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IICA’s contribution to the development of agriculture
and rural communities in the Northern Region

1. Canada’

1.1. Introduction

Canada’s agri-food system provides the country with an abundance of safe,
wholesome, nutritious food. The 250,000 family farms and the one in eight workers
involved in the agriculture and the agrifood value chain not only feed Canadians,
but also help feed the world. Canada is the fifth largest agricultural and agrifood
exporter in the world, with Canadian agricultural and agrifood exports reaching a
record of almost 28 billion dollars last year. Canada, a critically important market
for agricultural and agrifood products from other countries, is the fifth largest
importer of such goods in the world.

This vitally important sector of Canada’s economy has faced many challenges in
recent years, including a soaring Canadian dollar, high energy prices, high costs
of agricultural inputs, and a tight labor market, all of which have impacted the
fortunes of Canadian farmers. The sector, however, has adapted and adjusted and
has emerged stronger, and finds itself in a period of unprecedented change and
opportunity. Agriculture in Canada is now positioned to do even more drive of
the country’s economic growth. Continued improvements in productivity and
efficiency, higher crop prices stemming from rising food consumption in emerging
markets and greater use of crops for biofuel production, increased consumer
attention to environmental and health and food safety issues, and scientific
innovations leading to new crops, all constitute opportunities for the sector to
strengthen its prospects and drive economic growth.

1.2. Actors in the National Context

In July 2007, Prime Minster Stephen Harper made a policy announcement:
Canada would seek to revive and expand the country’s political, economic, social
and security engagement in the Americas. This new “Americas Policy” has three
key objectives:

= To strengthen and promote Canada’s foundational values of freedom,
democracy, human rights and the rule of law;

To build strong sustainable economies through increased trade and investment
linkages, as well as a mutual commitment to expanding opportunities to all
citizens; and

To meet new security challenges, as well as natural disasters and
health pandemics.

1 Unless otherwise noted, all dollar references in this section correspond to Canadian Dollars
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The Government of Canada signaled its intention to put this policy into practice by
establishing an office within the Department of Foreign Affairs and International
Trade (DFAIT) to coordinate the government’s activities. During his Speech from the
Throne (SFT), delivered in October, the Prime Minister reiterated the government’s
commitment to the Americas.

Currently, Canada is one of the largest sources of foreign investment in the
Southern Hemisphere. It is estimated that Canadian trade in the Americas is on
the order of $40 billion annually. This is expected to grow as agreements that
build on the successes of NAFTA and the agreements with Chile and Costa Rica
are negotiated, including those with CARICOM and El Salvador, Guatemala,
Honduras, Nicaragua, Peru, Colombia and the Dominican Republic.

The Prime Minister named the Honorable Gerry Ritz as Minister of Agriculture
and Agri-Food Canada and Minister for the Canadian Wheat Board on August
14, 2007. Prime Minister Harper also appointed the Honorable Maxine Bernier as
Minister of Foreign Affairs. Deputy Ministers also changed in 2007, with AAFC’s
Len Edwards moving to support Minister Bernier and DM Yaprak Baltacioglu
taking over at AAFC.

1.3. Changes in Legislation and Policies on Agriculture and Rural Life

“Growing Forward”

During 2007, the Canadian Government, through a national consensus process
which involved over 3,000 stakeholders across the food value chain, embarked
upon the development of a new agricultural policy framework to be implemented
in 2008.The policy envisions a profitable, competitive, market- oriented agriculture,
an agri-food and agri-based products industry that seizes opportunities in
responding to market demands and contributes to the health and well-being
of Canadians. Policy objectives are: (a) to focus on building a competitive and
innovative sector; (b) to be proactive in managing risks; and (c) to ensure the sector
contributes to society priorities. This new policy focuses on supporting innovation
and competitiveness, managing risk, gaining market place edge, being flexible to
meet regional needs and achieve national goals, modernizing regulatory systems
and improving delivery of programs and services.

Federal, Provincial and Territorial Ministers of Agriculture agreed in principle
on Growing Forward in June 2007 and presented a progress report in November,
using the new Business Risk Management suite, or BRM. They agreed to continue
existing programs under the current agricultural policy framework while the
Growing Forward programs are developed and implemented.
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1.4. Institutional Reforms in Agriculture and the Rural Milieu

Business Risk Management Suite (BRM)

Growing Forward addresses risk with a new BRM suite, replacing the Canadian
Agriculture Income Stabilization program. The BRM suite comprises four
new programs that are more responsive, predictable and bankable for
farmers, namely:

= Agrilnvest is a savings account for producers, supported by governments,
which provides coverage for small income declines and allows for investments
that help mitigate risks or improve market income;

AgriStability provides support when a producer experiences larger farm
income losses. The program covers declines of more than 15% in a producer’s
average income from previous years;

AgriRecovery is a disaster relief framework which provides a coordinated
process for federal, provincial and territorial governments to respond
rapidly when disasters strike, filling gaps not covered by existing programs;
and finally,

Agrilnsurance is an existing program which includes insurance against
production losses for specified threats (weather, pests, disease) and is being
expanded to include more commodities.

