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Close to the wind: A vessel which is sailing close to the wind will sail
slower and runs the risk of being put about (turned) on the wrong tack

(in the wrong direction) by the slightest wind shift.
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About the Institute for Agriculture and Trade Policy

The Institute for Agriculture and Trade Policy is based in Minneapolis, Minnesota. We have been documenting the impacts
of international trade rules on family farmers and rural communities in the U.S. and around the world for nearly 20 years.
IATP staff have attended every World Trade Organization ministerial. IATP also has an office in Geneva, which reports

on WTO negotiations to nongovernmental organizations around the world. In 2003, IATP, along with an international
steering committee, organized the first international Fair Trade Fair and Symposium next to the WTO ministerial in
Cancun. In 2005, IATP and global partners will host another Fair Trade Fair and Symposium in Hong Kong across the street

from the WTO Ministerial. More details can be found at fairtradeexpo.org.

IATP’s trade Web site—tradeobservatory.org—includes the latest news, reports and analysis on international trade issues.
IATP’s Radio Hong Kong—radiohongkong.org—includes weekly reports on WTO-related stories available for download
in MP3 format and through XML feeds (podcasts). Radio Hong Kong will be at the Hong Kong ministerial reporting on

breaking developments.

Additional IATP analysis on issues related to the WTO Hong Kong ministerial can be found at tradeobservatory.org.
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Foreword from IATP President Mark Ritchie

Dear reader,

The ups and downs of the World Trade Organization and of this particularly important Hong Kong ministerial have been
the subject of almost daily coverage by the major newspapers, journals and broadcast media around the planet. While it

is impossible to predict the outcome of the meeting it is clear that negotiations remain extremely difficult.

This briefing book looks in depth at some of the key issues being negotiated as we head into the ministerial. It includes
fact sheets that provide a quick overview, in-depth reports on some of the major controversies and insider details from
our office in Geneva to help guide you to additional sources and references. The materials address agriculture, food
aid, nonagricultural market access, services, human rights, biotechnology and policy coherence with the international

financial institutions. The briefing book also includes an in-depth look at the U.S. October 10 proposal on agriculture.

While the World Trade Organization is very young compared to other United Nations bodies—just ten years old—it grew out of
(and is largely a continuation of) the General Agreement on Tariffs and Trade that emerged from the United Nations Conference
on Trade and Employment held in Havana, Cuba in 1947. Within the post-World War Il family of global institutions, GATT was
created to enforce trade rules necessary to regulate the behavior of governments and global corporations that engage in
international trade. At the time, it was felt that fairness in trade was a vital bulwark against war. Yet rule-making for global trade
has lost this purpose. GATT, and today the WTO, has come increasingly to emphasize tariff reduction and the deregulation of

capital to the exclusion of a much-needed focus on livelihoods, fairness and development.

Fortunately, every ministerial meeting is a new opportunity to renew the global communities’ commitment to fairness in

trade, to human rights and to the integration of economic, social and ecological sustainability. There are some positive signs.

First, the fifth ministerial conference in Canciin was a major breakthrough in its integration of the poorest WTO members
into the actual negotiations process. In the past, WTO negotiations were largely held between the U.S. and Europe, with
input from Japan and Canada. The Cancin meeting confirmed a trend begun in Seattle, where a group of African countries
were the first to stop the conference for its failure to take their interests on board. In Cancun, developing countries organized
ahead of the ministerial and came ready to fight. The newly formed Group of 20—led by Brazil, India and South Africa—are
now an established and essential part of the negotiations. A group of cotton-producing countries in West Africa have also
become major players, securing the attention of WTO members to the specific trade-related causes of the poverty they face.

This is progress that was only dreamed about in the past and bodes well for the future.

It is also very encouraging to see the conscious efforts by some governments, especially in the South, to aggressively
train and prepare their negotiators and staff that supports them in the negotiations. In the Philippines, for example, the
government has used a sophisticated online e-learning program to train over 400 staff in a dozen ministries and agencies,
plus a number of civil society organization leaders, on both the basics and the intricacies of the major negotiating topics.

Similar efforts are underway in the People’s Republic of China and in other countries.
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As importantly, the WTO is slowly becoming more transparent, making new and important efforts to engage civil
society organizations in the trade debate. Earlier this year, after a decade of pressure, WTO members agreed to open the
proceedings of a dispute panel to the public. Yet trade policy-making remains too distant from national parliaments and
their citizens. As the number of people who understand the impact of WTO rules on welfare and livelihoods grows, we

can be sure demand will continue to grow for more openness and inclusion in WTO proceedings.

Unfortunately, as we head into Hong Kong there are troubling signs that the substance of the negotiations has failed to
incorporate some of the lessons that can be drawn from previous ministerial meetings. Poor countries continue to be at a
huge disadvantage in the negotiations because they are left out of crucial talks and lack the capacity to track the wide-

ranging negotiations.

The outcome of the Hong Kong ministerial is far from certain. We hope this briefing book will help you with an overview,

some specifics and access to information that can take you even deeper if you are interested.

Throughout the Hong Kong ministerial we will be regularly updating our Web site, tradeobservatory.org, with the latest
news and analysis on the WTO. We will also be coordinating a Fair Trade Fair and Symposium across the street from the

WTO meeting in Hong Kong. You can find out more details on the Fair Trade Fair at fairtradeexpo.org.

Y Ll

MARK RITCHIE

PRESIDENT, INSTITUTE FOR AGRICULTURE AND TRADE POLICY

Minneapolis, November 2005
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The United States WTO
agriculture proposal of October 10, 2005

Overview

»

The U.S. proposal ignores a
number of the most sensitive
issues that will need careful :
handling to bring about an ac- :
ceptable compromise in Hong :
Kong. Most glaring is the lack :
of acknowledgement of differ- :
entiated responsibility among
WTO members for building a
more transparent and fair global
trade system for agriculture. This
round was supposed to focus on
development and on righting the :
perverse imbalances of the Uru- :
guay Round Agreement on Ag-
riculture that allowed rich coun-
tries to increase their spending
on support to agriculture and to
maintain their ability to dump
unmanaged production in world
markets. The U.S. proposal fails :
to even go as far as the 2004 July :
Framework in acknowledging
the need for effective special and

differential measures for devel- :

oping countries.

The U.S. offer is conditional on
a number of unlikely trade-offs. :
The offer only stands if coun- :
tries make commitments they :
have already explicitly rejected :
(e.g., both Japan and the EU :
have said they cannot cut their
domestic support by 83 percent)
and with several new requests
that have already been strongly
denounced  (particularly the :
call to renew the Peace Clause, :

which protects countries that use

subsidies from retaliation).

The U.S. does not address its
lack of timely notifications of
domestic support (their last no-
tification was in 2001). Without
these numbers, it is impossible
to fully understand the impact
of the proposal made to cut U.S.
spending. Any new agriculture
agreement must require com-
plete and independently audited
annual notifications. Before a
Doha Agreement on Agriculture
can be finalized, WTO members
should insist on seeing notifica-
tions of the post-2002 Farm Bill

spending on agriculture.

The U.S. is refusing to acknowl-
edge widespread criticism of ex-
isting WTO categories for do-
mestic support, particularly the
lack of effective criteria to define
legitimate Green Box spending.
Moreover, although the U.S. has
offered to reduce the cap on Blue
Box spending by half from what
was agreed in the July Frame-
work of 2004, it is refusing to
consider criteria to restrict the
kind of payments that would be
eligible for inclusion in the Blue
Box.

The U.S. suggests it is in favor
of a zero-tariff, zero-trade-dis-
torting support model of agri-
culture. The vision—which is
not supported by Congress or
U.S. farm organizations—does

By
Sophia Murphy
Director
Trade Program

IATP

smurphy@iatp.org
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SAILING CLOSE TO THE WIND

not challenge the distortions created by highly con-
centrated commodity trading and processing. The :
model also leaves food production to be driven by :
import and export commercial interests rather than
by public interest priorities, such as food security, :

jobs and the need to protect an already stretched :

and damaged natural resource base.

single most damaging aspect of agricultural trade

based multinational corporations will continue and

could even accelerate.

Background

This vision is of questionable merit and dubious valid-  :
ity, and it does not have political support in the United :
States. After the U.S. proposal was announced, the pow-
erful chairs of the U.S. Senate and House Agriculture :
Committees warned U.S. Trade Representative Port- :
man in a letter that “the negotiations and modalities :
should not preempt the responsibilities and prerogatives
of Congress,” and that “they should not write the next :
farm bill.”" Congress is following developments with :
concern. The U.S. proposal, while not forcing signifi- :

i The proposed timing reflects the tentative nature of

cant cuts today, would curtail the level of expenditures . the proposal. Under this proposal, full implementation

currently authorized under existing farm legislation in would not occur until 2022. For administrations with a

the future.

agriculture, including a tendency toward over-produc-
tion and depressed prices, interrupted by brief periods of
scarcity accompanied by sharp price peaks that can lead
to hunger and even starvation. Agriculture does not need

expensive programs of support nor should it sanction the

distortions that arise from highly concentrated control of :

processing and distribution. Appropriate regulation of ag- :

ricultural markets, sound marketing structures and more
careful investment in the future of agriculture would all
contribute to a fairer, more stable and more economically
viable sector for all concerned. Unfortunately, the U.S.
proposal ignores these needs and the underlying reality
of agricultural markets.

: More specifically on the U.S. proposal:
» The U.S. continues to ignore dumping, which is the :

Timing

today. Under the U.S. proposal, dumping by U.S.- : A calendar of the U.S. proposal on timing looks like

© this:

» 2007: Coming into effect of Doha Agreements.
» 2008-2012: Five-year implementation period.

» 2013-2017: Five-year hiatus to assess effects of the
Doha round.

» 2018-2022: Second five-year implementation pe-
riod to eliminate all remaining tariffs and trade-dis-
torting domestic support. Of course, this assumes
the only negotiations required would take place

alongside the assessment, which seems highly un-

likely.

¢ four-year time horizon, this sounds like Never-Never

As TATP has consistently documented in its analysis, Land. Industrial tariffs have been under negotiation for

e . . . . . over 50 years, after all, and the world has still to see
eliminating tariffs and trade-distorting support will not : ] ) )
) . i . zero tariffs there. Of course, there is also the question
end dumping: most commodities (subsidized and unsub- : ) ] )
. . . . of whether a zero-tariff and zero-trade-distorting sup-
sidized alike) are over-produced and sold at prices below : ] ;
. .l ¢ port world is something many other WTO members
the cost of production, impoverishing farmers around : . ]
5 - . : : are even interested to pursue. Given how many coun-
the world.? Subsidies complicate the picture, but are not : o ;
i ) . tries are resisting the changes now proposed, it seems
alone responsible for the problem. Global agricultural : .. )

; ) ¢ doubtful the vision will rally much support.
trade rules need to recognize some inherent features of :

: Tt is important to point out that the end of the first five-
© year implementation coincides with the 2012 U.S. Farm
Bill and the end of hiatus (2017) would coincide with
© yet another scheduled Farm Bill renewal (the legisla-

© tion is usually renewed every five years). The language

for the second stage of implementation leaves open the
opportunity to “change course.” If the U.S. were to de-
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THE UNITED STATES WTO AGRICULTURE PROPOSAL OF OCTOBER IO, 200§

cide to reinstate domestic support programs in the U.S.

in one of the Farm Bills (as it did with countercycli-

cal payments in 2002), after developing countries have :

cut and bound their tariffs, it could prove disastrous for :

developing countries. If a change of course is to be con-
sidered, then the possibility of future increases in tariffs
should also be explicitly on the table.

Bottom line: The timing proposed by the US. in-
cludes remarkable flexibility to change course mid-
way. Such flexibility leaves developing countries ne-
gotiating in uncertainty. Overall, the calendar is not
credible: we are now five years since the expiry of the
last implementation period for agricultural reform at
the WTO, and even an optimist would say we are at
least two years away from a new agreement coming
into place.

Domestic support

egories: the aggregate measure of support or AMS (the

not in the Green Box).

Amber Box

payments. Loan deficiency payments are classified in
the Amber Box, while direct payments—because they will reach $3.9 billion in 2005 and $5.9 billion in 2006.*
are decoupled from current production and current :
prices—are classified in the Green Box. The U.S. tried :
to classify countercyclical payments in the Green Box,
but a WTO dispute panel ruled they properly belong in : U.S. is left with between $10 and $11 billion of Amber
the Amber Box. The proposal says the U.S. will cut its :

© an estimate of likely cuts: in other words, cuts would be

required equivalent to $2.4 to $3.4 billion.
Numbers for total trade-distorting domestic support :

Amber Box support by 60 percent.

vary significantly each year because a number of sup- :
port programs are price-related. When U.S. prices fall, :
: be rectified before WTO Members will have sufficient

a number of program supports are automatically trig- :

gered and spending rises, although no new budgetary :

IATP.ORG

authorization is made. Additionally, a few programs

© (sugar, dairy and peanuts) do not give farmers subsi-

dies but instead fix a minimum domestic price, which
is higher than the world price (called the external refer-

: ence price). The difference between the fixed domestic
: price and the external reference price is calculated and
: added to the Amber Box total. Obviously, the value of
: the market price support fluctuates as world prices fluc-
. tuate. These factors cause the value of domestic support
: to fluctuate considerably and make it hard to assess the
: U.S. offer. They also make the choice of base years for
: spending cuts critically important (spending can rise or
: fall by billions from year to the next).

The reported cost of U.S. support categorized in the
. Amber Box has therefore fluctuated wildly. In 1999
it reached $21.5 billion, up from about $7.5 billion
: in 1997 and $12.3 billion in 1998. In 2002 and 2003,

The u.s. proposal looks at support in its various wto cat- higher prices for commodities meant support payments

© fell to about $13 billion in 2002 and $16.4 billion in

Amber Box), the Blue Box, the two forms of de minimis : 5003 3 The U.S. government says its current Amber Box

exemptions and the Green Box. The first three elements :

. support is about $15 billion. Since the proposed 60 per-

are also considered jointly, with a proposal for an overall : .. ¢ it to Amber Box support is from the $19.1 bil-

target to reduce trade-distorting supports (all support © lion bound level, a 60 percent cut would result in a new

: Amber Box ceiling for the U.S. of $7.6 billion.

. The U.S. won agreement from WTO members to

There are three main types Of domestic Support for eXpand the Criteria fOI' the B].ue BOX ln the 2004 July

U.S. agriculture: loan deficiency payments (also called Framework. The new criteria will allow the countercy-

marketing loans), direct payments and countercyclical : clical payments to be moved there, out of the Amber

Box. The USDA estimates countercyclical payments
If countercyclical payments are removed from the Am-
ber Box (as the U.S. intends to do), and we assume a

countercyclical payment total of $4 to $5 billion, the

Box support, depending on which year is used to make

The U.S. has not notified its expenditures since the pas-
sage of the 2002 Farm Bill—an omission that should

information to make an informed judgment on the
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quality of the U.S. offer. The point cannot be stressed :
enough: A simple and essential demand to be made on :
the U.S. (and EU) is to require complete and indepen- :
dently audited notifications within a calendar year (365 :
days) of each fiscal year’s end. Any agreement on new :
agriculture rules must be contingent on annual notifi- :

cations; otherwise it will be impossible to hold coun-

tries accountable for their commitments.

The U.S. proposal also suggests a new product-specific
cap on AMS spending, a proposal that came first from :
some groups of developing countries. The U.S. proposes
such a cap should be based on 1999-2001 spending lev-
els. The proposal does not say what the cap should be. :
The base years chosen were expensive years in recent :
U.S. spending on agriculture, which suggests the U.S. :
is offering a nominal concession rather than to actually :

constrain its product-specific spending levels.

Bottom line: WTO members should not finalize a
deal on Amber Box reductions until the U.S. submits
notifications that indicate how the US. has classi-
fied its domestic support since the 2002 Farm Bill.
As best as can be determined, actual U.S. spending
would hardly be affected by the proposal, but if im-
plemented, the new rules would curb existing U.S.
farm programs by limiting their capacity to respond
to fluctuations in domestic prices (which in the U.S.
are generally close to world prices). The WTO ceiling
on elements of program spending would be lower
than current Farm Bill ceilings.

Blue Box

The U.S. won a major concession from WTO members prices. However, a substantial and growing number of
with the inclusion in the 2004 July Framework of an :
agreement to expand the current Blue Box. Under the © limits that would allow them to obtain more of their in-
Uruguay Round rules, the Blue Box is restricted to pro- :
duction-limiting programs based on historic acreage or
livestock counts. With the July Framework, programs that
are decoupled from production but still linked to price
can also be included. The U.S. did this to be able to move
countercyclical programs from the Amber Box, where
spending is constrained, to the Blue Box, which is cur-

rently unconstrained, and where the U.S. has no existing :

programs to accommodate.

The G-20, the G-33 and some other countries continue
to seek further restrictions on the expanded Blue Box,
including a criteria to ensure Blue Box programs are
less trade-distorting than Amber Box programs and an
explicit obligation to include only programs with a pro-
duction-limiting objective. The U.S. refuses these fur-
ther conditions. Instead, the proposal offers a lower cap
than had been envisaged for total Blue Box spending
(2.5 percent of the total value of agricultural produc-
tion, rather than the 5 percent set out in the 2004 July
Framework).

The 5 percent cap proposed in the July Framework would
mean a Blue Box cap of just under $10 billion for the Unit-
ed States. The U.S. proposal would now lower that cap to
more like $5 billion. According to the USDA, countercy-
clical payments were $1.7 billion in 2003 and $0.8 billion
in 2004. The proposed Blue Box ceiling could accommo-
date the countercyclical payments at the levels estimated

for 2005 ($2.5 billion).

The 2002 Farm Bill allows as much as $7.6 billion in

countercyclical payments, although this amount has not

yet been spent in any year. The new proposed cap on

the Blue Box would constrain this spending. The Farm
Bill is due for renewal in 2007, before the Doha Agree-

ments are likely to come into force, but the proposal

: would force Congress to make a more modest proposal

for countercyclical support if these payments continue.
Countercyclical payments give farmers some degree of
income predictability and are supported by U.S. farm

organizations as a safety net against low commodity
farm groups would prefer a price floor and production

come from the marketplace, i.e. from the agribusinesses

they sell to rather than from taxpayers.

Bottom line: The expanded Blue Box gives the U.S. a
new category for allowed trade-distorting domestic
support. Current levels of countercyclical payments
are below the proposed Blue Box spending limit.
The proposed cap on the Blue Box is lower than the
spending authorized for countercyclical payments
under the provisions of the 2002 Farm Bill.

INSTITUTE FOR AGRICULTURE AND TRADE POLICY
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De minimis

The current de minimis exemptions are set at 5 percent :

of the total value of production for non-commodity

specific support and 5 percent of the total value of a

the U.S,, this means up to $9.9 billion in general sup-
port and up to $9.9 billion in aggregate product-spe-

cific support. For 2001, the U.S. notified $6.8 billion in
non-specific de minimis eligible support. A large part of : strategy seems to be to move the countercyclical pay-

this spending was for so-called emergency payments, :
: sure on the non-product specific de minimis spending.

which the U.S. government then instituted more for-

mally as countercyclical and loan deficiency payments

in the 2002 Farm Bill. Non-product specific spending

also includes public support for irrigation, subsidized
insurance programs and grazing on public lands.

commodity-specific program cannot exceed 5 percent of :

the total value of that commodity’s production. Addition-
ally, to be eligible the commodity in question cannot re-

ceive more than the 5 percent limit in Amber Box support  :

payments. Many of the major U.S. commodities, includ-

ing rice, sugar, soybeans, cotton, canola and corn, receive
more than the 5 percent limit, so their product-specific :
support is not eligible for any product-specific de mini-
mis exemption. Wheat, barley, oats, rye and tobacco do
qualify for the product-specific de minimis. For 2001, the
U.S. notified $216 million in product-specific de minimis
support (far less than the almost $10 billion it is allowed

to spend).

general and product specific) for the U.S. at about $4.95
billion for each category. The new ceiling on product-spe-

of its agricultural spending is eligible for the category any-

IATP.ORG

: U.S. in September 2005. A 50 percent cut for developing

countries would be drastic since the de minimis is often

: the only mechanism available to developing countries to

: provide support to their agriculture.

given commodity for commodity-specific support. For :
i Again, given the U.S. failure to submit notifications

© since 2001, the actual effect of such a cut is difficult to

calculate. Using the most recent notifications, the U.S.
ments to the new Blue Box, thereby relieving the pres-

Product-specific de minimis is much less used, but the

new ceiling would affect wheat and barley programs in

. particular. Other commodities receiving product-spe-
¢ cific de minimis support would meet the proposed 2.5

e © percent of total value spending limit.
To meet the de minimis criteria, the total value of each : P P &

Bottom line: A de minimis ceiling of 2.5 percent of
the value of production would not force cuts to the
current programs now included in non-product spe-
cific de minimis (or their addition to the Amber Box)
if the US. is successful in shaping the revised Blue
Box to accommodate its countercyclical payments
(which now make up the bulk of this category of
support). The product-specific de minimis is barely
used by existing programs; using the 2001 notifica-
tions, a reduction to 2.5 percent of the value of pro-
duction will affect spending in only two commodi-
ties: wheat and barley.

A cap on total trade-distorting support

The U.S. proposal calls for a 50 percent cut to de minimis The U.S. proposes to cap total trade-distorting support

levels. No mention is made of a special and differential : (all support not in the Green Box, including de mini-

i mis). The U.S. falls into the second of its three proposed

exception, suggesting developing countries would have to !

cut their de minimis exemption from 10 to 5 percent of i tiers, implying that it would cut its total trade-distorting

their total value of production. The 2.5 percent threshold . support by 53 percent (the highest overall cut, for the

¢ European Union and Japan, would be 75 percent). The

for developed countries would cap the de minimis (both :
i G-20 counterproposal has called for a cut of 75 percent

: for the U.S. and 80 percent for the top-tier spenders

cific support would push wheat and barley programs into : (who spend over $60 billion a year in trade-distorting

the Amber Box. The EU has proposed eliminating the de

minimis altogether for developed countries because little lowed to the U.S. is $48.2 billion, while its actual spend-

ing (in 2001) was $21.5 billion. A 53 percent cut would
way. It withdrew this proposal after bilateral talks with the :

support). The base total of trade-distorting support al-

allow the U.S. a new ceiling of $25.6 billion (i.e. no
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change to current expenditure) while a 75 percent cut :

would force cuts in actual spending.

The bottom line for
U.S. domestic support under U.S. proposal

» Amber Box cuts: New ceiling of $7.6 billion real :
. budget process this year targeted a number of the least

cuts: $2.4 to $3.4 billion

R : . ‘ - T : '
Blue Box: New ceiling of $4.95 billion real cuts i vation payments and domestic food assistance, for the

Zero but ceiling may be too low for countercyclical : largest cuts in overall spending on agriculture.

payments in some years.

of general and product-specific; high enough ceil- :
ing for the latter, but not for the 2001 notified level :
of non-product specific support. This could increase

the Amber Box and imply larger cuts to those pro-

grams.

» Green Box: Unchanged

bers can only be indicative. And in any case, they will
vary significantly from one year to the next because of :

the nature of some of the programs, which are designed :
¢ will move still more spending into the Green Box, any

to move with world prices.

Green Box

The U.S. proposal calls for the Green Box to be left :
unchanged and rules out the possibility of a cap on
Green Box spending. The Green Box is where the U.S.
and EU have moved the bulk of their domestic sup- port subsidies or Amber or Blue Box domestic support
port. For 2001, the U.S. notified almost $50.7 billion :
in Green Box spending. A rough breakdown shows :
about $9 billion is spent on the bureaucracy that works
on agriculture, including research, extension, inspection
and statistical services. About $34 billion is spent on
domestic food aid, especially the food stamps provided
to low-income Americans. In 2001, decoupled income
support was just over $4 billion and emergency relief :
was around $1.5 billion. The remainder of the spending This is an extraordinary request from the U.S.—to re-
was on environmental programs (around $300 million) :

and programs that pay farmers to take their land out of

production.

The U.S. has said it hopes to shift still more of its agri-

cultural expenditures into the Green Box as part of the

2007 Farm Bill. Presumably, this reflects their intention

to continue and even expand decoupled income support,

¢ which is the most controversial element of Green Box

spending allowed by WTO rules. The congressional

trade-distorting Green Box programs, such as conser-

) L The G-33 and the G-20 have made specific propos-
» De minimis: New exemption: $4.95 billion for each :

als to tighten the criteria for what can be included in
the Green Box. They are concerned about the mounting
evidence that decoupled income support affects produc-
tion and therefore trade. The July Framework referred
to these concerns, although no action was promised in
this trade round. The U.S. is refusing to take these con-

cerns into consideration in its proposal, missing an op-

. . o ¢ portunity to build confidence and show its commitment
Until the U.S. gives up-to-date notifications, the num- :

to removing trade distortions in global agricultural mar-
kets.

Because of the expectation that the U.S. and the EU

new agreement on agriculture should include some
more general criteria to enable assessment of the pos-
sible damage to developing countries’ domestic produc-
ers and exporters from continued support that results in
dumped agricultural exports. The proposal by the G-33
to automatically make any commodity that receives ex-

eligible for special product status in affected developing

countries is an important step in this direction.

Bottom line: The US. refuses to address the criti-
cism that its decoupled payments do not properly
meet the minimally trade-distorting criteria required
for inclusion in the Green Box.

