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Foreword 

Trade talks broke down at Geneva just before the European summer break of 
2006. On July 24, 2006, Pascal Lamy, the director general of the World Trade 
Organization (WTO), announced the failure to reach an agreement in the on
going round of multilateral trade negotiations. Deadlocks are not uncommon in 
trade negotiations. One had already occurred after the launching of the current 
round at Doha in November 2001. The Cancun Session of the Ministerial Con
ference in September 2003 ended abruptly when a large group of developing 
countries declared themselves against the proposal to expand the scope of WTO 
disciplines to cover new areas such as investment and competition policies. The 
consequences of the July 2006 impasse, however, were grimmer, because it be
came apparent that an international deal would not be inked before the expira
tion of the Trade Promotion Authority of the U.S. president on June 30, 2007. 
Even as the leaders of the principal protagonists have continued the search for 
solutions, it now seems inevitable that there wi l l be a long hiatus before the ef
fective resumption of negotiations. 

This study was undertaken as a collaborative research project between the 
Indian Council for Research on International Economic Relations (ICRIER) 
and the International Food Policy Research Institute (IFPRI) to provide a 
knowledge base to developing countries regarding their participation in the 
Doha Round. After evaluating the WTO Agreement on Agriculture, the authors 
perform a searching analysis of its implementation, in particular by the two 
major industrialized economies and a large developing country. They conclude 
that the commitments made in the WTO Agreement on Agriculture constituted 
a feeble attempt at agricultural liberalization. They suggest that in the multi
lateral trade negotiations the strategy of the developing countries should be 
aimed at a fundamental reform of world agriculture. 

Setting agricultural policies has always been a politically difficult task in 
all countries, and even more so in those developing countries where agriculture 
provides the main means of livelihood to a substantial segment of the popula
tion. One cannot, therefore, expect the WTO members to accept an outcome 
of the negotiations on agriculture based on economic logic alone. Even so, the 

xi i i 



xiv Foreword 

reasoned conclusions in this study provide valuable input for developing coun
tries' policymakers and negotiators. The study wil l also be of immense use to 
other stakeholders, opinion makers, students, and general readers by deepening 
their understanding of the issues that the participants are trying to tackle in the 
negotiations. 

Joachim von Braun 
Director General, IFPRI 

Isher Judge Ahluwalia 
Chairperson, ICRIER 



Preface 

In this study, our aim is to develop the strategy that would be in the best inter
est of developing countries to adopt in the multilateral trade negotiations on 
agriculture in the Doha Round. Before reaching our conclusions we delve 
deeply into the evolution of rules and disciplines on agricultural trade policies 
in the General Agreement on Tariffs and Trade (GATT) after its establishment 
in 1947 and analyze the complex provisions of the WTO Agreement on Agri
culture. We undertake an examination of the implementation of that agreement 
by the two major industrialized economies—the United States and the Euro
pean Community—and India and also look at how some of the other WTO 
members have fared in discharging their obligations under that agreement. We 
give a detailed account of the negotiations until the breakdown of talks in the 
last week of July 2006, discussing the issues that remained outstanding at that 
time. Finally, we outline the elements of the approach that would be the most 
beneficial for the developing countries to adopt in future negotiations. While 
we have put greater focus on India, we believe that the approach outlined for it 
is equally valid for many developing countries not belonging to the Organisa
tion for Economic Co-operation and Development. Like India, many of these 
developing countries are low-cost producers of farm products and earn sub
stantial amounts of foreign exchange from exporting these products. They too 
have large proportions of the population dependent on agriculture for their 
livelihood and use domestic support and export subsidies on a far lower scale 
than the industrialized countries. An important part of the study is an examina
tion of India's competitiveness in agricultural products. 

For the most part, we have relied on the official WTO and GATT docu
ments for our analysis of rules and implementation by WTO members. For the 
proposals made by members during the negotiations and the outcome of im
portant meetings, we have had to supplement the information available in offi
cial documents with facts and assessments gathered informally from delega
tions of WTO members. Analytical studies by other authors have been reviewed 
and used and are acknowledged at the appropriate places. For the trade com
petitiveness analysis of India, collaborative research undertaken earlier by one 

xv 



xvi Preface 

of the authors has been updated, using published data in national and interna
tional sources. 

We are deeply indebted to Isher Judge Ahluwalia and Joachim von Braun 
for the encouragement they provided throughout this study. We also acknowl
edge with thanks the research support provided by Rama Goyal, Kanupriya 
Gupta, Kathleen Mullen, Sudha Narayanan, Parthapratim Pal, and Monika Verma 
at various times during the course of the study. 
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1 Introduction 

WTO Negotiations: Crisis at Geneva 

In the early hours of the morning of Monday, July 24,2006, the ministers of six 
members of the World Trade Organization (WTO)—Australia, Brazil, the Eu
ropean Community (EC), India, Japan, and the United States, making up the 
Group of 6 (G6)—ended a marathon 14-hour meeting at Centre William Rap-
pard in Geneva with no convergence of position in sight. Pascal Lamy, director 
general of the WTO, declared that the differences were unbridgeable and an
nounced a suspension of talks. The Doha Round of multilateral trade negotia
tions was in the gravest crisis yet.1 

The G6 was the core group of the most influential WTO members that had 
to agree before there could be the prospect of agreement among the members 
as a whole. Their task was to settle the modalities of negotiations on three spe
cific issues, namely trade-distorting domestic support, market access in agri
culture, and nonagricultural market access. These were the most critical issues 
on which the outlines of an accord had to be drawn up before other issues on 
the Doha agenda could be addressed. Pressure was placed on the EC to improve 
its offer on market access in agriculture and on the United States to do the same 
with respect to trade-distorting domestic support. India faced the U.S. demand 
to moderate its request for special and differential (S&D) treatment in agricul
tural market access. Brazil and India were both under the joint pressure of the 
EC and the United States to lower their industrial tariffs. The July 24,2006 bid 
for consensus on these issues failed principally because of the inability of the 
United States to show any movement on domestic support. 

Crises on account of issues relating to agriculture are nothing new in trade 
negotiations. The ministers had put the Uruguay Round in limbo twice, at Mon-

1. The multilateral trade negotiations have come to be known as the Doha Round after the 
city in which the ministers of WTO members met in November 2001 and approved the Ministerial 
Declaration (WTO Doc. WT/MIN(01)/DEC/1), which contains a work program on trade negotia
tions. 

1 



2 Chapter 1 

treal in December 1988 and at Brussels in December 1990. The Doha Round, 
too, had witnessed a collapse at Cancun. The Fifth Session of the WTO Minis
terial Conference had come to an abrupt halt on September 14,2003, when the 
chairman of the conference, the Mexican secretary of state for foreign relations, 
Luis Ernesto Derbez, had called off the talks. On that occasion, the talks had 
ostensibly stalled on account of the rejection of the "Singapore issues" by a 
large group of developing countries.2 The stalemate on these issues, however, 
was undoubtedly linked to agriculture. The strongest supporters of the Singa
pore issues were the EC, Japan, Korea, Norway, and Switzerland, WTO mem
bers with a defensive position in agriculture. In proposing an expansion of the 
WTO mandate, their objective was clearly to try to shift the focus from agri
culture. In rejecting the Singapore issues, the developing countries were mak
ing the point that unless the WTO demonstrated the ability to deal effectively 
with their concerns in areas within its existing remit, they could not be per
suaded to agree to expand the scope of the WTO obligations. 

In the negotiations resumed after Cancun, a considerable amount of tech
nical progress was made on agriculture, and the issues and trade-offs became 
clearer. But for a long time the participants balked at negotiating on the basis 
of numbers indicating the extent of reduction of trade barriers. In July 2004, they 
had agreed on elimination of export subsidies, but showed extreme caution in 
pronouncing by how much they were prepared to lower domestic support and 
market access. These were the issues on which they needed to reckon with the 
sensitivities in domestic politics as well. It was only just before the Hong Kong 
session that all key groups and major players put their numbers on the table. A l 
though the Hong Kong session held in December 2005 was a tame affair, the 
members did make some progress in agriculture. For instance, agreement was 
reached on the end date for the elimination of export subsidies. The ministers 
mandated that negotiations on the modalities for agricultural market access, do
mestic support on agriculture, and nonagricultural market access be completed 
by April 30, 2006. When they failed to reach agreement by that date, the par
ticipants decided on a deadline of June 30, later July 31. The modalities could 
not be finalized without agreement on numbers, and it was on numbers that the 
negotiations finally stumbled on July 24. 

What made the situation in July 2006 different was the fact that this time 
there was a real danger of a prolonged crisis. Although delegations still spoke 
of informal contacts continuing between key players, the chances of striking a 
deal before year-end seemed slim. The United States was perceived as the main 

2. At the First Session of the Ministerial Conference of the WTO, held at Singapore in 1996, 
the EC, with varying levels of support from Canada, Japan, and the United States, initially proposed 
the commencement of negotiations on four subjects, namely trade and investment, trade and com
petition policy, transparency in government procurement, and trade facilitation. Since then these 
subjects have been referred to as the Singapore issues. 



Introduction 3 

hold-out, and with the U.S. midterm elections due to be held in November 2006, 
no flexibility could be expected from this major player. On the other hand, it 
was vital that the negotiations end by December 2006 to enable U.S. President 
George W. Bush to secure congressional approval of the Doha Round package 
before the trade promotion authority expired on July 1, 2007. The outlook 
seemed bleak indeed. What heightened the sense of crisis this time was pes
simism over the ability of President Bush to obtain extension of the trade pro
motion authority beyond July 1,2007, due to the common perception that trade 
liberalization lacked bipartisan support in the U.S. Congress. There was anxi
ety at the possibility of a long hiatus in the Doha Round negotiations. 

The Doha Ministerial Declaration: The Launching of a New Round 

The failure at Geneva came more than five years after the launching of the new 
round of multilateral trade negotiations on November 14, 2001, by the minis
ters of the WTO members at their meeting at Doha, in the oil- and gas-rich 
sheikhdom of Qatar. Though the Doha meeting had begun with deep discord 
among WTO members on virtually all the important issues, the ministers finally 
approved the text of the Ministerial Declaration (see note 1) and put the chaotic 
failure of the previous ministerial session at Seattle behind them. The Doha 
Round was the first under the auspices of the WTO and the ninth since the orig
inal General Agreement on Tariffs and Trade (GATT) 1947 (GATT, BISD, Vol. 
4, 1969) was established.3 

The built-in agenda of the WTO Agreement (WTO 1994a) constituted the 
nucleus of the Doha Round, and that included negotiations on agriculture, ser
vices, and some aspects of intellectual property rights.4 In both agriculture and 

3. The General Agreement on Tariffs and Trade, dated October 30,1947, was annexed to the 
final act adopted at the conclusion of the Second Session of the Preparatory Committee of the 
United Nations Conference on Trade and Employment. When GATT 1947 is referred to in the WTO 
Agreement (or in this work), the term refers to that document, as rectified, amended, or modified 
by the terms of legal instruments, which have entered into force before the date of entry into force 
of the WTO Agreement (see note 4). 

4. The Marrakesh Agreement Establishing the World Trade Organization (the WTO Agree
ment) was the main text annexed to the Final Act Embodying the Results of the Uruguay Round of 
Multilateral Trade Negotiations adopted by the ministers at Marrakesh on April 15, 1994. A num
ber of instruments were annexed to the WTO Agreement, including the Multilateral Agreements on 
Trade in Goods, the General Agreement on Trade in Services, and the Agreement on Trade-Related 
Aspects of Intellectual Property Rights. There are 13 multilateral agreements on trade in goods, 
which are all annexed to the WTO Agreement. Four of these that are particularly relevant to this 
study are the General Agreement on Tariffs and Trade 1994, the Agreement on Agriculture, the 
Agreement on Subsidies and Countervailing Measures, and the Agreement on Safeguards. When
ever these agreements are mentioned for the first time, the citation, as in the case of the WTO Agree
ment, will be WTO (1994a), and a cross-reference will be made to this note. 

GATT 1994 incorporates GATT 1947, the provisions of legal instruments that had entered 
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services it was not the extent of liberalization that had given the participants in 
the Uruguay Round a sense of achievement, but the frameworks that had been 
established for future liberalization of these areas. The idea behind the built-in 
agenda, therefore, was to use those frameworks to further dismantle barriers to 
trade in these sectors and consolidate the trade reform gains of the Uruguay 
Round. 

