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PREFACE

The International Agricultural Trade Research Consortium [IATRC] is a group of 160 economists from
16 countries who are interested in fostering research related to international trade of agricultural
products and commodities and providing a forum for the exchange of ideas. The Consortium holds two
conferences per year, one in December and another in June. The December conferences have a theme
day related to trade and trade policy, or occasionally to new developments in trade theory or research
methods. The June conference typically focuses on broader issues of trade policy and trade research

as exemplified by this conference on Economic Integration in the Western Hemisphere held in San Jose,
Costa Rica in June 1995.

The activities of the IATRC are made possible by financial support form the Economic Research
Service and the Foreign Agricultural Service of the US Department of Agriculture [USDA], and from
Agriculture and Agri-Food Canada. This conference, was also supported by the Inter-American
Institute for Cooperation on Agriculture (IICA). IICA, founded in 1942, is the specialized agency for
agriculture of the Inter-American System. It is composed of 33 Member States of the Western
Hemisphere, creating a link among North, Central, and South America and the Caribbean. Its mission
is to encourage, facilitate, and support cooperation to promote agricultural development and rural well-
being. IICA provide financial and logistical support for the conference, as well as helping in the
development of the program and the identification of speakers.

Over 100 individuals attended this conference, with approximately 30 percent from Latin America, 50
percent from the United States, and the remainder from other locations, including Canada, Europe and
Africa. The conference entailed over 15 papers, and several panel discussions. The editors
acknowledge the contributions of the discussants and other participants whose comments are reflected
in the final versions of the papers included in this proceedings.

Organizing an international conference typically requires the sacrifices of a few individuals willing to
produce such a “public good.” Among the contributors to this conference were Laura Bipes,
Administrative Director of the IATRC and of the Department of Applied Economics, University of
Minnesota, and Sonia Garcfa, Administrative Assistant to the Director of Trade and Integration, IICA.
Without their special efforts, the conference would not have been the success it was. Very sincere
expressions of gratitude are also owed to Rodolfo Quirés Guardia, Director of Trade and Integration,
IICA and to IICA more generally for helping to conceptualize the conference, for encouraging
participation from economists and policy analysts from throughout Latin America, and for making
available the facilities and the pleasing environment within which the conference was held. Special
thanks goes to Susan Pohlod, University of Minnesota, for preparation of this manuscript for

publication. We hope that this conference helps to establish a precedent leading to more cooperation
and integration of skills and ideas in the future.

IATRC membership information, and a complete list of past IATRC conferences and related
publications, including proceedings, commissioned papers and working papers, is available from Laura
Bipes, Administrative Director, Department of Applied Economics, University of Minnesota, St. Paul,
MN 55108. Information about the IATRC is also available at http://www.umn.edu/iatrc.
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FORWARD

The purpose of the conference was to provide a better understanding of the hurdles to and likely impacts
of trade agreements among Western Hemisphere countries. From a historical perspective, countries in the
hemisphere are engaging in massive realignments of their trade regimes as evidenced by the Uruguay
Round Agreement, the conclusion of the North American Free Trade Agreement and, importantly, the
fundamental economic reforms undertaken by many Latin American countries. Many counties in the
region view economic integration as an important step towards global competition, and a priority within
the framework of market-oriented reforms. Most of the conference papers focus on agriculture since it
is an imported traded goods sector in most of these economies, and since agriculture was a major hurdle
to concluding the Uruguay Round and NAFTA. The proceedings are timely as they respond to the
December 1994 Summit of the Americas with its commitment to construct the "Free Trade Area of the

Americas" by the year 2005, and to the creation of the World Trade Organization which will play an
important role in trade negotiations and disputes.

7
The papers presented range from the broad implications of Western Hemisphere trade liberalization on
trade diversion, expansion and resource adjustments, to the specific issues faced by particular counties.
These include lessons learned in the case of Mexico’s policy reforms, the anticipated benefits to Chile from
joining NAFTA, and the problems that arise in the details of trade negotiations. Concluding papers tend
to focus on future concerns and contingencies in sustaining growth and development. An example of the
former are the papers by Alberto Valdés, David Blandford, and Constanza Valdés, et al. A. Valdés
concludes that although Burope and Asia are important markets for Latin American exports, they cannot
escape the fact that a large segment of the regional economy is now part of a regional trade agreement.
Efforts to preclude trade barriers associated with tariff escalation, sanitary and phytosanitary restrictions,
and seasonal surcharges will induce these counties to become part of a broader regional trade agreement.
Problems will arise with countries that struggle with internal and external imbalances, and adjustments in
agriculture will be substantial for some countries. Blandford concludes there is little evidence that regional
trading agreements have contributed to protectionism; regional agreements have often liberalized trade
faster and deeper than would have been possible at the multilateral level. The C. Valdés, et al. paper notes
that liberalization will have strong effects on income, which will foster growth in both agricultural and non-

agricultural trade. They note that the US may experience significant gains from trade in high value
processed agricultural goods.

Papers addressing the country level report on the results from joining a larger regional trading block, and
the likely outcomes from countries that are either in the process of, or anticipate, enlarging their respective
trading block. Andrés Casco’s paper reports on the experience of Mexico, and Carol Goodloe’s paper
discusses the lessons learned from the perspective of individuals helping US negotiators to conclude the
NAFTA with Mexico and Canada. Drawing on Mexico’s experience, Casco focuses on four basic
“axioms” in market formation: (1) free markets are no panacea for economic ills since agents must learn
how to adapt to the opportunities markets make available and how to live with market risks; (2) markets
do not emerge like mushrooms once the State has decided to reduce interventions; instead conditions must
be created to encourage agents to freely interact and to accept and manage market risks; (3) the transition
to a free market should be gradual, but not so gradual as to allow the formation of “antibodies” to the

process; and (4) once reforms are initiated, policy must be consistent with efforts directed to liberalize all
of the economy.

vii



Goodloe argues that the lessons gleamed from NAFTA can be best analyzed if a treaty is viewed asa
process divided into three phases, negotiation, legislation and implementation. She discusses the negotiation
phase by focusing on the substantive issues, and then the practical. She notes that part of the
contentiousness between Canada and the US resulted from the lack of consistency between the tariffs
created in the Uruguay Round to replace nontariff barriers and the obligations stated in the NAFTA to not
impose new tariffs or raise existing ones. In contrast, once Mexico and the US agreed on the ultimate goal
of complete elimination of tariff and nontariff barriers on agricultural trade, only six months were required
to work out the transition arrangements and to address questions of access and other sensitive issues. As
an economist responding to the questions and data needs of negotiators, she is able to provide a unique
perspective into the problems of handling the extremely detailed, commodity specific and product
sensitivities that are common to carrying out negotiations. Finalizing agreements requires more detailed .
information. For example, economists may simply analyze production and trade of poultry and eggs as an
aggregate. In the case of poultry and eggs, it was necessary to examine 20 to 30 different tariff lines to
determine what level of trade is occurring at what rate of duty for which type of poultry. Assembling these
data, determining rules of origin when additional countries join the agreement and several other factors
necessary to for implementation present almost insurmountable difficulties.

An example of a paper focusing on the potential benefits to joining the NAFTA is that of Eugenia
Muchnik. She suggests that Chile's fresh fruits and vegetable exports to the US already face low tariffs,
so gains to these sectors might be rather small, while gains to the agroindustrial sector might be relatively
large since it now faces relatively high tariffs in the US market. At the same time, farmers are exerting
pressure to minimize the exposure of the sector to potential low cost imports that could originate from other
countries.

The importance of integration and environmental policy were also discussed. The Richard Gray, et al.
paper suggests that potential sources of conflict in negotiations are likely to arise from the divergent
national environmental standards. Divergent standards may become non-tariff barriers to trade, and the
consequent need to seek some level of harmonization, especially for phytosanitary and sanitary standards.

Vernon Ruttan’s paper emphasizes the need to build global research systems that integrate agricultural,

health and environmental standards as a way to arrive at a more uniform consensus on how to support
sustainable development and to contribute to the harmonization of standards among countries. Other papers
considered the broader implications of Western Hemisphere integration on labor market adjustments,

capital flows and the implications of integration to emerging policy issues and research priorities.

The tone of most papers was that the removal of trade barriers would tend to benefit all even though fairly
large sectoral adjustments would be required in some countries. Given the shocks of the 1970s, the debt
crises of the 1980s, the adjustment and reform problems of the 1990s, open discussion among participants
left some room for concern. Should we really be that optimistic about the future? Concern was expressed
as to whether capital flows might be destabilizing and thus threaten reform and trade arrangements. What
are the ancillary policies to make trade liberalization and the opening of economies to world capital markets
yield real per capita welfare gains to all? What can be done to ensure that the poor gain from openncss
without undue loss of economic efficiency? What are we overlooking that may give rise to outcomes 3
deleterious to welfare as were the experiences of the last two decades? For these reasons, a felt need was
expressed to further linkages among participants and to pursue joint efforts to explore these questions.

Constanza Valdés and Terry L. Roe
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SESSION 1. EVOLUTION TOWARDS REGIONAL INTEGRATION

Joining an Existing Regional Trade Agreement: Issues and Policies from the
Perspective of a Small Open Economy in Latin America
Alberto Valdés, World Bank'

Introduction

Latin American countries began to open up their economies in the late 1980s following decades of
protectionism, effectively putting an end to four decades of import substitution policies. Most countries had
relied on quantitative restrictions before this and, in most cases, high tariffs were used in order to protect
the production of importables. In several countries, agricultural exports were taxed directly; moreover,

agriculture suffered extraordinarily high indirect taxation from industrial protection and macroeconomic
policies (Schiff and Valdés, 1992).

For most of Latin America, a bold program of unilateral trade had already occurred in April of 1994, the
time of the Uruguay Round Agreement (URA). These reforms have exceeded the requirements of GATT,

and therefore, with some exceptions, the URA for agriculture is not likely to cause major adjustment
problems in the countries concerned (Valdés and McCalla,1995).

Following the strong trade reforms of the late 1980s and early 1990s, many countries in the region are
facing new policy and institutional challenges. One major policy challenge is to maintain open trade
regimes in the face of continuous pressure to protect one sector or another. A second challenge is to push
the trade liberalization agenda further; the URA provides new opportunities for increasing trade under a
hopefully improved market access. Not all trade liberalizations were completed in LAC countries, and
some of the trade related institutions such as customs administration and rules for dealing with contingency

protection measures (safeguards, anti-dumping, etc.,) remain out of step with liberalized trade
(Rajapatirana, 1994).

Preferential trade agreements have taken on an astonishing prominence more recently in the trade policy
debate of the post-Uruguay round in Latin America. Regional agreements are 'in' and trade agreements
proliferate: Mercosur in the Southern Cone of South America; NAFTA in North America; the Free-Trade
Area for the Americas agreed at the Summit for the Americas in Miami, are among the most recent
initiatives and the 'older'- treaties, such as the Andean Trade Preference Act; the Caribbean Basin Initiative;
and Central America's trade agreement. These agreements are dominating the current debate on trade
policy in the region. Add to these the numerous bilateral agreements and trade preferences under ALADI,
Chile and Mexico's membership in APEC, Colombia, Mexico and Venezuela (the G3) and others, an
increased commitment to regional and subregional trading arrangements is revealed. This obsession with
preferential trade agreements raises several questions. Does this regional approach mean a slow down of
the reforms in the trade regime from a multilateral 'MFM' perspective? Is Latin America and NAFTA

1 Presented at the conference on Economic Integration in the Western Hemisphere, co-sponsored by the

International Agricultural Trade Research Consortium (IATRC) and the Inter-american Institute for Cooperation
on Agriculture (IICA), San José, Costa Rica, June 7-9, 1995.
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moving in the direction of closed trading blocks? Or, quite the contrary, one could expect that these
regional agreements might speed up liberalization within the regional agreements and between sub-groups
and non-members? Are these overlapping preferential agreements likely to create a morass of bureaucratic
procedures making enforcement of commitments rather unworkable? Hopefully this conference will help
elucidate these questions. :

Agriculture is rapidly becoming one of the most contentious issues in the regional agreement as was
demonstrated also in the URA negotiations. This sector's requirements are particularly contentious because
they are taking place against a backdrop of stress on profitability experienced by agriculture in several
countries. This phenomenon - reflected in a decline in (red) farm prices in domestic markets - has lead to
an intensive pressure for protection for import-competing subsectors. The main factor underlying the
decline in real (domestic) farm prices is the exchange rate appreciation (mainly due to large capital inflows)
observed during the early 1990s; a phenomenon which was amplified by the tariff reductions and removal
of QRs, reducing (real) farm prices even further. An eventual integration with Mercosur, or with NAFTA,
will increase the pressure for competition among some import-competing subsectors (traditional crops),
as well as open up new opportunities for exports. Thus, the design of a negotiating strategy for a country
usually takes the form of minimizing the potentially adverse effects on importables, and maximizing the
potential benefits on exportables. The fairly recent exchange rate phenomenon occurring in several
countries in Latin America will, I believe, profoundly influence the local perception as to expected benefits
and costs from joining an FTA. To the extent that this exchange rate appreciation is a temporary
phenomenon, it could distort the negotiating strategy of these countries.

/

/This paper attempts to identify important analytical issues involved in the joining of an existing trade
agreement from the perspective of a small open economy in Latin America. As such, this paper does not
examine the global welfare implications of such initiatives. The analysis considers the possibility of joining
NAFTA whilst simultaneously exploring a special preferential status with other subregional agreements.
Chile, for example, is considering the possibility of joining NAFTA while simultaneously negotiating a
preferential status with Mercosur (Chile is not a member of Mercosur nor of the Andean Group).
Colombia, Peru, or Venezuela could consider the same option. These countries all belong to the Andean
group and have expressed interest in joining NAFTA. Argentina, a member of Mercosur has expressed
an interest in joining NAFTA. Hopefully, the framework presented could be useful in delineating a
negotiating strategy.

/
The first part simply identifies two important issues regarding the debate on multilateralism versus free
trade areas, namely the potential effect on the level of external trade barriers (applying third country
imports) and rules of origin as a key element. The second part attempts to identify arguments for and
against joining an established FTA. The last section concludes with some thoughts on a negotiating strategy
for a small open economy that is considering joining an FTA. .

Multilateralism and Regional Trade Areas (RTAs)

It is generally accepted that multilateral treaties based on the most favored nation (MFN) principle-equal
treatment of all on a multilateral basis - have succeeded in expanding world trade over the past decades.
Most trade economists agree that MFN based trade is the most successful and that departure from MFN
is good only if it leads to GATT-plus trade, i.e., more net trade is created than possible under MFN trade
liberalization on a unilateral basis. Across products worldwide, there has been much greater trade



expansion under MFN basis than under preferential trade (Rajapatirana, 1994). See McCalla (1992) for
a synthesis of the empirical evidence of the impact of preferential trading arrangements on agriculture.

A large proportion of this growth in trade is occurring within certain regions, although not under
preferential market access, such as in Asia. This is not always the case for agricultural trade, and the

Clearest case is the growth of inter-European Union (EU) agricultural trade, which is far above the growth
of inter-regional trade for that block (Josling 1995).

Latin American RTAs have not lead to significant trade expansion in the past, due to the protectionist
approach, discriminatory practices and complex regulations. Most countries in the regions followed
inward-looking policies, and the subregional RTAs departed from MFN treatment ending up with reducing
trade and isolating the local economies from the rest of the world. It is not trivial to remember that several

countries joined GATT only recently (Mexico in 1986, Bolivia and Costa Rica in 1989, El Salvador,
Guatemala, Honduras, and Venezuela in 1991).

However, a new and critical element in the early 1990s is that RTAs in Latin America are now being
negotiated in the context of countries which had already began a unilateral liberalization of their trade
regime. Thus, the question is to what extent RTAs are raising the trade barriers to nonmembers. So far,
the answer is that they have not raised them. However, as argued by Primo-Braga and Lustig (1994), there
are some caveats to this assessment. One is whether the common external tariff results in higher trade
barriers. The second is the potential protectionism element regarding the rules of origin.

If the RTAs do not raise their barriers to nonmembers, the scope for trade diversion (e.g. divert trade from
lower cost exporters outside the block to higher cost exporters within the block) is weaker. However, some
critics of the RTAs believe that the determination of the common external tariff in the case of the customs
union will probably not converge to the lowest tariff levels. That is, for a number of goods it will result
in tariffs higher than those maintained by the member with the lowest tariff for a number of goods. We
should remember that the URA (Art.XXIV) provides some GATT guidelines and disciplines with respect
to regional arrangements. Customs unions would be GATT compatible if the weighted average tariff
against nonmembers does not increase with the formation of the customs union, although it could increase
at specific tariff levels. '

Particularly for free trade areas, rules of origin raise a complex issue for agricultural trade in RTAs. Rules
of origin are necessary in a free trade area or in a customs union to determine which goods are entitled to
preferential treatment. Under free trade areas, they are needed to prevent exporters outside the trade area
using a partner with lower trade barriers to tranship exports to more protected markets within the area.
Within a customs union, they determine the domestic content requirement. However, most primary
agricultural products are fairly homogenous commodities, and thus it is hard to run rules of origin
effectively, which has made analysts wonder whether free trade area arrangements will gradually evolve
towards a custom union arrangement, at least for primary agricultural commodities.

The Benefits and Costs of Joining an RTA

a) The most frequent empirical question regarding the costs and benefits of RTAs is the classic trade
creation versus trade diversion effects. The amount of trade creation versus diversion will depend
on the initial conditions in the countries concerned regarding tariff levels and non-tariff barriers
(NTBs), tariff escalation, and products excluded from the preferential agreement.



b)

Trade diversion (increased trade with higher cost trading partners) can be large if the country joining
an RTA is more open than the RTA. For example, if Chile which has an 11% uniform tariff on
imports were to join Mercosur, which has agreed on a common external tariff of 20% (ranging from
0 to 20%), it would be joining an RTA which is more protectionist, thus resulting in an increase in
Chile's tariffs with respect to non-Mercosur members. Trade diversion in the case of joining NAFTA
would be less because NAFTA economies have lower trade barriers than Mercosur, and NAFTA
economies are so much larger than Mercosur. However, joining NAFTA would still imply some
trade diversion as a large proportion of Chile's imports (consumer durables) come from Asia and
Europe, and because NAFTA exportables are not perfect substitutes with these other sources.

However, potential trade diversion effects on agricultural products are reduced considering that they
are fairly homogenous products and thus probably have high substitution elasticities.

The cost of being excluded from an RTA as perceived by a country that wants to join may be
important. Baldwin's (1993) domino theory comes to mind as a relevant framework in attempting to
explain the recent series of calls by prominent political leaders in Latin America for regional
agreements. Baldwin's theory is based on the outcome of political forces within a country. He argues
that once an RTA is established between two or more 'large’ countries there is political pressure on
the governments of third countries to join the RTA, pro-membership forces visualize a loss in their
export markets to member countries as a result of the agreement. If these non-members do eventually
join the RTA and expand the trade bloc, there is further pressure to join from other countries that
are still left out. Baldwin concludes that this process lasts until a new political equilibrium (within
each country) is reached and anti- and pro- membership forces are once again in balance.

An example of this is Chile and Mercosur. Although from a static creation/trade diversion
perspective Chile might benefit from not joining Mercosur, there are pressures on Chile in favor of
becoming an associate member of Mercosur (Chile would keep its external tariff schedule, which is
lower than Mercosur's). The concern is that Chile might lose export markets in Brazil and Argentina,
which are important for certain products, as a result of a trade diversion in the Mercosur market.
Between 1991 arid 1993, Chile had signed preferential agreements with Argentina, Bolivia,
Colombia, Mexico, and Venezuela, had become a member of APEC, and had initiated negotiations
with NAFTA. Another example is Colombia which had signed more than 20 free trade agreements
with the rest of Latin America between 1991 and 1994.

Reducing uncertainty of market access could induce an expansion in local investment for producing
exportables. The experience shows that large economies such as the United States can unilaterally
adjust access conditions to exports from small economies, and stop imports for a substantial period
of time. The delay in resolving these disputes can mean the end of an otherwise profitable exports
for the small economy, particularly for perishable products. Non-tariff barriers (NTBs) are the
preferred instrument used by the larger economy, and sanitary and phyto-sanitary regulations head
the list of preferred instruments to block the entry of imports. The presumption is that by becoming
a member of an RTA, such as NAFTA, and due to clearer rules and established procedures
regarding the resolution of disputes, there might be less uncertainty regarding unilateral action
affecting exports from the smaller economies. The case of cut flowers from Colombia, the infamous
case of the 'poisoned grapes' from Chile into the United States, etc., are still fresh in the memory
of exporters in those countries.



e)

The cost of joining an RTA in which some members have a history of unstable macroeconomic
conditions. Volatility in the real exchange rate between members can rapidly be transmitted to
domestic prices, introducing great uncertainty affecting employment, trade flows, and fiscal
revenues. Depending on the degree of economic integration, the larger the economy of a member
with unstable policies, the greater is the effect on the smaller economies. As Krugman (1993) notes,
for a large country such as the United States, any significant change in the economy caused by
changing trade flows under an RTA could be easily offset by a change in domestic monetary policy.
The Federal Reserve, faced with the prospect of a reduction in US employment because of rising
imports from Mexico, could set interest rates lower than it otherwise would have. After concluding
that the most pessimistic estimates of job losses due to NAFTA do not exceed 500,000 - less than half
of one percent of US employment - Krugman (1993) argues that

"a job loss (or gain) in the order of half a percent (in the US) is small change compared with the
effect of Federal Reserve policy. Such a change can and will be offset by a change in interest
rates of a fraction of a percentage point".

The United States has a flexible exchange rate system and a "deep” financial market which permits
the use of monetary policy to offset external macroeconomic shocks. By contrast, the Latin American
economies typically intervene directly in the foreign exchange market avoiding large fluctuations and
are fairly constrained in their possibilities of using interest rate policy to offset external shocks. One
reason for this is that the interest rate is usually tied to price stabilization targets, and secondly,
because the level of 'monetization’ of these economies (M/GDP) is typically a fraction of that
prevailing in industrial countries. Thus, for a small, open and macroeconomic "stable” economy, the
combined effect of trade and capital flows from "large” and macroeconomic unstable partners in an
FTA can be very hard to offset. Argentina and Brazil have a long history of highly unstable
macroeconomic policies. By contrast, Canada and the United States are more stable, thus, the
advantage of NAFTA vis-a-vis Mercosur for Chile or Colombia.

FTAs and environmental standards. For the smaller economy, environmental problems in foreign
trade are centered around their exportables. It is useful to distinguish between those that concern the
finished products (demand) and those related to the production process (supply) of agricultural
exportables. GATT has generally backed trade sanctions based on demand criteria, justified directly
in terms of a possible damage to consumers in the importing country, but has not backed sanctions
based on environmental criteria related to the production process. However, negotiations with the
United States could include supplementary negotiations which could impose some trade restrictions
related to environmental concerns on the supply side. The latter could include run-off of agricultural
residues, water pollution, labor standards for workers exposed to agrochemicals, and others.

As was the case concerning trade and wages during the negotiations of the United States, Canada and
Mexico, environmental concerns easily become a political issue under an FTA with the United
States. This strengthens the hand of local lobbies who can demand costly environmental measures
in the Latin American economy. It is paradoxical that, because the United States is a very open
economy, countries such as Chile and Colombia have access to the market without having to raise
their environmental standards (on supply) as would be the case should they join NAFTA.
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An analysis on environmental issues by the World Bank (1994) for Chile under a scenario of
negotiations with the United States, concluded that the principal concerns for Chilean agriculture
were centered around the production process. These were: (i) weak supervision and enforcement of
the relevant legislation; (ii) inadequate information on the effects of some toxic substances on the
environment and on finished products; and (iii) inadequate legislation regarding run-off of
agricultural residues. According to the World Bank, the greatest problem is not the content of
environmental regulation, but deficiency in supervision. The bottom line is that more government
and private sector resources would have to be allocated to this task, increasing local production costs.

Joining an FTA could have positive externalities such as:

* complying with higher environmental standards on exportables may also lead to better access to
third country markets, e.g., Japan and the European Union. This would probably arise if the
country were to joining NAFTA;

* joining an FTA with neighboring countries (Chile and Mercosur) could bring about higher returns
for joint investments in infrastructure, such as ports, roads, energy, and others;

* the potential benefits from increased credibility in domestic policies, reducing the country risk
which may lead to greater foreign investment.

