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Southern Discomfort: Agricultural Policies, Trade and Poverty

by
Sam Laird, Ralf Peters and David V anzetti

Abstract

Agricultura policies have important effects, podtive and negeative, on the poor, and the
developing countries as a whole are expected to make important welfare gains from
liberdization of agricultura trade and production. However, a quantitative assessment of
the proposdls in the current WTO negoatiations, using the FAO/JUNCTAD Agricultura
Policy Smulaion Modd (ATPSM), shows that there are important re-distributive effects
between producers and consumer in developed and developing countries.  While
consumers may gain in the developed countries producers may lose, and the reverse is the
case in the developing countries. While this would be advantageous to the rura poor in the
developing countries, the urban poor are likely to have to pay higher prices for basic foods.
This suggests the need for assdtance to facilitete trandation, perhgps through donor
operations.
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1. INTRODUCTION

Agriculture is of critical importance for the livelihood of the poor: It is estimated that dmost 1
billion people live on less than $2 a day and 400 million on less than $1 a day. (Shane and Roe,
2004).Mogt of the poor are in the rurd aress of Sub-Saharan Africaand South Asia Closeto
30 per cent of GDP in low-income countriesis generated in the agricultura sector, and the large
magority of theworkforce in developing countries is employed in the agricultural sector (Table
1).

Tablel: Shareof agriculturein GDP and employment, 1990-97 (%),

GDP Employment
L ow-income countries 32 71
Middle-income countries 9 38
High-income countries 2 3

Source: World Development Indicators, The World Bank (2002)

The agriculturd sector is dso the most heavily digtorted. It is estimated that developing
countries could gain by more than $45 billion annudly in economic welfare from liberdization of
the agricultura sector (Anderson, 2004). This derives from the removal of tariffs in developed
and developing countries. However, tariff reforms cut both ways for developing countries.
While some countries benefit from improved market access, other are concerned that their
preferential access will be eroded as most-favoured nation (MFN) tariffs are reduced.
Regarding reducing their own tariffs developing countries fear to weaken rural development and
the food security.

Export subsidies and domestic support for agriculture in the developed countries have
ggnificant effects, postive and negative, on the poor in the developing countries. Most export
subsidy expenditure is on temperate products grown in the European Union. Countries currently
importing subsidised products are likely to face a higher food hill following the reduction or
eimination of export subsdies, whereas producers and exporters competing with these
products will become better off as a result of higher export prices. Furthermore, domestic
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support measures and non-tariff barriers of trade such as TBT and SPS measures aso reduce
market opportunities for developing countries, aswell as having negative effects on world prices

for some of their key exports, e.g., cotton, sugar, etc.

Trade is the mgor means by which developed countries can influence poverty in poor
countries. Improved access to developed country agricultura markets has the potentid to lift
agricultura producersin poor countries out of poverty.

Trade and Poverty

The linkage between trade and the poor is not precise but severa generalisations can be made.
Trade generdly stimulates growth and growth aleviates poverty. However, trade liberdisation
generates winners and losers, and some of the losers may be poor or thrust into poverty.
Poverty reduction requires sustained economic growth that increases average household
incomes (UNCTAD 2004, p. ii). Sustained growth, in turn, requires capital accumulation and
technologica advances to increase productivity. Trade is likely to facilitate inflows of capital and
technology. In most poor countries imports of food, fud, manufactured goods, machinery and
equipment and spare parts are necessary for sustained growth, and exports are necessary to
pay for these needed imports. The agriculturd sector is particularly important in many
developing countries and where this is the case much of the exports must of necessity come

from this sector.

Although the linkage between trade, growth and poverty may seem sdf-evident, there are
numerous examples of countries with open trade that have not achieved sustained growth.
Many things can go awry, particularly in the absence of physicd, socid and inditutiond capitd.
Trangport linkages may be absent, education or hedth levels too low or property rights not
enforced. Supply sde condraints such as these may limit the ability of countries to take
advantage of enhanced market access opportunities.

More specificdly, the linkages between trade and poverty are through the commodity and
factor markets. Increases in prices of commodities sold by the poor reduce poverty, as does an
increase in the demand for factors (land, labour and, to alesser extent, capitd). As many of the

poor live in tropica areas, they tend to produce tropica agricultural products, such as coffee,
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COoCoa, sugar, rice, tobacco, vegetable ails and livestock. Thus improving market conditions for
these products is likely to bendfit such producers more than proportionately. However, the
urban poor are likely to be consumers of these products. In the factor markets the poor sdll
mainly unskilled labour, and increases in prices of products that use this factor intensvely are

likely to be poverty reducing.

While trade is important for sustained growth, trade liberdisation may affect the poor ether
positively or negatively, depending on the changes in world prices, the transmission of these
price changes to domestic markets, and the compostion of products and factors sold by
various group. Although the globd gains are likely to be postive, the presence of exiding
distortions does not guarantee this, and since the digtribution of gains across countries is not
even, some may lose. Certainly, many individuas will be worse off through changes in relative
prices, and, dthough the winners could concelvably compensate the losers, they are unlikely to

do so.

The poorest of the poor tend to live in rurd communities, being dependert directly or indirectly
on farm incomes. Household survey information that would provide detalls of this pettern is
weak dthough efforts are now being made in a number of internationa organisations to collect
this information. This will provide a dearer picture of the patterns of poverty and permit better-
targeted policiesto dleviate it.

2. AGRICULTURAL POLICIES

Agricultura policy is of great Sgnificance to the developing countries. Since so many of the rura
poor are dependent on agriculture for their livelihood and the urban poor spend much of their
incomes on food, the poor are highly vulnerable to changes in the domestic prices of agriculturd
commodities, especialy food.

In developing countries, there has often been a policy bias againgt agriculture. It used to be
thought that agriculture could make a positive contribution to economic development not only
through productivity gains in agriculture that frees up labour for industry or through savings
generated by agriculture that can be invested elsewhere, but aso by a deliberate policy of
transferring resources from agriculture to other sectors, ordinarily through discriminatory policy
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trestment, incdluding implicit and explicit taxation of

agriculture. These policies are now being modified in recognition of the need to mitigete the
negative effects on the poor.

