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Chapter 2. MC11: A new opportunity to reduce distortions in the 
global agricultural trade system

By David Laborde Debucquet, Valeria Piñeiro and Joseph Glauber

>> Introduction

The Eleventh Ministerial Conference (MC11) of the World Trade Organization (WTO) 
will take place from 10 to 13 December 2017 in Buenos Aires, Argentina.  The Ministe-
rial Conference which is attended by trade ministers and other senior officials from the 
organization’s 164 members, is the highest decision-making body of the WTO. The last 
Ministerial Conference was held in Nairobi, Kenya in December 2015.  This will be the 
first Ministerial Conference to be held in South America and will provide an opportunity 
to reduce trade barriers and further liberalize the global trading system.  

While the Doha Round5 itself involved more than 20 topics (not just agriculture) and 
while agricultural trade makes up less than ten percent of global trade, the issue of ag-
riculture remains key for both developed and developing countries, particularly regard-
ing the goal of ending poverty and hunger worldwide. In addition, while five decades 
of General Agreement on Tariffs and Trade (GATT) negotiations liberalized the industri-
al sector, especially for developed countries, agriculture remained largely outside the 
trade policy reform trend for a long time and was only included in the global trade disci-
pline starting with the Uruguay Round in 1995. 

Agricultural negotiations are organized around three pillars: market access, domestic 
support (i.e. farm subsidies) and export competition. The latter topic was tackled in Nai-
robi with a firm commitment to phase out export subsidies by developed economies 
(see Laborde and Díaz Bonilla, 2015, for an analysis).  Market access negotiations have 
made limited progress, and countries appear to be exploring bilateral and regional 
agreements to achieve new tariff concessions. In this context, a particular area of interest 
will be whether members are willing to commit to further reforms in agricultural domes-
tic support, an issue that could be handled only in multilateral negotiations.

>> Domestic Support—Ripe for Reform? 

A landmark achievement of the Uruguay Round (UR), and specifically of the Agreement 
on Agriculture (AoA), was the full inclusion of agriculture in a system of multilateral rules 
and disciplines, particularly disciplines governing agricultural support. Farm policy mea-
sures were classified, and put in different “boxes” based on the level of trade distortions. 

Domestic support levels were bound and subject to reduction commitments (20 percent 
reduction over six years for developed countries; thirteen percent cuts over ten years for 
developing countries).  Significantly, countries were encouraged to adopt support pol-
icies that had minimal production and trade-distorting effects and which were exempt 
from reduction commitments (the so-called Green Box).  

Trade-distorting support as measured by the total aggregate measurement of support 
(AMS) has declined substantially for the major subsidizing countries over the last 20 
years (Brink, 2014).  Major domestic policy reforms in Japan, the EU and the USA have 

5 See Laborde, 2017 for a complete narrative of the Doha Round negotiations.



[  28  ]  Agricultural Trade Interests and Challenges

FIGURE 1: Total AMS as a percentage of AoA binding

Source: WTO, 2017.
Note that for the years 2006 and 2007, the EU in the graph represents EU 25; for other years, it is EU 27.
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Despite those reductions in AMS levels, concerns about domestic support levels remain. 
First, the AoA also contains provisions that exempt large levels of trade-distorting sup-
port from reduction commitments.  Those exemptions include certain direct payments 
to farmers where the farmers are required to limit production (sometimes called “Blue 
Box” measures, covered under Article 6.5 of the AoA); certain government assistance 
programs to encourage agricultural and rural development in developing countries 
(covered under Article 6.2 of the AoA); and other support on a small scale (“de minimis”) 
when compared with the total value of the product or products supported (five percent 
or less in the case of developed countries and ten percent or less for developing coun-
tries).  

