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Interest in United States agricultural trade v@#ntral America and the Dominican

Republic has increased significantly since theisgyof the Central American Free Trade
Agreement-Dominican Republic (CAFTA-DR) on AugusPP05. U.S. agriculture could
realize increased exports as the agreement is mapited by all participants. The CAFTA-DR
provides for a free trade area between the Unitatk§ five Central American countries and the
Dominican Republic. The purpose of this study isgmate the economic impacts of increased
agricultural exports to the CAFTA-DR region on th&s. economy.

Trade negotiations began in January 2003 and on28a2004 the United States along
with Costa Rica, El Salvador, Guatemala, HondunasNicaragua signed the Central American
Free Trade Agreement (CAFTA). In August 2004 tlmerihican Republic was added to the
agreement creating the Central American Free TAgpleement-Dominican Republic. However,
shortly after joining the agreement the Dominicap&blic violated the rules of the agreement
by passing a revenue bill that included a 25% take@verages containing High Fructose Corn
Syrup. Subsequently, the tax was repealed, allpivia D.R. to participate in the agreement. On
June 29, 2005 the Senate Finance Committee applegisthtion that would implement the
trade agreement. One day later the U.S. Senate\agapthe free trade agreement with Central
America and the Dominican Republic. Approximatehe month later the House approved

CAFTA-DR with a narrow 2-vote margin, 217-215. §dent Bush signed the implementing

legislation on August 2, 2005.



U.S. agriculture could benefit from the trade agreet with the eventual elimination of
tariffs giving the United States a competitive attége over other countries such as the
European Union who does not have preferential adoethese markets. It is estimated that
CAFTA will increase the value of U.S. agricultueadports by $1.0 billion (AFBF). Adding the
Dominican Republic to the agreement has the patigiatiboost exports another $576 million,
totaling $1.6 billion. At the end of the 20 yeamilementation period increased sugar imports
could reduce the benefits of CAFTA-DR by $181 raillj resulting in a net gain in exports to
these countries of approximately $1.3 billion. Bl states export to the five Central American
countries and the Dominican Republic. The leadiygpet states are Florida, North Carolina,
Texas, Louisiana, California, Georgia, Alabama, 8éafiusetts, South Carolina and
Pennsylvania.

Economic and Political Economy of the CAFTA-DR Coutries

CAFTA-DR involves six middle and low income couegsiwith limited production and
expanding demand for a variety of bulk, semi-preedsand consumer ready food products
(AFBF). The Central American countries of CostaaRi€l Salvador, Guatemala, Honduras and
Nicaragua and the Dominican Republic represenbadrange of economic and political
maturity. These countries have a total combingzufadion of approximately 47 million with an
average two-percent per year growth rate (TableThe population of the United States is
approximately 296 million people with a one-perceet year growth rate.

With a 2004 Gross Domestic Product (GDP) of $11riflton and a per capita GDP of
$40,100 the United States is the world’s largeshemy and a major market for both domestic
and foreign producers of goods and services. Jr8tates exports include capital goods,

automobiles, industrial supplies and raw mater@sasumer goods and agricultural products. In



2004, total U.S. exports accounted for approxingaiéb percent of GDP, totaling $795 billion.

Over this same time period U.S. imports totaled&1rillion accounting for 13% of GDP. In

2004 total U.S. international trade accounted @2f GDP compared to 12% in 1994. In fact

the U.S. is now more dependent on internationdetthan any other time since 1900-1914 when

16% of GDP was generated by merchandise tradediayhl, 1999).

Table 1: CAFTA-DR Demographic and Economic Overview

Population GDP
Growth | Literacy | Below | Agricultural Real GDP
Population| Rate Rate Poverty | Population Growth Per
Country (millions) (%) (%) Level (%) (%) GDP (billion) | Rate | Capita
United States 295.7 0.92 97 12 0.7 | $11.75trillion 4.4 | $40,100
Costa Rica 4.0 1.48 96 18 20 $37.97 3.9 $9,600
Dominican Republig 9.0 1.29 84.7 25 17 $55.68 1.7| $6,300
Guatemala 147 257 70.6 75 50 $59.47 2.6| $4,200
El Salvador 6.7 1.75 80.2 36.1 17.1 $32.35 1.8 $4,900
Honduras 7.0 2.16 76.2 53 34 $18.79 4.2| $2,800
Nicaragua 55 1.92 67.5 50 30.5 $12.34 4| $2,300
Central America-
Dominican
Republic Average 46.8 1.86| 79.20 42.85 28.10 $216.6 3.03| $5,017

Source: http://mww.cia.gov

The five Central American countries along with Breminican Republic have a

combined population of 47 million people with amaal average growth rate of two percent.