A renewed Peace Clause

new one of the most controversial elements of the Uru-

guay Round, which lapsed in December 2003. The res-

toration of so-called protection from litigation in the
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Agreement on Agriculture would renew the tension be-

tween it and other WTO agreements, particularly the :

Agreement on Subsidies and Countervailing Measures :

i The proposal breaks with the July Framework agree-

(SCM). Effectively, a Peace Clause would grant agri-

agreements.

are frustrated with losing several WTO dispute resolu-

will not be challenged through the WTO dispute reso-

unclear how much assurance Congress can expect.

The response to date from developing country members

has been hostile—rightly so. Such an exemption from :
: developed countries.

WTO disciplines dramatically undermines U.S. cred-

ibility as a country that seeks fair rules for agriculture : . .
v y & : The U.S. proposal does not mention preferences, tariff

that treat all countries alike. Countries using billions of : . . . .
v Cou using . escalation and tariff peaks, or possible exemptions for

dollars to support agriculture, like the U.S., are not the recently acceded WTO members, all of which are issues

countries that need an additional advantage by exempt-

outrageous given the failure of the U.S. to meet notifi-

notifying its domestic support spending and has reject-

ed all proposals to tighten notification requirements.

Bottom line: The U.S. proposal to renew the Peace
Clause should be rejected.

Market access

The U.S. is proposing a 75 percent cap on developed country
agricultural tariffs and a cap (unspecified) on developing
country tariffs. The U.S. proposes that developed and
developing countries face the same tiers for the tariffs,
grouping tariffs of 0 to 20 percent, 20 to 40 percent,
40 to 60 percent and tariffs over 60 percent, with each

IATP.ORG

: group facing a graduated percentage cut that rises as the

tariff rises.

o o : ment, which promised to take developing countries’
cultural subsidies a privileged place at the WTO, even : o P ) ) Pig .
. tariff structures into account in the cuts and to require

if the subsidies are found to nullify and impair another proportionately less reduction from their tariffs. In de-

member’s expected benefits from signing a round of : . . . . .
P ghng . veloped countries, tariffs are quite varied, with a few

: products very heavily protected (tariffs in the hundreds

The inclusion of this provision comes at the request : of percent) and most products with comparatively much

of the U.S. Senate and House agriculture chairs, who lower tariffs. For developed countries, an approach that

. makes relatively large tariff cuts with room for excep-
tion cases, in particular the Brazilian cotton case. They tions (such as the sensitive products) is suitable. But the

would like assurances that future Farm Bill programs majority of developing countries have bound most of

. their agricultural tariffs between 50 and 130 percent.

lution process. Given that the Brazilian challenge was This tariff profile means developing countries need the

) ) . . ¢ tiers for reduction commitments to have higher average
not impeded by the existence of the Peace Clause, it is : & &

. starting points. Developing countries need more tariff

. flexibility not only to meet development needs but also

as a defense against the dumped agricultural production

that plagues world markets, much of it originating in

: that have been the subject of a number of proposals.

ing their subsidies from all challenge. This demand for The U.S. language on special and differential treatment

an exemption from WTO disciplines is all the more under market access is so grudging (“slightly lesser re-

¢ duction commitments and longer phase-in periods” and
cation requirements. The U.S. is three years behind in :

“developing counties must make meaningful commit-

: ments which reflect their importance as emerging mar-
: kets”) that it betrays a total lack of interest in effective
: special and differential measures that would respond to

¢ development needs.

© Market access is the most aggressive section of the U.S.
proposal and is where its demands are least likely to be
. accommodated by the EU, G-10 and the G-33. For
example, on October 10, the G-10 again rejected the
. notion of capped tariffs, and proposed very different
. tiers for the cuts they would make to their tariffs (0 to
© 20 percent, 20 to 50 percent, 50 to 70 percent, and 70
percent and over). While the U.S. proposal is credited
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in the press for “jumpstarting” stalled talks, in truth the

lack of U.S. compromise in the area of market access is

going to make agreement in time for Hong Kong very :

difficult.

Another fight is looming on the narrow definition of

sensitive products offered by the U.S., which wants
to allow only 1 percent of tariff lines to be eligible for
the more lenient tariff reduction proposed. In practice,
this will allow the U.S. around 40 product exemptions
(a given product, such as rice or sugar, will have more
than one tariff line, depending on the type and degree
of processing that has taken place). The U.S. also re-

quires that any product designated as sensitive also be

given an increased tariff rate quota (TRQ, an amount of  :
import that has to be let in at lower or zero tariffs). Few

developing countries have any TRQs in the first place.
The U.S. insists that where there are no TRQs, even
sensitive products must cut according to the formula,
although some additional flexibility at the margin could
be possible. This means that sensitive products will of-
ter little by way of policy space to developing countries.

The main demands of a large group of developing

countries in market access are for the establishment of :

a category of special products (SPs) and the creation of

a special safeguard mechanism (SSM) exclusively for
developing countries. The U.S. proposal does not ac-
cept the basic premise for these demands. The proposal
suggests these would provide “transitional protection...
while still providing meaningful improvement in mar-
ket access,” undermining the purpose of both tools.
Special products are intended to deal with structural
challenges confronting developing country agriculture,
including food security concerns, the high proportion
of employment still provided by agriculture and the im-
portance of rural development for generating growth in
the economy as a whole. None of these are transitional
issues for most developing countries, certainly not in
a five-year time span envisaged by the U.S. proposal.
These are challenges many developing countries can
expect to face for a long time to come; for some, food
security and other concerns may mean full agricultural

trade liberalization is simply not a desirable path. The

U.S. either does not understand or has chosen to ignore

this reality.

Bottom line: The US. proposal for market access
shows no interest in accommodating developing
country concerns (nor those of the G-10 developed
countries, whose agricultural sectors are generally
small, highly protected, and for the most part not
especially trade-distorting as exporters, although
market access for would-be exporters are tightly
controlled in a number of products). The proposal
insists that even special products for all non-least
developed countries should be subject to significant
tariff cuts.

In effect, the end of the Doha Round as the U.S. pro-
poses it would see the U.S. with an unlimited Green
Box that includes decoupled payments, de minimis
exemptions worth almost $10 billion, a Blue Box
worth almost $5 billion and Amber Box spending up
to $7.6 billion. On top of this, the U.S. would have a
renewed Peace Clause to head off possible challeng-
es to subsidy use under existing WTO rules in other
agreements. In exchange, developing countries are
given no concessions for their different tariff struc-
ture or needs, no support for their carefully crafted
proposals for special and differential treatment, and
are expected to “pay” for the so-called cuts to sup-
port with deep tariff reductions. This payment is de-
manded of countries whose reliance on agriculture
for food security, employment and foreign exchange
earnings is much greater than that of the developed
world, and whose policy options are severely con-
strained by the scarcity of public funds to support
agriculture directly.

Export competition

Export subsidies

The U.S. does not spend more than a few million dol-
lars a year on export subsidies. It’s proposal for a full
elimination by 2010 is directed at other Organization
for Economic Cooperation and Development (OECD)
countries (and possibly the tiny handful of developing

countries) that use export subsidies.
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State trading export enterprises
The U.S. proposal to eliminate monopoly export rights

countries, however the proposal is targeted on export :

enterprises, not agencies, such as Indonesia’s Bulog, :

which manage imports. The elimination of the CWB

and AWB Ltd would do nothing to increase export : . . )
¢ The U.S. food aid proposal sidesteps these real issues,

competition for grains; the giants of the industry (Car- : . :
p & ’ & y ¢ and invents a few that simply confuse the debate.

gill, Archer Daniels Midland, Bunge and Dreyfus) will :

basically absorb the Canadian and Australian supply

into their existing global grain processing and trading :

businesses.

It is disappointing that the issue of monopoly power gen-
erally, and the more complex but possibly more disturb-
ing issue of oligopoly power, in agricultural commodity :
markets continues to be ignored by WTO negotiators. :
The issue should not be ownership—public or private— :
but the trade-distorting impact of the companies’ market  :
power. CWB and AWB Litd. offer an effective second- :
best solution to the market failures and imperfections :
inherent in bulk commodity trading. Their private coun- :
terparts are much less constrained by public oversight :

and, at least for the producers they deal with, offer less :

benefit.

Food Aid®

Food aid should strive to meet legitimate humanitarian
and development objectives with minimal displacement
of commercial trade (whether of local or imported food)
through careful targeting. The problems with U.S. food
aid are well known and well documented in the litera-

ture.® In brief, the U.S. restricts a large percentage of its :

food aid to in-kind donation of commodities, reduc-

cipient markets, both in programs that offer budgetary
support to developing countries, and in the practice of
monetization, in which food aid is sold on local markets
in recipient countries to generate funds for develop-
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: ment projects. The end result is food aid that is slow in
© arriving, twice as costly, and that competes directly with
would effectively kill both the Canadian Wheat Board :
(CWB) and the AWB Ltd. (formerly the Australian

Wheat Board). No exception is made for developing :

farmers in the countries receiving the aid. The U.S. even
sells a portion of its food aid, using export credits to
subsidize the sale. Most other food aid donors around
the world have switched to a grant-only, predominantly

cash-based system, that allows the country to source aid

locally where possible.

: 1. TheUS. proposal puts food aid in three categories:

emergency food aid; food aid to net food-import-
ing developing countries (NFIDCs) and least-de-
veloped countries (LDCs); and the rest. This is an
absurd categorization. None of the literature looks
at food aid in this way. The suggestion made is that
NFIDCs and LDC:s are too poor to have local pro-
ducers and commercial importers with an interest
in their local and national markets. There is a pre-
sumption that displacement of local farmers cannot
take place, which is absolutely contradicted by the
empirical evidence. Even in emergencies, displace-
ment can and does take place. For many NFIDCs
and LDCs, protecting local producers from dumped
competition is essential, as production needs to be

stimulated not depressed.

2. NFIDCs and LDCs together comprise 76 coun-

tries, many of them with very significant numbers
of farmers and rural laborers dependent on agri-
culture for their livelihoods. Food aid is not about
national GDP levels. It is especially in the poorest
countries that every effort must be made to avoid

displacing local producers in their own markets.

3. The reference to the Food and Agriculture Orga-
ing flexibility and considerably increasing the average :
cost for each bushel of food delivered. The U.S. allows :

a considerable portion of its food aid to be sold in re- :

nization’s Consultative Subcommittee on Surplus
Disposal (CSSD) makes no sense, given that very
tew transactions are now registered there and most
food aid officials now dismiss the committee as ir-
relevant. In 1993, 80 percent of all food aid transac-
tions were reported to the CSSD; by 2001, less than
5 percent of transactions were. It is not coincidental
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that the international body for food aid oversight
chosen by the U.S. is one that barely functions, and
one that condones the sale of food aid and mon-
etization to generate development program funds.
These practices are widely condemned by the food

aid community and its international bodies.

4. In section III, D of its proposal, the U.S. suggests
that perfect avoidance of commercial displacement
through food aid is possible. It is not. The point
should be to ensure the most effective targeting
possible so as to increase the proportion of addi-
tion consumption to displaced purchases. The U.S.
proposes what appears to be a new test—a CIR—to
test that the food aid will not displace local produc-
tion or commercial importers. The current test for

U.S. food aid distributors—the so-called Bellmon

analysis—has been widely discredited for being easy :

to manipulate and not subject to independent veri-
fication. Any new standard should at a minimum
test all non-emergency food aid for trade-displac-

ing impact using an independent third party veri-

fication system that measures the displacement of :

local and regional production, not just of imports.

Ultimately, emergency food aid also needs this kind
of verification, as emergency food aid has been proven

to disrupt local markets, particularly when it is poorly :

timed or targeted. The most recent crisis in Niger again
exemplifies the kind of problems that arise when U.S.
food aid arrives at the same time as local producers are

harvesting their crops. If food aid undermines local

markets by depressing prices, it contributes to insecurity :

and poverty. Understandably, WTO members will want
to tread carefully around rules for emergency situations.
However, involving the appropriate multilateral author-
ities could help ensure that the WTO is not making
judgments in areas outside of its competence.

Bottom line: The disciplining of poorly designed
and implemented food aid with a prohibition on all
food aid not made in grant form is an obvious goal
for the new Agreement on Agriculture, particularly
as part of negotiations that style themselves a “de-
velopment round” WTO members should firmly

reject the U.S. proposal and continue to push for
meaningful disciplines on U.S. food aid.

Export credits

The seemingly straightforward proposal to treat export
credits on commercial terms in the October 10 proposal
is contradicted by the U.S. attempt to exempt credits
made available to LDCs and NFIDCs. Furthermore,
the U.S. rejects any disciplines on subsidized interest
rates and other terms of credit arrangements, a crucial
element for an importer deciding whether to borrow at
higher domestic interest rates or to buy from Cargill
and other firms operating in the U.S. at the subsidized
rate.

Conclusion

The full implications of the u.s. proposal on agricul-
ture depend on notifications that are not yet available
to the WT'O membership. The proposal, if imple-
mented in full, would considerably lower the ceilings
on allowed domestic support, and would introduce
some constraints on actual spending. In exchange for
this modest offer on domestic support—remember, the
U.S. would keep a minimum of $22 billion in permit-
ted zrade-distorting support, with unlimited Green Box
support alongside—the U.S. is asking developing coun-
tries for very big concessions in market access. The U.S.
proposal requires both considerable tariff reductions
from developing countries and ignores the proposals for
strong special and differential measures that would take
account of food security, livelihoods and rural develop-

ment concerns.

The U.S. proposal ignores the most trade-distorting
problem of all: unmanaged production sold at less than
cost of production prices into world markets, resulting
in dumping, the impoverishment of commodity grow-
ers and the rapid consolidation of food processing and
retailing at the expense of affordable food for consumers
and fair prices for producers. The world must recognize
the right of countries to curtail costly and unsustainable
overproduction; to forge international agreements that
curtail dumping on world commodity markets and raise

world prices; and, to protect their local markets from
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imports dumped at below the cost of production that
threaten food security and rural livelihoods.

New thinking is needed on how to manage world com-
modity markets that, both in subsidized temperate
products and largely unsubsidized tropical products,
are characterized by very low returns to producers and
concentrated ownership of processing capacity. A small
number of firms overwhelmingly dominate trade in ag-
ricultural commodities. Governments urgently need to
turn their attention to how to manage the distortions
arising from this market power.

The U.S. proposes a vision of zero-tariffs and zero
trade-distorting support that seems neither sincere nor
desirable. Let us hope that emerging from Hong Kong,
WTO members find a less impoverished and more
comprehensive vision for agriculture, which after all is
first and foremost responsible for feeding the world’s
six billion people using a resilient but limited natural

resource base.
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The new Blue Box: A step back for fair trade

Summary

“The reality is that no industrial country—not the United States, not Canada, not the countries of the EEC, not the other European

states, not, we all know, Japan—Ieaves its farmers to the free market. None. Those who affirm the beneficence of the free market for

agriculture are, as regards the industrially developed countries, speaking of something that does not exist. Perhaps it will in the next

world; theology has its claim on that. Not in this world. It does not exist because left to market forces, agriculture has a relentless,

wholly normal tendency to overproduce.” —John Kenneth Galbraith, “Agricultural Policy: Ideology, Theology and Reality Over The Years,”

remarks at the National [U.S.] Governors Conference, July 27, 1987.

Background

The Blue Box is the term commonly

used to refer to Article 5.6 of the
Uruguay Round Agreement on Ag-
riculture (AoA). To break the dead-
lock on agricultural negotiations un-
der the Uruguay Round, the U.S. and
EU brokered a deal in 1992 called
the Blair House Accord. The accord
exempted from reduction domestic
support payments that were linked
to production-limiting programs.
That is, the level of payment had to
be based on fixed areas and yields, or
head of livestock; the money was not

available to promote production.

At the time, both U.S. domestic ag-
ricultural polices and the EU’s com-
mon agricultural policy (CAP) re-
lied heavily on production-limiting
programs. In 1996, the U.S. Farm
Bill more or less eliminated Blue
Box-eligible programs. The big us-
ers of the Blue Box today are the
European Union (although this has

started to change since the introduc-

tion of CAP reforms in the past few
years), Japan, Switzerland, Norway

and a few other countries. Very few :

developing countries have Blue Box-
eligible programs.

The Blue Box is widely seen as an

anomaly within the AoA; one of

several ways in which developed

countries could evade reform to their
domestic support programs. On the
other hand, the Blue Box also re-
flects one of the continued concerns
of many policy-makers with regard
to agriculture: how to manage the
observed tendency for commodities
to be over-produced in open, unreg-
ulated markets. The observation that
agricultural markets are not self-cor-
recting is well established historically
and explains why agriculture is one of
the most regulated sectors in many
economies. Unmanaged over-sup-
ply has significant negative impacts
on both producers and on national
governments that depend on agri-
cultural exports to generate foreign
exchange (as many developing coun-
tries do). The largest beneficiaries of
unmanaged over-production are the
big consumers of agricultural com-
modities: livestock operations, food
processors, some restaurant chains
that source directly from farmers
(such as McDonald’s) and—espe-
cially in horticulture—food retailers.

Expanding the Blue Box
In the framework decision adopt-

ed August 1, 2004 (known as the

July Framework) the U.S. pushed

through a proposal to revise criteria
for inclusion in the Blue Box. The
U.S. proposal added a new set of cri-
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teria to those agreed in the Uruguay Round. The added
criteria allowed the inclusion of direct payments to pro- :

ducers that were not tied to production at all. In prac-

tice, the expanded definition will almost certainly allow . egory of support, for payments that are considered to be

the inclusion of U.S. countercyclical payments, which ; minimally trade-distorting). Understandably, there has

were declared to belong in the most heavily disciplined . been a loud outery against these subsidies. Yet many of

Amber Box by a WTO dispute panel ruling on U.S.

¢ understand how the current system works, say the sub-

cotton subsidies.

result was a jump in production, collapsed prices and : gjjce this increase in domestic support contradicted

a spate of new, expensive government interventions to : Doha objectives (and at a minimum the spirit, and quite

avoid catastrophic effects in rural areas, especially the
collapse of rural banks.” Largely as a result of the 1996

Farm Bill, U.S. prices for major row crops (corn, soy,

wheat and rice) collapsed between 34 and 42 percent
from 1996 to 2000.° The loss of a price floor and the :

increase in production in the U.S. had a major impact

on global prices as well, as the U.S. is a major supplier of i programs created in the 2002 Farm Bill—known as

© countercyclical support—into the blue box, something

these commodities in world markets.

ther the national average market price or the loan rate :

price set by Congress, whichever is higher. The target : Robert Portman that to gain his support for a WTO

price is below average U.S. production costs, but has | agreement, it must include countercyclical payments in

been higher than world prices in most years. These pay- : 2 DEW Blue Box.

ments vary enormously from year to year, depending Ty Group of 20 (G-20) developing countries has pro-

on where market prices are: payments went from $1.7 : posed several criteria to ensure that the revolutionary

billion in 2003 to $0.8 billion in 2004.° The estimated :

¢ expansion of the Blue Box in the July Framework does

maximum authorization for countercyclical payments
in any given year under the 2002 legislation is $7.6 bil-

lion.X

. not possible under current rules.

By 2002, the U.S. Congress decided that coping with
- _ ¢ The July Framework also restricted Blue Box programs
the farm crisis through repeated one-off emergency :
.. . to be less trade-distorting than Amber Box measures
payments was not the answer. It chose to reinstitute : q 1 Blue B i lovels of &
so-called countercyclical payments, which provide pro- ane proposed a cap , on P Tox Spending Teves o
ducers with a predictable cushion when prices fall: the © © ercent ofa country’s total value of agricultural support.
) p i p ' ¢ Under the AoA, Blue Box spending was unrestricted.
payments give farmers the difference between the target :

price for a commodity set by the U.S. Congress and ei- : U.S. Sen. Saxby Chambliss, chair of the Senate Agri-

The expansion of the Blue Box comes in the context of a
dramatic expansion in government payments to farmers

(most of them under the undisciplined Green Box cat-

those who know the history of U.S. farm payments and

sidies are really a symptom of larger underlying prob-
The U.S. needs to expand the Blue Box to cope with the :
outcomes of its 1996 and 2002 Farm Bills. The 1996 :

Farm Bill removed land set-aside policies and other

tools that had been designed to bring land temporarily  lapse of ag marketplace prices for the primary crops,

out of production and thereby reduce production. The : which exceeds the size of the U.S. subsidies.”"

lems. As a senior farm organization official complained,
“While the total amount of U.S. ag subsidies gets much

public attention, little or nothing is said about the col-

possibly the letter, of the AoA), a diplomatic offensive
. was undertaken to legitimize countercyclical payments

© in the Doha Framework. In defending the U.S. negoti-

ating position for the Doha Round, Ambassador Rob-
ert Zoellick explained “the framework even creates an
opportunity to place partially decoupled U.S. safety-net

»12

culture Committee, has told U.S. Trade Representative

© not result in a still greater expansion of trade-distorting
: support than was permitted under the Uruguay Round.
: However, the U.S. has refused to consider additional
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criteria. The only U.S. concession, contained in its Oc-

2.5 percent cap is equivalent to just under $5 billion.

Why expand the Blue Box?

in place, the U.S. is vulnerable to further disputes be-

cause it has not respected the spending limits agreed to :

when it signed the AoA.

domestic support disciplines,”®

ments to the WTO as price related aggregate measures

to provide support for its farm program crops within :

current WTO rules is already clearly large, and will be

made even larger through extending blue box eligibility © has suggested further disciplines on the expanded Blue

: Box payments to include an exclusion of commodities

to counter-cyclical payments.”"’
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. Response from

tober 12 negotiating position, was to reduce the Blue : Other countries to Blue Box Expansion

Box cap to 2.5 percent of the total value of agriculture. : The EU has little interest in seeing the Blue Box capped

This could make it difficult to accommodate all the and is likely to block the U.S. proposal of a 2.5 percent

i cap. The so-called Group of 10 (which includes Japan,

countercyclical payments in some years; for the U.S. the
i Switzerland, Norway and South Korea) will certainly

© object to such a low ceiling. The U.S. will then have
© conveniently have found others to fight its own (surely

© unwelcome) concession.
For the U.S., the need to expand the Blue Box is clear. :

The WTO dispute panel ruling in the case brought by Why did other countries accept the expansion? This is

Brazil against U.S. cotton programs rejected the U.S. : more difficult to assess. Before the July Framework was

categorization of countercyclical payments as uncon- agreed, the _szo and other developing ?ountries .had
strained Green Box payments and allocated them to the i sought restrictions on the Blue Box, not its expansion.
: The U.S. d t it 1 .1 t,

Amber Box, to be included in the aggregate measure : - Tanagec o pass 1 PTOpos anyway: 1 par
¢ AMS). Furth & late bodv rer this was probably to lock in the acceptance by the EU
of support ( - rurthermore, the appetiate boay rer o agree a date for the elimination of export subsidies.

jected U.S. arguments that countercyclical payments for © WTO members worried that to block an agreement,

. . . 14 . : . ..
cotton did not violate U.S. commitments.™ Until the ¢ after the failure of ministers to advance on the Doha

Doha Round is concluded and a new agreement is put : Agenda at the Canctn ministerial conference, could

. prove fatal to securing new agreements at all. The ex-

pectation of the G-20 and some others seems to have

. been that additional restrictions on the Blue Box would

© be added in the final agreement.
In March 2005, an analysis by the Australian Bureau :

of Agriculture and Resource Economics (ABARE)

© restrict the use of an expanded Blue Box, however, evi-

helped reignite debate among WTO members about :

the proposed Blue Box. ABARE determined, “The dent in proposals from the G-20 and the Group of 33,

new blue box provision would allow additional market : have been resisted by the U.S. The U.S. position as of
¢ October 12 was that a cap of 2.5 percent of the total

distorting support and would weaken current WTO value of production (half the proposal made in the July

particularly by allowing . Framework) was sufficient additional constraint to sat-

price-related support, such as the U.S. countercyclical : isfy these countries’ concerns.

payments. If the U.S. had notified countercyclical pay- :

What next?
of support (AMS), the U.S. would have exceeded its :

i The expansion of the Blue Box confronts developing
U.5.$19.1 billion Uruguay Round AMS ceiling ' AB- : countries directly with the question of what they should

ARE concludes, “The capacity for the United States

The subsequent attempts to impose further criteria to

do when developed countries continue to preach the
virtues of increased trade liberalization while negotiat-

ing to protect the vice they claim to abhor. The G-20

: that receive other forms of trade-distorting support and
i to cap the non-production linked Blue Box payments
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by product, not just with an overall ceiling.”® The U.S. :
has refused to entertain these proposals: its support is
concentrated in a small number of program crops, par- :
ticularly those used for feedstuffs that enable highly
subsidized meat and dairy exports.” Countercyclical

payments would not conform to either discipline pro- :

posed by the G-20.

Also, the G-20 proposals would depend on prompt and
stringent notification of all domestic support and export
subsidy payments to the WTO, something the U.S. has
so far refused to discuss, even though notification is the
bedrock of transparency in the “fair and open agricul-
tural trading system” mandated by the Doha Declara-
tion.?° At a minimum, WTO members should insist the
next AoA include specific rules to ensure timely notifi-

cations, particularly by the three largest users of domes-

tic support in agriculture: the U.S., the EU and Japan.

The proposed expansion of the Blue Box runs directly
counter to fair trade rules. It was included at the be-
hest of the United States and allows U.S. farm policy to
maintain the status quo: a highly unsustainable domes-
tic agriculture sector, which is destroying family-scale
agriculture in the U.S. and the livelihoods of millions

of small-scale farmers and farm workers all over the

world.

Developing countries have responded accordingly. The
G-33 and G-20 have both made proposals suggesting
that any product that receives trade-distorting domestic
support should be eligible to face border restrictions in  :
importing developing countries. The G-33 has specifi-
cally said that products receiving trade distorting sup-
port should automatically be eligible as special products.
These proposals make eminent sense and should cover
both Amber and Blue Box programs, as well as export
subsidies. There is no reason that developing countries

should pay the price for the policy and market failures

of poorly designed U.S. farm bills.