Figure 2 shows a measure of “non-Green Box” support for selected countries – referred to 
as Overall Trade Distorting Support or OTDS – expressed as a percentage of the value of 
production.  Non-Green Box support for the EU and the USA has declined to below five 
percent of the value of agricultural production.  By comparison, Japan’s OTDS remains 
relatively high at over ten percent of the value of production.  Among the developing 
countries shown here, Brazil and China’s OTDS levels are less than five percent of the 
value of agricultural production, while that of India exceeds ten percent.  It is important 
to note that China has not notified support levels since 2010.  

resulted in support levels for those countries significantly below bound levels. Figure 1 
shows reported AMS levels relative to country bound levels for selected countries. All 
are currently well below 25 percent, although there is some variation particularly for 
countries whose support levels are tied to market prices (such as the USA and Canada).  
This suggests that those countries could readily absorb large cuts in bindings with mini-
mal changes to their domestic support programs. New disciplines will lead to limitations 
on the policy space of these countries and future program expansions, instead of actual 
reduction to payments made to farmers.
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FIGURE 2: OTDS as a percentage of value of production

Source: ICTSD, 2017
Note: India has reported new notifications covering the years 2011 through 2014, but they
do not show significant change in the overall amount of the support.  
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A second concern about domestic support is that the current caps on domestic support 
apply only to the aggregate level of support across all commodities.  The AoA provides 
no disciplines on spending on individual commodities for members with AMS bindings6.   
Thus, countries could theoretically concentrate support to just one commodity and still 
remain compliant with AoA disciplines7.   

Product-specific support remains concentrated in a handful of commodities including 
rice, wheat, sugar, cotton, beef, pork, and dairy (Greenville, 2017).  Developed coun-
tries have tended to provide most of their trade-distorting support in the form of prod-
uct-specific subsidies. This is especially true in the EU and Japan, where 90 and 80 per-
cent of trade-distorting support, respectively, is granted in the form of product-specific 
subsidies.  In some cases, product-specific support is quite concentrated.  For example, 
35 percent of the total EU trade-distorting support is for dairy products and almost 20 
percent for wheat. In the USA, dairy products and maize account for 40 percent of all 
trade-distorting support, while in Japan the share of pork and beef accounted for almost 

6 For countries without AMS bindings, the de minimis level provides an effective cap on individual commodity support.

7 However, such support could be vulnerable to challenge under the Agreement on Subsidies and Countervailing Measures.
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two-thirds of the total.  For some developing countries, product specific support is quite 
high as well.  In South Korea, domestic support for rice accounts for about 70 percent of 
South Korea’s total trade-distorting domestic support.

More typically, developing countries have tended to provide non-product-specific sup-
port. This is particularly the case in India or Brazil, where more than 90 percent of aid 
received in recent years has been provided as non-product-specific payments (ICTSD, 
2017).

Third, concerns have been expressed about the growth in Green Box spending, particu-
larly in the areas of decoupled income support (Paragraph 6 of Annex 2) and agricultural 
insurance programs (paragraphs 7 and 8).  Both the EU and the USA have notified large 
amounts of decoupled support under paragraph 6.  In 2012/13, the EU notified its Single 
Payment Scheme and other decoupled programs totaling more than 32.8 billion euros 
under Paragraph 6 of Annex 2.  In 2013, the USA notified direct payments totaling $5 
billion USD under Paragraph 6 (the direct payment program was eliminated in the 2014 
farm bill). Recent empirical research has questioned whether decoupled support is truly 
decoupled (O’Donoghue and Whitaker, 2010; Bhaskar and Beghin, 2009).

At the time of the launch of the Uruguay Round, agricultural insurance schemes were 
present in only a handful of countries and were minor in scope.  Since then, agricultur-
al insurance programs have grown from 2 billion USD in premium volume in 1986 to 
over 30 billion USD in 2014 (Glauber, 2016).  Programs in the USA and China account 
for about half of this total, but insurance programs are reported in over 100 countries, 
as reported in a 2007 World Bank survey (Mahul and Stutley 2010).  The evidence on 
the effects of agricultural insurance on production is mixed.   Studies have mostly in-
dicated that crop insurance subsidies have had small impacts on production overall in 
areas where insurance is broadly available across crops. Crop insurance likely has larger 
impacts on crop choice when insured crops compete against uninsured crops, or when 
crops where revenue insurance is available compete against crops with only yield insur-
ance (Glauber 2015).

