed in the United States and more U.S. slaughter cattle will be
shipped to Mexico. However, Mexican imports and exports will re-
main small relative to the total U.S. market, so the NAFTA will have
effects on total U.S. cattle production and prices.

U.S. poultry exports have increased rapidly in recent years, from
$16 million in 1987 to over $110 million in 1991, and Mexican demand
is expected to continue to grow. U.S. exports will benefit from the
removal of Mexico's import licensing requirement and economic
growth in Mexico.

Dairy Products. Mexico is the world's largest market for milk
powder and represents the most important outlet for U.S. nonfat dry
milk exports. NAFTA will increase Mexican income growth and
Mexican demand for dairy products. Overall, NAFTA will allow the
United States to obtain a larger share of the Mexican dairy import
market.
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Cotton. NAFTA will provide an increased export market for the
U.S. cotton industry. Although Mexico has been a cotton exporter in
the past, it has been a net importer in recent years. Mexico has not
filled its quota for imports into the United States since 1984/85. Liber-
alization will increase U.S.-Mexico trade in textiles and apparel, in-
creasing Mexican demand for U.S. cotton in either raw cotton form
or as textiles manufactured in U.S. mills.

Sugar. There is a fifteen-year transition period for sugar. U.S. tar-
iffs on sugar from Mexico will decline by 15 percent over the first six
years, and then be phased out to zero over the balance of the transi-
tion period. By year seven, Mexico will establish border protection,
equal to that of the United States, for imports from third countries.

Under the NAFTA, Mexico retains its current export allocation to
the U.S. market of 7,258 metric tons. Any additional access to the
U.S. market depends on Mexico becoming a net exporter of sugar.
The USDA analysis indicates that Mexico is unlikely to become a net
sugar exporter and little impact on sugar trade is anticipated
(Sumner).

Nuts, Fruits, and Vegetables. Mexican income growth will increase
that country's consumption of fruits and vegetables, thus limiting
Mexico's export potential to the United States and expanding the
market for U.S. produce in Mexico.

NAFTA will provide increased market opportunities from reduced
barriers and income growth in Mexico for U.S. horticultural com-
modities. The most significant gainers will include fresh apples,
pears and peaches. U.S. exports of fresh vegetables to Mexico
(counter-seasonal to their production) will also increase as Mexican
consumers increase demand for high-quality fresh produce. U.S.
tree nut exports to Mexico, already having grown from $8 million to
$16 million during 1987-91, will continue to expand as NAFTA elimi-
nates Mexico's 15 to 20 percent tariffs.

Grains and Oilseeds. NAFTA assures the United States access
under an initial tariff quota of 2.5 million metric tons into the Mex-
ican corn market. U.S. corn exports to Mexico in 1991, when exports
were subject to import licensing requirements, were 1.3 million met-
ric tons. Under NAFTA, as the tariffs are reduced and incomes
grow, U.S. corn exports to Mexico will increase steadily over the
longer term. NAFTA implies a small increase in U.S. corn prices
and production.

U.S. sorghum exports will increase due to the immediate elimina-
tion of the sorghum tariff. U.S. wheat exports will increase under
NAFTA as a result of the elimination of tariffs and licensing and
higher Mexican incomes. U.S. wheat exports to Mexico are ex-
pected to grow to 1 to 1.5 million tons per year within a decade.

Under NAFTA, Mexico will reduce its 15 percent seasonal duty on
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soybeans to 10 percent, which will then be phased out over ten
years. The United States has traditionally supplied three-fourths of
Mexico's imports of soybeans and meal. Mexico's demand for grains
and oilseeds for feeding is expected to increase as its livestock and
poultry sectors expand. The elimination of the seasonal duty will
help increase the U.S. share of Mexico's soybean and product im-
ports.

The gain in U.S. corn, sorghum, wheat and oilseed exports is ex-
pected to approach an additional 5 million tons per year by the time
NAFTA is fully implemented.

Translating Commodity Impact into Regional Effects

Tables 1 and 2 indicate the importance of various commodities in
each of the fifty States (U.S. Department of Agriculture, forth-
coming). The simplest approach to linking national commodity im-
pacts to how agriculture in each region will likely be affected by the
NAFTA is to apply the national impacts to the commodity outputs in
each state. However, there are additional considerations.