Annex 1:
July Framework text on the Blue Box’!

Blue Box

13. Members recognize the role of the Blue Box in promot-
ing agricultural reforms. In this light, Article 6.5 will be
reviewed so that Members may have recourse to the
following measures:

> Direct payments under production-limiting programmes if:

= such payments are based on fixed and unchang-
ing areas and yields; or
= such payments are made on 85 percent or less of a
fixed and unchanging base level of production; or
= livestock payments are made on a fixed and un-
changing number of head.
Or

>  Direct payments that do not require production if:

= such payments are based on fixed and unchang-
ing bases and yields; or

= Jivestock payments made on a fixed and unchang-
ing number of head; and

®  such payments are made on 85 percent or less of a
fixed and unchanging base level of production.

14. The above criteria, along with additional criteria will
be negotiated. Any such criteria will ensure that Blue
Box payments are less trade-distorting than AMS mea-
sures, it being understood that:

> Any new criteria would need to take account of the
balance of WTO rights and obligations.

D> Any new criteria to be agreed will not have the per-
verse effect of undoing ongoing reforms.

15. Blue Box support will not exceed 5 percent of a mem-
ber's average total value of agricultural production
during an historical period. The historical period will be
established in the negotiations. This ceiling will apply
to any actual or potential Blue Box user from the begin-
ning of the implementation period. In cases where a
member has placed an exceptionally large percentage
of its trade-distorting support in the Blue Box, some
flexibility will be provided on a basis to be agreed to
ensure that such a member is not called upon to make
a wholly disproportionate cut.
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Finding NAMA:

How to navigate market access negotiations

Nonagricultural market access (NAMA) negotiations at the World Trade Organization are important because they go to the heart of

development and the extent to which countries can govern their own development path. NAMA negotiations will determine how much

domestic voice you have in deciding how and where jobs are created, how resources are used and distributed and what the basis will be

for the creation of wealth. Despite the highly technical and complex nature of these WTO negotiations, they matter because they will have

consequences for development, employment and the environment and the extent to which sustainable policies can be implemented.

Mandate under Doha
and the current talks

What is NAMA?

NAMA negotiations are mandated
under the Doha Ministerial Declara-
tion, which WTO members agreed
to in November 2001. The aim is to
reduce border measures to trade, es-
pecially zariffs, and other barriers to
market access for industrial exports.
The negotiations cover all goods not
covered under the Agreement on
Agriculture. The products are essen-
tially industrial but WTO members
are also negotiating on natural re-
sources, including fisheries, forests,
gems and minerals. The aim of the
negotiations is to continue the pro-
cess of industrial trade liberalization
that started with the first General
Agreement on Trade and Tariffs in
1947 and continued since through

periodic rounds of negotiations.

Industrial tariff liberalization
under GATT

Under the GATT, countries en-
gaged in a series of tariff negotiation
rounds to liberalize trade in goods.
By the time the WTO was estab-
lished in 1995, the successive rounds
of liberalization had achieved con-
siderable tariff reduction, particular-
ly amongst developed countries. In
the negotiations, countries made re-

quests and offers to reduce tariffs in
particular sectors. GATT members
were allowed flexibility to choose
which sectors to liberalize and by
how much—developing countries

were allowed greater flexibility.

Today, the tariff structures of de-
veloped and developing countries
are different. Developing country
tariff structures are characterized
by high average tariffs. Developed
country tariffs, on the other hand,
are characterized by low average tar-
iffs with high tariffs and zariff peaks
(very high tariffs that are three times
the national average) for some sec-
tors. Zariff escalation is also an issue
in developed countries: a situation
where tariffs are structured so as to
gradually rise as products go from
their raw state to a more processed
good. For instance, tariffs on alu-
minum will typically be lower than
tariffs on imported cars made with
aluminum. This serves the interests
of developed countries who aim to
import raw materials at low costs
from developing countries for their
industries, and to export value-add-
ed products. Tariff peaks are used to
protect jobs and investment in their

manufacturing industries. The result
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is that industrialization in developing countries is made

difficult and even discouraged.

Industrial tariff liberalization
under the WTO

The Uruguay Round of trade negotiations, which led to
the establishment of the WTO, expanded the coverage
of the GAT'T well beyond industrial products into sec-

tors such as agriculture, services and intellectual property.

However, there was still concern from some developed :
country members that industrial trade liberalization :
was not complete, especially in developing countries. At :
the 2001 Doha ministerial conference, members agreed :
to negotiations on NAMA. Since Doha was intended :
to be a development agenda, the focus of the NAMA

negotiations was on the elimination of tariff peaks and :

tariff escalation on products of export interest to devel-

oping countries. Governments also agreed they would :

take into account the special needs and interests of de-
veloping countries. Paragraph 16 of the Doha Ministe-

rial Declaration states:

“We agree to negotiations which shall aim, by
modalities to be agreed, to reduce or as appro-
priate eliminate tariffs, including the reduction
or elimination of tariff peaks, high tariffs, and
tariff escalation, as well as non-tariff barriers, in
particular on products of export interest to de-
veloping countries. [...] The negotiations shall
take fully into account the special needs and in-
terests of developing and least developed coun-
tries, including through less than full reciprocity
in reduction commitments [...]. To this end, the
modalities to be agreed will include appropri-
ate studies and capacity-building measures to
assist least-developed countries to participate
effectively in the negotiations!

Since 2002, NAMA negotiators have sought to estab-

lish modalities. Modalities are rules specifying how

and to what extent a country should reduce their trade

barriers. At the 2003 Canctin ministerial conference, :

conference chairman and Mexican trade minister, Luis

Ernesto Derbez, submitted a text commonly known

as the “Derbez Text” which proposed a framework for :

modalities in NAMA. This text received clear and sus-

tained rejection by developing countries, particularly the
African and Caribbean Groups, since it predominantly
represented the interests of developed countries without
taking into account interests and needs of developing
countries. After Cancin, the chairman of the negoti-

ating group dealing with NAMA, Ambassador Stefin

: Johannesson from Iceland, has continued to persuade

WTO members to adopt the Derbez text as the basis
for further negotiations. Annex B was finally adopted
by WTO members as part of the July Framework at
the WTO General Council in Geneva in July 2004.
Developing countries only agreed to the text because it

included a paragraph, which states:

"Additional negotiations are required to reach
agreement on the specifics of some of these el-
ements. These relate to the formula, the issues
concerning the treatment of unbound tariffs in
indent two of paragraph 5, the flexibilities for
developing-country participants, the issue of
participation in the sectoral tariff component
and the preferences.”

Annex B: The Main Components

A formula for reducing tariffs

In contrast to previous industrial tariff liberalization ne-
gotiations under the GAT'T, this annex calls for a single
formula to reduce tariffs. The type of formula proposed
is commonly referred to as the “Swiss formula,” but it is
also known as the “non-linear formula” and the “harmo-
nizing formula.” The formula is designed principally to
make steeper cuts on higher tariffs, so as to bring all the
final tariffs closer to the same level. A variable, or coef-
ficient, is applied to the formula to determine the shape
of the final tariffs. The coefficient will have different
effects depending on the type of formula used. A Swiss
formula with a small coefficient will result in bringing a
country’s tariffs into a narrower range. The coefficient
will also set the cap for all final tariffs.

Increased tariff binding
A key commitment that countries make in tariff nego-

tiations is to set a ceiling on the level of a tariff, known

as a tariff binding. This is because, under WTO rules,
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tariff reductions can only be made on tariffs that are
bound. Many developing countries have only a small
number of bound tariffs. A country can choose to apply
tariffs at lower levels, but once a tariff is bound under
the WTO, it cannot exceed that level. Many countries
apply lower tariffs than their bound levels. Annex B

states that members who have less than 35 percent of :

their tariff lines bound are expected to bind ALL their
tariffs at a specified level. Least developed countries
are asked to increase the number of products subject to
tariff ceilings. In exchange for this both groups will be
exempt from applying the formula to reduce tariffs.

A sectoral initiative

Annex B proposes a sectoral initiative. WTO members
are to select several products of export interest and ne-
gotiate complete tariff elimination, or “zero-for-zero”
reductions. The question of whether to include sectoral
initiatives in the final outcome of the negotiations is still
widely contested. The chair of the negotiations has re-
moved the issue from the formal negotiating agenda.
Nevertheless, a number of WTO members are informally
engaged in nine different sectoral negotiations including
electronics, bicycles and sporting goods, chemicals, fish,
tootwear, forest products, gems and jewelery, pharmaceu-
ticals and medical devices, and raw materials. The nego-
tiations take place in what is dubbed “the critical mass”
approach—a certain number of countries representing a
certain minimum percentage of world production in a
sector are required to participate to create a sectoral ini-
tiative. Most developing countries do not want to include
sectoral initiatives because they do not want to lose the
ability to apply tariffs altogether. Countries including the
United States, Australia, New Zealand, South Korea and
Norway, however, are pushing hard to include sectoral

initiatives in the final outcome.

Non-tariff barriers (NTBs)

Tariff barriers are not the only measures used in trade
to control access to domestic markets. NTBs are mea-
sures other than tariffs that affect trade including, health
and food safety standards and packaging requirements.

Annex B calls for “examination, categorization, and ulti-
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mately negotiations on NTBs” and for members to iden-
tify NTBs in other countries they feel hinder their ex-
ports. NTBs are placed in categories: bilateral, horizontal
or vertical. Bilateral are barriers that exist between two
members and that can be addressed bilaterally. Vertical
refers to all barriers within a given sector. Horizontal re-
fers to a specific barriers existing across all sectors. NTBs

are complex and time-consuming to negotiate.

Special and differential treatment
and “less than full reciprocity”

Both the Doha Ministerial Declaration and Annex B
of the July Package affirm the importance of SDT and
“less than full reciprocity in reduction commitments” as
integral to the modalities. SDT is the principle devel-
oped in the GATT that developing countries should

have more flexibility in meeting trade disciplines.

Preference erosion

For a number of years, developed countries have used
a system of partial access, known as preferential treat-
ment, giving low or zero tariff access to traditional trad-
ing partners from developing countries (for the Euro-
pean Union, these partners are often former colonies).
Least developed countries (LDCs) have been the pri-
mary beneficiaries of such systems. One of the most
comprehensive preferential systems operates between
the European Union and members of the Africa, Carib-
bean and Pacific Group (ACP). Inevitably, as tariffs in
developed countries are reduced, the value of such pref-
erences is reduced and competition for the markets af-
tected increases. Many of the poorest developing coun-
tries are not in a position to compete successfully for
the market without the help of preferential access. Both
the African Group and the ACP have tabled proposals
voicing their demands on the treatment of preferences.
Some experts are suggesting that financial compensa-

tion be provided to the affected countries.

Credit for autonomous liberalization
Developing countries have often called for the mo-
dalities to grant lower tariff reduction requirements to

those countries that have unilaterally liberalized their
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economies. Developing countries that underwent struc-
tural adjustment, for example, under the auspices of the
World Bank and International Monetary Fund lending
programs, have often liberalized their economies much
more dramatically than the WTO negotiations are now
proposing. The NAMA negotiations are likely to lead
to even deeper reductions to these countries’ tariffs, so it
important to give some credit for recent reductions, in-
stituted independently from the WTO. Countries that
only recently joined the WTO are in a similar position, as
they are inevitably asked for greater tariff reductions than

WTO rules require before membership is granted.

The analysis: Trade liberalization
and the impacts on development
A strong industrial base is essential to economic devel-
opment. Flexibility to structure and set tariffs as the do-
mestic situation warrants is essential to developing such
an industrial base. Tariffs are transparent and easy to

use, especially for developing countries. They are often

better than non-tariff measures, used more commonly :

by the U.S. and EU, which are less transparent. Using
tariffs allows countries to control the price, speed and
volume at which imports enter their domestic markets
to protect local production until such time as they are

ready to compete.

Imports can and do play a positive role in industrial
development: open borders allow goods that are not
produced locally to enter the local market at a lower

cost, which is especially useful if the goods contribute

to building up the local industrial sector, for example by

making more advanced technology and machinery avail-
able. Competition from imports can also play a positive
role, stimulating innovation and more efficient produc-
tion from local firms. However, imports can also un-
dermine, and even destroy, domestic industrial growth.
All of today’s industrialized countries used measures

of border protection to allow their domestic industries

to grow. Tariffs have been among the most commonly :

used instruments. Hence the successive rounds of talks

to reduce tariffs in the first place.

Whereas the GAT'T rounds gave countries some flex-
ibility, the current Doha round is attempting to drasti-
cally remove flexibility. Developed countries are using
NAMA to push for low or zero tariffs in developing
countries to improve market access for developed coun-
try industrial products. For a number of reasons, the
current proposals under Annex B are directly counter
to the commitment taken by governments in Doha to
allow developing countries the flexibility and space they

need to promote their development.

First, the Swiss formula approach completely defies the
experience of industrial development where countries
use tariffs as an instrument to protect certain products
and allow access for others. Industrialized countries
used selective market access policies during their indus-
trialization process and they continue to rely on tariff
peaks and escalating tariffs to protect and promote cer-
tain sectors. The insistence on a single formula is simply

inappropriate.

Second, when countries bind tariffs they lose flexibility
to shape economic policy. Binding tariffs can be use-
ful because it provides a degree of transparency and
reliability for exporters. However, export interests are
thereby given priority over others who are affected by
trade policy. In the case of NAMA, it is workers’ inter-
ests that are often compromised by the pressure to lower
tariffs. Many developing countries, especially in Africa,
have a high number of unbound tariffs. It would be a
major concession to bind ALL tariffs in one round of
negotiations. Requesting that tariffs be bound at a spec-
ified level is a further concession. Asking some coun-
tries to apply a tariff reduction formula on top of this is
going too far. These are major reforms with potentially
disastrous consequences and a severe loss of national
policy space. Such a radical reform is unprecedented in
GATT/WTO history and ignores the empirical evi-
dence: a one-size-fits-all approach to development does

not work.

Third, the total elimination of tariffs negotiated under
the sectoral initiative will make it virtually impossible
for countries that face preexisting handicaps (low levels

INSTITUTE FOR AGRICULTURE AND TRADE POLICY



FINDING NAMA: HOW TO NAVIGATE MARKET ACCESS NEGOTIATIONS

of capital for investment, poor infrastructure develop-
ment, etc.) to set up industries in those sectors in the
tuture. Furthermore, eliminating tariffs will severely
restrict a government’s ability to manage their natural
resource base and could have disastrous impacts on sus-

tainable development and the environment.

Fourth, the current language on special and differential
treatment (SDT) and “less than full reciprocity” under
negotiation does not reflect the Doha mandate. Devel-
oping countries need meaningful SDT that provides
them with choices and the flexibility to decide how and
when to use tariffs. They need to be assured that they
will not be locked into a structure that would under-

mine their prospects for development.

Fifth, reducing tariffs leads to a loss of public revenue
for governments in developing countries. Tariff revenue
contributed 32 percent of total government revenue
in least-developed countries in 2001. In industrialized
countries, tariff revenues only represent on average 1
percent or less of government revenue.? For a least de-
veloped or low-income developing country, losing the
revenue from tariffs can have a crippling effect on the
government’s ability to provide essential goods and ser-

vices for its people. Given the already difficult public

budget situation of many developing countries a loss of

up to 32 percent will seriously aggravate the situation.

Another concern in the negotiations is the inevitable
erosion of preferences. Even though preference schemes
prove to have mixed results, they do provide some sec-
tors in some of the world’s poorer countries, with vital
income. “Aid for Trade” and the IMF trade integra-
tion mechanism (TIM), whereby countries experienc-
ing erosion of preferences can apply for an IMF loan,
are being sold to developing countries as mechanisms
to address preferences. Both are inappropriate and in-
sufficient to address the issue and the TIM in particu-
lar is more likely to cause further debt in developing
countries. Countries must start to tackle the root causes
of dependencies on the preference schemes and other

forms of compensation will have to be considered.
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On the question of NTBs, developed countries, in par-
ticular, are the major users. Some are normal and impor-
tant, such as safety standards on food imports and envi-
ronmental checks on pests and diseases from imported
flora and fauna. Others are simply a way to protect a sec-
tor from competition, including the use of exaggerated
standards or outdated laws to restrict imports, or abus-
ing laws meant to protect against dumping (the sale of
exports at prices below those prevailing in the domestic
market in the country of origin. WTO members are en-
gaged in the task of notifying NTBs and then separating
valid NTBs from those measures whose primary purpose
is to shield domestic producers from foreign competition.
Developing countries have not been able to participate
tully in the notification process. Developed countries on
the other hand have been very active, for example, the
U.S. auto sector and the Korean electronics sector have
aggressively participated in the NTB process. Progress
on the reduction of inappropriate NTBs is likely to be

incomplete, inadequate and very slow.

Who is expected to gain
from a new agreement on NAMA?

UNCTAD’s analysis of the NAMA negotiations shows
that “whatever the approach, the developing countries
will be required to make the greater cuts in their bound
tariffs and will face greater proportional increases in
imports. They will also suffer substantial losses in tariff
revenues and this will be a serious concern in a number

of cases.”?

The EU, U.S. and Japan stand to gain more than a
third of the total estimated global revenue gains from
increased exports with new NAMA rules. Among de-
veloping countries, it is principally China, India, Brazil
and a few South East Asian countries that would share
the rest. Of the estimated $314 billion export revenue
gains, “$175 billion accrues to developing countries,
particularly China ($67 billion), Southeast Asia ($22
billion), India ($16 billion) and the Middle East and
North Africa ($16 billion). Export gains for the Eu-
ropean Union, the U.S. and Japan are $43 billion, $36

24

billion and $27 billion respectively.
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Trade liberalization in non-agricultural markets mainly :
benefits exporters from those countries with an estab-
lished industrial base. It will be workers in both devel-
oped and developing countries who will be the losers if
deep liberalization of manufacturing goes through: job
losses and worsening working conditions are the likely
outcomes. Trade unions around the globe should be con-

cerned about what their respective countries are pursuing :

or ready to accept in the NAMA talks.

Government positions

The United States wants an ambitious tariff reduction
formula. The U.S. calls for a simple Swiss formula with
different coefficients for developed and developing :
countries, but where the coefficients are close together, :
or “within sight of each other.” It favors a zero-for-zero
approach on particular sectors. In practice, it is not clear :
that the U.S. Congress supports the U.S. trade represen- :
tative in this agenda, but the strong and radical proposal :
from the U.S. forces the talks into a much tougher place :

than would be the case if the U.S. proposals were more :

moderate.

The European Commission also favors a simple Swiss
formula. They prefer a single coefficient for all countries :
i They would like big overall cuts to tarift levels.

but would accept a separate coefficient for developing :

countries if developing countries forgo flexibilities in

other areas of the negotiations.

Norway proposes a simple Swiss formula with two coef-
ficients. For developing countries the coefficient will be :
determined by the extent to which they forgo flexibili- :

ties in the other areas of the negotiations.

Japan would like to remove forests, fish, footwear and
leather goods from the sectoral approach. In other re- :
spects they, like the EC and the U.S., want to harmo- :

nize tariffs through the application of a simple Swiss :

formula.

The African, Caribbean and Pacific group and the African
Union reject Annex B. They are concerned that the An-
nex B proposals contradict the principle of less than full :
reciprocity as enshrined in the Doha mandate. “And as
such,” say the trade ministers of the Africa Union, ACP :

and LDCs, “would further deepen the crisis of de-indus-
trialization and accentuate the unemployment and pov-
erty crisis.” They strongly criticize all elements of Annex
B and argue for assessments of the effects of previous
liberalization and tariff reduction. They want the nego-
tiations to be explicitly linked to “the results and findings
of specific studies.” They call for meaningful SDT and
the full operationalization of “less than full reciprocity.”

They also argue that “solutions to the question of prefer-

ence erosion should be obtained within the WTO nego-
tiations.” The African Group presented a proposal for a
“corrective coefficient” to be incorporated in the formula
to improve preference margins for a range of products.
The ACP proposed a “vulnerability index” to identify

products affected by preference erosion.

Argentina, Brazil and India (ABI) support the Girard
formula for tariff reduction. This is a Swiss formula but
uses different coefficients calculated on the basis of each

countries national tariff average.

Mexico, Chile and Colombia propose a Swiss formula that

i would permit developing countries to make lower cuts in

their tariffs if they agree to bind their tariffs, apply the

formula and agree to shorter periods for implementation.

Pakistan proposes a simple Swiss formula with coeffi-
cients based on average bound tariffs for developed coun-

tries and developing countries, 6 and 30 respectively.

The Caribbean Countries (Antigua and Barbuda, Bar-
bados, Jamaica, St. Kitts and Nevis and Trinidad and
Tobago) support the ABI proposal but propose an ad-
ditional element which would give further flexibility to
developing countries based on a series of “development

factors.”

China advocates strongly for “less than full reciprocity”
for developing countries in reduction commitments. As
a newly acceded country, China is likely to benefit from
some version of the credit for autonomous liberalization
discussed above—China is still implementing the tariff
reductions negotiated when it joined the organization

in 2001. Credit for newly acceded countries is more ac-
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cepted by WTO members than the request for credit

for implementation of structural adjustment programs.

How civil society can get involved

Few civil society organizations have paid much atten-
tion to the NAMA negotiations. If WTO members
agree to the current proposals, developing countries will
be locked into binding international rules that discour-
age the use of tariffs and even aim at eliminating them
completely in certain sectors. This removes flexibility to
develop industrial policies that could promote develop-
ment, increase employment and ensure a sustainable use
of natural resources. Trade unions, social movements
and non governmental organizations both in the South
and the North need to analyze and understand the pub-

lic interests at stake, describe the potential impact of

such an agreement and expose the severe pressure from
developed countries to further open the markets of de-

veloping countries.
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Groups working on NAMA include
ActionAid

pctionaid.org

Centre for International Environmental Law

Friends of the Earth International

Greenpeace International

greenpeace.org

Institute for Agriculture and Trade Policy

International Centre for Trade and Sustainable Development

iEtsd.ord

Oxfam International

Third World Network

Q

For regular updates on the negotiations, subscribe to
IATP’s Geneva Update at fradeobservatory.ord
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The impact of GATS on agriculture

Introduction
Conventional wisdom on the World

Trade Organization negotiations

has it that there will be a trade-off

between concessions made by in-
dustrialized countries in agriculture
and concessions made by developing
countries in services. What is often
overlooked are the linkages between
the two sectors, especially the im-
pacts on agriculture of the liberaliza-

tion of crucial services sectors.

At first glance it might seem that the
GATS has little to do with agricul-
ture. Its list of 160 service sub-sec-
tors makes little direct reference to
agriculture and food: they include
just “Services incidental to agricul-

ture, hunting and forestry,” “Services

incidental to fishing” and “Veterinary :

services,” all within the broad catego-

ry of “Business Services.”

Yet the agriculture and food economy

around the world has been massively :

transformed by services. Farmers are
increasingly integrated into global
tood supply chains that strongly in-
fluence their production and mar-
keting decisions. Small land-holding
farmers are especially dependent on
the efficient and equitable provision
of services that enable them to par-
ticipate in these supply chains on
affordable terms. Consequently, the
liberalization of those services can
have a major impact on agriculture

especially in developing countries.

This paper will focus on the services
sectors that have the closest link to

agriculture:

Distribution services, which are of
increasing importance for farmers to
market their products. Both at the
wholesale and the retail level, market
power in the distribution sector is
increasingly concentrated. This pro-
cess 1is already very advanced in most
industrialized countries, therefore
affecting the export opportunities of

farmers in developing countries.

Financial services, which are vital for
the provision of agricultural credit,
especially for smaller farmers who
often face major problems in access-
ing loans from commercial banks on
affordable terms—if they get credit
at all.

Infrastructural services, especially
water and energy, which are often
more difficult to supply in rural ar-
eas. In a liberalized and profit-driven
system for the provision of these es-
sential public services rural popula-
tions may be neglected. In the longer
term, GATS commitments could
also extend to the distribution of
irrigation water, which is essential
especially for farmers in developing

countries.

Transportation, tourism, telecom-
munications and professional servic-
es, especially with regards to agricul-
tural extension, bear on agriculture
as well.”* Requests to liberalize these
sectors have been tabled and are not
surveyed in this paper due to space
restrictions.

Of the different ways of “trading”
services—referred to as “Modes of

supply” in GATS—“Commercial

By
Tobias Reichert
with
additional research by

Tom Lines
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Presence” (Mode 3) is most relevant for the agricultural
sector. In Mode 3 services are provided “by a service
supplier of one Member, through commercial presence
in the territory of any other Member.” In other words,
they’re provided by means of foreign direct investment
either by establishing a subsidiary in the “importing”
country or by buying a domestic company there.

Unlike other WTO agreements, GATS is structured as
a series of negotiations between countries, in which one
“requests” the other to open up a sector of its economy to
its firms. The second makes related “offers” in response.
This is designed as a flexible, “bottom-up” process, en-
abling every member to liberalize its service sector at
the pace it prefers. Unilateral liberalization of services,
often a policy condition for developing countries to get
loans from the World Bank Group, is much less flexible

and is not accounted for when measuring the extent of :

liberalization (“ambition” in WTO parlance) in devel-
oping countries GATS offers. Since market access ne-
gotiations take place in bilateral and private meetings,
little information is available about what requests have
been made of different countries before a final deal is

settled and then published.