Canadian Farm Income

In 2007, dry weather conditions prevailed during the growing season in most parts
of Western and Eastern Canada, resulting in production levels similar to those
of 2006. One of the economic factors that impacted agriculture and agribusiness
was record high prices for the most important Canadian crops, on average 53%
higher, due to increased world demand for crops as food and for use in the
biofuel industry. Secondly the Canadian dollar rose steadily to par with the US
dollar. These factors had a negative impact on the livestock sector, resulting in
substantial losses for the beef and pork industries. Additionally, there was a drop
in government support for the agricultural sector, declining from $4.5 billion in
2006 to $4.1 billion in 2007.

National farm cash income rose by nearly 12% to $41 billion, the largest increase
ever recorded. Market revenues, before government program payments, were
$37.10 billion, up 15%, with a record $18.82 billion in cash from crop sales, which
is up 30% from 2006. Crop sources made up 46% of total farm gate revenue,
exceeding livestock revenue (44 %) for the first time in 2 decades, and Government
supports 10%.
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High gross income was partially affected by higher cash farm operating expenses.
However, Net Cash Income (the difference between cash receipts and cash
expenses, not counting inventory) increased by 50%, with a percentage margin
(gross income/expenses) of 19%. This meant a record $8.02 billion, compared with
$5.32 billion in 2006.

= Crops

During 2007, there was a significant increase in the area planted in the most
important grains and oilseeds. Production levels, however, were similar to
or lower than those of 2006 due to hot dry weather in the West and Ontario.
Total production of grains and oilseeds was 62.4 million tons, down from 63.35
in 2006.

= Livestock

Due to a decline in prices and the rise in the exchange rate of the Canadian dollar,
2007 may have been the most unprofitable year in history for the Canadian beef
and cattle industry. Additionally, the cost of feeding cattle rose sharply due to
record increases in U.S. corn and Canadian barley prices. Combining the low prices
of beef and the high costs of feeds, the impact on the Canadian beef industry is
considered worse than the one suffered during the mad-cow (Bovine Spongiform
Encephalopathy, BSE) crisis. Fed cattle slaughter in Canada was 3.25 million head,
down from 3.4 in 2006, with a rise of 12% in exports (animals under 30 months)
and 60% in feeder cattle.

Moreover, as prices fell steadily due to a rising Canadian dollar and flat U.S.
markets, 2007 was one of the poorest years for the Canadian swine industry. This
was made worse by high feed prices and production costs. The national swine
herd was down 3.1% from 2006. Exports to the U.S., comprising mostly feeder
and weaner pigs, rose by 11%.

Canadian egg production in 2007 decreased to 763.2 million, or 0.7% below 2006
levels; however its value increased by 3.7%. Annual consumption was stable at
12.3 dozen per person. Poultry exports in 2007 totaled 103,361,627 tons, compared
with 91, 778,327 in 2006.

1.5. Agricultural Health and Food Safety
= Animal Health
Three additional cases of BSE were reported in the country by the CFIA during

2007. The CFIA’s Enhanced Surveillance Program processed 58,177 samples
during the year. The detection of these cases did not change Canada’s BSE risk
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parameters and Canada was recognized in OIE Resolution XXIV as a country with
a controlled BSE risk. In November, the US allowed the entry of Canadian cattle
born after March 1999, as well as all processed beef.

In August 2007, the North American Plan for Avian and Pandemic Influenza was
adopted under the Security and Prosperity Partnership of North America accords
of Cancun, Mexico 2006. This plan outlines how Canada, Mexico and the U.S,
intend to work together to combat an outbreak of Avian Influenza (Al) or an
influenza pandemic. It complements national emergency management plans
and builds upon the core principles, standards and guidelines of the OIE and the
WHO and the rules and provisions of the WTO and the NAFTA Agreement. The
Plan will enhance collaboration aimed at detecting, containing and controlling
Al outbreaks and preventing transmission to humans, preventing or slowing
the entry of a novel strain of human influenza, minimizing illness and death,
sustaining infrastructure and mitigating the impact on the economy and society.

In September, Highly Pathogenic H7N3 Avian Influenza was detected in a
commercial poultry operation in Regina Beach, Saskatchewan, housing 49,100
birds. The disease was contained and the restrictions on the movement of birds
and products were lifted by the end of October.

= Plant Health Issues

The CFIA confirmed the presence of the Emerald Ash Borer (EAB) in Middlesex
County, Norfolk County and the City of Toronto in 2007. This increased to six the
areas where trees, nursery stock, logs, lumber, wood packaging, wood or bark,
woodchips or bark chips of ash trees and all firewood, and the vehicles used to
transport them, are regulated and must be treated to eliminate EAB.

In its continued effort to eradicate the Asian Long-Horned Beetle, the CFIA
removed 27,400 trees from Toronto and Vaughan in infested areas identified by
survey crews. A compensation package for removal, and assistance for planting
new trees was implemented.

The CFIA continued to implement the Potato Wart Synchytrium endobioticum
risk-based long-term management plan on Prince Edward Island during 2007,
which involved conducting post-harvest inspections on a total of 1,553,637
hectares and testing 601 soil samples.