For many members, however, it was not enough to deal with the built-in 
agenda alone, and they pressed for broadening the negotiations to include sev
eral other issues. There were deep differences among the WTO members on 
some of the items, the most notable of which were the Singapore issues. Even
tually a compromise was found to accommodate the concerns of all the mem
bers regarding the future work program of the WTO, which included negotia
tions on the built-in-agenda of the WTO Agreement as well as a number of other 
areas. Agriculture was at the core of the Doha Round agenda. Article 20 of the 
WTO Agreement on Agriculture already contained a mandate for negotiations 
regarding what it calls the "continuation of the reform process" in the area 
(WTO 1994a).5 In these negotiations, the same article of the agreement required 
that the WTO members take into account a number of factors. These were, in
ter alia, countries' experience of implementation of the reduction commitments, 
the effects of the reductions on world trade, nontrade concerns, S&D treatment, 
and the extent of further commitments needed to achieve the long-term objec
tives of "substantial progressive reductions in support and protection" (WTO 
1994a). The Doha Ministerial Declaration supplemented the existing mandate 
by specifying to some extent the level of ambition of the reduction commit
ments that must be undertaken. It called for substantial improvements in mar
ket access and substantial reductions in trade-distorting domestic support. It 
even envisaged the possible phasing out of all forms of export subsidies. The 
agricultural exporting countries seemed to be satisfied that the Doha mandate 
would stimulate the negotiations for the liberalization of agriculture. However, 
by the time of the ministerial meeting at Cancun it had become manifest that in 
reiterating several conflicting policy objectives mentioned in the Agreement on 
Agriculture, the Doha Declaration had left for future negotiations the task of 

into force under GATT 1947, six newly agreed understandings with respect to various articles of 
GATT 1994, and the Marrakesh Protocol to the GATT 1994. The six understandings are the Un
derstanding on the Interpretation of Article I I : 1(b) of the GATT 1994, the Understanding on the In
terpretation of Article XVII of the GATT 1994, the Understanding on the Balance-of-Payment Pro
visions of the GATT 1994, the Understanding on the Interpretation of Article XXIV of the GATT 
1994, the Understanding in Respect of Waivers of Obligations under the GATT 1994, and the Un
derstanding on the Interpretation of Article XXVIII of the GATT 1994. 

Annexed to the Final Act are also a number of decisions and declarations adopted by the min
isters on April 15, 1994. One of these, to which we refer later in this study, is the Decision on Mea
sures Concerning the Possible Negative Effects of the Reform Programme on the Least-Developed 
and Net Food-Importing Developing Countries. 

5. The Agreement on Agriculture is one of the multilateral agreements on trade in goods an
nexed to the WTO Agreement. See also note 4. 
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determining the package of reforms for the liberalization of agriculture in its 
entirety. First, interpretations of "substantial" differed. Second, the relevant sec
tion of the Ministerial Declaration was hedged with the caveat that the outcome 
not be prejudged. Also, the Ministerial Declaration reiterated once again that 
the negotiations would take into account nontrade and development concerns, 
including S&D treatment in favor of developing countries. The manner in which 
nontrade concerns were elaborated in the negotiations seemed to imply that the 
real objective its proponents had in mind was to settle on liberalization of a 
lower order. A number of developing countries also seemed to indicate that the 
only way to take their development concerns into account was to exempt them 
from any reductions in market access barriers and domestic support. 

The Doha Ministerial Declaration stipulated that, with the exception of the 
dispute settlement procedures, "the conduct, conclusion and entry into force of 
the outcome of the negotiations shall be treated as parts of a single undertak
ing" (WTO Doc. WT/MIN(01)/DEC/1, para. 47). While there is no agreed def
inition of "single undertaking," it is commonly understood to imply that the ne
gotiations on all the listed topics would have to proceed in parallel and that all 
members would have to accept the results as a whole. An a la carte approach 
would be impermissible. The single undertaking approach is a double-edged 
sword. It may smooth the negotiating process by providing members with op
portunities for trade-off over areas of negotiations. But it also may enable them 
to impede and even block negotiations in one area by showing lack of flexibil
ity in another. What happened at Cancun was more complex. The developing 
countries that were opposed to the Singapore issues took advantage of the need 
for "explicit consensus" on the modalities for the negotiations on these issues, 
stipulated in the Doha Declaration, and attempted to eject the items altogether 
from the multilateral agenda of the WTO negotiations. As part of the agreement 
on the July Framework that put the negotiations back on track on August 1, 
2004, it was finally decided that three of the Singapore issues, namely trade and 
investment, trade and competition policy, and transparency in government pro
curement, would be excluded from the multilateral agenda of the Doha Round. 

The Motivation for This Study 

I f the importance of individual items on the agenda of the Doha Round were to 
be judged by the magnitude of economic distortions to be addressed by each of 
them, then arguably agriculture would lead by a large margin. Reduction in sub
sidies and market access barriers to reasonable levels in the industrialized coun
tries can increase world incomes and expand world trade far more than can sim
ilar progress on any of the other items relating to trade in goods.6 The scale of 

6. Some have estimated that the effect of liberalization in trade in services would be even 
greater. Winters et al. (2002) estimated that such liberalization would allow an additional 3 percent 
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distortions in world agriculture caused particularly by the policies of the major 
industrialized countries is well documented (OECD 2001a). Given the stakes 
for the countries efficient in producing agricultural products, including a num
ber of developing countries, as well as the resolute stand that they had adopted 
before the Doha meeting and the concept of single undertaking embraced by 
the ministers, negotiations on agriculture had the potential from the outset to 
be the main driving force in the Doha Round. At Cancun it became evident that 
the round would not go forward on any issue unless progress was made first on 
agriculture. The August 1, 2004 adoption by the WTO General Council of the 
July Framework, which led to the resumption of the negotiations after Cancun, 
became possible only after the agreement on elimination of all forms of export 
subsidies provided the breakthrough in agriculture. In July 2006, the impasse 
was once again due to the lack of concrete progress toward developing the 
modalities for reduction of domestic support and market access in agricultural 
negotiations. 

Indeed, tying negotiations in all other areas to negotiations in agriculture 
was a good development from the perspective of the vast majority of the pop
ulations of developing countries, who live in the rural areas. The ministers de
clared at Doha that the needs and interests of developing countries lay at the 
heart of the work program they approved. For them the program represented the 
Doha Development Agenda. Today few would contest the fact that the billion-
dollars-a-day subsidy doled out by the industrialized countries, coupled with 
tariff barriers maintained at unconscionable levels, depresses world prices of 
temperate-zone agricultural products and severely affects the economies of 
many developing countries. The victims are the hundreds of millions of people 
in these countries who are dependent on growing corn, rice, sugar, cotton, and 
other products (Oxfam 2002). They are the world's poor, whose numbers the 
international community has agreed to halve by the year 2015. Indeed the Doha 
Development Agenda can become meaningful, and the target of reduction in 
global poverty achievable, only i f very determined efforts are made to set world 
agriculture right. 

This study aims to develop the strategy that would be in the best interest 
of developing countries to adopt in the Doha Round negotiations on agricul
ture. Although the agricultural situations of developing countries are diverse, 
we believe that the case study of India wil l have important lessons for many of 
them regarding their participation in the negotiations. Like India, many other 
developing countries that are not part of the Organisation for Economic Co
operation and Development (OECD) are low-cost producers of farm products 

of jobs in the developed countries, staffed by developing country nationals on a rotating basis, and 
concluded that this would be worth more than removing all identifiable barriers to trade in goods. 
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and earn substantial amounts of foreign exchange from exporting these prod
ucts. They also have large proportions of the population dependent on agricul
ture for their livelihood, and at the same time have substantial numbers of low-
income consumers. These countries generally use domestic support and export 
subsidies on a far lower scale than do the industrialized countries. In fact, most 
of them do not have the financial resources to subsidize agriculture on a scale 
comparable to that of the OECD countries. A common feature of the tariff pro
files of a large number of developing countries is the large gap between the 
bound and applied levels of agricultural tariffs. Given these commonalities, 
many countries could share the negotiating objectives and strategy that this 
study sets out with India in mind. The emergence before the Cancun meeting of 
the Group of 20 developing countries (G20), including India, provides ample tes
timony to this hypothesis. Indeed, as a large agricultural country, India also 
shares the concerns of the Group of Thirty-Three developing countries (G33), 
which has an agenda more narrowly focused on limiting the market access com
mitments of developing countries and is currently a member of that group. 

The concerns of net food-importing developing countries (NFIDCs) and 
the least developed countries set them apart from others, because these coun
tries would experience net welfare loss in the short term due to the price-
raising effect of a genuine worldwide liberalization of agriculture. The interests 
of poor African-Caribbean-Pacific Group countries that receive duty-free ac
cess to EC or U.S. markets through the Everything But Arms initiative of the 
EC or the African Growth and Opportunity Act of the United States are also 
distinct, because reduction of market access barriers by these developed econ
omies on a nondiscriminatory basis would erode their margin of preferences. 
The situations of some of the small developing island countries that grow and 
export only one commodity are also unique. Even here it must be observed that 
a far more efficient way of assisting the NFIDCs would be to transfer resources 
to them directly or give them food aid rather than keeping the prices down by 
continuing with the present illiberal regime in world agriculture. Furthermore, 
even preference-receiving countries should share an interest in the steep reduc
tion of domestic support in the OECD countries. As one writer has observed, 
"Heavily subsidized OECD producers in the market make it very hard for farm
ers from the poorest countries to compete in OECD markets, despite preferen
tial tariffs" (Messerlin 2005). Generally all countries should have equal stakes 
in ridding the world economy of economic distortions, and it is political econ
omy that gives rise to divisions when positions have to be taken on politically 
sensitive subjects such as agriculture. Even so, some developing countries may 
need to address the specificities of their situations by supplementing the nego
tiating objectives that we set out for developing countries in general with addi
tional goals to take their concerns into account. 

Because of the broad scope of the Doha Round and the linking together of 
all but one of the agenda items through a single undertaking, the results of the 
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round could have far-reaching implications for the trade and economic pros
pects of the developing countries in the twenty-first century. It is therefore crit
ical for these countries to participate in the negotiations equipped with a full 
understanding of the issues in all areas of the negotiations. According to the 
logic of the argument given in the preceding paragraphs, negotiations on agri
culture would continue to dominate the multilateral trade negotiations. Under
standing the issues involved in the negotiations on agriculture is therefore the 
first requirement for the meaningful participation of the governments of WTO 
members, particularly the developing country members, in the Doha Round. 

The WTO Agreement on Agriculture is a complex agreement. The process 
of negotiations during the Uruguay Round was made even more complex by the 
separate guidelines (known as modalities in WTO parlance) on the techniques 
to be employed for the reduction of trade barriers that were drawn up for the 
negotiations. Some of the elements of the modalities were subsequently assim
ilated in the Agreement on Agriculture, while others ceased to have any legal 
validity once the specific commitments undertaken by members were incorpo
rated in their schedules. Awareness of the intricacies of the rules and modali
ties is fundamental for the effective participation of developing countries in fu
ture negotiations. However, there has been no authoritative analysis of the rules 
and modalities on which governments of developing countries can rely. One of 
our goals here is to fill this gap and to demystify the rules followed during the 
Uruguay Round for the negotiations on agriculture. Besides knowledge of the 
fine points of the Agreement on Agriculture, developing countries also need an 
objective analysis of the experience of implementation in some of the countries 
that are major players. Because this is a case study of India, we go into greater 
detail in examining the experience of implementation by India. 

An important determinant of the negotiating stance of any developing 
country must come from an assessment of its international competitiveness in 
agriculture. We therefore undertake an examination of the situation in India, 
taking it as an example. In this country, international competitiveness was 
masked by export and import controls in recent decades until the economic re
forms of 1991-92 sought to correct the situation gradually. 

The first assessment, made immediately after the conclusion of the 
Uruguay Round, was that while the liberalization achieved in agriculture had 
been very modest, a good framework had been created for future liberaliza
tion in the sector. In light of subsequent experience it is important for the 
participants in the negotiations to know how sound the initial assessment 
was. Would it be sufficient to agree on the numbers for making further reduc
tions? Or does the framework need to be changed? How has the Agreement on 
Agriculture affected the trade-distorting policies of the key developed coun
tries? Have the Uruguay Round commitments proved burdensome for develop
ing countries? How important is it to provide for S&D treatment of developing 
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countries? In examining the considerations that should be taken into account in 
determining the negotiating position of developing countries, we examine these 
key questions. 

The Scope and Plan of the Study 

Our study begins with a detailed analysis of the provisions of the Agreement on 
Agriculture and the modalities of the negotiations. An examination of the im
plementation of the Uruguay Round commitments by India and of the interna
tional competitiveness of Indian agriculture constitutes the most important part 
of the study. It also covers an analysis of the implementation of the Uruguay 
Round commitments by three other key players in the negotiations, namely the 
Cairns Group, the EC, and the United States. The Cairns Group played a major 
role in the negotiations for a long time before many of its members joined other 
coalitions such as the G20 and G33. The study then traces the developments in 
the negotiations up to the impasse in July 2006 while critically examining var
ious proposals that have been made in the negotiations. In light of all these con
siderations, we then propose the various elements of a negotiating position and 
strategy for the developing countries. Liberalization of world agriculture also 
raises serious issues relating to sanitary and phytosanitary measures as well as 
protection of intellectual property rights. An examination of these issues, how
ever, is outside the scope of this study. 

