Order Code RL34134

CRS Report for Congress

Agriculture in U.S. Free Trade Agreements:
Trade with Current and Prospective Partners,
Impact, and Issues

Updated January 30, 2008

Remy Jurenas
Specialist in Agricultural Policy
Resources, Science, and Industry Division

Prepared for Members and
Committees of Congress

Congressional

Research
~ § Service




Agriculture in U.S. Free Trade Agreements: Trade with
Current and Prospective Partners, Impact, and Issues

Summary

Trade in agricultura products frequently is one of the more difficult issues
negotiatorsfacein concluding freetrade agreements(FTAS). WhileU.S. negotiators
seek to eliminate barriers to U.S. agricultural exports, they also face pressures to
protect U.S. producers of import sensitive commodities (i.e., beef, dairy products,
sugar, among others). FTA partner country negotiators face similar pressures. One
U.S. objectiveisfor FTAsbe comprehensive (i.e., cover all products). For the more
import-sensitiveagricultural commodities, negotiatorshaveagreed onlongtransition
periods, or compromised to allow for indefinite protection of afew commodities. In
addition, because of political sensitivities for the United States or its partners,
negotiatorsexcluded sugar inthe AustraliaFTA, tobacco inthe Jordan FTA, andrice
inthe KoreaFTA.

Though food safety and animal/plant health matters technically are not part of
FTAsS, resolving outstanding disputes and reaching common understanding on the
application of science-based rules to bilateral trade have directly affected the
dynamicsof concluding recent FTAsand/or the process of subsequent congressional
consideration. Oneexamplehasbeenthehigh U.S. priority to secure assurancesthat
prospective FTA partners allow imports of U.S. beef in accordance with
internationally recognized scientifically based rules.

Most of the U.S. agricultural export gains under FTAs have occurred with
Canada and Mexico, the top two U.S. agricultural trading partners. Though U.S.
sales to overseas markets were expected to increase anyway because of population
growth and income gains, analyses suggest that the FTAs recently put into effect or
concluded since 2004 could boost U.S. agricultural exports by an additional 3.9%to
7.2%. Becauseof thereciprocity introduced into the agricultural trading relationship
in those FTAs concluded with several developing countries that protect their farm
sectors with high tariffs and restrictive quotas, U.S. exporters will benefit from
increased sales. Net U.S. agricultural imports under these FTAs could be 1.5%
higher than forecast.

The share of two-way U.S. agricultural trade (exports and imports) covered by
FTAs has increased from 1% in 1985 (when the first FTA took effect) to 41% in
2006 (reflecting FTAs with 13 countries). Ranked in order, they are Canada,
Mexico, Australia, Chile, Guatemala, Honduras, Israel, El Salvador, Singapore,
Morocco, Nicaragua, Jordan, and Bahrain. If trade is included with nine other
countries with which FTAs have been: approved but are not yet in effect (Costa
Rica, Oman, and Peru); concluded and awaiting consideration in the 110" Congress
(Colombia, Panama, and South Korea); took effect in 2007 (Dominican Republic);
and may be concluded (Thailand and Malaysia) — another 9% of U.S. agricultural
trade would be covered.

This report will be updated to reflect developments.
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Agriculture in U.S. Free Trade Agreements:
Trade with Current and Prospective
Partners, Impact, and Issues

Recent Developments

In his State of the Union address on January 28, 2008, President Bush called
upon Congressto approvethisyear pending freetrade agreements (FTAS) negotiated
with Colombia, Panama, and South Korea. He emphasized the importanceto U.S.
economic growth of opening up new markets overseas and noted how these FTAS
“will level the playing field” in giving the United States better accessto 100 million
customers in these three countries.

On January 23, Senator Baucus (chairman of the Senate Finance Committee)
called for the quick conclusion of a new import protocol with South Korea
(consistent with internationally recognized guidelines) providing full accessfor U.S.
beef, regardless of the cut of beef or the age of cattle. In aletter to U.S. Trade
Representative Schwab, he again reiterated that the FTA negotiated with Koreawill
not move forward in his committee until such a protocol isin place and U.S. beef
saleshaveresumed. The Senator stated the protocol must clearly outlinethe criteria
U.S. beef producers must meet to sell to the Korean market, and must include both
a process for handling problems that arise and a mechanism to quickly resolve
disputes on administering or interpreting the protocol’s terms with minimal trade
disruption.

From January 14 to 18, U.S. trade officials held the eighth formal negotiating
round on abilateral FTA with their Malaysian counterparts. Press accounts report
that the Bush Administration seeksto conclude atrade agreement by late spring with
the intent to present it to Congress for approval this summer.

On December 14, 2007, President Bush signed into law (P.L. 110-138) a
measureto implement the FTA with Peru. Earlier on November 8, the House passed
the United States-Peru Trade Promotion Agreement Implementation Act (H.R.
3688); the Senate approved it on December 4.

Background

U.S. farmers and ranchers, agribusiness firms, and food manufacturers view
effortsto expand commaodity and food exportsasvital toimproving farmincomeand
business profitability. For thisreason, many U.S. policymakers since the mid-1980s
have viewed negotiating trade agreementsasaway to create opportunitiestoincrease
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agricultural sales overseas, primarily by seeking to lower and/or eliminate other
countries' trade barriers (e.g., tariffs and quotas). To accomplish this, the United
States has had to reciprocate by lowering similar forms of border protection onfarm
and food productsimported from prospectivetrading partners. Because of theimport
sengitivity of some U.S. commodity sectors (e.g., beef, dairy, and sugar, among
others) to the prospect of increased competition from foreign suppliers, the executive
branch has had to take the concerns of producers of these commoditiesinto account
during negotiations, in order to secure congressional approval of concluded trade
agreements.

The 1994 Uruguay Round Agreement on Agriculture negotiated under the
structure of the multilateral institution that preceded the World Trade Organization
(WTO) created substantial export opportunitiesfor U.S. agriculture and agribusiness
by partially lowering then-existing trade barriers worldwide. However, the U.S.
FTAs that took effect with Canada in 1989 and with Mexico in 1994 (when both
were combined into the North American Free Trade Agreement (NAFTA)) were
more ambitiousthan the Uruguay Round in reducing barriersto bilateral agricultural
trade. With these two trade agreements setting into motion a process that removed
many, or all, formsof border protection by theend of 10 or 15 year transition periods,
respectively, Canadaand M exi co becametwo of thefastest-growing marketsfor U.S.
agricultural exports. During the period from the mid-1980s to 2001, the United
States also entered into two other FTAs— with Isragl and Jordan (T able 1, top).

Since 2002, the Bush Administration has pursued a strategy that emphasizes
negotiating trade agreements on threefronts— the multilateral, theregional, and the
bilateral. This policy of “competitive trade liberalization” advocates using
comprehensive bilateral FTAS as leverage to advance U.S. trade objectives in the
multilateral WTO and regional (such as the failed hemispheric Free Trade Area of
the Americas) trade negotiations, including those objectiveslaid out for agriculture
(see next section).

Applyingthisstrategy under trade promotion authority, the Bush Administration
since mid-2002 initiated FTA negotiations with 23 countries, and concluded
agreements with 14 of them. Of these, Congress has approved eight FTAs with 12
countries. Agreements with 10 countries have gone into effect (Table 1, bottom).
FTAswith three other countries (Costa Rica, Oman, and Peru) have been approved
by Congress but not yet implemented for various reasons. Three FTAs await
congressional consideration (Colombia, Panama, and South Korea). Negotiations
with Malaysia are continuing despite the expiration of trade promotion authority
(TPA), while talks with Thailand are suspended (Table 2). See Key Steps before
an FTA Can Take Effect (below) for an explanation of the terms used to signify
steps from when the decision is made to negotiate through when an FTA is fully
implemented.*

! Under the trade promotion authority enacted in 2002, Congress authorized the President
to enter into trade agreements and to have their accompanying implementing bills
considered under expedited |legislative procedures. The TPA statute (Title XXI of P.L. 107-
210) prescribescertain obligationsthe President’ snegotiators must meet in concluding such

(continued...)
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Table 1. Current U.S. Free Trade Agreements, by Date of Entry

Date Negotiations Date Entered Into Yearsin

Partner Country Began Force Effect
Negotiated under Earlier Trade Agreement Negotiating Authorities
|srael January 17, 1984 September 1, 1985 22
Canada June 17, 1986 January 1, 1989 19
Mexico June 12, 19912 January 1, 1994 14
Jordan June 26, 2000 December 17, 2001 6
Negotiated and/or Concluded under Latest Trade Promotion Authority
Singapore December 4, 2000 January 1, 2004 4
Chile December 6, 2000 January 1, 2004 4
Austraia March 17, 2003 January 1, 2005 3
Morocco January 21, 2003 January 1, 2006 2
El Salvador

(DR-CAFTA) January 27, 2003 March 1, 2006 <2
Honduras .

(DR-CAFTA) January 27, 2003 April 1, 2006 <2
Nicaragua .

(DR-CAFTA) January 27, 2003 April 1, 2006 <2
Guatemala

(DR-CAFTA) January 27, 2003 July 1, 2006 <2
Bahrain January 26, 2004 August 1, 2006 <2
Dominican Republic

(DR-CAFTA) January 12, 2004 March 1, 2007 <1

DR-CAFTA — Dominican Republic-Central American Free Trade Agreement

Sources: U.S. International Trade Commission, selected annual issues of the Operation of
the Trade Agreements Program publication series; U.S. Trade Representative, Annual
Report of the President of the United States on the Trade Agreements Program, 1984-85,
February 1986, p. 97, and selected press rel eases accessed at [http://www.ustr.gov/Trade
Agreements/Bilateral/Section_Index.html]; CRS Report RL31144, The U.S-Chile Free
Trade Agreement: Economic and Trade Policy Issues, by J. F. Hornbeck, September 10,
2003, Appendix 1; and CRS Report RL 30652, U.S-Jordan Free Trade Agreement, by Mary
Jane Bolle, December 13, 2001, p. 1.

a. Canada also participated in the initiation of NAFTA negotiations.

1 (...continued)

agreements, and lays out atimetable for their consideration by Congress. The latter begins
with apresidential notification to Congress of hisintent to sign an agreement, followed by
anumber of requirements (with accompanying deadlines) to be met during this process (see
Appendix A in CRS Report RL33743, Trade Promotion Authority (TPA): Issues, Options,
and Prospects for Renewal, by J. F. Hornbeck and William H. Cooper, for an illustrated
timeline).
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Table 2. Status of Pending U.S. FTAs

Date Negotiations
Began Status?

Prospective FTA Partners’
CostaRica Approved by United Sates;
(DR-CAFTA) January 27, 2003 August 2, 2005
Approved by United States: “°
Oman March 12, 2005 September 26, 2006
Approved by United States; “°
Peru May 18, 2004 December 14, 2007
, Sgned:
Colombia May 18, 2004 November 22, 2006
Signed:
Panama February 26, 2004 June 28, 2007
Sgned:
South Korea June 5, 2006 June 30, 2007

Possible FTA Partners

. Last negotiating round held
Malaysia June 12, 2006 in mid-January 2008
: Suspended by Thailand
Thailand June 28, 2004 on February 24, 2006

DR-CAFTA — Dominican Republic-Central American Free Trade Agreement

Source: U.S. Trade Representative, selected press rel eases accessed at [http://www.ustr.
gov/Trade_Agreements/Bilateral/Section_Index.html]; CRS Report RL32314, U.S-
Thailand Free Trade Agreement Negotiations, by Raymond J. Ahearn and Wayne M.
Morrison, January 16, 2007, p. 1; CRSReport RL 33445, The Proposed U.S.-MalaysiaFree
Trade Agreement, by Michael F. Martin, May 15, 2007, Appendix A.

a SeeKey Stepsbeforean FTA Can TakeEffect (below) for an explanation of theterms
used in this table to signify the different stages or steps that occur in the process of
negotiating an FTA.

b. FTAs that require actions that would lead to agreement taking effect, or await
consideration by Congress and/or other country’s legislature.

c. Datethat U.S. implementing bill was signed into law.

d. Though Costa Rica has approved DR-CAFTA, itslegislatureis still considering billsto
conform its laws to the trade agreement’ s provisions, a process that may be completed in
early 2008.

e. Presidential proclamation to put FTA into effect has not yet been issued.

f. FTA taks continue or are on hold.
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Key Steps beforean FTA Can Take Effect
Under Trade Promotion Authority (TPA)*

The process followed in negotiating an FTA and seeking congressional approval
involvesseveral stepsand can takeafair amount of time. With several terms (found
throughout this paper) used to signify the major pointsin the process before atrade
agreement can become law, the following generic schedule reflects the timetable
laid out in trade promotion authority. Thisisto provide context for understanding
the status of an FTA at any particular point in time.

Decision to President must notify Congress of hisintent to negotiate a
Negotiate trade agreement at least 90 days before talks actually begin.
Negotiations Negotiators from both sides sit down at their first meeting to
Begin exchange views and begin to prepare a negotiating agenda.
Neqotiations Negotiators make last minute compromises to clinch adeal,
i, and make an announcement that they have concluded an
Conclude
FTA.
Anytime after the talks conclude, President must notify
Signing of Congress of hisintent to sign an agreement at least 90 days
Agreement before this occurs. Once signed, the President has discretion
on when to submit the FTA to Congress for avote.
. When the President submits an FTA to Congress, a 90-day
Congressional

timetable is set into motion for an up or down vote in the

Clonsleration House and Senate on the bill to implement the agreement.

If both chambers pass the implementing bill and the President
A I signsit into law, the FTA isapproved. The FTA partner
pprova country’s legislature, under its laws and procedures, must
also formally approve the FTA.

Once both countries have approved the FTA and are satisfied
that all outstanding issues pertinent to the FTA have been

Takes Effect or addressed, they decide on a date when the agreement’s
Entersinto provisions will be implemented. Under U.S. law, the
Force President issues a proclamation that amends U.S. tariff

schedules to reflect the FTA’s provisions, and specifies the
date the agreement takes effect, or “entersinto force.”

* While TPA (Title XXI of P.L. 107-210) expired on July 1, 2007, the process
laid out for considering trade agreements signed before that date still applies,
irrespective of when the President decides to send an agreement to Congress for
approval.

This report looks at developmentsin U.S. agricultural trade with each current

and prospective FTA partner, and theissues that came up during negotiations or that
are still outstanding.
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U.S. Negotiating Objectives for Agriculture in FTAs

Sincemid-2002, the Bush Administration’ sFTA negotiationshave beenguided
by provisions spelled out in TPA authority in support of the overall agricultural
negotiating objective: “to obtain competitive opportunities for U.S. agricultural
commodities in foreign markets and to achieve fairer and more open conditions of
trade in bulk, specialty crop, and value-added commodities.”?> Other stated U.S.
objectives pertinent to negotiating bilateral FTAs are:

e to ‘seek to’ eliminate ‘on the broadest possible basis' tariffs and
other charges on agricultura trade;

e to‘'seek to’ eliminate non-tariff barriersto U.S. exports, including
licensing barrierson agricultural products, restrictiveadministration
of tariff-rate quotas, unjustified trade restrictions that affect new
U.S. technologies (i.e., biotechnology), and other trade restrictive
measures that U.S. exporters identify;

¢ toprovide adequatetransition periodsand relief mechanismsfor the
U.S. agricultural sector to adjust to increased imports of sensitive
products;

e 10 seek to eliminate partner government practices that adversely
affect U.S. exports of perishable or cyclical agricultural products,

e to eliminate any unjustified sanitary and phytosanitary (SPS)
restrictions imposed by the prospective partner and seek its
affirmation of its WTO commitments on SPS measures; and

e to develop a mechanism with each partner to support the U.S.
objective to eliminate all agricultural export subsidiesin the WTO
negotiations.®

In the FTA negotiations initiated by the Bush Administration, U.S. officials
frequently have affirmed their position that no product or sector should be excluded,
particularly when partner negotiators(injockeying for leverage) seek to excludetheir
sensitive agricultural commoditiesfrom coveragein thefinal agreement. Also, U.S.
officias repeatedly have made clear that theissue of U.S. farm support or subsidies,
which some countries have sought to place on the FTA negotiating table, will only
be addressed in the WTO multilateral negotiations.

2 Title XXI (Trade Promotion Authority) of P.L. 107-210 (Trade Act of 2002); 19 USC
3801-3813. For alisting of TPA’ sdetailed objectivesfor agricultural negotiations, see CRS
Report 97-817, Agriculture and Fast Track or Trade Promotion Authority, by Geoffrey S.
Becker and Charles E. Hanrahan, pp. 5-6.

% These objectives, among others, frequently were laid out in letters from the U.S. Trade
Representative sent to the Speaker of the House and the President Pro Tempore of the
Senate, notifying Congress of the President’s intent to initiate FTA negotiations with a
specified country.
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Key Agricultural Issues in FTAs

FTAs negotiated by the United States are generally comprehensive in scope.
In addition to addressing market access for agricultural and food products, they
cover trade in all other goods (including textiles and apparel), improved market
access commitments for services and government procurement, protections for
investment and intellectual property rights; and include provisions on dispute
settlement, labor, the environment, customs administration, among other matters.

FTAs establish aframework for liberalizing trade in agricultural commodities
and food products between partners within an agreed-upon time period. Achieving
preferential access as much as possible to each other's market is the primary
objectivein negotiations, with theintent al so to secure acompetitive edge over third
countries that sell into an FTA partner’s market. Accomplishing this requires that
negotiators work to reduce and eventualy eliminate tariffs and quotas on most
agricultural goods. Because the United States and each prospective FTA partner
have some agricultural products that benefit from high levels of border protection,
negotiators spend much of their time wrestling with how to transition these import-
sensitive products towards free trade.

The United States also has sought to address other non-tariff barriers
(particularly those dealing with food safety and animal/plant health — commonly
referred to as SPS measures) on a separate, but parallel, track. Though U.S.
negotiators assert that resolution of outstanding bilateral SPS disputes is not on the
formal FTA negotiating agenda, press reports point toward negotiators on both sides
seeking to resolve such disputes and using them as leverage to achieve other FTA
negotiating objectives. Further, resolving these disputesis viewed as essentia to
ensure that FTA partners do not resort to using these barriers to undercut the
openings created for U.S. exportersin market access talks.