Apple maggot Rhagoletis pomonella, a fly that attacks apples and other fruit while
in the larval stage, was detected for the first time in 2007 on Vancouver Island
during survey activities. However, it has not been detected in the prime apple
growing regions in the interior of the Province of British Columbia.
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s Food Safety Issues

The major food safety issue in Canada in 2007 was melamine-contaminated
protein concentrates shipped to the U.S. and Canada from China. Additionally,
in the past twelve months, the CFIA issued 97 food safety alerts in Canada. Of
those, 49 were Health Hazard Alerts relating to issues such as Salmonella, E. coli,
Bacillus, Listeria, Staphylococcus, botulism, arsenic and undisclosed “dangerous
bacteria.” The remaining 48 were Allergy Alerts for undeclared allergens such as
milk, wheat, soy and egg proteins, sulphites, and nuts (peanuts, almonds). Four
Consumer Alerts related to product tampering, labeling problems and previously
recalled products were issued. One beef product was recalled by the CFIA in 2007,
due to detection of E. coli O157:H7. The products were recalled as a precautionary
measure to protect public health. One Safety Alert was issued in conjunction with
Salmonella-contaminated pet food.

1.6. Agricultural Innovation, Science and Technology

The ethanol and bio-diesel industries experienced record expansion during
2007, with plants being built worldwide. In Canada, 3 ethanol plants were built,
bringing to 11 the number in operation at the end of the year, with a combined
capacity of 845 million liters; five more are under construction which will produce
an additional 750 million liters. In July, the Canadian Government announced
a new biofuel support policy, the “ecoENERGY for Biofuels” program, and
allocated $1.5 billion over 9 years to encourage the development of ethanol and
bio-diesel industries.

1.7. Sustainable Rural Development

Canadians living in rural and small towns account for 19.8% of the population.
The Rural Development Network (RDN), under AAFC’s Rural Secretariat, brings
federal departments together to collaborate on rural issues and coordinate their
efforts, with a view to developing policies and programs that will better meet the
diverse needs of rural Canadians. This year, RDN established the framework for
a series of electronic conferences on Bio-economy, using Webcasting and other
technologies to reach all the communities.
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2. Mexico

2.1. Introduction

Agriculture in Mexico is regulated by the policies of the Secretariat of Agriculture,
Livestock, Rural Development, Fisheries and Food (SAGARPA). Its mission is
“To support the development of the agriculture and fisheries sectors, with a view
to making both more profitable and competitive, and sustainable over the long
term in terms of economic and social viability and the conservation of our natural
resources. To this end, we will strive to play an active role in all activities aimed at
the economic development of the agriculture, livestock and fisheries sectors. The
21+ Century is placing new demands on the rural milieu. It is not simply a matter of
raising production levels, but also of ensuring the development and conservation
of our ecosystems and balanced land use. New economic activities must also be
identified - even beyond the agriculture or fisheries sectors - that would offer
rural inhabitants sustainable, income-producing livelihoods and contribute to
their development and integration into the market.” ' [ICA maintains a close
relationship, and coordinates all activities of its Mexico Office, with SAGARPA.

Another important IICA partner in Mexico is the National Institute for Forestry,
Agriculture and Livestock Research (INIFAP). INIFAP, which is under SAGARPA,
is charged with “generating scientific knowledge and fostering technological
innovation in the agriculture and forestry sectors, in response to the demands
and needs of our agroindustrial chains and different types of producers, and
contributing to sustainable rural development by improving competitiveness and
conserving our natural resource base.”

“Itsmissionisto contribute to the productive, competitive, equitable and sustainable
development of our agricultural and forestry chains, through the generation
and adaptation of scientific knowledge and technological innovations and the
development of human resources.”? INIFAP is a member of PROCINORTE, a
cooperative program in agricultural research and technology sponsored by IICA
in the Northern Region.

2.2. Social Relevance of the Agricultural Sector

Rural employment, as a portion of total employment in Mexico, decreased from a
level of 24.7% in 1995 to 16.4% in 2006. Unpaid family labor also decreased from
40.6% in 1995 to 22.5% in 2005. Labor productivity is also low due to the high

1  From the SAGARPA Web site: http://www.sagarpa.gob.mx/
2 From INIFAP Web Site: http://fwww.inifap.gob.mx/
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percentage of unskilled workers in the labor force and due to limited access to
appropriate technologies. On the other hand, labor productivity in the processing
sector -food, beverages and tobacco- has been increasing steadily and today is
higher than in any other economic sector.

Thirty-seven per cent of Mexico’s population lives in 187,604 rural settlements of
fewer than 15,000 inhabitants. It is very difficult to supply these widely scattered
settlements with essential basic services such as potable water, sanitation,
education and others. Consequently, in rural areas, the low levels of literacy and
schooling, low incomes and limited access to production resources have lead to
poverty and marginalization. Low incomes and limited employment opportunities
are push factors for the migration of the rural population to other regions and/
or neighboring nations. Close to three million workers migrate from Oaxaca,
Guerrero, Puebla and Veracruz to the northern regions of the country when
agricultural activities there open up employment opportunities.

