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Relations in cattle and beef trade between Canada and the United States have been tense in
the past few years, despite the fact that few barriers to trade remain and that the markets are
well integrated. The antidumping and countervailing duty suits brought by a group of U.S.
ranchers against imports of Canadian live cattle are likely to be unproductive in facilitating
the resolution of remaining issues between the industries. The Canadian and U.S. cattle and
beef industries have numerous cooperative interests that provide a basis for a binational
commaodity group. Alternative methods of resolving trade disputes merit investigation.

Keywords: Canadian cattle industry; cattle and beef trade; dispute resolution; NAFTA, trade
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Introduction

rade between Canada and the United States in live cattle and beef has been character-
Tized by tension, particularly in the past few years. The antidumping and countervail-
ing duty suits brought by a U.S. industry group against Canadian live cattle imports are
unlikely to resolve the underlying issues. In fact, the availability of antidumping and coun-
tervailing duty processes may mean that underlying trade tensions are funneled into these
dispute resolution processes without the appropriate issues being identified and addressed.
Itis argued in this paper that careful consideration of the cooperative and competitive inter-
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ests of the U.S. and Canadian beef industries is key to resolving current trade tension and
avoiding future disputes. Alternative dispute settlement mechanisms are briefly explored.

Background

ince the Canada-United States Free Trade Agreement (FTA) began in 1989, agricul-
Stural trade between Canada and the United States has grown from US $5.9 billion to
US $16.9 billion in 1998 (figure 1) (USDA 1999a).1 Over this period, the two countries
have moved toward free trade, and currently few tariffs or quantitative restrictions on trade
in agricultural products remain. The increase in trade and the reduction of barriers to trade
at the border have been accompanied by an increase in tension and conflict in some agri-
cultural sectors. The level of conflict has fluctuated over time and varies between com-
modities.

Figure 1 US-Canadian Agricultural, Food, and Kindred Products Trade, 1989-1998
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In the past few years there has been an increase in the number of trade incidents
between Canada and the United States involving live cattle and beef. For example, the state
governments of South Dakota, North Dakota, and Montana separately blockaded or
increased inspections of trucks carrying imports of beef, hogs, and grain into the United
States for two weeks in September 1998. The governors of these states were quoted as say-

Estey Centre Journal for Law and Economics in International radle ——— 23



L. M.Young

ing that the goals of increased inspections were to ensure that imported cattle and meat
were free of specified diseases and drugs, and to ensure that Canadian grain was not infect-
ed with karnal bunt or mixed with wild oats. Other incidents include occasional protests
against Canadian imports staged by U.S. producers in northern tier states and the repeated
introduction of legislation into the U.S. Congress to require labelling of beef by country of
origin (Marks 1999; Brester and Smith 1999). Some U.S. states considered or passed (but
did not enact) legislation to restrict imports from Canada (White 1999).

In November 1998, the Ranchers-Cattlemen Action Legal Foundation (R-CALF) filed
countervailing duty and antidumping suits against imports of live cattle from Canada. (R-
CALF also filed an antidumping suit against live cattle imports from Mexico, which will
not be considered further in this paper.2) Due to the obligatory nature of these processes,
the suits were investigated despite the fact that this issue had been addressed on several
occasions by the United States International Trade Commission (USITC). Previous USITC
investigations, in 1987, 1993, and 1997, evaluated competitive conditions within the
Canadian cattle industry and analyzed the impact of imports of Canadian cattle and beef on
the U.S. market (USITC 1987; USITC 1993; USITC 1997). All three investigations report-
ed evidence that Canadian domestic policies and trade actions did not violate trade agree-
ments with the United States or the General Agreement on Tariffs and Trade (GATT). The
repetitive nature of these investigations is worth noting.