By contrast, in anumber of developed countries, large parts of the agricultural sector have been
assisted with direct and indirect import barriers as well as production and export subsdies. This
is for a number of reasons, most notably because of the political power of farm lobbies to
atract financid support (e.g., the European Union (EU), the United States (US) and Japan).
However, there are dso historical food security consderations, eg. in the EU. Today, food
security as areason for support for agriculture gpplies mainly in developing countries, dthough it
is sometimes argued that cash crops may provide higher incomes with which to purchase food
imports, leaving a disposable surplus for other development needs.

Whatever the source of intervention in the agriculturd sector, various countries take the view
that the sector cannot be completely exposed to unbridied international competition without
causng socid and economic disruption. (Environmenta and other non-trade concerns have
more recently been added to the lis of objectives of agricultura policy intervention).
Agricultura trade policy has become an instrument aimed at redigtributing income to the rura
sector, not only in the EU and Jgpan, but aso in mgor agricultural exporting countries such as
Canada where the dairy and poultry sectors benefit from substantid transferst.

A consequence of the domestic support policies has been the generation of substantia
aurpluses, beyond domestic needs, and export subsidies by developed countries and the EU in
paticular, have been used to dispose of surpluses on internationd markets, driving down
internationa prices and contributing to the increased ingtability of prices. These programmes of
domestic support and export subsidies also have negative consequences for the home country
through soaring budgetary costs, while foreign producers have been squeezed and foreign food
importers have benefited.

1 The extent of distortions in the agricultural sector has been documented and even quantified in studies by the
OECD, UNCTAD, the World Bank, the United Stated Department of Agriculture's Economic Research
Service, the Australian Bureau of Agriculture and Resource Economics and many independent researchers.



A large number of indruments and ingtitutions have been established to pursue these diverse
and sometimes-conflicting policy gods. OECD (2002) lists some 150 measures or bodies
adminigtering country-specific schemes. These incdlude most importantly import tariffs, tariff
guotas (sometimes called tariff rate quotas or TRQs), domestic supports (a large number of
measures), and export subsidies (which aso includes export credits with a subsidy component,
eg., through the application of non-market rates of interest, and state trading enterprises).
Other indruments or ingtitutions operating in the agricultural sector include technica barriers to
trade (TBT measures, which aso affect Iabeling in agriculture), sanitary and phytosanitary
(SPS) measures, state trading, price controls, and so on.

In addition to specific policy instruments, large corporations sometimes dominate trade and
production in agriculture and these may condtitute market entry barriers. The operation of these
corporations often make it difficult for smal operators, particularly in developing countries, to
market their exports for areasonable return. It is aso argued that the dominant position of large
firmsin some areas of marketing, e.g., US maize, gives them tremendous market power to keep
producer and export

prices low, forcing farmers in import-competing countries such as Mexico to reduce pricesin
order to compete (Wise, 2004).

3. AGRICULTURE INWTO TRADE NEGOTIATIONS

Ovedl, the large range of interventionist policies affecting agriculture, particularly in OECD
countries, derives largdy from the fact that, in the padt, the agriculturd sector on the whole
escapedfrom GATT disciplines whether by neglect or explicit excluson by waivers or under
terms of accession, including generd and country-specific derogations. For example, agriculture
was exempt from the generd prohibition on the use of export subsdies, unless this would result
in the exporter gaining an "inequitable’ market share (Artide XVI:3 of GATT). Import
restrictions were dso dlowed under Article X1:2(c) if domestic production was aso subject to
quantitative redtrictions - the rationde for Canadas supply management programmes. The

United States, under a specid waiver, and Switzerland, under its Protocol of Accession, aso
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ganed freedom to impose quantitative redtrictions on imports. State-trading enterprises
effectively operated to restrain imports, an option which was especialy important in Japan. The
EU became the mgor user of varigble levies whose legdity, while questioned, was never
successfully chalenged.

A consequence of this neglect of agriculture in the previous GATT rounds of multilaterd trade
negotiations was that, broadly speaking, tariffs and other measures remained much higher than
manufactures (Table 2). Moreover, mainly because developing countries had little negotiating
leverage, items of export interest to them tended to be left out of the negotiations or subject to
lesser reductions, leaving a bias againg their exports (Table 2). Agriculturd tariffs dso had a
much greater share of specific, mixed or dternate rates and variable levies were common,
whereas in manufactures ad valorem tariffs were, with certain exceptions, the norm. Domestic
support measures were widespread, and export subsidies were permitted under the GATT and
the Tokyo Round Subsidies Code (under the conditions indicated therein). It has been
edimated that transfers in the sectors were approximately $US 318 hillion in the OECD
countriesin 2002, more than haf the farm gate value of production (OECD, 2003).

Table 2. Bound and applied tariffs on agricultural products, 2001 (ad valorem
equivalentsin per cent)

Bound Applied
Agriculture  High-income countries 51 48
Middle-income countries 57 20
L ow-income countries 79 17
Non- High-income countries 4 3
Agriculture  Low & Middle-income countries 20 13

Source: UNCTAD ATPSM Database and TRAINS, Note: Agriculturd tariffs are smple
averages of out-of-quota ad valorem equivalents, no preferences have been taken into account.

a) The WTO Agreement

It was principaly the concern about the effects of industrid countries agriculturd policies that
motivated the Uruguay Round negotiations in the sector. These policies had become the source
of consderable trade tensons, especialy over export subsidies. Thus, in the Punta del Este
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Declaration that launched the Round it was dtated, inter dia, tha "negotiations shdl am to
achieve greater liberdization of trade in agriculture and bring dl messures affecting import
access and export competition under strengthened and more operationaly effective GATT rules
and disciplines'.Competition was to be improved by "increasing discipline on the use of direct

and indirect subsidies and other messures affecting directly or indirectly agriculturd trade'.