2.3. Economic Relevance of the Agricultural Sector

Mexico’s rural sector uses the natural resource base to produce food for Mexican
families, provide raw materials to other economic sectors, generate foreign
currency through exports and provide environmental services for society and, more
recently, has become a potential source for bio-energy. Moreover, Mexico’s rural
society contributes to the economy with a variety of handicrafts, family industries
and ecotourism, and is a source of national cultural identity and the custodian of
the country’s natural resource base.

Food security has improved in Mexico in recent years thanks to the increased
production of agricultural and fisheries products destined to both the domestic
and export markets. Between 2000 and 2006, food production increased at an
annual rate of 2.4%, slightly above overall economic growth (2.3%). Mexico’s
contribution to worldwide food production is highly relevant. It is the largest
producer of avocado, lemon, onion and cardamom seed; the second largest for
peppers and papaya; the third largest for grapefruit, orange, poultry meat and
broad beans; the fourth largest for maize and sorghum; the fifth largest for
asparagus, dry beans, chick-peas, green coffee and mango; and the sixth largest
for watermelon, sugar cane and chicken eggs.

In 2006, the agriculture, fisheries and forestry sector contributed 5.4% of the
national Gross Domestic Product (GDP). Crop production constituted 70% of
the sector’s contribution, animal production 23% and forestry and fisheries 7%.
Agricultural exports from Mexico today are valued at USD14 billion, three times
more than in 1994, which is 1.6 times that of tourism and 6.6% of the country’s
total exports, excluding oil.
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Recent significant improvements in food quality and food safety have allowed
Mexico to access international markets, and it is today within the five top exporters
of avocados, onions, raspberries, mangoes, guavas, nuts, asparagus, cucumbers,
tomatoes, lemons, peppers, cabbages and honey. As for processed foods, Mexico
is the top exporter of beer, second in lemon juice, third in cardamom and sesame
oil, and fourth in orange and grapefruit juices.

2.4. Production Structure of the Rural Sector

The different geographical, ecological, demographic, economic and socio-cultural
conditions that exist within the vast Mexican territory, on one hand, offer great
potential for production, and on the other, hinder both the development of
production and social development. Land is highly fragmented, with almost 80%
of farms measuring less than 5 ha and engaging mostly in subsistence agriculture.
Regional diversity is great and generalizations are difficult to make.

Agricultural producers in arid and semi-arid Northern Mexico have large farms,
more than 8 times the size of those in Central and Southern Mexico, where
temperate and tropical climate, respectively, predominate. In Southern Mexico,
45% of the land is under the“ejido'” property regime; in Central Mexico 34%; and
in Northern Mexico 29%.

Mexico has 4 million farms on 21 million ha, but only 240,000 (6%) of them are
considered efficient and profitable. They produce mostly fruits, vegetables and
organic produce for international markets. Nearly 18% of the farms that produce
basic grains reported increased production and, as a result, are so becoming more
competitive. More than 3 million farms are planted to the traditional subsistence
maize-beans system.

Between 2001 and 2006, agricultural production in Mexico increased by 19% as
compared to the 1994-2000 period, and by 36% when compared to the years
1889-1994. The crops that showed the greatest growth were vegetables and fruit.
However, the production structure has undergone important changes in recent
times. The general trend is toward a decrease in the area planted to traditional
crops, and important increases in productivity and a significant increase in areas
planted to horticultural crops.

Some 110 million ha are devoted to animal production, 28% in the tropical
regions, 23% in the temperate zone and 49% in arid and semiarid zones. The
most competitive sub-sectors are the 430,000 farms (13% of the total) devoted

1  Ejido: Land given by the government to a community to farm, and not susceptible to division, transfer, sale
or mortgage.
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to poultry farming, and swine, dairy and beef production, which satisfy up to
70-90% of the demand of the local markets and, thanks to their quality and safety
standards even have access to some international markets. However, 2.9 million
farms engage in extensive cattle-raising or subsistence agriculture, using very low
levels of technology. Mexico is now producing 26% more animal products than in
2000 and 62% more than during the 1990s. The subsector with the fastest growth
rate has been poultry farming. Finally, Mexico, the fifth largest producer and third
largest exporter of honey in the world, today has more than 40,000 bee farmers.

Data indicates that Mexico could increase animal production due to the fact
that the country is free of some of the diseases that currently constitute a barrier
to international trade, such as Bovine Spongiform Encephalopathy (BSE) and
Avian Influenza.

Some 306,000 people work in the fisheries sector in Mexico, but only 1% catch
high-value species such as shrimp, tuna, sardines and others along the Northern
Pacific coast of the country and in the Gulf of Mexico. The majority of them (34 %)
fish in the Gulf of California and along the Southern Pacific coast, and 200,000
(65%) grow tilapia, carp, and trout. Of all these subsectors, only aquaculture has
shown an upward trend, while all others are stable or on the decline. In summary,
Mexico, which produces 1.5 million tons of fish per year, is ranked number 16 in
the world (FAO, 2004).