Parallel to this bilateral request-offer process for market
access, there are multilateral negotiations to clarify and
expand certain provisions of the GATS agreement that
apply to all service sub-sectors. These so-called “hori-
zontal” rules negotiations can have substantial impacts

on agriculture as well since they are dealing with:

» Subsidies: Establishing which type of subsidies to
services companies are considered trade distorting
and therefore have to be disciplined, which are not,

and under what conditions.

» Domestic regulation: Establishing categories of :

regulatory or legislative authority exercised by gov-
ernment or their delegated representatives that
can have a trade distorting effect. Such categories,
still under negotiation and applicable to bilateral
commitments already made, include licensing re-

quirements, commercial zoning requirements and

requirements pertaining to government authority

over environmental protection.

» Emergency safeguards: Introducing the option
for countries to temporarily remove some of their
GATS commitments if these turn out to have un-
expected adverse effects in unforeseen situations

(e.g., major financial crises).

With the exception of emergency safeguards, all these
new rules aim at reducing the policy options of gov-
ernments in “importing” countries and the multilater-
al GATS negotiations are about how far this process
should go.

The requests and offers made to each other by GATS
members as part of the negotiations are not generally
made known to the public. In most cases it is not even
made known which sectors are under discussion be-
tween one member and another, let alone what changes

in them have been suggested.

However the initial requests made by the European
Union in July 2002 were made public when the Polaris
Institute in Canada released them.?” Therefore, and
because of EU importance in GATS negotiations, this
paper takes the EU’s requests as an example of what is

asked of developing countries.

The EU (which comprised 15 countries at the time)
made GATS requests to 109 countries, of which 94
are classified as developing countries or economies in
transition and 29 as least developed countries (LDCs).
Even to LDCs, requests were generally made in three
to five of the 12 sectors, while three LDCs (Bangla-
desh, Madagascar and Mozambique) found six sectors
targeted and both Angola and Tanzania, seven.?® As you
go up the income scale, the number of sectors targeted
rapidly increases, so that nine are covered in the EU’s

requests for Kenya and 12 for South Africa.
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Distribution services

“Supermarkets are now the main gatekeeper to
developed country markets for agricultural pro-
duce. ... To sell in world markets, especially mar-
kets for highervalue-added crops, isincreasingly
to sell to a handful of large supermarket chains!
—UNDP: Human Development Report 2005 (p.
142)

The emergence of retail driven supply chains

Globally operating super- and hypermarket (carrying
food, clothes, electronics, etc in one store) companies
such as Wal-Mart, Carrefour, Ahold, Metro and Tesco
play an increasing role in shaping the global food econ-
omy. In 2002, the 30 largest food retailers accounted for
one third of global retail sales to consumers.”” In Eu-
rope, the food purchased by its 430 million consumers
is channeled through 110 buying desks of the retailing
companies.’ The major retailers exercise an increasing-
ly tight control on their global supplies, often replac-
ing traditional wholesalers and establishing a de facto

monopsony>' on their suppliers. At the same time, they

are able to source similar products from a large pool of

suppliers in a wide range of countries.

This market power puts retailers not only in a dominant
position in price negotiations with suppliers, but also in
defining the quality standards the products have to meet
and the conditions and timing of delivery. This exercise
of market power is especially prevalent for products like
fresh fruit and vegetables, for which supply chains need
to be short and efficient to ensure that the products arrive
to their outlets before quality deteriorates. In addition,
supermarkets and their customers tend to judge the qual-
ity of fruit and vegetables on criteria like their appear-

ance* rather than less visible properties like taste.

At the same time, food safety standards require a strict
control of potentially harmful substances such as pes-
ticide residues and nitrites. Food safety regulations
and internal company standards also require the abil-
ity to trace products back to the farm where they were
grown.” To ensure the timely delivery to numerous
retail outlets, companies prefer to buy large amounts
of products meeting uniform standards from a limited
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number of suppliers. The contracts are often designed in
a way that allows retailers to place orders on very short
notice, refuse products for quality reasons and pay only
several months after delivery, thereby capturing value

while passing business risks to suppliers and farmers.*

These factors taken together put producers and especially
smaller farms at a disadvantage in supplying these global
players. In Kenya, the share of small farmers in horticul-
tural exports decreased from 70 percent to only 18 per-
cent in the late 1990s, while large commercial farms and
export companies with their own production make up

more than 80 percent.®

So far, mainly farmers in developed countries and those
farmers in developing countries that export to devel-
oped countries markets have been affected by this pow-
er concentration in the supply chain. The distribution
and retail sector in most developing countries is still to a
large extent shaped by small, family owned shops, infor-
mal markets and street vendors, providing small farmers
a market with less powerful and demanding counter-
parts. But this has already started to change. The size of
the food market in industrialized countries as a whole is
limited by the nature of the product. Population in most
of these countries is stagnating and people cannot eat

and drink more than a certain amount.

Since further expansion of the supermarket companies’
home markets is limited, they have started to expand
rapidly into other countries around the world. It is re-
ported that, “Now that Tesco sells almost 30 percent of
all the groceries sold in large supermarkets in the UK,
growth opportunities in its traditional markets are be-
coming limited. Consequently, international expansion
and diversification out of groceries have become central
to the group’s strategy.”*® While Tesco’s sales outside its
UK home market were less than 20 percent in 2002,
Dutch group Ahold made 85 percent of its total sales
in foreign markets that year, and Carrefour of France
and German Metro were both just below 50 percent.’”
While most foreign markets are in other developed

countries, these transnational firms are looking increas-
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ingly to developing countries, especially those with a

growing group of better-off urban consumers.

Examples of food retail market penetration by trans-
national corporations can be found in Asia and Latin
America. Without specifically committing itself under
the GATS, Thailand has placed few restrictions on for-
eign investment in this sector. The Thai government
recently found that “modern” large retailing outlets rap-
idly expanded, as European companies took advantage
of the East Asian financial crisis in the late 1990s. In
tour of the five years from 1997 to 2001, trade (particu-
larly retail) was the sector with the largest flows of in-
vestment in Thailand. Large European companies such
as Carrefour, Ahold and Tesco rapidly expanded their
hypermarkets, supermarkets and cash-and-carry stores.
Thailand became Tesco’s third largest foreign market,
accounting for 14 percent of the company’s internation-

al sales in 2004.

A similar picture emerged in China upon its accession
to the WTO, after which foreign chain stores accounted
for 23 percent of all big new supermarkets. In Malaysia
hypermarkets and large supermarkets account for more
than half of retail sales and are mainly owned by foreign
companies including Carrefour, Tesco, Jusco and Giant.?®
In China, Malaysia and Thailand traditional small and
family owned shops are put under strong pressure from
this new competition. According to a report submitted
by Thailand to the WTO: “acute political outcry against
retail service liberalisation” became “a very hot potato for
the current administration” and had “given rise to seri-
ous thoughts on having appropriate and sound regulatory
tramework set before liberalisation is unleashed in a fast
and uncontrolled manner.”® India, on the other hand,
does not allow foreign direct investment in the retail sec-
tor and consequently, less than 2 percent of the sales are

channeled through supermarkets.*

In Latin America, supermarkets control 50-60 percent
of the food retail sector, up from 10-20 percent only 10
years ago. In Brazil, which has fully opened its distri-
bution sector to foreign direct investment and bound
this commitment in the GATS, four of the five biggest

retail companies were totally or mainly owned by for-
eign companies in 2000.” The consequent supply chain
requirements of these food retailers for red meat pushed
dozens of small slaughterhouses, traders and truckers
out of business.* Similarly, price competition and con-
solidation of dairy companies cut off markets for smaller
Brazilian dairy farmers. The number of farmers deliver-
ing milk to the top 12 dairy companies decreased by 35
percent between 1997 and 2000.%

The emergence of super- and hypermarkets in develop-
ing countries means that farmers there face conditions
that increasingly take on the characteristics of export
markets.* Small and poor farmers may be locked into
subsistence production and able to sell only through in-
formal distribution channels supplying poor consumers,
thereby reinforcing the “dual” economies that already ex-

ist in many developing countries.

Regulations and restrictions in the
distribution sector and the impact of GATS
Until now, few developing countries have introduced
regulations to ensure a more equitable relationship
between producers and distribution companies. How-
ever, a number of countries have limited the expansion
of super- and hypermarkets to protect the traditional
small-scale shops and give them more time for adjust-
ment. Malaysia has banned the establishment of new
hypermarkets in certain areas until 2009.* This can
have indirect benefits for farmers and other suppliers,
since alternative marketing channels to the supermar-

kets buying desks are maintained.

A minority of WTO members have made commit-
ments for the distribution and retail sectors in the
GATS. Only 29 members made specific commitments
for the retailing sector, and only 13 of these are de-
veloping countries—including the advanced developing
countries South Korea and Hong Kong—and four Af-
rican LDCs (Burundi, Gambia, Lesotho and Senegal).
Amongst the larger developing countries, only Argen-
tina, Brazil, China and South Africa have made com-
mitments in retailing, the Chinese commitments being

a result of its accession negotiations.
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The EU has requested” a large number of developing
countries to make commitments in the distribution sec-
tor. It requested full market access and national treat-
ment for its wholesale and retail companies from a total
of 36 developing countries: Argentina, Bahrain, Bolivia,
Brazil, China, Colombia, Ecuador, Egypt, El Salvador,
Honduras, Hong Kong, India, Indonesia, Korea, Kuwait,
Malaysia, Mauritius, Mexico (clarification of scheduled
exemptions), Morocco, Oman, Pakistan, Panama, Para-
guay, Peru, Philippines, Qatar, Singapore, South Afri-
ca, Sri Lanka, Taiwan, Thailand, Tunisia, United Arab

Emirates, Uruguay, Venezuela and Zimbabwe.

For another 16 countries, the EU requested to “consider
making commitments” without specifying what these
should entail: Antigua, Barbados, Belize, Brunei, Costa
Rica, Cote d’Ivoire, Cuba, Dominican Republic, Gua-
temala, Jamaica, Kenya, Macao, Nigeria, St. Kitts and
Nevis, St. Lucia, Trinidad and Tobago.

The EU has made no requests to LDCs in the distribu-

tion sector.

If all countries requested were to commit their distri-

bution as asked for by the EU, the rapid expansion of

super- and hypermarket driven supply chains would be
very likely, including in countries with a large popula-
tion of small farmers who rely on domestic markets for
the sale of their products. Regulations that would re-
quire, for example, retail companies to purchase at least
part of their supplies from small producers and farmers
and/or assist them to meet higher product standards,
could be challenged through the WTO dispute settle-
ment process as a trade distorting domestic regulation.
This challenge could occur even, if the respective re-
quirements were to apply to all large retail companies,
since the GATS bans de facto discrimination between
domestic and foreign companies. If all or most large re-
tailers were owned by foreign companies, which is not
an unlikely scenario, the companies could lobby their
Members to launch a WTO dispute by arguing the
foreign headquartered companies have to meet require-

ments of which domestic retailers are exempt.
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The full commitment to market access and national
treatment in the GATS would therefore stop develop-
ing countries from moderating the emergence of retail
driven supply chains in their domestic markets and at
the same time seriously restrict regulations aimed at
enhancing the capacity and power of small farmers to
supply them on favorable terms.

Financial services

“In meeting the demands of international mar-
kets, farmers will need to produce commodi-
ties according to international standards and
qualities. ... Significant changes in the produc-
tion structure may be required in terms of en-
terprise choice and the degree of specializa-
tion, adjustments in farm size and integration
of farm production with farm input supply,
agro-processing and marketing in the same
commodity chain. .. Agricultural credit can
play an important and sometimes crucial role
in facilitating these required structural trans-
formations in production and marketing!
—FAQ, GTZ, 1998: Agricultural credit revisited (p.
23)

The importance of rural credit for small farmers

The quote above highlights the important role of agri-
cultural credit in enabling farmers to meet the quality
and marketing requirements of modern supply chains.
As shown above, transnational firms increasingly im-
port their requirements into the domestic markets of
many developing countries, a process that may be ac-
celerated by the liberalization of distribution and retail-
ing services in the GATS. Smaller farms need access
to sufficient financial resources to adapt their produc-
tion to these fundamental changes. Even if they want
to improve productivity and production only in their
traditional activities, they are usually not able to finance
the necessary investments from their own resources. At
the same time, small farmers are often “unattractive”
as clients to commercial banks due to low volumes of
loans and high transaction costs. In the 1970s and ’80s,
many developing countries tried to address the difficul-
ties faced by the agricultural sector through the estab-
lishment of state owned or controlled agricultural banks
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that provided credit at subsidized interest rates. The
impact of most of these banks was considered disap-
pointing, however, due to a number of factors, including
the de facto preference to lend to larger farms, low regu-
lated prices for farm products, high default rates and
consequently a continued reliance on government funds
to cover losses.”® As a result, many of these banks and
programs were closed or significantly scaled down—re-
sulting in a much lower availability of agricultural credit

overall.

In Mozambique, liberalization of the rural banking net-
work led to a reduction in the number of rural branch-
es. Farmers heavily dependent on seasonal income, in
a country where transport is difficult, were left with
no access to credit.* In Malawi, the World Bank pre-
scribed privatization of the Smallholder Agricultural
Credit Administration, which had indeed been focused
on small farmers. It operated successfully with a good
loan recovery before it ran into difficulties during a very
bad drought in 1992. The renamed and privatized Ma-
lawi Rural Finance Company tended to disqualify the
poorest farmers by only lending to farmers who also
produced a cash crop in addition to maize, the main

staple crop.*®

These examples underline the view, held by many ana-
lysts, that public support to rural finance institutions in
developing countries is necessary due to inherent prob-

lems that make investments risky and costly:*

» Clients are scattered geographically, making service
delivery expensive and information on potential

borrowers difficult to obtain and evaluate.

» Most farmers tend to borrow at the same time, e.g.,
in the pre-harvest season and save immediately af-
ter harvest. This makes it difficult for rural financial

institutions to diversify their portfolios.

» Poor farmers own few assets, making it infeasible to

secure loans with collateral.

Because of the difficulties faced by commercial banks
in servicing smaller farms, many governments and/or

development agencies continue to provide support to

reformed rural credit institutions, including those fo-
cusing on the poorest like the Grameen World Bank in
Bangladesh. The link of grassroots organizations of this
type with the formal banking sector continues to pose a
challenge that may require public interventions.”> While
there is broad agreement among the majority of rural
development experts that some form of government as-
sistance to rural finance institutions in developing coun-
tries is necessary, there is also agreement that there is no
uniform approach among or even within countries and
their different farm communities. Consequently, devel-
oping countries need a sufficient amount of flexibility to
develop, test and implement support measures tailored

to the specific needs of their rural poor.

GATS commitments in financial services limit policy
instruments to support rural finance institutions

The main pressure for the global liberalization of ser-
vices has come from the financial sector—particularly
that of the United States and the United Kingdom.
The idea of creating a counterpart to GAT'T for ser-
vices came from U.S. banking executives, who formed
the U.S. Coalition of Service Industries. It remains the
most powerful business lobby behind the GATS. A
counterpart, the European Services Forum, was set up
on the specific initiative of Sir Leon Brittan, the EU’s

Trade Commissioner in the 1990s.%

It is unlikely that commercial banks from industrialized
countries making foreign investments will start provid-
ing services in rural areas, particularly for the rural poor
in developing countries. In fact, they are even less likely
to do so than domestic banks. What they are more likely
to focus on are “high end consumers,” i.e., rich clients,
leaving domestic banks with less profitable clients.’*
This client focus could contribute to a further segmen-
tation of financial markets, making it more difficult for
rural finance institutions to diversify from rural clients
with their seasonally uniform credit and savings needs.
It is an open question whether foreign owned banks are
more likely to channel the savings deposited with them
to investments in other countries, thereby increasing

“capital flight” from developing countries.
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Certain targeted support measures for rural finance
institutions may also be considered as trade-distorting
and therefore illegal, subsidies under the GAT'S. Since
the negotiations on specific subsidies under the GATS
have been inconclusive so far, it is not possible to spell
out the possible impacts in detail. But for example, the
long term support for operation costs for institutions
serving small farmers will likely be seen as a subsidy,
which might be challenged in the WTO, if it is not
generally allowed as legitimate in the GAT'S disciplines
on subsidies or treated as a special and differential treat-

ment measure for developing countries.

Experience in the European Union, which has a much
more liberal domestic financial market than is so far en-
visaged in the GATS, shows that even much more indi-
rect public involvement in financial institutions can be
ruled as market distorting. In Germany, local authorities,
such as cities and counties, guarantee the deposits in lo-
cal savings banks. Initially this guarantee was to provide
clients with a safer opportunity to deposit their savings,
allowing many working class households to access these

services for the first time. Although none of these savings

banks ever defaulted™ and therefore no actual transfer of

resources from state authorities to the savings banks took
place, the EC ruled that the public guarantees amounted
to an unfair advantage, since they allowed the savings
banks to get a higher credit rating than, for example,
the German government. A higher credit rating results
in lower borrowing rates on capital markets. Developing
countries may want to establish some form of guaran-
tees for local and rural financial institutions. Strict GATS
disciplines on government support for financial institu-

tions may make this impossible.

The EC has made initial requests to liberalize financial
services to a total of 75 developing countries. These re-
quests include 24 LDCs: Angola, Bangladesh, Burkina
Faso, Burundi, Cameroon, Central African Repub-
lic, Chad, Democratic Republic of Congo, Republic
of Congo, Djibouti, Gabon, Guinea, Guinea-Bissau,
Madagascar, Mali, Mauritania, Niger, Rwanda, Sen-
egal, Tanzania, Togo, Uganda and Zambia.
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The requests to LDCs seem to have been made in a
“copy and paste” mode because all LDC requests®® for
banking and other financial services ask to:

» Commit acceptance of deposits, lending of all types,
financial leasing, all payment and money transmis-

sion services, and guarantees and commitments in

Mode 3.

» Commit provision and transfer of financial infor-
mation and advisory and other auxiliary financial

services in Mode 1.

To “commit acceptance” of deposits and lending of all
types doesn’t necessarily mean that no conditions can
be applied to these commitments. However, as becomes
clear from looking at the requests to other developed
countries, any restriction, regulation or conditionality
scheduled, is highly likely to be targeted in the next
round of negotiations. In the current negotiations, the
EC has basically done this with all non-LDC develop-
ing countries, including for measures that are relevant

for agriculture through :

» A request to Korea to remove mandatory lending to

small- and medium-sized Enterprises.

» A request to Mexico to permit foreign investment
in credit unions, savings and loans companies and
development banks, a request to the Philippines to
“clarify” why specific requirements on lending to
small and medium enterprises and agro-business

have not been scheduled in its commitments.

The requests of the EU to liberate financial services in
developing countries and LDCs poses risks for poor
farmers. As the example of Malawi described above has
shown, the consequent loss of access to credit can be
disastrous for food security and rural employment.

Infrastructural services

Environmental services

Friends of the Earth International calls this GATS sec-
tor a “misnomer” since it mainly concerns water supplies
and waste disposal, not the fight against pollution.”’
Although water distribution is not contained in the
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original GAT'S classification of environmental services,
the EU has requested the liberalization of water dis-
tribution for human consumption under this category.
So far, there have been no attempts to include the dis-
tribution of water for irrigation in agriculture into the
environmental services category. In fact, irrigation is not
explicitly covered by any of the services categories used
for GAT'S negotiations. It is therefore unlikely that re-
quests for the liberalization of irrigation water are or

will be made during the current round of negotiations.

Farmers, farm workers and the rural population in

general will be affected, if the supply of potable water

is liberalized under GATS. There is a long history of

privatizing water supplies in developing countries and
it is not a happy one. Water charges to the public have
increased, water quality has often worsened and it has
become harder for poorer people to have access to clean
water. In countries as diverse as Bolivia, Ghana, Pana-
ma, Tanzania and Trinidad, privatization was either re-
versed because it failed in its own terms, public protest
made sure water distribution was brought back into the
public sector, or civil society prevented privatization al-
together. If these sectors had been “committed” under
GATS, most such reverses would have been impossible
because of the “compensation” that has to be granted
and accepted by other WTO members if GATS com-

mitments are revoked.

In GATS negotiations, the EU’s initial requests targeted
environmental services—including water—in 63 devel-
oping countries, including seven LDCs and 14 low-in-
come countries. The EU describes its main category for
water as referring only to urban main supplies “for hu-
man use.” The focus on urban supplies implies another
type of “cherry-picking”: Areas with higher population
density and higher income are potentially more profit-
able since they can be supplied with less investment in
infrastructure, for example pipes to individual house-
holds, than the infrastructure required for more sparsely
populated rural areas. If water multinationals take away
the wealthier urban clients of publicly owned water ser-
vices, those services will be unable to use profits from

the wealthier clients to invest in rural water distribu-

tion, where public water services are unlikely to recover
their costs in the short or even medium term. Regula-
tions that require private companies to supply water in
both urban and rural areas might come under attack in
subsequent GAT'S negotiations, as are requirements to
lend to the rural sector and small and medium sized

enterprises.

If the EU is successful in including the distribution of
water for human consumption under the category of
environmental services, it may use this as a “foot in the
door” to also include irrigation water at a later stage. By
far the largest part of freshwater use is for irrigation: 70
percent on a global average and well beyond 80 percent
in many developing countries.’® The supply of irrigation
water is likely to become more attractive commercially,
if the trends towards larger and more market orient-
ed farms in developing countries continues. As shown
above, liberalization in other services sectors, most no-

tably distribution, is likely to accelerate this process.

Energy

As with freshwater distribution, the official list of service
sectors used in the GAT'S negotiations does not include
energy as such. The only reference to it is to “Services
incidental to energy distribution” under the heading of
“Business Services.” Only six countries have committed
themselves to GATS rules in that area. Yet both the EU
and the U.S.—and several other countries—have made
detailed proposals to extend GATS into many areas of
energy production and distribution and made numerous
requests in this field to others. The EC has made ini-
tial requests to 38 developing countries, including two

LDC (Angola and Cameroon) countries.

The European Commission states that, “As far as the
more vulnerable countries are concerned, the revised re-
quests have only been addressed to a limited number of

countries with important energy resources.””

A particularly large and detailed request on energy ser-
vices is made to India. Much of the EC request refers to
the electricity sector—despite the possible implications

in higher charges for electricity to run irrigation pumps,
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and despite the hard lessons learned from the failed U.S.
company Enron’s investment in a large, debt-financed
power plant in Maharashtra state in the 1990s—which,
among other things, provoked widespread local pro-
tests.®” That experience alone should be a warning signal
against entering into GATS commitments since they
make most liberalization efforts effectively irrevers-
ible. Overall, liberalization of the energy sector entails
similar risks for the rural population as does the liber-
alization of freshwater distribution. Private companies
are likely to focus on more profitable urban clients and

neglect poorer rural clients which are more difficult to

supply. In fact, one of the more successful examples of

rural electrification has occurred in South Africa where
a publicly owned company extended its services into ru-

ral areas.®!

Conclusions

The analysis shows the tremendous potential impact
of services liberalization on agriculture in general and
on small farmers in developing countries in particular.
Against this background, it becomes obvious that safe-
guards to protect and support small farmers are insuffi-
cient if they are based in the Agreement on Agriculture
alone. Even if special products and a special safeguard

mechanism could be introduced on a meaningful scale

IATP.ORG

(a question that is completely open at the current stage
of negotiations) and unfair competition from low
priced imports controlled, small farmers can still face
serious problems in accessing their domestic markets.
The combination of supermarket power, the cost of in-
frastructure investment to comply with standards and
the unavailability of affordable rural credits may leave
small-scale farmers with just two choices: limit them-
selves to subsistence production or give up agriculture

altogether.