Guatemala is the most heavily populated countrth 4.7 million people, but is also a

relativity poor country with a per capita GDP of $30. Costa Rica and the Dominican Republic

are the most prosperous countries, with per c&ii®s of $9,600 and $6,300, respectively. It

can be seen that the Central American-DominicaruBlépregion consists of a large consumer

market with a low level of purchasing power. Howeas these countries become more




developed, gaining higher levels of purchasing paivey are likely to purchase more
agricultural commodities.
U.S. Agricultural Trade with CAFTA-DR Countries

In 2004, U.S. agricultural trade accounted for pacent of GDP. Agricultural exports
were 9.2% of total trade and imports were 4.9%otdlttrade. Forecast agricultural trade for
2005 is approximately $118.5 billion. Agricultuexports are forecast at $60.5 billion and
imports are forecast at $58 billion, resulting i§i2a5 billion trade surplus. Exports remain
below 2004 levels due to record levels of grailybsan and cotton supplies, increased foreign
competition and lower prices (Brooks et al, 2006)2004 agricultural exports exceeded $62
billion and imports were $52 billion resulting in agricultural trade surplus of approximately
$10 billion. The top five export markets for Uggricultural products in 2004 were Canada,
Mexico, Japan, the European Union and China.

Taken together the five Central American countaied the Dominican Republic
represent the United States™f2rgest trading partner. During 1999-2004 tota Lexports of
agricultural and non-agricultural products to Cah&merica increased 42%. In 2003, two-way
trade, between the U.S. and the CAFTA-DR countt@aled $31.9 billon. The U.S. is the
largest supplier of agricultural goods to the CAFDR region, accounting for 40% of the
regions agricultural imports. U.S. agriculturaperts to the region were approximately $1.7
billion in 2004. However, U.S. market share haslided from 54% in 1995 to 40% in 2004,
due in large part to preferential access conditadfrded to third countries by Central America
through bilateral trade agreements (http://wwwifsda.gov/).

Orderly transition to freer trade is a major isfareCAFTA-DR. With large shares of the

population in agriculture and relatively poor altiderate, economic disruption caused by greater



imports and low prices can be devastating. Goventiprograms to mitigate negative impacts
of adjusting to freer trade will be important. Tdlesence of an effective transition policy, will
likely lead to social disruption and political iability in the most fragile economies.

Increased Market Access

CAFTA-DR would allow for a more reciprocal traddateonship between the U.S., the
five Central American countries and the Dominicap&blic. Under the Caribbean Basin
Economic Recovery Act (CBERA) Costa Rica, the Daoan Republic, El Salvador,
Guatemala, Honduras and Nicaragua enjoy duty teess on 99% of their products exported to
the United States. CBERA was initiated in 198&twlitate economic development and export
diversification of the Caribbean Basin economiesifWo, et al 2005). Nonreciprocal trade
agreements such as CBERA we created to help progcoteomic growth in developing
countries by providing with enhanced trading relaships with the United States. U.S.
agricultural trade preference programs offer dudg faccess to all eligible products. Import
sensitive products are either excluded or impoangjties are limited, as is the case with U.S.
sugar imports.

Under WTO commitments the Central American coustard the Dominican Republic
are allowed to charge high tariffs on goods immbftem the United States. The average
allowed tariff for agricultural products is 42%@osta Rica, 40% in the Dominican Republic,
41% in El Salvador, 49% in Guatemala, 35% in Hoaduand 60% in Nicaragua (USDA,
2005). Actual applied tariffs are lower on specgroducts. However, these tariffs place U.S.
producers of agricultural products at a competitisadvantage. In addition there is no

guarantee these countries will not raise theiffteates to WTO limits.



Under CAFTA-DR, liberalization would occur throutdriff reductions, tariff-rate quota
expansion and a combination of approaches. Theukdvbe a separate schedule of
commitments for each country. Tariffs will be elimated for most products, except sugar, fresh
potatoes and fresh onions for Costa Rica, and vebite for the other Central American
countries. Depending on the product and countrff fshase-outs will occur immediately,
within 5 years, 10 years, 12 years, 15 years, e2Qlgears for chicken leg quarters, rice and
dairy products. Immediate access will be providedugh the creation and expansion of tariff
rate quotas. TRQ schedules and export data asengesl for selected agricultural commodities:
beef, cotton, rice, and soybeans.

Beef

In 2003, the U.S. exported approximately 3,400 imédns (MT) of beef valued at $10.4
million to Central America and the Dominican RepalfTable 2). Costa Rica, the Dominican
Republic and Guatemala accounted for 88% of U.&f éeports to the region. In 2004, BSE
had a negative impact on the U.S. beef industrgiogua sharp decline in beef exports. U.S.
beef exports to the CAFTA-DR region declined 66%raa one year period, to 1,100 MT in
2004. However, from 2001-2003 annual beef expgortee CAFTA-DR region averaged 3,100
MT valued at $9 million. The U.S. share of the A-DR beef import market is over 60%

(value).