It may be instructive to compare the causes and consequences of trade tension in U.S.-
Canadian beef trade to those in other industries. Trade between the United States and
Canada has also been contentious in wheat and barley. Some aspects of that conflict can be
explained by the strikingly different policies and institutions for barley and wheat market-
ing that exist on either side of the U.S.-Canadian border. In Canada a state trading enter-
prise, the Canadian Wheat Board, has monopoly control over the export of wheat and bar-
ley. In Canada the marketing of wheat and barley is tightly controlled from producer to the
export customer. In contrast, in the United States wheat and barley is marketed through pri-
vate marketing channels. Such stark differences in institutions, as well as unequal access
to each other’s markets, can account for some of the tension that exists in the trade rela-
tionship. These institutional differences also partially explain the lack of motivation for
wheat and barley producer groups to coalesce across the U.S.-Canadian border.

The U.S. and Canadian Beef Markets

ince 1989, trade between the United States and Canada in cattle, beef, and veal has
Sincreased, with U.S. imports from Canada increasing more than U.S. exports to
Canada. The United States has had an increasing trade deficit in cattle and beef trade with
Canada (figure 2). For example, in 1998 the United States imported 1.31 million head of
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cattle from Canada and exported 116 thousand head of cattle to Canada, and in the same
year the United States imported 823 million pounds and exported 261 million pounds of
beef to Canada (USDA 1999b).

In contrast to the marked differences that exist in grain policies, U.S. and Canadian
beef policies are quite similar (Young 1999; Young and Marsh 1998). In both countries the
government provides inspection services, research and advisory programs, and marketing
and export promotion programs, although the importance of these programs varies between
countries and over time. An important role for government in both countries is provision
of regulations for meat inspection and food safety.

Figure 2 US Beef, Veal, and Live Animal Net Imports, Total and Canadian
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In both countries the beef industry has received less government subsidization than
many other crops. Producer subsidy equivalents (PSES) are a measure of government sup-
port to the industry and are the sum of specified government subsidies to the sector as a
percentage of commodity receipts. Figure 3 illustrates PSEs for the U.S. and Canadian beef
and veal industries compared to the average PSE for agriculture in those countries (OECD
1999). Subsidization of the beef and veal sectors in the United States and Canada, to the
extent that it is accurately reflected in the PSE, is relatively low compared to other com-
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Figure 3 Percentage PSE for Beef and Veal and Total PSE, 1986-1998
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modities. For example, in the United States cattle producers have never received the regu-
lar price or income support that has been given to many grain crops.

The U.S. and Canadian cattle and beef markets are well integrated (USITC 1997,
Young and Marsh 1998; Marsh 1999). This assessment is based on the following criteria:
(1) prices in the two countries move together, and shocks in one market are transmitted to
the other market through adjustments of supply and demand, and as a consequence prices
differ by transportation costs; (2) trade occurs between the two countries; and (3) input
markets are similar. Previous research indicates that these criteria are satisfied with respect
to the beef market (Young and Marsh 1998; USITC 1997).

Due to the integrated nature of the U.S. and Canadian markets, and their relationship
with the world market, reduction of imports from Canada to the United States would not
have a large impact on the aggregate U.S. slaughter price. Marsh states “it would be tanta-
mount to preventing Kansas cattle from entering Nebraska ... .” (Marsh 1999, p.7). Total
beef supplies in the North American market are more important in determining prices than
the quantity of beef moving across the border.
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U.S. Antidumping and Countervailing Duty Suits

ndustries can petition for consideration of an antidumping or countervailing duty suit to
I seek protection from imports that are being sold at less than fair value or being subsi-
dized by the government of the exporting country (Coughlin 1991). For consideration, a
petition must have the support of the producers of 50 percent of domestic output. The
Department of Commerce (DC) and the USITC have separate responsibilities in consider-
ation of antidumping and countervailing duty suits. The determination of whether or not
dumping or government subsidization has occurred is made by the DC. If their findings are
positive, duties are calculated and importers are required to post a bond. At this point the
USITC determines whether or not “material injury occurred.” If material injury is not
found, the case is terminated. A more complete description of these processes can be found
in Coughlin (1991). Under the North American Free Trade Agreement (NAFTA), appeals
of the decision can be made to binational dispute settlement panels.