The potential benefits from a reduction in tariff escalation faced by smaller countries exporting to
the United States. In the United States, tariff rates for agriculture, fishery and forestry products
increase with the level of processing (Butelman 1994). This bias against exports of processed foods
to the United States is apparently very important for Chilean agriculture. A recent study (World
Bank, 1994) on the potential effects for Chile were to join NAFTA concluded that while primary
agricultural exports to the United States could increase by 5.8% due mainly to an increase in exports
of grapes (other fruits and vegetables are less affected by NTBs and tariffs), exports of
agro-industrial goods to the USA could increase by as much as 43% (tomato concentrates, fruit juice,

frozen fruits and vegetables, and others). In other words, as a price taker in the United States, Chile

would benefit from some gain in its export prices of processed foods. This tariff escalation

phenomenon probably applies also in Mercosur's common external tariff, and thus there is a potential

terms of trade gain for a new member. The advantage of NAFTA vis-a-vis Mercosur in this regard

is obviously the much larger size of the NAFTA economies.

On sequencing of applications to Mercosur vis-a-vis NAFTA. For countries which today are outside
NAFTA and Mercosur, Butelman (1994) has raised what seems to be a relevant consideration on
sequencing regarding application to these trade areas. At the Summit Meeting of the Americas in
Miami in 1994, it was decided that a free trade agreement (FTM) should be implemented for the
whole Western Hemisphere region by the year 2005. On the other hand, Chile or Colombia's
application (or the application of Bolivia, Peru or others for that matter) to Mercosur would not be
considered until five years after the implementation of Mercosur in December 1994, that is by the
year 2000. Under this schedule, Mercosur would then become subsumed into the FTAA in the year
2005, about the same time that Chile or Colombia would be reaching the full member status of
Mercosur. Thus, the market access advantages of joining Mercosur would be short-lived.



Concluding Comments

Several countries in Latin America have an advanced program of unilateral trade liberalization, which
includes agriculture. This is the case for Argentina, Bolivia, Chile, and Peru. To advance further along this
unilateral route will require further institutional development, such as the implementation of better customs
administration, and better systems designed to deal with contingency protection measures (safeguards, anti-
dumping and countervailing duties). However, the major reforms are already in place.

Although these countries have important segments of their markets in Europe and Asia, they cannot escape
the fact that a large segment of the regional economy is now part of an RTA. Members outside these RTAs
are unlikely to remain passive against trade barriers such as tariff escalation, NTBs such as sanitary and
phytosanitary restrictions, seasonal tariff surcharges, and the sometimes discriminatory treatment they
receive on services attached to their exports in Latin America and North America. This is particularly
important for agricultural trade. A policy option being considered is exploration of the potential for
deepening their market access for exports within the region through RTAs. The economic blocks are a
reality today, and non member countries feel the competitive pressure for their exports to RTA member
countries and the preferential treatment given to their competitors exporting from within the RTA. As
argued earlier in the text, the cost of being excluded from an RTA could become high.

For a small open economy in Latin America, joining an existing regional trade agreement raises several
challenges and options.

Firstly as a general criteria, conditions for minimizing the risks of trade diversion involve having the lowest
possible level of protection in the domestic economy, and the negotiation of further reduction in protection
in the trade partners when entering an RTA. Furthermore, enhancing competitiveness for the domestic
economy implies low trade barriers, complemented with the harmonization of the tax and regulatory
policies, better infrastructure, more developed financial markets, and other reforms.

On whether NAFTA or Mercosur, NAFTA appears to be more favorable. It is a larger market, its
macroeconomics is more stable (Mexico's crisis notwithstanding), and other favorable conditions discussed
in the text. Moreover, eventually Mercosur would become subsumed under NAFTA if the agreement at
the Summit of the Americas is implemented.

However, joining NAFTA does not necessarily rule out the possibility of an association with Mercosur,
not as a member of the custom union (common external tariff but as an associated partner under
preferential treatment.

From the perspective of this new potential partner in an RTA, ideally some harmonization between
NAFTA and Mercosur would be desirable, in order to facilitate their implementation and to reduce
conflicts. Especially critical is the need to avoid contradictory regulations regarding rules of origin, and
harmonization of contingency protection (safeguards, anti-dumping and countervailing duties), government
procurement, and technical norms and standards.

If our prototype country does join an existing RTA, the agriculture in this small open economy is inevitably
going to be faced with the need for profound adjustments in its import-competing sector. Practically
everywhere in the region, importables are protected. For example, were Chile to enter NAFTA, local
producers of wheat, maize, and oil seeds would be faced with strong competition from the United States



and Canada, and the current scheme of price bands on wheat and sugar might come under fire. These same
subsectors plus sugar, beef, and rice would be adversely affected in a negotiation with Mercosur. These
are major sectors of the Chilean agricultural economy. The strategy for enhancing the competitiveness of
these subsectors without postponing their reconversion to other activities for those segments that cannot
compete is the major policy challenge ahead. Exchange rate management and reducing the cost of financial
intermediation will be very influential factors in the agricultural adjustment of these countries.
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Learning to Make Markets Work in a Newly Opened Economy:
The Mexican Experience
Andrés Casco, Mexican Secretariat of Agriculture

Mexico has been a pioneer in a mostly unexplored field of Economics: the formation of markets. Since
Adam Smith we tend to think that once you liberalize a market, the "invisible hand” will automatically
begin to work, and presto ! the market is born, which is a costly mistake indeed. You can ask the Russians
about that when they decided to end with Communism.

There should be four basic axioms in the theory of market formation. First, free markets are no panacea
for the Economic diseases and uncertainty. Even when you have a free market, something can go wrong,
since many agents will not be accustomed to work in this free environment. You must help them to
understand that you have to learn to live with risk as part of their lives, and that they can use the market
to reduce risks. But again, in a world with uncertainty, you can never win them all. Second, in order to
emerge, there is a lot of hard and dirty work to do in order to create the conditions for a stable market to
operate. Markets do not grow like mushrooms once the State has decided to reduce its intervention. You
have to create the conditions so that the economic agents can freely interact, and you also have to teach
these agents how to use market mechanisms in order to manage their risk. Third, the transition to a free
market economy should be as gradual as possible, but not so gradual or slow so as to permit the creation
of antibodies to the process. And fourth, as a Government you must have the willingness to change an
economy that has been unchanged for years, no matter what interests you might hurt.

All these may sound like commonplaces to many of you, but believe me, in Mexico we have discovered
all these things by ourselves, by trial and error, and it has not been an easy job. But as athletes say "no
pain, no gain". in these lecture I would like to share some of the Mexican Government experiences with
you. In order to talk about risk management in a newly opened economy, first you will have to follow me
through the jungle of changes that have occurred in the last years in our country. As you will see, risk
management is the culmination of a process leading to a free market economy.

The Situation of Mexican Agriculture

In the last 10 years Mexico has undergone one of the most ambitious reform programs of its economy in
general, and specifically of its agricultural sector, since the Mexican Revolution in 1910. In fact, Mexico's
reform is ambitious not only by Mexican standards, but by international standards too.

For about seventy years the Mexican agricultural sector was one of the most protected. Trade and
non-trade barriers, guarantee prices, direct and indirect subsidies and the presence of the Mexican
Government as the main buyer of grains and oilseeds, combined with a legal framework in which the State
was the owner of all natural resources, and the referee in every dispute on land or resource tenancy were
factors that contributed to the stability of the Mexican Agricultural System. In the early years of our
Revolution all these things made sense, since the Mexican peasants had been the losers of the old Regime.

Such protection had a cost, a cost that had to be burdened by the consumer, the Government, and at the
end by the producers, the same individuals that the system tried to protect. The State bought grains and
oilseeds at a price that was two, three and sometimes four times the international reference price of that



product. The consumer did not have access to grains and oilseeds at international prices. In order to
prevent inflationary impacts on the economy, the Government implemented a sophisticated indirect subsidy
scheme to consumption which led to a conflict of interests in policy design. On one hand, the Government
tried to keep the producer's income using guarantee prices, and on the other hand it tried to maintain
inflation leashed, using a system of indirect subsidies and price controls.

But there was also an important efficiency cost involved. With the government as owner of the land and
natural resources and ill-defined property rights in the rural sector, uncertainty was the name of the game.
Private investment in the Agricultural sector declined dramatically, and since peasants were not allowed
to rent or sell their lands, they were forced to produce grains and oilseeds with low aggregate value, and
with less and less opportunities to increase their production scales or incomes. '

As a result, the GDP and income distribution of the Mexican Agricultural sector became more erratic. For
example, the Agricultural per capita GDP has been consistently equivalent to one third of the national per
capita GDP, nevertheless Agriculture contributes with 8 percent of the total GDP. And the growth rates
of the Agricultural GDP has been changing from minus 8 percent to 6 percent and then to almost zero in
the last 20 years.

In part, this was due to the fact that only a minimal part of producers, about 10 percent, benefited from
the guarantee prices, and produced about 50 percent of all grains and oilseeds. Many of them were
competitive at international prices and could be producing vegetables or fruits, but decided to stay in grains
because they had the marketing of their products assured. Only about 2 or 3 percent of all producers were
growing more internationally demanded products, which accounted for more than 50 percent of the value
of all agricultural exports. The rest of producers (about 50 percent of them) were dedicated to self
consumption of their crops, or were trying to improve their competitiveness mostly in grains.

Something had to be done, in order to improve the efficiency of the agricultural sector, and it was agreed
that the liberalization of the market could be of great help. In 1988, The National Plan for the
Modernization of Agriculture 1989-1994 was published. In it, the Mexican government stated its
compromise to improve the quality of life in the Agricultural Sector through several policy guidelines that
later became reforms, which will be described in the next section.

The Mexican Change of the Agricultural Sector at a Glimpse

How to create a free market where there has been State intervention for the last 70 or 80 years? There are
several issues that must be addressed in order to answer that question:

1 Once that you begin with the reforms, you must be consistent. Either you liberalize all the economy or
you don't.

2 The liberalization process should be gradual, in order to let the participants get accustomed to the new
environment, and at the same time to create a market culture among them.

3 Do not expect that markets will be created by themselves. State intervention substitutes market rules and
specifications with artificial norms, and the private sector is not accustomed to participate in a free
economy. So you have to create rules and incentives, and above all, you must create an environment of
certainty and definition of property rights in order to foster the capital flow to your agriculture.
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4 Once that you liberalize, be sure to give the participants the opportunity to manage their risk and protect
their income. If you don't, sooner or later you will have to intervene again with higher costs.

Bearing all these points in mind, the reforms began. I will describe them briefly in order, emphasizing their
effects. We must think of all reforms in the

a) Reform of the Legal Framework, including agrarian, water and forestry Laws. The first thing to be done
was to give clear rules of the game to all participants. With reforms to article 27 of the Mexican
Constitution, peasants became the legal owners of the land, and selling, renting and even associating with
other producers became legal. The distribution of land finally came to an end. In the case of water and

forestry Laws, they define the property rights of the resources, creating incentives to prevent the over
exploitation of natural resources.

b) NAFTA. GATT and free trade. Once that the legal framework defines the rules of the game for the
efficient use of natural resources in the Agricultural sector, you must define the rules that will level the
playground in international trade. The North American Free Trade Agreement (NAFTA) gives Mexico
the opportunity to link the producer's decisions to clear market signals, those of international markets. At
the same time, you gradually eliminate trade distortions in a clear, certain and transparent way in time. All
trade barriers are going to disappear in a maximum of 15 years, and all import permits will be substituted
by gradually decreasing tariffs and gradually increasing zero-tariff quotas.

One lmportam step towards market h‘beralmmon was takcn by the Federa.l Government in 1991 Wlth the
creation of Federal Government, a state owned enterprise that has the mandate of marketing all the wheat,
all soybeans, and the sorghum from the Northeast state of Tamaulipas, these products substituted its
guarantee price with an "indifference price”. Federal Government cannot buy or sell any product. The

institution just pays the subsidies required to maintain competitive prices for buyers and a certain level of
income for producers. linking their national markets with the international ones.

The support scheme implemented by the Federal Government for wheat, soybeans and sorghum is based
on the difference between the agreed price that is paid to the producer by national consumers and the price
at which the national consumer is indifferent between buying national or imported crops (indifference
price). This difference is the support paid by Federal Government, that is, Agreed Price - Indifference
Price = Support.

The indifference price is calculated as follows:

International Price

+ International Basis

+ Handling Costs

+ National transportation costs from the border to the consumption zone of grain

= International Price in Consumption Zone (IPZC)

To this international price in consumption zone you subtract all the cost that the consumer of national crops
would have to absorb if he wanted to be indifferent between buying national or imported Crops:
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International Price in Consumption Zone

- National Financial Costs

- National Storage Costs

- Transportation Costs from producing zones in Mexico to consumption zones

= Indifference Price

The international price of grains, on which all calculations are based, changes on a daily basis for cash
operations and varies according to the relevant reference price considered. In the case of forward
operations the relevant future reference is taken. This means that international basis, tariffs and other costs
are also changing on a daily basis.

The marketing support paid by the Federal Government is the difference between the agreed price and the
indifference price. If the international price falls, the indifference price decreases, and since the agreed
price is a fixed reference all through the year the marketing support increases to compensate the producer
for such reduction. On the contrary, if the international price rises, the marketing support is reduced.

This scheme allows to link the marketing support with international prices, but it also exposes the Mexican
Government to price fluctuations.

It is a very innovative program, and as such, another step was taken toward freeing up the agricultural
markets of the country. The PROCAMPO program is viewed very favorably by the majority of the
producers of the country. At the same time, the processors, or users, of agricultural products are now free
to purchase their needed products in the world marketplace. This means that they will realistically have
to compete with processors in other parts of the world in order to remain competitive in the Mexican
marketplace. ‘

Realizing that this policy shift could be a difficult burden to bear all at once by the agricultural product
processors of the country, the Mexican Ministry of Agriculture assisted them through the creation of the
agricultural product marketing subsidy. In effect, this subsidy helps to balance the costs of locally produced
agricultural products with the lower cost raw materials available in the world marketplace.

Budgetary Implications

The linking of the agricultural product marketing subsidy to the prices of the Futures Contracts in for
example, the Chicago Board of Trade created a risk situation for the government of Mexico. The budgetary
allocations for the merchandising subsidy were based on specific futures contract values for the products
involved. While a rise in prices meant lower subsidy payments to the Mexican processors, a fall in prices
could easily mean a budgetary shortfall for ASERCA, the government organization charged with paying
the subsidy.

The NAFINSA - ASERCA Hedge Program For Agricultural Products
To help offset this budgetary risk, ASERCA, together with NAFINSA acting as financing agent for the

government of Mexico, were authorized by a mandate of the federal government to enter into a hedge
program in the international derivatives markets. Working closely with an international broker, NAFINSA
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opened a futures and options trading account on behalf of ASERCA, and also signed the ISDA documents
authorizing them to enter into a hedge program using over-the-counter derivative instruments.

A hedging strategy had to be designed to cover the risk of falling prices for the estimated crop of wheat,
sorghum, soybeans and cotton during the present crop year. Given the price levels, futures price volatility
and volume of operations to be conducted, the strategy that was ultimately chosen included price risk

protection through the sales of futures contracts at/or above the futures price levels used to allocate the
merchandising subsidy budget.

Hedge Implementation
Sorghum

The Tamaulipas sorghum crop was crosshedged through the sale of CBOT corn futures contracts. Several
futures contracts in different delivery months were sold, all above the price level used to allocate the
merchandising subsidy budget. As the crop was sold in the cash market in Mexico, the crosshedge was
liquidated. The fall in CBOT corn futures prices meant that this hedge was liquidated at a profit, thus
assisting ASERCA with its subsidy payments to the Mexican animal feed industry.

Wheat

In order to protect the budgetary allocations for the merchandising subsidy to the wheat milling industry,
the Federal Government sold Chicago wheat futures contracts on the CBOT, in different delivery months.
All contracts were sold at prices that equated or surpassed the futures price level used to allocate the initial
budget subsidy payments. At the start of the harvest, Mexican wheat sales were made into the local market
and part of the hedge was canceled. Later, when the wheat subsidy program was changed, the balance of
the hedge was lifted, with all positions benefiting ASERCA in its budgetary position.

Soybeans

- Similar to the sorghum and wheat hedge programs, The Federal Government sold soybean futures contracts
in different months on the CBOT to protect its budgetary allocations. Again, all positions were sold at price

level used to allocate the subsidy budget. Part of the soybean hedge was lifted when it was determined that
the production of soybeans in Mexico would be lower than originally anticipated.

The open hedge position is liquidated as the local Mexican crop is sold.

As we have seen, this program is great step towards market liberalization, but it is not sustainable in the
long run, considering that the Mexican Agricultural Sector will be completely liberated in a maximum span °
of 15 years. Besides, even though these programs are relatively transparent, they still distort trade by
linking production decisions to the payments given by the government, thus generating productive
distortions.
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The Mexican Government decided to go a step forward by delinking the support schemes from the
productions decisions, through a program called PROCAMPO. PROCAMPO is a direct payment support
scheme based on a fixed per hectare payment.

Since the grain and oilseed producers are going to be the most affected by the opening of the economy,
PROCAMPO focuses on them and compensates them for their average income loss. The Ministry of
Agriculture made a census of all eligible lands that were historically cultivated with maize, beans, wheat,
soybeans, sorghum, rice, cotton, barley and sunflower seed, and calculated a fixed per-hectare payment
based on historical yields of maize and the difference between guarantee and international prices of maize.
Since the price differences in maize are the biggest of all products, the support calculated on maize data
will be enough to cover the loss of the rest of the products. This payment is calculated according to
regions, taking into account productivity and agroclimatic factors. The program will have a duration of 15
years, in which the payment will grow in real terms during the first ten years, and then it will decrease
during the last five years of the program .

The agreed and guarantee prices program will be phased out gradually in a transitional period that began
in 1994 and is expected to end in 1996. During the transition period, guarantee prices for maize and beans,
agreed prices and marketing support will decrease, at the same time that per hectare payments are
increased. In this way, the producer will not suffer a meaningful decrease in their income. and a market
economy will be reached in a reasonable time.

PROCAMPO will allow the elimination of prices fixed by the government. So, in the future the income
of producers will be the sum of the market price that they get for the sale of their crop, plus a fixed
payment per hectare. This means that the producer will guide its production decisions according to market
signals. But it also means that producers will have to face all market and price fluctuations. That is why
we need to foster a market culture among producers, teach them how to use the market in order to protect
their incomes. This is the reason why the Mexican Government, through ASERCA. has implemented pilot
hedging programs for cotton producers.

Cotton

In an effort to assist the cotton producers in Mexico by protecting the sales price of their product against
a fall in prices, Federal Government put together a hedge program using cotton put options in the New
York Cotton Exchange. The strike prices of these options depending upon the particular needs of the
producers involved in the program. ASERCA acts as a broker without charging in this year any
commissions to the producer. The producer pays the premium, entrance and exit commissions ASERCA
advises on questions and possible strategies, and they decide when to sell or buy in the cash market. This
costs are paid using the PROCAMPO money that they receive, using it also as a collateral for other
activities.

It must be emphasized that this is not a speculative program. Only the producers that demonstrate that have

the cotton are eligible for participating in the program. The open hedge position is liquidated as the local
Mexican crop is sold.

As the price of the cotton futures has fallen in the past 10 weeks, these options have risen in value, and the
Mexican producers have had the sales price of their cotton protected. As the cotton is sold into the national
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or international markets, and before the expiration of these options, the hedge will be lifted by the
respective producing groups by passing their orders to the broker house through ASERCA.

Coffee

On several occasions The Federal Government has analyzed the possibility of establishing a hedge in the
coffee markets similar to that which is being used to protect the Mexican cotton producers. The purchase
of out-of-the-money coffee puts in the New York Coffee, Sugar and Cocoa Exchange would offer the

Mexican coffee producers an excellent means of protecting themselves from any unexpected fall in the
incredibly volatile world coffee prices.

Conclusions for the Near Future

The Mexican economy is currently undergoing profound changes. From December 1994 to May 1995, the
exchange rate depreciated more than 80%, interest rates soared from 10-15% levels up to 60-80% levels,
and the Stock Exchange Index fell 25%.

From the producer's, and thus from the Mexican Ministry of Agriculture's perspective, the devaluation
offers an opportunity to speed the liberalization process. On the production side, the devaluation has, by
itself, eliminated most distortions in the grains (especially maize) and oilseeds markets, since national prices
have adjusted to its international references. Reform needs to focus on the consumption side where
distortions, with concomitant opportunities for fraud being alarmingly large.

On the other hand, devaluation means more competitive Mexican exports (for example vegetables and
livestock), and a reduction of trade deficits. Incentives for maize production post-devaluation have fallen
relatively to those for other field crops. This should lead to a reduction in maize production, which is
expected to be more-pronounced in irrigated regions than in rained zones.

Assuming that markets are liberated and prices reflect international parities, producers will move into crops
with higher economic profitability. It is expected that this may include cotton, sorghum fruits and
vegetables, continued cultivations of cereals and oilseed crops in high productivity irrigated zones is also
likely.

Unchanged consumer price have dramatically increased the subsidy burden on the Government budget
since the devaluation. Rectifying these distortions will substantially increase price to consumers, however.

Assuming that trade is liberalized (i.e. that maize imports above the quota will be permitted duty-free)
much more extensive use will be made of imports from the USA, particularly given the much lower cost
of storage (due to much lower interest rates) in the USA compared with Mexico. Under certain scenarios
white maize could be exported from Mexico post-harvest and reimported in September-October, prior the
next Spring-Summer harvest.

As we have seen, creating the conditions for an efficient open agricultural economy in Mexico is no easy
business, but we still have to face the ultimate challenge: to create an Agricultural Commodity Exchange,
which again involves defining the rules for participants. Regulations on quality, wareliouse operations and
adequate liaisons with the financial sector are still among the things to come. But believe, we have done
things that looked like impossible in the past and we are thinking to make the same in the future.
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SESSION 2. WESTERN HEMISPHERIC INTEGRATION AND THE WORLD
TRADING SYSTEM

Regionalism versus Multilateralism in the World Trading System
David Blandford, Organization for Economic Cooperation and Development'

The formation of regional groupings to promote freer trade between groups of countries has been common
in recent decades. A total of 108 regional agreements have been notified to the GATT since its inception.

The 1990s have been a particularly active time for regional initiatives; 33 have been signaled to the GATT
since 1990.

The growing interest in such arrangements, naturally raises questions about their relationship to
multilateralism, which has been the cornerstone of international economic relations in the post-war period.
This paper addresses the implications for the world trading system of the apparently growing trend towards
regionalism. It focuses on general issues, but also makes a few remarks specific to agriculture and
agricultural trade.

Multilateralism and Regionalism

Few would argue that the signing of the General Agreement on Tariffs and Trade on October 30, 1947 and
the series of rounds of multilateral trade negotiations that subsequently took place had a major impact on
the post-war international economic environment. The signing of the Uruguay Round Final Act at the end
of the eighth round of negotiations in 1994, and the establishment of the World Trade Organization
represent milestones in the post-war history of international economic relations. Following the divisive and
destructive experiences of economic nationalism in the pre-war period, these relations have been founded
on multilateralism — the use of a cooperative multicountry approach to economic problems and issues,
including agreed procedures and disciplines. The International Monetary Fund, the World Bank, and
indeed the organization for which I work, the OECD, all have their origins in this muitilateral approach.

At the same time, however, there has been an important parallel development of regional economic
arrangements. Following the establishment of the European Coal and Steel Community in 1952, the Treaty
of Rome in 1957 launched the European Economic Community, which has since grown from six to fifteen
members. The Single European Act, the creation of the European Union through the Maastricht Treaty,
and EU agreements with the central and eastern European countries have contributed to a major
development of economic relationships throughout Europe. In North America, closer economic ties
between Canada and the United States were heralded by the signing of the Canada-United States Free

1 Paper presented at the symposium Economic Integration in the Western Hemisphere sponsored by the

International Agricultural Trade Research Consortium and the Interamerican Institute for Cooperation on
Agriculture in San José, Costa Rica, June 7-9, 1995. The author wishes to acknowledge the substantial
contribution made to this paper by numerous colleagues in the Directorate for Food, Agriculture and Fisheries and
the Trade Directorate of the OECD. The opinions expressed in this paper are those of the author and should not
be attributed to the Organization for Economic Cooperation and Development or its Member countries.
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Trade Agreement (CUFTA) in 1988. Ties between these two countries and Mexico were expanded with
the entry into force of the North American Free Trade Agreement (NAFTA) in 1994. Elsewhere, a major
expansion of interest in regionalism has led to other arrangements, such as MERCOSUR in Latin America,
and APEC in Asia.

It is important to consider the reasons for the expanding and deepening interest in regional integration and
the impact this has on participating countries, on outsiders, and on the multilateral trading system.

Reasons for Regional Integration

No single factor explains the drive for regional integration. Typically, both political and economic
considerations play a part. Political motivation has clearly been an important driving force in Europe. In
the aftermath of the Second World War, a prosperous Europe was seen as necessary to create a bulwark
against the threat of Soviet communism in the East. The establishment of the European Coal and Steel
Community had political and strategic objectives in bringing under one supra-national authority the coal
and steel industries of France and Germany. The establishment of the European Economic Community had
a more clear economic motivation to promote expanded trade and the economic growth that this would
bring, but was still understood by most to be part of a political process of European integration. Both
political and economic factors have continued to play a role in the subsequent enlargements of the
Community and its development into the European Union.