2.5 Agrifood Trade

In 2006, Mexican agrifood trade totaled USD29 billion, 2.5 times greater than the
total for 1994. The trade deficit in Mexico’s food export-import balance was only
USD2.1 billion in 2006, as compared to USD2.5 billion in 2005. From 2000 to
2006, Mexico’s agrifood exports grew at a rate of 8.8%, while imports grew at
8.5%. The latter amounted to USD16 billion and consisted mostly of processed
food (beef and dairy), forage grains, cereals and oil grains. Food imports came
mostly from North America Free Trade Agreement (NAFTA) partners (65% in
2000 and 80% in 2005).

In 2006, Mexico exported USD?7 billion in agricultural products, with a surplus of
USD147 million, while imports totaled USD6.8 billion. In the same year, processed
food and beverages exported from Mexico totaled USD6.9 billion, while imports
reached USD8.9 billion.
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2.6. Economic Integration

Mexico’s economy is totally open today, and the country has entered into 12 trade
agreements with 44 countries on three continents: The Americas, Europe and Asia.
This provides the country with access to as many as 1.2 billion highly affluent
consumers, and preferential access to the three most important food- importing
economies, which together account for 70% of all food trade: the European Union
(EU), the USA and Japan.

The Free Trade Agreement between Mexico and the European Union (TLCUEM)
entered into effect in 2000. Since then, agrifood and fisheries trade has increased
at an average annual rate of 4.6% and there are abundant opportunities for
expansion. In 2001, Mexico entered into another trade agreement, this time with
the European Free Trade Association, whose member countries are Switzerland,
Iceland, Liechtenstein and Norway. In 2005, Mexico and Japan signed an Economic
Partnerhsip Agreement focusing on the agrifood and fisheries sectors. Since 2005,
agrifood (meat products, fruits, vegetables and beer) and fisheries exports from
Mexico to Japan have increased by 77.1%.

Mexico has also signed trade agreements with the countries of Central America:
Guatemala, Honduras, El Salvador, Costa Rica and Nicaragua. In South America,
Colombia, Bolivia and Uruguay have trade agreements with Mexico and, within
the framework of the Latin American Integration Association (ALADI), Mexico
has signed agreements with Peru, Argentina and Brazil.

2.7. The North America Free Trade Agreement (NAFTA)

The NAFTA was the first agreement ever signed between a developing and a
developed economy. It also constitutes the largest trading bloc, even today, in
terms of the combined GDP of the member countries: Canada, Mexico and
the USA. The agreement, effective since January 1, 1994, did not exclude any
agricultural product from trade between Mexico and the USA, but specifically
excluded poultry and dairy products and sugar from trade with Canada. In January
2003, the process of exempting most agrifood products from custom duties was
completed, except for maize, dry beans, powdered milk, orange juice and sugar,
which will be exempted beginning in January 2008.

Thanks to all the trade agreements mentioned above, but especially as a result
of the NAFTA process, Mexico, as a developing nation, has gained considerable
negotiating experience and learned lessons worth sharing with other developing
economies of the hemisphere.
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3 3. USA

3.1. Introduction

IICA’s national counterpart in the US is the Department of Agriculture (USDA).
Its mission is to provide leadership on food, agriculture, natural resources and
related issues based on sound public policy, the best available science and efficient
management. In 2007, the USDA focused on the following activities:

= Completing new free trade agreements, opening new international markets
and maintaining existing markets;

Providing farmers and ranchers with risk management and financial tools;

Expanding economic opportunities by improving the quality of life by
financing housing, utilities and community facilities in rural areas;

Ensuring the safety and protection of the USA’s food supply;

Helping low-income households and most of America’s children improve
their health and diets via targeted nutrition assistance programs;

Fighting potential pest and disease outbreaks;
= Working to ensure the health and protection of the environment; and
= Providing aid to those impacted by severe weather and other disasters.

United States agricultural exports totaled US$79 billion in Fiscal Year (FY) 2007,
up US$10.4 billion from FY 2006, the second highest annual increase ever. Record
sales are expected in every major product category except cotton. Two thirds of
the overall export increase this year is explained by increased sales of grains and
oilseeds, up an estimated US$4.7 billion and US$2.4 billion, respectively. As
a result of large exportable surpluses, tight markets and higher value per unit,
corn exports increased by US$2.5 billion, soybeans US$1.7 billion and wheat
US$1.5 billion.

Although other issues unrelated to the grain and oilseed markets contributed to
one of the largest increases in U.S. agricultural exports ever, two relevant factors
were a driving force behind it. On one hand, the notorious increases in worldwide
commodity prices and, on the other, the depreciation of the U.S. dollar vis-a-vis
other currency, which made U.S. products more attractive in foreign markets.
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3.2. The U.S. Agricultural Context

International food and agricultural markets operate in a highly competitive
context, and the U.S. is a major player: the U.S. share of the global agricultural
market averages just below 20%. Since U.S. farms produce far beyond domestic
demand for many crops, maintaining a competitive agricultural system is critical
to ensuring the economic viability of U.S. agriculture. At the same time, agriculture
in this country is a very diverse economic sector. Differences in commodity type,
farm size, operator and household characteristics, and even goals for farming,
all affect the competitiveness of individual operations and ultimately that of the
sector as a whole.