Our study is organized into nine chapters. Chapter 2 contains a detailed 
analysis of the Agreement on Agriculture and the modalities under which the 
members undertook specific commitments on market access, domestic support, 
and export competition. To enable a full understanding of the WTO rules, the 
chapter also describes the preexisting rules and practice under GATT 1947 as 
they evolved from 1947 to 1993. The chapter also examines the implications of 
the "Peace Clause" that found its way into the text of the Agreement on Agri
culture on the basis of a bilateral agreement between the EC and the United 
States. 

Chapters 3 and 4 are devoted to India. Chapter 3 describes the deep mis
givings with which India, with an autarkic economic policy at that time, entered 
the negotiations on agriculture. A detailed examination of India's obligations 
under the agreement is then presented with a view to drawing conclusions on 
the extent to which these obligations have constrained India's agricultural poli
cies, i f at all. 

India's negotiating position on agriculture in the Doha Round, like that of 
any other developing country, must be based on an assessment of its interna
tional competitiveness in the principal agricultural products. Chapter 4, there
fore, presents a discussion of India's competitiveness in agriculture and the les
sons that Indian policymakers can draw from this discussion in terms of shaping 
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the country's negotiating strategy. It also identifies weaknesses in the domestic 
policies of India that need to be addressed in order to reinforce and enhance the 
international competitiveness of its agriculture. 

The next two chapters undertake an examination of the implementation of 
the WTO Agreement on Agriculture by the two maj or industrialized economies, 
namely those of the EC (Chapter 5) and the United States (Chapter 6). They 
start by describing the attitudes that governed the participation of these major 
players in the negotiations on agriculture. They then proceed to examine EC 
and U.S. policies in the mid-1980s when the Uruguay Round was launched, an
alyze their specific commitments, and describe the evolution of their policies 
since the entry into force of the WTO Agreement, taking up in turn market ac
cess, domestic support, and export competition. The general trends are identi
fied and the future outlook assessed. 

Chapter 7 presents a discussion of the Cairns Group and other important 
alliances, namely the G20 and G33. We give an account of the increasing im
portance of the Cairns Group during the Uruguay Round as a potential third 
force in the negotiations and of its decline in the Doha Round after many of its 
developing country members joined the G20. The emergence of the G33, with 
a membership of as many as 44 developing countries, further diminished the 
importance of the Cairns Group; 

The Doha Ministerial Meeting renewed the mandate of the negotiations on 
agriculture and set it in the framework of a new round of multilateral trade ne
gotiations with a comprehensive agenda. But negotiations in agriculture had al
ready been going on since the spring of 2000 on the basis of the existing terms 
of reference in the Agreement on Agriculture. As many as 45 formal proposals 
had already been made in the negotiations before the Doha meeting was held 
in November 2001. More specific proposals were made after the Doha meet
ing, and although these were not made available to the public, they were re
flected in the overview paper submitted by the chairman of the special session 
of the Committee on Agriculture in December 2002. The chairman also sub
mitted proposals on modalities for the negotiations for the consideration of 
members in February and March 2003. In the run-up to the Fifth Session of the 
Ministerial Conference, held at Cancun in September 2003, groups of countries 
came out with fresh initiatives, notably the United States and the EC on the one 
hand and the G20 on the other. Proposals were also made by the G33 and other 
coalitions that emerged. The July Framework, adopted on August 1, 2004, rep
resented an important stage in the negotiations on agriculture in the Doha 
Round, and the resumption of negotiations that followed led to fresh proposals 
from the important players and coalitions. Just before the Sixth Session of the 
Ministerial Conference, held at Hong Kong in December 2005, all the impor
tant groups and major participants submitted detailed position papers that were 
to become the basis of subsequent negotiations. Some important decisions were 
taken at the Sixth Session, but the negotiations failed to achieve any further 
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progress, and finally stalled once again on July 24, 2006. Chapter 8 traces the 
negotiations from the spring of 2000, when they began, and covers the devel
opments up to the summer break of 2006. 

Finally, Chapter 9 draws on all that has been discussed in the earlier chap
ters to formulate a viable negotiating position for developing countries. It lists 
the elements of the proposals that would be in their best interest to put forward 
in the negotiations in the three areas of market access, domestic support, and 
export competition. 

In summary, this work offers a detailed analysis of the Agreement on Agri
culture, assesses the implementation experience in key countries, outlines the 
developments in the negotiations during the Doha Round up to the breakdown 
of talks in mid-July 2006, and offers suggestions for the participation of devel
oping countries in future negotiations in the area. 



2 The Quest for Reform: 
The WTO Agreement on Agriculture 

The Tokyo Round of multilateral trade negotiations, which ended in 1979, was 
a major attempt to improve the rules of the trading system. However, within a 
few years the principal trading nations were overcome by a deep sense of 
malaise that was afflicting the system once again. One of the main reasons for 
this malaise was the situation in agriculture in the industrialized countries. As 
we shall see later in this chapter, partly due to weaknesses in the framework of 
international trade rules provided by GATT 1947, but often contrary to the let
ter and spirit of these rules, there was pervasive use of nontariff measures, in
cluding quantitative restrictions, restrictive state trading, variable levies, mini
mum import prices, and similar measures, to provide protection to farmers. In 
many industrialized countries, these import barriers enabled the establishment 
and maintenance of administered domestic support prices, and these prices 
were generally set above international prices. The stimulus of high prices (and 
improved technology) led to surpluses in production that could not be sold on 
world markets without export subsidies. In the 1980s, the collapse of agricul
tural commodity prices led to a sharp increase in the financial and economic 
costs of agricultural policies in industrialized countries, "triggering an agricul
tural policy crisis" (Sumner and Tangermann 2002, 2007). According to esti
mates, from 1965 to 1983 the average nominal protection rates for food prod
ucts rose from 110 to 161 percent in Japan, from 38 to 51 percent in the 
European Economic Community (EEC) 10,1 and from 62 to 89 percent in 
the European Free Trade Association (EFTA) 5 2 (Tyers and Anderson 1992, 
56). The OECD estimates show that during the periods 1979-81 and 1984-86 
the producer subsidy equivalent for all agricultural products rose from 37 to 40 

In citations of documents from GATT, BISD, in this and subsequent chapters, i f a supple
ment is being cited its number is given, indicated by "Suppl. [number]," then the year of issue of 
the supplement and a page number (if the citation is to a quotation). 

1. The EEC 10 consisted of Belgium, Denmark, France, Greece, Ireland, Italy, Luxemburg, 
the Netherlands, West Germany, and the United Kingdom. 

2. The EFTA 5 consisted of Austria, Finland, Norway, Sweden, and Switzerland. 
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percent in the EEC, from 57 to 69 percent in Japan, and from 16 to 28 percent 
in the United States (OECD 1988).3 

Competitive export subsidies to wrest larger shares of international mar
kets also led to the subsidization of a large proportion of world exports, which 
was as high as 60 percent in the case of wheat and 90 percent in the case of but
ter (Sumner and Tangermann 2002,2017). Increased trade conflict also ensued, 
and between 1976 and 1986 as many as 25 out of 51 GATT disputes related to 
agriculture (WTO 1995). In the face of a burgeoning budgetary deficit and es
calating trade tensions, the major trading nations realized that the drift in agri
cultural policies could not be allowed to continue.When discussions began in 
1984-85 about the possible launching of a new round of negotiations to shore 
up the world trading system, the major debate was about whether the future ne
gotiations should envisage broadening the rules of the multilateral trading sys
tem to cover trade in services as well. It was never in doubt, though, that agri
culture would constitute an important part of the negotiations. 

At Punta del Este, where ministers of the GATT member countries met in 
September 1986 to launch a new round of trade talks, it was agreed that there 
was "an urgent need to bring more discipline and predictability to world agri
cultural trade by correcting and preventing restrictions and distortions includ
ing those related to structural surpluses so as to reduce the uncertainty, imbal
ances and instability in world agricultural markets" (GATT, BISD, Suppl. 33, 
1987,24). It was also agreed that the aim of the negotiations had to be to achieve 
greater liberalization of trade in agriculture and to bring all measures affecting 
import access and export competition "under strengthened and more opera
tionally effective GATT rules and disciplines" (GATT, BISD, Suppl. 33, 1987, 
24). For the next seven years, agriculture held center stage in the trade negoti
ations, as deep differences persisted on the level of ambition for the reform and 
liberalization effort. It is not within the scope of this study to chronicle the v i 
cissitudes through which the negotiations passed until the final agreement was 
reached in December 1993. Suffice it to mention here that the meetings of min
isters ended in failure at Montreal in December 1988 and at Brussels in 1990, 
chiefly on account of the differences on agriculture. The EEC rejected the 
Dunkel Draft (GATT Doc. MTN.TNC/W/FA), the compromise proposals of 
the director general of GATT at the time, Arthur Dunkel, which were submit
ted in December 1991, mainly on account of the suggestions contained therein 
on agriculture. The negotiations remained derailed thereafter until the United 
States and the EEC reached an accord on November 20,1992 at a meeting held 
in Washington, D.C., at Blair House (Blair House I). France continued to have 
serious objections to the package on agriculture, and the Agreement on Agri
culture was not finalized and success eluded the Uruguay Round until the EEC 

3. The producer subsidy equivalent was later renamed the producer support estimate. 
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had secured further concessions from the United States (Blair House II) in the 
autumn of 1993. 

The WTO Agreement on Agriculture established the framework of new 
rules and disciplines on market access, domestic support, and export competi
tion, also known as the three pillars of agricultural support. This chapter ana
lyzes these rules against the background of the preexisting rules under GATT 
1947.4 Members made commitments pursuant to these rules and on the basis of 
the modalities that were separately proposed for the negotiations.5 Although our 
analysis in this chapter wil l cover the modalities, we leave a critical examina
tion of the specific commitments to later chapters in which we examine the im
plementation of the agreement by some of the major players. 

Market Access 

GATT 1947 Rules and Practice 

Q U A N T I T A T I V E R E S T R I C T I O N S . GATT 1947 prohibited the use of quanti
tative restrictions as a general rule and provided that where regulation of trade 
was necessary, the only means that could be employed were duties, taxes, and 
charges (Article XI) . One of the exceptions to this general rule related to re-

4. In GATT 1947, agricultural products were covered by the specific rules relating to "pri
mary commodities" (Article VI), "foodstuffs" (Article XI.2 a), "agricultural and fisheries product" 
(Article XI.2 c), and "primary product" (Article XVI.3). The addendum to Article XVI mentioned 
that primary product was understood to mean, inter alia, any product of a farm, "in its natural form 
or which has undergone such processing as is customarily required to prepare it for marketing in 
substantial volume in international trade." All these references left some degree of vagueness in the 
product coverage of these rules. The WTO Agreement on Agriculture, on the other hand, describes 
the product coverage very precisely by enumerating the chapters, headings, and subheadings of the 
Harmonized System that are covered. All the chapters, from 1 to 24, are covered with the excep
tion of those dealing with fish and fish products. Certain designated headings and subheadings in 
the later chapters have also been covered. 