Both economic and political factors played a role in the formation of the North American Free Trade Area,
Canada and Mexico saw commercial advantages for their economies from an agreement with the United
States. For Mexico there was a desire to ensure that the process of economic liberalization was anchored
in an international treaty. NAFTA provided a further opportunity following Mexico's accession to the
GATT in 1986, to show it was ready to graduate to the status of an industrialised country. This was
confirmed by Mexico's subsequent membership of the OECD in 1994.

Several other considerations, ranging from the promotion of democracy to the control of pressures for
migration have had an impact on trends towards regional integration. In several instances, accession to a
regional agreement has been stimulated by the aim of securing a privileged trading relationship with a large
trading partner in order to eliminate the threat of contingent protections such as antidumping and
countervailing duties. This is illustrated by the European Economic Area. Some countries may wish to go
faster and deeper in an integration process than possible at the time under multilateral trade disciplines.
Deeper integration through regional and mulitilateral integration is increasingly perceived as a policy
response to the desire to sustain economic growth and prosperity.

To sum up, it is important to view regional agreements in terms of their political and strategic importance,
as well as their impact on the multilateral trading system. However, it is also important to initiatives, as
illustrated by growing regional economic integration in the Asia-Pacific region where no formal agreement
exists. Policy initiatives to promote regional integration are unlikely to succeed if they are not supported
by fundamental economic forces.

Impact of Regional Integration

The areas of economic relations that are covered by regional agreements vary substantially. Such variations
reflect differences in the objectives of agreements and in their approaches to integration.-There are several
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free trade agreements between two countries whicli involve the gradual elimination of tariffs on bilateral
trade but each country maintains its separate customs tariff for trade with third parties. In contrast, the
arrangements underpinning the European Communities provide for a common market and, more recently,
foresee full economic union. They address such areas as tariffs and non-tariff measures, as well as

- structural and regulatory impediments to trade. In effect the Treaty of Rome provides for a common market
in goods, services, labor and capital, known as the "four freedoms". The EU adopts an approach which
intrudes into national sovereignty in a significant manner through the adoption of common policies or
mutual recognition of national policies. It has supra-national enforcement mechanisms. Some more recent
free trade agreements have tended to be even more comprehensive in scope. For example, in NAFTA,
additional areas of obligation include financial services, intellectual property protection and national
treatment to services. Such differences among agreements make it difficult to make a detailed assessment
of their effects. However, it is possible to make some generalizations.

Because a regional trade agreement provides preferential market access for its participating countries, it
is inherently discriminatory for third parties. With the large number of these agreements, there are some
who fear that regional arrangements may lead to increased regionalization of the international economy,
in other words that they may stimulate growth in trade and investment within regions at the expense of
trade and investment between regions.

Experience with the European Union, and more recently with NAFTA, suggests that trade between
members in indeed stimulated by regional arrangements. In fact, if this were not the case, it would be
difficult to argue that such arrangements have a positive effect on economic activity. The proportion of
intra-regional trade in total trade tends to increase, al least initially. Various studies of the European Union
have shown that the accession of new members has resulted in a rise in the share of intra-trade which
subsequently declined as trade with the rest of the world expanded. With the important exception of
agriculture, expansion of the Union has not prevented the growth in imports from non-member countries.
Although empirical studies have their limitations, most seem to indicate that countries outside regional
arrangements are likely to experience small welfare gains from the effect of such arrangements on overall
trade volumes. The welfare gains will depend on the trade composition of particular countries outside the
agreement and the extent to which the agreement stimulates growth in the member countries. It has been
estimated that the EU's Single Market program will boost its GDP by 0.6 percent annually as a result of
the associated efficiency gains from increased competition.

Trade, of course, represents only one part of the picture. Investment flows are also influenced by
regionalization. The evidence from Europe tends to suggest that investment is accelerated by regional
arrangements, but that both investment inside and outside the region are affected positively. Thus, for
example, investment in the EU quadrupled between 1985 and 1989, largely due to the single market
program, but European investment in North America also quadrupled, and investment in Asia grew
strongly. The evidence of the impact of regionalization on investment flows in North America is less clear,
and intra-regional investment has grown rapidly in East Asia despite the lack of any formal arrangement
in the area.

What is clear is that the strategies of businesses are an important element in determining effect of regional
arrangements on investment. Corporate strategies have become global and this is reflected in investment
figures. Many firms no longer have a national or regional strategy, but aspire to a global presence. Many
firms in Europe, for example, have viewed cross-border mergers and acquisitions within Europe as a first
step towards a global strategy rather than the last step in a regional strategy.
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To conclude, on balance, there is little evidence from trade and investment flows that the regionalization
of the world economy is occurring. There has been an increase in regional trade and investment but this
has gone hand in hand with international increases. Consequently, it is not possible to conclude that
regional growth would not have occurred without regional integration. Greater intra-regional trade is often
a product of economic growth, and the continuing trend for production to shift from high cost to low cost
countries.

Regionalism and Multilateralism: Competition or Coherence?

Whatever their impact on economic activity, a number of important questions are raised by regional
agreements. Are such agreements a distraction at the expense of multilateral negotiations or is there
synergy between them? Do regional agreements contribute to liberalization by removing national barriers?
Is regional integration resulting in aggressive blocs ready to abuse enhanced market power, or do they
contribute to a more predictable environment than one in which national policies prevail?

Regional Agreements and Multilateral Negotiations

Experience thus far seems to suggest that there is a high degree of synergy between regional and
multilateral processes. In fact, both regional and multilateral initiatives share a similar objective of trade
liberalization through the reduction in tariffs and other barriers to trade, within their respective spheres of
application. Let me briefly highlight, five major dimensions to such synergy.

First, regional integration contributes to an acceptance of the need for international rules on the part of
national governments and interest groups. The distinction between trade and domestic policy is becoming
increasingly blurred, and an awareness of interdependence is a precondition to finding ways to
accommodate divergent national approaches in areas such as competition policy, product standards, labor
policies and environmental policies.

Second, regional integration has contributed to a learning process in international policy formulation for
governments, regulators and interest groups. Regional agreements have provided and opportunity for these
players to come to terms with the kind of tradeoffs that may have to be made when trade and domestic
policies clash. The experience and expertise gained may ten be employed in wider multilateral negotiations.

Third, regional agreements serve as "test beds” for approaches which enable trade diplomacy to deal with
the new complexities of international interdependence. Services, intellectual property protections
competition policy, and the treatment of technical barriers to trade are all areas which have benefited from
approaches pioneered in various regional agreements.

Fourth, negotiations on regional agreements often generate a cross fertilization of ideas with multilateral
negotiations. Work on the Uruguay Round agreement benefited from work underway regionally in such
areas as government procurement, capital controls, and trade in services.

Fifth, with the conclusion of the Uruguay Round and the establishment of the WTO, the multilateral
negotiations have gone further than regional integration agreements by extending multilateral trade
disciplines in a number of areas across all WTO members. Under the GATT, some disciplines were
unevenly applied since membership of the various Tokyo Round Codes, such as those for subsidies and
antidumping, was voluntary. The WTO has also been provided with a strengthened dispute settlement

20



system as well as a monitoring function which together will bring increased transparency and predictability
to trade and economic policies.

Regional Agreements and Liberalization

A central question for countries outside a regional agreement is what impact it has on access to markets.
Advocates tend to argue that agreements allow concrete measures to be taken among like-minded countries
and thus promote the removal of trade barriers. Opponents stress the potential for trade diversion and the
shifting of adjustment costs to countries outside an agreement.

There are many examples in which regional agreements have resulted in concrete liberalization,
particularly of non-tariff barriers to trade. The harmonization of national policies and practices affecting
the trade in goods and services, and investment flows within regions reduce the protection of national
markets previously provided by national policies. However, there are two potential difficulties.

First, regional agreements inevitably result in liberalization from members which exceeds that achieved
mutltilaterally. The degree of regional preference, and how this is maintained, can raise concerns in third
countries. Transparency in the provisions implementing regional agreements is important to ensure that the
interests of third countries or parties are respected. '

Second, regional agreements may contribute to the creation of market power. If this simply balances the
power of countries with very large markets, then regionalism may not pose a particular problem. Indeed
a balance of market power can be used in a positive way to liberalize trade multilaterally. However, there
is more scope for protectionist measures in regional entities with important markets. The Common
Agricultural Policy of the European Union provides one example in which regional integration has been
accompanied by protectionist policies. Beyond such specific cases, it cannot be said that regional entities
are fundamentally more protectionist than large national economies. But there would be a real danger to
multilateralism if large entities (national or regional) were to direct their attention to concluding preferential
agreements which best fit their trading relations, rather than contributing to more broadly-based trade
liberalization.

While regional preferences and enhanced market power may be potentially negative implications of
regional agreements for mulitilateral liberalization, there are a number of potentially positive factors.

Regional agreements appear to result in a net reduction in the degree of political discretion in the
application of trade policy instruments. Increased codification at the national level reduces uncertainty and
contributes to more competitive markets by reducing the scope for national and sub-national intervention.
This benefits local industry and third countries alike. Particular progress in this regard has been made in
the development of regional competition policies and the harmonization of technical regulations.

Regional agreements appear to have contributed to a convergence on the need for more adjudication rather
than negotiation in the settlement of trade disputes. This helps to streamline the settlement of disputes.
Greater acceptance of adjudicative means in Europe has contributed to a muitilateral consensus on more
effective dispute settlement procedures in the GATTS and the WTO Regional integration agreements have
also expanded the remedies available to private parties in Europe and North America.
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The establishment of regional agreements does not happen in isolation from multilateral disciplines. Article
XXIV of the GATT, in effect, provides for the creation of customs unions and free trade agreements since
it is recognised that these can contribute to trade liberalization and benefit the world community without
necessarily adversely affecting the interest of third countries. Under the GATT, regional agreements were
subject to certain requirements, including notification; that they should not raise trade barriers in the whole
to other members; and that they should cover substantially all trade between members.

Multilateral disciplines dealing with regional agreements were reinforced with the conclusion of the
Uruguay Round. The Understanding on Article XXIV clarifies Several aspects which, in the past, had been
the cause of tension. The General Agreement on Trade in Services (GATS) has provisions for regional
agreements which are in certain ways similar to those for goods. The Agreement on rules of origin also
provides for enhanced transparency of rules of origin for free trade areas.

Agriculture in the context of regionalism and multilateralism. Despite progress made in other areas, such
as tariffs on industrial products, until very recently multilateral trade agreements had little impact on
reducing barriers to trade in agricultural products. Until the conclusion of the Uruguay Round of
negotiations under the GATT, agriculture was largely left untouched by multilateral efforts to liberalise
trade. Similarly, regional agreements either focused on maintaining the protection ofagriculture at a
regional level, as in the case of the European Community, or largely exempted agriculture form reductions
in tariff and non-tariff barriers to trade, as was the case for the Canada-United States Free Trade
Agreement. Little progress was achieved in reducing agricultural support and protection.

More recently, developments at both the regional and multilateral levels have begun to show more promise.
The NAFTA agreement, for example, includes far more reductions in barriers to agricultural trade, than
its predecessor, CUFTA. Moves to expand the membership of this and other regional groupings, may lead
to greater reduction of a wider range of agricultural trade barriers, and may promote adjustments in the
domestic agricultural policies that are the underlying cause of trade distortions.

In this regard, the signing of the Uruguay Round Agreement makes a major contribution by bringing
domestic agricultural policies and export subsidies under multilateral disciplines and in capping tariffs on
agricultural products. Although impacts on trade and policy may be limited, particularly during the early
years of its implementation, the Agreement incorporates a number of highly significant and beneficial
systematic changes to the trading system for agricultural products. In the longer run, these changes promise
to make a significant contribution to the reform of domestic agricultural policies, reductions in barriers to
trade, which in turn will lead to improved resource allocation and efficiency gains. In the specific context
of regional groupings, the binding of national agricultural tariffs under the Uruguay Round Agreement
should contribute to the application of lower common external tariffs by some countries in future regional
arrangements.

Conclusions

In the last five years, some 33 regional agreements were notified to the GATT. Given the inherent
discriminatory nature of these agreements, it is legitimate for countries who are not party to such
agreements to raise concerns about the potential weakening of the multilateral trading system. However,
the most ambitious round of multilateral trade negotiations has also been concludes recently, which
considerably strengthens multilateral trading rulez and disciplines over a wide range of issues and sectors,
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including the disciplines concerning the establishment and enlargement of free trade agreements and
customs unions.

Under the GATT and the WTO, free trade agreements and customs unions are a permitted exception to
the principle of non-discrimination because it is recognised that such agreements have similar trade
liberalisation objectives, and have the potential for further economic integration' without necessarily
adversely affecting the interests of third countries.

The evidence and experience thus far with regional agreements suggest that there is a considerable degree
of synergy and complementary between regional and multilateral approaches to trade and investment
liberalisation. With the possible exception of agriculture, there is little evidence that regional agreements
have contributed to protectionism. Regional agreements have often liberalized faster and deeper than would
have been possible at the multilateral level. In several cases, regional agreements have been laboratories
for approaches and techniques which have subsequently found application in multilateral negotiations.
Conversely, multilateral disciplines have gone further than most regional agreements in a number of areas,

complementing the process of regional liberalisation and extending disciplines across current and future
trading partners on a global basis.

This does not mean that more should not be done to improve the functioning of multilateral rules and
procedures on regional integration agreements. A number of possible measures which could be used to
achieve this include; review by WTO members of such agreements before they enter into force; improved
transparency through an enhanced system of WTO surveillance of performance and effects; and the
introduction of new provisions to increase the protection of third country interests. There is still room for
further strengthening of multilateral trade disciplines in order to ensure the full compatibility of free trade
agreements and customs unions with multilateral principles.
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SESSION 3. INTEGRATION, ECONOMIC DEVELOPMENT, AND
AGRICULTURAL POLICY REFORM

Structural Adjustment, Integration and Agricultural Policy Reform:
Lessons from Jamaica's Agricultural Sector
J. R. Deep Ford, University of Vermont and Timothy Josling, Standford University'

Introduction

Jamaica's experience of radical policy changes over the past two decades is fertile ground to yield lessons
for agricultural policy reform in the region. The years 1972 to 1980 saw the ideals of socialism shape much
of government policy, including agricultural strategy. Over the period since 1980 free enterprise has been
allowed to blossom, and Jamaica's economic policies have been shaped by a series of World Bank and IMF
programs. This paper briefly reviews the policies and performance of the agricultural sector during these
two periods, paying particular attention to the impact of the policies of the latter period, with their
implications for agricultural development in Jamaica. It then looks at the changes in trade policies which
accompanied these developments and puts the trade policy experience in the context of multilateral and
regional integration. Finally, some lessons from the Jamaican experience are formulated which may have
relevance for other countries in the region.

Macroeconomic Policy and Agriculture in the 1970's: "Internal Designs"

The Jamaican economy experienced considerable growth in the post World War II period. From the late
1940's until Independence in 1962 Jamaica moved from being primarily an agricultural based economy to
one based on minerals (bauxite) and tourism as well as agriculture. Between 1950 and 1962 nominal GDP
grew or average by five percent per year. The extent of the diversification is indicated by the fact that in
the 1940's more than 90 percent of Jamaica's foreign earnings came from the agricultural sector (mainly

sugar and bananas), while by the mid 1960's less than 40 percent of export revenue was accounted for by
agriculture.

After independence in 1962 the predominant concern was that development was not sufficiently improving
the life of the average Jamaican. Complete foreign ownership of the bauxite industry, and foreign
domination of the manufacturing, financial, and transport sectors, together with the fact that 40% of the
sugar sector was in foreign hands was singled out as a major cause. Furthermore, between 1962 and 1972
unemployment rose from 13 to 24 percent of the labor force. This situation led to the policy known as

! Department of Agricultural and Resource Economics, University of Vermont, and Food Research Institute,
Stanford University, respectively. The information in the paper is based on a study undertaken for the FAO at the
request of the Government of Jamaica between January and March, 1995. The authors would like to acknowledge
the work of the other participants in the study, and a list of the individual reports is given in the bibliography.
Neither they nor the FAO, the Government of Jamaica or any other institution are responsible for the opinions
expressed in this paper.

25



"Internal Designs" of the People's National Party (PNP) that won a landslide victory, under Norman
Manley, in the 1972 general elections.

The economic policies of this period of moved steadily toward socialism, and were intended to reduce the
dependence on foreign ownership and control, and to distribute the benefits of development more evenly.
~ Nationalization and taxation were the policies used to promote change in the foreign dominated sectors.
The state formed corporations that took over large parts of the bauxite, tourism and agricultural sectors.
Taxation of the bauxite industry led to increased government earnings from an average of US$30 million
during 1970 to 1973 to an average of US$164 million during 1974 to 1977. Minimum wage legislation was
introduced for certain categories of workers and maximum hours were instituted for some mamfacturing
enterprises.

Agricultural structures were also affected by these policies. A land distribution program with an associated
subsidized credit scheme was implemented for small farmers. Much of this land was obtained by the
government through a policy of repossessing any parcels in excess of 100 acres that were kept idle.

Trade policy emphasized the diversification of markets, away from Europe and North America. Although
by 1980 these two regions still accounted for about 60 percent of merchandise trade, this was down from
90 percent at the beginning of the 1970's. The increased trade was with other Caricom countries, Latin
America, Japan and the rest of Europe.

By 1980 these policies had led to a considerable change in the economy in general and in the agricultural
sector in particular. The structure of output of the agricultural sector had changed significantly. The
economic policies that emphasized self-reliance and import substitution led to modest growth of the
domestic crop sector. During the period 1972 to 1980 the domestic crop sector grew by some 16 percent.
At the same time the government's increasing control of the export sector led to a sharp contraction in
output. Table 1 shows the decline in export crop output. Aiding this decline was the fall in commodity
prices from their high levels of the early 1970s.

Table 1: Change in Agricultural Export Crop Output in Jamaica, 1972 and 1980

Source: Economic and Social Survey, PIOJ, Jamaica.
However, the general uncertainty introduced by the nationalizations undoubtedly contributed to the poor

performance of the export sector. As a result, there was a significant relative decline of the export crop
subsector share and an increase in the domestic crop share of agricultural GDP (Table 2).
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Table 2: Agricultural Production as a Percentage of Agricultural GDP

Forestry and
Fisheries

474 214

51.7

Source: World Bank, Agricultural Support Services Report.

The "Internal designs" program of the 1970's resulted in considerable macroeconomic imbalances in the
economy and increasing instability. The sharp decline in net capital inflows was both a major cause and
a direct effect of the instability, economic imbalance and political uncertainty, along with the declining
fortunes of the agricultural export sector, changes in the operations of the bauxite sector, escalating oil
prices, rising real wages, fiscal laxity and monetary expansion. In order to restore both external and
internal balance the structure of the economy needed to adjust. This led, amid much political
soul-searching, to the opening of discussions between the Manley government and the IMF and the World
Bank toward the end of the 1970's.

The IMF/WB Programs and Jamaica's Agricultural Sector: External Designs
The Structural Adjustment Program

In Jamaica, as across the developing world, the importance of the crucial linkages between macroeconomic
balance, economic growth and socioeconomic development came to be accepted by the end of the 1970's,
replacing the earlier developmental emphasis on projects and programs based of foreign loans.

Two sets of policies came to dominate Jamaican economic strategy. The IMF insisted on macroeconomic
adjustment and stabilization measures to achieve internal and external balances over the short to medium
term. From the World Bank perspective, the need was for structural and sectoral adjustment for longer
term sustained growth and development. The justification was that the climate for investment needed to be
recreated by correcting the wrong signals being sent to entrepreneurs and by enhancing the stability of key
economic indicators that influence investment decisions. Critical among these were lower inflation and
interest rates and a more realistic and sustainable exchange rate.

The 1980 elections in Jamaica were seen as a referendum on the IMF/WB policies. The country endorsed
the program but decided that the opposition party was more likely to be able to implement it. The Manley
government was voted out of power and the new government of Edward Seaga and the Jamaica Labour
Party (JLP) was charged with changing the economic policy. The orientation of the country’s development
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strategy shifted from import substitution under high levels of protection to a liberalized, competitive and
export-led economy. Foreign investment was given a more prominent role, divesting and privatizing state
enterprises was undertaken, and the balance was shifted from self reliance to export promotion and
competitiveness. The succession of programs that made up this new strategy is given in Table 3.

The first priority was to get the balance of payments under control. The early stages of the Structural
Adjustment Program addressed this through devaluation, liberalization of financial markets, deregulation
of business and the promotion of exports. The process of devaluation and financial market liberalization
was supported by three general Structural Adjustment Loans (SALs I -III,1982-1984). Given the
unimpressive performance of the economy, the strategy shifted in the late 1980's from an economy-wide
focus to emphasize a sectoral approach. This led to several new programs, including the Public Enterprise
Sector Adjustment Loan (PESAL,1987), two Trade and Financial Sector Adjustment Loans (TFSAL I-1I,
1988-1991), the Agricultural Sector Adjustment Loan (ASAL, 1990) and the Private Sector Development
Adjustment Loan (PSDAL,1992).

Table 3: Selected Loans and Grants, Jamaica, 1977-1992

Date Institution Title deantifier Amount
1977 IBRD Public Sector Investment Program Loan $30 mill
1979 IBRD Manufactured Exports Program Loan $31.5 mill
April 1981 IMF Extended Fund Facility
1982-84 IBRD Structural Adjustment Loans I, II, and Il | 2315-JM, 2478-]M $191.4 mill
July 1986 IMF Standby Agreement Canceled
Jan 1987 IMF Standby Agreement Reinstated
1987 IBRD Public Enterprise Sector Adjustment 2489-IM $20 mill
Loan (PSAL)
1987 IBRD Trade and Financial Sector Adjustment 2448-M $40 mill
Loan (TFSAL)
March 1990 IMF Standby Agreement
| March 1990 | IBRD Ag Sector Adjust. Loan in Jamaica Loan 3174-]M | $25 mill
(ASAL)
1st tranche, 3/30/90, $12.5m
2nd tranche, 3/26/91, $12.5 m
closed 3/30/91
OECF (Japan) Co-financing Loans $25 mill
KFW (Germany DM 25 mill
IDB Netherlands : $50 mill
NLG 20 mill
| March 1991 IBRD Jamaica Second Trade and Financial Loan 3303-IM $30 mill
‘ Sector Adjustment Loan (TFSAL II)
| 1992 IBRD Jamaica Private Sector Adjustment Loan , $60 mill
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The policy change met with mixed success. Table 4 shows the exchange rate, the nominal loan rate, the
growth rate of GDP and the current account balance of payments over the period 1980 to 1993. Growth
returned to the economy in the early 1980s; faltered by mid-decade and then returned at the end of the
decade. While the growth rate has been positive since 1990 it has been far from impressive and the balance
of payments remained stubbornly negative for much of this period.

Table 4: Exchange Rate, Loan Rate, GDP Growth and Balance of Payments, 1980-1993

1

" Exchange Rate " Balance of Payments
I Year (JS/USS) Nominal Loan Rate GDP Growth (USS/MN)
[ w0 [ 17 ] o | ss [ amse |
1 1981 1.7 13.00 25 -286.2
‘ 1982 1.7 13.00 1.1 -374.5
T 1983 3.2 13.00 2.1 -440.5
| 1984 4.9 15.90 0.9 -343.4
h 1085 54 21.90 4.6 -353.2
‘ 1986 54 23.00 1.7 -90.1
*! 1987 55 23.00 6.2 -214.9
1988 54 23.00 1.5 -20.7
1989 6.4 25.60 4.5 -425.5 ‘
1990 8.0 34.10 3.8 -357 }
1991 214 35.60 0.6 ’
1992 22.1 53.40 1.9 ;

Source: IMF, International Financial Statistics; Bank of Jamaica Statistical Digest, and IBRD, Caribbean Region,
Current Economic Situation, Regional Issues, and Capital Flows, 1992.

The change in orientation was notable in the area of agricultural policy. The SAP's of the 1980's generally
emphasized the large scale commercial sector as a way of spearheading the agricultural recovery and
downplayed the role of the small farmer. The result was a significant change in agricultural policy from
the previous period. The main features of agricultural sector policy in the 1980s were:

- Reform of Export Marketing Organizations (EMO's) to allow private companies the opportunity
to export traditional crops. Deregulation for the EMO's began in 1983.

- Government sale and lease of idle and under-utilized agricultural lands. Some 9,000 acres were
targeted for sale and lease during 1983.

- Establishment of an Agricultural Credit Bank in 1982 in an effort to increase the efficiency of
agricultural credit markets.