Table 2: U.S. Beef Exports to the CAFTA-DR Region2001-2004)

2001 2002 2003 3 Year Average 2004
Value ($1000)
Costa Rica $1,781  $1,945 $2,263 $1,996 $168
Dominican Republic $2,207 $2,258 $3,434 $2,633 $1,408
El Salvador $409 $264 $268 $314 $204
Guatemala $3,262 $3,542 $3,783 $3,529 $1,512
Honduras $428 $177 $347 $317 $811
Nicaragua $95 $313 $316 $241 $119
Total $8,182 $8,499 $10,411 $9,031 $4,222
Quantity (MT)
Costa Rica 922.2 757.9 989.2 889.8 51.5
Dominican Republic 858.6 877.0 905.9 880.5 305.7
El Salvador 164.9 84.7 74.0 107.9 54.3
Guatemala 821.2 932.6 1,091.4 948.4 277.2
Honduras 199.6 99.4 175.0 158.0 406.6
Nicaragua 23.4 155.9 137.6 105.6 38.3
Total 2,989.9 2,907.5 3,373.1 3,090.2 1,133.6

Source: http://mww.fas.usda.gov/ustrade/

WTO maximum allowed tariff rates for beef rangevimdn 35-79%. Actual applied rates
are between 15-30%, depending on the product amatigo Under CAFTA-DR tariffs on Prime
and Choice cuts will be eliminated immediately @picin the Dominican Republic). Immediate
duty-free access will be given to other beef acdégending on the country, through an initial
TRQ of 1,165 MT, expanding annually until duties &xlly phased out.

For Costa Rica tariffs will be eliminated immedigtior Prime and Choice cuts and
offal, there will be a 15 year phase out periocgbother beef products with a back-loaded
schedule and safeguard. In the Dominican Repuldid X S. gains immediate duty free access
for 1,100 MT of Prime and Choice cuts through a TgtQwing 100 MT annually (Appendix,
Table 1). The out-of-quota duty will be phased @wer 15 years. Beef trimmings face an initial

TRQ of 220 MT, growing 10 percent per year ovebagéar period (Appendix, Tablel).



For El Salvador there is a 15 year back-loadedf taduction schedule for other products
beside Prime and Choice cuts (Appendix, Table 8)aah year tariff phase out for offal. A TRQ
for other beef cuts is established with a base tifyasf 1,100 MT growing five percent per year.
A TRQ for other beef cuts exists for Guatemala withase quantity of 1,060 MT with an annual
six percent growth rate. All other products wil phased out over 15 years for both Guatemala
and Honduras. For Honduras and Nicaragua taniffsftal are phased out over a 5 year period.
For Nicaragua there is a 15 year phase out oritadr @roducts with a safe guard and a back-
loaded reduction schedule. In order to facilitat8. exports, the CAFTA-DR countries are
working toward the recognition of the U.S. meat aadification systems.

Cotton

In 2004, U.S. cotton suppliers exported 44,300 Matton valued at $66.4 million to
the CAFTA-DR region (Table 3). Guatemala and BY&dor were the two primary importers of
cotton accounting for 90% of U.S. cotton importshte CAFTA-DR region. In 2004,
Guatemala and El Salvador imported approximate|g@LMT and 17,700 MT of cotton valued
at $33.8 million and $25.7 million, respectivelyT8 5201.00). Annual U.S. cotton exports to

the CAFTA-DR region from 2001-2003 averaged 40,000valued at $44 million.



Table 3: U.S. Cotton Exports to the CAFTA-DR Region(2001-2004)

2001 2002 2003 3 Year Average 2004
Value ($1000)
Costa Rica $18 $0 $244 $87 $2,418
Dominican Republic $12,798 $311 $651 $4,587 $1,227
El Salvador $20,965  $14,538 $23,856 $19,786 $25,689
Guatemala $16,467  $16,173 $22,099 $18,246 $33,834
Honduras $866 $1,649 $1,027 $1,181 $3,270
Nicaragua $30 $0 $0 $10 $0
Total $51,144 $32,671 $47,877 $43,897 $66,438
Quantity (MT)
Costa Rica 11.3 0.0 192.7 68.0 1,656.5
Dominican Republic 9,456.7 424.7 569.4 3,483.6 991.9
El Salvador 18,140.8 17,843.6 20,603.2 18,862.5 17,696.8
Guatemala 14,3147 17,617.3 17,709.1 16,547.0 21,843.1
Honduras 789.1 1,709.5 584.4 1,027.7 2,113.3
Nicaragua 20.5 0.0 0.0 6.8 0.0
Total 42,733.1 37,595.1 39,658.8 39,995.7 44,301.6

Source: http://mww.fas.usda.gov/ustrade/

Currently U.S. cotton shipped to Costa Rica faceamplied import tariff of one percent
and enters the remaining CAFTA-DR countries duge fiThe WTO allows tariffs as high as
60%. Immediately after implementation of the tradeeement all bound import tariffs will be
eliminated.

