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The outlook for trade has darkened considerably in recent days; a gamble in the trade arena that holds
substantial risk for American farmers. In May, President Trump initiated a trade investigation on
automobiles that held the potential for triggering tariffs on imported cars and trucks (Swanson and
Tankersley, May 24, 2018). On June 1%, the long-threatened tariffs on steel (25%) and aluminum (10%)
went into effect for important U.S. trading partners (Mexico, Canada and the European Union), who
quickly responded with threats or tariffs on U.S. exports; Mexico, in particular, imposed tariffs on $3 billion
worth of American exports, including agricultural commodities and products (Swanson and Tankersley,
June 5, 2018). Adding confusion to the concern, President Trump claimed that U.S. farmers haven’t been
doing well for the last 15 years, and suggested that Canada, China, and Mexico have been treating U.S.
farmers unfairly with “big trade barriers” (Sieff, June 5, 2018). These recent twists in the trade discussions
call for further examination of the facts and potential risks, beginning with the data for the last 28 years,
back to 1990 and the precursor to NAFTA—the Canada-U.S. Free Trade Agreement.

The Data

Trade data on imports and exports were obtained through the USDA Foreign Agricultural Service’s Global
Agriculture Trade System (USDA FAS, GATS). To compare trade across time, we converted all import
and export data to real values (2017 dollars), using the gross domestic product implicit price deflator
obtained from the economic research of the Federal Reserve Bank of St. Louis (FRED). Figures 1, 2,
and 3 below show agriculture imports and exports between the U.S. and Canada, Mexico, and China.
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Figure 1. Agriculture Trade with Canada
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Figure 2. Agriculture Trade with Mexico tdd
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Figure 3. Agriculture Trade with China m
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Discussion

The above figures make it clear that NAFTA and the loosening of Chinese trade restrictions have led to
dramatic growth in U.S. agricultural exports. It is also clear that, in the case of our NAFTA partners,
agricultural imports have also grown. In addition, where there are trade deficits with our NAFTA partners
on agricultural products, they are relatively small, particularly in comparison to total trade volume.

In general, the U.S. exports different agricultural products to these three countries than it imports,
reflecting our relative comparative advantages for those products relative to our trading partners. In
2017, the U.S. exported to Canada: prepared foods (9.16% of the value of all US agricultural exports to
Canada), fresh vegetables (9.13%), fresh fruit (7.84%), snack foods (6.48%), beef (3.88%), pork (3.86%),
and chocolate & cocoa products (3.63%). U.S. exports to Mexico were made up of corn (14.23% of the
value of all agriculture exports to Mexico), soybeans (8.53%), pork (8.13%), dairy (7.05%), beef (5.26%),
poultry meat (5%), and wheat (4.59%). U.S. exports to China are primarily made up of soybeans (63% of
the value of all US agricultural exports to China), followed by cotton (5%), hon-corn coarse grains
(4.26%), pork (3.38%), dairy (3%). Tables 1, 2, and 3 lists the top-ten U.S. agricultural exports by value
and their relative share of total U.S. agriculture exports to each country.

Table 1. Composition of US Agricultural Exports to Canada, 2017

Canada
Product: Value (Millions) % Share
Prepared Food 1,877 9.16%
Fresh Vegetables 1,871 9.13%
Fresh Fruit 1,607 7.84%
Snack Foods 1,328 6.48%
Other Intermediate Products 1,206 5.88%
Beef & Beef Products 796 3.88%
Pork & Pork Products 792 3.86%
Chocolate & Cocoa Products 743 3.63%
Condiments & Sauces 707 3.45%
Tree Nuts 641 3.13%
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Table 2. Composition of US Agricultural Exports to Mexico, 2017