Last, while non-green box support levels in developed countries have largely declined 
since 1995, support in advanced developing countries such as Brazil, China, India and 
Indonesia has increased, although moving from very low levels.  Support has largely 
been in the form of input subsidies (India and Indonesia) or investment subsidies (Brazil).  
China’s price support programs have grown considerably in recent years, particularly 
since the fall in global prices in 2013.  With build-ups in government-held grain stocks 
in emerging markets such as China, questions have arisen regarding the sustainability of 
such policies.  To that end, China has recently announced reforms in domestic support 
policies for cotton and corn.  

>> Analytical Framework

To analyze the effects of potential reforms, we used MIRAGRODEP (Laborde et al. 2013), 
a global computable general equilibrium (CGE) model that includes 35 sectors (includ-
ing 19 agro-industrial sectors) and 31 regions. The MIRAGRODEP model shares similari-
ties with other global CGEs – such as the GTAP or the LINKAGE multi-country CGE – and 
allows for a detailed and consistent representation of economic and trade relations with 
the rest of the world. International economic linkages are captured through the interna-
tional trade of goods. A dynamic version of the model is used by solving the model se-
quentially and moving the equilibrium from one year to another. In our study, we assume 
perfect competition in all sectors. In each region, the government is explicitly modelled 



[  31  ]  WTO Ministerial Conference in Buenos Aires

as different from private agents and uses a varied set of instruments (taxes, subsidies) to 
implement its policies. 

The model includes three important assumptions: the private account closure, the ex-
ternal account closure, and the government account closure. Due to the role of such 
assumptions in driving some of the results, it is important to clarify them. The private 
account closure assumption is concerned with the savings-investment closure. We follow 
a Neo-Classical closure and assume that savings determines investment: the marginal 
propensity to save is constant such that variation in income leads to variation in savings, 
which brings variations in investment. The external account closure is concerned with the 
assumption on the current account (the current account includes exports and imports of 
goods and services, plus public and private transfers from or to the rest of the world). We 
consider that the real exchange adjusts in such a way that the current account balance 
is constant. This allows meaningful welfare analysis. Last, for the government account 
closure we consider that public expenditure per capita is constant. Therefore, we use 
an endogenous consumption tax to ensure that government net savings are constant in 
terms of GDP. In this specific study, it means that any cut in farm subsidies due to new 
disciplines will lead to redistribution to the tax payer-consumer through a reduction in 
existing consumption taxes.

The model is calibrated on the Social Accounting Matrix (SAM) and trade data of the 
Global Trade Analysis Project (GTAP) 9.1 (Aguiar and al, 2016). The GTAP Database is 
a fully documented global database which contains complete information on bilateral 
trade, transport, and protection linkages among 130 regions for all 57 GTAP commodi-
ties for 2011. 

In this study, the model and the data have been adjusted in several ways to properly 
tackle the issue at hand and provide the most up-to-date set of information on agricul-
tural production and farm policies. 

Regarding the data and the policy instruments used in the model, we have re-processed 
the global SAM to accurately target the value of agricultural production of each sector in 
each region in the base year. We use the latest WTO notifications available by country, 
and the FAOSTAT value of production information to fill the gaps. Similarly, all the policy 
information on farm policies, except tariffs, available in GTAP are replaced by actual data 
from the latest WTO notifications. Each policy/instrument detailed in the notifications is 
mapped to a model variable: subsidies to inputs, payments to factors of production, or 
production in ad-valorem or ad-volumen form. In addition, we include for each instru-
ment a breakdown by box classification to allow different accounting and disciplines. 
Therefore, for a given commodity and country, an input subsidy could have an “Amber 
Box” component and an “Article 6.2” one depending on the notifications and the focus 
on smallholders of the policies. In such a case, different disciplines will apply.