5. The term modalities embraces a number of elements of the process by which the partici
pating governments conduct negotiations for reduction of trade barriers. It includes the product 
coverage, the negotiating tool (request-offer, formula, or any other approach), the extent of reduc
tion, the base level that constitutes the starting point for applying the reductions, the manner of ap
plication of S&D treatment of developing countries, and so on. In all negotiations involving spe
cific concessions, members generally agree separately on the modalities for the negotiations for 
reduction of barriers to access, which are to be distinguished from the rules contained in the Agree
ment on Agriculture itself. These modalities apply only to the particular round of negotiations, and 
once the results have been incorporated in the legal instruments (particularly the Schedules of Spe
cific Commitments) drawn up at the conclusion of the negotiations, they become defunct and de
void of legal validity. In the Uruguay Round negotiations on agriculture, some elements of the 
modalities, such as those relating to export subsidies, were carried forward to the agreement, while 
others were not. The Uruguay Round modalities for the negotiations on agriculture are contained 
in GATT document MTN.GNG/MA/W/24. This document was not formally adopted by the par
ticipating countries but was used as a basis for the negotiations of specific commitments in the three 
areas of market access, domestic support, and export subsidies. 
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strictions on imports of agricultural products, but the use of this exception was 
limited to situations in which government had taken measures to restrict do
mestic production or marketing. Over time, however, the use of quantitative re
strictions on imports of agricultural products without meeting the conditions of 
the exception became widespread, and contracting parties sought legal cover 
for these measures through other means. In 1955, the United States obtained a 
waiver (GATT, BISD, Suppl. 3, 1955, 32) from the obligations of GATT 1947 
to enable it to impose quotas (and fees) on a number of agricultural products 
pursuant to its domestic legislation. Several contracting parties justified the use 
of quantitative restrictions in disputes on the basis of the "existing legislation" 
provision of the Protocol of Provisional Application of GATT, signed by the 
original contracting parties, or the Protocols of Accession, signed by govern
ments when they subsequently became contracting parties.6 During the dispute 
between Uruguay and 15 contracting parties in 1961, three of them, namely 
Canada, the Federal Republic of Germany, and the United States, cited these 
instruments to justify import licenses or quotas they maintained on agricultural 
products (GATT, BISD, Suppl. 11, 1963, 95-145). Australia, Italy, Sweden, 
and the United States made a similar claim in 1962 during the examination of 
residual import restrictions (GATT Doc. L/1769). When Switzerland acceded 
to GATT in 1966, it made a specific reservation with regard to the application 
of the provisions of Article X I to the extent necessary to permit it to apply cer
tain import restrictions on agricultural products (GATT, BISD, Suppl. 14,1966, 
8). Respect for GATT rules had become so scant that some contracting parties 
did not even pretend that their restrictions on trade in agricultural products were 
consistent with these rules. In 1968-70, several contracting parties notified 
"import restrictions applied inconsistently with the provisions of GATT and not 
covered by waivers," and the lists of most of the developed countries contained 
agricultural items (GATT Doc. L/3212). There was no attempt to find a justifi
cation for these measures in the rules, and even the semblance of conformity 
with GATT obligations was dropped. There were also instances in which re
strictions on agricultural products were maintained through the "voluntary ex
port restraint" arrangements that had become rampant in the 1960s and the 
1970s. State trading was another device employed by a number of contracting 
parties to camouflage their quantitative restrictions. GATT 1947, like GATT 
1994 (WTO 1994a), specified that state trading must not be used to restrict im
ports or exports unless the conditions stipulated in relevant articles for the use 

6. The original contracting parties had adhered to GATT 1947 by signing the Protocol of 
Provisional Application, which required them to apply Part II of GATT provisionally "to the fullest 
extent not inconsistent with existing legislation." The protocols of accession of governments that 
subsequently acceded also contained similar provisions. Because Article XI was one of the articles 
in Part I I , the contracting parties were able to take advantage of these provisions. 
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of quantitative restrictions were met.7 A majority of state trading enterprises 
notified to GATT dealt with agricultural products, and only detailed scrutiny 
would have shown i f the operations of these enterprises resulted in restrictions 
and i f the conditions imposed in GATT 1947 for such restrictions were being 
met. 

T A R I F F C O M M I T M E N T S . GATT 1947, like GATT 1994, envisaged peri
odic rounds of negotiations to lower tariffs, and seven rounds were held until 
the end of the 1970s (Article X X V I I I bis). During these negotiations, the par
ticipating governments agreed on a reciprocal basis to reduce tariffs on indi
vidual products to specified levels or, where the level was already low, to main
tain it at that level in the future. The results of these negotiations were embodied 
in the schedules of concessions, which constituted an integral part of GATT 
1947 (Article II) . The incorporation of concessions in the schedules entailed a 
commitment not to raise a tariff above the specified level. The tariff was said to 
have been "bound" (against an increase) at the level indicated in the schedules. 
The process of agreeing to maintain tariffs at existing levels is referred to as 
"binding" of tariffs. 

During the earlier rounds of negotiations, the industrialized countries were 
quite forthcoming on the liberalization of industrial products, but most of them 
were highly selective in undertaking tariff commitments on agricultural prod
ucts. Neglect of agriculture became more pronounced during the last two ma
jor tariff negotiations, the Kennedy Round (1964-67) and the Tokyo Round 
(1973-79), which preceded the Uruguay Round. The participating countries 
adopted a formula approach for reduction of tariffs on industrial products but 
retained the selective product-by-product request-offer procedure with respect 
to agricultural products. In the schedules of concessions of the major industri
alized countries before the Uruguay Round, almost all the tariff lines pertain
ing to industry were subject to tariff commitments. However, aside from some 
noncompeting tropical products, a very substantial proportion of the agricul
tural tariff lines were not subject to such commitments in the case of the EEC, 
Japan, and Switzerland. This gave these contracting parties full freedom to 
make use of such protective trade policy instruments as production subsidies 
and, even more important, variable levies. In the case of the latter, the magni
tude of the levy varied with the difference between domestic and international 
prices. The EEC and North and Central European countries employed variable 
levies in order to ensure that imports were always priced at a level higher than 
domestic products, with the result that imports were effectively shut out until 
all domestic production had been consumed. 

7. GATT 1994 is one of the multilateral agreements on trade in goods annexed to the WTO 
Agreement. See also Chapter 1, note 3. 
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S A F E G U A R D P R O V I S I O N S . GATT 1947 contained two safeguard provi
sions that are relevant for an understanding of the WTO Agreement on Agri
culture. The first of these was Article XIX (Emergency Action on Imports of 
Particular Products). This provision allowed the imposition of duties or other 
restrictions on a product i f a surge in its import caused or threatened serious in
jury to domestic producers of like or directly competitive products. It required 
that the safeguard duties or restrictions be temporary and nondiscriminatory 
in their application. The second provision was contained in Articles X I I and 
XVIIIB (Restrictions to Safeguard the Balance of Payments), which allowed 
the use of quantitative restrictions to enable a contracting party to safeguard its 
balance of payments. Contracting parties maintaining balance-of-payments re
strictions were required to consult with the full membership periodically. Both 
of these non-agriculture-specific safeguard provisions have been carried for
ward into the Agreement on Agriculture, and the rules have been elaborated and 
amplified in separate instruments (the Agreement on Safeguards and the Un
derstanding on the Balance-of-Payments Provisions) that are attached to the 
WTO Agreement. 

In addition to these safeguard provisions, there were two other provisions 
in GATT 1947 and GATT 1994 that were non-agriculture-specific. The provi
sion on General Exception allowed restrictions to be imposed by contracting 
parties on such grounds as protection of human, animal, or plant life or health 
(Article XX). The provision on Security Exceptions allowed a government to 
take measures for the protection of essential security interests of the nation (Ar
ticle XXI). 

Market Access Rules of the WTO Agreement 

T A R I F F I C A T I O N . The greatest advance made in the WTO Agreement with 
respect to market access for agricultural products was the prohibition of quan
titative import restrictions, variable import levies, minimum import prices, dis
cretionary import licensing, nontariff measures maintained through state trad
ing enterprises, voluntary export restraints, and similar border measures other 
than ordinary customs duties. Included in the list of banned practices were those 
that had been made possible by country-specific derogation through waivers 
and protocols of accession. The Agreement on Agriculture required all these 
measures to be converted to tariffs and then subjected to binding and/or reduc
tion. However, measures maintained under balance-of-payments provisions or 
under general, non-agriculture-specific provisions of GATT 1994 (such as Ar
ticles X X and XXI) or of other multilateral trade agreements on trade in goods 
(such as the Agreement on Safeguards) were not brought within the purview of 
the tariffication requirement. 

The proposed modalities provided guidelines for the conversion of non-
tariff measures into tariffs and for the reduction of tariffs. Because there were 



18 Chapter 2 

a number of options for the calculation of external and internal prices, partici
pating countries had considerable flexibility in the calculation of tariff equiva
lents and, as we shall see in the later chapters, some of them used these options 
to overstate their base tariffs.8 

R E D U C T I O N I N A N D B I N D I N G O F T A R I F F S . The modalities required that 
the ordinary customs duties, including those resulting from tariffication, be re
duced on a simple average basis by 36 percent, with a minimum rate of reduc
tion of 15 percent for each tariff line. The reductions were to be carried out in 
equal installments over a period of six years. For tariff lines not subject to bor
der measures other than customs duties, the base rate was the bound rate, and 
where the tariff had not been bound earlier, the base rate was the rate applied 
on September 1, 1986. Developing countries were given the flexibility of of
fering ceiling bindings with respect to products subject to unbound ordinary 
customs duties. For other products, the modalities provided that these countries 
would have to reduce the tariffs by 24 percent on a simple average basis, sub
ject to a minimum of 10 percent on each tariff line, to be implemented over 10 
years. This requirement, however, was not strictly enforced, and some devel
oping countries merely incorporated their earlier commitments in the Uruguay 
Round Schedule.9 The least developed country members were exempted from 
reduction commitments but not from the obligation to tariffy all nontariff bar
riers and to bind all agricultural tariffs. A significant development during the 
Uruguay Round was that all WTO members bound their tariffs on all or almost 
all agricultural products. Although in the past there had been a big difference 
in the scope of binding commitments with respect to industrial and agricultural 
products, in the Uruguay Round a requirement of comprehensive coverage of 
agricultural products was imposed. 

M I N I M U M A N D C U R R E N T A C C E S S . During the negotiations it was recog
nized that the tariffication process could result in prohibitive tariff levels. It was 

8. For calculation of the tariff equivalents, whether expressed as ad valorem or specific rates, 
the actual difference between internal and external prices had to be used, with reference to the years 
1986-88. External prices were generally to be the average unit values of cost, including insurance 
and freight (c.i.f.), for the importing country. Where the average c.i.f. unit values were not avail
able or appropriate, one of the options was to select the appropriate average unit values of a nearby 
country. The modalities also provided the option of estimating the external price from average free 
on board (f.o.b.) unit values of an appropriate major exporter adjusted by adding an estimate of in
surance, freight, and other relevant costs to the importing country. The internal price generally had 
to be a representative wholesale price in the domestic market or, where adequate data were not 
available, an estimate of that price. These alternatives left considerable scope for manipulating the 
tariff equivalent while converting nontariff measures (GATT Doc. MTN.GNG/MA/W/24). 

9. The specific commitments of WTO members on tariffs, domestic support, or export sub
sidies are contained in the members' schedules, which are annexed to the Marrakesh Protocol to 
the General Agreement on Tariffs and Trade 1994. The protocol as well as the schedules of mem
bers are annexed to the Legal Instruments Embodying the Results of the Uruguay Round of Mul
tilateral Trade Negotiations, and each of the schedules has been assigned a number, such as Sched
ule XII for India, Schedule XX for the United States, and so on. 
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therefore stipulated in the modalities that where there were no significant im
ports, minimum access opportunities would have to be provided. Such access 
opportunities had to be in the form of a tariff quota, starting in the first year of 
the implementation period with 3 percent of the domestic consumption in the 
base period (1986-88) and rising to 5 percent in the last year. The mechanism 
to be used for providing minimum access opportunities was a tariff rate quota 
with a low or minimum rate of in-quota tariff. I f current access opportunities 
were already in excess of 5 percent during the base period, they were required 
to be maintained. 

Developing countries that maintained quantitative restrictions for balance-
of-payments reasons were exempted from the tariffication requirement and con
sequently from the need to provide for minimum or current access. Although 
the modalities did not specifically mention it, the rationale for seeking mini
mum and current access commitments implied that countries not undertaking 
tariffication would be exempted from such commitments. The obligation to pro
vide for minimum access was not carried forward into the WTO Agreement, 
which does not have any provision regarding minimum market access. Thus 
members that phased out their balance-of-payments restrictions after the entry 
into force of the WTO Agreement avoided the obligation altogether. 

S P E C I A L S A F E G U A R D S . A feature of the Agreement on Agriculture is the 
special safeguard provision. WTO members that have tariffied nontariff mea
sures have reserved the right to invoke special safeguards with respect to tar
iffied products. Where such a right has been reserved, members are entitled to 
impose additional duty on a product in any year when either the volume of im
ports exceeds or the price of imports falls below the designated trigger levels. 
The volume trigger is based on the average imports during the previous three 
years enhanced by a percentage that is inversely proportional to the size of the 
market access opportunity in relation to the domestic consumption.10 

The price trigger is the average c.i.f. unit value of the product concerned 
during the years 1986-88. 1 1 Unlike in the GATT 1994 provision on emergency 

10. Paragraph 4 of Article 5 of the Agreement on Agriculture provides as follows: 

The trigger level shall be set according to the following schedule based on market access 
opportunities defined as imports as a percentage of the corresponding domestic 
consumption during the three preceding years for which data are available: 

(a) where such market access opportunities for a product are less than or equal to 10 per cent, 
the base trigger level shall equal 125 per cent; 

(b) where such market access opportunities for a product are greater than 10 per cent but less 
than or equal to 30 per cent, the base trigger level shall equal 110 per cent; 

(c) where such market access opportunities for a product are greater than 30 per cent, the 
base trigger level shall equal 105 per cent. 

11. Footnote 2 to Article 5 of the Agreement on Agriculture provides: "The reference price 
used to invoke the provisions of this paragraph shall, in general, be the average c.i.f. unit value of 
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safeguard action and the WTO Agreement on Safeguards, there is no require
ment to prove serious injury to domestic agriculture, and additional duties can 
be imposed once the designated trigger levels have been exceeded. Automatic-
ity is the key factor in the special safeguards, and it greatly improves the use
fulness of the instrument in protecting domestic producers. Members invoking 
special safeguards have undertaken not to have recourse to the provisions of 
GATT 1994 for emergency safeguard action or to the Agreement on Safeguards 
for the same measure. 