Department of Commerce investigations into the 1999 countervailing duty suit found
some Canadian programs that are countervailable. However, the estimated net counter-
vailable subsidy was calculated at 0.77 percent, below de minimis requirements, and the
case was dropped (USITC 1999a). While the DC found that cattle from Canada were sold
at less than fair value, and antidumping duties were imposed for a period of time, the
USITC ruled that material injury had not occurred, and the duties were terminated (USITC
1999b).

Need for a New Paradigm of Dispute Settlement

he hypothesis underlying this paper is that the U.S.-Canadian beef markets are
Tapproaching a single market and formal mechanisms available to resolve disputes
have not kept pace with this evolution. In fact, the channeling of trade tension into
antidumping and countervailing duty suits may be counterproductive to dispute resolution.
In order to have a formal hearing of their case, R-CALF had to use available antidumping
and countervailing procedures. These procedures limit the scope of the investigation and
may prevent identification of underlying sources of tension. As the actual interests of the
groups were not addressed, the repetitive nature of these investigations is likely to contin-
ue.

Issues Underlying Trade Tension

oor economic conditions are hypothesized to be the most important issue underlying
Ptension in beef trade, with issues in policy harmonization between the two countries
also playing a role. Like many other agricultural industries, the U.S. beef and cattle indus-
try has faced declining real prices for the last 35 years, as illustrated in figure 4. Per capi-
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Figure 4 Nominal and Real Fed Cattle Prices
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ta beef demand has declined since the late 1970s. In 1976 per capita consumption of beef
was 94 pounds, declining by 40 percent, to 67 pounds, some 20 years later. Although total
meat consumption rose slightly over the period, beef’s share declined from 50 to 32 per-
cent in the last 20 years. The cattle industry is known for its production cycles, caused pri-
marily by production lags. However, despite variation in inventories, the industry has not
grown significantly. U.S. beef exports have grown (figure 5), but still account for only
around 9 percent of U.S. production. Poor economic conditions in the industry may height-
en the attention given to imports, particularly highly visible imports of Canadian cattle,
carcasses, and beef.

The Ranchers-Cattlemen Action Legal Fund (1999) argues that antidumping and coun-
tervailing duties are necessary to assist U.S. cattle producers. R-CALF also claims that
Canadian imports of live cattle have harmed U.S. prices and have delayed price recovery
in the cattle cycle. In addition, R-CALF claims that American cattle producers lose
between one and two billion U.S. dollars a year due to unfair imports (Friesen 1998). R-
Calf’s petition claimed that Canadian cattle are dumped into the U.S. market with margins
of US $50-150 per head and that Canadian government subsidies for cattle are worth
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Figure 5 Value of US Imports and Exports of Cattle and Beef, Billion Dollars
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around US $100 per head (R-CALF 1999).

However, economic analysis of the impact of the temporary antidumping duty indi-
cates that such tariffs would have done little to improve conditions for the industry. Brester,
Marsh, and Smith (1999) note that as the U.S. packing industry is characterized by excess
capacity, reductions in live cattle imports would reduce fabrication line efficiencies and
increase costs. These costs would be passed on to processors, producers, and consumers.
In addition, “if increases in carcasses and/or boxed beef imports offset reductions in live
cattle imports, then U.S. and Canadian slaughter and feeder cattle prices will be affected
only to the extent that increased costs are imposed on the processing sector ... . U.S. cattle
prices could actually decline by a small amount over the long term as a result of the tariff.”
(Brester, Marsh, and Smith 1999, p. 3) This economic analysis points out that the U.S. and
Canadian beef industries share cooperative interests, an argument that is developed in the
next section.
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Elements of Successful Conflict Resolution

deas about how to move from a repetitive cycle of conflict and tension between the U.S.

and Canadian beef industries to a more productive resolution of underlying issues can
be drawn from a diverse literature addressing conflict settlement. This literature contrasts
positional bargaining with interest-based bargaining. In positional bargaining, parties per-
ceive themselves as opponents who are negotiating over a fixed amount of resources.
Parties negotiate over positions, namely, statements of what each party desires, presented
as settlement options to the issue in question. Positional bargaining is generally a win-lose
or compromise-oriented process (Moore 1996, p. 70). When both parties begin with posi-
tions, or statements of a desired outcome, the process of identifying the underlying issues,
which is key to a long-term resolution of the issue, may be shortchanged. Interests are the
underlying needs and concerns of the parties involved. Interest-based approaches to con-
flict resolution emphasize integrative approaches that meet the needs of both parties to the
greatest extent possible.