Market Access for Import-Sensitive Agricultural Products

One U.S. objective in negotiations is that bilateral free trade agreements be
comprehensive (i.e., cover al products). For the more sensitive agricultural
commodities, negotiatorsgenerally agreeonlongtransition periodsbeforetariffsand
guotas are completely eliminated. Recently negotiated FTAS, though, provide for
indefinite protectionfor afew commodities. U.S. commoditiesthat areprotected this
way include sugar in four FTAs and beef in the Australia FTA. Such protection
takes the form of slowly-expanding preferential tariff-rate quotas (TRQs) and the
retention of prohibitive tariffs on over-quota imports in perpetuity, the use of
safeguards to protect against import surges, and special mechanisms to address
unique situations (see“ Typesof Provisionsin U.S. FTAsthat Apply to Agricultural
Trade,” below, for an explanation of these and related terms used in this report).
Details on how these and other sensitive commodities are handled differ from one
FTA toanother, and arelaid out in lengthy and compl ex tariff schedulesand annexes
to each agreement’ s agriculture chapter.
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Typesof Provisionsin U.S. FTAs
That Apply to Agricultural Trade

Transition or phase-out periodsrefer to the timeintervals used to completely
remove current trade barriers (tariffs, quotas, and other forms) on agricultural
products. Barriers are eliminated immediately or in stages — set at specific
future pointsintime (e.g., 3, 5, 10, 15 years, etc.). Each stage is sometimes
referred to asa“basket.” Decisions by negotiators on which basket to place each
product in depends on how sensitive one country perceives imports from the
partner country to be to domestic producers. The longest transition periods apply
to the most import-sensitive agricultural products.

Tariff elimination involves reducing atariff to zero, by the end of the transition
period agreed upon by negotiators for each agricultural product. The tariffs
currently in effect are used as the starting point. For many products, tariffs are
eliminated on alinear basis (i.e., equal annual reductions). For the more sensitive
products, tariff reductions occur on a non-linear basis, meaning the tariff only
begins to fall at the mid-point or toward the end of the transition period (i.e.,
backloaded).

Preferential tariff-rate quotas (TRQs) provide for duty-free access of a
specified quantity of a commodity, which expands over time. Imports above this
guota are subject to atariff, which declines over time. At the end of the transition
period, both the quota and tariff no longer apply, allowing for unrestricted access
to the partner’s market. Countries use TRQs to protect their more sensitive
products. The preferential nature of a TRQ in an FTA isthat one partner has a
competitive advantage in selling to the other partner’ s market.

Safeguar ds protect producers of specified agricultural products against sudden
import surges during the transition to free trade (e.g., as tariffs decline and/or
guotas expand). Their use, automatically activated when a product’ s import price
falls below a specified price level or when the quantity entering exceeds a
specified amount, is designed to give producers additional time to adjust to
increased import competition.

Rules of origin specify what is required for an agricultural product to be
considered as having been produced or processed in one country, in order to be
eligible for preferential treatment (e.g., in the form of a zero or declining tariff, or
access under a preferential quota) when exported to the partner’ s market. These
are designed to benefit the firms and exporters operating in the FTA participant
countries, so that those of another country cannot take advantage of one partner’s
preferential accessto the other partner’s market.
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For exampl e, the Dominican Republic-Central American Free Trade Agreement
(DR-CAFTA), the Peru FTA, and the FTAs with Colombia and Panama (till
awaiting congressional consideration) allow the United Statesto capin perpetuity the
amount of sugar that enters. Inreturn, DR-CAFTA alows CostaRicato indefinitely
[imit imports of U.S. fresh onions and fresh potatoes, and the four other Central
American countries to similarly treat imports of U.S. white corn. For the United
States and CAFTA countries, the in-quota amount on only these specified
commodities expandsfrom 1% to 2% each year, while the prohibitive tariff on over-
guota entries never declines. Similarly, while U.S. exporters received increased
access to Morocco’'s wheat market, Morocco will indefinitely apply a quota and a
prohibitive over-quotatariff on U.S. wheat. Thisnew way to addressthe sensitivity
of someagricultural productsisuniqueinthe FT Asrecently negotiated by the United
States, and apparently does not appear in other countries FTAs. Table3and Table
4 |list the sensitive agricultural commodities (as reflected in long transition periods
or special treatment) in each current and prospective FTA, respectively. Additional
information on some commoditiesissummarized inthe FTA-by-country overviews.

Coverage of Agricultural Products in FTAs

The extent to which U.S.-negotiated FTAs have led to complete free trade in
agricultural products has evolved sincethe first two bilateral trade agreements were
negotiated. The FTAswith Israel (1986) and Canada (1998) still limit bilateral trade
in several import-sensitive products with the use of TRQs. However, NAFTA with
Mexico (1994) resulted in bilateral free trade in al agricultural products, effective
January 1, 2008.

Many of the more recent FTAs negotiated by both the Clinton and Bush
Administrations provide for long transitions to free trade for all but a handful of
agricultural commodities and food products. The three exceptions because of
political sensitivitiesfor the United States or its partners are the outright exclusions
for tobacco in the Jordan FTA (2001), sugar inthe AustraliaFTA (2005), andricein
the FTA with South Korea (2007).

Sanitary and Phytosanitary (SPS) Issues*

Decisions by other countries (including current and prospective FTA partners)
on animal, plant, and human health and food saf ety i ssues have significantly reduced
or limited U.S. agricultural salestothese markets. Though U.S. negotiatorsstatethat
they do not view FTA negotiations as the forum in which to try to raise and resolve
these disputes, parallel discussionson these SPSissues have affected the negotiating
dynamics and the pace of concluding several recent FTAs. Also, the slow pace of
movement by FTA partners in implementing side letter commitments reached on
outstanding SPSissues has at timesinfluenced the decision by the Office of the U.S.
Trade Representative (USTR) on when to seek congressional approval of an FTA.
Similarly, the same dynamic has influenced USTR’ s assessment of how to proceed
to conclude an FTA or to complete the required legal steps beforean FTA can enter

* For additional background on theissues covered in thissection, see CRS Report RL33472,
Sanitary and Phytosanitary (SPS) Concernsin Agricultural Trade, by Geoffrey S. Becker.
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into force. Members of Congress also have put the President and trade negotiators
on notice that these issues must be dealt with before FTA talks conclude or
congressional consideration proceeds. Examplesof such devel opmentsare provided
below in the country-by-country section.

Table 3. Agricultural Commodities with the Longest Transition
Periods or Subject to Border Protection Indefinitely in Current
U.S. Free Trade Agreements

Commodities Sensitiveto the;

FTA with
United States Partner Country
Dairy products, peanuts, peanut . :

Canada butter, cotton, sugar and sugar- Da;y tﬂrriductms,arr)o;rlitrré, chicks,
containing products (SCPs) €99s, & 9
Sugar, peanuts, frozen-concentrated | Corn, dry beans, milk powder,
orange juice (FCQJ), certain winter | sugar, dried onions, chicken leg

Mexico vegetables (cucumbers, asparagus, | quarters, high-fructose corn syrup,
broccoli), some processed FCQOJ, some processed vegetables,
vegetables, melons melons

, Sugar (excluded), beef, dairy

Australia products, peanuts, cotton, tobacco None

Chile | Gy pradcis poury, g, | NOrumwhest whest flour,
tobacco, wine = P y

Guatemala White corn, rice, chicken leg

(DR-CAFTA) Sugar, SCPs, beef quarters, dairy products

Honduras White corn, rice, chicken leg

(DR-CAFTA) Sugar, SCPs, beef quarters, dairy products
Butter, sour cream, dried milk . :
’ T ’ Dairy products, fresh fruits &

Israel cheese & substitutes, ice cream, .
peanuts vegetables, almonds, wine

El Salvador White corn, rice, chicken leg

(DR-CAFTA) Sugar, SCPs, beef quarters, dairy products

Singapore None None
Dairy products, preserved tomato :

Morocco products (_paste & puree;), tomato \céchvel?wtgg egtfﬁé:rhllj%tel?r)l/egrggirég >
sauces, dried onions, dried garlic, almon ds’ les '
processed fruit products, tobacco » PP

Nicaragua White corn, rice, chicken leg

(DR-CAFTA) Sugar, SCPs, peants, beef quarters, dairy products
Unmanufactured tobacco &
Jordan gnggtrliaz:et;éﬁgdgl;acco & cigarettes (excluded), refined corn
g & soybean oil
Bahrain None None

Source: Based on a CRSreview of FTA tariff and TRQ schedules.
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Table 4. Agricultural Commodities with the Longest Transition
Periods or Subject to Indefinite Border Protection in Pending or
Possible U.S. Free Trade Agreements

Commaodities Sensitiveto the:
United States Partner Country
Pending Partner
Rice (excluded), beef, pork, oranges,
South Korea Dairy products pears, apples, grapes, whey & soybeans
for food use, milk powder, cheese, barley
Colombia gjagg—ggﬂggzﬁsr;ga;?ggucts Corn, other feed grains, ric_e, chicken leg
(SCPs), tobacco, beef guarters, whole poultry, dairy products
Costa Rica Fresh onions, fresh potatoes, rice,
(DR-CAFTA) Sugar, SCPs chicken leg quarters
g(e)pnsjlglli%an Sugar, SCPs, beef, dairy Chicken leg quarters, rice, cheese, certain
(DR-CAFTA) products, tobacco, cotton milk products
oert Sugar, SCPS, dairy qct?;rrlglsce, dairy products, chicken leg
products, avocados
Pork, chicken leg quarters, certain dairy
products, corn, rice, refined corn ail,
Fenama Sugar, SCPs, beef dried beans, frozen french fries, tomato
products
Oman None None
Possible Partner
Thailand Sugar, rice Corn, citrus, grapes, vegetables, cheese,
pulses
Malaysia None Rice, tobacco, acohol products

Sour ce: Based onaCRSreview of FTA tariff and TRQ schedules, Malaysian negotiators
statements to date, and USTR, 2006 National Trade Estimate Report on Foreign Trade
Barriers, March 2006.

Thecontroversiesthat have surfaced reflect the growing use by countriesof SPS
rules, intended to ensure food saf ety and protect animal and plant health, asdisguised
trade barriers. Trade experts have observed that as quota expansion has opened up
foreign markets to agricultural imports, governments face pressure to protect
domestic producers from increased competition using such non-tariff measures as
SPS rules. Accordingly, U.S. policymakers have concluded that resolving
outstanding SPS issues is important to the U.S. agricultural sector in order for
exportersto be able to take advantage of the market access openingsthat new FTAS
can create. Exporters also have signaled that the application of SPS rules must be
science-based, transparent and predictable, so that they know what applies to them
when selling productsto FTA partners. Their view reflects each country’ srightsand
obligations under the WTO'’ s 1994 SPS Agreement, which lays out rules to ensure
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that each country’ sfood safety and animal and plant health laws and regulations are
transparent, scientifically defensible, and fair.®

Even though they are not technically on the agenda, two SPS issues have
concerned U.S. negotiators in recent FTA talks with several countries. One U.S.
objective has been to secure an FTA partner’s recognition of the U.S. meat (beef,
pork, and poultry) inspection system as equivalent to its own. Panama and some
Central American countries had argued that their regulatory agencies be allowed to
continue their policies of accepting meat imports only from those U.S. meat
processing plantsthat their ownfood inspectorshad approved. U.S. exportersargued
that this practice stymied sales, requiring them to comply with multiple sets of rules
that were redundant to the existing U.S. meat inspection system.

Second, following the discovery of a cow with bovine spongiform
encephal opathy (BSE) or mad cow disease in Washington state in December 2003,
many countries imposed bans on the import of U.S. beef.® The United States asked
the Office of International Epizootics (OIE)’ to review its response and the validity
of measures already in place to mitigate the risks of this animal disease to humans
and cattleherds. Alongwith Canadaand Mexico, the United Statesearlier had asked
this panel to reconsider itsinternational guidelinesfor determining therisk status of
countrieswith BSE, to better reflect the adequacy of acountry’ ssafeguards. Thishas
involved U.S. regulatory agencies presenting extensive evidence to show that U.S.
beef products are safe and that U.S. human and animal safeguards are effective. In
negotiating the more recent FTAS, the United States pressed prospective partners
(e.g., Colombia, Malaysia, Peru, Panama, and South Korea) to recognize U.S.
measures taken to address the BSE issue as conforming with internationally
recognized scientific guidelines governing meat trade,® and to allow purchases of
U.S. beef to resume. Similarly, some Members of Congress have stated that their
support for theKoreaFTA will depend onthe measures South Korea adoptsto allow
U.S. beef imports to enter under the bilateral agreement reached in January 2006.°

® For amore detailed description of this Agreement, see Ibid., pp. 11-12.

€ For background on how the presence of BSE risk in U.S. cattle herds has affected U.S. beef
exports and on the actions the U.S. government has taken to address this risk to regain
overseas markets, see CRS Report RS21709, Mad Cow Disease and U.S. Beef Trade, by
CharlesE. Hanrahan and Geoffrey S. Becker. For information on the stepstaken against the
introduction and spread of BSE, see CRS Report RL32199, Bovine Spongiform
Encephal opathy (BSE, or * Mad Cow Disease’): Current and Proposed Safeguar ds, by Sarah
A. Lister and Geoffrey S. Becker.

" The OIE istheinternational scientific body recognized by the WTO as the international
reference for matters of animal disease and health. One of its responsibilitiesis to assess
the degree to which a country’ s policies have addressed the risk of an animal disease being
introduced to another country viatrade.

8 For afurther explanation, see CRS Report RS22345, BSE (“ Mad Cow Disease” ): A Brief
Overview, by Geoffrey S. Becker.

° Office of Senator Max Baucus, “Baucus Comments on Expected Signing of Korea Free
Trade Agreement,” June 29, 2007; Office of Senator Charles Grassley, statement on South
Korea s acceptance of U.S. beef shipment, April 27, 2007.
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To resolve these bilateral SPSissues, U.S. and FTA country negotiators have
reached separate agreements or exchanged sidel ettersthat acknowledge prospective
partners acceptance of the equivalency of the U.S. meat inspection system and
recognition of the steps the United States has taken to ensure the removal of beef
parts that carry the risk of transmitting BSE. These frequently have stipulated the
steps a partner will undertake to facilitate the entry of imports of U.S. meat products
and/or commit a partner to allow U.S. beef certified as meeting specified standards
to beimported by aspecified date. Though these SPS sidelettersand agreementsare
not an integral part of FTA texts, the use of FTA negotiations as the opportunity to
leverage resolution to longstanding SPSissuesresulted in attaining market openings
that would otherwise have taken much longer to achieve. For example, the United
States succeeded in securing from Colombia, Peru, and Panama changes in their
regulationsto allow for the import of U.S. beef.

The SPS chapter in each recent FTA reaffirms each partner’s rights and
obligationsunder theWTO’ 1994 SPS Agreement to also bethebasisfor resolving
SPSissuesthat comeup infuturebilateral trade. Thistext establishesa SPSstanding
committeeto facilitate consultations on, and resolve, bilateral SPS problemsasthey
arise. The AustraliaFTA went further, creating a Technical Group on Animal and
Plant Health M easures to work to achieve consensus on the scientific issues behind
a specific SPS dispute. Unlike NAFTA with Canada and Mexico, al FTAs
negotiated since 1993 prescribe that the agreement’s dispute settlement process
cannot be used to challenge the other partner’ s SPS standards.

U.S. Agricultural Trade with World,
FTA Partners, and Prospective Candidates

Overview

Over thelast 25 years, two-way U.S. agricultural trade (the sum of exports
and imports) has more than doubled — from $60 billion in 1981 to $136 billion in
2006. Annual trade growth averaged 5.1% during this period. However, changesin
thevalueof the U.S. dollar and in the competitiveness of the U.S. agricultural sector,
and thefallout of the Mexican and Asian financial crisesin 1995 and the late 1990s,
respectively, contributed at times to occasional dips in this upward trend. The
increase in overall U.S. agricultura trade has been driven by two sets of factors.
First, worldwide population growth, rising incomes in key export markets, and
growing U.S. consumer demand for fresh fruits and vegetables account for much of
this increase. Second, trade policy developments have bolstered this trend.
Implementation of U.S. FTAswith Canadaand Mexico, and of the multilateral 1994
Uruguay Round Agreement on Agriculturethat reduced trade-distorting agricultural
policies, created additional market openingsfor U.S. exportsand imports. Also, the
expansion of duty-free access under U.S. unilateral trade preference programs has
boosted agricultural imports from devel oping countries.™

19 For more information and perspective, see CRS Report 98-253, U.S. Agricultural Trade:
(continued...)
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The share of two-way agricultural trade covered by U.S. free trade agreements
increased from $329 million (just under 1%) in 1986 (under the FTA with Isragl) to
$54 billion (41%) in 2006 (when FTAswith 13 countries were in effect) (Figure
land Figure2, and Table5). Growing trade with Canadaand Mexico, asNAFTA
significantly liberalized U.S. agricultural trade with each country, has accounted for
much of the increase in two-way trade since 1989.

Over thelast 25 years, total U.S. agricultural exportsincreased by amost two
thirds— from $43 billionin 1981 to $71 billion in 2006. Export growth during this
period averaged 2.5% each year, in spite of the downturns that occurred in the mid-
1980s and again in the late 1990s. In 2006, agricultural exports covered by U.S.
FTAsequaled $26 hillion (37%) of the total, compared to $255 million (one-half of
1%) in 1986 (Figure 2 and Figure 3, and Table 5).