E X C E P T I O N F R O M T A R I F F I C A T I O N . A time-limited exception to the tariffi
cation rule was made in the Agreement on Agriculture principally for the benefit 
of Japan, because it had serious political problems in implementing this 
rule with respect to rice. 1 2 An annex to the Agreement on Agriculture provided 
for special treatment by way of an exception from the tariffication rule with re
spect to any primary product for which imports comprised less than 3 percent of 
the domestic consumption, no export subsidies were granted, and effective pro
duction-restricting measures were applied. However, a condition was imposed 
that enhanced minimum access opportunities would have to be provided, begin
ning with 4 percent of the base period domestic consumption and rising by 0.8 
percent of the corresponding domestic consumption each year until the end of the 
implementation period of six years. Israel also took recourse to this exception 
with respect to sheep meat and certain dairy products. The exception was ex
tended to developing countries with additional flexibility. The only precondition 
for them was that the product must be the predominant staple in the traditional 
diet of the population, and a lower minimum access requirement was applied— 
1 percent of the domestic consumption in the first year, rising to 2 percent in the 
fifth year, and further to 4 percent in the tenth year. Korea and the Philippines 
availed themselves of the exception with respect to rice under the rules for de
veloping countries. Continuation of the special treatment beyond the implemen
tation period had to be agreed in negotiations before the end of that period. 

Domestic Support 

GATT 1947 Rules and Practice 

GATT 1947 contained some general disciplines that applied to all subsidies and 
additional rules for export subsidies. In this section we deal with only the gen
eral disciplines as they applied to domestic support. 

GATT 1947 mandated notification and consultation requirements for con-

the product concerned, or otherwise shall be an appropriate price in terms of the quality of the prod
uct and its stage of processing." The language seems to give some flexibility to members in adher
ing to the average c.i.f. unit value of the base years. 

12. Japan gave up recourse to this exception before the end of the implementation period 
and notified the tariff level on rice in 1998. 
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trading parties granting or maintaining any subsidy, including any form of 
income or price support, i f the measure operated to increase exports or reduce 
imports (Article X V I , para. 1). The notification was expected to contain infor
mation on the nature and extent of subsidization, its estimated effect, and justi
fication. The contracting party concerned also had the obligation to discuss with 
any other contracting party or with the full membership the possibility of limit
ing the subsidization i f serious prejudice was caused or threatened to such other 
contracting party. Although the obligation was only to discuss the possibility of 
reduction of the subsidy, in the early years of GATT 1947 there were some cases 
in which bilateral consultations held under the provision succeeded in securing 
reduction or elimination of prejudicial subsidies (GATT, BISD, Suppl. 10,1962, 
201-10). Later, however, this provision was used as a substitute for or a supple
ment to the consultation provisions for dispute settlement (Articles X X I I and 
XXIII ) . In 1980-81, such consultations were organized between the EEC and 
the full GATT membership to discuss the possibility of limiting the subsidiza
tion of sugar exports, following recourse to dispute settlement procedures by 
Australia (GATT, BISD, Suppl. 28, 1982, 80-90). The consultations did not, 
however, result in any commitments from the EEC to limit the subsidization. 

The provision of GATT 1947 on domestic subsidies thus became effec
tively a procedural rather than a substantive provision. Another provision of 
GATT 1947, which allowed the levy of countervailing duty to offset the effect 
of subsidy on any product i f imports of the subsidized product caused material 
injury to domestic producers of the product in another contracting party, was 
more effective in restraining the use of domestic as well as export subsidies (Ar
ticle VI) . 

Another effective discipline on domestic subsidies was established on the 
basis of a ruling, adopted in the early years of GATT 1947, which held that the 
introduction of a domestic subsidy or its increase subsequent to making a com
mitment on a tariff nullified or impaired the benefit of tariff concession under 
Article I I (GATT, BISD, Suppl. 3, 1955, 224). 1 3 Article X X I I I of GATT 1947 
(like GATT 1994) envisaged that a contracting party could raise a dispute i f a 
benefit accruing to it directly or indirectly under the agreement was being 
nullified as a result of, inter alia, the application by another contracting party 
of any measure, whether or not it conflicted with the provisions of the agree
ment. Thus GATT 1947 provided for what has come to be known as "non
violation nullification or impairment." Introduction of or increase in domestic 

13. The relevant GATT ruling provided as follows: "So far as domestic subsidies are con
cerned, it was agreed that a contracting party which has negotiated a concession under Article I I 
may be assumed, for the purpose of Article XXIII, to have a reasonable expectation, failing evi
dence to the contrary, that the value of the concession will not be nullified or impaired by the con
tracting party which granted the concession by the subsequent introduction or increase of a do
mestic subsidy on the product concerned." 
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subsidies did not violate any GATT rule, because there was no substantive dis
cipline on subsidies. However, because it undermined a tariff concession it was 
considered to result in "non-violation nullification or impairment" of a GATT 
benefit. 

T H E T O K Y O R O U N D S U B S I D I E S C O D E . During the Tokyo Round (1973— 
79), a number of plurilateral agreements were negotiated on nontariff measures 
that were accepted by the OECD countries and a few advanced developing 
countries. One of these was the Agreement on Interpretation and Application of 
Articles V I , X V I , and X X I I I of the General Agreement on Tariffs and Trade, 
also known as the Subsidies Code (GATT, BISD, Suppl. 26,1980). This agree
ment was intended to be mainly interpretative, but it also made some advances 
with respect to substantive obligations. The Subsidies Code had a separate pro
vision devoted to domestic subsidies, recognizing that subsidies were widely 
used as important instruments for the promotion of social and economic policy 
objectives and stating that it was not the intention of the code to restrict the right 
of signatories to use such subsidies. But the code also recognized that these sub
sidies "may cause or threaten to cause injury to a domestic industry of another 
signatory or serious prejudice to the interests of another signatory or nullify or 
impair benefits accruing to another signatory under the General Agreement, in 
particular where such subsidies would adversely affect the conditions of nor
mal competition." The code went on to stipulate, "Signatories shall therefore 
seek to avoid causing such effects through the use of subsidies." This provision 
did not create a substantive obligation regarding the use of domestic subsidies, 
but made them actionable only i f they had an adverse effect. The code enu
merated on an illustrative basis some of the important policy objectives of do
mestic subsidies and the forms of these subsidies. Such was the sensitivity of 
GATT contracting parties on domestic agricultural subsidies and the firmness 
of their resolve at that time not to enhance multilateral disciplines on such sub
sidies that domestic support of agriculture was not mentioned in the enumera
tion. Thus, even minimal progress was not made in the Tokyo Round toward 
improving the level of procedural or substantive discipline with respect to do
mestic subsidies on primary agricultural products. 

Domestic Support in the WTO Agreement on Agriculture 

Figure 2.1 shows the framework of reduction commitments relating to domes
tic support envisaged in the Agreement on Agriculture. 

T H E G R E E N B O X . The scheme of the discipline imposed by the Agree
ment on Agriculture was to target the practices, such as price support, that were 
causing the most distortion to trade and production, to cap them, and then to 
seek to bring about a substantial reduction in the use of these practices. For this 
purpose the Agreement on Agriculture first identified the measures that were 
then considered to have no, or at most minimal, distorting effects on trade and 
production and exempted them from the requirement for reduction. These prac-
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FIGURE 2.1 Measuring domestic support reduction commitments 
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tices have come to be known as Green Box measures and are enumerated in An
nex 2 to the Agreement on Agriculture. 

The listed Green Box measures include the provision of general services 
(e.g., research, extension, capital works for infrastructural services), buffer 
stocks for food security purposes, domestic food aid, direct payments to pro
ducers, decoupled income support, government participation in income insur
ance and income safety net programs, payment for relief from natural disasters, 
structural adjustment assistance (provided through producer retirement or re
source retirement programs or through investment aids), and payments under 
environmental and regional assistance programs. In order to benefit from the 
exemption, the enumerated measures have to conform to certain general and 
specific criteria, which were designed to ensure that the exempted practices 
caused no more than minimum economic distortions. Annex 2 to the Agreement 
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on Agriculture provides that the measures for which exemption is claimed must 
conform to certain basic criteria. 

(a) The support in question shall be provided through a public-funded 
government programme (including government revenue foregone) not involving 
transfers from consumers; and, 
(b) the support in question shall not have the effect of providing price support to 
producers. 

Additional criteria and conditions are stipulated in the annex to govern the eli
gibility for exemption of specific policy measures. 

D E V E L O P I N G C O U N T R Y E X E M P T I O N S . Recognizing the role of govern
ment provision of assistance to encourage agricultural and rural development 
as an integral part of the development programs of developing countries, Arti
cle 6.2 of the Agreement on Agriculture also exempts from reduction commit
ments the following categories of government measures of assistance in devel
oping countries: 

1. Investment subsidies that are generally available to agriculture; 
2. Agricultural input subsidies generally available to low-income or resource-

poor farmers; and 
3. Support to producers to encourage diversification from growing illicit nar

cotic crops. 

With respect to investment subsidies and agricultural input subsidies, a clear 
condition is that the subsidy must be generally available and not target partic
ular products. There is no indication, however, as to how low-income or resource-
poor farmers are to be defined. 

T H E B L U E B O X . A third category exempted from reduction commitments 
is constituted by direct payments under production-limiting programs, a cate
gory that has come to be known as the Blue Box. Article 6 of the Agreement on 
Agriculture provides for the exemption i f any one of the following conditions 
is met: 

(i) such payments are based on fixed area and yields; or 
(ii) such payments are made on 85 percent or less of the base level of 
production; or 
(iii) livestock payments are made on a fixed number of head. 

This provision was the product of bilateral negotiations between the EEC and 
the United States and was designed to exempt some of those countries' domes
tic support programs. It was one of the most important elements of the accord 
referred to as Blair House I . Other participants agreed to the exemption because 
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they considered these payments less distorting than open-ended price supports 
on account of the fact that the payments were limited to fixed production or pro
ductive capacity. A crucial point on which attention was not focused was that 
the rules stipulated only that the payments were to be based on a fixed area and 
yields and left unspecified the levels at which these might be fixed. This stipu
lation provided members with an opportunity to fix the base area and yields for 
direct payments at levels higher than existed.1 4 It is also noteworthy that al
though the developing country exception steers clear of product-specific sup
port, Blue Box payments have been exempted even i f they target particular 
products. 

T H E A M B E R BOX.' M O D A L I T I E S F O R C A L C U L A T I O N O F T H E A M S . The 

measures not included in the exempt categories previously described, popularly 
referred to as falling in the Amber Box, were subject to reduction commitments. 
The modalities required governments first to compute the Aggregate Measure
ment of Support (AMS), which was the annual level of support, expressed in 
monetary terms, provided for an agricultural product in favor of the producers 
of the basic agricultural product or the non-product-specific support provided 
in favor of agricultural producers in general. These calculations had to be 
made separately for product-specific and non-product-specific support. Product-
specific support had to be calculated for each product benefiting from market 
price support, nonexempt direct payments, and any other nonexempt policies. 
Support that was non-product-specific was required to be aggregated into one 
non-product-specific AMS. 

The modalities contained detailed rules for calculating the AMS but still 
left considerable room for manipulation of the calculations.15 These have been 

14. It must be noted, however, that Article 13 ofthe Agreement on Agriculture exempts these 
direct payments from actions based on Article XVI, para. 1, of GATT 1994 or Articles 5 and 6 of 
the WTO Agreement on Subsidies and Countervailing Measures (ASCM) (WTO 1994a) as well as 
from actions based on nonviolation nullification or impairment of tariff concessions only if "such 
measures do not grant support to a specific commodity in excess of that decided during the 1992 
marketing year." Thus some discipline, albeit a weak one, was imposed on the level at which the 
area and yields could be fixed. See the section on the Peace Clause for details. 

15. Market price support had to be calculated using the gap between a fixed external refer
ence price and the applied administered price multiplied by the quantity of production eligible to 
receive the applied administered price. The fixed external reference price had to be based on the 
years 1986-88 and was generally to be the average f.o.b. value for the product concerned in a net 
exporting country and the average c.i.f. unit value for the product concerned in a net importing 
country in a base period. Nonexempt direct payments that were dependent on a price gap had to be 
calculated using either the gap between the fixed reference price and the applied administrative 
price or budgetary outlays. Budgetary outlays were required to be the basis for measuring input 
subsidies and marketing cost reduction measures. Where use of budgetary outlays was not appro
priate, the basis had to be the gap between the price of the subsidized good or service and a repre
sentative market price for a similar good or service multiplied by the quantity of the good or ser
vice. 
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carried forward into Annex 3 of the Agreement on Agriculture. I f the calcula
tion of market price support was not practicable, separate modalities provided 
for the calculation of Equivalent Measurement of Support (EMS). These have 
also been incorporated in Annex 4 of the agreement. 