In the baseline, we keep all these policies constant, except if total AMS levels are bind-
ing. As soon as the disciplines are binding (either in millions of constant dollars or in 
percentage of the value of production depending of the discipline/scenarios), we im-
plement a proportional reduction of applied subsidy rates until constraints are checked. 
This radial shifter is applied on all policies under disciplines (e.g. all non-Green Box mea-
sures) in the scenario when the overall constraint is reached, or at a sectoral level when 
a specific product cap is reached.

This type of model results in a “business as usual” run where changes in production, 
exports, and other macro variables are seen in the event that no policy change occurs 
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while economic growth, demographics, and productivity drive the evolution of world 
and domestic markets. Comparing these results with scenarios designed (where policy 
changes are introduced) allows us to analyze the impact of disciplines on various domes-
tic support measures.

>> Potential Reform Scenarios and Results

A number of scenarios were considered, given the global situation described and the 
communications submitted on the issue by countries in preparation for the upcoming 
WTO Ministerial Conference. These communications have in common the idea that the 
introduction of a general limit to domestic support is needed. As already mentioned, 
the OTDS gathers the Amber Box, de minimis, Blue Box and under certain scenarios, 
payments under Article 6.2, and is an important element of the 2008 domestic support 
modalities of the Doha Round. However, exact implementation requires many concrete 
options on how the limit should be designed: as a percentage of the current value of 
production versus a fixed reference value; upper bounds of OTDS by category of coun-
tries; limits by product; a special case for cotton where it should have specific commit-
ments; and options on how reductions will be phased in over time. Each option has its 
pros and cons, both in terms of conceptual relevance and the capacity to have an oper-
ational monitoring of the new discipline. Last, it has also contrasted impacts for different 
countries. 

For instance, having an OTDS cap measure as a percentage of the actual value of pro-
duction8 of a country, compared to using a reference year number for the value of pro-
duction, is consistent with the existing de minimis approach and allows it to be a dynamic 
constraint, allowing expansion of policy space for a growing agricultural sector in the de-
veloping world and solving the inflation and exchange rate issue around a fixed amount 
in nominal terms. At the same time, it leads to a pro-cyclical policy space (high level of 
payments allowed when prices are high). It will also lead to a declining level of support 
for vulnerable agricultural sectors in advanced and aging economies (e.g. Japan), lead-
ing to concerns for policy makers, more uncertainty about the level of future farm poli-
cies in emerging economies, and no automatic reduction in relative support overtime – a 
soft policy reform feature of anchored discipline in absolute terms.

Regarding product-specific disciplines to avoid the concentration of subsidies on a 
subset of products, different options include using a percentage of total OTDS in prod-
uct-specific programs (easy to monitor but still lacking specific discipline at a product 
level); a ceiling on the product-specific program for each product, expressed as a per-
centage of the value of the production of that product (similar to the de minimis ap-
proach); and designing the limit by looking at the importance of exports of the product 
made by the member in the international market. In our study, when this discipline is 
included, we consider an actual limit of payments done for one sector in terms of OTDS 
eligible measures expressed as a percentage of production of this product. Therefore, it 
includes policies labeled as “product-specific” in terms of WTO notifications and a frac-
tion of “non-product payment” received by farmers producing this good.

Table 1 shows the dimensions that were taken into account at the time of designing the 
scenarios for this study. In addition to the important issue of how OTDS is defined in 
terms of current vs fixed value of production, and alternative rules for product specific 

8 If the reference period is chosen, the years for the period will have to be discussed as well as the amount of years included in the 
period.
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9 The reference period is a five-year average, 2010-2014. This period is associated with a price spike, resulting in a high level of VoP 
(or it just compensates for a few years of growth in volume). Put differently, the five-year average for the period 2010-2014 will lead to 
a level similar to the 2015 VoP. It is important to note that a dynamic VoP, or a mobile average will have other implications.

10 The cap limit per product can be defined as a percentage of total OTDS expenditures or as a percentage of domestic value of 
production. For scenario 3, we chose to measure the limit of product specific OTDS as a percentage of current value of production.

11 Scenario 4 includes a three percent reduction of OTDS limits per year for developed countries and two percent reduction per 
year for developing countries. The reduction is introduced starting in the year 2022.