Rice

The U.S. share of the Central American — DominiRapublic rice imports is
approximately 98%. During 2001-2003, annual U.& shipments averaged 553,800 MT
valued at $83.9 million to all six countries comamin(Table 4). In 2004, U.S. rice exports to the
CAFTA-DR region were 714,400 MT valued at $184.2ion. Costa Rice is the largest

importer of rice accounting for 25% of U.S. ricepionts to the CAFTA-DR region.



Table 4: U.S. Rice Exports to the CAFTA-DR RegionZ001-2004)

2001 2002 2003 3 Year Average 2004

Value ($1000)
Costa Rica $9,499 $15,673 $17,293 $14,155 $45,744
Dominican Republic $3,786 $75 $2,559 $2,140 $35,73¢
El Salvador $17,569 $14,942 $17,260 $16,590 $15,581
Guatemala $7,935 $9,600 $9,374 $8,970 $17,53]
Honduras $20,704 $16,422 $20,129 $19,085 $33,063
Nicaragua $26,765 $19,142 $23,035 $22,981 $36,58%
Total $86,258 $75,854  $89,650 $83,921 $184,24%2

Quantity (MT)
Costa Rica 57,648 123,360 134,546 105,185 190,784
Dominican Republic 14,734 241 8,082 7,686 89,246
El Salvador 103,646 109,567 96,605 103,273 69,134
Guatemala 47,066 68,230 58,793 58,030 76,691
Honduras 135,573 145,442 123,309 134,775 142,30(
Nicaragua 158,221 140,174 136,055 144,816 146,257
Total 516,887 587,014 557,390 553,764 714,41(

Source: http://mww.fas.usda.gov/ustrade/

Currently U.S. rice exports to the CAFTA-DR regfae tariffs of 15-60%, with WTO
rules permitting tariffs as high as 35-90%. Aftaplementation each country will establish zero
duty TRQs for milled and rough rice. In year ofiéngplementation the zero duty TRQ access
will total over 400,000 MT and will grow annuallgroughout the tariff phase out period. For El
Salvador, Guatemala, Honduras and Nicaragua taviff®e phased out over 18 years. Tariffs
for Costa Rica and the Dominican Republic will i®ged out over 20 years. All tariff cuts will
be back-loaded, with out-of-quota imports subjec safeguard.

Out-of-quota tariffs remain unchanged during thstfien years of the agreement. After
10 years, tariffs for the five Central American otries are subject to a one-third reduction over
the next four years (5 years for Costa Rica). figtihen are eliminated over the remaining 4

years (5 years for Costa Rica)he out-of-quota tariff for the Dominican Repubi@nains
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unchanged during the first 10 years, then is redlbbged0% over the next 5 years, with total
elimination over the last 5 years. Established $RQd growth rates are presented below in

Tables 5 and 6.

Table 5: Rough Rice Established Tariff Rate Quotaand Growth Rates

Costa Rica El Salvador Guatemala Honduras Nicaragua Total
Base TRQ
(MT) 51,000 62,220* 54,600 91,800 92,700 352,320
Growth
Ratelyear 2% 2% 5% 2% 3%

* Expands 2% annually for 5 years, in year 6 the quotacie@sed by an additional 3,000 MT and continues
expanding at 2% thereafter.

Note: U.S. brown rice exported to the Dominican Repubilicreceive a TRQ of 2,140 MT with seven percent
annual growth.

Table 6: Milled Rice Established Tariff Rate Quotasand Growth Rates

Costa  Dominican

Rica Republic El Salvador Guatemala Honduras Nicaragua Total
Base TRQ
(MT) 5,250 8,560 5,625 10,500 8,925 13,650 52,510
Growth
Ratelyear 5% 7%  375/1000/325* 5% 5% 5%

* 375 MT for the first five years, 1,000 MT increase intyéand 325 MT for every year after that.