29



- The creation in 1983 of Agro 21 Corporation Limited, an agricultural company with wide
responsibility for promoting private sector agricultural development.

- The reorganization of the Ministry of Agriculture, emphasizing downsizing, integration and
privatizing of functions

- Under a USAID project, Producer Marketing Organizations (PMO's) were established.

- With the support of the InterAmerican Development Bank (ID8) an Agricultural Research project
sought to upgrade the Bodies Research Station with the objective of centralizing agricultural research
(including the traditional export crops).

There was, however, little in the SAP to influence domestic price policy or trade policy in agricultural
products. Imports continued to be allowed in under license, with many of the major products being
imported soled by the state monopoly, the Jamaica Commodity Trading Corporation (JCTC).

The agricultural sector performed poorly in the 1 980's under the general structural adjustment programs.
Table 5 shows development of the crop production index, indicating the general decline in output from both
the export and domestic crop subsectors. Not all of the poor performance was due to policy. The export
crops, in particular, were hard hit by Hurricane Gilbert in 1988. But the stagnation was pervasive. By 1989
the general agricultural production index had actually declined by 4 percent, relative to 1981. This decline
would have been even more pronounced but for the growth that took place in the livestock and fisheries
subsectors.

Table 5: Crop and Total Agricultural Production index, 1981 - 1989

Source: Economic and Social Survey of Jamaica - 1981 - 1989
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The Asricultural S A Loan (ASAI

The reform of the agricultural sector started under the structural adjustment programs of the 1980's was
given a new impetus at the end of the decade. In an effort to address the specific constraints to growth and
development in the agricultural sector the Government of Jamaica negotiated an Agricultural Sector Loan
(ASAL) with the World Bank in March 1990. The goals of the ASAL mirrored those of the earlier
structural adjustment reforms. At a general level the ASAL sought to develop an agricultural sector that
was internationally competitive and fiscally sound. At a more specific level, the ASAL was accompanied
by a series of policy changes and a detailed timetable on which loan disbursement by the World Bank was
conditioned. It was the ASAL of 1990 that came to characterize the new government policy for the

agricultural sector. These policies are outlined in Table 6. Together they represent a radically different
policy for agriculture from that of earlier years.

This new policy was based on the provision of market incentives to domestic and export agriculture through
a process of deregulation of markets, increased competition from imports and the removal of subsidies. The
notion was to complete the privatization of the sector started under the SAP, by further reducing the role
of the EMOs and by removing the monopoly import status of the JCTC. The trade liberalization package
for the first time introduced a measure of competition on the domestic market for the output from Jamaican
farms. Quantitative restrictions on imports were replaced by tariffs, and a schedule for their reduction was
established (see below). The credit policy aimed to remove subsidies that had been introduced through low
interest rates, though it allowed a policy which differentiated these rates by size of farm. The divestment
of land and of public enterprises was also taken further than before. The agricultural sector is still in the
process of adjusting to this significant shift in policy.

Impact of Policy Reform on the Performance of the Agricultural Sector

The performance of the agricultural sector as a whole has been positive in response to the policy reforms
of the ASAL, in combination with the continued macroeconomic changes introduced under the World Bank
and IMF programs. Total agricultural production has increased by over one-quarter since 1990, as a result
of increases in yields across both domestic and export crops. Export crops increased production by 30
percent from the low point of their production in 1988 until 1992, though there has since been some
retrenchment of this growth. Livestock output also climbed, but by a more modest rate and has also
declined in the past two years. The driving force behind the output growth has been the domestic crop
sector, which has expanded by over 40 percent since 1990, and ways still expanding in 1993.

The links between the policy reforms and the renewed growth in agriculture are in large part
sector-specific. No two commodities have reacted alike. The traditional export crops - sugar, bananas,
coffee, cocoa, citrus and pimento - have shown this variation in their performance. While the volume of
exports of bananas, coffee an citrus have shown a clear upward trend, sugar, pimento and cocoa exports

remain sluggish, increasing in some years and declining others. Table 7 shows the export volume in recent
years for traditional export crops.
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Table 6: Conditions of the Agricultural Sector Adjustment Loan {1990)

— Within a framework of macroeconomic policies
- 4 Correct policy-induced price distortions
4 Improve incentive framework in Jamaican agriculture.
4 Assist in divestment of state-owned enterprises
4 Assist in divestment of government land

| — Agricultural Pricing

! 4 Eliminate all quantitative-import restrictions and the us of reference prices.

4 Adjust nominal protection to make protection specific with no tariff to exceed 100% after
reductions)

4 Reduce tariff rates over 3-7-year Period to the CET of CARICOM

\
|
!
|
|
i — Food Subsidies .

4 Eliminate subsidies to the Jamaica Commodity Trading Corporation
\ 4 Eliminate General Food Subsidy program financed by JCTC
L
| - Agricultural Credit
‘ 4 Remove credit subsidies.

4 Adopt market-related credit terms, differentiated by farm size

|
|
|
‘ — Deregulate Cocoa Marketing:
4 Eliminate minimum production limit for application for export license.
4 Allow anyone to become an exporter
4 Eliminate all restrictions on private transactions and on location of exporters
, 4 Eliminate restriction that negotiation for marketing must pass through COIB agents
| 4 COIB to retain quality control function;
4 make membership of COIB voluntary and levy no cess on non-members

— Deregulate Citrus Marketing:
4 Specify circumstances for denial of export license
4 Eliminate minimum production/planting limit for exporter
4 Allow anyone to become an exporter
4 Cess on farmers to CGA made voluntary

— Public Divestment
4 Issuance of at least 2,000 titles during FY 89

— Land Divestment
4 Sale of-at least 7,000 acres to small farmers in FY 89

— Enterprise Divestment
4#Divestment of at least 5 small agricultural and agro-industrial enterprises worth up to $2 mill
(US) each and one larger enterprise

32



Table 7: Volume of Major Agricultural Exports
1989 - 1993

132,332

41,628 75,290 76,723
5,676 9,985 12,515

1,932 1,752 2,280
1,104 1,490 1,791

1,325
21,233

Source:Economic and Social Survey 1989 - 1993

The sugar industry is the third largest earner of foreign exchange in the Jamaican economy after bauxite
and tourism. While production and exports have increased only marginally in recent years, foreign
exchange earnings have grown substantially, by 52% from 1989 to 1993. More than 80% of Jamaica's
sugar exports are marketed under the preferential arrangements of the Sugar Protocol of the Lome
Convention with the European Union (EU). Devaluation would not be expected to have much effect on the
dollar value of exports under such circumstances, but prices have been stronger as a result of the
appreciation of the European currencies. Privatization of the sector is now almost complete, with the sale
of the remaining sugar estates that were in government hands. New institutional arrangements have handed
over to growers the responsibility for fulfilling export quotas. The domestic market for sugar has also been
liberalized, though imports of raw sugar are still controlled by the government. While the SAP changes
have undoubtedly been beneficial for the sugar sector, the policy reform also has imposed some costs on
the sector. Higher prices of inputs and poor maintenance of farm roads (associated with cutbacks in
government expenditure) are the most prominent negative impacts.

The banana industry has expanded considerably in the past five years and is now the fourth largest earner
of foreign exchange in the economy. The partial deregulation of the sector has been accompanied by some
significant structural changes. New firms have entered the sector, and adopted more productive technology.
Growers returns have increased. Between 1985 and 1995 average yields in the industry have soared from
10 tons per hectare to 25 tons; while exports have increased from 12,000 tons to 76,000 tons. Banana
exports go almost exclusively to the UK, under a quota tied to historical sales. The banana quota also has
a preferential price, maintained by a tariff on the relatively cheaper exports from Central America. The
revitalization of this industry is therefore a combination of internal reorganization stimulated by structural
adjustment and preferences in the main export market.

Another sector that has benefitted from the reorganization as a result of structural adjustment is Coffee.
The average total coffee production over the period 1984 to 1988 was 1,576 tonnes per anum. This average
increased to 8,217 tonnes per anum for the 1989-1993 period. This expansion has been concentrated among
large scale producers, including new entrants into the coffee industry. Some of this expansion is accounted
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for by increased yields which moved from 398 to 529 boxes per hectare in 1985 and 1994 respectively.
Production has historically been in the hands of small farmers with 85 percent of total production in the
1960's and 1970's coming from farms under 0.5 hectare. As a result of recent structural changes, including
the ability of private firms to export under license from the Coffee Industry Board, medium and large farms
now account for approximately 55 percent of total production. This change has been mainly in the "Blue
Mountain Coffee" areas where acreages that were formerly forests and pine plantation have been brought
under cultivation.

By contrast; Cocoa production and exports show a marginal but inconsistent increase. Deregulation of the
cocoa marketing system was explicitly included in the ASAL, but so far no private firms have taken up the
challenge. The sector has experienced relatively little structural shift, as deregulation has yet to yield fruit.

The citrus industry has changed and expanded considerably during the structural adjustment period.
Production increased from 23,448 tons in 1989 to 47,609 tons in 1992, an increase of 103 percent. Exports
have doubled since 1989 and the industry continues to grow. Since deregulation several large farms have
been established and they have changed to nature of the industry. The ability to export

fruit without going through the Citrus Growers Association has been attractive to large producers and they
are now active participants in the processing and marketing of the product. The greater importance of large
farmers who average 3 to 5 boxes per tree compared to small farmers that average 1 box per tree, has led
to yield increases for the citrus sector as a whole to move from 289 in 1985 to 541 in 1994.

Despite the gains of the citrus industry in recent times a number of formidable constraints still remain, with
some old ones exacerbated. Inadequate extension services is foremost among these problems. While
farmers need more knowledge regarding fertilizer use, insect and disease control and nursery practices,
the capacity of the traditional provider of these services, the Citrus Growers Association (CGA), has been
reduced. The CGA has suffered as a result of declining cess levels. as it no longer controls the marketing
of citrus. Further, the CGA's commercial processing operations are at risk because of the smaller volumes
marketed through their facilities since deregulation.

The growth in the non-traditional export crops has been the most dynamic segment of the agricultural
export sector in recent years. Many of these products, such as yams have not traditionally had large export
sales. Others are new opportunities that are being exploited, papaya is one example of this. Production of
these "non-traditionals” have doubled over the period 1989 to 1993. Table 8 shows the growth in volume
of exports of the most important of these products. The trade is in response to a growing demand for
tropical fruits and vegetables in US markets. The key to the expansion of the trade, however, seems to have
been the opening up of the foreign exchange regulations. Exporters were in 1991 allowed to open foreign
bank accounts and thus use the export earnings to import on their own account. Import volumes reflect this
increased ability for firms to trade in foodstuffs, particularly with the US.

The non-traditional export crops are classified as domestic crops in Jamaican production statistics. As a
result of the booming market for these products. the domestic food crops sector as a whole has expanded
rapidly. In 1993 production reached approximately 583,000 tonnes. The domestic food crop subsector is
comprised of over 40 crops in the following food groups - legumes, vegetables, condiments, fruits, cereals
and root crops. Besides the export boom, the growing demand for these crops in the tourist sector and the
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Table 8: Volume of selected non-traditional Agricultural Export, 1989 -1993 '000 kgs

1991

| Commodiy | 1989 1990 1992 1993 |
Tubers | 8931 11,236 | 11,5200 | 13282 | 14,930 |
Yams 6,207 8,286 9,130 10,330 11,352 |
i Sweet Potato 878 758 704 1,079 1282 |
'\ Dasheen/Eddoes 1,618 2,191 1,681 1,873 2,206 |
: Other tubers 224 5 - - - l
). Yegetables 1,592 1,781 2,052 2,653 2,301 |
| Pumpicins 1,130 1,155 1,442 2,010 1,485
Cucumber % 120 102 160 217 |
} Tomato 2 1 12 '
[l Other Veg 370 504 502 470 597 [
| Fruits 1,114 1,320 2,689 3,327 4,246 |
Avocadoes 16 50 73 128 166 |
| Mangoes 416 599 1,382 1,031 679

| Melons 30 47 52 7

| Papaya 2,007 3,276

| Other fruits 792 641 1,187 109 18 |
| Horticulture 326 396 365 251 418 |
| Cut Flowers 295 359 270 194 202

| Foliage 31 37 95 57 276

| Fresh/Lobster 297 816 1,389 1,720 2,558

| Cmstaceans

[ ToTaL 2o | s | wos | aam | 2es

Source: Economic and Social Survey 1993
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ability of farmers to develop more reliable relationships to supply this demand have also been important.
The government's incentive of duty concession on farm vehicles has been important in improving the

marketing of crops.?

The livestock industry has also experienced some growth in recent years, but the main subsectors remain
vulnerable to competition from cheaper imports. Structural adjustment policies have provided opportunities
to increase productivity through improvements on both the input purchasing and marketing side. However,
it has also introduced uncertainties which work against the pursuit of opportunities created. The two parts
of the livestock sector that have been affected most by these uncertainties have been dairy and poultry.

The domestic milk supply sector supplies 30 percent of the domestic demand. The remaining 70 percent
is imported. A number of factors related to the policy reforms have recently affected the composition of
these imports and thereby the competition faced by the domestic producing sector. Exchange rate
devaluation and import deregulation have dramatically affected the import of basic food items.

One recent example of this is the increased importation of whole milk powder imports have exceeded those
of skim milk powder (traditionally used to make condensed milk for home consumption), with a significant
amount of the whole milk powder being repackaged into household sized sachets (80 gms) and marketed
directly to consumers. The domestic milk processing industry has lost market share and in 1994 shifted
some of the adjustment on to milk producers by not purchasing their milk.

Poultry production in Jamaica has increased substantially, from 29,360 tons in 1981 to 53,436 tons in 1991.
Since 1992 there has been considerable variability in production. Higher prices of production inputs limited
the expansion of the poultry industry in the early 1980's, as there were price controls on broiler meat. In
1990, with the removal of the price controls, product prices increased. In turn, the ending of JCTC's
monopoly on feed imports meant that greater amounts of higher quality feed were imported, As a result,
production of chicken meat increased dramatically. Consumption of poultry meat has also increased
steadily over the period, from 24.6 kgs/person in 1981 to 33.6 kgs/person in 1994. Despite a tradition of
buying whole broilers (more than 50 percent of broiler meat has been sold in this way) more Jamaicans
are now consuming chicken parts. This change reflects both the recent availability of cheaper imported
poultry parts (mainly chicken leg quarters from the US) and the growth of the chicken-based fast food
sector.

Agricultural Sector Institutions

Among the significant indirect impacts on agriculture of structural adjustment is the impact on institutions.
The SAP in general and the ASAL in particular has affected the operations of the Ministry of Agriculture
in no small way. Some divisions have been given greater autonomy (agricultural extension), some have
been privatized (clinical veterinary services), and almost all have been downsized from a budgetary and
human resource standpoint. The functioning of the Ministry of Agriculture has been greatly changed by
the general efforts to reduce the fiscal deficit. The general pattern has been to reduce the role of public
sector organizations by transferring their duties to more private sector oriented organizations.

2 An important dimension of the growth taking place has been the increasing geographical concentration of
agricultural production. This is most apparent in the parish of St. Elizabeth which accounts for approximately 25
percent of the area harvested in 1994 and 18 percent of the domestic crop production. Four parishes, St Elizabeth,
Trelawny, St. Ann and Manchester account for 63 percent of the area harvested and 59 percent of the production.
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The SAP process has tended also to reduce research and development capacity in Jamaican agriculture. In
the case of the research carried out within the Ministry of Agriculture the situation has become critical. For
the Commodity Boards, deregulation has reduced the capacity of Coffee and Citrus to conduct research
though it has increased the research capacity of the Sugar and Banana Boards. The research system in
Jamaica is still in urgent need of rehabilitation.

The early SAP had a profound impact on the extension service, cutting 33 percent of its posts as a part of
the 1982 Administrative Reform program. Recognition of the critical importance of the extension service
to exploiting opportunities derived from changes under the SAP led to the creation in 1990 of the Rural
Agricultural Authority (RADA). This was an effort to breathe new life into the governmental extension
system. However, it too was a casualty of austerity. In the 1992 public sector downsizing a further 50%
of the extension officers were made redundant. Table 9 shows RADA's initial staff complement and
organizational structure 1990-1992 and its present staff complement and structure 1992-1994. RADA's
effectiveness is constrained by the fact that it's budget is used primarily for recurrent administrative
expenditures, leaving a negligible amount for assistance to farmers. Perhaps more importantly, it is not
adequately supported by a technology development and problem-solving arm.

Table 9: Rural Agricultural Development Authority Personnel: Number of Persons and Mimes

‘i No.of Persons |
| Tide 1990-1992 1992-1994 |

Senior Management 24 15
| Head Office and Zones

| Management-Field

Specialists/ 221 104
| Agricultural Extension

Agricultural/Home Economic 219 87
| Assistants

| Support Staff (Accounting and 552 287
| Clerical)

A summary of the impacts of the SAP and the ASAL is presented in Table 10.
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Table 10:.Impacts of Structural Adjustment Policies on Jamaican Agriculture

! Overall Summary of the Impact on the Sector

Production has achieved a rate of growth of 5 percent over the period
1989 to 1995.

Since 1990 there has been a positive balance of trade between
agricultural exports and imports

Many new entrepreneurs have entered the sector as producers and
marketers of agricultural crops.

Crop yields increased substantially for the main export and domestic
crops.

Capacity in the critical areas of research and extension has declined.
Large scale farms have tended to account for the growth in production.
Crop subsector output has become more concentrated at the expense of |
the small farm sector .

Crop production by parish has become more concentrated, and four
parishes now account for 60 percent of the production.

Commodity Boards have relinquished their market power, and some
have lost their capacity to provide services for growers.

Domestic producers generally face more competition from import
substitutes.

More credit has gone to large farmers than to small farmers.

The amount of credit going to the agricultural sector has declined.
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Trade Liberalization and the Agricultural Sector
Tariff Ref fer § 1 Adi

Structural adjustment in Jamaica called for the removal of high levels of protection in the economy, to
allow sectors to develop competitive strengths and to relieve consumers (and other sectors) of the burden
of high costs. But the process of trade liberalization had been a hesitant one for agriculture. The problem
of integrating the agricultural sector into the trade regime had proved difficult. Jamaican farmers relied on
the assurances that governments had given over the years, that imported products would not be allowed
to disrupt the domestic market. Structural adjustment, and the trade liberalization that came with it,
changed the rules of the game. Domestic agricultural sectors were asked to earn their keep under this new
policy, by competing for the consumers' dollar with imports from other countries.

Not all the impacts of trade liberalization disadvantaged the Jamaican producer. The effect of trade
liberalization on the agricultural sector included the indirect impact through the reduction of trade barriers
in other sectors. Jamaica liberalized import access for non-agricultural goods at an earlier stage of the
process of structural adjustment than in the case of agricultural imports. This gave agriculture a temporary
benefit from the cheaper price of imported inputs and the general reduction (in relative terms) of the cost
of living. This has not reduced the controversy or significance of the various moves toward trade
liberalization in agricultural markets, including the unilateral tariff reforms undertaken as part of structural
adjustment, the multilateral trade negotiations as they impact on Jamaican agriculture, and the regional
initiatives which have also significant implications for agricultural trade prospects.

Prior to the tariff reform embodied in the ASAL. imported agricultural goods were subject to a number
of trade restrictions, including import licenses, reference prices, stamp duties (additional import levies) and
quantitative restrictions. The task of tariff reform was the removal of all non-tariff barriers and the adoption
of tariffs as the only method of protection.

The programme of unilateral trade liberalization undertaken as a part the TFSAL and the ASAL is
summarized in Table 11. Agricultural commodities have been classified into groups, originally reflecting
their domestic sensitivity and the extent to which they were produced by small farmers. Under the first
TFSAL, market access for the goods in Group V1 was liberalized, whilst for Group V the Reference Price
system was relaxed and the stamp duties were removed on products in Group IV. This left the majority of
farm products, including all major vegetable and livestock commodities with import regimes involving
import licenses, reference prices and stamp duties.
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Table 11: Synopsis of Jamaican Tariff Reform

tatus of Trade Regnne Reform under TFSAL I 1986-1990 Reform undcr
1986 ASAL 1990
onwards
‘ Goods subject to Policy Change No Policy Change Conversion to
. .
Goods liberalized: Goods still subjece | i cquivalent
to:
a) Import license a)Removed from Import | a) Import license a) Group I: tariffs
requirements license requirements requirements (Group | to be reduced to
(Group VI) D CETin5t07
years
\ b) Reference pries and b) Removed from Reference prices b) Group II: I
protective stamp duties Reference prices system | plus protective stamp | tariffs to be
but maintaining duties (Group II) reduced to CET
protective stamp duties in 5 to 7 years
(Group V)
c) Reference prices and c) Reference prices | c) Group III:
| ordinary stamp duties and ordinary stamp | tariffs to be
duties Group III) reduced to CET
in 3 years
d) System of reference C) Removed from
| prices and protective stamp | system of protective
t duties stamp duties ( Group
IV)
e) Quantitative Restrictions | d) QRs changed to
(QRs) reference prices and
protective stamp duties

Note: Group I. Goods Requiring Import Licensing for Small Farmer Protection
potatoes, carrots, peanuts, apples, tomatoes, peppers, vegetable, oil, onions, cabbage, tomato
sauce, beans, lettuce, peas
Group II. Goods Subject to Reference Prices and Protection Stamp Duties
beef, eggs, citrus pulp, pork, grapes, orange juice, poultry meal, pineapple juice, bacon, canned
ham, grains (not wheat, oats)
Group III. Goods Subject to Reference Prices and Regular Stamp Duties
cucumbers, other vegetables
Group IV. Items Removed from Protective Stamp Duties
garlic, tomato juice, lima beans, canned corn, navy beans, frozen corn
Group VI. Items Removed from Import License Requirements
garlic, peanut butter
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The ASAL addressed directly the import regimes for the Groups I, II and III. In each case the non-tariff
barriers were converted to tariffs. For Group III the tariffs were reduced over a period of three years to
the level of the CARICOM Common External Tariff (CET). For Groups I and 11 the tariffs were to be
removed over a period of 5-7 years. As a part of the PSDAL, however, the seven-year timetable was
shortened somewhat. The remaining stamp duties were to be removed in three steps, in March 1993, 1994
and 1995. However, in 1994 the Government decided to delay the abolition of stamp duties due in March
of that year to allow time to study the impact of their removal. The final steps in this process, including
the removal of the last of the stamp duties, were therefore due this year.

The ASAL trade policy reform in effect gave the agricultural sector some breathing space. The
combination of the CET, of about 40 percent for most agricultural products. and the additional stamp
duties, provides a level of nominal protection of up to 90 percent for many products in Group I and 11.
Though still significant, the level of duty has come down markedly since 1990. The result of these specific
reductions in tariffs has been to reduce both the average weighted commodity tariff in each of the Groups
and also the dispersion of these tariffs.

Trade / { the Tradine Envi

To the opportunities and pressures on the Jamaican agricultural sector arising from structural adjustment
have been added another set of changes in the nature of the world trade system. These included the GATT

Uruguay Round of trade negotiations and the various regional trade negotiations, particularly within
CARICOM .

The Uruguay Round

The Government of Jamaica took an active role in the Uruguay Round negotiations on agricultural
products. Of interest to Jamaica was the extent to which access into developed country markets for
temperate zone agricultural products would be eased as a result of the Round. Other issues, such as the use
of sanitary and phytosanitary standards as disguised barriers to trade were also on the agenda. Many of the
food exporting developing countries used the Cairns Group to press their concerns on export subsidies and
developed country protection. Jamaica was more closely associated with the concern that was voiced often
in the talks about the problems which would face food-deficit importing countries in the event that world
prices were to increase markedly.

The outcome of the Uruguay Round negotiations on agriculture was to adopt a new set of rules on
agricultural trade and to begin a process of reduction of some of the major impediments to the rational
growth of world trade, namely high barriers to market access, disruptive export subsidies and domestic
policies which distort international markets through the encouragement of excess production. The degree
of liberalization in the markets and products of interest to Jamaica was limited. In part this was a result of
the fact that raw material exports already face low tariffs into the industrial countries. The best outcome
in such circumstances would have been a reduction in the tariffs for the processed products, which in effect
would have removed some of the protection on the "value added” industries in the exporting country. There
is reason to believe that this reduction in the effective protection took place, as tariffs in general were
reduced by up to 40 percent. That more direct help from reduction in export subsidies for sugar, and in
improved market access, is unlikely to be significant. The US already ran a tariff rate quota on sugar, and

41



it was relatively straightforward to modify the EU's sugar regime into a GATT compatible tariff-rate quota
system.>

The reduction in import barriers agreed in the Uruguay Round was defined by the submission of
"schedules” by each participant in the negotiations. For the developed countries, these schedules included
bindings for the new tariffs created as a result of "tariffication of non-tariff border measures, reductions
in the level of these bound tariffs along with pre-existing tariffs, guarantees of market access for particular
quantities of products, schedules for the reductions in export subsidies, and limits on the level of domestic
subsidies. Not all countries to submit such detailed schedules. Jamaica, in common with many developing
countries, submitted a schedule of ceiling tariff bindings in accordance with the procedures laid down in
the negotiations. These bindings are intentionally set above the level currently imposed. The Jamaican
schedule thus reserves as a ceiling binding a tariff of 100 percent for all agricultural products (except for
the ceiling of 200 percent on sugar) along with the right to impose up to 80 percent other charges (such
as the stamp duties). Moreover, this ceiling is not scheduled to be reduced over the next few years. To all
intents and purposes, the GATT schedule will have no practical impact on access to the Jamaican market
for agricultural products.