In many developing countries, the loss of small-scale
farmers access to domestic markets has already started
to take place, especially with the liberalization of the
retailing sector. A commitment to full liberalization of
this sector under the GATS agreement would make it
incredibly difficult to limit and control the dominant
position of retailers and introduce regulations in favor
of small farmers and businesses. Therefore it is essen-
tial to take a comprehensive look at the impacts of all
aspects of the WTO-negotiations on farmers and farm
workers, especially the poorest amongst them and to
ensure that no commitments are made in sectors linked
to agriculture that would seriously limit the policy space
necessary to protect and support family farmers in a

rapidly changing economic environment.
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Policy coherence and agricultural trade
liberalization: Lessons for the Doha Round

Introduction

According to a World Trade Orga- :
nization secretariat note in October :
2004, the primary objective of coop-
eration and policy coherence among : differed little from that of a Cargill
the WTO, the World Bank and the
International Monetary Fund for the :
Doha Round negotiations is to ex-
pand market access opportunities.®?
Agricultural trade liberalization is
central to their cooperative initia-
tives and policy coherence because
“poverty is concentrated in rural ar-
eas and activities in poor countries,”
the secretariat writes. The World
Bank’s econometric modeling studies
estimate that “the benefits of global :
liberalization in agriculture—the :
elimination of all border restrictions :
and subsidies—would top $350 bil- :
lion for the world as a whole. With :
liberalization, world prices for many
commodities would increase: by 10-
20 percent for cotton and ground-
nuts, 20-40 percent for dairy prod-

ucts and sugar, and 33-90 [!] percent it.”e

for rice.”®

Such projected price increases may :
have tempted some developing :
country trade ministers to heed the :
advice of World Bank and IMF offi-
cials at a November 2004 meeting of  :
the WTO Committee on Agricul- :
ture. World Bank and IMF officials
recommended that developing coun-
tries should abandon their fight for
a new special safeguard mechanism
and special product designations for :
food security and rural employment :
purposes, in exchange for obtain- :

i ing market access opportunities by

lowering tariffs.** The World Bank/
International Monetary Fund “take-

away message’ to the negotiators

executive speaking about the “disap-
pointing” draft Agreement on Agri-
culture (AoA) synthesized by Am-
bassador Stuart Harbinson for the
WTO ministerial in Cancin: “It of-
ters developing countries a program
of ‘special and differential treatment’
that is largely a series of exceptions
to and exemptions from reform. In
their own best interests, developing
countries should resist this tempta-
tion to be excluded from reform.
They should insist on disciplining
developed country subsidy practices
and the least developed countries
may deserve longer transition peri-
ods. But, developing countries refus-
ing to lower their own market access
barriers will prove a prescription for

perpetuating poverty, not reducing

For a transnational corporation that

trades in dozens of WTO member
countries to expand market share
and increase profits, the interests
in lowering market access barriers
everywhere are clear. But given the
World Bank’s latest computer mod-
eled projections, outlined below, that
show decreasing benefits from AoA
market access opportunity expansion
for most developing countries (as-
suming they can comply with non-
tariff import requirements), it is not

clear why international civil servants

By
Dr. Steve Suppan
Director of Research
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mandated to reduce poverty would follow the same pol-
icy prescription as Cargill’s. Yet even though developing
country negotiators have yet to abandon their insistence
on getting binding provisions for a special safeguard
mechanism against import surges, special product pro-
tection against tariff reductions, and other special and
differential treatment measures, the agricultural nego-
tiations continue to be dominated by the debate over

tariff reduction formulas for expanding market access.®

The inability of agricultural trade liberalization to help
raise agricultural commodity prices is causing even de-
veloped country negotiators, such as Canadian Ambas-
sador John Gero, to question the purpose of agricultural
trade liberalization: “If they [farmers] can’t produce at
a profitable level, sooner or later they don't produce, so
what’s the point of having trade rules?” This question,
of course, does not reflect the concerns of Canada’s AoA
negotiating position, but frustration at the failure of ag-
ricultural markets to pay prices that would allow Cana-
da, a fervent advocate of trade liberalization, to reduce
the record high levels of Canadian government pay-
ments to compensate for plunging farmgate prices paid
by agribusiness.®® As transnational agribusiness increas-
ingly dominates Canadian agricultural markets and the
market power leverage of even the largest farm opera-
tions disappears,®’ there is nothing in the AoA negoti-
ating agenda that would authorize study of, much less
disciplines on, the effects of agribusiness market share
concentration and anti-competitive business practices

on farm gate prices.

Of course, low and volatile farmgate prices are not lim-
ited to Canada. According to the United Nations Food
and Agriculture Organization (FAO), “from 1997 to
2001 alone, the combined price index of all commodi-

ties fell by 53 percent in real terms.””” The FAO’s State

of Agricultural Commodities Markets 2004 reports, “many

farmers and exporting countries still find themselves
trapped by their dependency—producing and export-
ing more, but earning less than they did in the past.””!
Although there has been an increase in the integrated

commodity price index of the IMF since 2001, agricul-

tural commodities have not enjoyed the same increases

as mineral commodities, particularly oil.”?

Table 1. Income terms of trade
for agriculture (1961-2002)

Least developed countries
(billion US$)

Other developing and
developed countries (billion US$)

10 200
9 - 180
s o~ A Developed countries 160
7 LDCs - =
6 ~ - 120
5 - \_,A‘_\ 100
— N
3 _ . 60
N Other developing countries 40
1 20
Y S S S A A A S MR RR R R

1961 1966 1971 1976 1981 1986 1991 1996 2002

Source: FAQ, State of Agricultural Commodities Markets 2004, p. 13.

Remarkably, just a year after the World Bank, IMF and
WTO secretariat made their promise that agricultural
trade liberalization could generate very significant (and
much needed) commodity price increases, the World
Bank is now decreasing its estimates of benefits from
agricultural trade liberalization. World Bank trade di-
rector Uri Dadush says it now projects all trade liber-
alization benefits to be no more than $30 billion for
developing countries after implementation of the Doha
Round reforms. World Bank modelers had projected
global benefits as high as $500 billion in preparation for
the 2003 Cancin ministerial.”® Since World Bank eco-
nomic modelers estimate that two-thirds of these global
benefits would come from agricultural trade liberaliza-
tion, ™ according to the revised estimates as little as $20
billion of benefits would result from agricultural trade
liberalization.

Tufts University economist Frank Ackerman’s analy-
sis of two 2005 World Bank studies likewise show that
it anticipates greatly diminished projected benefits,
though not as severely reduced as Dadush estimates,
when compared to 2002 and 2003 World Bank studies.
Using an updated database of the Global Trade Analy-
sis Project (GTAP) modeling system adjusted to ana-
lyze agricultural trade policy impacts, Thomas Hertel
and Roman Keeney estimate the global benefits of full
trade liberalization to be $84 billion, of which $55.7 bil-
lion would result from agricultural trade liberalization.
Kym Anderson, et al., using the World Bank’s LINK-
AGE model, estimates global benefits of $287 billion,
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of which $182 would derive from agriculture and food.
Here is the global benefits comparison in Ackerman’s

analysis:

Table 2. Benefits of complete liberalization,
then and now

Model Year Benefits (billion USS) to
Developing World
countries

GTAP 2005 22 84

GTAP 2002 108 254

LINKAGE 2005 90 287

LINKAGE 2003 539 832

Source: Ackerman, Shrinking Benefits, p. 3.

Even under the most optimistic current World Bank
modeling exercise, that of Anderson, et al., the benefit
of complete liberalization, “to developing countries is
more than $17 per person per year, or almost 5¢ per
person per day. In high-income countries, the benefit

of complete liberalization would amount to nearly $200

per person per year, or 53¢ per person per day.”” Half :

of the total projected developing country benefits would
go to just eight WTO members.”

Granted, there is a wide range of anticipated benefits
from agricultural trade liberalization among World
Bank studies and projected benefits are calculated for
up to eight possible AoA negotiating scenarios, in the
case of Anderson et al. But how could World Bank pro-

jections in the October 2004 policy coherence paper of

$350 billion in economic benefits fall to $55.7 billion,
to say nothing of the least optimistic projection of $20
billion, in just one year of updating data and refining
modeling assumptions? Given the very modest benefits
projected for developing countries under even the most
unlikely result of full liberalization, why is the World
Bank still advising negotiators that the main road to
development and poverty reduction still runs through

expanding market access by cutting tariffs and aban-

doning special and differential treatment measures? If :

the projected benefits of agricultural trade liberalization
are so volatile, what is the merit for developing coun-
tries of making concessions in non-agricultural goods

IATP.ORG

and service industry market access in exchange for the

forecast opportunity to increase, however slightly, the

: value of their agricultural exports? Despite the low pro-

¢ jected benefits from agricultural trade liberalization in

the Doha Round, should developing countries never-
theless follow the World Bank and IMF’s advice in or-
der to obtain loans and grants from the “Aid for Trade”
program and related credit windows? What other poli-
cies, apart from obtaining greater market access, would

support rural livelihoods and improve food security, as

¢ well as improve commodity prices for farmers who sell

often to export firms based in developed countries?

© This paper attempts to answer these questions sche-

matically in three sections. The first section explains the
dependence of the optimistic projections on politically
unrealistic negotiating scenarios and economically unre-
alistic modeling assumptions, such as fixed employment
(no job loss following reform) and perfect competition.
Some of the research that led to the World Bank’s dras-
tically downward revision of anticipated benefits from
agricultural trade liberalization is summarized. The
second section reviews briefly an integrated approach
to agricultural trade and development issues, particu-
larly regarding agricultural commodity prices, which
has been proposed by WTO members but left off the
Doha negotiating agenda. If this approach replaced the
mercantilist focus on market access in the negotiating
agenda, what changes might be needed to economic
modeling assumptions in order to advise negotiators
more realistically about what they were getting in the
negotiating trade-offs?

The third section looks at the “Aid for Trade” loan and

grant program that the World Bank and IMF are of-
tering to developing countries that follow their policy
advice in the Doha Round. Least developed country
criticisms of “Aid for Trade” are summarized in the
context of the small amount of loans and grants offered
relative to the governance costs of complying just with
one set of trade facilitation requirements for food safety
and quality of tropical fruit exports from Mozambique.
Finally we consider what trade facilitation funding op-

tions are available to developing countries, especially
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the poorest WT'O members, who do not believe that
opening market access is the surest path to making ag-

riculture serve development.

Full liberalization scenarios
and the WTO/World Bank/IMF projected Doha
Round benefits

The World Bank readily explains the failure of the Uru-
guay Round Agreement on Agriculture (AoA) to pro-

duce the projected welfare gains: they claim there has

been no actual liberalization at all. As one World Bank

study retorts, “there has been no liberalization since 1995,
and current farmers’ difficulties are mostly self-inflicted
by existing domestic farm policies.””” In other words,
the problem, as defined before the Cancin ministerial,

lies not in modeling methodology flaws and unrealistic

trade scenario assumptions, but from the weakness of :

the AoA provisions and the failure of WTO members

to implement the expected reforms. The World Bank

has a point. Negotiators’ definitional ruses and account-
ing manipulations in the AoA negotiations enabled rich
countries to block market access, maintain high levels
of trade-distorting domestic support and continue with
export subsidies, all to the detriment of their farmers
and farmers around the world. The hope of the World
Bank’s economic modelers is that as a result of the Doha

Round negotiations, trade liberalization finally will oc-

cur to the benefit of all WTO members.

World Bank modelers calculate their projected benefits
from trade liberalization according to a range of negoti-
ation scenarios between full liberalization and minimal
(Uruguay Round status quo) liberalization scenarios.
The full liberalization scenario comprises a 100 percent
tariff reduction on all goods, 100 percent reduction on
“export subsidies” (their definition does not include less
obvious forms of export support, such as export credit
guarantees), 100 percent reduction in domestic support
for agriculture and trade facilitation reforms (e.g., cus-

toms processing, infrastructure investment).”®

Despite some talk of full tarift and trade-distorting do-
mestic support elimination for a future round, the most

recent U.S. offer in the Doha negotiations proposes a

60 percent cut in trade-distorting domestic support, (a
cut that would translate into a real drop in spending by
perhaps five percent).” India’s chief negotiator, Kamal
Nath, described the U.S. offer as a “post-dated check,”
offered in exchange for immediate market access in ag-
riculture, non-agricultural goods and services. * Japa-
nese, European Union, Swiss and other OECD pro-
posals for agricultural reform are far more modest; only
Australia, New Zealand and, to a lesser extent, Canada,
are more aggressive than the U.S. on how far to liberal-

ize agriculture.

Nevertheless, both in staff papers and in the less techni-
cal “Irade Notes” series, World Bank staft project ro-
bust trade benefits under their full trade liberalization
scenario. According to the World Bank’s econometric
modeling, 93 percent of “welfare gains” from liberal-
ization would come from market access opportunities
created by cutting tariffs. Just two percent of the gains
were projected to come from reducing export subsidies,
while five percent would come from disciplines on the
use of domestic support measures.®! Under the World
Bank’s full liberalization scenario, developed country
reluctance to reduce trade distorting domestic support
(see recent statements from the U.S. Congress agricul-
ture committees®?) or export subsidies should be of no
great concern to developing countries, since almost all
the “welfare gains” are predicted to result from market

access openings through tariff reduction.

Remarkably, the World Bank staff project that if just
two percent of tariff lines are classified as “sensitive” by
developed countries and thus subject to just a 15 percent
tariff rather than the much steeper cuts proposed for
most tariff lines and, if just four percent of developing
country tariff lines are included in their “special prod-
uct” designations, 75 percent of the projected global
welfare gains disappear.® Since it is a near certainty that
major trading powers will demand and receive sensitive
product protection and since developing countries have
already been promised non-reciprocal special product
designations in the July Framework,* the welfare gains

projected by the World Bank are already largely moot,
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even without taking into account problems with the

projections themselves.

els are not predictions—actual outcomes will depend on  :

actual events (e.g., exogenous changes in prices) as well :

as the extent to which modeling assumptions are cor-

rect (e.g., labor markets equilibrate supply and demand

for workers).” Hoekman does go on to say, “That said, :

they are by far the best available tools to provide policy-

makers with information on the likely impacts of policy

reforms.”® But if these policy tools are based on politi-

cally unrealistic scenarios and economically improbable

modeling assumptions, of what use can they be to nego-

tiators seeking to understand possible consequences of :

various AoA negotiating proposals?

The World Bank and IMF “messages” for developing

country negotiators are based in the research results :

from computable general equilibrium (CGE) mod-
(GTAP). To the extent that trade negotiators use mod-
these projections should be based on the best economic
theory and most refined modeling techniques available.
Are there better ways to model the real world results

of trade policy choices than those used by the WTO
secretariat, the World Bank and the IMF?

about and measuring the important effects of trade.

but some of the modeling assumptions are of question-

able methodological merit and can lead to results that

IATP.ORG

© project as “benefits” socially damaging, if economically
i efficient, effects of liberalization. Furthermore, there is

: an institutional optimism among modelers that results

The World Bank is careful, in some contexts, to qualify : .
’ » to qualify : in a number of real world factors, such as employment

its projections as guides rather than predictions. Ber- : . . .
pro) st P . and poverty reduction effects, being calculated in ways

nard Hoekman, a World Bank research manager writes, : ) . ..
’ 8 > that externalize real world costs of liberalization.

“The numbers generated by these [econometric] mod- :

GTAP modelers are aware of some of the limitations

of their assumptions, calling the assumption of “per-

¢ fect competition” in world agriculture markets “sim-

: plistic but robust.” They comment that an attempt to

introduce a methodology to allow for the existence of

: imperfect competition would be, “very demanding of

additional information and unstable for projection pur-

. poses.” Yet the assumption, however “robust,” of per-

fect competition in agriculture and food trade is highly

: questionable given the degree of market share concen-

tration across many different segments of the global

. food supply chain.®

Several economists question the validity of the projec-

tions of welfare gains and poverty reduction that GTAP

: estimates suggest will materialize from trade liberaliza-
els, such as that of the Global Trade Analysis Project :
¢ cited World Bank study to show that mathematical er-

eling projections to justify their negotiating positions, :

tion. For example, Weisbrot, et al., reviewed a widely

ror and an inappropriate methodological assumption,

: when corrected, would reduce the numbers of those
whose income would rise above the $2 a day global
: poverty threshold from the World Bank’s projected 540
¢ million people to fewer than 80 million. Of course, if
© 80 million people can be lifted from poverty with trade

: liberalization, that is no negligible feat. However, the

A few critiques of the World Bank's CGE modeling projected gains diminish still further when the World

suggest there is room for methodological improve- : , . :
) . . . Bank’s assumptions and numbers are assessed more rig-

ment, beyond the updating of data in which the World : Iv. Weish 1 how that © .
Bank has participated. Ackerman writes, “The failure orousty: TVEISbrot, €t -, g0 on 10 Show that escaping
an P patec. ’ : poverty” by the World Bank’s definition requires a daily

of CGE models goes deeper than their inability to :

. income increase of only about 15 to 25 cents per per-

produce the expected huge forecast of benefits for de- son for sub-Saharan Africa. The authors conclude, “the

veloping countries. On a conceptual level, they fail to projected gains are not lifting impoverished people to

offer a useful, comprehensive framework for thmklfg% living standards that anyone would view as very differ-

. ent from poverty.

The World Bank has refined its modeling techniques,
: Some economists have attempted to adapt GTAP as-

»89

sumptions to the real world conditions of the economies



SAILING CLOSE TO THE WIND

they are analyzing. For example, one analysis of the ef-
fects of trade liberalization on Africa states, “the stan-
dard GTAP model assumes full employment of factors.
This is inconsistent with the fact that there are huge
reserves of unemployed or underemployed in develop-

ing countries. We therefore modify the model to allow

for unemployment of unskilled labor in Africa.” The
modifications reduce the projected benefits. In the case
of full liberalization, the nearly three quarters of project-
ed benefits in Africa are not trade or employment ben-
efits, but a reallocation of agricultural resources for the
sake of future trade. As an example, “under full reform,
the reduction of agricultural support allows far reaching

specialization in cereals, cotton and sugar. In order to

accommodate the change the African producers partly :

abandon commodity crops and horticulture.”"

Such a reorganization of the domestic economy through
trade reforms increases investment in more profitable
sectors, but will not necessarily generate more jobs or
higher incomes. If reorganizing agriculture for the sake
of trade results in job losses, those losses cannot be pro-
jected according to CGE modeling. According to Ack-
erman, “the employment-related questions that policy-
makers most care about cannot be answered within the
standard CGE framework, because they cannot even
be asked. Consumer benefits from tariff reductions are
highlighted, while producer impacts of trade policy are

obscured by the assumptions made before the models

are built and applied.””? The standard CGE framework

thus makes it impossible for WTO members with a
high percentage of their population employed in agri-
culture to know what the employment effects will be

of following World Bank or IMF advice to drop their

demands for a special safeguard mechanism and special

product designations to meet development objectives of  :

food security, rural development and the protection of :

livelihoods. These sacrifices for market access oppor-

tunities are to be made by developing countries, many :

of which have neither the supply-side capacity nor the
trade infrastructure to turn into real trade benefits.

Agricultural specialization for developing countries in

the international division of labor is one of the outcomes

projected by GTAP under full trade liberalization. Is
this a positive outcome for development? Some econo-
mists wonder whether giving up on infant industries in
Africa to seek trade revenues through agriculture is a
viable development strategy: “Whether the allocation
of more resources in agriculture and the move away
from the manufacturers is progress or regress in terms
of development is an open question.”” Economists who
advise developing countries to pursue full liberaliza-
tion in agriculture, nonagricultural market access and
services are ignoring the strategic use of protection and
state interventions that enabled today’s trading powers
to develop their economies.”* Economic history, like
employment impacts of liberalization, is one of the ex-
ternalizations that are apparently needed to make CGE
modeling “work” for the redrawing of the global eco-

nomic map.

As the trade policy monitoring scenarios, including
those of the World Bank, become more realistic and
the economic data and assumptions are refined, the
projected benefits of agricultural trade reform decrease,
including for already depressed agricultural commod-
ity prices. One CGE modeling exercise, on the basis
of the “modest liberalization” provisions in the revised
Harbinson proposal for the AoA negotiations (March
2003), concludes: “African countries which benefit from
preferential access to the EU and the U.S. will faced
heightened competition from Cairns group countries.
Overall, sub-Saharan countries will experience a de-
crease in welfare, even under the optimistic assumption
that U.S. and EU cotton and tobacco subsidies will be
reduced by a large amount. ... The main gainers of the
Doha round are likely to be developed countries and
Cairns group members.” According to this study, if the
revised Harbinson text is implemented, only three ag-
ricultural products will enjoy price increases over three
percent.”® This meager price result under a more real-
istic trade policy scenario suggests that if commodity
prices are to increase significantly, policy tools outside
of those in the Doha Round have to be considered.
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Table 3: Impact of the Doha Agreement scenario
[Harbinson draft, March 2003] on world prices
(import prices)

5 28 |85 |2, | 8 m
ke 20 £ Q (o3 S} £ ® e g
O 85 a Q = = < ©
3 €2 |82 |58 |& SE€s
Paddy rice 0.6 82 0.1 13 94
Processed 1.2 06 0.0 03 1.0
rice

Coarse 36 26 0.1 0.5 3.1
grains

Wheat 39 14 0.1 0.9 23
Sugar 2.7 0.2 56 -15 2.8
Qilseeds 5.7 9.1 0.0 0.5 9.7
Live animals | 1.2 09 0.1 0.7 1.6
Animal 34 0.6 0.0 0.1 0.8
products

Meat 4.0 06 0.1 0.5 1.2
Meat 48 03 15 0.1 20
products

Dairy 3.6 03 2.3 0.0 2.7
products

Fibers 36 256 0.0 0.2 26.0
Fruits and 83 0.1 0.2 0.5 0.8
vegetable

Other crops | 10.1 0.8 0.0 04 1.2
Fats 7.2 2.8 0.0 0.2 3.0
Beverages 11.0 0.1 0.5 0.3 03
and

tobacco

Processed 250 03 06 04 09
food

Total 100.0 2.1 05 0.3 2.8
agrofood

Source: “Multilateral agricultural trade liberalization: The contrasting
fortunes of developing countries in the Doha Round,” Centre d'Ftudes

prospectives et d'Informations internationales, Working Paper No. 2004-
CEPIl Working Paper, Bouét et al, p. 25

Policy coherence to increase commodity prices and
the “development dimension” of the Doha Round

The international development community acknowl-
edges that commodity prices are in crisis and yet con-
tinues to refuse to tackle the crisis head on. There are
proposals, backed by computer modeling, that suggest
ways to increase domestic farm gate prices without lib-
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eralization, while decreasing the need for taxpayer sup-
port to agriculture. These proposals include managing
productivity increases resulting from new agricultural
technology through acreage diversion from food to bio-
energy crop reserves. *’ To date, however, most WTO
members have shown little interest in such tools, in part
because of the recollection of tools to manage inventory
and supply as expensive and difficult to use when supply
management was conceived of as little more than the

warehousing of excess food supplies.

The lack of international donor interest in funding
meetings to deal with the crisis in commodities is evi-
dent in the lack of follow-up to the International Task
Force on Commodities, launched at the 11th meeting
of the June 2004 United Nations Conference on Trade
and Development (UNCTAD) in Brazil. Another
example of the lack of an integrated approach to the
commodities crisis is in the steady stream of money
and advice from bilateral and multilateral aid donors
that focuses on increasing commodity supply, when
many commodity prices are already in free-fall due to
oversupply. A recent report from the UK donor agency
(DIFD) dismisses the feasibility of international supply
management and concludes that though “agriculture is
the key to poverty reduction,” “there is little hope of
reversing the long-term decline in global agriculture
prices,”” save perhaps for a yet to be realized increase in
demand from China and India for feedstuff imports for

their livestock sectors.

Just three of the dozens of non-papers tabled by WTO

members in Agreement on Agriculture (AoA) nego-
tiations have addressed the chronic depression plagu-
ing agricultural commodity prices. According to one
of these non-papers: “co-sponsors of this paper view
the Doha ‘Development Round’ as deserving its name
only when the measures taken in the Round strongly
contribute to assisting these countries [Cote d’Ivoire,
Kenya, Rwanda, Tanzania, Uganda and Zimbabwe] in
dealing with the problems posed by declining commod-
ity prices.” There has been no consensus for the WTO
members to study, much less to negotiate solutions to,

the issues outlined in these three non-papers.
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Table 4. Decline in African
agricultural commodity terms of trade, 1960-2000
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Source: UNCTAD in FAO State of Agricultural Commodity Markets

2004,p. 13

At October’s meeting of the WTO General Council,
Uganda spoke on behalf of other sponsors of the non- :

papers on the crisis in commodities to call for:

countries.

2. The creation of a WTO consultation mechanism on :

the declining prices of primary commodities.

prices” (Article XXXVIII, 2a) for exports of primary

products. The African countries want a clear mandate : developing countries> Can policy coherence among

in the WTO ministerial declaration in Hong Kong to : WTO rules, international financial institution policy

include these issues in the WTO work program.®

Given the Doha Declaration mandate to make the Doha

Round a “Development Round,” there is a striking lack : tural trading system” that has yet to emerge from WTO

of urgency in efforts to address commodity prices, al- : negotiations? If not, will the developing countries that

though commodity dependent WTO members are are most subject to those rules, policy advice and loan

among the poorest in the membership. At this point, :

there is no likelihood that the Doha agreements will . P ractices have good reason to conclude, in the words of

. «
include a mandate to address the commodity crisis in ; 27 anonymous World Bank statt person, “If you want to
a coherent fashion. At an informal consultation of the :

WTO Working Group on Trade, Debt and Finance,

© held on October 5, the United States quashed a proposal
: from developing countries to create a permanent WTO
Committee on Trade, Debt and Finance that would
have had among its tasks to support economic diversifi-

: cation among commodity dependent countries.'™

One of the constant refrains (and proffered solutions)
© to issues such as commodity over-supply and depressed
prices is to find money in the international finance
© system to buy a solution. Yet as a World Bank consul-
tant recently said, the financing of trade infrastructure
: and development remains a small part of the World

O & AV A O O N H H» O D
\0)(0 \0)(0 \0)/\ \0)/\ \o)cb \o)cb \0)0) \0)0’ \0)0’ \0’0, © ¢ Bank Group loan portfolio. ' For example, there is a

$1 million ceiling per qualified beneficiary country in

: the three-year, Window II program of the Integrated

Framework for trade-related technical assistance to

least developed countries. As of June 30, 2005, several

countries have received considerably less than the ceil-
Do 103 : 1
1. An elimination, through the Agreement on Agricul- ing."*” (The issued of financing least developed country

ture negotiations, of tariff escalation used by developed ; 8overnance, technical assistance and other trade-related

¢ costs is discussed in greater detail below.)

If developed country WTO members lack the politi-

© cal will to raise the profile of trade, debt and finance

3. Clarification of the rules in the General Agreement for commodity dependent countries and if funding for

on Tariffs and Trade that allow WTO members to work

jointly to “attain stable, equitable and remunerative :

WTO/IFI trade-related technical assistance is limited,

what prospect is there to address the persistently low

¢ agricultural commodities trade revenues faced by most

© advice and TFI loan practices do anything to raise com-

modity prices in the “fair and market oriented agricul-

keep these countries poor, implement the WTO?” 1%

INSTITUTE FOR AGRICULTURE AND TRADE POLICY
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: The Minister noted that the “Aid for Trade” proposal
: would only increase resources $200-400 million over

In September 2005, the World Bank/ IMF Develop- 5 years for 40 countries, which means that each LCD

The World Bank and IMF
“Aid for Trade” loan program

ment Committee adopted, with some revisions, a staff
generated paper, “Doha Development Agenda and Aid

trade-related infrastructure; and assistance to offset ad-

justment costs, such as fiscal support to help make the :

transition from tariffs to other sources of revenue.”1%

without giving specific figures, except to note in a foot-

and elsewhere to spur their own development.”?

who would purportedly benefit from “Aid for Trade” :
responded negatively and harshly to the World Bank/
IMF paper. The WTO LDC coordinator, Minister of :
Commerce, Trade and Industry Dipak Patel of Zambia,
stated, “It is insulting that after all the efforts LDCs
have made, rich countries have responded this meagerly

to begin addressing supply-side constraints in LDCs.”