Figure 1. U.S. Agricultural Trade (Exports and Imports) Covered
by Free Trade Agreements
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Trends, Composition, Direction, and Policy, by CharlesE. Hanrahan, Beverly A. Banks, and
Carol Canada; and CRS Report RS22541, Generalized System of Preferences: Agricultural
Imports, by Renee Johnson.
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Figure 2. Share of U.S. Agricultural Trade (Total, Exports, and

Imports) Covered by Free Trade Agreements
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Figure 3. U.S. Agricultural Exports Covered by Free Trade
Agreements
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Table 5. U.S. Agricultural Trade with Current U.S. FTA Partners
Compared to World, Ranked by Two-Way Trade: 2006

Two-Way U.S. uU.S. uU.S.
Agricultural Agricultural Agricultural
Trade? Exports Imports
Million Dollars

World $136,326 $70,993 $65,333

Current FTA Partners
Canada 25,363 11,930 13,433
Mexico 20,287 10,896 9,390
Australia 3,006 519 2,487
Chile 2,074 301 1,774
Guatemala (DR-CAFTA) * 1,471 548 924
Honduras (DR-CAFTA) * 617 327 290
Israel 612 414 198
El Salvador (DR-CAFTA) * 422 277 145
Singapore 382 303 79
Morocco * 374 295 80
Nicaragua (DR-CAFTA) * 358 138 220
Jordan 145 142 3
Bahrain * 16 16 0
TOTAL, Current FTA $55,128 $26,105 $29,023

Partners
Share of World 40.4% 36.8% 44.4%
ADDENDUM

S”btoé‘;i"féthTermglzTo%%kb $3,259 $1,600 $1,659
Share of World 2.4% 2.3% 2.5%

Source: Derived by CRS from trade data from the U.S. Department of Agriculture’s

Foreign Agricultural Service.

a. U.S. agricultural exports plus U.S. agricultural imports
b. Refersto the six countries marked by an asterisk (*) above.

Total U.S. agricultural imports have grown by nearly four times during this

period — from $17 billion in 1981 to $65 billion in 2006.
steadily and at a faster rate than exports.

Imports have risen
Import growth has averaged 11.5%

annually. In 2006, agricultural imports covered by U.S. FTAs were $29 billion
(44%) of thetotal, compared to $74 million (one-third of 1%) in 1986 (Figure 2 and
Figure4, and Table5).
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Figure 4. U.S. Agricultural Imports Covered by
Free Trade Agreements
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U.S. Agricultural Trade with the Most Recent
and Prospective FTA Partners

During 2006, the United States began to implement three free trade agreements
with six countries (El Salvador, Guatemala, Honduras, and Nicaragua under
DR-CAFTA, and Bahrain and Morocco under separate agreements). Two-way U.S.
agricultural trade with these countries in 2006 totaled almost $3.3 hillion (2.4% of
the total). U.S. agricultural exports were valued at $1.6 billion; U.S. agricultural
imports equaled almost $1.7 billion (see “Addendum” in Table 5).

FTAsthat the United States has negotiated with another seven countries could
comeinto effect in 2008 or 2009. Thiswill depend onif, and when, Congress and/or
a partner country’s legislature approves each, and then on how quickly
implementation-related issues are addressed. The FTAs concluded with Panama,
Peru, and South Korea may receive congressional consideration during the second
session of the 110" Congress, with House |eadership and the Bush Administration
having reached a deal on additional labor and environmental provisions™ Costa
Rica slegidatureisfollowing atimetabl eto compl ete consideration of DR-CAFTA-
related measures by February 29, 2008, which the U.S. Congress approved in mid-
2005. Once completed, DR-CAFTA provisions with Costa Rica could take effect

1 USTR, “Statement from Ambassador Susan C. Schwab on U.S. trade agenda,” May 10,
2007; Office of Speaker of the House, “Pelosi Statement on New Trade Policy Recognizing
International Labor and Environmental Standards,” May 10, 2007.
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soon thereafter. The Dominican Republic in early 2007 completed arevision of its
laws and regulations to comply with DR-CAFTA’ sterms. Inturn, USTR on March
1, 2007, announced that its provisions had gone into effect. Earlier, President Bush
on September 26, 2006, signed legislation approving the FTA with Oman. More
recently, the President on December 14, 2007, signed a measure approving the Peru
FTA. Both agreements may take effect later in 2008 once bilateral understandings
are reached on implementation matters.

In 2006, two-way agricultural trade with these seven countries totaled $8.9
billion (6.6% of thetotal) (Table 6). Two-way agricultural trade with South Korea
and Colombia alone accounted for 60% of U.S. agricultural trade with these seven
countries. U.S. commodity and food exports to these seven nations equaled $5.1

billion; agricultural imports were valued at $3.8 billion.

Table 6. U.S. Agricultural Trade with Prospective U.S. FTA
Partners Compared to World, Ranked by Two-Way Trade: 2006

TXV;'XJ?{UEAIS' U.S. Agricultural | U.S. Agricultural
Trade? Exports Imports
Million Dallars
World $136,326 $70,993 $65,333
Countrieswith FTAsNot Yet in Effect, Signed, or Concluded
South Korea 3,068 2,851 217
Colombia 2,348 868 1,480
CostaRica (DR-CAFTA) 1,483 320 1,163
Dom'”'(cf‘)g_RCeAp‘;bT'K; 957 629 328
Peru 811 209 602
Panama 265 209 56
Oman 14 13 1
Subtotal $8,946 $5,099 $3,847
Share of World 6.6% 7.2% 5.9%
Possible FTA Partners— Negotiations Underway or Suspended
Thailand 2,038 703 1,334
Malaysia 1,248 415 832
Subtotal $3,285 $1,118 $2,167
Share of World 2.4% 1.6% 3.3%
All Prospective FTA Partners
TOTAL $12,231 $6,217 $6,014
Share of World 9.0% 8.8% 9.2%

Source: Derived by CRS from trade data from USDA’s Foreign Agricultural Service.

a. U.S. agricultural exports plus U.S. agricultural imports.
b. DR-CAFTA provisionswith the Dominican Republic did not go into effect until March 1, 2007.
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The United States also had been negotiating FTAswith two other countries —
Thailand and Malaysia— but did not conclude these talks before the April 1, 2007,
deadline for them to be considered under current TPA rules. Two-way U.S.
agricultural trade with these two countries in 2006 totaled almost $3.3 billion (2.4%
of thetotal). Agricultural exportswere valued at $1.1 billion; commodity and food
imports totaled $2.2 billion (Table 6).

Potential Impacts of Recent and Prospective
U.S. FTAs on U.S. Agricultural Trade

Two-way agricultural trade with the 13 countries with which the United States
hasapproved FTAssince 2004 and with Colombia, Panama, and South K orea, whose
FTAsawait congressional consideration, could be an estimated 4.1% to 4.3% higher
than would occur without these trade agreements.*

U.S. agricultural exports would be higher, largely because of the market
openings created as most FTA partners’ high agricultural tariffs and most other
border protectionsarelargely eliminated over time. U.S. agricultural imports would
also rise, primarily from Australia, Chile, and Colombia, as U.S. tariffs on farm
productsof export interest to these countriesand quotason U.S. sensitiveagricultural
commodities (except sugar) are phased out completely.

Change in U.S. Agricultural Exports

Trade liberalization provisions in seven FTAs (covering 12 countries) could
result in increasesin U.S. agricultural exports from $4.0 billion (U.S. International
Trade Commission (USITC) estimate) to $5.2 billion (American Farm Bureau
Federation (AFBF) estimate) (Table7). TheUSITC estimateis7.2% abovethe2005
level for U.S. agricultural exports. The AFBF estimate is 3.9% above the U.S.
Department of Agriculture’s (USDA's) agricultural export baselinefor 2015.2 The
widerangein estimatesreflectsthe different methodol ogies used to project increases
in U.S. agricultural exports as aresult of the FTAswith Australia, Morocco, the six
countries covered by DR-CAFTA, Peru, Colombia, Panama, and South Korea (see
Appendix A for an explanation). Also, both organizations project that such exports
would be higher under FTAs with four other countries, but a direct comparison
cannot be made. The USITC projects that exports to Chile and Singapore together

2 This estimate is based upon a CRS review of USITC reports that analyzed the impacts of
seven FTAs. The AFBF, using a different methodology, arrives at a higher estimate. See
Appendix A for additional perspective and a description of methodological differences.
Table 7 lists the countries covered by the analysisin this section.

3 The benchmarks used to derive the percentage change in U.S. agricultural exports as a
result of these FT As are selected to refl ect the methodol ogy applied in each set of analyses.
The sum of USITC export estimatesis compared to the 2005 U.S. agricultural export level.
The AFBF estimatesfor different future years are adjusted by CRS to 2015, the last year of
USDA' s export baseline projectionsissued in February 2006, with their sum compared to
that year's USDA projection.
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would be $136 million higher. The AFBF estimatesthat U.S. farm product salesto
Bahrain and Oman could be $300 million higher (see “ Addendum” in Table 7).

Change in U.S. Agricultural Imports

TheUSITC projectsU.S. agricultural importsunder six FTAscouldincrease by
$1.5hillion (Table7).** However, theimpact of trade diversion as trade flows shift
from elsewhere in the world to these FTA partners lowers overall U.S. agricultural
importsasaresult of these agreementsto about $700 million.™> Asaresult, USITC's
import projection (adjusted for trade diversion) could be 1.4% higher than would be
the case otherwise.’®* Most of this increase would reflect additional imports from
Australia, which has gained access to the U.S. market under expanding U.S.
preferential TRQs for sensitive agricultural commodities (beef and dairy products).
If the USITC analyses for the Chile and Singapore FTAs are added to the picture,
U.S. agricultura imports could be another $600 million higher (but when adjusted
for trade diversion, only $300 million more).

Australia and Chile would account for most of the increase in agricultural
imports under the FTAsanalyzed by the USITC. Agricultural importsfrom most of
the other FTA partners (classified to be developing countries) have benefitted for
some time from low or zero duty access under U.S. unilateral trade preference
programs (Generalized System of Preferences (GSP); Andean Trade Preference; and
the Caribbean Basin Initiative). Asaresult, the small increases shown for them in
Table 7 largely reflect the benefits they would receive with the additional export
access gained into the U.S. market under expanding preferential TRQs for
commodities that the United States has protected with quotas for some time.

1 The AFBF did not project changesin U.S. agricultural importsthat could be compared to
USITC-simulatedimport levelsunder these FTAs. Thatisbecause AFBF projectionsshown
inthelast columnin Table 7 only reflect the value of additional sugar imported from DR-
CAFTA’s six countries, Panama, Peru, and Colombia. However, the AFBF-projected
imports under the FTAswith Australia and Morocco can be compared to those devel oped
by the USITC for these two countries in terms of product coverage, but were developed
using different methodologies as explained in Appendix A.

> Trade diversion occurs when one member of an FTA shifts imports of a product away
from anon-partner country (evenif it isamore efficient producer) toits FTA partner (even
if that product is produced less efficiently there) because theremoval of thetariff (and other
border protection) makes it cheaper to import that product from its partner. To illustrate,
the AFBF s analysis on the Australia FTA suggested that Australian cheeses will become
more competitivein the U.S. market than European-origin cheeses (i.e., resulting in a shift,
or diversion, in some cheeseimportsfrom France or Switzerland, to Australia). Thislikely
would beduetotheU.S. preferential tariff and quotatreatment granted to Australian cheese,
while U.S. imports of European cheeses would continue to be subject to tariffs and quotas.
The USITC' sanalysis of the Peru FTA suggeststhat U.S. imports of cut flowers would be
diverted from Colombiato Peru, if Colombiadid not receivesimilar trade benefitsinitsown
FTA with the United States.

16 The benchmark used to derive the percentage change in U.S. agricultural imports as a
result of these FTAsis consistent with the methodology used by the USITC in its analyses.
Here, the sum of USITC' simport projections, adjusted for trade diversion, is compared to
the 2005 U.S. agricultural import level.
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Table 7. Comparison of Estimates of Change in U.S. Agricultural Trade
Under Recently Concluded U.S. FTAs

U.S. Exports U.S. Imports®
U.S. International FAmencan U.S. Internationa American Farm
.. arm Bureau - Bureau
Trade Commission Federati Trade Commission Federati
(USITC) eration (USITC) eration
(AFBF) (AFBF)
million US$
Australia +187.1 +165.0 +1,097.2 + 370.0°¢
Morocco + 254.0 +259.1 +25.0 +25.0
DR-CAFTA¢ + 328.4 +1,521.3 +52.1 + 80.5°
Peru +185.2f + 705.8 +42.6 + 6.4°
Colombia +170.0 +692.9 +223.0 + 32.4°
Panama + 455 +195.0 — +3.3°
South Korea +2,828.5" +1,642.3 + 65.0" —
Subtotal, 12 ;
Countries +$3,998.7 +$5,181.4 +$1,504.9 +$517.6
Chile +45.6° — +543.0° —
Singapore +90.2° — +58.8° —
Subtotal, 2
Countries + $135.8 + $601.8
TOTAL
CHANGE +$4,134.5 +$2,106.7
ADDENDUM
Bahrain j +75.0° j —
Oman i +225.0 i —

Sources: ThisCRS-derived tableisbased on AFBF analyses of FTAswith Australia, Bahrain, Colombia, DR-CAFTA,
Morocco, Oman, Panama, Peru, and South Korea; and USI T C reports analyzing the economy-wide and sectoral effects
of these nine FTAs plus those with Chile and Singapore.

Notes. (1) The main difference between the USITC and AFBF estimates lies in the timing of when the agricultural
provisionsof each FTA arefully implemented. The USITC assumesthese provisionsareimplemented immediately, and
does not take into account theimpact of various macroeconomic and sectoral changesthat occur in thetransition to free
trade. The Farm Bureau develops all but one of its estimates for the last year of the FTA’s transition period,
incorporating projections of population and economic growth in the interim. (2) USITC estimates shown are derived
by CRS from the details of USITC’'s modeling results published in each report.

a. Before accounting for trade diversion (see text and footnote 16).

b. Midpoint of estimated range.

c. AFBF raises the prospect that U.S. imports may be lower, ranging from $120 to $220 million, on the view that
Australiamay not fill al of its new preferential beef quota.

d. Covers Costa Rica, Dominican Republic, El Salvador, Guatemala, Honduras, and Nicaragua.

Estimated value only of increased sugar imports.

Based on assumption that U.S. trade preference program with other Andean countries (Bolivia, Ecuador, and

Colombia) expires.

Mid point of estimated range of almost $1.9 billion to almost $3.8 billion.

Mid point of estimated range of $52 million to $78 million.

i. Import estimate is not completein coverage, because the AFBF did not include imports of agricultural commodities
other than sugar in analyzing the outlook for U.S. agricultural imports under FTAs with DR-CAFTA, Panama,
Peru, and Colombia. Estimates for Australiaand Morocco cover all commodities.

j. USITC analyses did not consider prospects for U.S. agricultural trade under these two FTAS, likely because current
trade levels are too low to be analyzed.

0]

JQe
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Agriculture in Current U.S. FTAs

Of the 10 U.S. FTAs now in effect, only three have operated for more than 10
years (those with Israel, Canada and Mexico). Except for the Jordan FTA, six trade
agreements have taken effect since 2004 (Table 1). One-third of total two-way U.S.
agricultural trade is accounted for by Canada and Mexico, largely because of the
market openings created by NAFTA many years ago and both countries’ proximity
totheU.S. market. Therateof growthin bilateral agricultural tradewith Canadaand
Mexico, but not with Israel, has been higher compared to therate of increasein U.S.
agricultural trade with the rest of the world during the time period that each
agreement has been in effect.

Because six FTAsarerelatively new (i.e., with implementation periods of four
years or less), it is difficult to determine whether the growth in two-way trade is
attributable solely to liberalizing trade provisions. A portion of the increaseis also
due to growing populations, per capitaincome growth, and changing diets. Also,
U.S. consumers growing demand for fruits and vegetables would likely have been
met in part by imports from these partners, even without these FTAs. The more
significant market access provisions gained for U.S. exporterswill taketime to take
effect, with thelong transition periods negotiated for sensitive commodities. A more
detailed analysis would be required to correlate changes in commodity trade flows
to specific tariff and quota provisionsin these FTAS.

Agriculture as covered by each of the current FTAsis examined below in the
order each country ranksin its bilateral agricultural trade with the United States (as
shown in Table 5). The next section surveys agriculture with prospective FTA
partner countries.

Canada?’

Canada is the leading agricultural trading partner of the United States, and
accounted for ailmost 19% of two-way U.S. agricultural trade in 2006. Since the
Canada-U.S. Trade Agreement (CUSTA) took effect in 1989, bilatera trade in
agricultural and food products has increased more than six times (from an average
$4 billionin 1986-1988, to $25.4 billionin 2006). For comparison, during thissame
period, U.S. two-way agricultural trade with therest of the world slightly more than
doubled.

U.S. agricultural exports to Canada increased amost seven times (from an
average $1.8 billionin 1986-88 to $11.9 billionin 2006). Importsfrom Canadarose
six times(from an average $2.2 hillionin 1986-88 to $13.4 hillionin 2006). In 2006,
the main U.S. exports to Canada in terms of value were: vegetables — fresh,
processed, frozen and dried ($1,732 million), fresh fruit ($1,122 million), breakfast
cereals and baked goods ($709 million), food preparations ($495 million), beef and
veal ($424 million), fruit juices ($406 million), pet food ($393 million), pork ($365

7 See also the ERS Briefing Room on ‘Canada’ at [http://www.ers.usda.gov/Briefing/
Canada/] for pertinent reports on U.S. agricultural trade with Canada and the ERS report
referenced in footnote #21, NAFTA at 13: I mplementation Nears Compl etion, March 2007.
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million), cocoa ($317 million), coffee ($274 million), and confectionery products
($186 million). In 2006, main U.S. imports from Canada were live cattle ($1,032
million), bakery products and snacks ($966 million), beef and veal ($923 million),
pork ($889 million), fresh vegetabl es— primarily greenhousetomatoes, peppers, and
cucumbers ($724 million), chocolate ($690 million), frozen vegetables ($664
million), live hogs ($579 million), rapeseed oil ($424 million), confectionery
products ($380 million), wheat ($304 million), food preparations($278 million), beer
($275 million), and cheese mixes and doughs ($232 million).

Under the CUSTA'’s agricultural provisions (incorporated into NAFTA in
1994), amost all agricultural products have traded freely between both countries
since 1998. Exceptions are those commodities that each country still subjects to
tariff-rate quotas ( TRQs). Canada uses TRQs to limit imports from the United
States of its import-sensitive commodities (dairy products, margarine, poultry,
turkey, and eggs).®® The United States uses TRQs to restrict imports of Canadian
dairy products, peanuts, peanut butter, cotton, sugar and certain sugar-containing
products (SCPs). Both countries also retained the option under CUSTA to apply
temporary safeguards on bilateral trade in selected fruits, vegetables, and flowers
through year-end 2007. Since mid-2003, the discovery of BSE on both sides of the
border has significantly affected bilateral tradein live cattle and beef products.*

Mexico?°

Effective January 1, 2008, all agricultural productsnow tradefreely betweenthe
United States and Mexico. Marking the end of a 15-year transition period under
NAFTA, remaining tariffsand quotas on several import-sensitive commoditieswere
eliminated. U.S. agricultural productsthat are now freeto enter the Mexican market
are corn, dry beans, milk powder, sugar, dried onions, chicken leg quarters, and
high-fructose corn syrup (HFCS); and specified processed vegetables, frozen
concentrated orange juice (FCOJ), and melons. Products imported into the United
Statesfrom Mexico that can now enter freely are FCOJ, peanuts, sugar, and specified
categories of cucumbers, asparagus, broccoli, melons, and processed vegetables.