Regional Intesrati

Regional Trade Arrangements (RTAs) have become an important part of trade policy for most countries
in the western hemisphere. Jamaica is a member of the Caribbean Economic Community, or CARICOM.
As a trade bloc, CARICOM has at times had difficulty in finding the political will needed for the pursuit
of internal trade liberalization and its market integration efforts have often been in vain. In part this reflects
the fears of the smallest economies about the possibility of being swamped by the larger members. In part
it is accounted for by the lack of consistent leadership by the largest countries, including Jamaica, which
has intensified links with the US in recent years. In part it is an inevitable consequence of the small size
of the market, the European orientation of trade, and the similarity of trade patterns. Despite the relatively
weak trade ties within CARICOM, the process of trade liberalization has proceeded at the regional level.
Most goods flow without tariffs between CARICOM members. In 1991 the CARICOM countries
established a Common External Tariff (CET), and a schedule for reduction of this level in the next few
years. This schedule provides for a 40 percent tariff on agricultural commodities, as compared with a 25-30
percent tariff on manufactured goods. For goods which are not produced in the region, the member states
can apply reduced levels of tariff. Under a convention agreed by CARICOM ministers, agricultural imports
can under certain circumstances be protected by additional duties. Jamaican stamp duties are thus accepted
by CARICOM as an addition to the CET.

The impact of regional trade liberalization on Jamaican trade patterns is not pronounced. Most countries
in the region export similar goods, and most concentrate on overseas markets. However, there is some
growth in intra-regional trade arising from the CARICOM agreement, and from the attempt by
entrepreneurs to search out regional markets. As more countries in the region open up their markets,
whether as a part of structural adjustment or for other reasons, such regional trade is bound to increase.
The size of the CARICOM market is however rather limited. The wider region, including Venezuela,
Mexico, Colombia and the Central American Common Market, offers more promise. More particularly

3 The Uruguay Round did have the effect of locking in these preferential access quantities, though
not the degree of preference.
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of interest to Jamaica are the non-CARICOM islands, Cuba and in Hispaniola, which have sizable
populations and a close geographical proximity. Open economic policies in those islands could make a
significant impact on Jamaican agriculture.

Lessons from Jamaica's Experience

The structural adjustment program and more general macroeconomic policies have been important to the
agricultural sector in correcting the signals sent to agricultural producers and processors. The traditional
agricultural sector was being penalized by the overvalued exchange rate; Marketing Boards were operating
inefficiently and as a result paying growers too low a price; and inefficiencies in the nontraditional crop
and agro-processing sector were protected by import regulations. The program of structural adjustment
generally changed this situation and has had positive impacts in terms of the improved performance of the
sector. The lower inflation and interest rates and the more stable exchange rate associated with general
macroeconomic policy were also critical in this regard.

‘While these programs appear very beneficial there are a number of concerns regarding the long run
sustainability of the changes and the short run impacts on particular farming communities. The lessons that
could be derived from the Jamaica experience are as follows.

1) Correction of macroeconomic imbalances balances, both internal and external, is not an option,; it is an
essential. Fiscal and balance of payments deficits introduce instability and uncertainty that result in
economic and social crisis. Policy to correct those problems must however incorporate mechanisms and
programs for technology development and the promotion of equitable access to economic opportunities.
Otherwise poverty and maldistribution of income may result from macro adjustments. The balance and
timing of the macroeconomic policies and programs is significant in determining the performance of the
sector and the impacts on particular groups.

2) The development of public and private sector partnerships, in the widest sense, is necessary for the
transition to and sustainability of the models of production and distribution. Internal policies and programs
must make the strategy and assumptions regarding the external environment very transparent for producers
and consumers. The promotion of the private sector should not proceed without addressing the very reasons
that gave rise to the development of public policies in me first place. Market deregulation should be
supported by positive policies for the farm sector in order to promote equitable development across
different economic groupings and regional areas.

3) Small farmers need more assistance from public institutions in exploiting opportunities that arise from
deregulation and trade liberalization. Information services regarding new opportunities, both for markets
and investment, are critical to new opportunities being exploited. The role of public institutions responsible
for promoting agricultural development needs to be clearly articulated. Rcsources should be allocated to
agencies in keeping with expectations for their output.

4) Trade liberalization, particularly the removal of protection for import substitutes, should be tied closely
to programs promoting greater competitiveness in the import substitute sectors and a transition to more
competitive activities. Mechanisms to protect domestic agriculture from import surges and products
dumped should be in place before removal of import restrictions. Transparency of trade policies is
important to allow for investment patterns to respond to trade opportunities.
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5) Regional economic integration and trade liberalization can be a useful adjunct to domestic structural
adjustment and policy reform. New markets for local goods can supplement and in time replace some of
the overseas export flows. In turn, domestic production "learns” to compete with regional produce while
still being sheltered from direct competition from third countries. So long as this preference is not
permanently built into cost structures, the result could be the development of internationally-competitive
agricultural sectors. Improvements in transportation and infrastructure could increase the competitiveness
of local production to where the preferences were not required (or not used). If the present move toward
the agglomeration of trade agreements continues, these regional free-trade agreement! will be a useful
proving ground for the greater challenge of pan-continental or transcontinental trade pacts.
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SESSION 4. LESSONS FROM TRADE NEGOTIATIONS IN THE WESTERN
HEMISPHERE

Lessons Learned From the NAFTA: A U.S. Perspective
Carol Goodloe, Foreign Agricultural Service, U.S. Department of Agriculture

The lessons gleaned from the North America Free Trade Agreement, commonly known as NAFTA can
best be analyzed if the NAFTA is viewed as a process, which began roughly in 1990 and is still only in
the beginning stage of a long transition period. This process can be divided into three phases: negotiation,
legislation, and implementation. Regarding the first and third phases, Mexico's and Canada's lessons
learned are likely similar to those in the United States. The second phase, more so than the other two,

reflects the unique U.S. political system and was quite different in Canada and Mexico, as it would be in
other countries in the Western Hemisphere.

At the beginning, I note that my perspective is one of an economist who, in an earlier capacity was charged
with attempting to analyze, understand, and forecast agricultural production, trade, and policies, suddenly
found herself thrust into the midst of a difficult and contentious agricultural trade negotiation. Since this

meeting is a gathering of economists, I will attempt to make my comments and observations relevant to
economists and what we do.

Negotiation Phase

The negotiation phase can be further divided into two categories of problems: substantive and practical.
The main substantive issue can be summarized as the process of reaching agreement on the long-term goals
and objectives of the negotiations, and then working out a transition path to achieve the objectives with
respect to specific commodity concerns and other trade sensitivities. The NAFTA agricultural provisions
well illustrate the different objectives of the NAFTA parties.

Substantive Issues

Going back to de negotiation of the U.S. Canada Free Trade Agreement (CFTA) during 1986-87, both
countries agreed to defer addressing the sensitive issues concerning nontariff barriers (NTB's) pending the
completion of the Uruguay Round. Thus, the agreement on agriculture was limited in scope and effect.
When the NAFTA negotiations began, the Uruguay Round negotiations were languishing. Canada insisted
that it still could not address NTB's in the NAFTA context, whereas the United States was willing to put
NTB's on the table for discussion. Thus, the issue of the treatment of NTB's between the United States and
Canada was still unresolvable in 1992. The United States and Canada maintauned their differences with

respect to the objectives for the agricultural provisions, and the CFTA was simply rolled over into the
NAFTA with no further liberalization specified.

Partly as a result of the limited agreement on agriculture, the United States and Canada continue to have
contentious, unresolved agricultural trade issues. Foremost is the question of the consistency between the
tariffs created in the Uruguay Round to replace NTB's and the obligations stated in the NAFTA to not
impose new tariffs or raise existing ones. Secondly, there has been a long running dispute over grain trade,
which reached crisis proportions in 1994 in the United States as a result of a large surge in U. S. imports
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of Canadian wheat and barley. Whatever one has to say about the dispute, most can agree that as tariffs
and other border measures come down, the trade effects of incompatible domestic policies become more
apparent and can have significant economic and political repercussions. The U.S. Canadian agricultural
trade disputes illustrate this finding all too well.

In contrast, the United States and Mexico were able to agree on an ultimate goal of complete elimination
of tariff and nontariff barriers on agricultural trade at the end of a transition period. Thus, once that
objective was agreed upon (about 6 months into the formal negotiations in February 1992), it took another
6 months to work out the transition arrangements to address the key market access problems and other
sensitive issues.

Likewise, Canada could not agree to a goal of complete liberalization with Mexico, and worked out yet
another set of transition arrangements, with some commodities given
more liberal treatment than U.S. commodities and some exempt entirely from liberalization.

Although some NAFTA provisions are trilateral-internal support, export subsidies, and sanitary and
phytosanitary measures - because there was no trilateral agreement on the ultimate objective for market
access in agriculture, the result was an odd, triangular structure of agricultural provisions on market access.
The process of adding Chile to the NAFTA, to which the NAFTA partners agreed at the Miami Summit
last December, will have to wrestle with this question of ultimate objectives and structure of the agreement
as well.

Practical Negotiating Prob]

Substantive negotiating objectives are ultimately decided by policymakers at the highest levels. Practical
negotiating problems are handled by people like you and me. The data and analysis that support a trade
negotiation are quite different from what economists might do in universities and government agencies to
test a trade theory or evaluate potential impacts of a particular trade agreement. The stuff of negotiations
is extremely detailed, commodity specific, and oriented to solving very specific product sensitivities, both
on the import and export side.

Data Requirements

For example, going back to the CFTA, we had a major headache with trade data. Beginning in the 1980's,
it became apparent that U.S. trade data were significantly undercounting U.S. exports to Canada. One
positive outcome of the a CFTA was an agreement to use each other's import data to represent exports.
This data difficulty between two large, wealthy countries with a common border should make all trade
economists pause to reflect as they load data in their computers to do sophisticated trade analysis!

The practical problems were compounded when negotiations with Mexico began. A major one was
addressing differences in each country's tariff schedules and trade data. Simply trying to figure out what
each country was exporting to each other, by tariff line, consumed enormous amounts of time. For
example, economists may simply analyze production and trade of poultry and eggs as an aggregate
quantity, but trade negotiations require closely examining 20 to 30 different tariff lines for poultry and eggs
to evaluate what level of trade is occurring at what rate of duty for which type of poultry.
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The reliability and accuracy of data was a major problem in constructing the tariff-rate quotas (TRQ's),
which are the chief tool to achieve free trade over the transition period. These data problems will likely
be compounded if the NAFTA enlarges to include other countries in Latin Arneriea, where data and other
information may not be readily available or well documented.

Another problem was gathering the necessary data and information on Mexico's policies and programs in
order to understand those aspects of Mexican agriculture that would be affected by a free trade agreement.
This was complicated by the fact that Mexico was in the midst of changing its entire agricultural policy,
and it was not clear what sort of policies would emerge after the transition. Again, such uncertainty is
likely to be even more prevalent if the NAFTA is extended to other countries, because the general
economic situation in many Latin American countries, as well as post-Uruguay Round agricultural policy,
is likely to continue to undergo significant change.

Impact of the Uruguay Round

One Practical negotiating problem may have been solved by the Uruguay Round. Future negotiations on
market access will begin at a much different place than did the NAFTA, which was the first trade
agreement to use the tariffication concepts and practice. During the NAFTA, once Mexico and the United
States agreed on the objective of free trade, a key aspect of the negotiation was establishing the various
tariff-rate quotas and tariff equivalents to replace the NTB's. Much time was spent gathering and evaluating
data, such as domestic and international prices, consumption, and

government support payments. But now, at least in theory, for all GATT/WTO members there are no more
NTB's - only tariffs - which should greatly simplify future negotiations. Simple tariffs are fast becoming
irrelevant as trade barriers, and NTB's, having been converted to tariffs, are now in a form to be phased
out as part of the next round of bilateral or multilateral agreements.

Any new negotiations will begin where the Uruguay Round leaves off. The Uruguay Round allows
countries to establish "ceiling bindings."” That is, previously unbound tariffs are all now bound, meaning
they cannot be exceeded without providing compensation to trading partners. But most Latin American
countries have ceiling bindings that greatly exceed the tariffs that are actually applied in daily commerce.
This situation existed in Mexico at the beginning of the NAFTA negotiations, but the negotiators agreed
that the starting point would be the duty applied on bilateral trade. One question for future negotiations is
whether the phaseout of tariffs begins from bound or applied rates.

Just as the Uruguay Round may have helped solve one problem, it may have inadvertently helped to create
another. Sanitary and phytosanitary (SPS) measures and technical barriers to trade, such as standards for
food labeling, grading, or pesticide tolerances, are fast becoming, if they are not already, the most
contentious issue in international trade policy. Both the NAFTA and the WTO have ground-breaking
provisions addressing the transparency and use of SPS and standards. But the implementation of these new
provisions to address a particular measure or practice is relatively new, and we are on the beginning of the
learning cube. Just as the NAFTA and WTO have hopefully made future market access negotiations
simpler, addressing technical barriers to trade will become even more important and subject to closer
negotiating scrutiny.
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Other Negotiating Areas

Another key area of the negotiations was constructing the rules of origin-the rules that determine which
goods are eligible for the NAFTA tariff preferences. Many of these rules for agriculture were carefully
developed to address economic - and political - sensitivities with respect to Mexico and Canada. How long
these rules can remain in place as the NAFTA enlarges is an open question. They were designed for the
North American market, but may not be as appropriate in a larger Western Hemisphere context. A free
trade area with many countries becomes increasingly difficult to hold together with complicated rules of
origin. A common market does not have this difficulty, but requires a different political commitment in
terms of integration and harmonization of policies. A common market in the Western Hemisphere is not
currently being contemplated, but it may look more attractive from a purely technical and administrative
sense if the NAFTA enlarges much beyond its current members.

In addition to SPS and standards, other areas for negotiation may also loom larger in terms of their
potential effects on agriculture and trade as traditional market access issues become less significant in
affecting trade. For example, intellectual property rights, investment, and transportation are all key areas
of interest for agricultural trade. As with technical barriers to trade, these areas will likely become even
more important for agricultural trade negotiators.

Legislative Phase

This phase is unique to the United States, because neither Canada nor Mexico had to deal in the same way
with a recalcitrant and often unfriendly legislature. The domestic opposition to NAFTA may have been
unparalleled in the annals of U.S. trade agreements. After numerous supplemental agreements were struck
to help ensure NAFTA's passage, one lesson may have been quickly learned. The passage of the NAFTA
implementing legislation helped pave the way for the staffing and passage of the Uruguay Round
legislation. The Uruguay Round implementing legislation was much less encumbered with additional
provisions that were not, in a strict sense, necessary to implement the agreement. Much more so than the
NAFTA, the Uruguay Round legislation changed only those laws that had to be changed to make U.S.
legislation consistent with the new agreement.

With respect to future trade negotiations, the key issue for the United States is securing so-called fast track
legislation from the Congress. Again, this type of legislation is peculiar to the U.S. because of our political
system. Legislation is not necessary to negotiate a trade agreement, but the Congress must authorize tariff
changes through legislation. To ensure that the Congress does not substantially change an agreement
negotiated by the executive branch, the fast track approach was developed so that the Congress would pass
the necessary legislation to implement a trade agreement expeditiously and as negotiated. Such legislation
is considered necessary to pursue future free trade agreements, including additions to the NAFTA.

Implementation Phase

We are at the year-and-a-half mark for the NAFTA. Tariffs have begun to be cut, and all NTB's between
the U.S. and Mexico are gone. Total and agricultural trade rose significantly in the first year of NAFTA.
We also know that the second year, which started off with Mexico's peso devaluation and resulting
economic slump, will be significantly different prom the first year. For agricultural trade, 1995 will mean
more balanced bilateral trade with Mexico.
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The road between what is negotiated on paper or laid out in a tariff schedule and what actually happens
between trade partners as they attempt to implement an agreement is long and rocky. Implementation issues
often occur at the intersection of the official text with domestic legislation and political interests. The first
year and a half of the NAFTA has been-full of challenges. These challenges have been of two kinds:
implementing what is actually in the agreement and addressing what is not in the agreement - the unfinished
Business that did not get resolved during the negotation phase. A good example of the latter has been the
on-going difficulties between the United States and Canada.

A example of the first kind of implementation issue has been the administration of the TRQ's. The
proliferation of TRQ's as a mechanism for removing NTB's, both in the NAFTA and the World Trade
Organization (WTO), has spawned a whole set of implementation questions; for example, who has the right
to import and under what terms and conditions. Under the NAFTA, the United States has opted for a first
come, first-served approach, while Mexico and Canada have chosen to administer closely the right to
import under the TRQ's. Dealing with the practical aspects of Mexico's administration of the TRQ's, which
were not spelled out in the agreement, has been a significant problem for the U.S. Govermnent and
exporters.

Another key area has been the implementation of the SPS provisions - the first of its kind in any trade
agreement. As both countries, but especially Mexico, have made changes in domestic procedures and
practices, the guidelines and rules in the NAFTA for SPS, as well as standards, have been called upon

often. These measures, as well as the dispute settlement provisions, will continue to be tested during the
implementation of the NAFTA.

With respect to unfinished business, one very contentious issue during the negotiations was the use of
export subsidies among the NAFTA partners. Both Mexico and Canada wanted to bar the use of export
subsidies on agricultural products in the North American market. The United States could not agree, both
because Mexico could not commit to forego receiving subsidized imports from the European Union, as well

as long-standing U.S. concerns about the operation of the Canadian Wheat Board as a state-trading entity
in the Mexican and other markets.

Failure to completely resolve the treatment of export subsidies in the NAFTA negotiations has left us with
on-going issues on Mexico's countervailing duty (CVD) investigation on U.S. and Canadian wheat exports
and Mexico's potential CVD investigation against U.S. exports of vegetable oils. Work on this issue will
continue in the NAFTA Working Group on Agricultural Subsidies. This issue will remain an important one
in the context of Western Hemisphere free trade as some countries, notably Argentina and Canada will
continue to press for a hemisphere free of export subsidies. But other countries in the hermisphere may face
an equally difficult choice of not importing suidized product from outside the hemisphere. U.S. concerns
about export practices not currently disciplined by the WTO will continue.

What Countries Can Do To Prepare for Trade Negotiations

Based on the NAFTA experience, coupled with the years spent completing the Uruguay Round with its
very detailed negotiations on agriculture, trade negotiators should begin to have an understanding of the
basic elements necessary to achieve a successful negotiating outcome. Here, I am not addressing the "big
picture” questions of eligibility requirements or preconditions for joining the NAFTA, but rather some of
the more practical aspects of a trade negotiation.
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Most Western Hemisphere countries were engaged during the Uruguay Round negotiations and are
members of the GATT/WTO. But countries should be aware that there are still numerous technical and
practical requirements of a NAFTA-type negotiation that must be met to achieve a successful negotiated
outcome. Some of these have been mentioned as part of the practical negotiating problems - for example,
having reliable, current, detailed tariff schedules and trade data (in an electronic, user-friendly form).
Another very useful item would be good, up-to-date, detailed analytical reports on country policies and
programs.

Concerning the up and coming trade barriers of the 21st century - SPS measures and technical barriers to
trade-it is necessary to understand how a country's regulatory process works. To this end, it would be most
useful to have organizational charts and descriptions of which agencies in the government have
responsibility for developing and administering SPS measures and standards for food and agricultural
products. For example, are regulations done through legislation or through an administrative process? What
is the relationship between federal state, and local laws? The whole issue of the transparency in the
promulgation or modification of SPS measures or technical standards has been a significant implementation
issue, and will only become more important. Countries should be aware of the increased importance of
these technical issues and be prepared to address such questions.

The Role of Economists

The role of economists in trade negotiations also varies with the different phases I have described.
Generally, economists don't like to think of themselves as "hunters and gatherers” of data or information.
Economists often want to test hypotheses with complex methods, but in fact during the NAFTA
negotiations what was most needed and useful were good data and practical explanations of the effect of
country policies on patterns of production and trade.

At different times during the NAFTA negotiations, we would be asked to assess the implications of
different liberalization scenarios. Another question that was often posed by our chief negotiators was
whether the two sides had achieved a balance in concessions. It was next to impossible to develop a
framework that could encompass the phasing out of hundreds of tariff lines, and the conversion of NTB's
to tariffs and their lengthy phaseouts, not to mention the non-agricultural portions of the NAFTA that could
have significant impacts on trade. As one more experienced trade negotiator explained it to me, "if you
can't tell which side has the best deal you know you've got a good deal." These more practical aspects of
evaluating progress and potential impacts during the negotiation phase pose a tough challenge for
economists.

During the legislative phase, it was imperative to have credible, valid, and explainable analysis to assess
the impact of the agreement on the U.S. agricultural sector. Having good economic analysis that explains
the benefits of an agreement may not win any votes in the U.S. Congress, but not having such analysis
would leave an Administration naked and open to charges that it did not understand what its own
negotiators had done.

During the debate over the NAFTA in the legislative phase, tremendous attention was paid to potential job
loss as a result of the NAFTA. The political debate required that economists (supporters) come up with
estimates of specific trade benefits and job creation. What was perhaps more important for the United
States, but not subject to easy quantification, were the benefits obtained from domestic policy reforms in
Mexico, which were undertaken and locked in as a result of the disciplines imposed by the NAFTA. In the

52



rush to produce large estimates of job creation, the long term benefits of a more open, liberal economic
regime in Mexico, prompted and ensured by the NAFTA, may have been overlooked in the analysis.

Now that we are in the implementation phase, it is likewise imperative to maintain on-going analysis of the
impacts of the NAFTA on the U.S. economy. This is needed not only to address potential criticism of what
the Administration has already negotiated, but to help provide proof of the benefits of trade agreements

to the U.S. economy to justify future policy actions such as the creation of the Free Trade Area of the
Americas.

After NAFTA?

The Administration is committed to pursuing further hemispheric trade liberalization on two fronts: through
the accession of Chile to the NAFTA and through a process of consultation and negotiation with other
regional trade groups in the hemisphere to create the Free Trade Area of the Americas by the year 2005.
Preliminary discussions with Chile have already begun. In theory, the process of adding Chile to the
NAFTA should be easier than the negotiations that created the NAFTA, because the goals and objectives
are already contained within the NAFTA. But agriculture is likely to be a difficult area in the negotiations,
precisely because of the complicated structure of the NAFTA agricultural provisions. Perhaps in a short
time, we will be engaged in another negotating process, and we will have an opportunity to see whether
in fact we have learned any lessons from the NAFTA.
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SESSION 5A. PATTERNS OF TRADE FOR AGRICULTURAL PRODUCTS IN
THE WESTERN HEMISPHERE

Patterns of Chilean Agricultural Trade in the Context of
NAFTA and MERCOSUR
Eugenia Muchnik, Universidad Catodlica de Chile

Economic Reforms and Agriculture in Chile

The Chilean economy has been characterized as one of the most open free market economies of the
‘Western Hemisphere; the agricultural sector is also one of the least protected or intervened by government.
After the major economic crisis of 1981-82, Chile introduced some adjustments of a more interventionist
nature in its economic policies, but by 1985 the major elements of its previous economic model were put
back in place. This meant returning to a low uniform external tariff of 11%, except for the implementation
since 1984 of a price band mechanism fox wheat, sugar and oil, more recently incorporating wheat flour
as well. A public procurement agency has also operated, mostly in the wheat market, both to prevent

millers from oligopolistic practices at harvest time and to support prices at the level of the floor price of
the band when production is specially large.

The structure of agricultural production has been reshaped and its pace of growth has increased as a result
of the unilateral trade liberalization policy introduced in the mid-1970s. Agricultural GDP grew at a much
more rapid rate after the reforms except for the years of the crisis (Table 1), and important shifts occurred
in terms of the allocation of land and others resources within the sector (Table 2). There was an important
increase in the area planted to fruit trees, in forest plantations and more recently in improved pastures, and
a decline in both the area devoted to annual crops, particularly cereals and oilseeds, and to vineyards for
wine production; the latter has recently reversed. The decline in the area sown to annual crops for domestic
Consumption particularly in cereals, has been significant (Figure 1). Yet, total production either declined
much less or increased due to large increments in average yields per unit of land (Venezian and
Muchnik,1994). Agricultural and agroindustrial exports have expanded at a very rapid rate, increasing its
share in the sector's GDP and also in total exports (Table 3).