Soybeans
In 2004, the U.S. share of the CAFTA-DR import neor soybeans and soybean meal
was over 80% (USDA-FAS). U.S. soybean exportsdotfal America and the Dominican
Republic totaled 147,000 MT valued at $45.7 mill{dable 7). Annual average U.S. soybean
exports to the CAFTA-DR region, from 2001-2003ated 227,400 MT valued at $48 million.
Costa Rica is the largest importer of U.S. soybedtisn the CAFTA-DR region. In 2004,

Costa Rica accounted for 98% of U.S. soybean expoithe CAFTA-DR region.
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Table 7: U.S. Soybean Exports to the CAFTA-DR Regin(2001-2004)

2001 2002 2003 3 Year Average 2004
Value ($1000)
Costa Rica $37,618 $48,046  $51,173 $45,612  $44,973
Dominican Republic $8 $0 $0 $3 $0
El Salvador $121 $0 $239 $120 $0
Guatemala $2,532  $1,476 $1,427 $1,812 $729
Honduras $0 $0 $352 $117 $0
Nicaragua $93 $577 $459 $376 $0
Total $40,372  $50,099  $53,650 $48,040  $45,702
Quantity (MT)
Costa Rica 205,001 239,599 203,517 216,039 145,044
Dominican Republic 16 0 0 5 0
El Salvador 550 0 1,000 517 0
Guatemala 13,198 7,356 5,880 8,811 1,980
Honduras 0 0 1,493 498 0
Nicaragua 420 2,557 1,650 1,542 0
Total 219,185 249,512 213,540 227,412 147,024

Source: http://mww.fas.usda.gov/ustrade/

U.S. soybeans and meal enter the Dominican Repuilf8alvador and Honduras duty

free but face applied tariffs of 1-5% in the thremaining countries. Soybean WTO bindings

range from 20%-90%. Duties on soybean meal and flall be eliminated almost immediately

in most countries and vegetable oil duties wilpb@sed out over 15 years (Table 8). Duties on

crude soybean oil will be locked in at zero immésliaand refined oil will be phased out over

12-15 years.
Table 8: Tariff Rate Quota Schedule for Soybean an&oybean Products

HTS Costa Rice| El Salvador | Guatemala| Honduras | Nicaragua
Soybeans 1201.00 Immediate Immediate Immedjate Hiate| Immediate
Soybean Flour 1208.10 15 years Immediate  Immedjdtamediate | 10 years
Crude Soybean Oil 1507.10 15 years Immedidte  Imatedi 12 years Immediate
Refined Soybean Oil| 1507.90 15 years 12 yearg dBsye | 15 years 15 years
Protein Concentrateg 2106.10 Immediate Immediate mddiate | Immediate Immediate
Soybean Meal 2304 15 years Immediate  Immedjate edmte | Immediate

12



Methodology

The economic impact of expanded U.S. agricultuxpbets to Central America and the
Dominican Republic were estimated using an inpupoiumodel of the United States. Baseline
export estimates were developed using a threeayeaiage from 2001-2003. After calculating
baseline exports these numbers were ran through AMRo determine the impact of specific
U.S. agricultural exports to the CAFTA-DR regiontotal business activity (output), labor
income, other income and jobs.

IMPLAN is an input-output model that develops anputer-based algorithmic set of
eqguations to evaluate sales and purchases forseatdr of the economy, thereby identifying
interrelationships between the sectors (Boehml,)etlais one of the most widely used methods
for developing regional input-output models (Jondaput-Output models use multipliers to
estimate the impact of a change in output of oceos@n the output requirements of other
sectors. Multipliers account for the differencévim®en an initial effect of a change in final
demand and the total effects of that change. To@atraccounts for backward linkages.
Backward linkages connect an industry to its sgpplof goods and services.

Three types of effects are measured by IMPLANedirindirect and induced. Direct
effects are calculated relative to sales (expas) represent the amount of change in the beef,
cotton, rice or soybean sectors due to increasparexto the CAFTA-DR region. Indirect
effects are also calculated relative to sales eptesent the amount of secondary change within
the United States that is required by suppliethefoeef, cotton, rice and soybean sectors to
meet the additional demands of these primary imehsstiue to increased exports. Induced
effects are the impact of workers and business msgending their income within the United

States.
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Four statistics are reported for each commodatial tousiness activity (output), labor
income, other income and employment. Total busiaesivity or output is the value of output
produced by an industry or sector. Labor inconmieposed of employee compensation and
proprietary income. Employee compensation is vagksalary payments in addition to benefits
such as health insurance, retirement contributmasany other non-cash compensation.
Proprietary income is payments (income) receivedddfremployed individuals. Other income
is composed of two components: other property tgpeme and indirect business taxes. Other
property type income is payments received fronr@dk rents, royalties, dividends and profits.
Indirect business taxes are excise and sales pax@®y individuals to businesses. Employment
includes wage and salary employees along withesalfloyed individuals and includes both full
time and part time workers.

Impact of U.S. Agricultural Exports

In addition to the direct impact U.S. exports toal America and the Dominican
Republic have on the beef, cotton, rice and soykeators, there are also indirect and induced
effects that need to be taken into account. Iotefects include purchases of goods and
services by each sector to produce a final profduaxport. For example beef slaughtering and
packing plants purchase live animals from cattpcers and then add value to the product by
processing the animal before the final sale. ledusffects are changes in household spending
as household income increases or decreases dhartges in production.