8 These import restrictions are an integral part of the supply-management programs
administered for milk, eggs, poultry, chicks, and turkeys at the provincial and national
levels. Other components involve production quotas and producer marketing boards that
regul ate and stabilizethe supply and farm pricesthat farmersreceivefor these commaodities.

19 For additional background onthemajor U.S. agricultural tradeissueswith Canada(wheat,
corn, and cattle and beef), see CRS Report 96-397, Canada-U.S. Relations, coordinated by
Carl EK.

2 For an overview of U.S. agricultural trade with Mexico under NAFTA, see USDA, ERS,
NAFTA at 13: Implementation Nears Completion, by Steven Zahniser, March 2007
(availableat [http://www.ers.usda.gov/publications/wrs0701/wrs0701.pdf]). Seealso ERS
BriefingRoomson‘NAFTA' at [http://www.ers.usda.gov/Briefing/NAFTA/] and‘ Mexico’
a [http://www.ers.usda.gov/Briefing/Mexico/]; and chapter 5 [Agriculture] in NAFTA
Revisited: Achievementsand Challenges, by Gary C.Hufbauer and Jeffrey J. Schott, Institute
for International Economics, October 2005, for additional background on U.S. agricultural
trade with Mexico and issues that have arisen under NAFTA.
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Earlier, on January 1, 2003, tariffs and quotas were eliminated on most traded
agricultural products.

Mexican producers of corn and dry beans marked this date with marches and
blockades at border crossings, protesting expected job losses from increased
competitionfrom U.S.-subsidized agricultural products. Mexican President Calderon
countered that increased trade integration with the United States and Canadawasthe
only way to strengthen the country’s economy, arguing that farmers could benefit
from NAFTA’s openings. He noted that Mexico is the second leading supplier of
farm productsto the United States and third largest to Canada. Opposition members
of the Mexican Congress have signaled they will mount an effort to renegotiate
NAFTA’sagricultural provisions, while acknowledging that could prove difficult.*

U.S. and Mexican agriculture officials met on January 10, 2008, to discuss
measures being taken to ensure that NAFTA isbeing smoothly implemented, noting
that the “dynamic growth” in bilateral agricultural trade since 1994 has benefitted
agricultural producers, processors, and consumers. Both sides agreed to establish a
working group to address trade concernsin the livestock sector.

Mexico is the second largest agricultural trading partner of the United States,
and accounted for almost 15% of two-way agricultural tradein 2006. Since NAFTA
went into effectin 1994, two-way bilateral tradein agricultural and food productshas
morethantripled (from an average $6 billionin 1991-1993, to $20.3 billionin 2006).
For comparison, during this same period, U.S. two-way agricultural trade with the
rest of the world nearly doubled.

U.S. agricultural exports to Mexico rose by more than three times (from an
average $3.5 billion in 1991-93, to $10.9 hillion in 2006). In 2006, sales of corn
($1,472 million), soybeans ($906 million), beef and vea ($778 million), food
preparations ($483 million), wheat ($418 million), cotton ($412 million), beef variety
meats ($388 million), grain sorghum ($323 million), pork ($309 million), soybean
meal ($255 million), and decidiousfreshfruit ($245 million) accounted for morethan
one-half of U.S. agricultural exportsto Mexico.

Agricultural imports from Mexico have ailmost quadrupled (from an average
$2.5 billion just before NAFTA took effect, to $9.4 billion in 2006). Purchases of
fresh vegetables, primarily tomatoes, chili and peppers, cucumbers, squash and
onions ($2,573 million); beer ($1,600 million); fresh fruit, primarily avocados,
melons, grapes, limes, mangoes, and strawberries ($1,149 million); live cattle ($524
million); confectionery products ($385 million); sugar ($320 million); and baked
goods and snacks ($312 million) accounted for almost three-quarters of U.S.
agricultural imports from Mexico.

Most of the bilateral trade disputesthat have arisen since 1993 — when tariffs
and quotaswereeliminated for those agricultural commoditiesthat fell inthe 10-year
staging category — have affected several U.S. agricultural commodities exported to

2 Reuters, “Mexican lawmakers urge Calderon to protect farmers,” January 4, 2008;
“Mexican president defends NAFTA despite protests,” January 8, 2008.
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Mexico (rice, beef, pork, apples, soy oil, and HFCS). At the same time, Mexican
farmers and some Mexican commodity groups began pressuring the Mexican
government to renegotiate certain NAFTA provisions. Calls for renegotiating
NAFTA, particularly those provisions that apply to Mexico's most sensitive
agricultural commodities (dry beans and corn), were an election issue in Mexico's
2006 presidential race. Thoughtop Mexican officialsunder the previous presidential
administration stated that reopening NAFTA was not possible and would not occur,
President Calderon continues to face heavy public pressure to revisit this position.
Separately, sugar that entersfrom Mexico isthemain sensitive product for the United
States. The fact that sugar imports from Mexico can now freely enter the U.S.
market is affecting the dynamics of the debate on the future U.S. sugar program as
Congress continues to consider the 2007 farm bill.?* Concerned with the impact of
free trade in sweeteners (sugar and HFCYS), the U.S. and Mexican sugar producing
sectors recently reached an agreement, to be proposed to their respective
governments, to control the flow of sugar between both countries. Both sectors
would adopt measures to limit sugar exports to the other country’s market under
specified conditions. U.S. sugar processors and growers reportedly are seeking to
have these recommendations incorporated into the farm bill measure during
conference committee deliberations. In response, U.S. HFCS manufacturers, some
Members of Congress, and afood industry association have expressed concernsthat
such “managed trade” could lead to new Mexican tariffsand barrierson U.S. HFCS
exports to Mexico, and “would undercut” NAFTA as commodity groups in both
countries call for changes in other agreement agricultural provisions.

Central American Countries and Dominican Republic®

In the Dominican Republic - Central American Free Trade Agreement (DR-
CAFTA) approved by Congressin mid-2005 after heated debate, the United States
and six countries (Costa Rica, the Dominican Republic, El Salvador, Guatemala,
Honduras, and Nicaragua) agreed to phase out tariffs and quotas on all but four
agricultural commodities and food productsimmediately or under one of six phase-
out periodsranging upto 20 years. Tradeinfour very sensitivecommodities— fresh
potatoes and fresh onionsimported by Costa Rica, white cornimported by the other
four Central American countries, and sugar entering the U.S. market — are treated
uniquely in the agreement. At the end of specified periods, the quotaamount set for
these four commaodities will continue to increase by about 1% to 2% each year in
perpetuity. Inother words, aquota, though rising, will alwayslimit imports of these
four commodities. The tariff on above-quota entries, though, will not decline, but
stay at current high levels to protect producers. Because of its sensitivity,
DR-CAFTA aso commitsall partiesto consult and review the implementation and
operation of the provisions on trade in chicken about mid-way in the long transition
period to free trade.

22 For more on thisissue, see“ Sweetener Disputes with Mexico” in CRS Report RL33541,
Background on Sugar Policy Issues, by Remy Jurenas.

% See dso CRS Report RL32110, Agriculture in the U.S-Dominican Republic-Central
American Free Trade Agreement (DR-CAFTA), by Remy Jurenas, and CRS Report
RL 31870, The Dominican Republic-Central America-United States Free Trade Agreement
(CAFTA-DR), by J.F. Hornbeck.
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The six countries covered by DR-CAFTA accounted for $5.3 billion, or almost
4% of two-way U.S. agricultural trade, in 2006. U.S. agricultural exportsin 2006 to
the six countries totaled just over $2.2 billion, which represented just over 3% of
U.S. worldwide salesthat year. The six countries combined represented the eighth
largest export market for U.S. agricultural products. Leading U.S. exports were:
corn ($443 million), wheat ($313 million), soybean meal ($246 million), rice ($175
million), tobacco ($98 million), and cotton ($86 million). The Dominican Republic
was the largest of the six markets — with $629 million in sales (28% of U.S.
agricultural exportsto theregion), followed by Guatemala ($548 million with a25%
share).

The DR-CAFTA grantsimmediate duty-free statusto more than one-half of the
U.S. farm products now exported to the six countries, according to the USTR. Such
treatment applies to high-quality U.S. beef cuts, cotton, wheat, soybeans, certain
fruitsand vegetabl es, processed food products, and winedestined for thefive Central
American countries. Central American tariffsand quotas on most other agricultural
products (pork, beef, poultry, rice, other fruitsand vegetabl es, yellow corn, and other
processed products) are being phased out over a 15-year period. Longer transition
periods apply to importsfrom the United States of rough/milled rice and chicken leg
guarters (18 years) and dairy products (20 years).

U.S. exports of corn, cotton, soybeans, and wheat to the Dominican Republic
benefit also from immediate duty-free treatment. Dominican Republic tariffs and
guotas on most other U.S. agricultural products (beef, pork, and selected dairy and
poultry products) are being eliminated over 15 years. However, 20-year transitions
will cushion the impact of the entry of U.S. chicken leg quarters, rice, and certain
dairy products (cheese and milk products).

Prior to DR-CAFTA, amost al agricultural imports from the six countries
aready entered the U.S. market duty free. The agreement made such treatment
permanent. Themost significant changeisthat DR-CAFTA grantsadditional market
accessin theform of country-specific preferential quotasto importsfrom theregion
of U.S. import-sensitive agricultural products(sugar, sugar-contai ning products, beef,
peanuts, dairy products, tobacco, and cotton). These quotas will be in addition to
(i.e., not carved out of) the existing agricultural TRQs established by the United
States under current WTO commitments, which the six countriesin varying degrees
historically have used to export to the U.S. market.

Drawing much attention during congressional debate were the agreement’s
sugar provisions which allow additional sugar from the region to enter the U.S.
market. Members, particularly during a Senate Finance Committee hearing,
guestioned how the agreement’s “sugar compensation mechanism” would work.
This provision allows the United States to compensate the six countries for sugar
they would not be able to ship under DR-CAFTA' s preferential sugar quotas if the
entry of such additional sugar isexpected to undermine USDA’ sability to administer
the U.S. sugar price support program. Thisunique mechanisminU.S. FTAs(which
applies only to sugar imported under DR-CAFTA and the FTAs with Colombia,
Panama, and Peru) is structured to be activated and exercised at the sole discretion
of the U.S. government. Though not spelled out in detail, officials have mentioned
that if used, compensation could include donating surplus commodities in USDA
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inventories or making cash payments as compensation to sugar exportersin the six
countries.

To assuage these Members' concerns, the Bush Administration pledged, prior
to Senate passage, to take stepsonly through FY 2008 to ensurethat all sugar imports,
including those under DR-CAFTA, do not exceed a“trigger” that could undermine
USDA'’s ability to manage the domestic sugar program. Sugar producers and
processors responded that USDA’ s pledge did not address their long-term concerns
about the viability of the U.S. sugar program. Fearing that DR-CAFTA’s sugar
provisionswould set aprecedent for theinclusion of sugar in FTAsbeing negotiated
with several other sugar exporting countries, the industry continued last-minute, but
unsuccessful, effortsin the House to defeat the agreement.?*

Agricultural imports in 2006 from these six countries equaled $3.0 billion, or
almost 5% of al U.S. farm and food imports. Combined, these countries ranked as
the fourth leading source of U.S. agricultural importsin that year. U.S. purchases
of bananas ($638 million), unroasted coffee ($630 million), pineapple ($408 million),
raw cane sugar ($281 million), and melons/watermelons ($180 million) led thelist.
Of thesix, Costa Ricawasthelargest supplier of food products— with $1.16 billion
in sales (38% of U.S. agricultural imports from the region), followed by Guatemala
($924 million, with a 30% share).

During 2006, the United States moved on arolling basisto implement the DR-
CAFTA with four countries (El Salvador, Honduras, Nicaragua, and Guatemala)
once USTR determined that each had made “ sufficient progress’ in completing its
commitments under the agreement. Provisions with the Dominican Republic took
effect on March 1, 2007. Costa Ricamay be added asan FTA partner in early 2008,
if itslegidature meets alate February deadline to approve several billsthat bring the
country’ s laws into conformity with its obligations in this trade agreement.

Australia®

Efforts by Australia’ s negotiators to secure additional access for beef, dairy
products, and sugar in the U.S. market proved to be among the most contentious
issues just before the Australia-U.S. FTA was concluded in February 2004. U.S.
negotiators succeeded in excluding sugar from the agreement, an objective that the
U.S. sugar industry had sought, and in immediately eliminating Australia stariffson
all imports of U.S. agricultura products. While Australia sought immediate and
substantial openingsfor itsbeef and dairy products, the FTA providesfor limited but
growing access under quotasto the U.S. market over long transition periods. Quotas
and high tariff protection on some dairy product imports will continue in place
indefinitely. Negotiators also agreed to create a new mechanism to facilitate
scientific cooperation between both countries to resolve bilateral sanitary and
phytosanitary (animal and plant health) issues. Available analyses indicate that

24 For background, see“ Sugar in DR-CAFTA - Sugar Deal to Secure Votes” in CRS Report
RL 33541, Background on Sugar Policy Issues, by Remy Jurenas.

% See also CRS Report RL32375, The U.S-Australia Free Trade Agreement: Provisions
and Implications, by William H. Cooper.
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Australia’s agricultural sector will gain more under this FTA than will U.S.
agriculture, largely because of additional access to the much larger U.S. market for
its most competitive food products. Because of the U.S. stance that longstanding
SPSissuesthat limited U.S. pork exportsto Australia be addressed before Congress
considered the FTA, Australia’ s regulatory agency completed its assessment of the
risks associated with such importsin May 2004. This decision has opened the door
for sales of processed pork products, since the agreement began to be implemented.

Taking effect on January 1, 2005, thisFTA providedimmediate duty-freeaccess
for al U.S. agricultural exportsto the Australian market. Key products expected to
benefit quickly from such treatment include processed foods; soybeans and oil seed
products; fresh and processed fruits; vegetables and nuts; and alcoholic beverages.
Likely duein part to the FTA, the value of U.S. agricultural exportsto Austraiain
2006 ($519 million) was 34% higher than the $387 million average in the three-year
period (2002-2004) before the FTA took effect. Exports of pork ($47 million), pet
food ($47 million), food preparations ($39 million), walnuts ($19 million), fresh
grapes ($16 million), breeding horses ($15 million), confectionery products ($14
million), essentia oils ($14 million), tobacco ($13 million), soybean meal ($13
million), protein isolates ($12 million), aimonds ($11 million), and fresh oranges
($11 million) accounted for just over one-half of U.S. agricultural salestothismarket
in 2006.

TheFTA asodiminated U.S. tariffson 20% of Australian agricultural imports
immediately, and phases out most other agricultural tariffsand quotasin stages over
4, 10, 18 and 19 years, depending on product sensitivity. Australia received
additional accessfor commodities now subject to U.S. TRQs (beef, dairy products,
peanuts, cotton and tobacco) intheform of slowly expanding preferential quotas, but
not for sugar. Thesenew quotasarein additionto WTO quotasthat Australiaalready
takes advantage of to sell to the U.S. market. U.S. safeguard protection against
import surges from Australia will be triggered automatically under specified
conditions for beef and specified horticultural products.

During the 18-year period that endsin 2022, Australia s preferential beef quota
will rise from O to 70,000 metric tons (MT). This end amount is 19% more than
Australia scurrent share (378,214 MT) of theU.S. WTO’ sbeef TRQ commitment.?

In-quota tariffs were eliminated immediately; the phase out of above-quota tariffs
is backloaded, to begin in year 9 (2013). Beginning in 2023, there will be no
restriction on imports of beef from Australia. To protect against surges in beef
imports, a quantity-based safeguard will be available from years 9 through 18.
Beginning in 2023, a price-based safeguard (available in perpetuity) could be

% Because U.S. beef exporters saw salesto key Asian markets plummet immediately after
the December 2003 initial mad cow incident, U.S. negotiators succeeded in including an
FTA provision that prohibited sales of Australian beef under its preferential quotainto the
U.S. market for three years (through 2007) unless U.S. beef exports to the world return to
their 2003 level. Thisthreshold has not been reached, with USDA projecting that U.S. beef
and veal sales to the world in 2007 will be 585,000 MT, about one-half of the 2003 U.S.
beef export level of 1,142,000 MT (USDA, FAS, Livestock and Poultry: World Markets &
Trade, April 2007, p. 10). In 2008, Australia’ s preferential beef quotawill be 20,000 MT.
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triggered if beef pricesfall below aspecified trigger level. Thisbeef safeguardisthe
only exception in recent FTAsthat does not expire at the end of itstransition period.

The United Statesal so agreed to gradually open itsmarket to additional imports
of dairy products (e.g., fluid milk and cream, butter, various cheeses, skim and other
milk powders, ice cream) from Australiaunder 12 new preferential TRQs. In-quota
tariffs on these imports no longer apply, and the amount of each quotawill increase
each year. However, above-quota tariffs on dairy products will remain at their
current high levelsindefinitely. Beginning in year 18 (2022), quotas will grow in
perpetuity at compound rates ranging from 3 to 6% annually, depending on the
product category. These new quotas are in addition to the access that Australia
already hasunder several WTO quotasto sell thesedairy productstotheU.S. market.
The agreement allowseither partner after year 20 (2024) to request consultationsfor
the purpose of considering changesto its dairy market access commitments. At the
time this FTA was reached, USTR stated it did not expect the additional importsto
affect the operation of USDA’ sdairy pricesupport program. Thisprogramindirectly
supportsthe farm price of milk through USDA purchases of butter, cheddar cheese,
and skim milk powder at levels above world market prices.

Australia has ranked as the fifth leading source of U.S. agricultural importsin
recent years. Partly dueto the FTA, U.S. agricultural imports from Australia were
15% higher in 2006 (having increased from an average $2.2 billion in 2002-2004, to
$2.5 billion). Purchases of beef and veal ($934 million), wine ($761 million), lamb
meat ($283 million), sugar ($70 million), cheeseand curd ($43 million), milk protein
concentrates ($39 million), fresh oranges ($29 million), and wheat gluten ($26
million) accounted for 88% of all such entries.