12 We also analyzed a scenario where the policy space coming from AMS is added to the OTDS limit for developed countries but 
as expected it does not lead to policy reform in these countries. Similarly, excluding Blue Box programs from the OTDS have been 
investigated but lead to minor changes compared to these scenarios at the global level.

limits, we explore the inclusion of all or some of the Blue Box and of Article 6.2 into the 
definition of OTDS. 

The idea of the scenarios presented in this article is to show the range of possible out-
comes, given the already mentioned elements and dimensions related to domestic sup-
port under the WTO, showing where each scenario is positioned in the political space 
available for each country, going from the least ambitious scenario to the most ambitious 
one.

TABLE 1: Scenarios

Source: Authors.
Notes: *2% reduction for developed countries and 3% reduction for developing countries starting in 2022
             ** 7.5% developed countries, 12.75% China and 15% developing countries

Scenario #

Label

Developed

Developing
China

OTDS limit for

OTDS expressed as % of

Blue Box payments included in
OTDS

OTDS allowed rate reduced
over time

Product Limit
Article 6.2 included in OTDS

1

OTDS with
variable VoP

Current VoP

Yes

No
No

No

No

No

No No

No

Yes Yes

Yes** Yes**

Yes**

Yes

Yes

Fixed Reference
VoP

Fixed Reference
VoPCurrent VoP

10%
17%
20% 20% 20% 20%

17% 17% 17%
10% 10% 10%

OTDS with
fixed VoP

OTDS with
product VoP

High Ambition

2 3 4

Scenario 1 defines the OTDS as the sum of the total AMS, de minimis and Blue Box 
measures and is measured as a percentage of the current value9 of production. Scenario 
2 has the same definition of OTDS but differs from scenario 1 in the way the OTDS is 
measured, in this scenario being a percentage of a fixed period value . Scenario 3 shows 
the limit of total OTDS as a percentage of the current value of production (as in scenario 
1) and it also includes product-specific caps to avoid excessive product concentration of 
support10.  Scenario 4 shows the most ambitious proposal, given the dimensions for an 
OTDS agreement already mentioned, with an OTDS defined as the sum of AMS, de mi-
nimis, Blue Box and Article 6.2 measures, expressed as a percentage of a fixed reference 
period (2010-2014) and including a declining OTDS limit over time11 . The policy reform 
is fully implemented by 2022 for developed countries and 2025 for developing coun-
tries. In all scenarios, we remove the UR AMS policy space for developed countries12. 
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Considering the features of the scenarios and the endogenous production evolution 
driven by the model, in Figure 3 we can display the evolution of OTDS limit by group of 
countries.

FIGURE 3: Bound AMS and OTDS limit by scenario and group of countries
          in 2025, millions of USD (constant 2011)

Source: MIRAGRODEP simulations.
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As implied by the scenario design and preliminary discussions, the first scenarios have 
limited impacts: policy constraint in OTDS are poorly binding, and only a few advanced 
economies have to reduce their distorting farm subsidies. Interestingly, when increased 
disciplines are considered, both overall OTDS constraints and product cap provisions 
aim to limit support in similar sectors, especially the livestock industries, leading to gains 
for key exporters of these products among both developing and developed countries. 
Also, in scenarios 1 and 2 some feed suppliers to the very intensive livestock sectors that 
will be reformed see a reduction in the demand they face.

Figure 3 also shows the bound AMS for 2025 in the case that a new agreement is not 
reached. All of the scenarios analyzed will deliver lower OTDS limits that bind AMS for 
developed countries and for the developing countries that have an AMS commitment.

Also, it is important to note that OTDS payments will be higher in the case where Article 
6.2 is included in the definition of OTDS compared to the scenarios where OTDS is only 
defined by AMS, de minimis and Blue Box measures. 

A first indicator to consider in such an analysis is how world agricultural prices will be 
impacted by the new WTO disciplines. Indeed, it will be a key channel of transmission 
between markets and will show how a reduction in domestic support in some countries 
will benefit other farmers worldwide through reduced subsidized competition. Figure 4 
shows this indicator for each agricultural product in the model, as well as an aggregate 
(agricultural products and processed food). As explained before, we compare the prices 
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in 2025, under average economic and weather conditions (trend) with and without pol-
icy changes. Therefore, we focus on structural changes, important drivers for long-term 
decisions, and not year-to-year fluctuations.