Notwithstanding the changes described above in terms of resource allocation among subsectors, the
traditional sector remains a very important component of agriculture. It comprises 14 annual crops,
including all the cereals, oilseeds, legumes, sugarbeet and tobacco, most of which are importables,
produced for the domestic market. The area sown with these crops still represent an area 4,7 times larger
than fruit plantations, and contribute with 1/3 of the Gross Value of Agricultural Production (GVAP).
Livestock and animal products, continue to be the largest subsector, representing another 40 t of GVAP.

The Second Phase of Trade Liberalization

In 1990, Chile initiated a new phase of trade liberalization, deliberately chasing to continue promoting
export-based development, by way of bilateral trade negotiations. These included in 1991 a temporary
restricted agreement with Argentina, which expires this year, and a FTA with Mexico; in 1993, bilateral
agreements were signed with Venezuela, Bolivia and Colombia, and in 1994 one with Ecuador. During
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1995, an agreement with Peru will most probably be finalized. MERCOSUR and NAFTA follow in the
pipeline.

The bilateral agreements have been conducted within the regulatory and institutional framework of ALADI;
they include different forms and degrees of integration, the most common being the complementary
economic agreements. The more traditional form of integration, consisting of a defined set of mutual
preferential tariffs is today obsolete, to judge from the lack of recent rounds of negotiations.

But the most "sensitive" agricultural products for Chile, cereals, sugar, oil, beef and milk, have so far been
explicitly excluded. The agreements which have been signed in the region have not seriously jeopardized
the more traditional components of the agricultural sector, which have to compete with imports in the local
markets. Several of these commodities benefit from additional protection beyond the 118 ad-valorem
uniform tariff, through the application either of a price band mechanism (sugar, wheat and wheat flour,
and edible oils) or from temporary surcharges or minimum customs values, applied to offset subsidized
exports abroad. The latter have been used at some point in time in maize, milk, sugar, and rice. Price
bands have yielded variable levels of protection over time. Nevertheless, comparative Producer Subsidy
Equivalent estimates for wheat (USDA/ERS) indicate that protection levels in Chile are considerably lower
than for NAFTA members.

With this policy of bilateral trade agreements, Chile has tried to restore political relations in Latin America,
which had suffered a setback, taking advantage of the trade liberalization reforms of the other countries.
It also shares the continental vision of an economic integration of the Western Hemisphere, actively seeking
membership in NAFTA since 1992.

With respect to MERCOSUR, by far the most important existing multilateral integration mechanism in
South America, Chile was invited to join in early in the formation process, but declined, for reasons that
will be described below. Current negotiations between Chile and MERCOSUR seek to establish a free trade
agreement instead of including Chile as a new member, in addition to Argentina, Brazil, Paraguay, and
Uruguay.

Arguments in Favor of Free Trade Agreements

During the early 1990's, there was the expectation in Chile and abroad that trade reforms within the GATT
negotiations under the Uruguay Round would be very slow to achieve and would not reach the desired
targets of those countries which voted for the elimination of agricultural protection. Even if the GATT
negotiations came to a satisfactory end, it was suspected that the results in terms of trade liberalization
would be very modest. Because of this belief, Chile as many other countries in the region, initiated bilateral
trade negotiations.

For many of the countries, FTAs have also been viewed as a mechanism of assuring that liberalization
reforms are of a permanent nature, since it would make it very difficult to revert these policies as a result
of domestic pressures, a highly likely event in the following years due to pressures from groups that are
hurt by the reforms. This is the case for example of Mexico with NAFTA. This statement is not applicable
however to Chile, where trade reforms were implemented 15 years earlier.

Moreover, the formation of several important trading blocks have adverse consequences for the countries
being left out. In the case of NAFTA, both Canada and Mexico are important competitors for Chile as
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suppliers of goods to USA based on natural resources. The same applies to Argentina as a supplier to Brazil
in MERCOSUR. In addition, there is the danger that these blocks resort increasingly to Non-tariff barriers
(NTB:s), or to the more frequent use of anti-dumping devices to protect their agriculture sector from foreign
competition.

If the current trend of bilateral and multilateral FTAs were to continue, one could expect to find in the near
future a well defined pattern for agricultural trade in the western hemisphere a trend towards greater
specialization and thus of trade based a the agroclimatic characteristics of each country or region. In very
broad terms, it is possible to identify four major types of region in the Western Hemisphere tropical areas,
with land-intensive crop production, such as sugar cane and soybean production, found for example in
USA, Central and South America; labor-intensive tropical production such as banana and coffee, typically
found in Central and South America; temperate land-intensive crop production such as wheat, maize, and
beef, in large areas of Argentina, the Midwest of USA, and southern Chile; and labor-intensive dry
summer temperate zones producing fruits and vegetables, such as California in the USA, certain regions
in Mexico, Argentina, Brazil and Central Chile. In general, it is unusual that a given country will fall only
in one of the above categories, so that conflicts arise in the trade negotiations due to the competition
between imports and domestic production. For example, in this respect, Chile has less conflicts in dealing
with Colombia or Brazil than with Argentina.

Chile and Free Trade Agreements

Chile is a net exporter of agricultural products. The agricultural balance of trade with the rest of the world
has been for many years favorable to Chile. In 1994, total agricultural exports reached US$ 1,824 million
and imports amounted to US$ 780 million (Table 4). These flows correspond to 16% of total Chilean
exports, and 7% of total imports (Figure 2). If trade flows for the forestry sector are included in the above
figures, total exports of agricultural and forest products add up to US$ 3,275 million, that is 28% of total
Chilean exports, and total imports only increase by US$ 28 million to US$ 807 million (Table 4).

Agricultural exports are concentrated in a reduced number of fresh markets and some processed fruits and
vegetables, (Table 5), particularly in temperate zone fresh fruits, (Table 5). In 1994 fresh fruits accounted
for 52% of total agricultural and agroindustrial exports. On the other hand, industrial goods based on
primary agricultural raw materials accounted for 36% of total agricultural exports. The most important
agroindustrial exports are processed fruits and vegetables and wines.

With respect to agricultural imports, these are also highly concentrated. In 1994, only four products: beef,
oil and oilseeds, wheat and maize, explained 50% of total agricultural imports. Another 30 % of imports
are other Products which also compete with domestic production, and the remaining 20 % is made up of
products from tropical origin, such as coffee, cacao, pineapples and bananas, which are not produced in
the country (Table 6).

Primary export products, particularly fresh fruits, face nil or very low protection in Western Hemisphere
markets. FTAs with NAFTA and MERCOSUR, both important markets for Chilean agroindustrial
products, would apparently offer good prospects for further expansion of this type of exports, due to the
characteristic of their tariff systems, which escalate according to the degree of food processing (Tables 7,
8 and 9).
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In addition to the arguments indicated above in favor of FTAs, it is considered by many economists in
Chile that the gains in efficiency from unilateral trade liberalization have already been achieved, and in this
context not much more could be gained from further unilateral reduction of tariffs. Average tariffs in Chile
are lower than in the rest of the region.

On the other hand, a FTA with NAFTA or MERCOSUR, also commits Chile to reduce and eventually
eliminate all tariffs and NTBs for agricultural imports into Chile. Given that imports from these markets
of sensitive commodities, particularly from MERCOSUR, are a significant fraction of total imports and
of domestic consumption (Table 10), and that tariff equivalents in Chile for imports of these commodities
are 11% and above (such as in wheat, oil, and sugar), internal prices are expected to fall as a result of the
discriminatory tariff liberalization involved with either NAFTA or MERCOSUR. Domestic consumption
may rise or not, depending on the price elasticity of demand, but domestic production will definitely fall
in response to lower prices. Beyond the question whether Chile's welfare as a whole will increase or not
(Panagariya,1995), these FTAs will have an adverse effect on the domestic production of basic
commodities. The expected consequences for the traditional subsectors of agriculture would be quite
serious under present conditions, unless the reduction of tariffs could be stretched over a lengthy period
of time. The Chilean agricultural sector is suffering from what has been labelled as "a crisis of
profitability”. In the last four years, the sector has experienced a reduction in the pace of GDP growth, and
in investment. After a previous decade of rapid growth, the slowdown in agricultural growth (Table 1) is
notably in contrast with the positive behavior of the remainder of the economy. The loss of profitability
is uneven among subsectors, but it affects many of the main crops and subsectors such as cereals, beef and
fruits, that, as indicated earlier, represent an important share of total agricultural production. The main
underlying causes for the observed decline in growth have been attributed to the significant appreciation
of the real exchange rate that has taken place, and the persistent increases in labor costs ( The World Bank,
1994). The ratio between the Chilean peso and the US dollar has declined more than 1/3 since the peak
values of 1987. The prospects for the immediate future do not look much different, as current trends in
terms of real exchange rates and labor costs are not.expected to change.

The obvious winners and losers from FTAs with NAFTA or MERCOSUR, within the Chilean agricultural
sector, are located in different regions of the country. The producers of fruits and vegetables for
processing, that would benefit the most from these agreements are located mostly in the northern and
central regions. Instead, most of the production of cereals, oilseeds, livestock, and sugarbeet originate in
southern Chile. Many small farmers are involved in the production of these traditional products. This
imposes an additional dilemma for policy makers.

Chile and Nafta
Current Patterns of Agricultural Trade

The bilateral agreements signed by Chile in the region are not considered to be an obstacle to a FTA with
NAFTA. The latter, because of its size and income level, is a very important market for Chile's
agricultural exports (Table 11). It is also the supplier of a significant fraction of inputs used in Chilean
agriculture, such as fertilizers, pesticides and machinery, but not very important in terms of agricultural
imports.

Although Chile's total trade balance with NAFTA is negative, the balance of agricultural trade is highly
favorable (Figure 3). In 1994, Chile's agricultural exports (excluding forest products) to NAFTA totalled

58



USS$ 740 million, out of total exports to NAFTA, which amounted to US$ 2,294,7 million. Agricultural
imports from NAFTA reached US$ 161 million, out of total imports from NAFTA for US$ 3,166.5
miillion. It is worth noting that although 20 % of total Chilean exports were supplied to NAFTA members
(Figure 4), the share of NAFTA in agricultural exports was as high as 40,5 %. This NAFTA is the number
one destination of Chilean agricultural exports, followed in importance only by the European Union. It may
also be noticed that although Japan is the third largest trading partner for Chile, agricultural exports to that
country are still very limited. In 1994, 29% of total Chilean imports and 21% of agricultural imports came
from NAFTA countries (Figure 5 and Table 11).

Within NAFTA, the U.S. is by far the most important destination for Chilean agricultural exports (88 %),
although the participation of Mexico has increased (Table 12). This is a result both of trade liberalization
in Mexico and of the FTA signed between Mexico and Chile back in 1991. The 4% participation of Canada
in total agricultural exports to NAFTA may be underestimated if Chilean agricultural products enter
Canada through the U.S.A., but this information is not available.

Chilean agricultural exports to NAFTA consist mainly of fresh fruits, particularly grapes (Table 13). Other
relatively important items are processed fruits (e.g. apple juice), processed vegetables (e.g. tomato paste)
and maize seed. Wine is the only important agricultural export to Canada. Mexico has very recently
become an important market for Chilean fruits after the trade reforms introduced, and with the FTA signed
with Chile, but current events in Mexico have resulted in a sharp decline of Chilean exports to that market.

Chilean agricultural imports from NAFTA consist mainly of primary commodities, wheat being the main
import, followed closely by Maize (Table 14). Two other sensitive products imported by Chile from
NAFTA, although in small volumes, are sugar and milk, both of which involve public support schemes
in the U.S., the country of. In recent years, the participation of Canada as a supplier of agricultural
products to Chile has increased, mainly in durum wheat, which is used for production of pastas (Table 15).

Expected Outcome of a FTA between Chile and USA

A study in 1992 ( Muchnik, Figueroa et.al. 1994), requested by the Chilean Confederation of Production
and Trade, made some ex-ante estimates of trade creation and Trade Diversion effects, and on
employment, that would result FTA between Chile and the United States. At the time of the study, Mexico
had not yet formally joined NAFTA. The study assumed instant elimination of all trade barriers between
the two potential partners. These results are still considered relevant, given the relatively small magnitude
of trade flows between Chile and Canada and Mexico, the two other member countries of NAFTA.

According to this study, Chilean exports of primary agricultural products, basically fruits, would increase
in the most optimistic scenario by only 6% per year, due to the very low existing trade barriers in the U.S.,
under the GSP scheme. The expected impact in agroindustrial exports would be considerably larger and
could reach 43 % in the most optimistic of the scenarios. Yet, the absolute increase in exports, at least in
the initial midyears, would still be modest, due to very low initial base. This estimate could be biased
downward, because the methodology used did not include estimates for other potential Chilean exports,
which are not traded with U.S.A. due to existing high tariffs or STBs. With respect to Chilean imports
from U.S.A., these would increase as a result of both trade creation and trade diversion. The impact would
be particularly large in wheat, but also significant in maize, oil and sugar. The estimate for sugar has
probably been overestimated given how sugar has been dealt with in the NAFTA agreement between USA
and Mexico.
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The net expected impact of a FTA with USA in terms of rural employment would be marginally positive.
The increase in production and employment in the more labor-intensive food processing industries would
more than offset the reduced employment in cereals and other annual crops.

One of the most revealing results of the study was the regional impact in terms of production and
employment. The benefits from agricultural export expansion would take place in Central Chile, but the
costs in terms of reduced production and employment would occur in the South, which is typically rural
and with few alternative opportunities for income generation, except perhaps for forestry activities and
livestock production, which would not be affected by this particular FTA.

Chile and MERCOSUR

The Asuncion Treaty of March 1991 signed by the governments of Argentina, Brazil, Paraguay and
Uruguay established for January 1995 onwards a common market, based on a free-trade area among the
four countries and a common external tariff (CET). The formation of MERCOSUR was facilitated by
unilateral trade liberalization by all four countries: in Argentina effectively since 1989, in Brazil since
1990, and Paraguay and Uruguay since the beginning of this decade.

Trade barriers between MERCOSUR and the rest of the world which now rest on the CET, imply an
important reduction in average tariff levels, more so for Argentina than for Brazil. Average tariffs in
Argentina decreased from 19% to 12%, and from 14% to 12% in the case of Brazil. The CET includes
eleven tariff levels with a minimum of 0% and a maximum at 20% (Table 8). In the transition period up
to the year 2000, member countries are allowed to exempt from the CET up to 300 tariff lines. Most of
the go exemptions applied by Argentina so far will have tariffs that exceed the CET (including food
products and paper), while Brazil designated only 3 products for higher tariffs ( fuel, natural rubber and
milk); the rest of the exceptions (including agricultural inputs) have tariffs below the CET.

This process of trade liberalization has taken place amidst pervasive macroeconomic instability, especially
in Argentina and Brazil (Bouzas, 1995), but recently, the "Plan Real" introduced in Brazil in 1994) has
brought some degree of convergence between the two largest partners.

Since its inception, MERCOSUR welcomed the incorporation of Chile. Yet, Chile has declined the offer,
on grounds of divergent trade policies and because of the poor record of MERCOSUR in terms of
macroeconomic stability. The CET implies trade barriers to third countries above current tariff levels in
Chile, which would result in important trade diversion, given the magnitude of Chilean trade flows with
other regions and countries, specially Japan and the EU. Moreover, joining MERCOSUR would make it
very difficult if not impossible for Chile to join NAFTA, unless a FTA was negotiated between
MERCOSUR and NAFTA. This possibility is not considered feasible in the short run due to a number of
existing conflicts and issues (see Bouzas,1995). NAFTA is a relatively more important trading partner for
Chile, both in terms of exports and imports. On the other hand, USA has not been considered by
MERCOSUR as a "natural trade partner”, although it is an important outlet market for Brazilian exports,
particularly of manufactured-goods. But it is considered that access to NAFTA is a more important
consideration for the two small partners of MERCOSUR and perhaps for Argentina, than for Brazil, for
which supply considerations seem to play a larger role in the access to NAFTA ( Barboza, Bouzas and
Tussie, 1994).



Current Patterns of Agricultural Trade

Chile's trade balance with MERCOSUR is negative, both in terms of total trade and agricultural trade
(Figure 6). In 1994, Chile exported agricultural products to MERCOSUR member countries for US$ 243
million, out of total exports to that market of US$ 1,352 million, and imported goods for USS 2,054
million out of which US$ 412 million are agricultural products (Table 11). MERCOSUR is in place four
as an export market for Chile, after EU, NAFTA and Japan (Figure 4). It is in place three in terms of
Chilean imports, after EU and NAFTA (Figure 5). ‘

In 1994, only 13,3% of total Chilean agricultural exports were embarked to MERCOSUR, but 538 of total
agricultural imports originated in that region. This is explained by the comparative advantages held by
MERCOSUR member countries in most of the basic commodities that are imported by Chile, situation
which is enhanced by the geographic proximity between the two. On the other hand, Chilean agricultural
exports compete with many similar export products from Argentina. Nevertheless, the share of agricultural
exports going to Argentina are marginally larger than those to Brazil (52% and 41% respectively during
1992-1994), in spite of the fact that Chilean products would complement rather than compete with the local
products of Brazil (Table 16). Part of the explanation for this apparent contradiction seems to rest on the
negative evolution of the bilateral exchange rate parity with Brazil after 1990; also on probable trade
diversion in the Brazilian market in favor of Argentinean products after the initiation of trade liberalization
within MERCOSUR. It is also a consequence of the existing tariff structure and NTBs. Finally, Paraguay
and Uruguay are very minor markets for Chilean products.

In contrast to the trade pattern observed in agricultural products with either NAFTA or the rest of the
world, most of Chilean exports to MERCOSUR consist of agroindustrial products, which make up 67%
of total sector experts to that market (Table 17). The most important export products to this market are
tomato paste (mostly to Brazil), processed fruits (both to Argentina and Brazil), wine (to Paraguay and
Argentina), candies Mostly to Argentina), and pork meat (mostly to Argentina).

In terms of Chilean imports of agricultural products, in 1994 Argentina supplied the largest share within
the MERCOSUR region, with 66% of the total (Table 18). The participation of Paraguay and Uruguay are
relatively larger as exporters to Chile (11% and 8% respectively) than as importers of Chilean agricultural
exports.

Agricultural imports from MERCOSUR are highly concentrated in the following products: oil and oilseeds
(32%), beef (24%), wheat (10%), maize (7%) and beverages, such as tea and mate, coffee and cacao
(Table 19). Beef is imported from Argentina, Uruguay and Paraguay, edible oil from Argentina, oilseeds
from Paraguay and Argentina, cereals from Argentina as well as mate, and coffee and cacao from Brazil.

Expected Outcome of FTA with MERCOSUR

A FTA with MERCOSUR which would include all agricultural products, would have a substantive impact
in terms of trade creation and some impact in trade diversion. In 1992, at the request of FIEL, Argentina,
a study was undertaken to analyze the viability of an integration in agriculture and agroindustry between
Argentina and Chile (Muchnik, Errazuriz and Vargas, 1994; Muchnik, 1993).

The main conclusion of the study was that the once-and-for-all elimination of all trade barriers with
Argentina would result in an aggregate increase of at least 20% in total Chilean imports of each of the basic
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commodities traded with Argentina white wheat, maizé, rice, oil, sugar, beef and milk. Imports from
Argentina would increase further due to trade diversion. The largest impact would take Place in maize,
wheat, milk and rice.

If the analysis was repeated today to include the other member countries of MERCOSUR, the results in
terms of increased imports, and the resulting decline in domestic prices and production would be larger
than that provided by the study, in oil, beef and rice, given the additional imports of these products that
originate in Paraguay and Uruguay.

Given the geographic composition of agricultural production, the South of Chile would be the region most
hurt by a FTA with MERCOSUR. In fact, probably the forestry and dairy production activities would be
the only ones unharmed.

The study did not look into the potential increase of Chilean exports to Argentina, but it was considered
at that time that this impact would be negligible, considering the reduced opportunities in that market , and
the already low preferential tariffs negotiated with Argentina.

The conclusions would be different, naturally, if we compare the existing situation with an alternative
scenario where Chilean exports would have to face the new CET structure imposed by MERCOSUR since
Janmuary 1995, not yet enforced on Chilean exports. In 1992-1994, 60% and 90% of Chilean agricultural
exports to Argentina and Brazil respectively received preferential tariff treatment (Tables 20 and 21
respectively). The weighted average tariff in Argentina for Chilean agricultural exports was about 8%
assuming an average tariff of 10% for Chilean exports that did not receive preferential treatment. With the
same composition of exports, the average weighted tariff of the CET scheme is 12 % (Table 18). Similarly,
the average tariff in Brazil for Chilean agricultural exports, when taking into consideration the preferential
treatment under ALADI, was 3.6%. The corresponding figure with the CET of MERCOSUR would
increase to 12%, with the existing export composition (Table 19).

If negotiating a FTA with MERCOSUR can be extremely harmful for the traditional sectors of Chilean
agriculture, the alternative of not doing so is also damaging for the export-oriented sectors within
agriculture, because of the resulting increase in trade barriers involved in the CET scheme set by
MERCOSUR since 1995. Moreover, trade diversion against Chilean products within MERCOSUR, and
particularly in Brazil, would become more pronounced, as Chile would have to face higher external tariffs,
competing with free trade within the region.

Territorial Integration of Chile and MERCOSUR

As mentioned earlier, most agricultural products imported to Chile from Argentina enter the Chilean
market without preferential treatment. Thus, it is not surprising that the main apparent interest in
MERCOSUR and more specifically for Argentina in a trade negotiation with Chile, is to agree on a much
greater physical integration with Chile, rather than to benefit from tariff reductions. The transit through
Chilean territory and ports in the Pacific would report significant benefits to MERCOSUR, and particularly
to certain regions of Argentina, in terms of lower marketing costs and greater access to some of the more
dynamic external markets in the Pacific rim. This interest has been explicitly addressed in the on- going
negotiations between Chile and MERCOSUR, and by Argentinean diplomats.
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There is strong opposition from the farming sector in Chile to provide transit permit to Argentinean
products through Chilean ports. In the first place, because Argentina is a strong present and potential
competitor in the Pacific Rim, competing in many of the products that Chile exports to these markets. For
e.g. in fresh fruits, particularly apples and pears; fruit juices, canned fruit, dried fruits, tomato paste, fresh
vegetables. Presently, exports to South-East Asia are small both from Chile and Argentina, but the
competition from Argentinean exports could become stronger in Western Europe and the East Coast of
North America. Secondly, there is the problem of sanitary risk. Chile has benefitted from the advantages
of a natural geographic isolation, that has made the country free of a number of pests and diseases. This
is an advantage that explains the success of the country as a net exporter of many different types of seeds,
and in exports of fresh fruit to developed countries, because it has been free of the fruit fly. In the case of
beef, Chile is the only country south of Panama which is free of Foot and Mouth Disease, which is a major
trade barrier in fresh or frozen beef. Therefore, the traffic through Chile of considerable volumes of
vegetable find animal materials from neighboring countries where several pests and diseases are endemic,
would significantly increase the risk of introducing any of these which are endemic in the border countries.

Final Comments

The expected impact on the agricultural sector of Chile of an integration with NAFTA or MERCOSUR,
is highly dependent on the structure of production and trade, and on the change in the levels of protection
which would result from these agreements. Most traditional crops would face increased competition, given
the strong comparative advantages in these products from the prospective partners. The negative impact
on Chilean agriculture would be particularly strong in a FTA with MERCOSUR, given that it would
involve not only wheat and maize, as in the case of NAFTA, but also beef, oil, rice and perhaps
sugar(depending on the policies adopted by Brazil). The latter products would be less affected in the case
of NAFTA, because imports from this origin are considerably less important than those originated in
MERCOSUR. This competition would come at a time when agriculture is undergoing slack growth.

On the other hand,the U.S., main trading partner of Chile within the NAFTA group, already extends tariff
preferences to Chile under the GSP systems and in general charges low import tariffs, particularly to fresh
fruits and vegetables, which make up for the bulk of Chilean exports. Thus, the main benefit to Chile from
joining NAFTA would arise mainly from the elimination of the higher tariffs which are imposed on
agroindustrial products, and from the elimination of non-tariff barriers, which are being increasingly used.
Similarly, a FTA with MERCOSUR would provide greater access to both fresh and specially processed
products to that region, given the relatively high common external tariffs that have been imposed by that
common market to third parties. The relative gains should be much larger in the case of NAFTA, given
the relatively larger volume of agricultural exports traded than with MERCOSUR.