Combined expenditures for food consumption, other personal fiber consumption,
exports, and food and fiber production amounted to over US$1.5 trillion in 2007,
accounting for 16% of the U.S. Gross Domestic Product (GDP) and employing
17% of the labor force. Approximately 150,000 U.S. farmers produce most of the
food and fiber needed to supply the domestic market, totaling some 285 million
people, and to meet the needs of foreign markets, while another two million are
part-time farmers. Exports, which add up to US$79 billion, provide consumers
worldwide with a variety of products and also support relief efforts in times of
crisis in the developing world.

The demand for U.S. agricultural products has grown steadily as supplies have
increased due to technological advances. Trade is critical for U.S. farmers: 45%
of wheat production is exported; 34% of soybeans; 66% of almonds; and 63% of
sunflower oil. Overall exports account for 25% of total farm sales. The International
Food Policy Research Institute (IFPRI) expects that 85% of the increase in global
demand for cereals and meat will occur in developing countries by 2020.

3.3. Legislation and Policies on Agriculture and Rural Life

Every five or six years, the U.S. Congress undertakes a major overhaul of the
federal agriculture and food programs. The product of this exercise is commonly
referred to as the”Farm Bill,”which is a massive piece of legislation covering such
diverse topics as commodity price supports, farm credit, international trade in
agricultural products, research and extension funding, risk management and crop
insurance, as well as nutrition programs.

The Farm Bill calls for price supports for commodities such as wheat, milk, and
sugar used by food companies to make the groceries the U.S. population consumes,
and plays an important role in shaping the rural economy, thus directly affecting
local and national agribusinesses, rural financial institutions, and international
traders in food and fiber.
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The last Farm Bill was enacted in 2002 and was scheduled to expire in 2007. Since
late 2005, the Senate and House committees on agriculture have been working
with representatives of the agribusiness sector to craft new legislation. The
approval of the Farm Bill, expected for late 2007, has been postponed to early
2008. The Administration’s proposal for the 2007 Farm Bill considers spending
approximately US$10 billion less than the 2002 Farm Bill, excluding ad-hoc
disaster assistance.

3.4. Institutional Reforms in Agriculture and the Rural Milieu

Rural USA comprises 2,305 counties, contains 80 percent of U.S. land and is home
to one fifth (56 million) of its people. Rural USA is very diverse. At the dawn of
the 21% century, no one industry dominates the rural landscape, no single pattern
of population decline or growth exists for all rural areas, and no statement about
improvements and gaps in well-being applies to all rural people. Some rural areas
have shared in the economic progress of the Nation, while others have not. The
opportunities and challenges facing rural USA are as varied as the country itself.

Farming no longer anchors most rural communities and economies as it did
through the mid-20th century. Small family farms are now more closely associated
with diversified rural economies that offer off-farm income opportunities. Large
farms still support some local economies, but developments in long-distance
purchasing of inputs and marketing of products have reduced their contribution.
Seven out of eight rural counties are now dominated by varying concentrations
of manufacturing, services, and other non-farming activities. Today, rural regions
of the country survive economically on one or more of three basic assets: natural
amenities for tourism and retirement; low-cost, good quality labor and land for
manufacturing; and natural resources for farming, forestry, and mining.

In 1950, four out of every 10 rural people lived on a farm, and almost a third of
the rural workforce was engaged directly in agriculture. Because agriculture was
a determining factor in the social and economic well-being of most of the rural
population, public policy related to agriculture played an important role in shaping
rural life both on the farm and in rural communities. Today, however, rural USA
is vastly different from 50 years ago, and current commodity-based farm policies
do not fully address the complexities of rural economies and populations. Farms
are larger and more efficient, farm households depend more on off-farm income,
and rural communities look for non-farm sources of economic growth. Today, less
than 10 percent of rural people live on a farm and only 14 percent of the rural
workforce is employed in farming.
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3.5. Agrifood Trade and Agribusiness

The USA, with numerous successful Free Trade Agreements (FTA) already signed
in the Western Hemisphere, is now working on one with Korea, which may
provide access to critical markets in Asia. If the Trade Promotion Authority (TPA)
is reinstated, the USDA will engage in even more market-opening activities. The
TPA is designed to enable U.S. negotiators to lead the way in completing major
new trade agreements that advance the global interests of the U.S., including
agricultural interests.

3.6. Agricultural Health and Food Safety

Increased concern overfood-borne diseases has encouraged additional government
regulation, as well as increased investments by industry in new technologies
and manufacturing procedures. Applied research and technology development
has helped reduce economic losses in the livestock and poultry industries, and
the associated rural agricultural communities, caused by infectious, genetic, and
metabolic diseases. This new technology is also aimed at preventing the suffering
and death caused by diseases in agriculturally important livestock and poultry.