FIGURE 4: Agricultural World FOB Prices (Percentage Changes with Respect
          to the Base in 2025)

Source: MIRAGRODEP simulations
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We can see that the first two scenarios have less of an effect on prices compared to the 
last two – where a product cap is included.  Deeper examination shows that cotton is the 
commodity with the highest increases in prices, given the reduction in cotton production 
in the USA and other developed countries, followed by wheat and grains. For wheat 
and cotton, the impact on prices is magnified when Article 6.2 payments of India are 
constrained (scenario 4).

These price changes have some important welfare implications through the terms of 
trade effects: net exporters of commodities with price increase will gain from these pol-
icy reforms, while net importers may lose due to a higher import bill of global markets.

Following the sectoral price changes, we can now analyze the evolution of global ag-
ricultural trade in Figure 5. Agricultural trade follows the pattern seen in international 
prices, where the scenarios with limits on the OTDS (as percentage of current VoP or a 
fixed period) do not have a significant effect compared to the scenarios in which a prod-
uct cap is also imposed. In the most ambitious scenario cotton trade decreases by four 
percent with respect to the base by 2025, given the reduction in the US production as a 
consequence of the imposition of a product cap plus a reduction of the OTDS limit over 
time. The same can be said for wheat and to a lesser degree for vegetable oil and wool. 
Instead, livestock (red meat and white meat) and sugar see an increase in trade, given 
the reduction of production in countries with high levels of domestic support, which 
creates the need for increased imports to satisfy domestic consumption, with imports 
originating from countries with stronger comparative advantages.
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Due to different product specializations, but also domestic policy constraints, we can 
observe heterogeneous impacts among countries in Table 2. First, we can see some dif-
ferences between the value and the volume effects on net agricultural trade (including 
processed food products), the latter being smaller in scenarios 1 and 2 due to changes in 
the commodity mix of international trade, while in scenarios 3 and 4, the decline in vol-
ume of “subsidized” exports is counterbalanced by higher world prices. (See Figure 4.)

TABLE 2: Key Indicators by Region (percentage changes with respect to the base
        in 2025)

Source: MIRAGRODEP simulations.
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FIGURE 5: Agricultural Volume of Trade (Percentage Changes with respect
          to the Base in 2025)

Source: MIRAGRODEP simulations
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The volume of agricultural exports from developed countries decrease between 0.8 per-
cent to 2.4 percent with respect to the base in 2025 depending on the scenario ana-
lyzed, with the smallest decrease being in the least ambitious scenario and the biggest 
decrease in the most ambitious one. However, it is important to note that the difference 
between scenarios 3 and 4 is only 0.15 percentage points. Given that developed coun-
tries do not have domestic support under Article 6.2, that difference is explained by the 
reduction of the OTDS limit over time imposed in scenario 4.

For Russia, India and China, a positive increase in exports is seen in all scenarios with 
the exception of scenario 4, where the expenditures on Article 6.2 are included in the 
definition of OTDS.

The four scenarios have a positive impact on Latin American agricultural exports, with 
scenario 3 being the most favorable (Brazil is adversely affected under scenario 4 be-
cause its support includes Article 6.2, which is capped under scenario 4). Instead, other 
developing countries see scenario 4 as the scenario with the higher increase in agricul-
tural exports.

Table 2 shows that developed countries see a contraction of their farm production in 
all scenarios, while production levels in Russia, India and China see small gains under 
all scenarios except scenario 4, where Article 6.2 is also accounted for the limit in the 
level of OTDS. Latin America and other developing countries increase their agricultural 
production in all scenarios, noting that in the case of other developing countries their 
production does not differ much between scenarios.