Therefore, the way in which these future FTAs with both NAFTA and MERCOSUR are handled, and the
timing established for tariff reductions, will be very decisive for the future development of the Chilean
agricultural sector. At present, farmers are exerting all available forms of pressure to minimize the

exposure of the sector to potential low cost imports that would originate in either NAFTA or in
MERCOSUR.
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There are at least four important issues that will have to be dealt as part of the negotiations with NAFTA
and at least one of them also in the context of MERCOSUR. These are:

* existing measures for internal support to farmers

* export subsidies among partners and to third countries

* environmental issues

* labor regulations

The discussion of these topics are considered to lie beyond the scope of this paper.
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Table 1: Chile Average Annual Rates of Growth

1960-70

1971-73
1974-81
1982-83
| 1984-90

Source: Banco Central de Chile. National Accounts
Note: Figures represent averages of annual rates of growth

Table 2: Land Use in Chile. 1965-94




Table 3: Chile: Evolution of Agricultural Exports. Total Exports and Agricultural Exports as a
Proportion of Ag. GDP.

Jote: Share of exports in Agricultural GDP is taken from two different sources which are not directly
omparable.

source: 1970-1980: Hunado. Muchnik. and Valdés (1989)
1985-1990: Venezlan and Muchnik (1994)

Table 4: Chile: Trade Balance with the Rest of the World. 1990-1994 (Thousand US$)

10.125.452 9.416.218
9.533.073 10.629.623
592.379 -1.213.405

1.729.628 1.605.973

1.038.678 1.096.748
2.768.306 2.702.721
27% 29%

638.369 662.284
21.239

683.523

6%

Source: ODEPA (1995)
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Table 5: Chile: Main Agricultural Exports 1994 (Million USS)

Vegetables .
Livestock 36 20

2. Agroindustrial Products 658 36.1
Processed Vegetables and Crops 287.5 15.8
Processed Fruns 192.1 10.5
Wine

Livestock Products

| Total Agricultural Exports

{ 1. Primary Products 344 4.1%
‘White Wheat 109.1 14.0%
Maize 66.8 8.6%
Rice 15.8 2.0%
Coffee 24.7 3.2%
Tea 18.2 2.3%
Mate 94 1.2%
Bananas 33.8 5.4%

| Other 66.2 7.4%

2. Industrial Products 436 55.9%

Oil and Oilseeds 127.4 16.3%
Beef 88.8 11.4%
Sugar 249 3.2%
Powdered Milk 27.2 3.5%
Cacao

Source: Banco Central de Chile. ODEPA
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Table 7:
(Available from Author)

Table 8: Tariff Escalation in the Common External Tariff. Scheme of MERCOSUR

Breed Cattle Stock

Eggs for incubation

Seeds (legumes. vegetables. etc.)
Vegetable materials for Industrial use
Animal oils/fat

Eggs

Animal products for industrial use
Flowers. fruits. fresh and dried
Coffee. tea. mate

Starches

Juices and vegetable extracts
Cacao in grain

Milk. honey.

Wheat flour. potato flour

Fish preparations

Powdered cacao

Prepared legumes and vegetables

Butter. cheese

Sugar. candies. chocolates
Pastas. bakery goods
Food preparations
Alcoholic beverages
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Table 9: Tariff Escalation in Canada. 1994

Fresh tomatoes (out of M. Order)
Canned tomatoes

| Grapes (out of M. Order)
Raisins
Grape Juice

Plums (out of M. Order)
| Prunes
Plum jam

| Apples
Dried apples

Source: Canadian Embassy in Chile (1994).

Table 10: Chile:Share of NAFTA and MERCOSUR in Total Imports of Main Commodities. 1994
(mill. USS)

MERCOSUR IMPORTS AS %
Value % OF CONSUMPTION

374 342% 28%
254 411% 28%

9.3 58.5% 21%
130 523% 4%
22 7.8% 21%
8.0 86.7% 2%
88.7 99.9% 7%

Source: Banco Central de Chile. ODEPA. INE

Table 11:
(Available from Author)
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Table 12: Chile: Agricultural Exports to NAFTA by country of Destination
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Table 13: Chile: Agricultural Exports to NAFTA. Average 1992-1994 (Million USS)

| Total Agricultural Exports
1. Primary Products 485.6 70.5%

Crops 11.1
Tobacco . 11.1

Fruits 466.0 67.6%
Grapes 307.4
Plums 279
Nectarines 24
Pears 19.4
Avocados 19.3
Peaches 19.1
Kiwis 14.7
Apples 12.9
Raspberries 11.5
Cherries 53

Vegetables 8.6 1.2%
Fresh Asparagus 4.3
Fresh Onions 43

Livestock 0.0 0.0

§ 2. Agroindustrial Products 200.1 29%

Processed Crops 20.2 2.9%
Maize seed 19.2
Pastas 1.1

Processed Fruits 70.4 10.2%
Apple Juice 27.8
Dried Plums 9.8
Other Fruit Juice (1) 8.7
Canned Peaches 5.1
Raisins 44
Grape Juice 4.2

Wine 499 7.2%

Processed Vegetables 51.4 7.5%
Processed Tomatoes 14.8
Dried Capsicum 9.8
Dried nuxis 7.4
Seeds 7.1
Cooked musk rooms 6.3

Others 8.0 1.2%
Candies

Source: Banco Central de Chile

72




Table 14: Chile: Main Agricultural Imports from NAFTA 1992-1994 (Millions US$)

Agricultural Imports
1. Primary Products

Crops
White Wheat
Maze
Durum wheat
Lentils

Livestock
Bovine semen
Live chicken

2. Industrial Products

Processed Crops
Sugar
Modified fats/oils
Soybean cake
Hop extract

Animal Products
Powdered milk
Animal fats

Other
Beverage preparations
Other food preparations
Protein concentrate
Chewing gum
Dog food

Source: Banco Central de Chile
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80.3%

77.8%

24%

19.7%

8.9%

5.6%

72%




Table 15: Chile: Main Imports from NAFTA by Country of Origin. 1992-1994

NAFTA
Mill. USS)
| White Wheat 40.1 - 28.4% 0.0% 71.6%
} Maize 29.2 100.0% 0.0% 0.0%
| Durum wheat 21.2 0.0% 0.0% 100.0%
| Sugar 47 100.0% 0.0% 0.0%
| Beverage preparations 3.0 100.0% 0.0% 0.0%
| Powdered Milk 4.7 100.0% 0.0% 0.0%
Animal fats 1.9 100.0% 0.0% 0.0%
Lentils 1.8 0.0% 0.0% 100.0%
| Other food preparations 1.7 98.0% 1.0% 1.0%
| Protein Concentrates 1.6 100.0% 0.0% 0.1%
| Bovine semen 1.5 92.2% 0.0% 7.8%
| Live chicken 1.3 98.0% 0.0% 1.9%
| Chewing gum 1.3 8.2% 0.4% 91.3%
Fat/modified offs 1.3 100.0% 0.0% 0.0%
| Soybean cakes 1.1 100.0% 0.0% 0.0%
| Hop extracts 1.1 100.0% 0.0% 0.0%
1.0

Source: Banco Central de Chile
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Table 16: Chile: Agricultural Exports to MERCOSUR. 1992-1994 (‘000 USS)

Seeds of forage plants

Frozen potatoes
Canned cherries
Biscuits

Grape juice

Waters except mineral
Beverage preparations
Olives

Live chickens

Mucilages and thickeners
Fresh Tomatoes
Sunflower seed

Agar-agar
Fowls cuts

Paraguay

Brazil

1.1 0.2
19.9 30.8
0.6 9.8
474 03
29.8 0.0
0.2 0.0
93.2 0.7
99.2 0.0
38.3 0.0
8.4 217
1.0 12.2
54.0 04
53.8 0.0
80.2 0.0
63.7 0.1
81.7 0.0
97.5 0.2
76.1 14.6
383 14
34.6 0.7
75.9 0.0
4.0 0.0
0.0 0.0
0.0 1.6
45.1 13
0.0 114
0.5 42
0.0 0.2
1.5 0.0
0.0 14.9
03 62.1
100.0 0.0
0.0 0.1
414 1.6
0.1 0.0
0.0 0.0
50.8 04
0.0 0.0
0.0 0.0
0.0 0.0
0.5 0.0
89.3 0.0
12 0.0
0.0 0.0
40.7% 4.6%
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Uruguay

1.8
52
54
54
49
1.3
4.7
0.7
1.3
4.5
46
8.7
4.6
1.6
0.6
0.3
0.7

MERCOSUR
33432.0
14313.3
13046.0
11627.0
10150.7

7984.3
6421.3
5878.7
5606.0
5071.7
4705.3
4339.0
4326.3
4261.7
4210.0
3987.7
3774.7
3729.7
3623.7
3521.3
3227.3
3087.7
3052.7
2980.3
2956.0
2788.0
2553.0
2441.7
2331.6
1947.3
1738.3
1657.7
1582.7
1435.7
1413.7
1411.7
1357.7
1195.3
1176.3
1171.7
1150.3
1040.7
866.0
848.0



Table 17: Chile: Main Agricultural Exports to Mercosur (1992-1994)

('000 us$)
PRIMARY PRODUCTS 65886.3
| Crops 6744.7
| Beans 5878.7
| Fruits 53092.7
Chestnuts 11627.0
Kiwis 10150.7
Peaches and Nectarines 5606.0
Apples 4339.0
| Vegetables 1413.7
Fresh tomatoes 1413.7
| Livestock 4635.3
| Esggs 3052.7
| INDUSTRIAL PRODUCTS 133554.0
| Processed Crops 8229.3
] Toasted malt 3729.7
Forage seeds 3088.0
| Processed Fruits 20557.3
| Raisins 6421.3
Canned peaches 5071.7
Prunes 3774.7
Wine 14313.3
\ Processed Vegetables 40036.0
| Processed tomatoes 33432.0
| Animal Products 15168.0
|  Pork/ham 9156.0
Milk 3987.7
| Other 35240.0
Candies 13045.7
Prepared foods 4705.3
SUBTOTAL 199430.3
% del TOTAL _ » _ 7 “

Source: Banco Central de Chile

76

17.7%
6.5%
24%

100.0%




Table 18

Tea
Coffee

Cocoa products
Rice

Sugar
Ethyl alcohol

: Chile: Main Agricultural Imports from Mercosur (‘000 US$)

31.2

76.2
18.6
99.9
100.0
0.3
68.8
31.6
0.1
0.0
10.8
91.2

MERCOSUR
74960.7
69299.3
30114.7
29354.0
21647.0
10287.3
10119.7

9315.0
9239.0
7982.0
7758.0
3834.0
3104.0
3025.0
2749.7
2609.0
2014.0
1691.0
1608.3
1125.7
1095.0
1025.7
1017.3

984.0

947.0

841.0

616.7

439.7



Table 19: Chile: Agricultural Imports from Mercosur (1992-1994)

('000 US%) %

| PRIMARY PRODUCTS 67595.0 219%
Crops 66569.3 21.6%
Wheat 29354.0 9.5%
Maize 21647.0 7.0%
Rice 7982.0 26%
Fruits 1025.7 03%
Bananas 1025.7 0.3%

| INDUSTRIAL PRODUCTS 241203.4 78.1%
Processed Crops 151195.7 49.0%
Oil 69299.3 224%
Oilseed cakes 30114.7 9.8%
Mate 10287.3 3.3%
Tea 10119.7 3.3%
Coffee 9315.0 3.0%
Preparation cont. cocoa 9239.0 3.0%
Sugar 7758.0 25%

§ Processed Fruits 1608.3 0.5%
Orange Juice 1608.3 0.5%

| Animal Products 77746.7 252%
Beef 74960.7 243%
Milk 1691.0 0.5%

| Other 10657.7 3.5%

‘ SUBTOTAL 308803.4 100.0%

| % del TOTAL - 7 i} 7 ] 8%

Source: Banco Central de Chile
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Table 20: Chilean Agricultural Exports to Argentina: Current Preferential Tariff in Argentina and
Forthcoming Common External Tariff Under MERCOSUR

Product Value 92-94 Preferential

(mill US$) Tariff %) MERCOSUR(%)
Candies 11.0 10.0% wp 16.0%
Processed tomatoes 8.8 1.5% 14.0%
Pork meat 7.9 2.5% 10.0%
Kiwis 6.6 5.0% wp 10.0%
Wine 6.3 7.7% 20.0%
Chestnuts 55 0.7% 10.0%
Canned peaches 43 5.0% 14.0%
Cooked foods 39 3.8% 15.0%
Peaches/nect. 3.4 5.0% wp 10.0%

Eggs 3.1 0.5% 8%-10%
Forage seeds 29 0.0% 2.0%
frozen potatoes 29 5.0% 10.0%
Pastas 23 5.0% 16.0%

| Biscuits 23 5.0% 18.0%

i Grape juice 23 03% 14.0%
Ice-cream 23 5.0% 15.0%

| Almonds 22 7.5% wp 10.0%

| Marjoram 20 2.5% wp 10.0%

| Cherries 1.8 1.3% 10.0%

| Live chicken 1.6 0.0% 8.0%

{ Apples 1.6 5.0% wp 10.0%

| Plums 1.5 5.0% wp 10.0%
Sum flower seeds 14 2.5% wp 8.0%

| Fresh tomatoes 14 5.0% 10.0%

| Sub-total 89.3

Simple average (1)
| Weighted average (1)

wp = without preferential tariff treatment
() A 3% Statistical tariff has to be added-to all products

Source: Acuerdo de Complementacion Economica. num 16  Chile-Argentina. 7 Protocolo adicional. Julio
1993; MERCOSUR: Anexo (3). 1994.
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Table 21: Chilean Agricultural Exports to Brazil: Current Preferential Tariffs in Brazil and
Forthcoming Common External Tariff Under MERCOSUR

i Preerential

Tariff (%)

6.0%
0.0%
3.0%
1.0%
0.0%
7.0%
0.0%
0.0%
0.0%
0.0%
14.0%
11.2%
0.0%
0.0%
0.5%
0.0%
3.5%
25%
1.5%

CET of MERCOSUR(%)

14.0%
10.0%
10.0%
10.0%
10.0%
12.0%
10.0%
10.0%
12.0%
10.0%
20.0%
15.0%
10.0%
10.0%
10.0%
10.0%
8.0%
14.0%
10.0%

11.3%
11.9%
8%-20%

Source: "Tarifa Aduaneira do Brazil". Editorial Agenco. 1992. MERCOSUR. Anexo (3). 1994.
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FIQURE 1. CHILE: EVOLUTION OF TOTAL
AREA IN ANNUAL CROPS
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FIGURE 4. CHILE:TOTAL EXPORTS (1994)
US$ 11.645 million
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'?ggg% 153,0%)
MESCOSUR J NAFTA
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FIGURE 5. CHILE:TOTAL IMPORTS (1994)
US$ 11.275 million
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25,0 (19.0%)
MESCOSUR J NAFTA
(18.0%) (29.0%)
(9.0%)
JAPAN



reinynopBy uon [l renunouty NN

spoduw| . syodx3g

$Sn UOHIN
661 HNSOOHAW HLIM 3AVHL:3HO'S FHNBOI

86



Agricultural Trade and Economic Integration in the
Western Hemisphere: Current Status
Constanza Valdés, John Wainio and Mark Gehlhar,
Economic Research Service, U.S.Department of Agriculture

The recent Summit of the Americas, the implementation of NAFTA and other regional trade agreements,
and the member government approval of the Uruguay Round of the GATT provided renewed interest in
regional trading arrangements. Many countries in the region view economic integration as a preparatory
step towards global competition and have as a priority to continue within the framework of market-oriented
reform. This report focuses on the Western Hemisphere's growing interest in closer economic association
and the patterns of trade for agricultural products including the characteristics of regional trade with the

rest of the world, mutual trade within the region intra-American trade and an overview of U.S. agricultural
trade with its neighbors in the hemisphere. '

The United States and the rest of the WH are major agricultural net exporters, and on a similar scale. They
ship between $25 and $30 billion annually in agricultural products to the rest of the world and between $10
and $15 billion to each other. Each represents about one-quarter of the other's export market and about
half of the other's import supply. Recent economic and trade liberalization in Latin America has increased
trade in the Hemisphere. New regional trading blocks are likely to have a similar effect of increasing
overall trade volume, but specific impacts on individual countries and commodities are less certain.

The Western Hemisphere (WH) encompasses the U.S., Canada, and Latin America and the Caribbean
(LAC). The WH is one of the largest regional markets, with a combined GDP of $7.1 trillion representing
31 percent of global wealth and 740 million consumers, representing 14 percent of the world's population.
Over 60% of these consumers are in LAC.

Intra-regional trade appears as the engine of growth, for most of the expansion of Latin America's exports
in recent years. Intra-American trade in 1994 was about $720 billion and is expected to grow 4.2 percent
annually, in real terms, over the next decade '.

Agricultural trade between the United States and the other Western Hemisphere countries is also
significant, at $14 billion in 1994, representing close to 37 percent of total U.S. agricultural trade. The
United States and the rest of the Western Hemisphere each represents over one quarter of the other's export
market and about half of the other's import supply. U.S. agricultural exports to the hemisphere are
growing faster than exports to the rest of the world. After Asia, LAC is the largest market for U.S. farm
exports, and is the main source of U.S. agricultural imports.

WH economic integration is proceeding at a rapid pace. The U.S.-Canada Free' Trade Agreement (CFTA)
enacted in 1989, was expanded by the North America Free Trade Agreement (NAFTA) to include
Mexico. The NAFTA agreement, which became effective on January 1, 1994, sets a maximum of 15 years
to phase out barriers to agricultural trade. More dramatic than these U.S. initiatives is the pace of sub-
regionalization within LAC, numerous trade accords have been signed, and more are under discussion.

! DRI/McGraw-Hill, World Markets Focus, June 1992.
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Many countries view sub-regional integration as a preparatory step towards global competition, essential
to overcoming constraints posed by small domestic markets by allowing firms to realize the scale
“ economies of expanded markets.

The United States has supported subregionalization and has expressed a clear preference for negotiating
trade agreements multilaterally with groups of countries. The United States is also willing to negotiate
bilaterally, signing "framework agreements" with numerous countries (Bolivia, Chile, Colombia, Costa
Rica, Ecuador, El Salvador, Honduras, Venezuela and Penii). A U.S.- Mercosur framework agreement
was signed in 1991, and other multilateral agreements are being discussed with the Caribbean Community
and Guatemala, Nicaragua and Panama.

More recently, the December 1994, Summit of the Americas -in which the United States and 33 other
countries endorsed the goal of a hemispheric free trade area by the year 2005, provided renewed emphasis
on regional integration. Negotiations leading to WH trade liberalization are aimed at creating a free trade
zone with reduced or eliminated tariff and non-tariff barriers.

Sub-regional trade liberalization is being accompanied by market-oriented reforms in almost every LAC
country in an effort to improve competitiveness, attract investment, and restore growth. While domestic
growth is very slow in some countries, many reforms take time and in an increasing number of coumntries
recovery is underway. Capital is returning to LAC, attracted by changes in investment rules, more stable
political and economic situations and sounder policies. LAC exports are expanding, but imports are
growing even faster and will accelerate as integration progresses. From 1989 to 1990, capital inflows
increased from $4 billion to $14 billion. The Inter-American Development Bank projects that real growth
could average 4.5% annually for LAC in the 1990's, if current reforms continue. This implies that LAC's
demand for agricultural products could grow rapidly, perhaps faster than the sub-region can supply.

From the U. S. perspective, developing subregional groups can serve as a step towards a hemispheric trade
accord by reducing the number of negotiating partners and advancing the harmonization of trade policies
and practices. At the same time, the United States has an interest in further encouraging and locking in
trade liberalization and market-oriented reforms in Latin America and the Caribbean.

For the Latin American countries, a hemispheric partnership means access to markets, particularly in the
United States. A preferential trading agreement will also have macroeconomic implications, since the
ability to attract investment capital will permit the restoration of rates of economic growth needed to
guarantee the permanence of democracy and market-oriented systems.

Over the next decade, in the post NAFTA and GATT era, trade is expected to expand even further as
member countries lower tariffs and expand minimum access. Some of the factors that could affect the
potential outcome of trade include, among others, the 1995 U.S. farm bill, currently being debated, and
any possible changes that might occur in LAC agricultural programs. Also, signicant is the likely
expansion of NAFTA to include other countries in the Western Hemisphere. Negotiations with Chile on
joining NAFTA are scheduled to begin in mid-1995. Integrating other Latin American countries with
NAFTA will be a more complex task. For example, thhe technical aspects of negotiating with a group of
countries could lengthen the timeframe for integration.
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Progress in Economic and Trade Reforms in the LAC Region

Agricultural policies, and, more fundamentally, policy goals, have changed dramatically in Latin America
over the past decade. For more than forty years several governments in Latin America relied on active
government intervention in markets to execute an import substitution strategy to promote economic growth.
The government maintained high tariffs, import licensing requirements, and official import reference prices
on imports of agricultural goods; there were less restrictive import requirements for selected intermediate
manufactured goods and capital goods used by the agricultural sector. These measures were accompanied

by domestic subsidies and the establishment of public enterprises, to offer additional support to the farm
sector.

The external debt crisis, the sharp decline in the international prices of the region's principal agricultural
exports, and the high domestic inflation of the early 1980s forced most Latin American countries to adopt
significant policy reforms and more market-oriented policies as the countries wanted to move toward
economic integration and greater participation in world trade. Between 1980 and 1985, all countries in
the region exhibited negative growth rates; by 1987, real incomes per capita declined to levels attained in
the early 1970s or before. In addition, the region has been afflicted by serious political and social tensions,
including armed conflicts in Colombia, Venezuela, Peru, Ecuador, Bolivia, El Salvador, Guatemala, and
Nicaragua.

In recognition of the failure of this development strategy to achieve government objectives, several Latin
American countries embarked on a campaign to deregulate and privatize the economy since the early
1980s. Several Latin American countries have since eliminated policies and institutions that were once
used to transfer wealth from the agricultural sector to the industrial sectors.

Since the mid-1980's, Mexico has made key economic reforms. The government tightened fiscal and
monetary policy, relaxed foreign investment regulations, eliminated foreign exchange controls, privatized
public enterprises, deregulated the land tenure system, and substantially reduced agricultural subsidies.
Consistent with domestic policy reforms, Mexico's trade regime was substantially liberalized. Mexico's
joining the GATT in 1986 was a major move toward trade liberalization with significant reductions of trade
restrictions; export subsidy programs and the official import and export reference prices were eliminated,
overall tariff rates were reduced and the number of items subject to import licensing was cut. Since then,
Mexico has taken additional steps to liberalize trade. The most significant step to date is the NAFTA.

Chile has one of the Western Hemisphere's most notable records of policy and trade reform, having
adopted market-oriented economic policies for nearly two decades. In the mid-1970's, Chile embarked
on a series of macroeconomic, sectoral and trade policy reforms to increase the market orientation of the

economy, reduce the economic role of the central government, and stimulate private sector investment and
export growth. -

In early 1990, the demise of the International Coffee Agreement significantly reduced international coffee
prices. The subsequent slowdown in economic growth and rising inflation in Colombia caused the
government to adopt more market-oriented policies. The government introduced a comprehensive
structural economic reform program "Programa de Modernizacién y Apertura Econémica” (Economic
Modernization and Market-Opening Program). The cornerstone of the Apertura program was accelerated
trade liberalization. With trade reform, quantitative restrictions (quotas) on imports of selected
commodities were replaced with variable tariffs (price bands), which were also lowered. Currently, the
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variable tariff system is applied to imports of the basic commodities and their derivatives and substitutes.
The price band system aims at maintaining the targeted level of domestic support prices. Under this
system, the government establishes a minimum import price (price floor), based on costs of production,
a carrying cost margin, and supply/demand conditions, and imposes a variable levy on the imported
product in order to raise its price to the minimum level. The price ceiling is based on a five year
international average price, adjusted every six-months.

Peru reduced tariffs to an average rate of 15 percent. Venezuela has made notable progress in lowering
barriers to trade. Bolivia initiated a reform process in 1985 and eliminated the price controls on all traded
commodities, except sugar. Currently, Bolivia's tariff duties are the lowest of any Andean Group country.
Brazil has been eliminating restrictive import-licensing practices and nontariff barriers, such as import
quotas, and privatizing its industries; however, progress is slow, in 1991, Argentina began its conversion
to a free-market economy in order to expand production and export, after years of tight controls.

In 1986, the CACM members liberalized trade policies, including a revised common external tariff with
reduced rates, elimination of specific tariffs, and, for some countries, additional reforms at the national
levels. Costa Rica and Guatemala have progressed furthest in designing and implementing concrete trade
liberalization measures. Both economies have implemented a flexible exchange rate program and rely least
on foreign exchange controls. Costa Rica began a broad-based structural adjustment program in 1985, and
is now reducing external tariff protection. Guatemala introduced a successful stabilization program in
1986, and is preparing to initiate trade reforms similar to the Costa Rican ones. El Salvador initiated a
comprehensive adjustment program in 1989, including tax reforms, tariff reduction and unification, and
a more flexible exchange rate management, designed to place the economy on an outward-oriented growth
path.