M O D A L I T I E S : B A S E L E V E L F O R R E D U C T I O N C O M M I T M E N T S . There Was no 
requirement to undertake reduction commitments i f the product-specific AMS, 
expressed as a percentage of the value of the production of the relevant prod
uct, and the non-product-specific AMS, expressed as a percentage of the value 
of the entire agricultural production, came to less than the de minimis level of 
5 percent (10 percent for developing countries). Where the support exceeded 
the de minimis levels, the original proposal made in the Dunkel Draft was for 
governments to undertake reduction commitments separately with respect to 
product-specific AMS, non-product-specific AMS, and EMS. But this sound 
proposal was undone in the Blair House deal between the United States and the 
EEC, which decided that the reduction would be based on the sum of product-
specific AMS, non-product-specificAMS, and EMS (Total AMS). Undertaking 
reduction commitments on this basis implied that members had the possibility 
of modulating the extent of reduction on individual products while complying 
with the requirement to make overall reductions.16 In other words, the extent 
of reduction could be varied: on some products members could reduce by a 
lower percentage, or not reduce at all, or even effect an increase, as long as, in 
overall terms, they achieved the agreed reduction of 20 percent. There was no 
requirement to reduce the product-specific AMS by a specified minimum, as 
there was in the case of tariff reduction on individual tariff lines. 

M O D A L I T I E S : E X T E N T , S T A G I N G , A N D S C H E D U L I N G O F R E D U C T I O N C O M 

M I T M E N T S . The modalities required WTO members to reduce the AMS cal
culated for the base years (Base Total AMS) by 20 percent in equal installments 
over a period of six years. For developing countries the reduction commitment 
was lower (13.33 percent) and the implementation period longer (10 years). The 
least developed countries were exempt from reduction commitments in do
mestic support. The schedules of members were required to specify the Base 
Total AMS, the AMS commitment for each year (Total AMS Annual Commit
ment Level), and the final reduced AMS commitment level (Final Bound Com
mitment Level). 

I M P L E M E N T A T I O N O F R E D U C T I O N C O M M I T M E N T S . The requirement in 
the Agreement on Agriculture is that the current level of AMS (Current Total 
AMS) must not breach the Annual Commitment Levels during the implemen
tation period. In the calculation of the Current Total AMS, the three categories 

16. Article 13 of the Agreement on Agriculture constrains to some extent the flexibility to 
modulate product-specific support by providing that domestic subsidies other than those in the 
Green Box would be nonactionable provided that the support does not exceed the level "decided 
during the 1992 marketing year." 
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of exemptions as well as Amber Box support within de minimis levels are ex
cluded. Members have full flexibility to vary individual support programs as 
long as the Current Total AMS does not exceed the Total AMS Annual Com
mitment Level. 1 7 For members that did not undertake reduction commitments 
because their AMS was less than the de minimis level, the requirement is that 
during the implementation period support must not be provided in excess of the 
de minimis levels separately for product-specific and non-product-specific sup
port. These members do not have the flexibility of modulating the support on 
individual products within the total AMS levels that members with AMS com
mitments have. This interpretation has been confirmed by the Appellate Body 
in Korea—Measures Affecting Imports ofFresh, Chilled and Frozen Beef (WTO 
Docs. WT/DS161/AB/R and WT/DS169/AB/R). The result is that the rules 
have become egregiously inequitable inasmuch as those members with high sup
port levels have the freedom to pitch their product-specific support at any level 
(provided that they do not exceed the Total AMS Annual Commitment), while 
those with low support levels are held to the de minimis level for such support. 
Two other features of the modalities on domestic support need to be noted here. 
First, any product-specific support that was less than the de minimis level was 
not to be added to the Total AMS. It follows that negative product-specific AMS 
has to be treated as zero and thus cannot offset positive product-specific or non-
product-specific AMS. Second, any Blue Box payments in existence during the 
base period were to be taken into account in the calculation of the Base Total 
AMS but were to be excluded from the calculation of the Current Total AMS. 
This resulted in artificially inflating the Base Total AMS. 

For the Current Total AMS, the market price support component has to be 
calculated on the basis of the fixed external reference price as determined in the 
calculation of the Base Total A M S . 1 8 Neither the currency nor the price level 
can be changed, and no allowance has been made for normal rates of inflation. 
In making this rule, the objective of the participants was to allow the normal 
rates of inflation to erode the total AMS annual commitment levels so as to limit 
the subsidization in real terms. It is stated, however, that in the review process 
for the implementation of commitments "Members shall give due consideration 
to the influence of excessive rates of inflation on the ability of any Member to 

17. Article 13 of the Agreement on Agriculture constrains this freedom to some extent, as 
noted earlier. 

18. Article 1 (a)(i) of the Agreement on Agriculture provides that the calculation of the Base 
Total AMS must be specified in the relevant tables of supporting material incorporated by reference 
in Part IV of a member's schedule. Article l(a)(ii) provides that the Current Total AMS must be 
calculated in accordance with the provisions of Annex 3 of the Agreement and "taking into account 
the constituent data and methodology used in the tables of supporting material incorporated by ref
erence in Part IV of a Member's Schedule." In the Korea beef case referred to earlier, the Appel
late Body held that Article 1 (a)(ii) attributed higher priority to "the provisions of Annex 3" than to 
the "constituent data and methodology." 
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abide by its domestic support commitments" (Article 18 of the Agreement on 
Agriculture, para. 4). It is not specified when the rates of inflation might be 
deemed to have become excessive. 

Export Competition 

GATT 1947 Rules and Practice 

Although the notification and consultation obligations of GATT 1947 applied 
to all subsidies, including export subsidies, GATT 1947 as originally adopted 
did not contain any provision relating specifically to export subsidies. It was in 
the Review Session (1954-55) that additional provisions were introduced em
bodying certain disciplines on export subsidies (Article X V I , paras. 2-5). 
These provisions recognized the potential of export subsidies to have harmful 
effects on other contracting parties, cause undue disturbance to their normal 
commercial interests, and hinder the objectives of GATT, but they imposed 
asymmetrical obligations with respect to primary and nonprimary products. 

A primary product is defined in a note as "any product of farm, forest or 
fishery, or any mineral, in its natural form or which has undergone such pro
cessing as is customarily required to prepare it for marketing in substantial vol
umes in international trade." Although the provisions envisaged a prohibition 
on export subsidies with respect to nonprimary products, for primary products 
the level of obligation was very weak; the contracting parties were required only 
to seek to avoid the use of subsidies on exports. A condition stipulated was that 
where an export subsidy was granted it should not be applied in such a manner 
that the subsidizing contracting party would have more than an equitable share 
of the world export trade of that product.1 9 There is also an interpretative note 
that attempts to clarify this provision. However, the inefficacy of these rules was 
demonstrated in successive GATT 1947 disputes. In 1978, Australia and Brazil 
raised separate disputes against the EEC export subsidies on sugar. The Aus
tralian complaint had drawn the attention of the panel to the fact that the EEC's 
share in world exports to "free markets" had risen from an average of 7.8 per
cent in the period 1969-75 to 11.8 and 12.4 percent during 1976 and 1977, re
spectively, and was estimated to have risen further, to 22.4 percent, during 1978. 
Although the panel noted that there had been a significant increase in the EEC's 
share of the world market, it could not come to a conclusion that the increased 
share was more than an equitable share of the world export trade of sugar. The 
panel also arrived at the following conclusions: 

19. The way the "equitable share" provision was formulated, it related not only to ex
port subsidies but to "any form of subsidy which operates to increase the exports of any primary 
product." 
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(g) The Panel noted however that the Community system for granting refunds 
on sugar exports and its application had contributed to depress world sugar 
prices in recent years and thereby serious prejudice had been caused indirectly 
to Australia, although it was not feasible to quantify the prejudice in exact terms. 
(h) The Panel found that the Community system of export refunds for sugar 
did not comprise any pre-established effective limitations in respect of either 
production, price or the amounts of export refunds and constituted a permanent 
source of uncertainty in world sugar markets. It therefore concluded that the 
Community system and its application constitutes (sic) a threat of prejudice in 
terms of Article X V I : 1. (GATT, BISD, Suppl. 26, 1980, 290) 

Regarding the complaint by Brazil, the panel came to pretty much the same 
conclusion. Following these disputes, in November 1980 the GATT Council re
quested that the EEC discuss with the full membership the possibility of limit
ing the EEC subsidization of exports of sugar. In these consultations the EEC 
took the stand that contracting parties had no obligations under Article X V I , 
para. 1 to limit the internal support prices for sugar or the quantities of sugar el
igible for export refunds (GATT, BISD, Suppl. 28, 1982, 80). 

The concept of equitable share proved to be too nebulous to constitute any 
effective discipline on the use of export subsidies on primary agricultural prod
ucts. The export subsidy rules of GATT 1947 contained a marked discrimina
tion against primary products from the outset, and over the years the discrimi
nation became even more pronounced. 

T H E S U B S I D I E S C O D E . With regard to export subsidies, the Tokyo Round 
Subsidies Code made only one major change in substantive obligations, 
namely the extension of the prohibition of export subsidies on nonprimary 
products to primary mineral products as well. For agricultural products, the 
signatories undertook the additional commitment not to grant subsidies on ex
ports to a market in a manner that resulted in undercutting the prices of other 
suppliers. The code introduced the concept of displacement in individual mar
kets as a means of determining a "more than equitable share of world export 
trade," and stated that a previous representative period must normally be the 
most recent three calendar years in which normal market conditions existed. 
With regard to new markets, the code stipulated that in determining an equi
table share of world export trade, the traditional patterns of supply of the prod
uct to the world market, region, or country must be taken into account. How
ever, all these clarifications proved to be of no avail in subsequent disputes, 
and the discipline on export subsidies for agricultural products remained inef
fectual after the Tokyo Round. 

During the panel's proceedings in the dispute raised by the United States 
against the EEC on the use of export subsidies for wheat flour, it was shown 
that between the two three-year periods 1963-64 to 1965-66 and 1978-79 to 
1980-81 the share of the EEC had increased by 169 percent, while that of 
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the United States had declined by 41 percent. However, the panel once again 
"was unable to conclude as to whether the increased share has resulted in the 
EEC 'having more than an equitable share of world trade.'" The panel's con
clusions included the following observations: 

5.8. Finally, from a broader economic and trade policy perspective, the Panel 
considered the situation as regards export subsidies and other aspects of trade in 
wheat flour to be highly unsatisfactory and was concerned over what this implied 
for the effectiveness of the legal provisions in this area. The artificial level and 
conditions of much of the trade in this product typified the current problems and 
prospective risks. In this connection it found it anomalous, for instance, that the 
EEC which without the application of export subsidies would generally not be in 
a position to export substantial quantities of wheat flour, had over time increased 
its share of the world market to become by far the largest exporter. (GATT Doc. 
SCM/42) 

The panel went on to point out that there was a need to make the provi
sions of the Subsidies Code "more operational, stringent and effective in ap
plication" and in particular to develop "a clearer and common understanding of 
the concept of 'more than equitable share.'" 

Before leaving this summary of the provisions on export subsidies in the 
Tokyo Round Agreement on Subsidies, we must mention that the weaker dis
ciplines applied only to agricultural products in their primary form. Manufac
tures of these products were covered by the higher level of obligations on non-
primary products. The WTO Agreement, which we now proceed to examine 
with respect to the rules on export subsidies, makes no distinction between pri
mary and nonprimary agricultural products, and its coverage (Chapters 1 -24 of 
the Harmonized System with the exception of fish and fish products and certain 
other headings and subheadings) includes many processed products as well. As 
we shall see, the WTO Agreement considerably strengthened the disciplines 
with respect to export subsidies on primary agricultural products. However, be
cause the nonprimary or processed agricultural products had already been cov
ered by a higher level of disciplines in the pre-WTO framework, the new rules 
resulted in a weakening of disciplines with respect to these products. 