When looking at the income received by the farmers (Table 3), the story does not change 
for developed countries.  Having to take measures to comply with the new limits on do-
mestic support, farmers’ income levels decrease and in different amounts depending on 
the scenario. For developing countries, the impact of the four scenarios is considerably 
different between them, with the most ambitious scenario being 0.05 percentage points 
higher than the scenario with limit on the OTDS calculated as a percentage of a fixed 
period plus a product cap.

An important implication, and a stepping stone in the negotiation process, is the poten-
tial political economic impacts of these reforms. We measure it in Table 3 through the 
changes in real farm value added; it is a simple metric for farmers’ gross income, net of 
input costs, and we look at it with and without including subsidies13.  Let’s keep in mind 
that any losses in farmer’s income could be compensated through non-distortive income 
support policies (Green Box) but we do not model such adjustment.

Summarizing, at the regional level, we can see five categories of countries: first, the ad-
vanced economies with defensive interests (e.g. EFTA, Japan) that have to cut subsidies 
and need to replace domestic production with imports; second, the advanced econo-
mies that have a mixed outcome with some domestic subsidies reduction but new mar-
ket opportunities in other advanced economies (e.g. Canada). The third category com-
prises advanced economies (e.g. Australia) that do not have new domestic constraints 
and can benefit from third parties’ policy reform. Fourth are developing economies (e.g. 
Mercosur countries) that can grasp new opportunities on world markets. Finally, the last 
category is largely composed of net agricultural importing countries (e.g. South Korea) 

13 The latter value shows the evolution of the volume of activity and production due to the fixed Leontieff coefficient in our model 
between production and value added in volume.
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TABLE 3: Real Farm Income by Region (percentage changes
        with respect to the base in 2025)

Source: MIRAGRODEP simulations.

WORLD

Developed Countries

Other Developing Countries

Russia-India-China

Latin America

Argentina

Brazil

Australia and New Zealand

Canada

EU28

India

Japan

South Korea

EFTA

South Asia

Sub-Saharan Africa

USA

-0.02

-0.73

0.10

0.19

0.11

0.02

0.04

0.09

0.14

0.04

0.19

-7.29

0.09

-20.10

0.03

0.06

0.06

0.00

-0.58

0.10

0.18

0.10

0.01

0.04

0.08

0.14

0.03

0.19

-5.47

0.09

-18.35

0.03

0.06

0.05

-0.15

-1.53

0.14

0.21

0.17

0.04

0.15

0.24

-0.75

0.05

0.23

-13.75

0.10

-25.68

0.08

0.09

-0.74

-0.47

-1.58

0.19

-0.44

0.02

0.11

-0.05

0.46

-1.84

0.11

-2.43

-13.46

0.15

-24.77

0.25

0.16

-0.98

S1 S2 S3 S4

that have limited gains in exports and face higher world prices in imports; their trade 
balance in volume improves but the outcome in value is more contrasted.

Finally, we can provide an overall economic impact of these reforms through welfare 
changes. Two effects are driving the results: the terms of trade effects, explained above, 
and depending directly if you are an exporter or importer of products that benefit from 
large price increase on world markets, and also the efficiency gains arising from reduced 
distortions domestically. This mechanism implies that by cutting subsidies, then labor 
and capital (mainly leaving agriculture), and land within the agricultural sector, are mov-
ing to sectors and products where countries have stronger comparative advantages. This 
last effect is an important source of gains for EFTA countries and Japan, counter-balanc-
ing the negative terms of trade effects.

Two observations must be noted: first, the welfare results are quite small but this should 
not be unexpected, based on the nature of the scenarios (partial changes in discipline 
affecting farm subsidies) and the analytical tool (CGE).
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Agriculture is a small share of GDP (less than four percent globally, less than eight percent 
for key exporters like Brazil, Argentina, Thailand) for most of the countries described in 
Table 3. We look at second-order effects through reallocation of factors (efficiency gains) 
for countries most affected by the reform14 and market mediated (i.e. changes in world 
prices) impacts for developing economies. Still, we observe some noticeable differences 
that explain the differences among countries’ interests and involvements.