Economic Integration, Preferential Markets and Bilateral Agreements in the WH

Numerous trade accords have been signed, and more are under discussion. Four of the initiatives involve
the United States; NAFTA, the Enterprise for the Americas Initiative (EAI), the Caribbean Basin Initiative
(CBI), and the Andean Trade Preference Act (ATPA). Several other integration initiatives include
agreements between groupings of countries and bilateral arrangements (Appendix Tables 2 and 3).

Under NAFTA, the bilateral arrangements between Mexico and the United States and Mexico and Canada
have removed or phased out tariffs on a broad range of agricultural products. Also, each country is
permitting duty-free access to a portion of the market for certain highly sensitive commodities, including
corn, dry beans, and poultry in Mexico; and fruits and vegetables in the United States. Under NAFTA,
the import licensing restrictions have been replaced with either tariff-rate quotas or ordinary tariffs to be
phased out within 5-15 years, depending on the product. During the transition period, each country may
adopt or maintain special safeguard measures in the form of tariff quotas for certain products.

The EAI, still under development, is intended to encourage trade liberalization, reduce developing country
debt, and increase foreign investment in developing countries. The trade proposal supports a Hemisphere-
wide free trade zone. The relative size of the Latin American market is suggested by a population of about
440 million, and aggregate GDP of over $1.0 trillion.

The United States implemented two trade preference programs for the LAC region. The first, the CBI,
was started in 1984 for 24 countries of the Caribbean and Central America regions. The second preference
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program, the ATPA, was authorized in 1991 to help fight drug production in Latin America by increasing
output of other crops. It was implemented in July 1992 for Bolivia and Colombia, and in August 1993 for
Peru, and June 1994 for Ecuador. The ATPA expires in 2001.

There are several regional trading blocks not associated with the United States. The Canada-Caribbean
Commonwealth program (CARIBCAN), maintained by Canada to provide duty-free access for
commodities produced in 19 Commonwealth countries and territories. The Caribbean Community and
Common Market (CARICOM), which consists of Caribbean countries formerly under British rule. The
target date for a CARICOM single market is 1994. The region plans to reduce the common external tariff
from a high 45 percent to 20 percent by 1998. CARICOM and Venezuela signed in 1993 a one-way free
trade agreement, which permits the free importation of some CARICOM products into Venezuela, while
other- commodities are receiving gradual tariff reductions to be eliminated by 1996. Venezuelan goods are
receiving MFN status in the CARICOM market.

Economic integration of several countries is not a new concept in Latin America. For more than forty
years, as Latin America became increasingly aware that the creation of a common market was essential
to economic development, the LAC countries attempted at various times to form an "economic block"
either as a region or with the rest of the Western Hemisphere. The countries of Greater Colombia -
Ecuador, Colombia and Venezuela implemented a customs union; Argentina signed trade treaties with
Chile, Paraguay, Bolivia, and Peni; and the countries of Central America have negotiated several bilateral

trade agreements. Although most of this arrangements have been short-lived, they served as precedents
for later economic integration proposals.

Within the past decade, Latin America has developed a substantial number of regional trade blocks,
multilateral trade agreements, and bilateral trade accords which promise various benefits (Tables 2 and
3). Some of the most significant subregional agreements in Latin America, in addition to CARICOM,
include the Latin American Integration Asociation (ALADI), the Andean Group (also known as the Andean
Pact), the Central American Common Market (CACM), the Common Market of the South MERCOSUR),
and the recently announced Group of Three (G3).

The Latin American Integration Asociation, ALLADI, also known as the Montevideo Treaty include
Argentina, Bolivia, Brazil, Chile, Colombia, Ecuador, Mexico, Paraguay, Peru, Uruguay, and Venezuela.
Formerly the "Latin American Free Trade Association” (LAFTA, 1961), ALADI was established in 1980
to promote freer regional trade with preferential tariffs. Although the ALADI's regulatory and institutional
framework bas facilitated subregional (e.g., the Andean Pact, MERCOSUR, G3) and bilateral (e.g.,
Mexico-Chile) agreements; sucesive conflicts between regional and individual country priorities have
hampered global integration within the region.

The Andean Pact (initially Colombia, Venezuela, Bolivia, Ecuador and Perd) or "Cartagena Agreement"
was formed in 1969. Due to political and economic problems, no significant progress was achieved, until
its revival in the early 1990's. In 1993 the average external import tariff of all Andean Pact country
members, including Perd, had been reduced by two-thirds to 13.6 percent (from a record level of 41
percent in 1990). As a result, Andean Group annual trade in 1992 increased by 18 percent, to US$2.1
billion, the largest increase since the group was formed in 1969 ?. Current discussions for the revival of
the Andean Pact center around the establishement of a "common external tariff,” tariff reductions,
harmonization of the price band system, import policy among member countries, and Perd's reintegration
into the Andean Pact, which it abandoned in 1992.
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The Central American Common Market, CACM (Costa Rica, El Salvador, Guatemala, Honduras, and
Nicaragua) has set regional tariff preferences that range from 5 to 20 percent, with a 15 percent common
external average tariff. A free trade agreement was signed by El Salvador, Guatemala, and Honduras in
1992 (the Northern Commercial Triangle, "Tridngulo Comercial del Norte"), but has yet to be
implemented. Nicaragua and Costa rica are expected to join this year. Central America, Veneznela and
Colombia signed a free trade agreement in February 1993, giving many Central American products free
access to the Venezuelan-Colombian market by 1996, and complete access by 1999. Venezuela and
Colombia will receive the same duty free access to the Central American markets in five to ten years,
depending on the product ?.

The complementary economic agreement signed by Argentina and Brazil in July 1986, was expanded to
include Paraguay and Uruguay, resulting in the The Common Market of the South, MERCOSUR. This
trade accord was signed in March 1991 and enacted in 1995 as a customs union and free trade. The largest
regional trade agreement in LAC, MERCOSUR covers over two thirds of the regional area, involves 44
percent of the region's population and contributes with 51 percent of Latin America's GDP (2). Since its
establishment, trade among memeber countries has increased to more than $9 billion, including a 25
percent increase in 1993.

The Group of Three, G3 (Mexico, Colombia, and Venezuela) finalized negotiations for a trade agreement
December 2, 1993, and began implementation in January 1995. The three countries agreed to phase-out
tariffs for 60 percent of traded agricultural products within 10 years. Remaining more sensitive goods are
being excluded from the agreement. The G3 is also negotiating separate trade agreements with Central
America and CARICOM.

Several bilateral agreements have been signed, and more are under discussion. Bilateral trade accords
country to country or within groupings of countries include different forms of the integration: the wider
free trade agreements (Colombia-Venezuela, 1992); friendship treaties for trade cooperation (Chile-
Argentina, 1984); sectoral agreements that make special reference to certain services (Mexico-Brazil,
1990); framework agreements; and the most common, the complementary economic agreements (CEA).
Some bilateral agreements also include provisions on reciprocal investment and provisions for industrial
cooperation (Argentina-Bolivia, 1989) (See Appendix Table 3).

Patterns of Trade for Agricultural Products in the Western Hemisphere

Promotion of economic cooperation among countries in the western hemisphere has received increasing
attention by economists and policy makers in recent years as an instrument for increasing trade and income
while bringing about more balanced and equitable regional economic development. While, with a few
exceptions, the relative importance of agricultural products in the total trade of western hemisphere
countries has declined in the last twenty years, expansion of this trade remains of critical importance to
those countries in the region which still rely heavily on agricultural exports for their foreign exchange,
income and employment. In 1992, 11 of the 22 countries in the region (those for which data was availabie)
eamned over 50 percent of their export earnings from primary commodities. Further, agriculture in about
40 percent of the region's countries still provides a significant share (over 20 percent) of GDP and/or
employment. In this paper we focus on the flow of mutual agricultural trade within the hemisphere
between 1981 and 1993 and attempt to explain the underlying factors which have led to either long standing
patterns or recent structural changes in this trade.



The data used in this study comes from the U.N. trade database and is in current U.S. dollars. The
definition of total agricultural trade is the standard employed by the USDA, which excludes trade in wood
and wood products and in ocean-caught fish (except if processed into fish oil or fishmeal). This definition
encompasses some 163 agricultural commodities at the SITC four-digit level, including products ranging
from bulk raw materials to shelf-ready foods.

The individual items were first grouped into 68 categories to make the data set more manageable (i.e. for
oilseeds we kept soybeans and cottonseed separate and gouped the rest into other oilseeds). A more
general grouping was also made, based on whether each product fell into one of four broad categories:
1) bulk unprocessed products (grains, oilseeds, fibers, raw sugar), 2) bulk processed products (flour, oils
and oilmeals, live animals, etc.), 3) consumer-ready unprocessed products (fresh fruits, vegetables and
nuts, coffee, cocoa, fresh and frozen meats, etc.) and 4) consumer-ready processed products (breakfast
cereals, pastas, processed meats and dairy products, processed fruits and vegetables, beverages, refined
sugar etc.).2 The latter three categories make up what is generally referred to as high-valued products.

Trade among countries in the western hemisphere can be seen in its correct perspective only if their trade
with the rest of the world is also taken into account. It is appropriate therefore to begin by summarizing
the salient features of the overall performance of western hemisphere countries in world agricultural trade.

During the twenty year period from 1971-73 to 1991-93, the share of agricultural exports of western
hemisphere countries in their total exports fell from 24 percent in 1971-73 to 19 percent in 1981-83 and
12 percent in 1991-93 (table 1). The share of agricultural imports in total imports also fell, from 10.5
percent in 1971-73 to 7.6 percent in 1981-83 and to 6.1 percent in 1991-93. While the western hemisphere
has traditionally been a net exporter of agricultural products to the rest of the world the gap between
exports and imports has recently begun to close. Between 1981-83 and 1991-93, the value of total western
hemisphere agricultural exports to the rest of the world grew by less than one tenth of one percent per year,
from $54.6 to $55.2 billion. By contrast, their imports grew by 3.9 percent per year, from $13.7 to $20.1

billion resulting in a 15 percent drop in their trade surplus with the rest of the world, from $41.0 to $35.1
billion.

The performance of countries in the western hemisphere in exporting agricultural products has lagged far
behind that of the rest of the world, as reflected in their declining share of world agricultural exports.
Between 1981-83 and 1991-93, the value of world agricultural exports increased by 4.6 percent per year,
resulting in a sharp drop in the region's share of the global market from 35.0 to 26.2 percent. During the
same period, the region's share of total world agricultural imports remained unchanged at 15.5 percent.

As a result, the ratio of agricultural imports to exports for the region vis-a-vis the rest of the world
increased from 25 to 36 percent.

The region's relative decline as an exporter of agricultural products is demonstrated by the fact that of the
68 agricultural items in our database composing total agricultural trade, the region's share of world exports

2

Appendix Table 4 contains a complete listing of the items contained in the database, divided into
the four-way classification scheme listed above.
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decreased for 37 of them between 1981-83 and 1991-93. During 1991-93, the region accounted for over
half of the world's exports of 10 commodities, down from 12 in 1981-83.

During the last twenty years, several dramatic changes have taken place in the structure of agricultural
trade both at the global and regional levels. As shown in table 2, the portion of the total value of global
agricultural trade accounted for by bulk goods has dropped from 52 percent to just 41 percent, led by a
drop in the trade of raw materials (bulk unprocessed goods). This category was the only one in which the
total value of trade actually went down between 1981-83 and 1991-93. Perhaps the most eye-catching item
in this table, however, is the impressive growth in the trade of consumer processed items, which increased
in value by an average 7.8 percent per year to more than double its value of 1981-83. In fact, a ranking
of the four categories in 1981-83 shows that they were almost equal in market share, with the most
important being bulk unprocessed (26.8 percent), followed by bulk processed (25.3 percent), consumer
unprocessed (24.4 percent) and consumer processed (23.5 percent). By 1991-93, the order had reversed
itself, with consumer processed trade having jumped from number four to number one with 31.6 percent
of the total while bulk unprocessed trade dropped to fourth with a market share of only 16.5 percent.

While somewhat similar changes in the structure of agricultural trade occurred at the regional level, the
composition of trade is quite different between the world and the western hemisphere. While trade at the
world level was split almost equally between bulk and consumer goods in 1981-83, table 2 shows that the
western hemisphere is primarily exporting bulk products (77 percent of total exports) to the rest of the
world while primarily importing consumer-ready products (70 percent).

Between 1981-83 and 1991-93, however, the value of bulk unprocessed exports from the region dropped
dramatically as did its share of total value, from 55 to 39 percent. The value of western hemisphere
exports of the other three categories all went up, although, as was true of global trade, the rate of gain was
most impressive in the consumer processed category, where exports increased by over 6 percent per year
to almost double in value during the period. Despite this impressive increase, this category of products
remained as the only one where the western hemisphere countries ran a trade deficit with the rest of the
world.

On the import side, the western hemisphere showed increases in the value of imports of all categories, even
of bulk unprocessed commodities. In terms of the structure of imports, there was little change, with slight
increases in the shares of the two bulk categories and the consumer processed one and a decrease in the
share accounted for by consumer unprocessed imports. What stands out, however, is the portion of
imports from the rest of the world that are accounted for by high value products (made up of bulk
processed goods and the two consumer-ready sub-categories). In 1991-93, 94 percent of the region's
agricultural imports fell into this category as opposed to only 61 percent of its exports. Clearly, the region
either lags behind the rest of the world in the movement to upgrade its processing sector in order to capture
the value added associated with importing raw materials and exporting finished or semi-finished agricultural
products or there are some significant differences in the rate of tariff escalation between the region and the
rest of the world that favor trade of raw materials in one direction and processed goods in the other.

A closer look at trade between the western hemisphere and the rest of the world reveals a high degree of
concentration in both a few commodities and a few countries. Of the 60 commodities in our database, the
top ten accounted for almost 53 percent of the region's exports to the rest of the world during 1991-93
down from 64 pctcent in 1981-83 (table 3). While on the import side the concentration was somewhat
less, the top ten items still accounted for 40 percent of the total in 1991-93 as opposed to 45 percent in
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1981-83. Not surprisingly, the top three and six of the top ten items on the export side were bulk items
with the remaining four being from the consumer unprocessed

category. On the import side six of the top ten were consumer-ready items including five which fell into
the highest value-added category, consumer processed items.

While the United States accounts for a dominant share of the region's agricultural exports to and imports
from the rest of the world, this share has decreased over time. In 1981-83 the United States accounted for
56 percent of the value of all agricultural exports from the region to the rest of the world while accounting
for 74 percent of all imports (table 4). By 1991-93 the U.S.'s export market share had dropped to 55
percent as the value of its exports decreased from $30.7 to $30.3 billion. Despite the region's poor export
performance during this period, three of the countries (Peru, Ecuador and Chile) saw their exports increase
by over 10 percent per year during this period. Chile, in particular, experienced impressive growth as its
exports increased by over $660 million to exceed $1 billion per year by 1990. As is evident in table 4,
total exports are highly concentrated among the top four exporters (the U.S., Brazil, Canada and
Argentina) with 89 percent of all exports in 1981-83 shared among this group. By 1991-93 this portion
had dropped slightly, to 85 percent, due primarily to a decline of over $1 billion in the value of agricultural
exports from Canada, which saw its trade balance with countries outside of the region go down by 40
percent during this period.

On the import side, the United States saw its share drop from 74 to 68 percent, as the region's imports
from the rest of the world increased by an average of 4 percent per year versus 3 percent for the United
States. Mexico, Brazil and Argentina each increased their imports from the rest of the world by over 10
percent per year during this period. This led to a drop in their combined trade balances with countries
outside the region of almost $1.5 billion. In particular, Mexico's balance went from a surplus to one of
the region's few and, in fact, largest trade deficits with the rest of the

world. No country, however, saw its trade balance drop as sharply as the United States, which
experienced a decline of over $4 billion.

Growth of I ional Trade in Aszicultural Prod

Despite the region's poor overall performance in exporting agricultural goods during the eighties,
agricultural trade among countries in the western hemisphere, i.e. intraregional trade, turned out to be one
of the more dynamic components of international agricultural trade during this period. Between 1981-83
and 1991-93 intraregional agricultural trade increased by 5.1 percent per year, from $18.8 to $31.0 billion
(table 5) and currently accounts for almost 10 percent of the value of world trade. There has also been a
sharp increase in the portion of the region's total agricultural exports that are destined for regional trading
partners, from 26 in 1981-83 to 36 percent in 1991-93. In recent years, mutual trade among western
hemisphere countries has also tended to form an increasing proportion of the region's total agricultural
imports, growing from 54 percent in 1986-88 to 61 percent in 1991-93.

While several changes have occurred in the commodity structure of intraregional trade, none are quite as
pronounced as what has occurred at the global level. Currently, raw material trade (bulk unprocessed)
constitutes less than 20 percent of intraregional trade, having shown little growth in value between 1981-83
and 1991-93 and thus dropping from being the second most important category to fourth during this period.
By contrast, trade in high value products grew by 6.3 percent per year, increasing in market share from
72 to 81 percent over the same period. Within this grouping, the fastest growth has been in trade of bulk
processed items, which increased by an impressive 8.1 percent over the period studied.
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A closer look at the commodity structure of intraregional trade shows the extent to which this trade has
diversified over the last ten years. The top ten commodities in terms of export value accounted for only
40 percent of intraregional trade in 1991-93 versus 50 percent in 1981-83 (table 6). While the top two itemns
traded, coffee and wheat, remained in the same position between the beginning and end of the period, both
were down in value. Three new items were in the top ten by 1991-93, live cattle, grain-based foods and
fresh fruit, having replaced refined sugar, soybeans and other grains. The commodities that suffered the
greatest drop in value traded between 1981-83 and 1991-93 were refined sugar ($1 billion to $300 million),
leguminous vegetables ($330 to $223 million) and cocoa beans ($176 to $154 million). On the plus side,
the three commodities which gained the most in value of trade were grain-based foods ($284 million to
$1.2 billion), fresh fruit ($256 to $941 million) and preserved vegetables ($41 to $439 million).

With the exception of Ecuador and Argentina, all of the countries in the region showed a decrease between
1981-93 and 1991-93 in the percentage of their total export value that was due to the top ten items (table
7). For Ecuador the increase was due to a significant jump in banana and plantain exports, which in 1991-
93 were equal in value to the country’s total intraregional agricultural exports in 1981-83 and accounted
for 64 percent of the country's total intraregional agricultural exports. For Argentina it was due to
impressive increases in intraregional exports of wheat, corn and vegetable oil as the country's focus in
exporting these products turned from markets outside of the region to neighboring markets.

Among those countries that have diversified their exports to the region, none has been as successful as the
United States. Between 1981-83 and 1991-93, the United States sharply increased its exports of meats
(beef and poultry), fresh vegetables and grain-based foods (including breakfast cereals, pastas and baked
goods) at the expense of wheat and corn. Wheat exports, in particular, declined from the number one spot
at $1.35 billion in 1981-83 to number five at $ 523 million during 1991-93. As a result, United States'
exports of products in each of the high value consumer-ready categories exceeded those of bulk
unprocessed commodities in 1991-93. This is in sharp contrast to the situation in 1981-83, when exports
of bulk unprocessed goods was forty percent higher in value than those of the two consumer-ready
categories combined.

A significant feature of intraregional trade between 1981-83 and 1991-93 was that those commodities
experiencing the fastest rate of growth also tended to experience less concentration among the four leading
exporters. Sharp increases in demand tended to be met by an increase in the number of countries exporting
within the region. While this phenomenon would seem to imply that the barriers to entry for exporters are
not high, the question remains whether these exports were provided by domestic firms or by multinationals
looking to diversify their sources of supply. The fastest growing items mutually traded within the region
included live cattle, meats (beef and poultry), certain fruits and vegetables (fresh and preserved), grain-
based foods (including breakfast cereals, pastas and baked goods), cut flowers, tobacco and cotton. By
contrast, their were some items which declined in value during this period, including refined sugar, coffee,
cocoa, and most of the bulk grains and oilseeds. Among those items that showed little or negative trade
expansion the degree of concentration among the four top exporters tends to be higher.

There have also been notable changes in the pattern of country participation in intraregional trade. In
particular, the share in intraregional trade of the three NAFTA countries increased rapidly in the decade
of the eighties. In 1981-83 the U.S., Canada and Mexico accounted for 56 percent of total intraregional
exports and 67 percent of imports, as table 8 shows. By 1991-93 these percentages had increased to 63
and 74, respectively. While the NAFTA countries held there spots as the top three importers during this
period, they are now also the top three exporters within the region, with Canada having supplanted Brazil
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in the number two spot while Mexico lept above Brazil and the CACM to the number three spot. Also
worth mentioning is the growth in exports from Chile and Argentina to the rest of the region. In 1991-93,
Argentina had the largest trade surplus with its regional trading partners, almost equal in size to the U.S.'s
deficit of $2 billion (the region's largest), while Chile managed to turn a $200 million deficit into a $770
million surplus between 1981-83 and 1991-93.

Not all of the countries in the hemisphere shared in the growth of intraregional trade during the eighties.
Brazil and the Caribbean region saw their export value drop by $240 and $180 million dollars,
respectively. For the Caribbean countries this represented an almost 25 percent drop during the period.
Venezuela was the only country in the region for which imports decreased, due perhaps to sharply reduced
exports earnings from petroleum exports between the beginning and end of the period. At the same time,
however, Venezuela's agricultural exports increased impressively.

A gricultural Trad he Region's Trade Bl

Rapid growth of trade in agricultural commodities within the western hemisphere during the past twenty
years has been the result of the expansion in trade within trade blocs rather than expansion of trade between
these blocs and other countries. Table 9 partitions intraregional export growth among the regions four
largest economic groupings: the Andean Pact, MERCOSUR, NAFTA and the CACM. Other countries
not belonging to one of these groups are also shown in the table including Chile and the Caribbean
countries, as well as an additional region entitled Other Latin America (Belize, Panama, other South
America) to account for total export growth. As is evident, mutual trade between the NAFTA countries
has accounted for the bulk (77 percent) of export growth in the region. One of the outstanding features
in the region's trade patterns is the growing concentration in agricultural exports among these three
countries. By contrast, the next largest source of export growth in the region were the MERCOSUR
countries which accounted for 11 percent of the total. Part of this growth by NAFTA was the result of
diverting exports from other countries in the region to trading partners within NAFTA, as the value of
exports from NAFTA countries to others in the region actually went down from $4 to $3.5 billion between
1981-83 and 1991-93 while trade within the group increased from $6.5 to $15.8 billion.

A breakdown of trade by economic groups reveals that the NAFTA group is the only one where over half
of total intraregional exports are to partners within the group. In fact, between 1981-83 and 1991-93, the
percentage of total intraregional trade from NAFTA countries that was made up of mutual trade within the
group grew from 62 to 82 percent. For the MERCOSUR countries the figure increased from 21 to 35
percent while for the Andean Pact countries it increased from 8.5 to 18 percent. Only in the CACM did
trade within the group drop as a percent of total intraregional trade, from 11 to 8 percent.

Table 10 depicts the changes in market share by economic group between 1981-83 and 1991-93. As
already mentioned, the NAFTA countries accounted for 63 percent of total intraregional trade during 1991-
93. All of the other groups saw their share of intraregional exports drop during this period. The increase
in market share by NAFTA was especially pronounced in the consumer-ready categories, where trade

* within the group has grown the most. The total export market share of NAFTA countries in the two bulk
categories actually dropped as exports of commodities in these two categories from NAFTA to other
countries in the region plummeted. Trade within NAFTA went up even for these two categories. The
MERCOSUR group was the largest gainer in the bulk categories, with their market shares going from 14
to 24 percent in the bulk unprocessed group and from 16 to 18 in the bulk processed.



United States' Trade Patterns with the Western Hemisphere

The United States and the rest of the Western Hemisphere are major agricultural net exporters, exporting
almost twice as much as they import in value terms. The United States and the rest of the WH both ship
over one-quarter of their exports to each other and obtain almost half of their agricultural imports from
each other.

LAC countries have always been important markets and sources of supply for the United States and during
the past decade that trade has become even more important. The largest WH agricultural trading partners
for the United States are Canada and Mexico. The United States ships more than one-quarter of the value
of its agricultural exports, $12 billion in 1993, to WH countries. U.S. agricultural exports to WH countries
consist of feed grains, wheat, pulses, oilseeds and products, sugar, seeds, deciduous fruits, cattle, beef and
veal, pork, poultry, and dairy products.

The United States also receives over half of its agricultural imports, $13 billion in 1993, from WH
countries. Major imported commodities include horticultural and tropical products, coffee, cut flowers,
bananas, cattle, and fresh noncitrus fruits. The WH is also an important source for U.S. imports of
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