The WTO Agreement on Agriculture, concluded as part of the Uruguay Round, was intended
to bring the agriculture sector under more operationdly effective rules and to pave the way for
future liberdisation in new negotiations that were effectivdy launched in Doha. Apart from
extensve new rule making, new commitments were made in the areas of market access,

domestic support and export subsdies. The main commitments were as follows:

Non-tariff measures againgt imports had to be converted to tariffs (“tariffied”) and were
subject to smple average reductions of 36 per cent for developed countries over six years
and 24 per cent for developing countries over 10 years. The minimum reduction for specific
tariff lines was 15 per cent for developed countries and 10 per cent for developing
countries.

The overdl incidence of domestic supports (the Aggregate Measure of Support”, or AMS)
was computed and subject to reduction of 20 per cent, with the exception of "green box"
subsdies: production-limiting programmes; de-linked income support; programmes related
to dructurd adjusment, income insurance and safety nets regionad assstance
environmental payments, domegtic food aid; and generd services. Patidly de-linked
measures (“Blue Box”) were dlowed. Since the reductions commitments referred to the
aggregate, it is possble to increase expenditure in some areas while they are being used less
in other aress.

And export subsdies were to be diminated or notified and then reduced.
Budgetaryexpenditures on export subsidies were to be reduced by 36 per cent for
developedcountries and 24 per cent for developing countries over Sx years, while
quantitiesexported with subsidies were to be reduced by 21 per cent for developing
countries and 14 per cent for developing countries. Since subsidies may not be needed
when world prices are high, their use may fdl in some years and then increase again when

world pricesfal, provided they are within the overal reductions commitment.



These reductions were largdly ineffective in reducing globa agriculturd support, sill around
record levels, because of inherent flexibility built into the Agreement, such as the ability to
switch support from one commodity to another. Market access, domestic supports and export
subgdies are agan the three main pillars of the post-Doha agriculturd negotiations, which are
proving to be as difficult as those in the Uruguay Round.

b) The Doha negotiations

In the current WTO negotiations, consderable progress has been made in clarifying the issues.
Discussions have largely focussed on proposas by the Chairman of the Agriculture Negotiating
Group (Mr Harbinson), which was an attempt to find a compromise between more
conservative proposas by the EC and more ambitious proposals by the US and the Cairns
Group of agriculturd exporters. Since negotiators could not agree on moddities for
commitments, a framework for moddities was presented to the WTO Minigerid meting &
Cancln in late 2003. Predictably, developed Cairns Group members want to see aless flexible
and more ambitious round, whereas countries including Japan, Norway and Switzerland want
more flexibility, particularly in the aress of non-trade concerns, and less ambition. Most
developing countries want the developed countries to liberalise, but, at this stage, for reasons of
perceived rurd development needs and food security, are reluctant to open their own markets

in short measure a thistime.)

The negotiations are again centred on the three pillars: market access, export subsdies and
domestic support. These are not independent. For example, export subsidies are only useful if
tariffs or domestic support is contributing to overproduction that needs to be disposed of on the
world market. Reducing ether of the latter two instruments removes the need for exports
subsidies. In turn, export subsidies require an import barrier to prevent the re-importation of of
subsidised exports. Nonethel ess, the whole pack of cards does not collapse with the remova of
one instrument. Producers can be supported by tariffs, domestic support or some combination
of these. Reductions in tariffs and export subsidies can be compensated by increases in
domestic support. This has happened in recent years in both the United States and the
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European Union as WTO has set congtraints on the use of border protection. Domestic support
is nomindly less digtorting then tariffs and export subsdies because consumer prices are not
directly inflated. Domestic support that is decoupled from output can maintain fam incomes
without encouraging overproduction. In practice, the partid switch from border measures to
domestic support has not led to a decrease in production in highly protected sectors such as EU
cereds. This reflects how support is administered. If producers fed that they have to continue
producing to retain their entitlements to support in the future, as may be the case if the base
period is updated, the support arrangements merdly lock in rather than remove digtortions.
Negotiators in the current round are anxious to address dl three areas, which are now
discussed in more detail.

c) Market access

Although the Uruguay Round was a first step towards a more liberdised agricultura market,
tariffs on agriculturd products are ill sgnificant. In high-income countries bound rates are
about 37 per cent (Table 2). Bound rates in middle- and low-income countries are even higher
but applied rates are sgnificantly below bound rates, providing abinding "overhang" that implies
that moderate negotiated reductions in tariffs will not affect gpplied rates. Additiond difficulties
for developing countries are tariff escaation and tariff pesks. Furthermore, non-tariff barriers
are becoming more and more important leading to a sgnificant market entry problem for
developing countries even if they benefit from preferentid access. In generd, tariffs are higher
on temperate products than on tropica products. However, tariffs on some products of specific
interest to developing countries are dso dgnificant. These tend to be products for which
temperate and tropica products are substitutes, such as sugar, oilseeds and rice. When trade
flows are taken into account, tobacco and cotton are among the mogt distorted markets

adversdly affecting developing countries (Table 3).
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Table 3: Tariff protection by commodity groups measured by tariff revenue, 2001 ($
mill.)

Commodity Group Tariff Revenue
US$m
Oilseeds 7123
Tobacco and Cotton 6’839
Meat 6’400
Ceeds 5760
Dairy Products 2601
Fruit 2'542
Beverages 2'449
Sugar 1'853
Vegetables 655

Source: UNCTAD, ATPSM

The early US proposd for addressing market access issues was to reduce applied tariffs
according to a harmonising Swiss formula by which higher tariffs are reduced more than
proportionately, effectively atacking tariff pesks. Under this formula the maximum find tariff is
proposed to be 25 per cent2. Thisimplies, for example, that a tariff of 100 per cent would be
reduced by 80 per cent while aninitid tariff of 10 per cent would be reduced by about 30 per
cent. Other elements of the proposa indude dimination of in-quota tariffs and a 20 per cent
expangon of import quotas. As countries with the same initid retes are treated smilarly, the
approach does not recognise specia and differentiated trestment for developing countries, as
foreshadowed by the Doha Declaration, and developing countries would have been obliged to
make proportionaly greater cuts from their bound rates than developed countries.