In input/out analysis, output is measured in dakes in exports to Central America and
the Dominican Republic. The estimated total ecaoampact on the value of business output
attributed to average U.S. exports of beef, cottiar,and soybeans is $537.9 million annually

(Table 10). This estimated impact representsdta value of sales by all industries within the
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United States that are impacted both directly addectly by U.S. beef exports. The annual

income impact attributable to U.S. exports of beefton, rice and soybeans is estimated to be

$138.9 million. U.S. exports to Central America dnel Dominican Republic help support over

6,300 jobs annually.

Table 10: Impact of CAFTA-DR on U.S. Agricultural Exports (Average 2001-2003)

Output Other Income Labor Income Employment
$1,000
Beef $ 67,886 $ 10,048 $ 14,819 503
Cotton $120,639 $24,814 $38,623 1,327
Rice $227,778 $53,340 $55,124 2,709
Soybeans $119,060 $32,311 $30,352 1,781
Total Impact $537,946 $120,513 $138,918 6,320

*|ncludes Animal Fat

Total Business Activity and Employment | mpacts

Beef Exports

The total estimated impact of average U.S. beebrgpo the CAFTA-DR region was

estimated at $67.9 million annually and helped supp00 jobs within the beef and related

industries. The value of business output inclu#&lEs million as the estimated worth of the direct
output of beef exports to Central American and@beninican Republic. An estimated additional

$30.5 million in indirect value of output is estited from IMPLAN to be required by businesses

that supply inputs to the beef industry. The tofadirect output by the beef industry and

indirect output by other businesses is $49.5 nnillio

Indirect expenditures are distributed over a widgety of businesses within the United

States. Businesses impacted the most includedss®s engaged in cattle ranching and farming,

other animal production, wholesale trade, cropgnagh farming, real estate, food manufacturing

and transportation. The induced effects are estidnat $15.5 million.
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Cotton Exports

Average U.S. cotton exports to the CAFTA-DR regine estimated to have an annual
impact of $120.6 million on total business actiatyd helped support over 1,300 jobs within the
cotton and related industries. This value inclub#%3.9 million attributed to the direct output of
the cotton industry, which exports an average 4DNT of cotton valued at $43.9 million
annually o the CAFTA-DR region. IMPLAN estimated additional $36.2 million of indirect
value of output is required by businesses thatlgupputs to the cotton sector. The total of
indirect and direct business activity attributecbtmual average cotton exports to the CAFTA-
DR region is $76.7 million.

Indirect expenditures are distributed over a wideety of businesses throughout the
United States. Businesses engaged in agricuupgort activities, real estate, wholesale trade,
pesticide or other agricultural chemical applicatiand transportation are impacted the most.
The induced effects of U.S. cotton exports to thé&TA-DR region are estimated at $40.5
million.

Rice Exports

Milled rice makes of the majority of U.S. rice ex{s to Central America and the
Dominican Republic. Annual U.S. rice exports te @AFTA-DR region are estimated to have a
$227.8 million impact on total business activityf.t@is value $83.9 million can be attributed to
direct output within the rice milling sector. Anditlonal $86.1 million of indirect output is
required from the suppliers to the rice milling urstky. Major suppliers to the rice milling sector
are businesses engaged in grain farming and whtddrade. U.S. rice exports to the CAFTA-
DR region help support 2,700 jobs within the rioel aelated industries. The induced effects of

U.S. rice exports to Central America and the Doo@niRepublic are estimated at $57.8 million.
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Soybean Exports

The estimated total economic from U.S. soybegqoes to the CAFTA-DR region on
the total value of business output is $119.1 milli®f this the soybean sector contributes
$48,040,000 in direct output. An estimated $39.llioni of indirect value of output is required
by businesses that supply inputs to the soybedars&simary suppliers include businesses
engaged in real estate, wholesale trade, and estiad agricultural chemical application. U.S.
soybean exports to Central America help suppontaqimately 1,800 jobs. Induced effects are
estimated at $32 million.

I ncome I mpacts

The annual income impact attributable to U.S. etgoof beef, cotton, rice and soybeans to the
CAFTA-DR region is $138.9 million.

Beef Exports

U.S. beef exports to the CAFTA-DR region annuabintribute $2.5 million to total U.S.
labor income. Of this, $9.7 million is income geated directly by the beef sector and indirectly
by industries which provide supplies and serviceth¢ beef sector. The induced household
effect is estimated at $5.1 million. The induceigeifis the secondary economic impact that is
created through spending and re-spending of inquanteto local households in the study area
(Jones).