In 2007, the USA conducted approximately 1,300 Food Safety Assessments
(FSAs). FSAs evaluate the compliance of food-related enterprises with present
regulations for food safety, including Hazard Analysis and Critical Control Point
(HACCP) programs.

The National Animal Diagnostic Network and Plant Diagnostic Network Centers
ensure timely disease detection. They also enhance the process of producing
and maintaining a timely, comprehensive database of pest and disease outbreak
occurrences. Accurately identifying new or uncommon pests and diseases will
make it possible to expedite initial control responses, verify the physical boundaries
of an outbreak and initiate regional or national containment strategies. The
ultimate performance measure for these networks is the degree to which they can
detect diseases.

3.7. Agricultural Innovation, Science and Technology

In the USA, farming has changed dramatically since the early 20" Century, when
the government’s involvement in agriculture began. Today, there are fewer farms
(fewer than two million, compared to almost six million a century ago) and farms




Inter-American Institute for Cooperation on Agriculture

are larger and increasingly utilize sophisticated production and information
technologies. Consumer demands are more complex, as are marketing and
distribution systems. Environmental standards, energy issues, and international
trading rules influence production more than ever.

U.S. agriculture is a major user of energy, with direct energy consumption and
indirect energy use through production inputs, such as fertilizer, accounting for 15
percent of total farm cash production expenses. In addition, agriculture has the
potential to become an increasingly important source of renewable energy and
provide significant economic opportunities for farmers and ranchers. The thought
behind U.S. policy is that renewable energy production stimulates the agricultural
and rural economy, improves the environment, and enhances national energy
security. The most effective government policies that have expanded renewable
energy production are non-agricultural ones (i.e. Energy Tax Act of 1978 and the
Energy Policy Act of 2005).

Until very recently, most agriculture-related policies were centered on food and
feed supply availability and safety. However, recent legislation to support and
subsidize corn-based ethanol production has had a significant impact on the
price of grains and cereals that has even reached and affected worldwide food
and feedstock markets. In the year 2000, 15 million tons of maize were devoted
to ethanol production in the US. In 2007, a third of U.S. record maize harvest,
85 million tons, went into ethanol: 30 million tons (double the amount of 2000).
Due to U.S. government ethanol subsidies, farmers have switched to maize
instead of planting other crops. Some argue that“the USA ethanol program is a
product of government subsidies... and ethanol is the dominant reason for this
year’s increase in grain prices”*. Higher food prices affect U.S. urban dwellers by
increasing food costs, but benefit U.S. farmers whose incomes have increased.

3.8. Sustainable Rural Development

From 2000 to 2005, the non-metro population in the U.S. grew by 2.2 percent.
International migration accounted for nearly a third of such growth, and for all
non-metro population growth in the Midwest. Growth was concentrated in non-
metro counties adjacent to metro areas. The non-metro population is aging, as
is the U.S. population as a whole, with implications for health care, housing, and
transportation. Between 2000 and 2005, the non-metro population from 40-59
years of age grew by 8 percent, while the non-metro population under 20 years of
age declined by 5 percent.

1  The Economist, December 8"-14", 2007.



IICA’s contribution to the development of agriculture
and rural communities in the Northern Region

If new businesses are to operate in a rural community, that community must
possess basic infrastructure and the amenities these firms require and employees
desire. These amenities include clean water, adequate housing, reliable electricity
and telecommunications, and such essential needs as quality education, health
care, daycare, public safety services and cultural activities. If a community cannot
meet the public’s essential needs, young people will neither stay in nor migrate
to rural areas. The USDA is an important source of credit and technical assistance
for developing the economic infrastructure of rural USA. These resources are
essential if rural residents and communities are to improve their quality of life
through increased economic opportunity.
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Repositioning Agriculture and Rural Life

During 2007, I[ICA undertook various actions aimed at capitalizing on opportunities
to promote technology and innovation aimed at improving rural communities
and agriculture in the Americas. These activities were conducted in partnership
with government organizations, private enterprises and educational institutions.

During visits to the U.S., IICA’s Director General, Deputy Director General
and several key IICA technical specialists from Headquarters and the Regions
participated in conferences and forums on hemispheric integration, regional
trade, the importance of agriculture and agricultural health, biotechnology and
biosafety, in cooperation with international organizations.

IICA/Canada continued its support of ongoing cooperation between the ministries
of agriculture of Canada and Chile, and in cooperation with IICA/Chile, played an
active role during the visit of a Chilean technical mission to discuss institutional
modernization. [ICA/Canada supported the work of a consultant who worked
closely with the Chilean mission, explaining Canada’s more than ten years of
experience in institutional modernization and in the creation of a national food
inspection agency. Issues discussed were related to human resources, budgeting
and planning, operations and strategic relationships with other ministries involved
in the food inspection system. Additionally, IICA/Canada hosted a round-table
discussion to review all issues and bring the mission to a successful close.