Export Subsidies in the WTO Agreement on Agriculture 

R E D U C T I O N C O M M I T M E N T S . The WTO Agreement on Agriculture did 
not attempt a further fine-tuning of the existing ineffectual provisions of GATT 
1947, as the Tokyo Round Agreement on Subsidies had done, nor did it en
deavor to establish new norms aimed at eliminating or narrowing the discrimi
natory treatment of primary products in the rules on export subsidies. It adopted 
a simpler approach for bringing about a reduction in the use of export subsidies 
in volume and budgetary allocation terms. The Agreement on Agriculture man-



The Quest for Reform 31 

dated that members undertake reduction commitments with respect to six main 
types of export subsidy practices that were prevalent at that time and incorpo
rate them in their schedules of concessions. Just as with respect to tariffs, the 
schedules specify the levels that cannot be breached by members on individual 
products, with respect to export subsidies the schedules indicate the levels of 
budgetary allocation or volume of subsidized exports that cannot be exceeded 
on individual products or groups of products. Also, the Agreement on Agricul
ture expressly prohibits members from providing any export subsidy at all with 
respect to any product not specified in the schedules. Thus, with respect to 
products for which no reduction commitment has been undertaken, the gen
eral presumption is that the member concerned has bound the export subsidy at 
zero, that is, the member has undertaken not to use export subsidies at all. This 
is different from the general GATT 1947/ WTO practice with respect to tariffs, 
in which, where a product is not included in the schedule, the presumption is 
that there is no commitment whatsoever regarding the level of tariffs on that 
product. 

Article 9.1 of the Agreement on Agriculture lists the export subsidy prac
tices subject to reduction commitments. The practices included are direct sub
sidies on exports, sale for export by a government of noncommercial stocks at 
a lower price than for buyers in the domestic market, payments on export f i 
nanced by virtue of governmental action (whether or not a charge on the pub
lic account is involved), 2 0 subsidies for reducing the costs of marketing exports 
(including the costs of international transport and freight, concessional internal 
transport, and freight charges on export shipments), and subsidies on agricul
tural products contingent on their incorporation in exported products. 

Although the coverage of reduction commitments on export subsidies has 
been limited to the listed practices, the Agreement on Agriculture also provides 
that other export subsidies "shall not be applied in a manner which results in, 
or which threatens to lead to, circumvention of export subsidy commitments." 
Export subsidies are defined as "subsidies contingent upon export performance, 
including the export subsidies listed in Article 9 of this Agreement." Thus the 
reach of the reduction commitments goes beyond the six types of listed prac
tices. Where a member has undertaken a reduction commitment with respect to 
a particular product, clearly it must not exceed the limits indicated in the sched
ule, taking both the listed and unlisted measures into account. Even where a re-

20. In Canada—Measures Affecting the Importation of Milk and the Exportation of Dairy 
Products, the Appellate Body found that although the cost of selling milk at a reduced price for ex
port was not borne by the government, governmental action was indispensable to the transfer of re
sources that took place as a result of the program. It held, "In the regulatory framework, 'govern
mental agencies' stand so completely between the producers of the milk and the processors or 
exporters that we have no doubt that the transfer of resources takes place 'by virtue of governmental 
action'" (WTO Docs. WT/DS103/AB/R and WT/DS113/AB/R). 
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duction commitment has not been undertaken, the WTO jurisprudence is that 
both listed and nonlisted export subsidies are covered by the commitment of the 
member concerned to maintain the subsidy level at zero. 

M O D A L I T I E S F O R R E D U C T I O N C O M M I T M E N T S . Unlike in the case of mar
ket access and domestic support, the modalities for the reduction of export sub
sidies, including the extent of reduction, were inscribed in the Agreement on 
Agriculture itself. One implication is that adherence to the modalities is en
forceable at any time under the agreement. The agreement required that the re
duction commitments be undertaken both on budgetary outlay and export quan
tity. It provided that during the six-year implementation period the budgetary 
outlays and the quantities benefiting from export subsidies had to be reduced 
by 36 percent and 21 percent of the 1986-90 base period levels, respectively. 
In compliance with this, the schedules of members reflect annual commitments 
on the maximum budgetary outlay and quantities of subsidized exports for each 
year of the implementation period. With respect to incorporated products, an 
additional discipline is envisaged in that the per-unit subsidy paid on such a 
product must not exceed the per-unit export subsidy that would be payable on 
export of the primary product as such. 

The Dunkel Draft had proposed reduction of export quantities by 24 per
cent, not 21 percent, the level finally incorporated into the Agreement on Agri
culture. The downward revision in the reduction target flowed from the Blair 
House I accord between the United States and the EEC. The same accord also 
resulted in a major loosening of the staging of reduction by providing for what 
has come to be known as downstream flexibility. Article 9 of the agreement al
lowed a member to exceed the annual commitment levels in any of the second 
through fifth years of the implementation period, provided that the cumulative 
amount of budgetary outlays and quantities exported up to the year in question 
did not exceed the designated levels. These levels were 3 percent of the base 
period level of budgetary outlays and 1.75 percent of the base period quantities. 
This flexibility was a retrograde step, because it allowed members to carry for
ward unused subsidies from the years of high prices, in which they did not need 
to be used, to the years of low prices, in which they could be used, leading to 
exacerbation of the downward trend. Another relaxation in the modalities for 
staging of the reduction commitment was agreed in the Blair House I I accord 
between the United States and the EEC just before the conclusion of the nego
tiations. Those WTO members that had increased the level of subsidies in the 
years 1991-92 as compared to the level for the base period for any product had 
the option to front-load their commitment levels, that is, they could base their 
annual commitments for the first five years of the implementation period on 
such higher levels. But the condition was imposed that the final bound com
mitment would have to be based on reduction by 36 or 21 percent of the bud
getary outlay or subsidized volume, respectively, pertaining to the agreed base 
period of 1986-90. Nevertheless, the front-loading option enabled the major 
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subsidizing countries to effect a large increase in the total export subsidies that 
they could use during the implementation period. 

The reduction commitments for developing countries are lower, that is, 24 
percent for budgetary outlays and 14 percent for exported quantities, and are to 
be implemented over a longer period of 10 years. More important, these coun
tries were exempted for the duration of the implementation period from the re
quirement that they undertake reduction commitments with respect to two of 
the six listed types of export subsides, namely subsidies for reducing the costs 
of marketing exports, including the costs of international transport and freight, 
and concessional internal transport and freight charges on export shipments. 
However, these subsidies were not to be used to circumvent reduction commit
ments. Clearly a developing country member that had undertaken reduction 
commitments on a particular product was prevented from using the exempted 
practices, just as it was prevented from using a nonlisted subsidy. With regard 
to developing country members with no reduction commitments, a reasonable 
interpretation is that they were entitled to maintain existing exempted measures 
as well as to introduce new ones during the implementation period, whether or 
not these were in place during the base period. 2 1 This entitlement has, however, 
been extinguished after the expiration of the nine-year implementation period. 
As in the case of market access and domestic support, the least developed coun
tries were exempt from reduction commitments on export subsidies. 

O T H E R W T O P R O V I S I O N S O N A G R I C U L T U R A L E X P O R T C O M P E T I T I O N . The 

Agreement on Agriculture commits members to undertake to work toward the 
development of internationally agreed disciplines to govern the provision of ex
port credits, export credit guarantees, or insurance programs and to abide by 
these disciplines once an agreement has been reached. Although in the mean
time no specific disciplines were agreed regarding export credit, it is clear that 
export credit practices are covered by the requirement that members not cir
cumvent their reduction commitments through the use of subsidies not listed in 
Article 9.1 of the Agreement on Agriculture. 2 2 

The Agreement on Agriculture (Article 10) also requires that members not 
use noncommercial transactions to circumvent the scheduled commitments. 
Additionally, with respect to international food aid, it is stipulated that its 

21. Paul Shanahan, senior counsellor, WTO Secretariat, Agriculture and Commodities Divi
sion, takes a contrary view in a background paper he wrote for a WTO workshop on agriculture held 
at Bangkok in 2000. He maintains: "The reference in Article 9.4 to developing country Members not 
being 'required to undertake commitments in respect of the export subsidies listed in sub-paragraphs 
(d) and (e)' could suggest that the exception refers to measures which were already in existence dur
ing the 1986-1996 base period, and that Article 9.4 does therefore provide a licence for introducing 
new export subsidies of the type referred to in sub-paragraphs 9: 1(d) and (e)" (Shanahan 2000). 

22. This has been confirmed by the Appellate Body in United States—Subsidies on Upland 
Cotton in holding that "Article 10.2 of the Agreement on Agriculture does not exempt export credit 
guarantees from the export subsidy disciplines in Article 10.1 of that Agreement" (WTO Doc. WT/ 
DS267/AB/R). 
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provision must not be tied to commercial exports of agricultural products to re
cipient countries and that the food aid transactions must be carried out in ac
cordance with the FAO Principles of Surplus Disposal and Consultative Obli
gations. It is also stipulated that food aid must be provided, to the extent 
possible, in fully grant form or on terms no less concessional than those pro
vided for under Article IV of the 1986 Food Aid Convention. The language of 
the agreement is not tight enough here and leaves room for transactions in which 
food aid can be used to sweeten large commercial transactions. 

The WTO Agreement on Agriculture also contains disciplines on export 
prohibitions and restrictions. Before a member institutes an export prohibition 
or restriction, it must notify the measure and discuss with any other member 
that has an interest as an importer any matter related to the measure. Develop
ing countries are not covered by the obligation to notify export restrictions un
less they are net exporters of the product in question. 

The Peace Clause 

No account of the rules of the Agreement on Agriculture can be complete with
out an analysis of its Article 13, also known as the Peace Clause. This was a 
transitional provision aimed at securing a nine-year truce on the actionability 
of agricultural subsidies under the Agreement on Subsidies and Countervailing 
Measures (ASCM). It ceased to be in force in 2004, but its implications still 
need to be understood, because attempts are likely to be made to revive it in fu
ture negotiations. 

The implications of the Peace Clause can be understood only against the 
background of the obligations of the ASCM, which we shall now proceed to re
capitulate. 

The WTO Agreement on Subsidies and Countervailing Measures 

Article 1 of the ASCM states that a subsidy is deemed to exist i f there is a f i 
nancial contribution by a government or any public body or there is any form 
of income or price support and a benefit is thereby conferred. Subsidies are cov
ered by the substantive disciplines of the ASCM only i f eligibility to receive 
them is limited to an enterprise or industry or to a group of enterprises or in
dustries, that is, i f the subsidies are specific. The level of disciplines on subsidy 
practices depends on whether they fall into prohibited, actionable, or non-
actionable categories. 

The ASCM prohibits export subsidies (subsidies contingent on export per
formance) and subsidies granted on the basis of the use of domestic goods in 
preference to imported goods (Article 3). Any member may seek withdrawal of 
prohibited subsidies granted by other members by taking recourse to the accel
erated dispute settlement procedure provided in the ASCM. The relevant pro-
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vision on the prohibition of these practices, however, contains the important 
words "except as provided in the Agreement on Agriculture," thus exempting 
export subsidies on agricultural products from the purview of the strict disci
plines of the ASCM. 

A l l subsidies that are nonspecific are nonactionable. The original ASCM 
provided for certain subsidy practices to be nonactionable even i f they were 
specific i f certain conditions were met. However, the relevant provision had a 
life of five years and has now lapsed. Now only nonspecific subsidies are non
actionable. 

Subsidies that do not fall under the prohibited and nonactionable cate
gories are all actionable. The ASCM restrains members from causing effects 
adverse to the interests of other members by way of injury to domestic indus
try, nullification, or impairment of GATT 1994 benefits or serious prejudice to 
their interest (Article 5). A l l domestic support measures falling within the Am
ber, Blue, and Green Boxes or the developing country or de minimis exemp
tions in the Agreement on Agriculture, as do export subsidies on agricultural 
products, would in principle be actionable under Article 5. But the said article 
states that it does not apply to subsidies on agricultural products as provided in 
Article 13 of the Agreement on Agriculture. As in the case of prohibited subsi
dies, the ASCM provides for remedies through recourse to expedited dispute 
settlement procedures in case a member claims to be adversely affected by the 
actionable subsidies of another member. Article 13 of the Agreement on Agri
culture exempts agricultural products from these remedies during the transi
tional period. 

Article 6 of the ASCM elaborates the concept of serious prejudice. Article 
6.1, which provided for a presumption of serious prejudice in certain case, 
lapsed at the end of 1999. The most important provision is now Article 6.3, 
which lists four situations in which serious prejudice can arise as a result of sub
sidies. These are the displacement or impeding of imports into the market of the 
subsidizing country; the displacement or impeding of exports from a third-
country market; significant price undercutting, price suppression, price depres
sion, or lost sales in the market of the importing country; and an increase in the 
world market share of the subsidizing member in a particular subsidized pri
mary product or commodity. 