Cotton Exports

The annual income impact attributable to U.S.arotxports to the CAFTA-DR region is
estimated to be $38.6 million. Of this, $25.1 moillis income generated by the cotton sector

through its payroll and indirectly through the palig of businesses that provide productive
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inputs and service to the cotton sector. The indinmeisehold income impact is estimated at
$13.5 million.
Rice Exports

U.S. rice exports to Central America and the Dacain Republic annually contribute an
estimated $55.1 million to total U.S. labor incont@f this, $35.9 million is income generated
directly by the rice industry through its payraticaindirectly through the payrolls of businesses
that provide inputs and services to the rice ingudthe induced household income is impact is
estimated at $19.3 million.

Soybean Exports

The annual income impact attributable to U.S. saybexports to the CAFTA-DR region
is estimated to be $30.4 million. Of this, $19.7liom is income generated directly by the
soybean sector through its payroll and indiredtlptigh the payrolls of businesses that provide
inputs and services to the soybean sector. Theawhousehold income is impact is estimated
at $10.7 million.

AFBF Estimated Impacts

The American Farm Bureau Federation (AFBF) analym&dscenarios to estimate the
impact of CAFTA-DR on U.S. exports of agricultupabducts: 1) no agreement in 2024 and 2)
the draft agreement put into place with full impkartation in 2024. The first scenario required
anticipating demand, supply, exports and import&0a4 for the major grain, oilseed, livestock
and fiber products. Supply was estimated by loglinhistorical trends, demand was estimated
by projecting economic growth and population gaggort projections were based on trends

and imports were taken as a residual.
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In scenario 2, it was assumed the main differemteden the two scenarios would be
due to changes in commaodity price resulting frommehmination of tariffs and the higher
general economic growth and per capita incomesylikéh an agreement (AFBF). Supply,
demand, price and income elasticities developeithé&y-ood and Agriculture Organization of the
United Nations were used to adjust production asamption. Imports were then recalculated.
After calculating imports, market share was thdouwated using historical data. For the non-
agreement case, the 1999-2001 base shares werd-oséide second scenario, the highest
United States market share for the 1990’s was ugedcestimate U.S. export demand, the market
share estimates were then applied to the CAFTA-BUtries import demand.

Trade with the five Central American countriesstireated to boost U.S. exports $945
million above the $2.1 billion mark expected withan agreement. The AFBF estimates a $73
million increase in sugar exports from the Cenfnaderican countries and a $485 million gain in
United States exports of wheat, rice, corn, cotsoypbean products and livestock products.

Estimated increased exports with the Central Araerieree Trade Agreement in place,
assuming constant 1999-2001 prices (not includieg.R.) for beef, cotton, rice, and soybean
meal and oil are $52.1 million, $113.8 million, 8 million and $258.9 million, respectively.
Without the agreement estimated exports in 20244éef, cotton, rice, and soybean meal and oll
are $16.1 million, $86.8 million, $184.1 milliom&$207.1 million, respectively (see Table 2).
Increased demand for beef products are due to gtipualgrowth, higher incomes and increased
tourism activities. Increased demand for cottoreiated to both increased domestic demand for

textiles and apparel and increased import demamd fhe U.S.
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Table 11: AFBF Estimated Exports to CAFTA-DR Region

1999-01 2024 U.S. Exports CAFTA-DR
Without With CAFTA-
Commodity U.S. Exports CAFTA-DR DR Difference
Value ($1,000)

Beef $10,050.4 $27,258.2 $74,332.7 $47,074.5
Cotton $50,558.4 $87,729.7 $115,331.9 $27,602.2
Rice $96,999.1 $220,910.4 $312,421.2 $91,510.§

Soybean Meal $140,421.3 $292,351.5 $348,923.5 $36)5
Soybean QOil $28,895.3 $59,132.4 $87,522.0 $28,389.6

Source: American Farm Bureau Federation, 2005.
Beef

Without a free trade agreement in place U.S. begbrts to the region would total $27.3
million in 2024. Assuming passage of the freedragreement in its current context estimated
beef exports would be approximately $47 million mydotaling $74.3 million in 2024The
economic impacts of the AFBF projected export2fai24 were estimated using IMPLAN to
capture the future impacts of the CAFTA-DR on Wh&ef exports. Table 12 presents the
American Farm Bureau Federation estimated impddtseocCAFTA-DR on U.S. beef exports to
the region.

Table 12: Impact of Estimated Beef Exports

Output Valued Added Labor Income Employment
Value ($1000)
with CAFTA-DR $300,727 $49,233 $51,892 2,600
Without CAFTA-DR $110,278 $13,405 $23,678 953
Difference $190,449 $35,828 $28,214 1,647

CAFFTA-DR would result in total business activitiy®800.7 million. Without the free
trade agreement estimated business activity woail§1i90.3 million. Increased beef exports to
Central America and the Dominican Republic woultprseipport an additional 1,647 jobs.