Tariff peaks and escadation are not specificaly mentioned in the initid proposa by the European
Commission (EC), which is a continuation of the Uruguay Round approach, a 36 per cent
average cut in bound tariffs with a minimum 15 per cent cut in each tariff line. The EC proposal
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mentioned, but did not give detalls of, the specid and differentiated conditions that might apply
to developing countries. However, in a recent statement, the EC Commissioner, Pasca Lamy,
has suggested permitting the G90 countries (African Union, LDC and ACP) to avoid making
reduction commitments, a proposd that is likely to plit developing countries attitudes to further

reform.

The Harbinson Proposa is a compromise between the harmonising and the flexible gpproach.
Outof-quota bound tariffs would be reduced by asmple average for dl agriculture products,
subject to a minimum reduction per tariff line. The formulaincludes bands where, depending on
the initid tariff, average and minimum reductions are higher for higher tariffs. For developed
countries the proposed average reduction is between 40 and 60 per cent and the minimum
between 25 and 45 per cent. For developing countries the reductions are between 25 and 45
per cent with a minimum between 15 and 30 per cent. Tariff quota quantities would be
expanded to 10 per cent of current domestic consumption in developed and 6.6 per cent in
developing countries. Least-developed countries would not be required to undertake any
reduction commitments.

The EC-US joint proposa is to apply the Uruguay Round approach to a certain, as yet
ungpecified, share of tariff lines, the Swiss formula to a further share of tariff lines, and provide
duty-free access to the remainder. The first group would mogt likely include the more sengtive
products. Furthermore, a maximum tariff or an equivaent additional market accessis proposed.
Developed countries would provide duty-free access for a certain percentage of imports from
developing countries. Concerning specia and differentid  treestment, the proposa is that

developing countries may reduce tariffs by a smaler amount.

The draft Canciin Minigterid Text, second revison, put forward by the Generd Council of the
WTO adopted the EC-US blended formula. No maximum tariff is proposed for developing
countries (dthough it would remain wnder negotiation) and the duty-free part of the blended
formula is replaced by the dternatives to reduce tariffs to zero or five per cent. Tariff reductions
are to be lower and implementation periods longer in developing countries.

2 The proposed Swiss formulaisfinal tariff=(initial tariff*25)/(initial tariff+25)
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Both the Harbinson and the draft Cancin Text foresee "Specid Products’ for developing
countries. Harbinson proposed to reduce the corresponding tariff lines by an average of ten and
aminimum of five per cent. The creetion of a category of Specia Productsisa

magjor demand by developing countries including the so-called group of 33 countries that want
these products, yet to be identified, to be exempt from any reductions.

The draft Cancuin text cals for developed countries to accept duty-free dl imports from least
developing countries and a certain percentage of imports from developing countries. The EC
had aready proposed to provide duty-free access for 50 per cent of al imports from
developing countries and 100 per cent for least-devel oped countries. Thus, the European Union
itsdf subgtantialy meets this criterion. Among the mgor importers Japan would have the most
difficulty meeting this gandard, as only a quarter of its agriculturd imports from developing

countries are duty-free.

d) Export subsidies

Export subsidies are sometimes considered to be potentialy one of the most distorting forms of
intervention, athough their impact depends on the existence of other ingruments such as tariffs,
domestic support and production quotas, and prevailing world prices.

The budgetary outlay congtraint for al 25 subsidizing countries was amost $11 hillion in 2000.
The level of export subsidies actualy provided depends on production, exchange rates and
world food prices and therefore fluctuates. Subsidies are counter-cydicd, expanding when
world prices fdl and vice versa. During the period 1995 to 2000 on average $6.2 hillion were
gpend on export subsidies by WTO members. The European Union, Switzerland, Norway and
the USA are the countries with the highest export subsidies, accounting for more than 96 per
cent of al outlays (see Table 4). The European Union is by far the biggest user of export
subsidies accounting for amost 90 per cent of the expenditures. On average the EU spent $5.5
billion each year between 1995 and 2000. However, the latest available data for the EU show
a didinct decline in its use of export subgdies. In the marketing years 2000/01 and 2001/02
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budgetary outlays declined to $2.5 and $2.3 hillion, respectively.

Table4: Use of Export Subsidies: Averages from 1995 to 2000 by country

Average 1995- Average 1995-
2000 2000
UsS$m % USsm %
EU 5503.4 88.7 Israel 6.6 0.1
Switzerland 3115 5.0 Mexico 3.8 0.1
Norway 85.7 14 Cyprus 2.9 0.0
USA 83.6 1.3 Audrdia 0.6 0.0
Canada* 54.5 0.9 I celand 0.0 0.0
Czech Republic 37.1 0.6 New Zealand 0.0 0.0
Turkey 284 0.5 Romania 0.0 0.0
Poland 21.7 0.3 Bulgaria 0 0
South Africa 18.6 0.3 Brazil 0 0
Hungary 16.9 0.3 Indonesa 0 0
Colombia 12.8 0.2 Panama 0 0
Sovak Republic 10.8 0.2 Uruguay 0 0
Venezuda 7.8 0.1
Total 6'206.7 100

Source: Peters (2004).UNCTAD cdculation based on WTO notifications.

Since most of the export subsdies are provided by developed countries from the northern
hemisphere, the bulk of subsidies are on temperate products. Almost 35 per cent is on dairy
products and 23 per cent is on mesat. Producers of cereds, incorporated products and sugar
also recelve acondderable amount. Beef, which is of interest to some developing countries,

makes up almost 60 per cent of al meat subsidies.