Chile®

On January 1, 2004, the U.S.-Chile FTA began to phase out tariffs on a
substantial portion of agricultural productstraded between both countrieswithinfour
years (2007). However, Chile and the United States adopted up to a 12-year
transition period before al import-sensitive products are free to enter from the other
country. Interim protection for such products will include the use of TRQs and
agricultural safeguards. The specia safeguards are price-based, and will be
implemented automatically using listed trigger prices. Prior to this FTA, Chile's
tariff on most agricultural products was 6%. By comparison, the U.S. average tariff
equivaent on agricultural imports from Chile was less than 1.5%.

Chile agreed to grant duty-free status to more than 75% of U.S. agricultural
products immediately or within four years. Such treatment applies to pork and
products, beef and products, soybeans and soybean meal, durum wheat, feed grains,
potatoes, and processed food products (i.e., french fries, pasta, distilled spirits and
breakfast cereals). Chile stariffsand quotas on all other products are being phased

2" See also CRS Report RL31144, The U.S-Chile Free Trade Agreement: Economic and
Trade Policy Issues, by J. F. Hornbeck.
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out in three stages over 8, 10, or 12 years. Chilewill eliminateits price bands® on
anon-linear basis in three stages on imports of non-durum wheat, whesat flour, and
vegetable oils from the United States by year 12 (2015).%* U.S. products subject to
Chile ssafeguardsinclude certain meat products; broken, brown, and partially-milled
rice; rice flour; and certain wheat products. The USITC anticipates that the FTA
could provide opportunities for U.S. soybean sales in off-season months and for
wheat sales after the eighth year.

In 2006, likely duein part to this FTA being in effect for three years, the value
of U.S. agricultural exportsto Chile ($301 million) was 2-1/2 times higher than the
annual average of $118 million in the three-year period (2001-2003) beforethe FTA
took effect. Leading products shipped were corn ($48 million), wheat ($38 million),
soybean meal ($36 million), corn gluten meal ($32 million), planting seeds ($16
million), almonds ($12 million), food preparations ($11 million), and animal feeds
($8 million). Chile' srank asamarket for U.S. agriculture has risen from 52™ (2003)
to 28" (2006).

The United States agreed to grant duty-free status to a large share of Chile's
agricultural productsimmediately or withinfour years. Preferential TRQswill apply
to importsfrom Chile of beef, poultry, cheese, milk powder, butter, condensed milk,
other dairy products, sugar, tobacco, avocados, and processed artichokes. Non-linear
tariff reductions will apply to imports of fluid milk and those dairy products subject
to a TRQ, avocados, and wine, among other products. Chilean products covered by
the U.S. safeguards include specified vegetables and fruits, various canned fruits,
frozen concentrated orange juice, tomato products, and avocados. The USITC
expects the U.S. dairy and “other crops’ sectors will face some increased
competition, and that imports of avocados and prepared/preserved fruit from Chile
will increase.

Largely duetothe FTA, agricultural importsfrom Chilerose by morethan one-
half inrecent years (from an average $1.1 billionin 2001-02, to $1.8 billionin 2006).
Leading agricultural purchases were fresh grapes ($718 million), wine ($167
million), planting seeds ($131 million), apples ($76 million), blueberries ($68
million), apple juice ($54 million), avocados ($52 million), frozen raspberries ($30
million), preserved artichokes ($20 million), dried grapes ($17 million), fresh

% This mechanism servesto insul ate producers and processors from the trade impact when
the world price for any commodity falls below a calculated reference price (e.g., aprice
target comparable to a commodity support level). The domestic sector is protected by a
variablefee ontheimported commodity, which when added to the lower world or aselected
international reference price, raises theimporter’s cost to this adjusted import price. This
fee can fluctuate, depending on changes in the reference price (adjusted for freight,
insurance, and other factors) to equal thispre-determined minimumimport price. Colombia,
Peru, and some Central American countriesalso use price bands. Asinthe Chile FTA, the
FTAswith these other countries convert thelevel of border protection that their price bands
provide into arelatively high over-quota tariff — frequently the product’s bound rate —
which is then reduced to zero during the transition period.

2 For these products, the tariff will be phased out beginninginyear 5, declining from 31.5%
to 21% in year 8, and then falling by more than 5% each year to zero in year 12.
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oranges ($14 million), and frozen strawberries ($13 million). In 2006, Chilewasthe
9" leading supplier of U.S. agricultural imports, up from 12" in 2003.

In an example of a U.S. success in addressing a technical non-trade barrier,
Chile agreed to recognize U.S. beef grading programs. Thiswill allow for the sale
of U.S. beef and pork productswith the USDA prime and choicelabelsin Chile. One
SPS issue reportedly held up the agreement’s signing — Chile' s acceptance of the
U.S. meat inspection system as equivalent to itsown — aprovision that the FTA did
not include. Several senatorssignaledto USTR that failureto reach an agreement on
thisissue beforethe FTA was signed could result in the loss of some support for the
agreement. In turn, Chile quickly moved to formally accept the U.S. inspection
system as providing equivalent health and food safety protection. The signing
followed on June 6, 2003. Separately, in aside letter, both countries agreed to have
their regulatory agencies conduct technical and scientific work to achieve mutual
beneficial access for poultry products.

Israel

Duty-freetreatment of non-agricultural tradeunder theU.S.-Israel FTA took full
effect on January 1, 1995. However, both countries had a decade earlier agreed that
each could maintain import restrictions (i.e., quotas and fees) for agricultural policy
purposes, but could no longer apply tariffs. Because of this latitude, specia
agricultural provisions still govern a portion of bilateral agricultural trade.

Though tariffson agricultural products were significantly reduced from 1985
to 1994, Israel during this period took advantage of the above exception to protect
its sensitive agricultural products by maintaining levies and fees on many of them,
and placing quotas and import bans on others. Differences over how to interpret the
scope of import restrictions and tariff concessions led both countriesin 1996 to sign
an “Agreement on Trade in Agricultura Products’ (ATAP). This laid out a
comprehensive schedule for agradual and steady liberalization in market access for
tradein these productsthrough December 31, 2001. Under the ATAP, Israel offered
lower preferential tariffs (at least 10% below its MFN rates) on some U.S.
agricultural products, established duty-free TRQsfor almost 100 U.S. products, and
allowed unlimited duty-free entry for many other U.S. products. Under this 1996
Agreement, the United Statesestablished preferential duty-freeand expanding TRQs
for imports from Israel of butter and sour cream, dried milk, cheese and substitutes,
peanuts, and ice cream. The ATAP was extended twice through year-end 2003,
while both sides negotiated anew agreement to continue this liberalization process.
Thisculminatedinthe® 2004 Agricultural Agreement” — effectivethroughyear-end
2008, which provides improved access for select U.S. agricultura products (e.g.,
wine, almonds, and certain cheeses) to the Israeli market. The 2004 Agreement
increases over time the duty-free amounts of the above five product categories
allowed to enter under the U.S. TRQs created for Isragl.

About 90% of thevalue of U.S. agricultural exportsentersisrael on aduty-free
and quota-free basis under its WTO, FTA, and 2004 Agreement commitments.
Remai ning exports (primarily consumer-oriented food products) faceacomplex TRQ
system and high tariffs, according to USTR. U.S. products facing such restrictions
include dairy products, fresh fruits and vegetables, aimonds, wine, and certain
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processedfoods. If tradebarriersonthese productswereeliminated, industry sources
estimate sales of these products could increase by $60 to $105 million.®

In 2006, U.S. agricultural exportsto Israel totaled $414 million — down almost
onequarter from the decade-earlier export level ($537 millionin 1997). Thedecline
in U.S. salesin recent years has been matched by the growth in agricultural exports
from Switzerland and the European Union (which also have FTAswith Israel but are
geographically closer) and Argentina. In2006, Israel ranked 21% asamarket for U.S.
agriculture. Leading U.S. commaoditiessold werecorn ($120 million), soybeans ($68
million), wheat ($29 million), almonds ($26 million), soybean meal ($15 million),
and pet food ($13 million).

U.S. agricultura imports from Israel in 2006 were $198 million — twice the
1997 level. Morethan one-half of theimportsfrom Israel are accounted for by baked
goods and snacks ($24 million), spices ($19 million), vegetable seeds ($14 million),
vegetable sapsfor medical purposes ($14 million), peppers ($9 million), ornamental
foliage ($6 million), tomato paste and preserved tomato products ($6 million), cocoa
preparations ($6 million), and flower bulbs ($5 million).

With the current ATAP set to expire at year end 2008, both sides plan to meet
in February 2008 to begin to discuss the terms of anew agreement. To prepare for
these negotiations, the USITC and the USTR recently held hearings to receive the
views of interested commodity groups.

Singapore

With Singapore one of the leading U.S. trading partnersin Southeast Asiaand
the regional headquarters for many U.S. corporations, the Clinton Administration
initiated FTA negotiations with this city state in late 2000 as part of its policy to
enhance U.S. access to the “Big Emerging Markets.”* With two-way agricultural
trade a small share of total bilateral trade, and with Singapore a net importer of
agricultural products but with alargefood processing sector, thisFTA’ sagricultural
provisions were easy to negotiate. This was in large part due to the fact that
Singapore's applied tariffs on most imports of agricultural commodities and food
products were already zero before this agreement took effect on January 1, 2004.

In 2006, U.S. agricultural exportsto Singapore totaled $303 million, compared
to $79 millionin agricultural imports. Reflecting adiverse composition of products
exported, food preparations ($25 million), preserved reptile skins ($22 million), non-
fat dry milk ($13 million), broiler meat ($12 million), oranges ($10 million), frozen
potato french fries ($10 million), and grapes ($9 million) accounted for one-third of
sales. Top agricultural imports from Singapore were cocoa butter/oil ($24 million),
baked goods ($11 million), niger seed — an oilseed ($3 million), teapreparations ($3
million), stearic acids and salts ($3 million), and wool grease ($3 million).

% USTR, 2006 National Trade Estimate Report on Foreign Trade Barriers, pp. 330-331.

3 For background, see CRS Report RL 31789, The U.S.-Singapore Free Trade Agreement,
by Dick K. Nanto.
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Under the FTA, Singapore eliminated its remaining tariffs immediately — on
beer and samsu (a regional liquor). Singapore harmonized its high excise tax on
imported and domestic distilled spirits in 2005; this tax still applies to imports of
wine and tobacco products. Though a contentious issue in the negotiations,
Singapore finally agreed to allow imports of chewing gum (previously forbidden to
be consumed) “with therapeutic value for sale and supply” to be sold in pharmacies,
subject to laws and regulations that govern health products.

The United States will eliminate duties on all agricultural imports from
Singapore immediately or in stages over 4, 8, or 10 years, depending on product
sengitivity. Preferential TRQs arein place until 2013 on imports from Singapore of
sensitive agricultural products (beef, fluid milk products, cheese, milk powder,
butter, other dairy products, peanuts, sugar, cotton, and tobacco), but only if produced
in Singapore. Becauseitisamajor shipping hubin southeast Asia, therulesof origin
developed for U.S. sensitive agricultural products are intended to prohibit duty-free
treatment of any food products transhipped from neighboring agricultural producing
countries in that region via Singapore to the U.S. market.

FTAs usually provide for a process to accelerate the pace of removing trade
barriers if both countries agree. An example of this was Singapore's request in
March 2006 on behalf of its nut snack manufacturers for an increase in its 2007
preferential peanut quota— from 1.3 MT to 200 MT. Singapore argued that these
firms could then offer a wider range of peanut snacks, processed from U.S.-origin
peanuts, that could be shipped in commercialy meaningful quantities that would
benefit not just U.S. peanut growers but also U.S. consumers. Several U.S. peanut
grower groups and processors contacted USTR to express their opposition to this
proposal, arguing that since Singapore is not a peanut producing or exporting
country, peanutswould be sourced from other originsto take advantage of thisquota
increase. Concerned that thiswould set “aterrible precedent,” U.S. peanut growers,
shellers, and manufacturers argued that FTAs “should not set up new cottage
industries that grow at the expense of our domestic peanut industry.” In May 2007,
USTR announced the FTA’s peanut quota will not be expanded, noting that
Singapore' s exporters could utilize the existing U.S. peanut TRQ under its WTO
commitment to expand sales to the U.S. market.*

Morocco®

Agriculture was difficult for Morocco to negotiate in its FTA with the United
States, because this sector accounts for 15-20% of the country’s gross domestic
product and 40-45% of its labor force. Small-scale farmers dominate this sector,
with many producing whesat. For this reason, reaching agreement on the terms of

2 USTR, “Singapore FTA Rulesof Origin Comments,” asaccessed at [ http://www.ustr.gov
/World_Regions/Southeast Asia Pacific/Singapore/Singapore FTA_Rules of Origin_
Comments/Section_Index.html] on April 26, 2007; InsideU.S Trade, “U.S. DeniesPeanut,
Polycarbonate Changes in Singapore FTA,” May 18, 2007, p. 13.

% See also CRS Report RS21464, Morocco-U.S. Free Trade Agreement, by Raymond J.
Ahearn.
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access in the Moroccan market for U.S. wheat was the most sensitive agricultura
issue that negotiators faced.

In 2006, Morocco ranked 29" as a market for U.S. agricultural exports, which
totaled $295 million. Sales of five commodities — corn ($126 million), soybeans
($70 million), durum wheat ($33 million), soybean meal ($16 million), and crude
soybean oil ($18 million) — accounted for 89% of thetotal. Six products accounted
for more than three quarters of the $80 million in agricultural importsfrom Morocco
— processed olives ($29 million), olive oil ($15 million), fresh mandarin oranges
($8million), athickener derived fromlocust beansand guar seeds($6 million), agar-
agar — used as a thickening agent in food and as a base for bacterial culture media
($4 million), and tomato powder ($3 million).

Under the FTA, which took effect on January 1, 2006, Morocco agreed to
reduce tariffs and expand preferential quotas on al agricultural imports from the
United States immediately or under one of 9 phase-out periods ranging up to 25
years. Thelongest transition will apply to imports of U.S. chicken leg quarters and
wings. Morocco will offer access under expanding TRQsto itsmarket for U.S. high
quality beef for its restaurant/hotel sector, standard quality beef, whole birds —
chickensand turkeys, chicken leg quartersand wings, other frozen chicken products,
durum whest, common bread wheat, wheat products, sugar and sugar-containing
products, almonds, and apples. Morocco aso secured the right to implement a
licensing system for imports of U.S. high-quality beef destined for the
hotel/restaurant sector. A “preference clause” provides U.S. exporters with “better
market access’ for U.S. wheat, beef, poultry, corn, soybeans, and corn/soybean
products in case Morocco negotiates more favorable terms in the future with other
countries. This is intended to enable U.S. exporters compete with the European
Union and other countries that might broaden or initiate improved trade ties with
Morocco.

Because of the sensitivity of the wheat sector, complex provisions detail the
terms of U.S. access to the Moroccan market. These differentiate between durum
wheat and common bread wheat. Whilethein-quotatariff on durumimportswill be
reduced to zero from the current 75% over 10 years, the preferential in-quota tariff
on common wheat imports will decline using a formula that applies whenever
Morocco’s current 135% applied MFN rateislowered. This preferential tariff will
not be available to U.S. exporters during June and July (and possibly August for
common wheat) of any year, unless Morocco imports either type of wheat from
another country, in which case U.S. wheat will then receive the preferential rate.
Over-quotatariffsfor both wheat typeswill remain at current high levelsindefinitely,
unless Morocco negotiates a reduction with another supplier. If this occurs, U.S.
exporterswill automatically benefit from thiswheat tariff reduction. Thepreferential
guota for common wheat will be based on the level of Moroccan wheat output — a
smaller quotaif productionis 3 million MT or more; alarger quotaif output isless
than 2.1 million MT. Whilethe durum wheat quotawill expand slowly indefinitely,
the common wheat quota will increase during the first 10 years and then be capped
indefinitely beginning in 2015. In other words, while U.S. wheat will benefit from
much improved accessto the Moroccan market, aquotaand aprohibitive over-quota
tariff will dwaysapply. Also, Morocco secured the right to operate awhest auction
system for in-quota imports of U.S. wheat.
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The United States similarly agreed to eliminate tariffs and offer preferential
guotaaccesstoall agricultural importsfrom Morocco under seven phase-out periods:
immediately, or 5, 8, 10, 12, 15, or 18 years. The longest transition (18 years) is
reserved for six designated processed fruit products. The United States established
preferential TRQs for beef, dairy products (including fluid milk products, cheese,
milk powder, butter), sugar and sugar-contai ning products (SCPs), peanuts, tobacco,
cotton, tomato products (including tomato paste and puree), tomato sauces, dried
onions, and dried garlic. Imports of sugar and SCPs are subject to a “trade
surplus’ calculation, meaning that Morocco can sell the lower of: its preferential
guota or the amount by which all of its exports of specified sugar products exceed
imports of similar products.®

The USITC estimates that full implementation would result in an increase in
U.S. exports to Morocco of primarily grains and processed food and tobacco
products. The small increaseinimportswould primarily take the form of processed
food products.

Jordan®®

The U.S.-Jordan FTA went into effect in December 2001. Though bilateral
trade was modest at that time, this agreement was one of several U.S. strategic
initiatives to assist the Jordanian economy and develop closer ties with an Arab
country in the Middle East.

ThisFTA eiminatestariffson almost all bilateral trade by the 10" year (2010).
Oneexceptionisthat trade in unmanufactured tobacco and cigarettesis exempt from
tariff elimination. Pertinent to the more significant agricultural products traded,
Jordan phased out its 5% tariff onimportsof U.S. rice, corn, and unrefined vegetable
oils at year-end 2004. Jordan's 30% tariff on imports of U.S. refined corn and
soybean oil will be eliminated by 2010. Wheat will continue to enter free asbefore.
Also, Jordan did not create TRQs for any U.S. agricultural product. A USITC
analysis concluded that thisFTA likely will lead to negligibleincreasesin total U.S.
exports of rice, corn, and vegetable oil. It noted that to be competitive in the
Jordanian market, U.S. exporters had relied on USDA credit programsto sell these
commodities. Inreturn, Jordan secured 10-year preferential TRQsto export several
agricultural commodities that meet the FTA’ srules of origin: dairy products, sugar
and sugar-containing products, peanuts/peanut butter, and cotton.