IATP.ORG

would receive about $1-2 million a year, if it satisfied

: World Bank/IMF criteria for receiving the money.!""
for Trade.”* The paper surveys the Doha Round nego- :

: Indeed, an annex to “Doha Development Agenda and

tiations and gives a synthesis of World Bank and IMF :

staff research on the projected benefits of full trade lib-

eralization resulting from the WTO negotiations on : that trade capacity building and supply-side constraints

agricultural, services and non-agricultural market access : could require a commitment of $40-80 million per

expansion. The paper then describes staff proposals for i country over 10 years. Additionally, costs related to as-

“Aid for Trade,” which includes “technical assistance; :

© account.” So World Bank and IMF staff are already

capacity building, institutional reform; investments in :

Aid for Trade” reports “preliminary estimates suggest

sociated governance costs would need to be taken into

aware that what they have proposed to developed coun-

try donors is inadequate to meet the “Aid for Trade” ob-

© jectives. Even these higher “Aid for Trade” estimates are

. ) ) : too low to cover the governance costs of just one area
Doha Development Agenda and Aid for Trade” refer- : e . o .
. . ¢ of trade facilitation, compliance with international and

ences staff research on projected benefits to be derived @ . . .
. . . L. .. . private food safety and food quality requirements. For

from implementation of full liberalization policies in :
P . . example, a recent UN Conference on Trade and De-

each of three “pillars” of the AoA negotiations: market : ) L
: o . velopment study estimates that the initial set-up costs

access, domestic support measures and disciplines on all : . . . .
. . i of meeting those requirements for tropical fruit exports

forms of export subsidies, as outlined in the July 2004 : . o
. i from Mozambique would be about $9.3 million.
Framework for renegotiating the AoA. The paper men- :

tions the World Bank's CGE projected welfare gains : Ifthe problemsunderlying“Doha Development Agenda

112

: and Aid for Trade” were only of donor financial shortfalls

note that the gains will be minimal if market access is : and the difficulties and costs of realistically assessing the

. - 1407 « .- . : e, L
not fully liberalized:'” “empirical studies suggest that . costs of trade facilitation, there would be less cause for

improved market access would offer by far the largest © concern. But given the lack of World Bank projections

development payoft.”'®® Hence, for a good Doha Round :

: about the costs of adjustment related to loss of employ-

outcome, the paper encourages developing countries to © ment and/or income resulting from trade liberalization,

show a “willingness to trade away ‘special and differen- © the “Aid for Trade” proposal on paying for the adjust-

. e . . :
tial treatment’ for increased market access in agriculture | ment costs/losses of liberalization are under-funded,

tentative and increase the role of the Fund in determin-

Perhaps surprisingly, in view of their political and © ing the size of the costs/losses. One NGO writes that

economic vulnerability, the least developed countries : &tVen the history of the Fund’s unwarranted optimism

about economic growth and debt sustainability proj-
ect,' “poor countries should think twice before giving
the Fund a role as arbiter in determining the size of the
trade losses warranting compensation.”** Furthermore,
writes the same NGO, donor financial commitments to
“Aid for Trade” programs are not binding nor enforce-

able, whereas “the obligations developing countries are
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asked to undertake in exchange [for ‘Aid to Trade’] once

adopted, cannot be signed away.”"?

development assistance in the 1990s.''¢

But even if “Aid for Trade” were adequately financed

tion and trade infrastructure needs of LDCs, there

would still remain the problem for the developing coun-

shortcomings of their modeling techniques nor from

the greatly diminished projections of benefits result-

and grants.

cal Lamy, apparently unable to find sufficient support

estimates, notes “T'he University of Michigan forecast
that a reduction of trade barriers by even one-third
would book global economic output by $574 billion.
It appears that we are back to the future as it was told

during the Canctin ministerial.

Perhaps the zealous pursuit to make trade and financial

¢ liberalization “irreversible” and to “lock in” the benefits

¢ of liberalization forecast for Canctin has blinded the

The incongruity between the funds needed and funds : World Bank and the Fund to the consequences of the

offered and the institutional structure of “Aid for Trade L drama tically downward CGE revisions for the “Aid for

could be overcome by generosity on a small fraction of . Trade” program. Regardless of the results of cost/bene-

the scale of charitable donor response to natural disas- : . . c .
¢ fits analysis of turning market access opportunities into

ters. However, the overall resource flow to developing :

. hard currency benefits, the heads of the World Bank

countries is increasing only in debt relief and emergen-  and the Fund are still maintaining, “Comprehensive and

cy aid, notes an October resolution to the UN Gen- . sharp reductions of tariffs in the largest countries will

. « : .
eral Assembly. The resolution “notes with concern the . deliver the greatest development gains.”® In any event,

continued net outward transfers of financial resources . the institutional response to the loss of policy coherency

from developing to developed countries” and calls for " in the methodological shortcomings and decreasing

measures to reverse the resource flow, beyond commit- © World Bank benefit projections of trade liberalization

ments to begin to compensate for the collapse of official may be to assert policy uniformity.

¢ Such was the message some observers took away from a

speech by UNCTAD’s new Secretary General, Dr. Su-

and structured to meet the governance, trade-facilita- :

i pachai Panitchpakdi at the 52nd session of the Trade
¢ and Development Board. At the session, U.S. and EU

officials called for UNCTAD officials to “speak with

try negotiators of judging the coherence of the policy one voice” in cooperating with the World Bank, Fund

advice, research and loan programs of the World Bank © ,,4 WTO.1 It would be most unfortunate if major

and IMF. Nothing in the “Doha Development Agenda :

. donor political objectives constrained research agendas

and Aid for Trade” paper indicates that the World Bank :

: and the policy formulated on the basis of research, in

or IMF have learned lessons from the methodological order to “speak with one voice” about trade, finance and

¢ development. Surely, a disclaimer disassociating a het-

i erodox researcher’s views from the views of UNCTAD’s

lng from cven pOlltlcally unrealistic trade liberalization members Would be enough to ensure that multilateral

assumptions. There iS a disturblng laCk Of ﬁ‘ankness in pollcy Coherency was not disrupted'

the report about the greatly reduced CGE anticipated :

benefits of liberalization and how that research might The failure to learn from research and policy errors is

affect developing country decisions on whether to meet . part of a larger problem of lack of accountability of the

the policy requirements to receive “Aid for Trade” loans | international financial institutions to their developing

i country members.
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This problem, particularly the

: World Bank’s efforts to incentivize loan program su-

Indeed, in a recent speech WTO Director-General Pas- :

: pervision, is far more complex than can be summarized
: here.”! However, numerous case studies points to the
for trade liberalization in the latest World Bank CGE : failings for development of unilateral liberalization. Al-
:though World Bank economists are right to say that the
. Uruguay Round did not bring about multilateral trade
"U7 % liberalization, a great deal of unilateral liberalization has

: occurred in many developing countries, enforced by the

need to follow World Bank and IMF policy to qualify
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for receiving credit or debt relief.’** For example, Chris-

tian Aid notes that as part of trade and financial policy

coherence, “[T]he release of Senegal’s final tranche of

debt relief was contingent on structural reforms, includ-
ing the dissolution of the state company that provides
seeds and fertilizer to the groundnut sector [a major
source of export earnings]. The reform led to chaos, af-
fecting thousands of producers.”* But for econometric

modeling that presumes fixed employment as a result of  :

trade “reforms,” this chaos is not a negative result, but
the collateral damage of efficient resource reallocation.
Hence there is no evidence of a policy error, just people
rioting about an “enlightened” economic policy whose
long-term good they simply cannot understand.

In the broadest terms, the World Bank and IMF policy
prescriptions of the 1980s and *90s failed to deliver eco-
nomic growth—growth that the “bad” policies of the
'60s and '70s did manage to generate. Economist Ha
Joon Chang, who has documented this failure, remarks
that criticism of the reigning policy coherence paradigm
may not lead to any policy changes, however, because
the World Bank and IMF control access to capital and
debt relief for many least developed and highly indebted
developing countries.’** No matter how counterproduc-
tive the policy advice, the poorest countries have but
little choice finally to accede to the policies to some de-
gree if they wish to obtain credit.

Developing country trade negotiators have to decide

whether to follow the Doha Round negotiating advice of

World Bank and IMF officials in order to qualify for loans
and grants, however inadequate, such as those of “Aid for
Trade.” For developing country members without suffi-
cient access to private capital markets, this is a very diffi-
cult decision to make because of what they know about the
results of the World Bank and IMF’s policy experiments

of unilateral liberalization with their countries.

Conclusion

The CGE modeling results are the anticipatory “proof”
of the purported benefits of trade liberalization and the
main empirical guide for trade negotiators assessing the
likely macro-impacts of their policy choices. For a lay-

IATP.ORG

person, the complexity and variety of assumptions of
CGE modeling is an awesome and marvelous thing. The
modeling assumptions alone of the MIRAGE model-
ing system under the most realistic and detailed current
AoA scenario, the revised Harbinson draft rejected at the

Cancun ministerial, take nine pages to describe.'®

Still, the complexity of econometric modeling should
not distract negotiators and civil society from a few
simple facts. Economists are now reducing the project-
ed benefits and even projecting some negative results
from implementation of a likely Doha Round outcome.
These economists are using more realistic scenarios of
likely reforms, updated data sets and more robust meth-
odologies. Yet their results are not reflected in the pub-
lic speeches and WTO-focused “messages” from the
World Bank and IMF for developing country WTO
negotiators and trade ministers. Instead, the heedless
optimism of the proponents of liberalization at any cost
remind one of the “man of system” harshly criticized by
Adam Smith: “The man of system, on the contrary, is
apt to be very wise in his own conceit; and is so enam-
oured with the supposed beauty of his own ideal plan of
government that he cannot suffer the smallest deviation

from any part of it.”%

The results of CGE modeling of multilateral negotia-
tions need to be taken with still greater circumspection
when we consider what is not modeled, e.g., the effect
of supply management tools on commodity prices; the
results of World Bank and/or IMF obliged unilateral
liberalization; the practice of repatriating profits from
developing countries to (usually) developed country
headquarters; corporate tax avoidance; the costs of ex-
ploitation of non-renewable natural resources; and, a
host of social and environmental costs associated with
intensifying agricultural exports. The recent collapse
of projected benefits, as well as limitations of current
modeling assumptions should convince the WTO, the
World Bank, the IMF and other international agencies
to not use those results to force liberalization commit-
ments and the taking on of more debt for the sake of
liberalization “opportunities.”
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Insofar as the “development dimension” of the Doha
Round is concerned, the best economic modeling
shows aggregate benefits for very few developing coun-
tries should the new AoA proceed as expected. These
meager benefits and the negative ones for some of the
WTO’s poorest members indicate there we have a long
way to go before trade and finance can jointly provide
policies that will tackle the commodity crisis and help
move commodity-dependent developing countries out

of poverty.

At the foundational meetings of the Bretton Woods
institutions, the Brazilian delegation proposed a resolu-
tion to convene a United Nations meeting “to promote
stability of raw materials and agricultural products and
to formulate recommendations for attainment of a more
balanced growth of international trade.” John Maynard
Keynes supported this position, since he believed that

the lack of fair trade in commodities was a source of

“the evils of economic cycles.” ' When the next In-

ternational Conference on Financing for Development
meets in 2007 in Qatar, delegates to the conference
should dedicate a retrospective seminar to the original
purpose of the Bretton Woods institutions, particularly
regarding their role in resolving or at least mitigating the
crisis in commodities. The conference seminar, among
other topics, could discuss how to update Keynesian
thinking on commodity prices, beginning, perhaps with
this thought:

Proper commodity prices should be fixed not at
the lowest possible level, but at a level sufficient
to provide producers with proper nutritional
and other standards in the conditions in which
they live ... and itis in the interest of all produc-
ers that the price of a commodity should not be
priced below this level, and consumers are not
entitled to expect that it should.

—John Maynard Keynes'?®

INSTITUTE FOR AGRICULTURE AND TRADE POLICY



POLICY COHERENCE AND AGRICULTURAL TRADE LIBERALIZATION

References

62.

63.
64.

65.

66.

67.

68.

69.

70.

71.

72.

73.

74.

75.
76.
77.

78.

“Coherence in Global Economic Policymaking and Cooperation
Between [sic] The WTO, The IMF and The World Bank: Note
by the Secretariat,” World Trade Organization, WT/TF/COH/
S/9 (October 11, 2004), paragraph 2.

1bid., paragraphs 6 and 8.

“World Bank on agricultural trade: export strategy
“impoverishing,” BRETTON WOODS PROJECT (February
2,2005) at http://www.brettonwoodsproject.org

David W. Raisbeck, “The Role of Agriculture in the Global
Economy,” World Agricultural Forum, St. Louis, Mo., May 18,
2003.

“Lamy Sees Big Gaps in Market Access Ahead of Next Week’s
Talks,” Inside U.S. Trade, October 13, 2005 and Kanaga Raja,

“Agreement needed by 31 October or no Hong Kong deal,”
SUNS, October 24, 2005.

Cited in Barry Wilson, “Farm profitability key to WTO deal,”
The Western Producer, December 9, 2004.

Wilson, “Government farm aid on the rise,” The Western Producer,
September 1, 2005.

E.G., Wendy Holm, “Cargill’s domination a concern,” 7%e
Western Producer, September 8, 2005

FAOSTAT 2004 data cited in “Productivity growth for poverty
reduction: an approach to agriculture,” (draft paper for comment)
Department of International Development, United Kingdom
(July 2005), paragraph 31.

State of Agricultural Commodity Markets 2004, United Nations
Food and Agriculture Organization at ftp://ftp.fao.org/docrep/
fa0/007/y5419e/y5419¢00.pdf, 7.

The IMF statistics are referenced in Duncan Green, “Conspiracy
of silence: old and new directions on commodities,” Oxfam
Great Britain, conference paper presented to Strategic Dialogue
on Commodities, Trade, Poverty and Sustainable Development
(June 13-15, 2005), 9. Green does not disaggregate agricultural

from mineral commodities.

“World Bank scales back predictions on benefits of Doha
Round,” Bloomberg News, October 12, 2005.

Frank Ackerman, “The Shrinking Gains from Trade: A Critical
Assessment of Doha Round Projections,” Global Development
And Environment Institute, Working Paper No. 05-01
(October 2005), 5 at http://ase.tufts.edu/gdae/pubs/wp/05-
01ShrinkingGains.pdf The Hertel and Keeney, and Anderson et
al. studies are chapters in Agricultural Trade Reform and the Doha
Development Agenda ed. by Kym Anderson and Will Martin to
be published in November 2005 but are also available at http://
www.worldbank.org/trade/wto.

Ibid.

Ibid.

Patrick Messerlin, “Agriculture in the Doha Agenda,” World
Bank, Research Working Paper 3009 (April 2003), 1 at http://
econ.worldbank.org

This widely used definition is summarized in Thom Achterbosch,
Hakim Ben Hammouda, Patrick N. Osakwe and Frank van
Tongeren, “Consequences of the Doha Round Trade Reforms
for Africa,” Paper prepared for the 7th Annual GTAP conference
on Global Economic Analysis, June 17-19, 2004 in Washington,

79.

80.

81.

82.

83.
84.

85.

86.

87.

88.

89.

90.

91.
92.
93.
94.

95.

DC, 7. The calculation of the value of trade facilitation reform
is problematic, if only given the difficulty of estimating the cost
of trade infrastructure (e.g., storage, transport facilities etc.)
investment.

Sophia Murphy, “The U.S. WTO Agriculture Proposal of
October 10, 2005,” Institute for Agriculture and Trade Policy at
http://www.tradeobservatory.org/library.cfmrrefid=77195

Cited in “Ag Subsidies On Negotiating Table; Haggling
Underway,” Bridges, Vol. 9, No. 34, October 12, 2005.

Kym Anderson and Will Martin, “Agricultural Market Access:
The Key to Doha Success,” Trade Note, World Bank, No. 23
(June 27, 2005), 1.

“Chambliss Says U.S. Cannot Agree To Specific Farm Subsidy
Restrictions,” Inside U.S. Trade, October 7, 2005.

Anderson and Martin, gp cit., 2.

E.g., “U.S. For First Time Signals Demands on Sensitive Farm
Products,” Inside U.S. Trade, October 7, 2005.

Bernard Hoekman, “The World Bank Trade Research Program:
Summary and Synthesis,” World Bank (April 2004), 13, footnote
10.

Ackerman, op cit. 24.

Kym Anderson, Joe Francois, Tom Hertel, Bernard Hoekman
and Will Martin, “Potential gains from trade reform in the new
millenium,” (June 2000), Paper for the Third Annual Conference
on Global E, Economic Analysis (Monash University; June 27-
30, 2000) 9 and footnote 6.

For overviews on the lack of competition within agribusiness
sub-sectors and the abuse of market power by transnational
agribusiness, see, e.g., Dominic Eagleton, “Power hungry:
six reasons to regulate global food corporations,” Action Aid
International (2005) at http://www.actionaid.org; Bill Vorley,
“Food Inc.: corporate concentration from farm to consumer,”
UK Food Group (2003) and data from the Market Share Matrix
of the Agribusiness Accountability Initiative at http://www.
agribusinessaccountability.org/page/data

Mark Weisbrot, David Rosnick and Dean Baker, “Poor Numbers:
The Impact of Trade Liberalization on World Poverty,” Center
for Economic and Policy Research (November 18, 2004), 1-5
at  http://www.cepr.net/publications/poor_numbers.htm  See
also by Baker and Rosnick, “Too Sunny in Latin America?
The IMF’s Overly Optimistic Growth Projections and Their
Consequences,” (September 16, 20003) at http://www.cepr.net/
publications/econ_growth_2003_09.htm

Achterbosch et al, “Consequences of the Doha Round Trade
Reforms for Africa,” 5.

Ihid, 21.

Ackerman, op cit., 22.

Ibid, 21.

Ha-Joon Chang, Kicking Away the Ladder: Development Strategy
in Historical Perspective (London: Anthem Press, 2002), 125-
136.

Antoine Bouét, Jean-Christophe Bureau, Yvan Decreux and
Sébastien Jean, “Multilateral agricultural trade liberalization:
The contrasting fortunes of developing countries in the Doha

Round,” Centre d’Etudes prospectives et d’Informations
internationales, Working Paper No. 2004-18, 6-7 at http://www.

IATP.ORG


http://www.actionaid.org

SAILING CLOSE TO THE WIND

97.

98.

99.

100.

101.

102.

103.

104.

105.

106.
107.
108.
109.
110.

cepii.fr

Bouét et al, “Multilateral agricultural trade liberalization:
The contrasting fortunes of developing countries in the Doha
Round,” Table 4, “Imapct of the Doha Agreement scenario on
world prices (import prices).

E.g, Daryll Ray, “Farmer-oriented blueprint increases corn :

prices 37 percent,” Agricultural Policy Analysis Center (August
26, 2005) at http://www.agpolicy.org, derived from Ray,
“Agricultural Policy for the Twenty-First Century and the

Legacy of the Wallaces,” (March 2004) at http://www.agpolicy]
and Ray, Daniel G. de la Torre Ugarte and Kelly

Tiller, “Rethinking U.S. Agriculture Policy: Changing Course to
Secure Farmer Livelihoods Worldwide,” (2003) at http://www.
agpolicy.org/blueprint.html

“Productivity growth for poverty reduction: an approach

to agriculture,” (draft paper for comment) Department of :

International Development, United Kingdom (July 2005),
paragraph 44.

“Action Required to Address the Crisis Arising from the Decline

in Prices of Primary Commodities Faced by Commodity

Dependent African Countries,” Submission by Céte d’Ivoire,
Kenya, Rwanda, Tanzania, Uganda and Zimbabwe, World Trade
Organization, Committee on Agriculture Special Session, JOB

(05)/113 (16 June 2005), 1. See also “A Conceptual Framework

to Understand Supply Management Programmes, SOUTH
CENTRE, SC/TADP/AN/COM4 (August 2005).

Martin Khor, “WTO General Council discusses text drafting,

TRIP, commodities,” SUNS (email edition), No. 5898, October

20, 2005.

“Working Group on Trade, Debt and Finance To Simply Renew

Doha Mandate?” Bridges, Vol. 9, Number 33, October 5, 2005.
Simon Evenett, “Governance and Economic Development in the
World Trade Organization (WTO),” in in Decision Making in
the Global Market: Trade, Standards and the Consumer, Consumers
International (2005), 39.

“Window II,” Integrated Framework for Trade Related
Technical Assistance for Least Developed Countries at http://
www.integratedframework.org/window2.htm See also “The
Integrated Framework for Trade-Related Technical Assistance:
An Introduction,” Bank Information Center, (Fall 2004) at
http://www.bicusa.org

Cited in Lisa Jordan, “The Death of Development? The
Converging Policy Agendas of the World Bank and The World

Trade Organization, Bank Information Center (November :

1999) at http://www.bicusa.org

“Doha Development Agenda and Aid for Trade,” Development
Committee (Joint Ministerial Committee of the Board of :

Governors of the World Bank and Fund On the Transfer of Real

Resources to Developing Countries), International Monetary

Fund and World Bank (DC 20005-0016), September 12, 2005.
Ibid., footnote 12.

Ihid., footnote 2.

Ibid, 3.

1bid., paragraph 24 ii), 8.

“WTO LDC group coordinator calls for improvement in
“scaling up” of aid-for-trade, Press Release, October 10, 2005.

113.

114.

115.

116.

117.

118.

119.

120.

121.

122.

123.

124.
125.
126.

127.

128.

. “Doha Development Agenda and Aid for Trade,” Annex I, 32.
. Ana Larcher Carvalho, “Cost of Agrifood Safety and SPS

Compliance: Mozambique, Tanzania, Guinea; Tropical fruits,”
Selected Commodity Issues in the context of Trade and
Development (2005), Table 9, 41.

E.g., Dean Baker and David Rosnick, “Too Sunny in Latin
America? The IMF’s Overly Optimistic Growth Projections
and Their Consequences,” (September 16, 20003) at http://
www.cepr.net/publications/econ_growth_2003_09.htm

Aldo Caliari, “Developing countries are right to be cynical,”
Rethinking Bretton Woods Project, Center of Concern, letter to
Financial Times, October 24, 2005.

1bid.

“Follow-up to and implementation of the outcome of the
International Conference on Financing for Development,
United Nations General Assembly, A/C.2/60L.6 (October 14,
2005) and Thalif Deen, “Foreign aid hike too little, too late for
MDGs,” SUNS email edition, No. 5897 (October 19, 2005).
Pascal Lamy, Speech to the Hong Kong Foreign Correspondent’s
Club, WTO News (October 16, 2005) at http://www.wto.org
“IMF-World Bank in WTO talks plea,” BBC News, October
30,2005 at http://news.bbc.co.uk

Martin Khor, “UNCTAD to be more “coherent” in policy work,
says Supachai,” SUNS email edition, No. 5886 (October 4,
2005).

See, e.g., Mark Weisbrot and Dean Baker, “Apply Economics to
Economists: Good Governance at the International Financial
Institutions,” Center for Economic and Policy Research (July
20,2004) at http://www.cepr.net and Kanaga Raja, “Bangladesh:
Controversy brews over World Bank immunity,” SUNS email
edition, No. 5655 (September 29, 2004).

“The Wolfensohn Revolution: Supervision and Incentives for
Ensuring Results,” Bank Information Center (September 2001)
at http://www.bicusa.org

E.g., On the World Bank and Fund forced opening of the rice
and poultry markets in Ghana, see “The damage done: Aid,
death and dogma,” Christian Aid (2005), 31-43, at http://www.
christianaid.org.uk

“Business as usual: The World Bank, the IMF and the
liberalisation agenda,” Christian Aid (September 2005), 12 at
http:/www.christianaid.org.uk

Chang, op ciz., 125-136.

Bouét et al., gp ciz., 14-22.

Cited in Alejandro Nadal, “Individuals and the invisible hand,”
in Frank Ackerman and Alejandro Nadal et al., in 7he Flawed
Foundations of General Equilibrium (Routledge, 2005), 186.
Cited in Robert Campos, “Fifty Years of Bretton Woods,” in The
Bretton Woods-GATT System. Retrospect and Prospect After Fifty
Years, ed. Orin Kirshner (M.E. Sharpe/ Institute for Agriculture
and Trade Policy, 1996), 100.

Cited in Human Development Report 2005—International
cooperation at a crossroads: Aid, trade and security in an unequal
world, United Nations Development Program, 139.

INSTITUTE FOR AGRICULTURE AND TRADE POLICY


http://www.agpolicy.org/pesek.html
http://www.agpolicy.org/pesek.html

Agreement on Agriculture glossary

Baffled by the boxes? Traumatized by tariffication? Stymied by the special safeguard? Here is all you need to know to become an

instant WTO Agreement on Agriculture expert—or at least to sound like one. The glossary is arranged under five headings: The

overview, market access, domestic support, export support, and special and differential treatment.

The overview

GATT: The General Agreement on Tariffs and Trade.
First signed in 1947, the GATT was the basis for suc-
cessive rounds of negotiated reductions on tariffs. The

most recent version of the GATT was signed in Mar-

rakech in April 1994.