Of the current 148 WTO members, 25 countries have export subsidy commitments, volume and
budgetary outlay congraints, for various groups of products. As dmost 90 per cent of dl
agriculturd export subsidies are provided by the European Union, it is, perhgps not surprisng
that the United States proposes to eiminate export subsidies over five years whereas the
European Commission suggests a modest reduction of an average 45 per cent in expenditure.
As with tariff cuts, the idea of reducing the average provides flexibility by permitting large cutsin
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lightly traded or lightly protected products while making minima or no reductions on other
products, as long as the average cut is met.

Between 1995 and 2000 the EU’s average subsidies were $5.5 hillion, only 20 per cent lower
than its fina bound expenditure level of $6.8 billion. But in 2000 and 2001, outlays decreased to
$2.5 and $2.3 hillion, respectively, and could therefore accommodate a reduction of more than
60 per cent in thetota expenditure. However, severd individua commodities are currently up
againg expenditure or volume congraints, including rice, sugar, cheese and other milk products,
poultry, fresh fruits and vegetables and incorporated products.

The United States proposes, in addition to the dimination of export subgdies, that disciplines
would be placed on officidly supported export credits, food aid and other forms of export
support without pecifying quantitative limits. Globally, most export credits are provided by the
US to ther farmers. The EC proposes that the trade-distorting elements of export credits for
agricultura products should be identified and subjected to gtrict disciplines.

The Harbinson Proposal involves diminating export subsdies in both developed and developing
countries, athough the latter would have alonger implementation period. Export credits would
be subject to disciplines.

In their joint paper, the European Commission (EC) and the US propose to diminate export
subgdies for as yet unspecified products that are of particular interest to developing countries,
and to reduce export subsidies for the remaining products. Trade-distorting elements of export
credits should be treated in the same manner as export subsidies.

In the draft Cancin text, the WTO General Council adopted the EC-US gpproach with aview
to eventudly phasing out al export subsdies and trade-distorting e ements of export credits®.
Most developing countries, including the Group of 22, are seeking the dimination of dl forms of
export subsdies as an outcome in the current negotiations. The failure to meet the objective in

the draft Canclin text was one of the mgjor concerns of developing countries.
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In May 2004 the EU Commissoners Mr. Lamy and Mr. Fischler sent a letter to WTO
members in which they indicate that the EU would be reedy to diminate dl export subsidies if
other countries which aso support exports such as the US with its export credits or countries
with date trading enterprises do the same (“paraldism”), an acceptable outcome emerges on
market access and domestic support, and if EU’s non-trade concerns are taken into account.
The proposd was welcomed but it is dso extremey conditiond since, for example, the
definition of what condtitutes an export

subsidy by othersis broad.

€) Domestic Support

Support to agriculturd production is gill sgnificant despite the Uruguay Round negotiations.
Totd support to agriculture in the OECD amounted to $323 hillion in 2002, againg tota
agriculturd production of $632 hillion valued at the farm gate (OECD, 2002). However, these
figures are based on the Producer Support Estimate (PSE) of dl forms of intervention of benefit
to producers — taiffs, export subsidies, etc. — that cause a gap between domestic and world
prices. This does not correspond to the much narrower definition, dedling only with domestic
subgdies, as defined in the WTO negotiations on the issue of domestic support in agriculture.

In absolute terms, most of the support, as measured by OECD, is provided to producers of
milk, mest, sugar and grains in the United States ($95 billion in 1999-2001), the European
Union ($113 hillion and Japan ($65 hbillion) (de Gorter, Ingco and Ignacio, 2004). Support is
provided in various forms. Border protection (tariffs and export subsdies) in the OECD
accounted for $160 hillion in transfers to producers in 1999-2001. Domestic support payments
in the OECD in 1999-2001 amounted to $88 hillion and included payments based on input and
output use ($36.6 hillion), area and headage payments ($29.1 hillion), historica entitlements
($13.2 hillion) and other payments ($9.3 hillion). The remaining $80 hillion or so in support

includes generd sarvices and is generdly considered non-digtorting.

3 Agreed disciplines on export credits would address appropriate provisions for differential treatment in favour of



16

The various domestic support payments differ in ther affect on production, with the most
distorting payments being those based on input use and output prices. To account for this, in the
WTO Agreement on Agriculture, payments were further divided into Amber (permitted, but
subject to reduction), Blue (partialy de-linked from production) and Green boxes (not linked to
production, eg. developmenta, regiond, environmenta support, etc.) according to ther
apparent level of distortion. In the OECD, 38, 12 and 46 per cent of domestic support was
alocated to these boxes, respectively (op.cit., p.126). The remainder includes de minimis and
other exempt categories.

Since reduction commitments vary across boxes it is tempting to reclassfy Amber box support
as Green Box. Support subject to reduction commitments (i.e. Amber box) is measured by the
AMS. The AMSisnot an accurate measure of current domestic support asin addition to direct
subsdies it includes support generated by the gap between administered domestic prices (such
as EU intervention prices) and base period (19986-88) world reference prices. Furthermore,
any support not exceeding 5 per cent of production is excluded. As the name suggests, this
measure aggregates across al commodities, so in any given year excessive expenditure on any
one commodity could be offset by reductions in other areas, making the reduction commitments
much less dringent.

Thus, the flexibility inherent in the adminigtration of domestic support reduction commitments

implies that in many cases the commitments are not binding or can be avoided?*.

While developed countries are switching into domestic support, most developing countries
cannot afford and do not grant substantia domestic support, and since they declared this
dtuaion a the end of the Uruguay Round, they do not have the option of introducing such
support beyond minima amounts (de minimis) of 10 per cent of production.

Domestic support measures in developed countries appear to increase global production,
fordng down world prices. This benefits consumers in net food importing in developing

|east-devel oped and net foot-importing developing countries.
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countries a the expense of net exporters. Since producers in both groups of countries face
lower prices as a result of domestic support in developed countries, most developing countries

are demanding the reduction of domestic support.

The US proposa for domestic support reductions is to reduce over five years the non-exempt
support as defined by the Aggregate Measurement of Support (AMS) (Amber box) as well as
production-limited (Blue Box) support to at most 5 per cent of the average vaue of agricultura
production. By some later date, all non-exempt domestic support would be diminated. De
minimis payments, i.e. support not exceeding five per cent of the total value of production,
would be excluded from reductions and subsequent eimination. Developing countries would
have specid conditions to enable them to provide additiona support to facilitate development
and food security.