% For additional details, see USTR Fact Sheet, “U.S.-Morocco Free Trade Agreement
Agriculture Provisions,” July 6, 2004, available at [ http://www.ustr.gov/assets’'Document
Library/Fact_Sheets/2004/asset_upload filel76_5095.pdf].

% USITC, Economic Impact on the United Sates of a U.S.-Jordan Free Trade Agreement,
Publication 3340, September 2000, pp. 5-1, 5-2, 5-9; WTO, Committee on Regional Trade
Agreements, “Free Trade Area between the United States and Jordan - Goods Aspects-
Communication fromthe Parties,” WT/REG134/3, 2 March 2004, pp. 1-2, and “ Free Trade
Agreement between the United Statesand Jordan - Questionsand Replies,” WT/REG134/5,
6 January 2005, p. 1. See also CRS Report RL30652, U.S-Jordan Free Trade Agreement,
by Mary Jane Bolle.
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In 2006, U.S. agricultural exportsto Jordan ($142 million) were 39% abovethe
average ($103 million) recordedinthethree-year period (1999-2001) beforethe FTA
took effect. Leading exports were corn ($64 million), non-durum wheat ($18
million), rice ($16 million), almonds ($10 million), corn ail ($7 million), and
soybean meal ($5 million), which accounted for 84% of thetotal. Wheat historically
had been the leading U.S. export, supported by long-term concessional credits
extended under PL 480 Titlel —aU.S. food aid program. Agricultural importsfrom
Jordan are very small, but have quadrupled from an average $731,000 in 1999-2001
to $3 million in 2006. Principal imports were processed chickpeas ($805,000),
sauces and condiments ($535,000), baked goods ($231,100), and spices ($233,000).

Bahrain3®

Bahrain, a small island state with limited land suitable for agriculture, is a
significant net agricultural importer. U.S. farm and food exports ($15 million in
2006) were quite diverse, led by sales of protein concentrates ($1.4 million), chicken
meat ($1.3 million), beef ($1.3 million), and frozen potato french fries($1.1 million).
Prior to the FTA, Bahrain imposed a 5% tariff on semi-processed and consumer-
ready food products. Intheearly 2000s, tariffswere eliminated on many other foods,
including freshfruit and vegetables. Congressapproved the FTA in December 2005,
and the agreement took effect on August 1, 2006. Bahrain agreed to provide
immediate duty-free access for U.S. agricultural exports on 98% of its agricultural
tariff lines, and to phase out tariffs on all other products within 10 years. In
recognition that the United States since 2001 has recorded zero agricultural imports
from Bahrain, all of Bahrain’s current exports of farm productsto the U.S. received
immediate duty-free access.

Agriculture in Pending FTAs

The 110" Congress in coming months may consider the FTAs concluded with
Colombia, Panama, and South Koreaunder current trade promotion authority, or fast
track rules, that limit debate, prohibit amendments to implementing legidation, and
require asimple up or down vote. The FTA with South Korea would be the most
commercially significant for U.S. agriculturesince NAFTA took effect with Mexico
in 1994. Though already approved by the United States, the FTAs with Oman and
Peru will not take effect until USTR concludes that each country has conformed its
laws and regulations to reflect each agreement’ s commitments.

An early May 2007 agreement between House leadership and the Bush
Administration on a new trade framework added labor, environmental, and other
provisionsto the three pending FTAs and the Peru FTA. Though thisframework is
not expected to require changesto thesefour FTAS' agricultural provisions, domestic
agricultural groups will be involved in the legisative process to point out that they
expect either to benefit or not to benefit from these agreements.

% Seealso CRSReport RS21846, U.S.-Bahrain Free Trade Agreement, by Martin A. Weiss.
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The timing of when Congress might consider the pending FTAS is uncertain.
The outlook for the Colombia FTA is clouded by some Members concerns over
labor union violence in that country. While some Members of Congress want to
renegotiate the auto provisionsin the Korea FTA, the South Korean Government is
reluctant to incorporate the new trade framework’s labor provisions or reopen the
issue of auto access. The earliest the Panama FTA might be sent to Congress for
consideration isearly fall, after theterm of acontroversial legislator alleged to have
murdered a U.S. soldier ends. Nevertheless, since early January 2008, President
Bush has repeatedly called for the approval of these three FTAS, starting with the
agreement with Colombia. However, congressional leadership have signaled that
taking up these trade agreementsis not a priority while other Members have raised
the concerns mentioned above.

Agriculture as covered in each pending FTAs is examined below in the order
each country ranksin its bilateral agricultural trade with the United States (as shown
in Table 6).

South Korea®'

On April 1, 2007, U.S. negotiators concluded an FTA with their South Korean
counterparts some 20 minutes before the expiration of the deadline set in the TPA
statute. Thisrequired the President to notify Congressof the Administration’ sintent
to sign this agreement by this date to be considered under TPA procedures.
Compromises on the final package that provide for much improved access for all
U.S. agricultural products (except for rice) to the Korean market werereached inthe
final hours. The agreement was signed on June 30, 2007. However, numerous
Members of Congress have signaled that their support is contingent on Korea
following through on its other commitmentsto fully reopen its market to U.S. beef
(see below).

Increasing market accessfor U.S. agricultureto thelarge Korean market wasthe
main objective for USTR’s agricultural negotiators. This reflected the interests of
the US agricultural sector, which eyes much potentia for further export gains,
particularly in sales of higher-value food products to an expanding middle class. In
2006, South Korea was the world’s 14™ largest agricultural importing country. At
the same time, its agricultural sector is highly protected, reflecting the political
influence of itsfarmers and the urban population’ sdeep tiesto itsrural roots. South
Korea’ saverageapplied agricultural tariff (2005) was42%.%® Averageappliedtariffs
are highest for vegetable products (over 100%); average tariffs for other broad
agricultural product categories range from 8% to 23%. Tariffs on pistachios and
wal nuts are 30%, on pork between 22.5% and 25%, on poultry products from 18%
to 27%, and on fruit juices from 30% to 54%. Also, Korea extensively uses TRQs

3" See also CRS Report RL 34330, The Proposed U.S-South Korea Free Trade Agreement
(KORUS FTA): Provisions and Implications, by William H. Cooper, Mark E. Manyin,
Vivian C. Jones, Stephen Cooney, and Remy Jurenas.

¥ WTO, Statistics Database, “Country Profile for Republic of Korea,” as accessed at
[http://stat.wto.org/CountryProfiles KR_e.htm] on January 22, 2007. USDA though notes
that South Korea's current average tariff on U.S. agricultural productsis higher, at 52%.
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tolimitimportsof rice, oranges, variousdairy products, potatoes, onions, grains, and
other agricultural products. For example, the over-quotatariff on soybeansis487%
(increased to 649% in 2006, if the import volume rose above a specified trigger
level). The prohibitive over-quota tariff on barley ranges from 300% to 513%, on
orangesis50%, on corn for feed is328%, and on milk powder is176%. Thoughrice
imports under a restrictive quota are subject to a 5% tariff, over-quota entries are
prohibited (a unique concession that South Korea received during the Uruguay
Round agricultural negotiations).

In 2006, U.S. sales accounted for 25% of South Korea's $12.5 hillion
agricultural import market. However, theU.S. share of South Korea simport market
has declined over the last decade, as China, Australia, and Brazil have expanded
sales. In 2006, South Korea was the 6™ largest market for U.S. agriculture, with
export salestotaling almost $2.9 billion. Leading commoditiessold werecorn ($718
million), whole cattle hides ($259 million), pork ($204 million), non-durum wheat
($188 miillion), soybeans ($113 million), cotton ($103 million), and hay ($95
million). U.S. agricultural imports from South Korea were much smaller in
comparison ($217 million), primarily accounted for by purchases of food
preparations ($44 million), pasta wheat products — likely ramen noodles ($31
million), fresh pears ($21 million), non-alcoholic beverages ($21 million), baked
goods and pastries ($18 million), and rice wine ($5 million).

Under theFTA’ sagricultural provisions, South Koreaimmediately would grant
duty-free status to almost two-thirds of current U.S. agricultural exports ($1.9
billion). USTR notes that most of the remaining agricultural tariffs and quotas will
be phased out within 10 yearsafter taking effect. In particular, Koreaagreedto phase
out tariffs, quotas, and safeguards on all but seven agricultural products under 12
phase-out periods ranging up to 23 years. Seasonal provisionswould apply to U.S.
sales of oranges, table grapes, and potatoes for chipping.®* Tariffs on many fruits,
vegetables and food products would be eliminated in two or five years. Tariffson
the more sensitive commodities (e.g., beef, in-season potatoes for chipping, pears,
apples, in-shell walnuts, and in-season grapes) would be phased out in15 to 20 years.
Tariff-rate quotas (TRQs) aso with long phase-out periods (10 to 18 years) would
apply to such other sensitive products as cheeses, butter, dairy-based infant foods,
barley, whey for food use, animal feed supplements and hay, corn starch, and
ginseng.

USDA notesthat these TRQslock in accessthat South Koreacould haveeasily
changed under its multilateral trade commitments. Slowly-expanding quotas would
apply in perpetuity on imports from the United States of skim and whole milk
powders, evaporated milk, in-season oranges, potatoes for table use, honey, and
identity-preserved soybeansfor food use. Uniqueto thisFTA, South Korea secured
theright to specify the state entities and trade associ ati onsthat woul d administer each
TRQ under either an auction or licensing system. Safeguards (e.g., applying special
add-ontariffsin case of import surges) would betriggered if importsfrom the United
States of some of these and other agricultural products exceed specified levels.
Korea succeeded in excluding rice from the agreement — its main objective in

¥ Quotas and/or tariffs, and transition periods, would vary, depending upon the time period
that a product enters Korea s market.
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negotiating agricultural issues. Thisoutcome reflected the prevailing view that rice
is vital to maintaining, and inseparable from, Korea' s national identity, and the
political reality that rice farming preserves the basis for economic activity in the
countryside. However, the United States will continue to be able to take advantage
of rice quotaaccess under South Korea smultilateral WTO commitments.* Though
South Korea would eliminate its tariffs on beef in 15 years, the terms of access for
U.S. beef into Korea' smarket (rel ated to K orean concerns over the perceived risk of
introducing mad cow disease) remain unsettled. How Korea proceedsto implement
and expand upon its 2006 commitment to allow for access for U.S. beef will affect
the timing of when Congress considersthis FTA.

Because Korean agricultural exports to the United States are small and largely
complementary, there was apparently no controversy in negotiating afull openingto
the U.S. market for future sales. The United States agreed to phase out tariffs and
guotas on al agricultural imports from South Korea under seven phase-out periods
ranging up to 15 years. One 10-year TRQ would apply only to imports of fluid milk
and cream, among other specified dairy products.

U.S. Access to Korea’s Beef Market. South Koreawasthe third largest
market for U.S. beef products ($815 million out of amost $3.9 billion in 2003)
before U.S. beef imports were banned. Korea imposed this ban on December 27,
2003, after aCanadian-born cow in Washington state tested positivefor BSE, or mad
cow disease. To address concerns on the potential risk to human health associated
with this disease, the United Statestook regulatory measuresto try to reassure all of
itstrading partnersthat U.S. beef wassafe.”* U.S. officialsalso engaged inintensive
policy level and technical discussionswith Japan, South Koreaand other major beef
importers seeking to resumesales. Not until about two yearslater (January 13, 2006)
did bilateral talks on the terms of resuming beef trade result in an agreement on the
conditions under which South Korea would lift its ban on U.S. beef by late March
2006. The United States had signaled this step was necessary before FTA
negotiations, launched on February 2, 2006, could begin.

Inthe February 13, 2006 protocol, South Koreaagreed to allow importsof U.S.
boneless beef slaughtered from cattle less than 30 months old, from U.S. slaughter
and packing plants approved by itsinspectors. Thisagreement allowed Koreato ban
cattle partsclassified as* specified risk materials’ and of bone parts (including those
attached to meat), and to impose an outright ban if another U.S. mad cow case
occurred. Following fact-finding trips by Korean experts and the occurrence of
another U.S. case of mad cow disease, South Korea only partialy lifted its ban on
September 8, 2006. It announced entry for imports of U.S. boneless beef products

“0USTR, “United States and the Republic of K oreaSign Landmark Free Trade Agreement,”
June 30, 2007, p. 2. A detailed description of commodity-specific market access provisions
(transition periods, TRQ amounts and growth rates, and safeguards) isfound in the USDA
fact sheet — “U.S. - Korea Free Trade Agreement Benefits for Agriculture (available at
[http://www.fas.usda.gov/info/factsheets/K orealK oreageneral 0607.pdf]).

“1 For information on the steps the United States has taken against the introduction and
spread of BSE, see CRS Report RL32199, Bovine Spongiform Encephal opathy (BSE, or
‘Mad Cow Disease’): Current and Proposed Safeguards, by Sarah A. Lister and Geoffrey
S. Becker.
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from cattle under 30 months of age. However, importsof U.S. bone-in beef and beef
from cattle over 30 months old remained banned. U.S. exporters tested Korea's
opening with three shipments of U.S. boneless beef in November and December
2006. However, South Korea rejected these shipments because of the presence of a
few small bone fragments. Asaresult, an impasse over the agenda to be followed
to address not only this technical matter but the scope of beef accessissues began to
affect the FTA negotiating process. Though USTR officials publicly continued to
state that this issue was distinct from the FTA talks, Members of Congress and
Administration officials signaled to Korea that there was a linkage and that a
resolution was critical to concluding an FTA by the TPA-set deadline. High-level
discussions continued through March 2007, with President Bush raising the beef
issue with his counterpart one day before the first of three deadlines set to conclude
FTA negotiations.*? However, thetalks concluded on April 1 without any resolution.
The only commitment was made the next day, when in a nationwide address, South
Korea s President Roh Moo-hyun stated he had personally promised President Bush
that hisgovernment would “ uphold the[yet-to-be-rel eased] recommendations” of the
OIE and “ open the K orean [beef] market at areasonablelevel.”* OnMay 22, 2007,
the OIE formally found that the United Statesis a “controlled risk” country for the
spread of mad cow disease. This means that internationally-recommended, science
based measures are in place to effectively manage any possible risk of BSE in the
U.S. cattle population. USDA Department of Agriculture (USDA) immediately
requested South Korea to amend its import requirements for U.S. beef within a
specified time frameto reflect thisrisk determination and to reopen its market to all
U.S. cattle and beef products. In response, South Korea' s animal health regulatory
agency began an 8-step processto assessthe BSE risksof theU.S. beef sector inlight
of the OIE finding, with the intent to negotiate a revised bilateral agreement that
would lay out import rules applicableto U.S. beef. Initial expectationswerethat this
process would be completed by late September 2007. However, the discovery of
prescribed risk materials in some boxes of U.S. beef (see below) and the South
Korean government’ s apparent desire to defer negotiations until after the December
19" presidential el ection suggest arevised agreement on beef import rules might not
be finalized at the earliest until spring 2008.

Against the backdrop of these developments, U.S. boneless beef exports to
South Korea nevertheless resumed. From late April through early October 2007,
Korea s regulatory agency inspected and cleared for retail sale most U.S. boneless
beef shipments, applying itsinterpretation of the January 2006 agreement. Even with
partial-year exports, South Korea ranked as the 4th largest market for U.S. beef

“2 Inside U.S. Trade, “Korea FTA Taks Yield No Major Breakthroughs as of March 29,”
March 30, 2007, p. 17.

3 South Korean Blue House, “Address to the Nation,” April 2, 2007. In early March, a
committee of the World Organization for Animal Health — known as OIE by its French
acronym (see footnote #7) — had made a preliminary recommendation that the United
Statesbeclassified as* controlledrisk” for BSE, meaningthat “ Ol E-recommended, science-
based measures are in place to effectively manage any possible risk of BSE in the [U.S]]
cattle population.” The OIE istheinternational scientific body recognized by the WTO as
the international reference for matters of animal disease and heath. One of its
responsibilitiesisto assess the degree to which a country’ s policies have addressed the risk
of an animal disease being introduced to another country viatrade.
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through September 2007. With athird discovery of bone and/or spinal matter in a
box of packaged beef, South Korean authorities announced on October 5, 2007 they
would not conduct any more inspections of U.S. beef shipments until both sides
conclude formal negotiations to revise the 2006 protocol. In an effort to move
toward that goal, bilateral technical-level talks held October 11-12, 2007, failed to
bring both sides closer to an agreement. South K orean officials sought rulesthat are
reportedly more strict than OIE guidelines, intended to reportedly correct four
shortcomingsin the U.S. measurestaken to limit BSE risks. The U.S. stanceisthat
current rules already meet OIE standards.*

In formal negotiations (which have not yet been scheduled), the United States
is expected to continue to pressfor full accessin one step for U.S. beef. Thiswould
mean expanding the scope of the 2006 agreement to also include exports of bone-in
beef and coverage of al U.S. beef from cattle regardiess of age, aslong as BSE-risk
material sare removed during processing. South K orea strade minister on November
9, 2007, signaled that his government instead prefers a“two-phased” approach to a
full opening, claiming this could help persuade the public to more easily accept U.S.
beef. Thefirst stepwould beto allow imports of both bonelessand bone-in (rib) beef
cutsfrom U.S. cattle less than 30 months old, as long as risk materials are removed
following OIE’s guidelines. The minister argued thiswould give the United States
about 80% of its market share before the late 2003 restrictions took effect. The
eventual second step would permit imports of beef from older cattle, aslong asrisk
materials are removed according to OIE’ s specifications.®

South Korea' s President-elect Lee Myung-bak, who supports closer ties
with the United States, has signaled an interest in moving quickly to resolve the beef
issue. His transition team has instructed the Ministry of Agriculture to advocate
strengthening import rules, such as placing Korean inspectors at U.S. meat
processing plants to conduct “ on-the-spot” inspections. Separately, South Korea's
Ministry of Foreign Affairs and Trade reported to the transition team that the beef
issue should be resolved soon; otherwise, the agreement’s ratification could be
jeopardized.* Legidlative elections scheduled for April 9, 2008, could effect when
theNational Assembly considersthe KORUSFTA — beforethe new president takes
officeinlate February or after the electionsin late spring. The dynamics of political
party politics heading towards those €l ections may affect when the Assembly takes
up the agreement, as well as the pace followed by South Korea' s government to
negotiate and conclude a new beef agreement with the United States.