Second, looking at the results presented in Table 2 and Table 3 we can see the conun-
drum of the domestic support negotiations: limited economic gains can be easily out-
weighed by the political cost of the reform and the expected losses for some domestic 
farmers. This situation is particularly striking for developed countries such as the EU and 
Japan and illustrates the role of domestic farm policies as an important, even if poorly 
effective, redistribution instrument. In this situation, it is important to look at the farm 
support negotiations in a broader context, including market access reform in agriculture, 
to generate larger efficiency gains, but also opportunities of reduced cost for the food 
processing industries in advanced economies, as well as non-agriculture sectors to bal-
ance the overall agreement.

>> Conclusions

The Eleventh Ministerial Conference of the WTO provides an opportunity to improve the 
world trade system through further reforms of the domestic support provisions under 
the AoA and provides an updated framework for the future.  Largely because of domes-
tic policy reforms made over the past 20 years, large subsidizers like Japan, the EU and 
the USA have applied considerable levels of domestic support under their bindings.  
For many countries, reducing bindings to applied levels would be arguably relatively 
painless in terms of real cuts to domestic support, although as shown by Glauber and 
Westhoff (2015), countries with price-dependent support policies such as the USA could 
suffer income losses under low price scenarios15. Scenarios 2 through 4 would place 
effective caps on overall trade distorting support for both developed and developing 
countries.

While the aggregate results reported here are relatively small, reduced bindings would 
be particularly effective in low price scenarios when counter-cyclical policies tend to be 
large.  This would reduce the ability of governments to insulate producers from price 
signals which would allow markets to more readily adjust to demand and supply shocks 
and will contribute to reducing global price volatility.

Agreeing on a well-defined product cap generates the biggest changes in the global 
markets – changes in prices and volume traded – given that it forces countries to re-
duce their expenditures in domestic support to specific commodities. This will gener-
ate a more efficient use of inputs and natural resources at a global level. At the same 
time, the most subsidized commodities – bovine and porcine meat, dairy products, and 
cereals – are going to see continuous expansion in future years with the rise of global 
income, especially among the poorest countries. Making sure that these new market 
opportunities can be grasped by farmers in low income countries and in particular Less 
Developed Countries (LDC) that will not have the capacity to enter in a subsidy race 

14 The model assumes constant employment in the labor market, however developing countries with unemployment could have a 
more favorable result if they could increase employment.

15 Our scenarios do not include short term price fluctuations and imply only minor real price increases for food products between 
2015 and 2025 in the baseline.
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with advanced and emerging economies, is a key element in guaranteeing inclusive glo-
balization. In addition, even if we do not address this issue in our analysis, the gains of 
domestic support reform will be increased by market access reform. Indeed, production 
reallocation and trade expansion will benefit from lower tariffs, less binding tariff rate 
quotas and transparent sanitary and phyto-sanitary regulations. This dimension is partic-
ularly important for the livestock and dairy sectors where the product-cap should deliver 
the stronger discipline on domestic support.

Last, if the WTO rules on domestic support are to be effective, compliance must be mon-
itored and enforced.  Article 18 of the AoA requires domestic support measures to be 
notified to the WTO Committee on Agriculture.  The Committee on Agriculture identi-
fied the need for annual reporting of applied support and prompt notification of new 
or modified measures (Brink 2011). Notification requirements, however, are not bind-
ing and there have been significant delays in reporting, including for major subsidizing 
members16. Questions have arisen as well as to whether domestic support has been 
notified appropriately in accordance with Article 6 and Annex 2.

For example, Glauber (2015) reports how members have reported crop insurance subsi-
dies as product-specific Amber Box, non-product specific Amber, Green Box and as Ar-
ticle 6.2 support, often with little documentation on how the specific measure operates.  
For example, China has failed to report subsidies for its agricultural insurance programs, 
which totaled almost 3 billion USD in 2012 alone. (Glauber 2015).  Concerns have also 
been raised about the reporting of price support programs, particularly under public 
stockholding programs. This last issue is of particular interest regarding the overall food 
security debate and will shape the future of the peace clause reached in Bali.
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