The EC proposa involves maintaining the Amber, blue and green boxes essentialy unchanged
and reducing the Amber Box Aggregate Measurement of Support by 55 per cent. The Green
Box criteria would be expanded to encompass so-cdled ‘nontrade concerns such as rurdl

development, the environment and animd wefare. This is in contrast to the US proposa

whereupon the Green Box criteria would not be expanded. At present the EU's AMS
expenditure is not a binding condraint, but could become o0 in the future, depending on
movements in world prices. A flexible Green Box dlows support to be switched from the non
exempt Amber to the exempt Green Box, as decided in June 2003 by the EC in the reform of
its Common Agricultura Policy (CAP) by increasing direct income support. Findly, the EC

proposes eliminaing the de minimis provison in developed countries.

The Harbinson (Chairman of the Agricultura Negotiating Group) proposa on domestic support
IS to maintain Green Box support measures unchanged and to reduce Blue Box

payments by 50 per cent in developed and 33 per cent in developing countries. The

Amber box Aggregate Measurement of Support would be reduced by 60 per cent in

4 The potential for double counting and the inherent flexibility in current domestic support reduction commitments
has led UNCTAD to take a conservative view of domestic support, and relatively little production distorting
support expenditureisincluded in theinitial database.
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developed and 40 per cent in developing countries. The de minimis level of 5 per cent
would be reduced to 2.5 per cent in developed and would remain unchanged at ten per cent in

developing countries.

The EC-US joint proposd aso envisages leaving Green Box support measures unchanged but
broadening and weakening the definition of direct Blue Box payments. These “new Blue Box”
payments would have to fulfil severa requirements but would no longer have to be production
limiting. Under the proposal they would not exceed 5 per cent of the total vaue of agriculture
production. The “most trade-distorting domestic support” and de minimis payments would be
reduced in a certain range, with countries having the higher trade-distorting support making
greater effort. The sum of Amber and “new Blug’ Box and de minimis support would be
capped at the sum of the Amber and Blue Box and de minimis support level in 2004.

The draft Canciin text adopted the EC-US proposd to modify and expand the Blue Box but
required alinear cut of the corresponding payments. Green Box payments would remain under
negotiation, which probably means that there would not be any changes in the next few years.
Asin the EC-US proposal, Amber Box and de minimis payments would be reduced within a

certain range.

f) Towards a Development Box?

A large part of the current negotiations is focused on the degree of differentia treatment. There
are narrow and broad notions of a Development Box. The narrow notion is a box of measures
that would be added to the green box and comprises various specid provisons for developing
countriesin addressing food security, rurd poverty, etc. The wider notion of a development box
describes al concepts addressing the specific problems of developing countries such as hunger
and poverty in food-insecure, low-income regions. Developing countries submitted various
proposals aimed at protecting and enhancing their food production capecity, particularly in key
deples, safeguarding employment opportunities for the rurd poor, and protecting smdl farmers
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from chegp imports,. The most prominent mechanisms in a potentid development box that are
discussed in the negotiations on agriculture include:

 Lower reduction commitments concerning tariffs and domestic support measures such
as‘de minimis’ payments.

* Longer implementation periods.

* Expanded government measures of assistance like domestic support to encourage
agricultura and rurd development (Article 6.2, Agreement on Agriculture).

* Expanded access to green box exempt measures.

* Different formulas for tariff reductions.

* Expanded tariff-rate quotas administered by developed countries.

* Specia Products (SP).

* Special Agricultura Safeguard Mechanisms (SSM).

* Preferentia access to devel oped country markets.

* Specid provisions for least-developed countries and net-food-importing developing

countries.

Under the Specia Product provisions, a limited number of sengtive products would be exempt
from reduction commitments, S0 as to enable developing countries to take account of their food
security, rurd development and livelihood security concerns. The selection of the products turns
out to be controversid in the negotiations because the additiond flexibility waters down the level

of ambition and threatens the growth in South- South trade. The intention with this providon is
not to protect againgt temporary price shocks or import surges. For this purpose the Specid

Agriculturd Safeguard Mechanism provides a time-limited safeguard againgt imports when they
threaten to disrupt domestic production, to be invoked only in exceptionad market conditions. It
was debated whether the mechanism should be redtricted to a limited number of food security
crops like cereals or broadened to include particular crops important for the livelihood of many
poor people in developing countries. The potentid criteria to be used in the identification of

eligible products could be based on numerous factors, each favouring some countries & the

expense of others. Agreement on suitable criteria has yet to be worked out.

5 Informal paper from Cuba, Dominican Republic, El Salvador, Honduras, Kenya, Nigeria, Pakistan, Sri Lanka and
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g) Non-trade concerns

The agriculture negotiations provide scope for governments to pursue “non-trade” concerns
such as the environment, rural development, labour standard and food security. However, not
al countries are ready to negotiate these “non-trade’ issues, as exporters tend to perceive these

as providing dternative means of protecting import markets.

The European Commission proposes that measures amed at achieving certain societd gods
such as the protection of the environment, traditional landscapes, rurd development and animal
welfare should be accommodated in the agreement on Agriculture. For example, payments to
compensate for the additiona cost of meeting higher animd welfare sandards would be exempt
from reduction commitments under the proposad. Other nonttrade concerns include
geographica indicators, such as 'Champagn€, and redrictions on imports of geneticaly
modified organisms. The Harbinson Proposad acknowledges non-trade concerns such as

gructura adjustments and anima welfare. Payments should be time-limited.

4. THE IMPLICATIONS OF PROPOSALS IN THE CURRENT WTO
NEGOTIATIONS

Since a number of key parameters are not elaborated in various proposas now under
congderation in the WTO negotiations it is difficult to be precise about the implications.
However, we have made estimates of the possible effects of the proposals, usng what seem to
be reasonable values, taking account of the negotiating postions as outlined in various
gatements and documents by the main players and based on discussions with negotiators in
Geneva. The details of earlier proposds are given in the text above, but in what is now the

(Cancun) proposal we assume the following parameters.