Use of antidumping and countervailing duty suits discourages industry groups from
undertaking a meaningful investigation of the underlying issues or interests. Industry
groups do not need to investigate underlying concerns, as these proceedings, once initiat-
ed, are obligated to use prescribed definitions and criteria in making their determinations.
The lack of correspondence between underlying issues and the criteria used in antidump-
ing and countervailing duty investigations may result in misattributed conflict, namely,
debate over the wrong issue or between the wrong parties (Deutsch 1973). Reducing
imports from Canada is a position; however, as discussed above, it is one that will do lit-
tle to improve economic conditions in the U.S. industry over the long run.

Factors important to the success of interest-based negotiations are interdependence of
the parties and the expected length of the relationship (Axelrod 1984; Deustch 1973;
Moore 1996). The expected length of the relationship between the two industries discussed
here is substantial and should increase the impetus for conflict resolution. The interests of
the U.S. and Canadian beef industries can be divided into cooperative and competitive cat-
egories. Competitive interests can be summarized as “when one party swims the other
party sinks,” while cooperative interests are characterized by goals that are linked so that
everyone sinks or swims together (Deustch 1973). Table 1 gives examples of the coopera-
tive, cooperative but separate, and competitive interests of the U.S. and Canadian beef
industries.

U.S. and Canadian beef producers have a number of cooperative interests that they can
jointly address. The most important may be increasing consumer demand for beef by
improving its quality, healthfulness, reputation for safety, and price vis-a-vis substitutes.
This is a cooperative interest not a competitive one, as, given the integrated nature of the
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Table 1 Sample Interests of US and Canadian Beef Industries

Type Criteria Examples

Cooperative Industries have a joint Increased domestic and
interest in outcome; joint export beef demand.
pursuit appropriate.

Cooperative Both industries have an Federal government regu-

but separate interest in the outcome, but lations for meat inspection

separate pursuit of outcome influence reputation for
appropriate. safety.

Competitive Industries pursue competi- Beef demand linked to attrib-
tive outcomes separately. utes, including location, i.e.,

made in Montana.

market, an increase in the demand for beef within the United States or Canada will be ben-
eficial to producers of both countries. One caveat must be considered: this cooperative
interest applies for beef that is not differentiated by quality attributes linked to location;
however, at most such beef constitutes a very small portion of the market.

Producers from the two countries also have an interest in a reduction of transaction
costs for movement of cattle and beef across the border. To the extent that transaction costs
can be reduced, efficiency is achieved in the movement of cattle to processing plants and
of boxed beef to market, lowering basis costs and optimizing efficient utilization of plant
capacity. Producers in some locations may also gain from access to a packing plant across
the border, whose entry into their market increases competition for slaughter cattle.

The cooperative nature of U.S. and Canadian beef interests also holds true for U.S. and
Canadian export markets for beef. The U.S. and Canadian industries depend on increases
in export demand for market growth, and share a cooperative interest in reducing trade
restrictions through multilateral trade negotiations. It is true that U.S. beef prices would
increase if imports were reduced or eliminated while exports continued unfettered.
However, this is not the environment that U.S. beef producers operate in and is unlikely to
occur in the future.