Severa members of Congress have stated that their support of the FTA is
conditioned upon South Korea fully opening up its market and that this must occur

4 InsideU.S Trade, “U.S., KoreaBeef Market Access Taks Fail Over Level Of Access,”
October 19, 2007, p. 6.

“Inside U.S. Trade, “Korean Minister Sees Open Beef Market In Two Steps, Delay InFTA
Approval,” November 16, 2007, p. 5.

“6 Korea Times, “Election Politics Cloud KORUS FTA Ratification,” January 7, 2008, and
“New Gov't to Deal With US Besf Issue,” January 14, 2008.
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before Congress takes up the agreement.*” Also, top Administration officials have
emphasized that sending this FTA to Congress depends upon a resolution of this
issue.®® Accordingly, all are closely monitoring Korea's multi-step process in
completing its assessment, any change in position by the incoming presidential
administration, and the outcomeof bilateral talkson abroader beef accessagreement.

Colombia*

Though U.S. agriculture would gain from significant additional market access
to Colombia under the concluded FTA, concerns expressed by some Members of
Congress over the violence directed at labor union officials in that country has
affected congressional consideration of thistrade agreement. Nevertheless, theBush
Administration has taken a more aggressive stance in generating congressional
support in 2008 for thisagreement. The President highlighted thisin his State of the
Union address, and Cabinet secretaries plan to lead additional congressional
delegations to Colombiato see devel opments for themsel ves.

Ranked asthe 14" |argest export market for U.S. agriculturein 2006, Colombia
isthe second largest market for U.S. farm products in Latin America after Mexico.
U.S. sales accounted for more than one third of Colombia’s agricultural and food
imports, recording sales of $868 million in 2006. Leading exports were corn ($366
million), wheat ($89 million), cotton ($67 million), soybeans ($65 million), and
soybean meal ($62 million). Agricultural importsfrom Colombiatotaled almost $1.5
billion, led by unroasted coffee ($595 million), fresh roses ($206 million), bananas
($243 million), fresh bouquet flowers ($111 million), fresh carnations ($67 million),
fresh chrysanthemums ($63 million), and raw cane sugar ($45 million).

The United States and Colombia formally signed the FTA on November 22,
2006. Though difficult agricultural issuestook almost another six monthsto resolve
after negotiations were concluded in late February 2006, the signing ceremony was
not scheduled until Colombiatook stepsto fulfill aseparate commitment to allow by
no later than October 31, 2006, the entry of U.S. beef imports (see below).

47 Office of Senator Max Baucus, “Baucus Comments on Expected Signing of Korea Free
Trade Agreement,” June 29, 2007; Office of Senator Charles Grassley, “ Statement on South
Korea sacceptanceof U.S. beef shipment,” April 27, 2007; American Meat Institute, “AMI
Hopes that Shipment of Beef that Cleared Koreais Sign of New Cooperation on U.S. Beef
Imports,” April 27, 2007; Agriculture Coalition for U.S.-Korea Free Trade, “ Groups Urge
Congress To PassKorea Trade Deal,” July 2, 2007, accessed at [http://www.nppc.org/wm/
show.php?d=699& c=1]; Office of Senator Max Baucus, “Baucus Callsfor Ironclad Rules
Opening Koreato U.S. Beef,” January 23, 2008.

“8 Remarks by U.S. Trade Representative Susan C. Schwab to U.S. Chamber of Commerce,
January 17, 2008.

9 See also CRS Report RS22419, U.S.-Colombia Trade Promotion Agreement [CTPA], by
M. Angeles Villarreal. For adetailed description of itsagricultural provisions, see USDA,
FAS, “U.S.- CTPA Overadl Agriculture Fact Sheet,” December 2006 (available at
[http://www.fas.usda.gov/info/ factsheets/ColombiaFTA06.pdf]).
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The FTA with Colombia eliminates tariffs and quotas on all agricultural
products traded bilaterally (except for sugar) and establishes|ong transition periods
for the more sensitive commodities. The United States secured immediate duty-free
access to Colombiafor more than one-half of its current exports by value. Thiswill
apply to high quality beef, bacon, cotton, wheat, soybeans, soybean meal; apples,
pears, peaches, and cherries; and frozen french fries and cookies, among others.
Also, Colombiaagreed toimmediately eliminate price bands™ for some 150 products
— amechanism that adds fees onto existing tariffs that fluctuate depending upon
world prices. This effectively results in a higher level of border protection than
would usually bethecase. Itstariffson most of itsother farm and food productswill
be eliminated immediately or phased out in periods ranging from 3 to 15 years. For
its most sensitive commodities (including those subject to price bands), Colombia
will expand quotas and eliminate over-quota tariffs — 12 years for corn and other
feed grains, 15 years for dairy products, 18 years for chicken leg quarters, and 19
yearsfor rice. Both countriesalso commit to consult and review theimplementation
and operation of provisions on trade in chicken about midway through the long
transition period.

Though U.S.-Colombian negotiators announced the compl etion of FTA talksin
late February 2006, remaining differences over two agricultural market accessissues
were not resolved until July 8, 2006. However, aseparate SPSissue dealing with the
terms of access under which U.S. beef and beef products would be allowed to enter
Colombiawas not resolved until August 21, 2006, when the Colombian government
in an exchange of letters committed to permit such imports of cattle over 30 months
old, by no later than October 31, 2006.>* On August 24, President Bush notified
Congress of hisintent to enter into an FTA with Colombia. Once Colombiaissued
regulations to fulfill its beef import pledge on October 27, the White House agreed
on November 22, 2006 asadatefor the FTA’sformal signing. Though an FTA does
not technically address the substance of SPSissues, thistimelineillustrates how the
U.S. negotiators exercised leverage to achieve a desired outcome for the domestic
beef sector. Thislikely reflected the Administration’ s recognition that such efforts
were essential to gain support from an agricultural group that may be vital to secure
the agreement’ s approval by Congress.

Almost all of Colombia's agricultural exports to the United States would
continueto benefit from current duty free access under the Andean Trade Preferences
Act. The additional sugar allowed entry into the U.S. market would be treated
uniquely. The United States agreed to triple Colombia s access to the U.S. sugar
market — from its historic 2.3% share of the U.S. raw cane sugar TRQ (25,273 MT)

— by an additional 50,000 MT of sugar and specified sugar products in the first
year. Thisnew preferential quotawouldincreaseby 750 M T annually, whilethehigh
U.S. tariff on over-quota sugar entries would remain in place in perpetuity. The
Colombia FTA also includes a sugar compensation provision similar to that found
in DR-CAFTA. Also, U.S. preferential TRQs were established for imports from
Colombia of beef, specified dairy products, and tobacco.

% See footnote #28 for a more comprehensive explanation.

*! For background on thisissue, see the CRS reports cited in footnotes #6 and #8.
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The USITC projectsthat the gainsfor U.S. agriculture will accrue primarily to
therice, corn, wheat, and soybean sectors. It also projects that sales of beef, pork,
and processed foods will increase. It says that the increased access for Colombian
sugar and sugar-containing productsto the U.S. market likely will have only aminor
effect on U.S. imports and production. Cut flower imports from Colombia could
increase if permanent duty free access stimulates investment in the country’ sflower
sector and diverts trade away from other flower-exporting countries in South
America.*

Peru®

On December 14, 2007, President Bush signed into law (P.L. 110-138) a
measure to implement the FTA with Peru. Earlier on November 8, the House passed
the United States-Peru Trade Promotion Agreement Implementation Act (H.R.
3688); the Senate approved it on December 4. Thistrade agreement could take effect
by mid-2008, according to one source, once USTR certifiesthat Peru has met all of
its obligations.>

The FTA concluded with Peru in December 2005 eliminates tariffs and quotas
on all agricultural products traded bilaterally (except for sugar) and establisheslong
transition periods for its more sensitive commodities. Currently, Peru’s tariffs on
agricultural imports range up to 25%. Under the FTA, the United States secures
immediate duty-free access for amost 90% of its current farm exportsto Peru (e.g.,
high quality beef, cotton, wheat, soybeans, soybean meal, and crude soybean oil; such
fruits and vegetables as apples, pears, peaches, and cherries; amonds; and such
processed foods as frozen french fries, cookies, and snack foods). Peru also agreed
to immediately eliminate price bands™ on about 40 products, such as corn, rice and
dairy products, to be replaced in part by TRQs with long transition periods. The
variable tariffs on these commodities vary with world prices and can rise as high as
Peru’sWTO bound rate of 68%. Peru’ stariffson other agricultural productswill be
phased out under seven transition periods ranging from 2 to 17 years. For the more
sensitive commodities, Peru will expand gquotas and reduce over-quota tariffs as
follows: 10 years on beef variety meats, yellow corn, and refined soybean oil; 12
years on standard quality beef; 15 years on butter, yogurt, processed dairy products,
and yogurt; and 17 years on chicken leg quarters, rice, cheese, and milk powder.
Both countries also commit to consult and review the implementation and operation
of provisions on trade in chicken about midway through the long transition period.

%2 USITC, U.S-Colombia Trade Promotion Agreement: Potential Economy-wide and
Selected Sectoral Effects, Publication 3896, December 2006, pp. 3-1 to 3-3.

%3 See also CRS Report RS22391, U.S-Peru Trade Promotion Agreement [PTPA], by M.
AngelesVillarreal. For amoredetailed description of itsagricultural provisions, seeUSDA,
FAS, Fact Sheet on “U.S.-Peru Trade Promotion Agreement,” May 2006 (available at
[http://www .fas.usda.gov/info/factsheets/peru.asp]).

* Inside US Trade, “ATPDEA Extension for All Countries Seen as an Uphill Battle,”
January 18, 2008, p. 2.

% See footnote #28 for a more comprehensive explanation.
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Since amost all of Peru’s agricultural exports to the United States currently
enter duty-free under the Andean Trade Preference Program, the FTA would give
Peruvian exporters more access to the U.S. market for four commodities that the
United States protectsusing TRQs. Preferential TRQs will allow expanding access
under quotas for imports from Peru of processed dairy productsfor 15 years, and of
cheese and condensed/evaporated milk for 17 years. Sugar will be treated uniquely.
The agreement allows Peru to export sugar and sugar-containing products under a
preferential quota (9,000 MT in the first year, growing by 180 MT annually in
perpetuity) but only if Peru shows a sugar trade surplus. This is expected to occur
infrequently, because Peru varies between being a net sugar exporter and importer
from year to year. A separate annual 2,000 MT quota was aso created for organic
sugar. The high U.S. over-quota tariff on sugar imports will remain in place
indefinitely. Theadditional accessrepresentsa20% increasetotheminimum43,175
MT of sugar that Peru now shipsto the U.S. market under its historic 3.9% share of
the U.S. raw cane sugar TRQ. A sugar compensation provision similar to that found
in DR-CAFTA isaso included.

In 2006, Peru ranked 37" as a market for U.S. agriculture exports. The U.S.
held a 16% share of Peru’s agricultural import market, with export sales totaling
$209 million. Leading commodities shipped were corn ($44 million), cotton ($43
million), wheat ($19 million), soybean meal ($12 million), and soybean oil ($10
million). U.S. agricultural imports from Peru were $602 million, led by fresh
asparagus ($130 million), unroasted coffee ($120 million), raw cane sugar ($39
million), processed artichokes ($34 million), processed asparagus ($33 million),
paprika ($31 million), and mangos ($24 million).

InreviewingthePeru FTA’ sdraftimplementing bill that the Administration had
forwarded to Congressfor review, the Senate Finance Committee on July 27, 2006,
adopted a non-binding amendment to its statement of administrative action.* This
action reflected Members' frustration with thelack of movement by Peruin opening
up itsmarket to all U.S. beef without any agerestrictions. The amendment required
the executive branch to ensure that Peru has taken necessary steps to meet its
obligations on SPS measures and technical barriers to trade by the time the FTA
takeseffect. Peru had earlier committed (but not fully followed through) intwo side
letter exchangesto allow imports of U.S. beef, beef products, and chicken by March
1, 2006, and not having done so, to open up its market to certain beef products and
offal by April 12°" and to all U.S. beef imports no later than May 31. The Finance
Committee amendment added pressure on Peru to allow imports of beef from U.S.
cattle older than 30 months that do not contain specified BSE risk material. Peruin
athird exchange of lettersagreed to allow such importsto enter by October 25, 2006,
adecision likely prompted in part by its government’s objective to have the U.S.

% The TPA statute requiresthe President, when forwarding to Congress abill to implement
a trade agreement, to include this statement. It describes the changes the bill makes to
existing law and the significant administrative actions to be taken, in order to implement
U.S. obligations under the agreement.

" The date both countries formally signed the FTA.
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Congress consider this FTA during the 2006 post-€lection lame duck session.® In
late June 2007, Peru’ s legislature approved the text of the new trade framework on
labor and environment as worked out between the Bush Administration and House
leadership. Thisled to the White House decision to send the agreement to Congress
for consideration in late 2008. With Peru already having addressed the beef access
issue, thismatter did not come up during House Waysand Meansand Senate Finance
mock markups.

The USITC projects that most of the gains for U.S. agriculture from this FTA
will accrue to the wheat sector. Salesof corn, rice, cotton, beef, dairy products and
processed foods also are expected to rise. Its noted that the permanent tariff-free
treatment accorded asparagus may lead to additional investment in Peru by U.S.
growers-suppliersand processors, resultin U.S. importsof fresh asparagusoccurring
year round, and make Peru a more competitive supplier in the U.S. market relative
to other asparagus producing countries.>

Panama®

On December 19, 2006, after amost a year’s hiatus, U.S. and Panamanian
negotiatorsreached agreement on acomprehensive FTA that includes market access
provisions of export interest to U.S. agriculture. Though separate from this trade
agreement, both governmentson the next day al so signed an agreement detailing how
SPS measures and technical standards will be applied to bilateral agricultural trade.
With these near-ssmultaneous developments, both sides resolved outstanding
differences over Panama's earlier unwillingness to accept the U.S. meat inspection
system® and achieved abalance in bilateral market access for sensitive agricultural
products (sugar for the United States; rice and corn for Panama). Congressional
consideration of this agreement is expected later in 2007, now that the labor and
environmental provisions of the U.S. new trade framework have been formally
incorporated into the FTA text, which both countries signed on June 28, 2007.

TheUnited Statesrunsastrong positiveagricultural trade balancewith Panama,
which ranked 36" as an overseas market for U.S. agriculture in 2006. U.S.

8 |nside USTrade, “ Finance Considers Peru Draft FTA, Approves Beef Amendment,” July
28, 2006; BNA, International Trade Daily, “ Senate Finance Recommends Peru Fully Open
Marketsto U.S. Beef,” July 28, 2006. Text of the three exchanges of |ettersis available at
[http://mvww.ustr.gov/Trade Agreements/Bilateral/Peru_TPA/Final_Texts/Section_Index
htmi]

¥ USITC, U.S-Peru Trade Promotion Agreement: Potential Economy-wide and Selected
Sectoral Effects, Publication 3855, June 2006, pp. 3-1to 3-2, 3-7, 3-18 and F-11.

€ See also CRS Report RL32540, The Proposed U.S.-Panama Free Trade Agreement, by
J. F. Hornbeck. Pages 13-16 provide additional background on the SPS issue and the
context surrounding market access for Panama's sensitive agricultural products.

> The FTA talkscollapsed in January 2006, when Panama’ s Agriculture Minister resigned,
stating that USTR' srequest that the trade agreement include asideletter accepting USDA’s
safety certification would lower the country’s food and health standards and increase the
risk of introducing animal diseases. Sincethen, Panama sgovernment changed its position,
and agreed to sign this separate SPS agreement.
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agricultural exports totaled $206 million, led by corn ($34 million), soybean meal
($28 million), wheat ($20 million), variousfood preparations ($11 million), and rice
($10 million). U.S. agricultural imports from Panama were $56 million. Top
imports were raw cane sugar ($18 million), unroasted coffee ($11 million), fresh
melons ($7 million), fresh pineapple ($2 million), and pumpkins and yams ($3
million).

Under this FTA, amost two-thirds of present U.S. farm exports to Panama
would receive immediate duty-free treatment, according to USDA. Thiswill apply
to sales of high quality beef, mechanically de-boned chicken, frozen whole turkeys
and turkey breast, pork variety meats, whey, soybeans and soybean meal, crude
vegetable oils, cotton, wheat, barley, most fresh fruits (including apples, pears, and
cherries), amonds, walnuts, many processed food products (including soups and
chocolate confectionary), distilled spirits, wine, and pet food. Panama aso agreed
to establish preferential TRQs for U.S. pork, chicken leg quarters, specified dairy
products, corn, rice, refined corn oil, dried beans, frozen french fries, fresh potatoes,
and tomato paste. The longest transition period (20 years) will apply to rice,
Panama’s most sensitive agricultural commodity. However, it agreed to increase
tariff-free access for U.S. rice if needed to cover a shortfall in domestic output.
Tariffs on imports of most other U.S. agricultural products would be phased out
within 15 years.

Almost all of Panama s agricultural exports to the United States aready enter
duty free under the Caribbean Basin Initiative and Generalized System of Preference
trade preference programs. Of U.S. commodities subject to quota protection, much
attention focused on the additional access granted to sugar from Panama. The
United Statesagreed to createthreepreferential TRQsfor sugar and sugar-containing
products. The largest duty-free TRQ (6,000 MT for raw sugar) will expand by 60
MT (1%) annually for 10 years and then be capped at 6,600 M T indefinitely; al sugar
product over-quota tariffs will remain indefinitely at current high levels. These
guotasin the aggregate represent most of the sugar surplusthat Panamatraditionally
has available to export each year. This FTA also includes a sugar compensation
provision similar to that found in DR-CAFTA. Other U.S. preferential TRQs were
established for cheeses, condensed and evaporated milk, and ice cream, to be phased
out completely in 15 to 17 years.®

In the separate SPS agreement, Panama agreed to accept the U.S. meat and
poultry inspection system “as equivalent to itsown.” This means that al facilities
that USDA certifies as meeting food saf ety standardsto produce for the U.S. market
are eligible to export meat products, and do not need further inspection by Panama.
The SPS agreement also commits Panama to provide access for all U.S. beef and
poultry, and related products, on the basis of accepted international standards. It also
streamlinesimport documentation requirementsfor U.S. processed foodsand affirms
Panama’'s recognition of the U.S. beef grading system. USDA notes that this

62 A detail ed description of commodity-specific market accessprovisions (transition periods,
TRQ amounts and growth rates, and safeguards) is found in the USDA fact sheet
“U.S.-Panama Trade Promotion Agreement Benefits for Agriculture, July 2007,” available
at [http://www.fas.usda.gov/info/factsheets/Panama/Panamaoveral | 0707.pdf].
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agreement eliminates “long-standing regulatory barriers faced by a variety of U.S.
products’ in Panama’ s market.®®

Observersdo not expect the White House to send the PanamaFTA to Congress
for consideration until the term of the legislator elected to be chairman of Panama's
legislatureexpiresin August. Heisaccused of murderingaU.S. soldier inthe 1970s.
As aresult, this allegation has affected the climate and timing for this agreement’s
consideration by Congress.