Developed countries:

— 40% of tariff lines— average 36% cut (Uruguay Round formula)

Zimbabwe (mimeo. WTO, 2002).
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- Bound out of quotarates (TO) for 10% most sendtive items cut by 15%
- To for 30% most sengtive items cut by 44%

— 40% of tariff lines— Swiss formula (maximum rate=25%)

— 20% of tariff lines— cut to 0%

— 80% reduction in export subsidies

- 60% reduction of domestic support

Developing countries:

— 10% of mogt sengitive tariff lines— cut by 5%

— Next 40% most sengitive products — average 24% cut (Uruguay Round approach)
- Bound out of quotarates (TO) for 10% most sengtive items cut by 10%
- Bound out of quotarates (TO) for 30% most sengitive items cut by 26.7%

— 40% of tariff lines— Swiss formula (maximum rate=50%)

— 10% of tariff lines— cut to 5%

— 70% reduction of export subsidies

— 20% reduction of domestic support

LDCs:

- Nochange.

These parameters, and those of the earlier proposals, are then used in a specialised agricultural
partid equilibrium mode to smulate the policy change proposds, and the results of this andysis
are presented in Tables 586. As a cautionary note, under this kind of comparetive datic
andyss no account is taken of any adjustment costs nor of any trangtiond periods. Themain
vaue of the andlyss is in the comparison of scenarios, rather than the overdl levels.

Globa annud wedfare gains increase with the level of ambition (Table 5) from about between
$5 and $22 hillion, with the LDCs being among the main losers since their existing preferences

are erodes and world prices rise. In less ambitious scenarios, the tota welfare for developing

6 Peters and Vanzetti (2204) and Peters (2004). These studies use the FAO/UNCTAD Agricultural Trade Policy
Simulation Model (ATPSM) which, together with a handbook and database, may be obtained from the
UNCTAD’s web-site free of charge. The system was developed with funding from the UK Department for
International Development
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countries is pogtive but smdl and for leest-developed countriesit is negative. Thisis influenced
to a large degree by the reduction of export subsidies, which is estimated to lead to increased
prices for temperate products, as well as a reduction in quota rents on sugar received by a
dgnificant number of developing countries. Developing countries gain more from more
ambitious scenarios, which results from greater exports as wel as dlocdive efficiency gans

from modifications to their own policies.



Table 5: Welfareimpacts from alter native scenarios
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Cancin Har binson Conservative Ambitious

$m $m $m $m
Developed 7220 11983 5066 14910
Developing 163 1040 742 5752
L east Developed 141 -199 -83 1045
World 7242 12824 5725 21707
Group of 22 19 920 631 4264
Carns 1228 2027 1009 4535

Source ATPSM smulations.

In developing and least-developed countries, consumers lose as a group and producers gain

because the rise in world prices lifts domestic prices (Tables 6 and 7).

Table 6: Consumer surplusimpactsfrom alter native scenarios

Cancin Harbinson Conservative Ambitious
$m $m $m $m
Developed 20082 4735 13452 44866
Developing -14529 -18023 3681 667
L east Developed -1760 2455 -1295 4141
World 3743 14256 8476 49674
Group of 22 11123 -11558 -2966 11675
Carns 5954 7090 2949 7962
Source: ATPSM simulations.
Table 7: Producer surplusimpactsfrom alternative scenarios
Cancln Har binson Conservative Ambitious
$m $m $m $m
Developed 16543 24403 -12358 27222
Developing 17707 19204 5239 14486
L east Developed 1600 2230 1200 2625
World 2764 -2970 5018 15361
Group of 22 11481 12007 353 8753
Cams 7266 8900 3789 12033

Source ATPSM smulations.
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The third component of the total welfare is government revenue (Table 8). As the table shows,
there are substantid government revenue losses that result essentialy from the tariff cuts that
deveoping countries would have to make under the various scenarios, and these losses increase
with the level of ambition. In the developed countries, government revenues are, in aggregate,
positive because of reduction in export subsidy expenditure in the BU. In the US, domestic

prices rise, and, hence, consumers face higher prices which aso benefit producers.

Table 8: Government revenue impacts from alter native scenarios

Cancun Harbinson Conservative Ambitious
$m % 4m % $m % $m %
Developed 3730 31 1'652 14 3972 33 -2735 -23
Developing -3014 -15 -140 -1 -816 -4 -9'401 -46
LDC 19 1 26 2 12 1 -470 -30
World 735 2 1'538 4 3167 9 -12'605 -37
Group of 20 -162 -2 331 4 66 1 -2'814 -33
Carns -84 -3 217 8 170 6 -437 -16
Source: ATPSM Simulations
Table 9 shows the net export revenue effects for dl scenarios. This showsthe drop in the level of
ambition as proposals have evolved, to the point where, taking account of the complex
specifications, the developing countries overd| suffer a decline in ret export revenues, dthough
obvioudy there is considerable country-to-country variaion. The least-devel oped countries have
the highest percentage increase in export revenues, dthough from avery low base.
Table 9: Export revenue impacts from alter native scenarios
Cancun Har binson Conservative Ambitious
$m % 4m % $m % $m %
Developed -938 -1 1189 1 185 0 10475 11
Developing 12272 13 16557 17 9815 10 31106 32
LDC 904 2 1254 30 859 21 2109 51
World 12237 6 19001 10 10859 5 43690 22
Group of 20 7861 15 10951 21 6489 12 20594 40
Carns 6415 8 8297 10 4967 6 15805 20

Source ATPSM Simulations

Regarding the sources of the changes, it would seem that the reductions of border protection
contribute more than the reductions in export subsdies. However, it is possble that WTO

members may agree on more ambitious reductions concerning export subgdies than import
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tariffs, in which case the aggregate impact from export subsidy reductions may be considerable.
Globd wdfare gains from atotd diminaion are estimated at $4.3 hillion, which compares with
gains of about $9.5 hillion from reducing import tariffs goplying the Uruguay Round formula
(Peters, 2004). ABARE (2001) estimated gains from an eimination of export subsdies in the
region of $3.6 hillion, asmilar order of magnitude.