In Mexico, the IICA Office signed a new Technical Cooperation Agreement with
the Secretariat of Agriculture, Livestock, Rural Development, Fisheries and Food
(SAGARPA) to move forward with set of projects related to fruit flies, plant and
animal health and agricultural information systems. Fruit flies constitute not only
a plant health issue of common concern to Canada, USA, Mexico and Guatemala,
but also a trade issue with profound implications for the implementation of a Free
Trade Agreement (FTA) such as NAFTA.
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Promoting Trade and the Competitiveness
of Agribusinesses

Most of the work conducted in the Northern Region on trade issues and promotion
of and support to agribusiness is coordinated by the IICA Office in Miami.
This Office hosts the Inter-American Program for the Promotion of Trade and
Agribusiness and Food Safety, which is hemispheric in scope and works under the
Directorate of Technical Leadership and Knowledge Management. The Program’s
objectives are: (a) to provide technical cooperation aimed at strengthening
entrepreneurial capacity; (b) to cooperate in identifying market opportunities
and to provide information for decision making; and (c) to strengthen public and
private institutions that support the development of competitive agribusinesses.

During visits to the United States, IICA’s Director General and Deputy Director
General participated in various conferences and forums on the themes of
hemisphericintegration and regional trade, including the importance of agriculture
and agricultural health in trade. Special attention has been given to the lessons
learned by Mexico and the U.S. in implementing NAFTA. In this regard, IICA’s
Northern Region is seeking opportunities to promote the dissemination of the
lessons learned to other countries of the Americas. IICA/DSP also hosted, in
coordination with Caribbean-Central American Action (CCAA) and the Inter-
American Council (IAC), a networking event on the status of the WTO DOHA
Round of trade negotiations.

In Canada, IICA partnered with the Canadian Consulting Agrologists Association
(CCAA) to bring an international perspective to the 2007 North American
Consulting School, which was held in Banff, Alberta, in March. The meeting
focused on the use of consultants to bring quality assurance and quality control
methods to small-scale producers, to benefit international trade and commerce.

In Mexico, the IICA office participated in the 53rd Annual Meeting of the Central
America Cooperative Program for the Improvement of Crops and Animals
(PCCMCA) 2007, addressing the topic “Administration of Ratified Free Trade
Agreements (FTAs): Controversies and Solutions.” IICA also participated actively
in the annual meeting of the National Agricultural Council, where Dr. Assefaw
Tewolde, IICA Director of Biotechnology and Biosafety, made a presentation on
biotechnology, and Dr. Miguel Garcia, Director of the Inter-American Program
for the Promotion of Trade and Agribusiness and Food Safety, served as technical
advisor for the event and coordinated one of its round tables. Finally, ICA/Mexico
and the Miami Office conducted a feasibility study on the establishment of the
“Mexico Foundation” to promote innovative agribusinesses.
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Promoting Agricultural Health and Food Safety

IICA’s Northern Region responded to this mandate by providing institutional and
local expertise in issues such as Avian Influenza and Sanitary and Phytosanitary
(SPS) measures, and promoting its Performance, Vision and Strategy (PVS)
instrument, which is used to assess plant and animal health and food safety
capabilities at the country level. In this, and other areas, IICA/Washington has
helped facilitate and provide linkages between potential partners in the USA
for the specialists in the Directorate of Technical Leadership and Knowledge
Management. Project proposals have been developed jointly with various
partners, and support received from the USDA, to further the development of
this instrument and promote its implementation at the hemispheric level. Some
of these projects have already been funded and are in the pipeline of several of
IICA’s partners, to wit “Strengthening Sanitary and Phytosanitary (SPS) Measures
within the Framework of the World Trade Organization (WTO),”Executive Leadership
in Food Safety,” and “Strengthening Participation in CODEX, OIE and IPPC and Links
with the SPS Committee.”

[ICA/Canada, in a joint effort with the Pan-American Health Organization
(PAHO), secured the participation of representatives from Mexico, Guatemala,
Dominican Republic, Chile, Argentina and Brazil at the World Meat Hygiene and
Inspection Congress. The meeting focused on international developments in meat
hygiene and inspection and on fostering international dialogue among veterinary
professionals. Taking advantage of a meeting organized jointly by the Canadian
Food Inspection Agency (CFIA) and the USDA, in Niagara Falls, Canada, in June
2007, IICA and PAHO hosted an international workshop, along with CFIA, for
overseas participants to explore technical cooperation needs in meat inspection.

IICA/Mexico participated in monthly meetings with the National Animal Health
Council (CONASA), as part of various round tables to analyze the recent Federal
Law on Animal Health, and in September in the Annual CONASA Meeting in
Mexico City. Additionally, IICA/Mexico made a presentation on Avian Influenza
at the International Congress on Epidemiology, in October, and is a member of
the Working Group on Risk Analysis of Bovine Spongiform Encephalopathy (BSE)
for Mexico.

In the area of plant health, IICA/Mexico renewed its support to SAGARPA and
continued managing the two fruit fly plants in Tapachula for the production of
sterile males and fruit fly parasitoids. Moreover, IICA/Mexico signed, within the
context of the umbrella agreement, a new MOU with SENASICA (Mexican Plant
and Animal Health Service) and the National Institute for Ecology (INECOL).