WTO: The World Trade Organization. A permanent fo-
rum for negotiating multilateral rules for international
trade, established as one of the Uruguay Round agree-
ments at the trade ministerial held in Marrakech in
April 1994.

The Agreement on Agriculture (AoA): One of the Uru-
guay Round agreements signed by governments in 1994
in Marrakech. The AoA established rules for agricultur-
al trade for all WTO members. The AoA’s core objec-
tive “is to establish a fair and market-oriented agricul-
tural trading system.” Its implementation period was six
years for developed countries and nine for developing
countries, starting with the date the agreement came
into effect: January 1, 1995. The AoA built in a provi-
sion for its own review and renewal. That renegotia-
tion 1s now underway, under the terms set at the fourth
WTO ministerial conference in Doha and the Frame-
work Decision agreed at the WTO General Council on
August 1, 2004.

The pillars: The AoA comprises three sections: market
access, domestic support and export subsidies. Negotia-

tors refer to these three sections as the three pillars of . >
¢ text. For example, a modality for export subsidy reduc-

the agreement. Each pillar is described in more detail

below.

The Doha Round: The WTO held its fourth ministe-
rial conference in Doha, Qatar, in November 2001.
Trade ministers there signed the Doha Agenda, which
laid out issues and a timetable for a new round of trade
agreements. The AoA was among the agreements to be

renewed as part of the Doha Round. The initial dead-
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¢ line for agreement on all the issues was January 2005.
© However, none of the Doha deadlines has been kept
© and 2007 is now the suggested likely date for comple-
tion of the round. The Doha Agenda included a provi-
: sion that the negotiations lead to a “single undertaking”

: meaning that the series of agreements on various issues

(agriculture, services, industrial products, etc.) will be

signed as one. Countries must accept or refuse them all.

The Uruguay Round was also a single undertaking.

Dumping: Dumping is the export of agricultural com-

© modities at prices below the cost of production. Dump-
© ing is formally prohibited by Article VI of the GATT.
: The most common definition of dumping at the WTO
© is the sale of exports at prices below the prevailing prices
© in the domestic market. Trade officials presume dump-
: ing is a good thing for the importing country (they are
. getting cheap merchandise) unless the country com-
plains (usually because the cheap imports are threaten-
ing domestic producers). So it is up to countries to put
! in place the national legislation they need to protect
. themselves from dumping and the onus is on the coun-
try receiving the dumped products to prove harm to its
. domestic producers before anti-dumping duties can be

imposed.

Modalities: Modalities describe the kind of commit-

: ments or targets (including numerical targets) that

: governments make in a trade agreement. Modalities

are the language you see when you read an agreement’s

© tion might say, “Export subsidies should be cut from a
© baseline created by the average subsidy level between
: the years 1988 and 2000, they should be cut by 20 per-
© cent and over five years.” The negotiations are all about

© modalities. They determine what is forbidden, what is

allowed, how things should change and at what pace.

Modalities are complemented by the schedules (see be-
© low) and together these complete an agreement.
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Schedules: Schedules are vital to understanding a trade :
agreement but are generally much less well-known than :
modalities. Each country must submit a schedule that
says which program spending and tariffs will be reduced
to comply with a WTO agreement. A schedule sets out
the base level of support for each product affected in :
an agreement so that the agreed percentage cut can be :
implemented and monitored. Similarly, a schedule will :
say what current tariff levels are for all the concerned :
products, so that the agreed cuts to tariffs can be calcu-
lated and monitored. The schedule also describes which :
programs are classified in which “boxes” (see below). If
the modality says the baseline period will be the aver-
age annual amount between 1988 and 2000, then the

schedule will provide what that amount is for the coun-

try concerned.

Market access

Tariffs: Tariffs are taxes raised on imports as they enter

the country. They can be set ad valorem, meaning that
the level of tariff is calculated as a percentage of the :

value of the import (an ad valorem tariff of 5 percent :

adds a 85 levy to every $100 of wheat imported). They Non-tariff barriers (NTBs): N'TBs are measures other

can also be specific, meaning that a $5 tariff is levied than tariffs that affect trade, including health and food

: safety standards and packaging requirements. Non-tar-
on every ton of wheat, whether the wheat costs $80 or : v backaging req

) ) . . ¢ iff barriers work to favor domestic producers without
$120 per ton. Like other forms of taxation, tariffs raise : P

. . 1 generating income for the government. They also in-
money for governments. Tariffs also protect domestic : & ) & Y

¢ clude measures such as quotas (e.g., only 100 tons of

producers from competition.

Tariffs, bound and applied: Under agreements such as
the AoA, governments agree maximum levels for the :

tariffs they will apply. This maximum level, or ceiling, :

is called the bound tariff rate. However, many govern-
ments bind their tariffs at a level higher than they actu-
ally use; applied tariffs are the tariff levels in use. The

difference between applied and bound tariffs is called :
water; if there is a big gap, there is said to be a lot of

water in the tariff. Negotiated tariff reductions usually :

apply to bound, not applied tariffs. So if the applied : Tariffication: A word invented to describe the process

tariff is only half the level of the bound tariff, then a of converting non-tariff barriers, such as variable lev-

. C 1 . ies and quantitative restrictions, into tariffs. Urugua
cut of 20 or 30 percent will make no material difference : d ’ suay

: Round negotiators judged this exercise to be essential

to market access, as the actual level of tariff applied re-

i and applied tariffs provides governments with flexibil-

i ity to vary tariff levels as domestic situations warrant.

Traders object to this flexibility as it makes their market
access less certain.

. wheat per year can be imported, regardless of price or

demand) and variable levies (e.g., the tariff level chang-
es to ensure that domestic prices remains stable—the
levy rises when world prices fall and drops when world

prices rise). Another example of an NTB is a require-
© ment that a given percentage of any product sold on the

: market be from local providers. This obliges prospective

importers to establish relations with local businesses.
NTBs protect domestic producers.

) . ! to create transparency (tariffs are more predictable for
mains unchanged. Maintaining a gap between bound : p y ( p
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the would-be exporter and also indicate the level of :

protection in an economy more clearly) and to facili-
tate subsequent reductions of trade barriers. Negotiat-
ing an across-the-board reduction in a tariff is much
easier than negotiating restrictions on dozens of dif-
terent kinds of NTBs. The rationale serves exporting
interests and reduces the flexibility available to govern-
ments to support domestic producers. However, tariffs
are also less susceptible to corruption than most NTBs.
Tariffication resulted in very high tariffs in some cases,
particularly where a supply management program (such
as for Canadian dairy producers) had tightly restricted
market access by volume to protect the integrity of the

domestic system.

Tariff rate quotas (TRQs): Because tariffication (see

above) resulted in some spectacular tariffs (upwards of :

300 percent), TRQs were put in place to force a mini-

mum level of market access. This was achieved by estab-

lishing an amount of imports, equivalent to 5 percent of :

domestic consumption under the AoA rules, which had
to be allowed in at a tariff that would make the goods
competitive with domestic production. That is, the tar-
iff had to be zero or very low. TRQs were intended to
create additional pressure to open markets on countries
that established high tariffs as a result of tariffication.

Tariff cut formulae: A number of different ways to

structure tariff cuts in agriculture have been proposed.

They include:

A harmonizing formula: A formula designed to make
steeper cuts on higher tariffs, so as to bring all the final

tariffs closer to the same level.

A coefficient: The number in a formula that determines
the level of the final tariff reduction. The coefficient will
have different effects depending on the type of formula
used. For example, a Swiss formula with a small coef-
ficient will result in bringing a country’s tariffs into a

narrower range.

Swiss formula: A harmonizing formula that results in a
narrow range of final tariffs. The mathematical formu-

lation is designed so that the coefficient also determines
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the maximum tariff. For example, if the coefficient is
25, then a very high starting tariff will end up with a fi-
nal tariff of exactly 25 percent and lower starting tariffs
will end up proportionately lower, close to 25 percent as
well. Therefore, the coefficient is particularly important
in the Swiss formula since it is indicative of where start-

ing tariffs will end up.

Girard formula: Similar to the Swiss formula but each
country has its own coefficient calculated on the basis of
the country’s national tariff average. It is often referred
to as a “Swiss-type” formula. It is more flexible than the

Swiss version.

Uruguay Round formula: The formula used in the Uru-
guay Round for agricultural tariff reductions. Tariffs are
cut by a percentage average over a number of years. De-
veloped countries agreed to cut tariffs by an average of
36 percent over six years with a minimum of 15 percent
on each product. The combination of average and mini-
mum reductions allows countries the flexibility to vary
their actual tariff reductions on individual products so

that some cuts will be greater than others.

Canadian ‘“income tax” formula: This is a new formula
that was proposed in June 2005 in the Committee on
Agriculture. It is a harmonizing formula. Instead of ap-
plying a single cut to the entire tariff, different percent-
ages are applied to different portions of the tariff, in a

similar way to which many countries apply income tax.

Special safeguards (SSG): Article 5 of the AoA specifies
that countries that underwent tariffication could reserve
the right to apply safeguard tariffs to protect domestic
producers against sudden import surges. Use of the SSG
is time-limited (i.e., it cannot be renewed indefinitely).
It is designed to protect domestic industry from volatil-
ity in world markets. It is mainly developed countries
who opted for tariffication and therefore benefit from
the SSG—only 21 developing countries have access to
the SSG. Most developing countries opted to bind their
tariffs (to set a ceiling on their maximum level) instead,
a choice which precluded them from having the right to
use SSG measures.



SAILING CLOSE TO THE WIND

Special safeguard measure (SSM): Distinct from the
SSG, this is a proposal for a new provision that would
be included in the revised AoA. The proposal is that de-
veloping countries (not developed) be granted the right
to use safeguards as a protection against import surges
or price falls in global markets.

Countervailing duties: These are tariffs that can be lev-
ied on imports that have benefited from the use of gov-
ernment subsidies, either domestic or export-related, in

their country of origin. Under the AoA, a number of

government subsidies were categorized as “non-coun-
tervailable,” which in effect legitimized a system in
which countries had to accept imports whose price did
not reflect their true production and marketing costs.
With the expiry of the Peace Clause (see Peace Clause),

a number of U.S., European and other countries” ag-

ricultural exports are now vulnerable to countervail by :

importing governments. Countervailing duties are dis-

tinct from anti-dumping duties; they are triggered by

the use of government support payments in the country
of origin, while anti-dumping duties are related to the

behavior of exporting firms (see anti-dumping duties).

Anti-dumping duties: These are duties that a govern-

ment imposes if it judges that the company exporting

the product is engaged in unfair pricing. For example, if :

a company has different prices in different markets, the
importing country receiving the imports at the lower
price can impose a duty to raise the price to the level in
another importer’s market. In addition, anti-dumping
duties can be imposed where a company sells a product
for a higher price in its domestic market than it does
in its export markets. Where there is no open market

Domestic support

Boxes: The AoA subdivides domestic support programs
into a variety of categories, most of which are known as

boxes of various colors: amber, blue and green.

Amber Box: The amber box is the category of domestic
support that is scheduled for reduction. Expenditures
on the measures assigned to the Amber Box are subject

to help determine what the domestic price should be,
countries are allowed to “construct” a price based on the
cost of production of the product in question, plus a
“reasonable profit.” In many agricultural markets, the
dominance of government programs of various kinds
make this last approach necessary to determine if dump-
ing is occurring. Under the current rules, a country must
have domestic anti-dumping laws in place if it wishes
to impose anti-dumping duties. The sector affected by
the dumped imports must demonstrate harm to the
satisfaction of the appropriate domestic authority (of-
ten a ministry of commerce). The ministry determines
whether the accusation of dumping is justified. If so,
the government imposes an additional duty on the of-
fending imports at the border. If the exporting country
disagrees with the duty, they can bring a complaint for
investigation at the WTO.

Tariff peak: A high tariff, usually 3 times the national
average, on a particular product within a given tariff line

(e.g., on cheese but not on cream or milk powder).

Tariff escalation: Tariffs that rise with the degree of
processing of a given commodity (e.g., higher tariffs on

chocolate than on cocoa).

to reduction based on a formula called the “Aggregate
Measure of Support” (AMS). The AMS calculates a
number for the amount of money spent by governments
on agricultural production, except for spending that is
exempt under other articles of the agreement (the Blue

Box, Green Box and de minimis, all described below).
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Blue Box: To break the deadlock on agricultural negoti-

ations under the Uruguay Round, the U.S. and EU bro-

Blue Box-eligible programs. In the Framework Deci-

Box spending is unlimited.

formula. The Green Box list includes payments linked

cluded in the Green Box. It is more formally referred to

as Annex 2 of the AoA.

Export support

tic product and a cheaper alternative, so that firms are

encouraged to buy from domestic producers. The U.S. :
Step 2 program subsidizes its cotton production in this :

way, paying U.S. firms to buy and process U.S. cotton export and/or import. Article XVII of the GATT 1994
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De minimis: The term refers to a minimum threshold

: below which spending on domestic support does not

kered a deal in 1992 called the Blair House Accord. The need to be included in the AMS calculation. Thresh-

accord was a deal to exempt from reduction domestic : )40 ;e established for both overall agricultural pro-

>up port programs thfit were linked to producnoTl—hrmt— ©duction (for general support programs) and for specific
ing programs. That is, if the level of payment is based : d The threshold ferred
on fixed areas and yields, or per head of livestock. At the : commodity programs. £ he thresholds are referred to as
i the de minimis levels and, for developed countries, are

time, both The U.S. and the EU’s Common Agricultur- :

al Policy relied heavily on such programs. This exemp- equal to 5 percent of the total value of production for
tion was dubbed the Blue Box and was included in the :

AoA as Article 6.5. Very few developing countries have

general support and 5 percent of the value of each crop

for commodity specific support. Developing countries

¢ can spend up to 10 percent in each de minimis category.

sion adopted August 1, 2004 the U.S. pushed through :

¢ The whole program must cost less than the de mini-

a proposal to revise the Blue Box. The U.S. proposal mis level to be excluded from the AMS and the com-

adds to the produ?tmn—hmltmg criteria of the box to al- ! mo dity-specific de minimis can only be claimed if no
low the U.S. to shift payments that are based on current : L .
. . . . program for that commodity is included in the Amber
price but historic production levelsfrom the Amber Box : Box. The US. ber of N i
to a new expanded Blue Box. The proposal also puts a ox. 1he U.5. has a number of programs that are eli-

. gible under de minimis rules, but most EU programs are

cap on spending levels. Under the existing AoA, Blue :
: too expensive to qualify. The U.S. has proposed cutting

de minimis levels to 2.5 percent for developed countries
Green Box: The Green Box is a list of domestic support  : . .
. and 5 percent for developing countries.
programs that are exempt from the AMS (Amber Box)

: Non-trade concerns (NTCs): Non-trade concerns are

to environmental programs, pest and disease control, objectives that can be used to legitimize government

infrastructure development and domestic food aid (if it programs that run contrary to the AoA objective of

is bought at market PI‘ICCS). It also 1n.c1udes direct pay” establishing a market-oriented agricultural trading sys-
ments to producers if they are not linked to anything NTC fisted in th 0l fe AoA. Th
but a fixed, historic base period (these are the so-called : tem. s are histed tn the preamble fo the A0A. Lhey

decoupled payments). Government payments towards include food security, rural development and environ-

income insurance and emergency programs are also in- : mental protection. The European Union has included

animal welfare and eco-labeling as NTCs they wish to

protect in the next iteration of the agreement.

¢ by making it as cheap as the imported competition with

: subsidies. The EU used to use export subsidies for a

Export subsidies: Export subsidies are government pay- © wide range of products, but has reduced their use more

ments that cover some of the cost of doing business for : . . )
¢ recently. Dairy products and sugar continue to receive

export firms. Typically, an export subsidy program will : considerable export subsidies

pay the difference between a more expensive domes- :
: State trading enterprises: defined by the WTO as

“governmental and non-governmental enterprises, in-
cluding marketing boards, which deal with goods for
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is the principal provision dealing with state trading en- :

terprises and their operations.”

of doing business on commercial terms. The U.S., for

example, will pay Cargill to ship wheat to Malawi and

Malawi will then pay back the U.S. government rather

Special and differential treatment

to the agreement, member states established the prin-

in implementing GATT disciplines because of the eco-

Treatment (SDT or sometimes just S&D) provides for-
mal recognition of the disadvantages developing coun-
tries face in the world trading system.

Special products: A mechanism created by developing : The Peace Clause: Another form of SDT for developed

: countries, the Peace Clause—formally called the Due
© Restraint Clause—is Article 13 of the AoA. The Peace

: Clause was another outcome of the Blair House Ac-

nate a certain number of products that would be exempt ' cord (see Blue Box). The clause, now expired, overrode

from tariff reduction requirements and other disciplines. . the Agreement on Subsidies and Countervailing Mea-

countries to protect and promote food production, live-
lihood security and rural development. The proposal is
that developing countries would be allowed to desig-

A number of initiatives have been undertaken to estab-

into practice. The question is complicated, both techni-

How much protection will be granted?).

than Cargill, usually at lower than commercial rates of

© interest and with longer payback terms. At the behest of

¢ the EU, a complicated exercise is now underway to try

Export credits: A tool used above all by the U.S., export . to estimate the subsidy component of export credits so

credits are given by a government to underwrite the cost g ¢o discipline this aspect of the practice without ban-
© ning the tool altogether. Governments have provision-

ally agreed under the July Framework to limit export

credit repayment periods to 180 days.

© Sensitive products: A kind of SDT for developed coun-

© tries, sensitive products were introduced by the Europe-

Special and differential treatment (SDT): As the GATT an Union to request continued protection for particular

evolved from its inception in 1947 and as a growing . agricultural products, for political or social or cultural

number of developing countries became signatories : .
ping & i reasons. These products are proposed to receive less
¢ stringent disciplines in relation to tariff and domestic

ciple in the 1960s that developing countries ought to | support reductions. In exchange TRQs (sce above) on

be granted greater flexibility than developed countries | the products are to be expanded. The EU strongly sup-
R : i ) P~ ports the idea, as there are a number of products that are
nomic difficulties they face. Special and Differential ! too sensitive for them to negotiate easily at the WTO.
: The U.S. has proposed that only 1 percent of tariff lines
be eligible for sensitive product treatment. The EU is

. seeking 8 percent.

) o o ) = : sures and protected WTO members who used export
lish criteria that would be effective in putting this idea . subsidies for agriculture from challenge, so long as the
. subsidies respected the limits set by the AoA. The Peace

cally (Which crops should be eligible?) and politically | Clause expired at the end of 2003. The U.S. has asked

(How many crops? Which countries will be eligible? for the Peace Clause o be reestablished.
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Ten ways to fix agricultural trade:
Benchmarks for the Hong Kong ministerial

As WTO members approach the sixth WTO ministe-
rial conference in Hong Kong, negotiations on agricul-
ture—and therefore negotiations across the board—are
in turmoil. WTO members are unable to agree on what
they want from global trade rules for agriculture. Some
want much lower tariffs and to eliminate most domestic

support. Others want lower tariffs (although maybe not

on every product) and to keep their domestic support :

more or less intact. Still other WTO members want to

commodities with very generous support. For all the

rhetoric to the contrary, there is no shared acceptance

trade in agriculture is the objective of the trade rules.

Global trade in agriculture is in a mess. The mix of na-
tional policies and multilateral rules now in place has
sent commodity prices plunging. Farmers around the

world, in rich and poor countries both, are driven to

living.

No one thinks the WTO alone can solve these problems
but efforts to reform developed country agriculture are
firmly anchored in the WTO negotiations on the Doha
Agenda. The debate at the WTO has centered on three
aspects of agricultural policy: domestic support, tariffs
and export subsidies. The proposals now in play reflect
the domestic politics of WTO members, especially de-

veloped country members and the export interests of :

multinational agribusinesses that trade in commodities
and processed food. The negotiations present serious
contradictions and dilemmas that more powerful WTO

negotiators have ignored, despite the promises made in :

Doha to put development at the heart of the negotia-
tions.

Even if governments were miraculously to agree to elim-

inate a// trade-distorting elements of agricultural policy :

at the Hong Kong ministerial, world markets would not

start to maximize developing countries’ welfare. The fo-
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¢ cus of the WTO talks misses almost entirely the prob-
© lem of dumping (the export of products at below cost
D oof production prices). Worse, the WTO Agreement on
: Agriculture and the proposed changes now being nego-
: tiated fail to incorporate existing binding commitments
© on governments to realize fundamental rights including

© the human right to an adequate standard of living, food

and work.

) . ) . . As governments meet in Hong Kong, it is time for a
keep both higher tariffs and the right to assist certain : g 8 &

. radical restructuring of the multilateral trading system.
: The WTO Agreement on Agriculture has failed rural
. . i communities around the world. The successor agree-
among WTO members that wholly liberalized world : o &
. ment, now under negotiation, is set to perpetuate that
¢ failure. Before WTO members commit to another bad

i trade deal, they should consider the following proposals
i as a new basis for the agricultural trade system.

1. A ban on agricultural dumping. Current WTO rules
find alternative income or to leave their land altogether : tackle dumping by allowing C(.)U.Iljtl'les to tax imports
: that are sold for less than the price in the home market.

because they can no longer cover their costs and earn a i
¢ However, dumping starts at home, when farmers can-
© not get a fair price from the market. U.S. production
Cof key export commodities, including maize, soybeans,
rice and cotton, are consistently sold at less than cost of
production prices in the domestic market. Among the
© issues contributing to this problem is chronic overpro-
: duction that has made dumping endemic except when
© bad weather reduces output. WTO rules to address ag-

: ricultural export dumping are inadequate. In markets

as distorted by oligopoly power and government inter-

¢ ference as commodity markets are, dumping margins
¢ should be measured against production costs and a fair
© return, not against domestic prices. To enforce these

rules, the WTO should require timely reporting of

complete cost of production numbers for all crops that
i a country wants to export. WTO rules against dumping
. should be strengthened and simplified.

2. Allow border measures. The 1947 General Agree-

ment on Tariffs and Trade allowed countries to use ag-

i ricultural tariffs if they managed their production, but
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they were prohibited from exporting any surplus that
might result. This approach should be revived. Trade
negotiators should focus on the trade-distorting impact
of programs: some of the most expensive agricultural
support when measured as a proportion of the total
value of production, or against the world’s lowest cost
producer, have little net impact on world markets. No
firm or country should have a legal right to export or a
legal obligation to import. Yet elements of the WTO
Agreement on Agriculture create just such rights and
obligations. Countries should have the policy space to
determine how to structure and support their basic level
of national agricultural production, so long as their na-
tional policies do not damage other countries’ ability to

do likewise.

3. New criteria for subsidies. Many agricultural subsi-
dies are problematic, but not all subsidies result in un-
fairly traded exports. The subsidy classification system
in the WTO is too politicized. Developed country ne-
gotiators have manipulated the different colored boxes

to suit their domestic needs. Worse, the measurement of :

amber box support penalizes countries that attempt to
manage their production to avoid structural over-sup-

ply, a major cause of dumping. Negotiators need bet-

ter guidelines for disciplining agricultural subsidies. If

support payments are used, for example, they must be
accompanied by strictly enforced production limitations
and controls on exports (an export tax might address
the implicit export subsidy such products receive). Ex-
port subsidies should be eliminated immediately. WTO
members should conduct a frank assessment of the box-
es to reassess how best to limit trade distortions while
respecting countries’ policy space to set and implement

national agriculture and food security objectives.

4. Allow state trading enterprises. The WTO should
not prohibit state-trading enterprises (STEs) either ex-
plicitly, or de facto, by outlawing policies necessary to
the establishment and operation of a single desk seller.
Export state-trading enterprises offer a competitive
counterweight to concentrated export markets. STEs
have real costs and have sometimes proved a strong

temptation for corruption. Nonetheless, properly over-

seen and with provision for farmer control under public
oversight, STEs offer important benefits, particularly in
countries where the private sector is weak or undercapi-
talized or where it is highly concentrated. The question
of monopoly and oligopoly power should be addressed
and monitored whether the companies in question are

publicly or privately owned.

5. Regulate market concentration. Concentration in
global commodity markets is a primary cause of market
distortion. Possible policy responses include an inter-
national review mechanism for proposed mergers and
acquisitions among agribusiness companies that are
present in a number of countries simultaneously. At a
minimum, transparency requirements now imposed on
state-trading enterprises should be extended to compa-
nies that control 20 percent or more of a national or
global market in a given commodity. The extension of
monopoly patent rights to life forms under the Trade
Related Intellectual Property Rights Agreement, in
particular the patenting of seeds manipulated by genet-
ic engineering, has deepened the reach of existing food
company integration and economic control. Govern-
ments must defend public access to the planet’s natural

resource base and genetic endowment.

6. Increase transparency in commodity markets. Gov-
ernments need to improve dramatically the transpar-
ency in international commodity markets. The UN
Conference on Trade and Development (UNCTAD)
had a mandate to monitor these markets, but developed
countries killed the mandate in the 1980s. It is not cur-
rently possible to say with certainty, for example, which
companies control what percentage of the global wheat
trade. Furthermore, weak regulation of commodities fu-
tures and options markets has exacerbated market price
volatility far beyond what would result from changing
supply and demand equations or from legitimate hedg-
ing against crop failures and other supply shortfalls.

7. Put food security first. Developing countries have
made proposals to allow the protection of their agricul-
ture through the designation of special products (crops
strongly related to the country’s food security) and the
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creation of a special safeguard mechanism that would
create a responsive and effective system to protect ag-
ricultural markets from import surges. These proposals
alone cannot ensure food security, but they offer im-
portant protections against imports, whether dumped
or not, that undermine national productive capacities.
The proposals from both the G-20 and G-33 to allow
border measures to control imports of any product that
has been subsidized through domestic or export sup-

port should be adopted.