Mexico

Product Value (Millions) % Share
Corn 2,649 14.23%
Soybeans 1,586 8.52%
Pork & Pork Products 1,514 8.13%
Dairy Products 1,312 7.05%
Other Intermediate Products 1,126 6.05%
Beef & Beef Products 980 5.26%
Poultry Meat & Prods. (ex. eggs) 933 5.01%
Wheat 855 4.59%
Prepared Food 679 3.65%
Sugar, Sweeteners, Bev. Bases 665 3.57%

Table 3. Composition of US Agricultural Exports to China, 2017

China

Product Value (Millions) % Share
Soybeans 12,356 63.00%
Cotton 976 4.98%
Hides & Skins 946 4.82%
Coarse Grains (ex. corn) 836 4.26%
Pork & Pork Products 663 3.38%
Dairy Products 577 2.94%
Other Intermediate Products 425 2.17%
Wheat 349 1.78%
Hay 340 1.73%
Feeds & Fodders 272 1.39%

Notably, the above figures indicate that over the last three to five years the U.S. has experienced an
agriculture trade deficit with both Canada and Mexico. There are several reasons why trade gaps may
widen, one of which could be due to trade barriers. However, these deficits are not the result of
increased, or “big trade barriers.” There are barriers to U.S. agricultural exports to Canada in terms of
dairy, eggs and poultry, but those are not new and have been around before NAFTA. The U.S. also
continues to implement import barriers of their own, most notably, for sugar.

Trade barriers are less of an issue in any deficits for agricultural trade than the increasing strength of the
U.S. dollar. As discussed in an earlier article, a strengthened dollar will tend to lead to trade deficits
(farmdoc daily, April 4, 2018). A stronger dollar results in U.S. exports becoming more expensive
(because they have to be paid in USD), and imports from other countries (paid for in the importing
county’s currency) are cheaper, as a strong dollar buys more of the importing currency.

Figures 4, 5, and 6 compares the exchange rate versus U.S. agricultural surpluses or deficits as a
percentage of total agriculture trade with a nation. Except China, who sets a fixed exchange rate and
doesn’t allow for their currency to be freely traded on an exchange—which led to an undervaluation of
their currency earlier, but if anything a potential overvaluation now (Krugman, August 13, 2015)—both
Canada and Mexico’s exchange rates exhibit almost perfect negative correlation with our agricultural
trade surplus and deficit. Meaning as the dollar strengthens: imports increase, and as the dollar weakens:
imports decrease (exports increase).

Another reason that the trade gap has widened in the last few years is due to a drop in prices of primary
U.S. agricultural exports: grains and oilseeds. As is expected, the value of total U.S. agricultural exports
of these commodities mirror the fluctuations in these prices. To demonstrate that world prices matter for
trade, figure 7 estimates the value of exports to Mexico if the U.S. received 2012 prices (an all-time high)
for corn, soybeans, and wheat exports. As you can see, if the U.S. experienced 2012 price levels for
those three commodities the deficit with Mexico would be significantly smaller. In fact, at 2012 prices, the
deficit nearly goes away, with an almost 80% reduction in 2016, and a 73% reduction in 2017. It's also
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important to note that these export values are an underestimate, as higher grain prices would also
increase the prices of meat exports that rely on grains as feed, further increasing the value of US exports.

Figure 4. Exchange Rate vs. Agricultre Trade Account: Canada fdd
250 20.00%
15.00%
2.00
10.00%
£ 1.50
8 5.00%
c
=
E 0.00%
< 1.00 e
i}
-5.00%
0.50
-10.00%
0.00 -15.00%
QO = N M < W O M0 MO N M ST W O 0 N O «—~ N M W O M~
D OO OO 00 00 000 000 Q0 @ T T T T ™ & T
O 00 0000000000 00 0000 0 00 0 0 Q0 o 9
T T T T OT T oT v v v (NN NN NN NN NN NN NN N N NN
Exchange Rate = Surplus/Defict as Percentage of Total Trade
Figure 5. Exchange Rate vs. Agriculture Trade Account: Mexico tdd
20.00 25.00%
18.00 20.00%
16.00 15.00%
14.00
10.00%
@ 12.00
a 5.00%
< 10.00
2 0.00%
Q
2 800
-5.00%
6.00
4.00 -10.00%
2.00 -15.00%
0.00 -20.00%
Q = N M S W) O M~ 0 O «~ N I W OO0 O~ NM< W © M~
QOO0 00000 0 00 0 Q0 0 0090 T T T T T T T T
L=z = I = I~ — - T~ - I - - — - T~ I - I ] (=] Qo Q o o [=] Qo
™ T T OT T OTOT T v v NN NN NN NN NN NN N NN N NN