The U.S. and Canadian beef industries also have cooperative interests that must be
independently pursued by each industry. For example, meat inspection and food safety reg-
ulations influence beef demand, a cooperative interest of the industries. However, as these
policies are determined by national governments, they are influenced by the respective
national industries. Finally, the U.S. and Canadian industries also have competitive inter-
ests. In this category would fall competition for markets where demand is influenced by
quality attributes linked to location.
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An obstacle to recognition of the interdependence of the U.S. and Canadian beef indus-
tries is the deeply rooted historical concept of a market as synonymous with the nation-
state. This concept developed due to trade barriers that at one time isolated the U.S. mar-
ket, as well as the markets of other nations. Some trade barriers, including taxes, tariffs,
quotas, and foreign exchange controls, were imposed by the government. Natural trade bar-
riers included the cost and adequacy of transportation and communication to assess
demand in foreign markets and to make transactions. In addition, reflecting national pref-
erences, federal government regulations and policies influenced the market environment
and made it distinct from other national market environments. The nation-state is the basis
of international trade law and trade agreements. For the U.S. beef industry, these factors
were reinforced by a large domestic market and little historical dependence on the export
market. As many of these factors have changed, resulting in a reduction of the isolation of
the U.S. market, the industry needs to consider when the market is synonymous with the
nation-state and when it is not.

Although substantial cooperative interests exist that span the two national industries,
currently there is no industry group the size of the market, such as a North American beef
industry commaodity group (Young 1999). Boulding (1964) argues that nation-states find it
difficult to “maintain the integrative organization that unites them externally without los-
ing their individuality and internal morals.” The same dynamic may hold true for national
commodity groups. The existence of a group depends on perceptions members have of
themselves as together comprising a distinct entity due to their commonalities, their aware-
ness and active pursuit of cooperative interests, and a history of interactions between group
members.

Strategies for Dispute Resolution

he most effective strategy for dispute resolution is dispute avoidance. Avoidance of

disputes may be facilitated by identification of the interests of each group. The exis-
tence of cooperative interests necessitates rethinking current ways of organizing producer
groups. One possibility is to form a producer group that corresponds with the cooperative
interests of the U.S. and Canadian industries. National commodity groups would continue
to pursue separate cooperative and competitive interests.

Dispute resolution may be facilitated by the USITC and DC requiring mediation of
some disputes. This would be particularly appropriate in cases where previous investiga-
tions did not produce evidence of uncompetitive conditions or violation of trade laws.
Mediation, through the use of interest-based negotiation as described earlier, might be a
useful avenue for interest groups to find resolution to the continuing problems in policy
harmonization. Implementation of these policy changes would require actions on the part
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of government that might continue to be slow, frustrating interest groups that desire the
policy changes. However, the intense interaction between groups required by the process
of mediation might assist in shifting the basis of identity from nations to cooperative inter-
ests. This paradigm shift would greatly facilitate the process of policy harmonization.

Development of the appropriate procedures for mediation would pose difficult ques-
tions, for example, the question of which groups would be involved in the process. For the
United States, would the appropriate party be the leadership of R-CALF, the elected lead-
ership of the U.S. Cattlemen’s and Beef Association, or some combination of the two?
Other questions exist around the scope of issues to be considered and implementation of
the settlement options.

Some of these questions may be informed by examples from other industries. The per-
ishable produce industries of the United States, Canada, and Mexico are engaged in the
development of a new institution, the Fruit and Vegetable Dispute Resolution Corporation
(Chancey 2000). This corporation is an example of a voluntary effort, led by industry, to
develop mechanisms to resolve disputes and facilitate trade. The Dispute Resolution
Corporation provides mediation and arbitration services to the industry through procedures
that they developed.

The resolution of trade tension in the U.S. and Canadian beef industries may be facil-
itated by a careful assessment of their cooperative and competitive interests and a rethink-
ing of the role of national commodity groups. Recognition of the degree of interdepen-
dence between the U.S. and Canadian industries may motivate formulation of an industry
group to pursue joint interests. These actions are likely to facilitate dispute avoidance. The
formal dispute resolution mechanisms currently available to the industry may do little to
actually resolve underlying issues. Both industry and government have a stake in the devel-
opment of new mechanisms of dispute settlement that will facilitate trade and strengthen
relations across the border.

Endnotes
1. Two way trade in agriculture, food, and kindred products.

2. This suit was dismissed by the USITC. In August 1999, the Government of Mexico
imposed antidumping tariffs on imports of some beef products from specified U.S.
companies.
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