8. Reform food aid. The WTO should agree criteria for
food aid that is unquestionably vital for humanitarian
purposes and effectively non-trade distorting. Other
food aid programs should be subject to more careful re-
view. U.S. food aid practices demand particular scrutiny

because they fail to meet appropriate standards of flex-

ibility and targeting that help ensure the recipients of

food aid get the right food at the right time. The U.S.
test to assess potential displacement of commercial sales
(the Bellmon Analysis) is not adequate. The WTO
should ban all food aid not in grant form. The WTO
should support international efforts to strengthen and
expand the Food Aid Convention to establish a forum
where recipient countries have a voice and humanitar-
ian and development concerns are given clear priority

over domestic donor needs.
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9. Manage global production. Chronic over-produc-
tion of many commodities depresses prices and exac-
erbates dumping. Proper regulation and management
of commodity markets is vital to ensure supply is bal-
anced with demand and to prevent sharp fluctuations in
prices. WTO rules must allow governments to reopen
discussions on international commodity agreements to
curtail global oversupply and ensure fair prices.

10. Democratize the process. Good agreements from
bad process are nearly impossible. WTO negotiations
are infamous for encouraging a handful of countries to
negotiate among themselves who then present the full
governing body with very little time (sometimes less
than 24 hours) to accept or reject a deal. The WTO
needs clear rules for official negotiations that guaran-
tee transparency and effective participation of all 147
members.

The WTO is now over 10 years old. It is time for an
objective evaluation of whether its prescriptions have
benefited people, not just boosted cross-border trade
statistics. It is time to craft policies that discipline all
sources of market distortion and to measure success
against the imperative of meeting international obliga-
tions of governments to their people. Such an agree-

ment would truly be historic.
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United States dumping on world markets

What is dumping?:

The basic definition of dumping is the sale of goods abroad
at less than cost of production prices. In world agricultural
markets, for example, if corn costs $2.50 a bushel to grow,
but is sold by grain companies in world markets at only
$2.00 a bushel, that would qualify as dumping, even if pre-

vailing domestic prices were also only $2.00 a bushel.

Levels of U.S. dumping

Analyzing data from the U.S. Department of Agricul- :
ture and the Organization for Economic Cooperation :

and Development to compare the cost of production :

with farm gate and export prices of five major com-
modities, it is clear that there is widespread dumping by
U.S. grain companies. In 2003, wheat was exported at
28 percent below its cost of production, soybeans were
dumped at 10 percent, corn was dumped at 10 percent,
cotton was dumped at 47 percent and rice was dumped
at 26 percent. The details for each commodity can be
tound on the back of this fact sheet.

Dumping caused
by oversupply and uncompetitive markets

In the case of U.S. agriculture, market failures cause :

dumping. A few transnational agribusiness firms domi-
nate nearly all agricultural commodity purchasing, trans-
portation and processing in the U.S., which stifles com-
petition in the marketplace. In the past, there were tools,
such as grain reserves and set aside programs, designed
to help farmers control supply and maintain some degree
of market power. Most of those tools were stripped away
under the 1996 Farm Bill. Today, there is significant over-
production in major commodities, which drives down
prices. Foreign competition exacerbates the global glut.
With little competition in the market and no controls on

supply, prices sink well below the cost of production.

Dumping hurts farmers around the world
If farmers can't get a price that covers expenses then it’s
difficult to stay in business. Farmers in other countries

are hurt because dumped exports push them out of lo-

cal markets and eliminate their ability to export. Poor :
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: countries facing hunger are particularly vulnerable if their
© farmers are pushed off the land. As domestic production
: falls, these countries become dependent on the fluctuat-
: ing prices and availability of imports. Additionally, farm-
: ers are a vital part of local rural economies—they generate
: local capital and create employment through demand for
© farm labor and off-farm goods and services, such as cloth-
ing and schools. The phenomenon of plunging commod-
ity prices, reinforced by dumping, has also driven U.S.

tamily farmers off the land and has been an economic
disaster for rural communities.

. Dumping benefits multinational agribusiness firms

© The largest commodity traders, who now finance trades,
process commodities, ship commodities, etc., are the big-
gest beneficiaries of dumping. They are able to buy inputs
: and commodities at extremely cheap prices. Low prices
© in the U.S., along with increased global production, help
: keep world commodity prices down. Most major agri-
© business firms now have facilities in all the major agricul-
tural exporting and importing countries including Brazil,
: China, Australia and India. Nearly all of these companies
: have seen their profits skyrocket in recent years.

Dumping is against international law

© Article Six of the General Agreement on Tariffs and
: Trade, which is one of the agreements overseen by the
: 'World Trade Organization, sets rules that prohibit dump-
: ing. However, the rules make it complicated, in prac-
: tice, for smaller, poorer countries, to establish grounds
. for anti-dumping duties because of the requirements to
© demonstrate harm. Underlying technical challenges for
© using the WTO to stop dumping is the political reality of
© the multilateral trading system that makes it difficult for
: small countries to challenge powerful economic players
: like the United States. Governments must amend global
: trade rules to make it easier for developing countries to
: challenge agricultural dumping at the WTO. Importing
© countries should have the ability to immediately impose
countervailing and anti-dumping duties to bring the

dumping prices up to cost of production levels.
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Recommendations : Table 1.Wheat
These latest numbers on agricultural dumping by U.S.
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cultural dumping, governments must develop a more
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thorough and transparent methodology to measure
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the problem and make the relevant data publicly avail-
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Table 1 shows the calculation of the percent of export dumping for wheat.
Thegovernmentsupportcostandthe costoftransportationandhandling
areaddedtothefarmerproduction costtocalculatethefull costofproduc-
tion. The percent of export dumping is the difference between the full cost
of production and the export price, divided by the full cost of production.
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Table 2. Soybeans . Table 3. Maize
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Table 3 shows the calculation of the percent of export dumping for
maize. The government support cost and the cost of transportation
and handling are added to the farmer production cost to calculate the
full cost of production. The percent of export dumping is the difference
between the full cost of production and the export price, divided by the
full cost of production.

Table 2 shows the calculation of the percent of export dumping for
soybeans. The government support cost and the cost of transportation
and handling are added to the farmer production cost to calculate the
full cost of production. The percent of export dumping is the difference
between the full cost of production and the export price, divided by the
full cost of production.
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Table 4. Cotton . Table 5. Rice
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Table 4 shows the calculation of the percent of export dumping for
cotton. The government support cost and the cost of transportation :
and handling are added to the farmer production cost to calculate the
full cost of production. The percent of export dumping is the difference
between the full cost of production and the export price, divided by the
full cost of production.

Table 5 shows the calculation of the percent of export dumping for
rice. The government support cost and the cost of transportation and
handling are added to the farmer production cost to calculate the full
cost of production. The percent of export dumping is the difference
between the full cost of production and the export price, divided by the
full cost of production.
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Introduction

The U.S. history of using food aid as a surplus disposal mechanism and vehicle to promote future export sales has drawn the World
Trade Organization into the international debate about food aid. Moreover, the European Union argues that in exchange for giving

up its use of export subsidies in the Doha trade round, other countries should also have to discipline their export support programs.
Aspects of U.S. food aid, according to the EU, should properly be counted as export support not aid. U.S. food aid programs engage in
practices that are highly controversial from a development and trade perspective.!?’ These practices pose problems for rival exporting
interests in the world of international trade. More seriously, they create problems for local producers in some of the world’s poorest
countries. According to the United Nations Food and Agriculture Organization (FAO), poor countries need to both increase domestic
production and their capacity to pay for food imports, if they are to provide adequate calories for their populations.

The two main problems with U.S. food aid programs from a trade perspective are: sales of food aid, often supported by export credits
at less than commercial interest rates and the increasing prevalence of monetization of project food aid (the sale of food aid on open

markets in recipient countries to generate funds for development projects).

Food aid and the Uruguay Round
Food aid is mentioned in Article 10
of the Uruguay Round Agreement
on Agriculture. The language is tim-
id. The injunctions ask that coun-
tries respect the FAO’s Consultative
Subcommittee on Surplus Disposals
and its principles and make food aid
“to the extent possible” available in
grant form. But neither recommen-
dation has had an impact on WTO

members’ food aid practices.

Food aid was also integral to the
Marrakech Ministerial Decision
on Net-Food-Importing Develop-
ing Countries (NFIDCs) and least
developed countries (LDCs). This
was a decision taken to sweeten the
Uruguay Round package for Africa
in particular, the world’s poorest
continent and the only continent
that was predicted to lose out un-
der the liberalization of agriculture
put in place by the Uruguay Round
agreements. The Marrakech Deci-

sion was an acknowledgement by :

WTO members that implementa-
tion of the Agreement on Agricul-
ture (AoA) could hurt food security,

particularly in LDCs and NFIDC:s.
This was because implementation of
the AoA was widely expected to de-
crease the supply of food available to
poor countries on concessional terms
(through food aid or export subsi-
dies), thereby increasing the cost of
food imports. The Marrakech Deci-
sion committed WTO members to
provide financial assistance if LDCs
or NFIDC:s faced problems paying
for food imports and to ensure do-
nors’ food aid commitments under
the Food Aid Convention were ad-
equate.

By the end 0of 1997, FAO concluded,
“The food security situation in both
the LDCs and the NFIDCs remains
precarious...”™ The cost of food
imports for food insecure countries
rose dramatically in 1995 and 1996
and stayed higher than pre-Uruguay
Round levels even when grain prices
tell again. Yet the International Mon-
etary Fund argued that liberalization
under the Uruguay agreements was
not responsible for the food defi-
cit facing LDCs and NFIDCs and
therefore recommended to the WTO
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Committee on Agriculture that WTO members need
take no action to implement the Marrakech Ministerial
Decision. WTO members concurred, over the protests

of the LDCs and NFIDCs, who continue to fight for

the implementation of the Marrakech Decision.

Proposals for Reform

The two main voices in the food aid debate are the
European Union and the United States. Their propos-
als are reviewed in more detail below. Other proposals

include submissions from Mongolia, Switzerland and

Canada.

The EU Proposal

During the negotiations on the WTO AoA in 2004, the
EU championed food aid reforms as part of its attempt
to balance the EU commitment to eliminate agricultur-
al export subsidies with reforms to other countries’ vari-
ous means of supporting agricultural exports. The EU
tood aid proposal calls for all food aid to be cash-based
(rather than in the form of in-kind donations of food)
and untied from requirements to source commodities
in the donor country. The EU favors partial untying,
which encourages the purchase of food from markets
in the region where the food aid is needed, although it
need not preclude purchases from the donor’s market

where appropriate.

The proposal, if accepted, would have enormous impli-
cations for U.S. food aid. By law, 75 percent of U.S. food
aid must be in the form of food grown in the U.S. (i.e.,
in-kind), some of which is sold with export credits and
most of which is donated. The U.S. government and a
number of recipients of U.S. food aid actively oppose

the EU proposal to narrow the definition of food aid.

The EU proposal is not likely to find support; the AoA

negotiations are not the place to force such a dramatic
change in what is, after all, a mostly bilateral aid pro-
gram which accounts for less than two percent of all
internationally traded food. But the EU proposal does
reflect current thinking among many food aid practi-
tioners, who would prefer to work with untied cash re-
sources rather than in-kind commodity donations, so as

to have the most flexible, cost-effective and appropri-
ate food in each emergency as need arises. The proposal
would not preclude using the cash to buy food in a do-
nor country, but would put more pressure on food aid
agencies to justify that choice, which in many cases is a

cumbersome and expensive option.

Current EU practice is not the best advertisement
for a cash-based system. EU food aid donations have
dropped with their shift to a cash-based, partially un-
tied system (partial untying means the food should be
bought in or near the recipient region, not just on the
open world market). The cash—and therefore food—
has been slower to disburse than some of the in-kind aid
coming from the U.S. Nonetheless, while implemen-
tation is as important as getting the policy right, the
evidence shows that making food aid more responsive
to the needs of recipient countries is vital. Good food
aid is targeted (which argues against the U.S. practice
of using it for general budgetary support at a national
level) and it is flexible. Tying food aid to in-kind dona-
tions from the donor instead of allowing a choice is bad
policy. Such practices lead to unnecessary waste and fuel
attacks on food aid as a whole, at a time when food aid
resources are severely overstretched.

The WTO is not set-up to make decisions on what con-
stitutes a humanitarian emergency, or to judge whether
one kind of development program is better than an-
other according to development objectives. Nonethe-
less, there is a coincidence of interests between sound
trade rules and best food aid practice because the most
trade-distorting food aid is also the least effective aid
intervention. The EU approach is unnecessarily restric-
tive. A more modest approach should include: a clear
statement of principles for good food aid, a rule to stop
sales of food by the U.S. government being counted as
food aid and some guidelines to improve oversight of

monetization.

The U.S. Proposal
On October 5, 2005, the United States presented a
detailed proposal for food aid rules as part of the new

Agreement on Agriculture now under negotiation in
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the Doha Round.”! Unfortunately, the U.S. proposal
sidesteps the real issues and invents a few that confuse
the debate.

The U.S. proposal does not include an end to the sale
of food aid (food aid not in grant form). The U.S. pro-
posal says nothing about the monetization of food aid,

although open monetization in particular (when an

agency sells food aid in local recipient markets without :

targeting) tends to show trade-displacing effects. The
U.S. proposal suggests the UN Food and Agriculture’s

Consultative Subcommittee on Surplus Disposal as the

best arbiter of appropriate non-emergency food aid, yet

the committee has more or less ceased to function in
the past decade or so. The Mongolian government pro-
posed reforms to the subcommittee that would at least
have addressed the weaknesses of the committee; the
U.S. proposal did not even go that far.

The U.S. proposal puts food aid in three categories:
emergency food aid; food aid to NFIDCs and LDCs;
and, the rest. The categorization makes no sense. None
of the literature looks at food aid in this way. The impli-
cation is that NFIDCs and LDCs—76 countries in to-
tal—are too poor to have local producers and commer-

cial importers with an interest in their local and national

local farmers cannot take place, which is contradicted by :

empirical evidence. The evidence is perhaps even more
convincing on the displacement of commercial import-
ers.’*? Even in emergencies, displacement can and does
take place. Obviously that displacement may be war-

ranted by the immediate need of people facing famine.

However, many emergencies drag on for years—think
of the Sudan or Ethiopia. In these cases, while meeting :
immediate needs must remain the first priority, clearly :

it is not good enough to rely on the label “emergency” :

to discount the long-term damage that inappropriate
food aid might cause. For many NFIDCs and LDCs,

protecting local producers from dumped competition is

depressed. Good food aid can realize this objective; bad
tood aid will not.
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FAO’s test for food aid

Earlier in 2005, the FAO published a briefing that pro-
posed a filter to determine which food aid transactions
raise trade concerns, based on answers to three ques-
tions."> The filter provides a possible basis for the catego-
rization of food aid by the WTO.

The questions are:

1.To what degree does the food aid increase overall con-
sumption? (In other words, is it just displacing food pur-
chases, or is it providing food to people too poor to buy
what they need?).

2. To what degree is food aid tied? (Must it be sourced in
the donor’s market? Are there restrictions on who must
ship the food and where it must be processed?).

3. Is the food aid really needed by the recipient country?
(In FAO's language, is it meeting a legitimate aid need?).

Recommendations for food aid and the WTO

Canada’s June 18 proposal on food aid suggests an in-
© teresting approach for the WTO: Create a “safe-box” to
protect food aid that is unquestionably essential for sav-
ing lives and then see how to handle the remainder with
appropriate WTO disciplines. The Canadian list pro-

. . _ posed treating as non-trade-distorting food aid that is:
markets. There is a presumption that displacement of :

1. Demand-driven and based on a needs assessment
carried out by the World Food Program and other
relevant United Nations food aid agencies in coop-

eration with the recipient member.

© 2. Granted on the basis of pledges and commitments

to, or in response to appeals from, specialized
United Nations agencies, other relevant regional
or international intergovernmental agencies, or the
International Red Cross and Red Crescent move-

ment.

3. Distributed directly to targeted beneficiaries.

: 4. Provided exclusively in fully grant form.

essential because production needs to be stimulated not :
: 5. Completely untied from requirements of where or

from whom food provided as aid is purchased.
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6.

IATP proposes the following additional measures for

Not linked to market development objectives of do-
nor members.

Not tied directly or indirectly, to commercial ex-
ports of agricultural products or of other goods and

services to recipient countries.

Not re-exported, except where it is an integral part
of a food aid transaction initiated by a specialized
United Nations agency.

food aid that does not meet the “safe-box” criteria:

9.

10.

11.

Phase out all sales of food aid by donor governments.

Require all food aid that fails to meet the above

criteria be reported to the WTO and FAO jointly :

to ensure the food aid is well-targeted and causes
minimum disruption in local and regional markets.

Implement the Marrakech Decision for Least Devel-
oped and Net Food-Importing Developing Coun-
tries. WI'O members are responsible for provid-
ing readily accessible financing to assist LDCs and
NFIDC:s facing higher import bills, whether because

of more volatile world commodity prices or because

of the decline in the availability of food sold at con-
cessional prices in the world market. Note assistance

is to be provided as finance, not in-kind food aid.

More generally, governments must:

>

Immediately restart negotiations to reform the
Food Aid Convention.”** Such reforms should es-
tablish strong and enforceable multilateral guide-
lines with appropriate monitoring and enforcement
mechanisms. Recipient countries must be given full
rights to join the negotiations for a new Food Aid
Convention and to be full members of the conven-
tion once it is established. All food aid, whether bi-
lateral of multilateral, should be bound by the best

practices set out in the new Food Aid Convention.

Strengthen WTO rules to protect agriculture in de-
veloping countries from the persistent dumping of
commodities at prices below the cost of production,
including inappropriate food aid.’*® Recent G-20
and G-33 proposals to allow border measures to
be used against imports of commodities that have
been subsidized would be one way to make this goal

more concrete.
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Planting the rights seed:
A human rights perspective on agriculture

and the WTO

Around 70 percent of the world’s
poorest people live in rural areas and

are dependent on agriculture for their

income, food supply and livelihoods.

Many of these are small-scale, sub- . mitments affirming human rights

sistence farmers, and the vast major- | relevant to agriculture include the

ity produce food for local consump- ¢ Millennium Development Goals in

tion. If we are to improve the lot of ¢ which all countries of the world em-

the majority of the poorest people ' phasized their commitment to com-

in the world then we must develop . bat poverty, hunger and disease. In

2004, the 188 members of the Food

and promote the rural sector, put- :

ting people, rather than production,

at the centre of agricultural policies. opted Voluntary Guidelines on the

Developing the farm sector is an ef-

fective way to generate employment . . .
yros pioy : Many internationally-recognized

and reduce poverty, as well as to in- :

¢ rights are affected by agricultural

crease levels of health, nutrition and trade policy; including the right to

life, to food, to health, to work and to

education.

Human rights law provides tools that :
can help define an agriculture system :
that guarantees human rights for all. :
Human rights are particularly rel- :
evant to World Trade Organization :
members, because all have signed :

and ratified at least one of the inter- :

national human rights instruments.

The human rights framework

Human rights are legally binding for :
all countries of the world. Some of
these rules are set out in countries’
national laws, others are set out in
international human rights treaties. :
All countries have ratified at least one
of these treaties, which include the
International Covenant on Civil and
Political Rights, the International
Covenant on Economic, Social and

Cultural Rights and the Convention
on the Rights of the Child.

Other recent international com-

and Agriculture Organization ad-

Right to Food.

be free from discrimination. Human
rights law requires states to respect,
protect and fulfill human rights. In
relation to the right to food, for in-
stance, the obligation to “respect”
means that the state should not take
actions that deprive people of their

: existing access to adequate food. The
: obligation to “protect” means that

. the state should enforce appropriate

laws to prevent third parties, includ-
ing powerful people and corpora-
tions, from depriving individuals of
their access to adequate food. Final-
ly, the obligation to “fulfill” means
that the state should identify vulner-
able groups and implement policies
to ensure their access to adequate
tfood by facilitating their ability to
feed themselves. As a last resort, the
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SAILING CLOSE TO THE WIND

government is also required to provide adequate food to

those who cannot feed themselves.

The human rights framework provides useful tools for
approaching economic and trade policy-making. Hu-
man rights’ emphasis on the needs of the most vulner-
able members of society, and on prevention of discrimi-
nation, provide a people-centered yardstick against

which proposed policies can be measured.

How does the Agreement
on Agriculture affect human rights?

From a human rights perspective the AoA has four key

failures:

1. Promotes exports rather than livelihoods. The
AoA’s approach to agriculture is based on the ideol-
ogy of trade liberalization. It entrenches the “right
to export” rather than human rights. The AoA is
designed to open markets worldwide and expand
trade. This export-oriented approach does not
guarantee improvements in people’s livelihoods. In
fact, it benefits the privileged minority that have ac-
cess to resources, infrastructure, credit and foreign

markets.

2. Fails to tackle corporate control. Trade liberaliza-
tion has increased the market power of transnation-
al commodity traders and processors, while taking
power away from producers. This threatens liveli-
hoods of farmers all over the world leaving them
either impoverished or dependent on subsidies to
earn a living. The AoA contributes to the consoli-
dation of corporate power by ignoring the domi-
nant role that a handful of large companies play at

all levels of the food system.

3. Allows dumping to continue. Opening markets to
higher levels of imports can actually increase food
security because imported food can displace local
production. Higher levels of imports are particu-
larly damaging when developed countries maintain
artificially high levels of production and then sell
surpluses abroad at prices below their cost of pro-

duction, a practice known as dumping. Dumping is

a human rights issue because farmers in developing
countries are unable to protect themselves and lose
their livelihoods due to competition from dumped
imports. The WTO does have rules designed to
prevent dumping, but they are weak and do not
address the root causes of dumping, namely excess

production and the market power of corporations.

4. Locks developing countries into an unlevel playing
field. Since the 1980s World Bank and Interna-
tional Monetary Fund (IMF) structural adjustment
programmes have pressured developing countries to
reduce most of their trade barriers. This has created
the situation existing today, which sees many de-
veloping countries with low border protection mea-
sures, little scope for domestic price controls and
little possibility to provide subsidies due to their
limited resources. Conversely, developed countries
are not subject to World Bank and IMF liberaliza-
tion requirements to reduce and eliminate trade
barriers and they have the financial means to pro-
vide support to their farmers. Instead of seeking to
redress the imbalance, WTO rules have locked all
developing countries into the existing unfair system.
From a human rights perspective, this situation is
problematic, as it deprives developing countries of
the policy space they need to implement policies to

protect their people.

The WTO AoA contains provisions that could protect
particular countries, or groups of people within coun-
tries, from the harmful effects of liberalization. These
include non-trade concerns, special and differential
treatment, the special safeguard and the Marrakesh De-
cision on Net-Food Importing Developing Countries.
Although these are not implemented in a way that en-
sures protection of livelihoods and human rights, they
do offer openings within the existing structure of trade
rules through which WTO members can meet their

human rights obligations.
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Simple steps towards
ensuring fair agricultural trade rules

1.

Support stronger and simpler rules to prevent and
counter dumping. The WTO should improve and
strengthen the definition of dumping so that prod-
ucts are considered dumped when they are sold be-
low their cost of production. Importing countries
should have the ability to immediately impose coun-
tervailing and anti-dumping duties where goods are
sold abroad for less than the cost of production.

Take non-trade concerns into account and use safe-
ty nets. Reflecting and incorporating non-trade
concerns into agricultural trade policy can change
the economic-centered perspective of the WTO
and bring in social, environmental and cultural
concerns. The category of special products and the
special safeguard mechanism for use by developing
countries on the basis of food security, rural liveli-
hoods and rural development concerns, are a wel-
come mechanism through which to promote fairer

and more people-centred agricultural rules.

Make special and differential treatment provisions
more meaningful. Developing countries have long
insisted that existing SD'T mechanisms are insuf-
ficient to address the disadvantages they face. In re-
sponse, they have tabled 88 proposals at the WTO
to improve SDT. These proposals require urgent
review and should not be delayed further.

4,

Conduct impact assessments. Human rights laws
requires states to monitor the enjoyment of human
rights in their country. Given that liberalization, as
defined and implemented through the WTO, has
caused retrogression from the enjoyment of human
rights, it is essential that human rights impacts of
any new negotiations be assessed before entering
into new commitments.

Tackle corporate control. The human rights frame-
work is a powerful tool for holding private corpo-
rate actors accountable for the harmful human ef-
fects of their activities and should be used as a basis

of efforts to tackle corporate control.

Ensure coherence between governments’ economic
and human rights obligations. States’ human rights
obligations cannot be discarded when countries are
negotiating at the WTO or with the IMF or World
Bank. The WTO’s view of coherence needs to be
broadened to ensure that countries do not enter
into tradeagreements that undermine their social
policies or their ability to meet their human rights
obligations.
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For more information

With over 55,000 visitors a month, the Institute for Agriculture and Trade Policy’s Web sites are leaders in
research, news and opinion about international trade issues. More about IATP and our work at the 2005 Hong

Kong WTO ministerial can be found at:

> iatp.org: The latest reports and events from the Institute for Agriculture and Trade Policy;

contact information; press information.
> tradeobservatory.org: Reports and breaking news about all aspects of international trade.

> fairtradeexpo.org: The official Web site of the 2005 Hong Kong Fair Trade Fair and Symposium,
hosted December 13-16 in Hong Kong by IATP, Equiterre, Gerster Consulting, Asia Fair Trade

Forum and Oxfam Hong Kong.

> radiohongkong.org: Headline roundups and on-the-ground audio reports from the heart of
the 2005 WTO ministerial.
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