= Exchange Rate == Surplus/Deficit as Percentage of Total Trade

5 farmdoc daily June 8, 2018



Figure 6. Exchange Rate vs. Agriculture Trade Account: China tdd
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Figure 7. Agriculture Trade with Mexico fdd
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While the few long-standing agricultural trade barriers have not led to recent agricultural trade deficits,
retaliatory tariffs in response to U.S. tariffs on steel and aluminum, and potential tariffs on automobiles,
raise significant risks for American agriculture. Agriculture often bears the cost of retaliation in trade
disputes (farmdoc daily, October 4, 2017). Canada, Mexico, and the EU have already announced
retaliatory tariffs on U.S. agriculture in response to U.S. implementation of steel and aluminum tariffs last
week. Mexico’s tariffs went into effect on June 5, with pork and hard, shredded or powdered cheeses
seeing a 10% rate until July 51" when the rate increases to 20%. Canada and the EU'’s tariffs will go into
effect starting in July.

The steel and aluminum tariffs imposed by the U.S. are particularly disconcerting to our trade partners
because of the justification used by President Trump: a claim of impairment to our national security. This
national security clause is known as Section 232, and is an investigation conducted under the authority of
the Trade Expansion Act of 1962 which seeks to determine the effect of imports on national security. If
the Secretary of Commerce finds that imports threaten to impair national security, the President can use
his authority to adjust imports by implementing tariffs or other barriers.
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Since 1962, only 26 cases have been initiated under Section 232, nearly one-third of which have been
petroleum (crude and refined). Of the 26 cases presented to the President, only three were deemed to be
a threat to national security, and the President took action, of which, President Carter’s oil fee in response
to a 1978 inquiry was deemed illegal, and removed. Two cases were deemed a threat and the President
took no action (President Clinton on petroleum in 1995 and 2000), and only one case was found not to be
a threat to national security and the President still took action (President Reagan, ferroalloys in 1982).

If the U.S. is to continue to take unprecedented action in its use of the national security clause to protect
automobiles, along with the legal retaliatory tariffs allowed under the WTO, we risk establishing a
precedent for other countries to make a ‘national security’ claim to protect their industries and that may
well focus on agricultural products. This could cause further problems for U.S. agriculture at a time of
relatively low prices and farm income (farmdoc daily, March 21, 2018).

Concluding Thoughts

The trade data make it clear that over the past 15 years, the value of U.S. agricultural exports has
expanded dramatically with our three largest agricultural trading partners: China, Canada and Mexico.
While a few lingering trade barriers among these countries remain in place, most have been dramatically
lowered over the last 15 years, helping facilitate this substantial increase in trade. Where trade deficits for
agricultural products occur with Canada and Mexico, they are small relative to the total value of
agricultural trade, can largely be attributed to the rise in the value of the U.S. dollar, and the drop in the
price of some of our key exports. The real threat to agricultural exports now comes from rising trade
tensions with all three of these countries who are our largest agricultural markets. In particular, the
imposition of steel and aluminum tariffs, and potentially tariffs on automobiles, in the name of the rarely-
used ‘national security’ clause, opens the door to a potentially large number of retaliatory tariffs, hurting
our export-dependent industries such as U.S. agriculture.
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