In looking a the effects of export subgdies, it is important to look at individua commodities,
gnce there are very different impacts across commodities. Extreme examples where large
changes result from the reduction or dimination of export subsdies are sugar and whest.
Whereas developing countries as a group greatly benefit from the dimination of sugar subsdies,
they lose in terms of wefare from an dimination of wheat subsdies snce most deveoping

countries are net importers of whest.

The srength of support for the various proposals depends on whether policymakers or
negotiators emphasize the gains to producers, exporters, consumers or taxpayers. The estimated
welfare impacts are the sum of these three effects. The existence of policies favouring producers
(in developed countries) or consumers (as used to be the case in some developing countries) is
evidence tha policymakers favour one group over another for reasons that were discussed
earlier in the paper. In developing countries, it is often argued that development and poverty
imperatives require support for the agricultura sector — an important shift from the earlier import-
subgtitution  indudridisation policies. The negotiation strategy of most developing countries,
namely to demand improved access to deveoped countries markets and the dimination of
trade-distorting subsidies and to be alowed to protect their own markets, is a strategy aimed at
maximisng the producer surplus in these countries, at least in the short term, abet with some

negative effects (viarisng domestic food prices) on their own (largely urban) consumers.

If producers happen to be the poorest members of society and the targets of government
support, it may be tha reforms that reverse these policies are detrimental. Assessment of the
impact of the proposds should be taken in the light of such consderations. The economic
andyss merdy points out the potential impacts of reforms. The weight attached to socid,
politicad and ewvironmenta considerations will depend on the circumstances and judgement of
each country. However, it needs to be emphasised that the estimates discussed above say little
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about poverty reduction, for example, because it is not clear a priori whether it is producers or
consumers who condtitute these groups. Furthermore, in many developing countries a large
proportion of the population are subsistence farmers and this adds to the complexity. Risng
world prices tend to benefit producers, and hence many of the rura poor, athough this can be
countered if tariffs are reduced by more than the rise in world prices. Price rises are greatest for
the temperate products, such as livestock and grains, for which developing countries tend to be
importers, to the detriment of consumers. The analys's indicates the likely impact on consumers
and producers, but the desrability of this impact needed D be assessed for each country
depending on its individua circumstances and objectives. Thus, rather than looking at tota
welfare, policy makers and negotiators may prefer to look at how consumers and producers are
affected, and bring this in relation with the poverty structure and possible digtribution effects in
their own country.

As the negotiations have progressed the proposas appear to be converging. The annud
estimated globa welfare gains are about $7 billion in the Canclin scenario and $13 hillion in the
Harbinson scenario compared with $5 and $22 hillion in the Conservative and the Ambitious
scenarios respectively. However, the latest, Cancuiin, proposa is near the bottom of this range.
Thus, the flexibility given to developed and developing countries by the Canclin market access
formula waters down the welfare gains. Even though the formula contains one tariff- harmonizing
Swiss formula component with rather ambitious coefficients of 25 for developed and 50 for
developing countries, implementing the Uruguay Round numbers for the linear-cut portion of the
formula gives overd|l wefare effects that are not much higher than a continuation of the Uruguay
Round approach, aong the lines of the initid EC proposd. Assuming the same smdler export
subsidy and domestic support reductions in the Canclin scenario as in the Harbinson scenario
(that is, reducing export subsidies by 45 per cent and domestic support by 55 per cent) further
reduces the globa welfare gains. However, since developing countries have, in generd, higher
bound tariff rates and since their bound tariffs do not in generd vary as much as developed
countries tariffs, the Swiss formula part in the Cancin formula would require relaively higher
reductions in developing country bound tariff. This, of course, depends on the coefficients that
would be chosen. The Group of 22 proposa and the draft Cancin text, first revision, proposed
for developing countries the opportunity to apply the Uruguay
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Round reductionsto dl tariffs. Thisincreases the degree of specid and differentia
treetment with the aove shown consequences, namely higher producer surplus and bwer

consumer surplus and welfare in developing countries.

Despite the various limitation of modelling, the results provide a useful indication of the possble
impacts of an agreement on aframework like the draft Cancin Ministerid text. At this stage,
it seemslikely that the modalities will not be very ambitious, and potentialy important welfare
ganswill beforgone. However, if developing countries push for a more ambitious round, then
they would likelycome under pressures to undertake more liberaisation than they seem willing to
consder at thepresent stage of their development, despite potentid longer term gains. Least-
developed countries and net-food-importing countries should be aware of the possible negative
impacts that they may face as aresult of risng food prices, dthough this may be advantageous to
their producers, which includes
some of the poorest sections of society. Findly, developing countries should note the higher
degree of flexihility that a Uruguay Round type approach givesto the developed countries. While
some suchflexibility may be necessay to forge an agreement, it may aso reduce the
development benefits of the current negotiations.

5. CONCLUSIONS

Agriculture is closdy linked to development and to poverty in most developing countries. The
poor are affected by agricultural policies, whether as producers or consumers, and many rura
communities are also highly dependent on what happens in the agricultural sector. In the current
WTO negotiations on agriculture there are opportunities and chdlenges for the developing
countries. In paticular, there are differentid impacts on producers and consumers and
judgements will need to be made by each country in the light of where it percavesitsinterests to
lie. On the whole, producers would seem to have much to gain from higher producer prices, and
this would benefit whole rurd communities where some of the poorest of the poor are to be
found. Higher prices could be a problem for net food importers, but may draw forth new
production thet in the longer term will provide for greater food security and poverty reduction.
Some form of assistance to facilitate this trandtion needs to be considered, perhaps through
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donor operations, as many of these countries are o highly indebted.
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