To consider how some policy or other economic event affects agri-
culture across regions of the country, it is useful to begin with an
evaluation of commodity impacts. To at least a first order of magni-
tude, knowing what commodities a region produces provides a sense
of what the policy change means to the agriculture in a region. That
is the basic approach we take for an assessment of the North Ameri-
can Free Trade Agreement.

Of course, some refinements (and perhaps more than refinements)
are in order. Commodity definitions need to be specified carefully to
assess regional implications of a change in the commodity demand
conditions on a national level and, often, significant disaggregation is
required. For example, sometimes analysis of U.S. agriculture treats
citrus as though it were a single industry. But, the lime, grapefruit,
fresh market orange and juice orange industries are quite distinct.
They differ in the markets they compete in and in the potential com-
petition from Mexico and elsewhere. They are also different in dif-
ferent regions of the country. For example, the orange industry in
California is likely to gain from the NAFTA. California oranges are
used primarily for fresh consumption and face little potential import
competition from Mexico. We expect export gains for the California
orange industry. Little of the crop goes for juice, particularly as a
share of total revenue. The Florida orange industry is primarily a
juice supplier. The frozen concentrate orange juice produced faces
strong import competition, especially from Brazil, but increasingly
from Mexico. The NAFTA, by gradually eliminating the existing
U.S. tariff (approximately 30 percent ad valorem equivalent) will
make Mexican juice more competitive in the U.S. market relative to
both Brazil and to Florida. USDA analysis indicates that Florida will
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be a successful competitor, but the potential for more imports from
Mexico does put pressure on the Florida orange industry not shared
by the California industry.

Other examples of regional differentiation are the dairy industry,
with respect to the share of fluid use, and the wheat industry, with
respect to differences in types of wheat. These examples indicate
the general principle that, in order to understand regional impacts,
one must examine commodity effects at a sufficient level of disag-
gregation.

Sometimes the geographic placement of an industry is itself impor-
tant in how the industry fares with a policy change. In the case of
the NAFTA, the industries in the Southwest United States anticipate
locational advantages through lower cost access to Mexico. Indus-
tries located near ports or transport facilities also gain directly. How-
ever, to the extent that a commodity in one state has a close sub-
stitute produced in other states, it does not matter if a direct export
gain is realized.

To illustrate: This summer the U.S. Department of Commerce cir-
culated data showing exports to Mexico by sector, by state. These
data indicated the value of goods shipped from each state to Mexico,
including agriculture. These data had some obvious errors, but the
more important problem was that for most of agriculture, such infor-
mation tells us little or nothing about how a region or its commodity
producers may be affected. For example, there were almost no agri-
cultural exports reported from Indiana to Mexico. But we know that
corn, soybeans and hog exports to Mexico are significant nationally
and are likely to expand with the NAFTA. Clearly, it does not mat-
ter to corn producers in Indiana if the product is shipped from Indi-
ana or Illinois or Iowa. For the corn industry in Indiana, benefits
from the NAFTA include higher prices and higher production. The
demand curve facing the U.S. industry shifts out.

Finally, commodities also vary regionally in the importance of indi-
rect cross-commodity impacts. In dealing with the feed and livestock
industries, economists are accustomed to incorporating effects of
supply shifts or demand shifts that apply to one commodity-say
corn to other commodities-say from soybeans or hogs. These inter-
actions (particularly on the supply side) are likely to vary regionally.
For example, in Idaho, sugar beets compete with potatoes for land,
whereas in southern Minnesota, sugar beets and corn are related.
The NAFTA is likely to increase the demand for potatoes and potato
products and will likely have a small cross-effect on the sugar indus-
try. There will be a larger local effect on sugar supplies in Idaho
than in Minnesota. Also, an effect on the demand for sugar, and
therefore sugar acreage, would affect the potato industry in Idaho
but have much less influence on the potato industry in Maine.

All these examples indicate the care with which regional analysis
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should be undertaken. However, the major point remains that the
first and key steps are to understand and specify correctly the policy
shift itself and to model correctly the commodity impacts on a na-
tional basis.

Conclusion

The NAFTA will benefit all regions of the American economy.
The gains in rural areas and even for farm families will arise from
both increased demand for agricultural commodities and improved
economic prospects outside of agriculture.
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