Oman®

With very limited arable land, Oman is a net agricultural importer. The U.S.
market share of the country’s agricultural imports is small — almost 2% in 2004,
with most of itsfood needs met by the United Arab Emirates, Japan, and the United
Kingdom. In 2006, U.S. food exports to Oman totaled $13 million, led by sales of
corn ($3.1 million), flavored sugar used as beverage bases ($2.6 million), thickeners
derived from locust beans ($914,000), non-far dry milk ($892,000), and mixed
seasonings ($611,000). Most of the $1 million in food imports from Oman was
accounted for by baked goods and snacks.

Oman'’s average applied tariff on agricultural products in 2005 was just over
6%. Processed food products face a 5% tariff, but basic commodities (i.e., grains,
fresh fruit and vegetables, beef and poultry, powdered milk) are exempt. Pork and
products, alcoholic beverages, and dried lemons are assessed a 100% tariff.®

TheU.S.-Oman FTA concluded in October 2006 commitsOmantoimmediately
allow duty-free entry for U.S. products entering under 87% of its agricultural tariff
lines. Omanwill phase out dutieson most other agricultural productsover fiveyears,
and by year 10 for those subject to the highest tariff. The United Stateswill provide
immediate duty-free access for 100% of Oman’s current exports of agricultura
products, which totaled only $2 million in 2005. Preferential TRQs phased out over
10 years will alow duty free access to the U.S. market for beef and specified dairy
products, among other sensitive commodities, but only if produced in Oman. The
President signed legidlation to implement this FTA on September 26, 2006.
However, this agreement will not take effect until the United States is satisfied that
the Omani government has adopted laws and decrees, with implementation dates, on
various intellectual property rights and government procurement issues.®

® |bid., p. 1.
6 See also CRS Report RL 33328, U.S-Oman Free Trade Agreement, by Mary Jane Bolle.

S WTO, Statistics Database, “Country Profile for Oman,” September 2006, as accessed at
[http://stat.wto.org/CountryProfilesyOM_e.htm] onJanuary 24, 2007; USDA, FAS, “Oman-
Food and Agricultural Import Regulations and Standards - Country Report 2006,” GAIN
Report MU6001, July 19, 2006, pp. 4, 8.

% Inside US Trade, “Oman Takes Step Toward FTA Implementation, but Timing
Uncertain,” January 18, 2008, p. 11.
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Agriculture in FTAs with Potential Partners

FTA negotiationswith two other countries— Thailand and Malaysia— did not
conclude before the end of March 2007 deadline that would have alowed for
congressional consideration under TPA authority. Talks with Maaysia are
continuing, with many issues (including some on agriculture) reportedly still
outstanding. At present, negotiations with Thailand likely will not resume, because
of significant Tha public opposition. If negotiations on either of these FTAs do
conclude, Congress may consider such an agreement under new TPA provisions (if
and when approved). But the Bush Administration also could decideto press ahead
for congressional consideration without such authority. This would depend on
whether political advisors gaugethat the level of oppositionto either FTA likely will
not be overwhelming enough to result in congressional rejection.®” Agriculture as
handled in talks to date is examined below in the order each country ranks in its
bilateral agricultural trade with the United States (as shown in Table 6).

Thailand®®

U.S. agriculture views Thailand as a promising market if FTA negotiations
result in asignificant reduction initshigh tariffson agricultural imports and provide
increased accessfor its many quota-protected products. U.S. agricultural exports by
one estimate could increase by an additional $800 million if Thai trade barriers are
reduced or eliminated and the country’s economy recovers to pre-1997 financia
crisis levels.®® Thailand similarly intends to pursue increased access for its fruit,
vegetables, and sugar in the U.S. market, but its negotiators at the same time face
strong opposition from Thai farmersand resi stance within the bureaucracy to opening
up the country’s market. After six negotiating rounds had taken place, Thailand
suspended the talks in February 2006 because of the country’ s political crisis. The
government set up after the September 2006 military coup initially appeared to be
committed to pursuing an FTA and having itslegislature consider any possible deal,
but there are no plans at present to resume negotiations.

In 2006, Thailand was the 16™ largest market for U.S. agriculture, with export
sales totaling $703 million. Top commaodities sold were soybeans ($122 million)
cotton ($147 million), wheat ($81 million), animal feeds ($36 million), whole cattle
hides ($31 million), and food preparations ($29 million). U.S. agricultural imports
from Thailand were just over $1.3 billion, led by purchases of natural rubber ($409
million), processed fruit - with more than one-half pineapple ($198 million), rice
($187 million), food preparations ($$86 million), and non-al coholic beverages ($42
million).

67 For perspective, see CRS Report RL 33743, Trade Promotion Authority (TPA): Issues,
Options, and Prospects for Renewal, by J. F. Hornbeck and William H. Cooper.

% See also CRS Report RL32314, U.S-Thailand Free Trade Agreement Negotiations, by
Raymond J. Ahearn and Wayne M. Morrison, and CRS Report RL32593, Thailand:
Background and U.S. Relations, by Emma Chanlett-Avery.

% Derived from USTR, 2006 National Trade Estimate Report on Foreign Trade Barriers,
“Thailand,” p. 641.
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Thailand' s average applied MFN tariff rate on agricultural importsis 24%, but
tariffs on consumer-ready food products range from 30% to 50%, with some as high
as 90% (e.g., coffee). High tariffsareimposed on imports of meat, fresh fruits such
as citrus and table grapes, vegetables, fresh cheese, and pulses, even though
according to USTR these are products that have very little domestic production.
TRQs a so serve to protect corn, among other commodities, in apolicy that USTR
characterizes as designed to protect domestic producers. In the FTA taks, U.S.
negotiators reportedly sought to have Thailand manage its agricultural TRQs more
transparently, and to address such issues as the burdensome requirements involved
in securing import permits and the high fees required to be paid to obtain import
licenses. Ironing out food safety and health issues reportedly received much
discussion in the talks, with USTR seeking to address complaints that Thai SPS
standards on some agricultural products “often appear to be applied arbitrarily and
without prior notification.”

Thailand was the 4™ largest sugar exporter in the world in 2005/06, and holds
a historic 1.3% share of the minimum U.S. raw cane sugar TRQ. If negotiations
resume, Thailand will continue to seek increased accessfor its sugar and ricein the
U.S. market.

Malaysia™

Besides seeking improved access to its food market, one U.S. objective in
negotiating an FTA with Malaysiais to eliminate its regulatory and licensing non-
tariff barriersto agricultural imports. These apply to imports of all meat, processed
meat, poultry, egg, egg products, rice and products, and unmanufactured tobacco,
among others. U.S. negotiators also will likely seek to streamline and make more
trangparent the processfor U.S. exportersto receive halal certification for livestock
and poultry products, and processed foods.”

Though Malaysiaistheworld’ sleading producer and exporter of palm ail, itis
anet food importer. In 2005, the U.S. share of its consumer food market was 7%.
Malaysia s simple average applied tariff on agricultural importswas 3.2% that year.
Many agricultural commodities (mest, grains, oilseeds, and animal feed) have zero
or low applied tariffs, but some horticultural products (dried fruit, mixed nuts, and
kiwi) and processed foods (frozen/preserved vegetables, soups, fruit juices) face
applied tariffs of up to 30%. TRQs are in place for poultry, pork, preserved meat

7 bid., pp. 638-641.

" Seealso CRS Report RL33445, The Proposed U.S-Malaysia Free Trade Agreement, by
Michael F. Martin. For more information, see USDA, FAS, ‘U.S.-Maaysia Free Trade
Agreement’ (available at [http://www.fas.usda.gov/itp/Malaysia/lus-mal aysi afta.asp]).

2 |_etter to House Speaker Hastert from USTR Announcing U.S. Intent to Negotiate FTA
with Malaysia, March 30, 2006, pp. 1, 3 [Executive Communication 6881]; USTR, 2006
National Trade Estimate Report on Foreign Trade Barriers, March 31, 2006, “Malaysia,”
pp. 430, 432. Halal refers to the slaughtering and processing of these food products in
accordance with Islamic practices.
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products, milk, coffee, cabbage, wheat flour, and sugar, but have no practical effect
because over-quota tariffs are currently zero and quotas do not apply.”

In 2006, Malaysiaranked 22" as an overseas market for U.S. agriculture. U.S.
agricultural exportstotaled $410 million, while agricultural imports (primarily non-
competitive commodities) equaled $829 million. Leading U.S. exports were
soybeans ($50 million), fresh grapes ($40 million), non-fat dry milk ($40 million),
food preparations ($31 million), tobacco ($19 million), fresh apples ($19 million),
and corn gluten meal ($18 million). Top U.S. imports from Malaysia were refined
palm oil ($248 million), natural rubber ($151 million), refined palm kernel oil ($132
million), cocoa butter ($91 million), and industrial fatty acids ($62 million).

In January 2007, Malaysia publicly stated its intention to exclude rice, tobacco
and alcohol productsin an FTA with the United States. A government corporation
isthe country’ sonly authorized riceimporter, and exercises broad power to regulate
importsunder Malaysia slicensing system. It alsoischarged with promotingthesale
of domestic rice output.” One report suggests that Malaysia wants to exclude rice
for national security reasons, and tobacco and acohol for public health reasons.
Sugar appears not to be anissue, because Malaysiaimports much of itssugar to meet
domestic demand. In thelast rounds of negotiations, both sides continued to discuss
thelir initial market accessofferson agricultural products, which they first exchanged
in December 2006. Some progressreportedly was made on thetext of theagriculture
chapter, with agreement reached on the staging periods in which to place
commodities and food products for purposes of then negotiating tariff reductions.
Another issue — Malaysia's plan to introduce compulsory labeling for products
containing genetically modified organisms by year-end 2007 — concerns U.S.
negotiators because of its potential to restrict U.S. agricultural exports.”

Although the end-of-March deadline passed for the United States to conclude
an FTA which Congress could then have considered under TPA rulesthat allow no
amendmentsand only an up or down vote, both sides agreed to continue negotiations.
At the sixth formal session held in mid-April 2007, Malaysiareportedly still sought
to exclude rice but signaled it might agree to including tobacco in the FTA.
However, one earlier report suggested that Malaysia s trade minister does not view
rice as a contentious issue, pointing out that U.S. rice is different from the variety
produced in Malaysiaand also more expensive. Healsoindicated that tobacco could

 WTO, Trade Policy Review - Malaysia, December 12, 2005, pp. 36, 39, 77-78, 80;
USDA, FAS, “MalaysiaExporter Guide Annual 2006,” GAIN Report MY 6042, October 19,
2006, pp. 14-15, 19.

" U.S. Department of State, “ Importsof Riceat IssueinU.S. Trade Negotiationswith Korea
[and Malaysial,” May 2006 (available at [http://usinfo.state.gov/ei/Archive/2006/May/
12-286336.html]); The Star Online [Kuala Lumpur], “Tobacco, Rice Excluded in FTA
Negotiations with the US,” by Mergawati Zulfakar, January 15, 2007.

® Inside U.S. Trade, “U.S., Maaysiato Continue Trade Talks; No Progress On Tough
Issues,” March 23, 2007, p. 2; BNA’sInternational Trade Daily, “Malaysiato Stand Fast
on Data Exclusivity, GMO Labeling in Free Trade Talkswith U.S.,” April 25, 2007.
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be included if imported only as an unprocessed commodity.” At the most recent
session held in mid-January 2008, negotiators discussed Malaysian regulations on
alcohol and U.S. requestsfor market access. Another round may be scheduledin late
spring, after Malaysia holds parliamentary elections.

Concluding Observations

Most of the recently negotiated FTAswill open to varying extents marketsfor
U.S. agriculture in countries with high levels of border protection for their
agricultural sectors. In particular, U.S. agricultural trade with those FTA partners
that have benefitted from along period of preferential accessto the United Stateswill
quickly takeonamorereciprocal character. Astheir tradebarrierstoimportsof U.S.
agricultural productsarereduced, U.S. agriculture and agribusiness exporters, where
they have a competitive edge over other countries in these markets, will be able to
take advantage of sales opportunities. At the same time, some U.S. commodity
sectorswill face competition from increased imports under these FTAs. The degree
of such competition will be mitigated by negotiated long transition periods and by
likely continued growthin U.S. demand for such products due to population growth.
Looking ahead, as transition periods to free trade for the more sensitive agricultural
products near their end, disputes are likely to arise. This has been the case under
NAFTA for severa agricultura products, as free trade loomed, or actually took
effect, and led affected producers in Canada, Mexico, and the United States to seek
relief from the impacts of increased imports.

Reflecting thisoutlook, most U.S. agricultural commodity groups, agribusiness
and food manufacturing firms have supported these recently negotiated FTAS,
lookingto benefit from preferential and guaranteed increased accessto these markets.
The largest general farm organization — the American Farm Bureau Federation —
has supported all of these FTAs but did not expect the agreement with Australiato
resultin an overall net gainfor U.S. agriculture. The Farm Bureau viewsthesetrade
agreements as the best way to reduce foreign barriers and expand export
opportunities or face the prospect of reduced domestic farm production. The two
leading national cattlemen trade organizations have held similar, but at times,
differing positions on the beef provisionsin certain FTAS, in large part due to the
different geographic base of their membership.

Opposition to FTAs has come from those U.S. commaodity groups concerned
with the impact of increased competition from foreign producers. The extent of
opposition has varied by agreement, depending upon the sensitivity of increased
importsfrom each FTA partner, thelength of transition periods, and whether special
provisions are included to provide some measure of long-term protection. Such
groups represent producers and processors of sugar, cotton (initially with respect to
DR-CAFTA), and certain processed vegetables. Another general farm organization
— the National Farmers Union (NFU) — opposed DR-CAFTA. The NFU views

®InsideU.S Trade, “U.S. InsistsMalaysian FTA Still Possible Under Fast Track,” January
19, 2007; Inside U.S Trade, “U.S., Maaysia Show Increased Flexibility in Sixth Round of
FTA Taks,” April 27, 2007, p. 2.
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other trade agreements asforcing U.S. producersto compete unequally with farmers
from FTA partner countries, who have a cost of production advantage because they
are not required to meet the same labor and environmental standards.

Taking into account this mix of support and opposition to FTAs found in the
agricultural and related food sectors, U.S. trade negotiators have sought to craft
bilateral trade agreementskeepingin mind the political realitiesinvolvedin securing
final congressional approval. It reflectsa USTR FTA negotiating strategy to limit
U.S. trade concessions on U.S. sensitive agricultural commodities in order to
minimize opposition in Congress on any concluded agreement.
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Appendix A. Methodologies Used to Estimate
Changes in U.S. Agricultural Trade Under FTAs

The projections developed to illustrate expected changes to U.S. agricultural
exportsandimportsasthese FTAsareimplemented vary significantly, because of the
different analytical approaches used to derive them. What is common in the
simulationsdeveloped by the U.S. International Trade Commission (USITC) andthe
American Farm Bureau Federation (AFBF) isthat they seek to present what would
happen to U.S. agricultural trade under each FTA compared to a “baseling”’ that
represents what each expects such trade would be without an agreement.”” Their
approaches, however, differ in the scope of analysis undertaken and in how each
handles the timing of full implementation of an FTA’s agricultura trade
liberalization provisions. These differences, in turn, largely explain the difference
in estimates in the change in U.S. agricultural exports and imports attributable just
to these agreements (Table 7). The USITC employs a multi-country and multi-
commodity/services sector econometric model to quantify what the broad and
sectoral impacts of FTA market access provisions would mean for the entire U.S.
economy. The AFBF also uses an econometric model, but employs a narrower
methodol ogy to examine what only happensto each FTA partner’ smain agricultural
commodity sectorsasborder protectioniseliminated. It then quantifiestheresulting
demand that would be met with increased agricultura imports from the United
States.

Another significant differenceisthat theUSITC assumesall FTA provisionsare
fully implemented and its full effects felt immediately (i.e., in the first year that an
agreement takes effect). In other words, the U.S. economy isno different in thisfirst
year fromwhat it isin the baseline— with the same popul ation, resources, and other
economic characteristics. By contrast, the AFBF projects the change in an FTA
partner’ s agricultural trade with the United States at a point during, or at the end of,
long transition periods. This is derived by looking at the impact of adjustments
expected to occur in each country’s agricultural sector (as trade liberalization takes
effect over time), population growth, and assumed higher economic growth and per
capitaincomesassociated in part because of itsFTA with the United States. Because
USITC analyses do not take into account that the more significant agricultural
provisionsin an FTA are staged in over long periods (up to 20 to 25 years), nor that
income levels and population likely will grow over time, its projections probably
understate the magnitude of the change in U.S. agricultural exports and imports
attributable to these agreements. The Farm Bureau’ s estimates may overstate the
magnitude of the projected higher level of U.S. agricultural exports, because of
overly optimistic assumptions on the potential future U.S. market share for key
agricultural commoditiesin some FTA partner countries.

" The only common feature in both the USITC and AFBF analyses of FTA effects are
estimates on projected changesin U.S. agricultural exports and imports — measures that
capture part of the prospective gainsand losses experienced by U.S. agriculture under these
FTAs. Both sets of analyses do not convert what FT A-caused changesin agricultural trade
mean for net U.S. farm income (except for the AFBF's Morocco report), U.S. farm
commodity prices, or other indicatorsthat directly measure the economic health of the U.S.
agricultural sector.