Labor income would more than double with the passddhe agreement, totaling $51.9 million.
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Value-added impacts due to the passage of thérade agreement would also increase
substantially.
Cotton

With a free trade agreement in place, U.S. cattqorts to the CAFTA-DR region are
forecast at $115.3 million in 2024. The economipatts of the AFBF projected exports for
2024 were estimated using IMPLAN to capture thereiimpacts of the CAFTA-DR on U.S.
cotton exports. Table 13 presents the estimatpdats of the CAFTA-DR on U.S. cotton
exports to the region.

Table 13: Impact of Estimated Cotton Exports

Output Valued Added Labor Income Employment
Value ($1000)
with CAFTA-DR $318,609 $65,534 $102,003 3,504
without CAFTA-DR $241,102 $48,962 $77,190 2,652
Difference $77,507 $16,572 $24,813 852

Passage of the free trade agreement would restdtal business activity of $318.6
million in the cotton and related industries. Witle free trade agreement in place the U.S.
cotton industry would contribute an additional #illion to U.S. labor income. Increased
trade to the CAFTA-DR region resulting from a ftesede agreement would help support an
additional 852 jobs with in the cotton and relatedustries.

Rice

Passage of the free trade agreement is expecbebs rice exports to the CAFTA-DR
region $91.5 million to $312.4 million. Rice expoto Central American and the Dominican
Republic under CAFTA-DR would result in $1 billiam total business activity within the rice
and related industries. Income impacts are exgaotexceed $120 million, while a net increase

of 2,333 jobs will result.
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Table 14: Impact of Estimated Rice Exports

Output Valued Added Labor Income Employment
Value ($1000)
with CAFTA-DR $1,006,128 $185,958 $239,904 7,964
without CAFTA-DR $711,425 $131,489 $169,634 5,631
Difference $294,703 $54,469 $70,270 2,333

Soybean Meal and Oil

Table 15: Impact of Estimated Soybean Meal and OExports

Output Valued Added Labor Income Employment
Value ($1000)
with CAFTA-DR $1,442,924 $259,908 $304,510 12,861
without CAFTA-DR $1,162,034 $209,312 $245,232 10,358
Difference $280,890 $50,596 $59,278 2,503

Soybean Meal and Oil

Total net economic output to soybean meal andakpected to reach $281 million after
full implementation of CAFTA-DR. Total output shdwapproach $1.5 billion with an
additional $560 million in income attributed to sieeexports. It is also estimated that 12,861
new jobs will be created to support soybean antemy meal exports to the region.
Conclusions and Implications

More than a year after signing the Central AmeriEeee Trade Agreement — Dominican
Republic the United States government has sigredgheement into law. However this
agreement is expected to provide additional expopbrtunities for U.S. agriculture by lowering
trade barriers to U.S. products in the Central Acaerand Dominican Republic markets
IMPLAN was used to estimate the economic impacts @idditional U.S. exports to CAFTA-
DR for beef, cotton, rice and soybeans. It was @stated that the U.S. rice and soybean

sectors will experience some of the largest econammpacts attributable to U.S. exports to
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the region. Rice exports alone will generate totalconomic output exceeding $1.0 billion
create nearly 8,000 new jobs.

The economic impacts of exports from these four swrs alone is substantial, with
output estimated at $3.0 billion and new job creatin exceeding 27,000. Additional income
attributable to these exports is estimated to react#1.3 billion.

While the economic impacts of CAFTA-DR are importat nationally, they are even
more important to the southern United States. Inhis region the majority of the rice and
cotton are produced as is a large share of beef.ufher work is needed to estimate the
precise impacts on the South, but it is expected ¢ly would be substantial. In addition, it
will be important to estimate the negative impact®f increased import competition,
especially on sugar, vegetables and fruit productia Again, most of these crops are
concentrated in southern states.

As CAFTA-DR is implemented it will be important to monitor progress and
impacts. Some tariff reductions are backloaded, &ing to little or no market access in the
first years of the agreement. Rice is an exampldf implementation proceeds as scheduled,
the economic impacts in this study should be validlf delays in market access occur, new
estimates will be needed to quantify the impacts dimited market access and reduced

economic impacts.
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APPENDIX

Table 1: Dominican Republic Beef Tariff Rate QuotaSchedule
Quantity
Year (Metric Tons)
Prime and Choice Beef Cuts Beef Trimmings

1 1,100 220
2 1,200 240
3 1,300 260
4 1,400 280
5 1,500 300
6 1,600 320
7 1,700 340
8 1,800 360
9 1,900 380
10 2,000 400
11 2,100 420
12 2,200 440
13 2,300 460
14 2,400 480
15 unlimited Unlimited

Table 2: El Salvador Other Beef Cuts Tariff Rate Quta Schedule

Year Quantity(Metric Tons)
1 105
2 110
3 115
4 120
5 125
6 130
7 135
8 140
9 145
10 150
11 155
12 160
13 165
14 170
15 unlimited
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