The ASCM contains separate disciplines on countervailing measures. As 
provided in GATT 1947, members may impose countervailing duties on im
ports of products benefiting from subsidies in exporting countries i f these im
ports cause or threaten material injury to the domestic industry in the import
ing country. Thus, when a member is adversely affected by imports of products 
benefiting from subsidies that are prohibited or actionable, it has the alternative 
of either imposing countervailing duties or taking recourse to remedies through 
the expedited dispute settlement procedures. 
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Article 13 of the Agreement on Agriculture: The Peace Clause 

For a period of nine years from the date of entry into force of the Agreement on 
Agriculture, members accepted the suspension of certain actions that might 
have otherwise been taken on agricultural subsidies under the ASCM. Green 
subsidies were nonactionable for the purpose of seeking remedies under Arti
cles 5 and 6 of the ASCM against injury to domestic industry, nullification or 
impairment of GATT benefits, and serious prejudice to the interests of a mem
ber. Other domestic subsidies that conformed to the disciplines of the Agree
ment on Agriculture were similarly nonactionable but with the qualification that 
the support to a specific commodity not exceed the level "decided during the 
1992 marketing year." The expression "decided during the 1992 marketing 
year" seems to have its roots in the decisions taken in the course of the Mac-
Sharry reforms in the EEC, 2 3 but its implications for other members were not 
clear. Export subsidies that conformed to the disciplines of the Agreement on 
Agriculture were similarly protected from actionability as prohibited or ac
tionable subsidies under Articles 3, 5, and 6 of the ASCM. 

However, there was an important difference in the treatment of green sub
sidies, on the one hand, and other conforming domestic support measures and 
export subsidies, on the other, with regard to the ability to impose countervail
ing duties. Countervailing duties could not be imposed on green subsidies dur
ing the nine-year period. On the other hand, the only requirement was that of 
showing "due restraint" in initiating countervailing duty investigations with re
spect to other measures of domestic support and export subsidies that were 
WTO consistent. "Due restraint" has been interpreted to imply no more than 
the obligation of the member taking action to consult with the subsidizing 
member. 

The Peace Clause also banned action under paragraph 1 of Article X V I 
and action for nonviolation nullification or impairment of the benefits of tariff 
concessions under Article I I of GATT 1994 (see the first subsection under "Do
mestic Support" for the law and practices under these provisions). The full im
plications of the Peace Clause are explained in Table 2.1. 

The Situation after Expiry of the Peace Clause 

Since the expiry of the Peace Clause, the situation has been clear with respect 
to domestic support measures. A l l such measures, whether under the Green, 
Blue, or Amber Box or under de minimis or developing country exemptions, 
have become actionable and subject to recourse to remedies under the ASCM 
i f they cause effects adverse to the interests of other members. Now that the 

23. The reforms in the EC's Common Agricultural Policy undertaken in 1992, envisaging a 
major shift toward support through direct payments and reduced reliance on market price support, 
are known as the MacSharry reforms, after the agricultural commissioner who championed them. 
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shield of the Peace Clause has been removed, disputes can be raised against 
domestic support measures that cause nullification or impairment of a tariff con
cession, injury to the domestic industry of an importing member, or serious 
prejudice to the interests of another member. It does not make a difference 
whether the measure is covered by an exemption or is otherwise consistent with 
the requirements of the Agreement on Agriculture. A l l these measures are 
equally liable to the imposition of countervailing duties i f they cause injury to 
domestic producers. 

The situation is somewhat more complex with regard to export subsidies. 
Article 3 of the ASCM prohibits export subsidies, while Articles 8 and 9 of 
the Agreement on Agriculture allow export subsidies in conformity with these 
provisions. That the prohibition on export subsidies is not applicable to agricul
tural products is manifest from the foregoing analysis of Article 3 of the ASCM. 
The transitional protection given in the Peace Clause against action under Ar
ticle 3 of the ASCM with respect to export subsidies on agricultural products 
was really not necessary, because the latter article already gave permanent pro
tection in this regard. Thus, export subsidies on agricultural products continue 
to be protected from actionability as prohibited subsidies under the ASCM af
ter the expiry of the Peace Clause. But that does not mean that export subsidies 
wil l remain totally nonactionable. Expiry of the Peace Clause has clearly ex
posed export subsidies on agricultural products to action under Articles 5 and 
6, in particular for causing serious prejudice to the interests of another member. 
Further, with the expiry of the Peace Clause, the "due restraint" provision with 
respect to countervailing duty investigations against export subsidies have also 
disappeared, eliminating even the little impediment that the provision had im
plied during its lifetime. Expiry of the Peace Clause has greatly strengthened 
the ability of nonsubsidizing members to use the dispute resolution mechanism 
of the WTO to exert pressure on the industrialized countries to moderate their 
subsidy practices in agriculture. Of particular importance is the possibility of 
raising a dispute on the basis of "non-violation nullification or impairment" of 
tariff concessions i f the level of domestic support is raised by any member. Even 
more significant is the ability to raise a dispute on the basis of "serious preju
dice" under Article 6.3 of the ASCM against both domestic support measures 
and export subsidy practices. A member may now press claims of serious prej
udice on the basis of displacement or impeding of imports into the markets of 
a subsidizing member and displacement and impeding of exports in third-coun
try markets. Members may make similar claims on account of significant price 
undercutting, price suppression, price depression, and lost sales in the market 
of the importing country by the subsidized product. An increase in the world 
market share of the subsidizing members for the subsidized product is enough 
to provide a nonsubsidizing member with reason to take action. There is no need 
to prove that the subsidizing member has obtained more than an "equitable 
share" of the world market. This need for proof, we have seen, was a major flaw 
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in the GATT 1947 rules and prevented the aggrieved contracting parties from 
obtaining redress against outrageous subsidy practices in the pre-WTO days 
(see the section on "Export Competition" above). 

Problems of Least Developed and Net Food-Importing 
Developing Countries 

At the time of adoption of the Marrakesh Agreement in April 1994, it was rec
ognized that the reform program on agriculture undertaken in the WTO Agree
ment could result in higher prices of essential foodstuffs and cause difficulties 
for the least developed and net food-importing countries. To alleviate the situ
ation, the ministers of the GATT member countries adopted the Ministerial De
cision on Measures Concerning the Possible Negative Effects of the Reform 
Program on Least Developed and Net Food-Importing Developing Countries 
(WTO 1994a), agreeing 

• to review the level of food aid and initiate negotiations to establish a level 
of food aid commitments sufficient to meet the legitimate needs of devel
oping countries and to adopt guidelines to ensure that an increasing 
proportion of basic foodstuffs is provided in fully grant form and/or on ap
propriate concessional terms in line with Article IV of the Food Aid Con
vention 1986; 

• to give full consideration in the context of aid programs to requests for 
technical and financial assistance to least-developed and net food-importing 
countries to improve their agricultural productivity and infrastructure; and 

• to ensure that any agreement on agricultural export credit makes appro
priate provision for differential treatment for these countries. 

In addition, the ministers recognized that certain developing countries 
would experience short-term difficulties in financing normal levels of commer
cial imports and that, in order to address these, they would be eligible to draw 
on the resources of international financial institutions under existing or new 
facilities. Although the Ministerial Decision does not make any commitment to 
establish a new facility, the decision did in fact create an expectation among the 
net food-importing countries that a new facility would be established. 

Assessment of the Rules in the Agreement on Agriculture 

Prima facie, the Agreement on Agriculture made dramatic changes in the rules 
of the multilateral trading system as they apply to agriculture. The use of quan
titative restrictions was prohibited, and tariffs on all agricultural products were 
bound. In these respects, past discrimination in the multilateral trade rules 
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against agricultural products was eliminated. While discrimination against agri
culture persists with respect to export subsidies, a cap was imposed on the use 
of such subsidies and a framework created for further reduction (and elimina
tion) in future negotiations. With respect to domestic support, it can be said that 
a beginning was made in the reduction of subsidies that cause the most distor
tion to trade and production. 

Similarly, the flexibility accorded to developing countries in the use of 
measures for the support and protection of agriculture appeared to be mean
ingful. In general, the reduction commitments of these countries needed to be 
only two-thirds of the levels expected of other countries. The least developed 
countries did not have to undertake reduction commitments at all. With regard 
to market access, developing countries were given the option to bind their tar
iffs at ceiling levels for products on which no commitments had been under
taken in the past. In the areas of domestic support and export subsidies, they 
were exempted from the need to make reduction commitments with respect to 
certain categories of measures. The policy-specific criteria and conditions un
der the Green Box were relaxed for them with respect to measures for "public 
stockholding for food security purposes" and "domestic food aid." In addition, 
the de minimis level below which they did not have to reduce domestic support 
was set at the relatively generous level of 10 percent. 

However, in evaluating the progress in rule making on agriculture during 
the Uruguay Round, we have to take into consideration the implementation ex
perience (for further discussion of implementation, see Chapters 3,5,6, and 7). 
As we shall see later, although quantitative restrictions were abolished, tariffs 
remained prohibitively high in many cases. The rules on domestic support al
lowed the possibility of reinstrumentation of trade-distorting measures, and the 
overall levels of support were not reduced to any appreciable degree. Export 
subsidies were reduced significantly, but they were replaced by direct payments 
under the Blue Box or the Green Box. Although the developing countries were 
accorded S&D treatment through flexibility in all the three pillars, for the most 
part the flexibility was far in excess of their need. The Ministerial Decision on 
the Least Developed and the Net Food-Importing Developing Countries was 
weak from the outset and did not embody firm legal commitments; it was more 
in the nature of best-effort promises. 

The Peace Clause was to prove effective in limiting recourse to dispute set
tlement relating to domestic support and export subsidies. It could not prevent 
disputes from being raised successfully in the U.S. cotton case, in which there 
was failure to comply with the strict conditions laid down in the provision. Ex
piry of the Peace Clause in 2004 has opened the possibility of wide recourse to 
dispute settlement under Article 6.2 of the ASCM by agricultural exporting 
countries for "serious prejudice" caused by the subsidy practices of the princi
pal industrialized countries. 



3 India and Implementation of the 
Agreement on Agriculture 

India and the Uruguay Round Negotiations on Agriculture: 
Deep Misgivings 

Agriculture dominates the Indian economic and political scene today as it did 
at the time the Uruguay Round was launched in 1986. More than 60 percent of 
the Indian workforce was dependent on agriculture fully or substantially for its 
livelihood in 1986, and little has changed since then. However, the contribution 
of agriculture to the gross domestic product (GDP) has decreased from 35 to 
less than 20 percent over the past two decades. 

From the outset of the period of planned development in 1951, a large part 
of the government's effort was directed toward obtaining improvement of agri
culture through the development of general infrastructure including irrigation, 
rural electrification, rural transport, and marketplaces. Both the central and state 
governments allocated large amounts of funds for general services such as ex
tension, plant protection, animal health services, research in publicly funded in
stitutions, production of seeds on government-owned farms, and similar activ
ities. These efforts intensified in the mid-1960s after the sharp reduction in food 
aid received under Public Law 480 (PL 480) of the United States, also known 
as the Agricultural Trade and Assistance Act, exposed the political strings at
tached to such aid, which were unacceptable to India. Self-sufficiency in the 
main cereals, wheat and rice, became the overriding objective of India's food 
and agriculture policy. In subsequent decades, the basket of goods in which self-
sufficiency was sought was expanded to milk, edible oils and oilseeds, pulses, 
maize, and sugar. A minimum support price scheme for the main agricultural 
crops was also introduced, and its coverage was progressively expanded. 

An autarkic trade policy regime served to insulate India from the world 
agricultural markets for basic foodstuffs. Prohibitions and restrictions kept im
ports out. Exports were also severely restricted or allowed only in limited quan
tities except for some cash crops, tropical beverages, and tropical fruits. The 
minimum support prices were held below international prices in most cases, and 
annual increases barely kept pace with inflation. The objective was to maintain 
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food prices at a low level for the benefit of the urban poor and the landless la
borers in the rural areas. Procurement operations were undertaken by govern
ment agencies to maintain the minimum support price through open market op
erations, as in the case of wheat, or through a levy system on processors, as in 
the case of rice and sugar. In the case of cotton, monopsonistic purchases were 
made by designated agencies. The procured foodgrains and sugar (and some 
other essential products) were then distributed through the Public Distribution 
System (PDS). The farmers were supported mainly through subsidized inputs, 
namely fertilizers, seeds, irrigation, electricity, and credit, besides the free gen
eral services. 

Due to extensive government intervention in agriculture and the place that 
the sector occupied in the economy and polity of the country (and still does), 
India entered the negotiations for the liberalization of agriculture with deep 
misgivings. It demanded more rather than less freedom for governments to be 
able to assist and protect agriculture in countries in which a large proportion of 
the population was dependent on the sector. 

Market Access 

Policies at the Time of Commencement of the Round 

Since the early 1960s, India had invoked the balance-of-payments exception of 
GATT 1947 to impose quantitative restrictions on imports, and agricultural 
products in particular were subject to such restrictions. According to one esti
mate, in the 1980s some 96 percent of internationally tradable production in In
dia was protected through import licensing and other nontariff barriers (Gulati 
and Pursell 1993). Most agricultural products were in the category of consumer 
goods and were placed on the restricted list in the import policy, but in actual 
practice their import was simply prohibited. Imports of certain mass consump
tion items, such as cereals and edible oils, were "canalized"; that is, state trad
ing bodies—the Food Corporation of India for foodgrains and the Hindustan 
Vegetable Oils Corporation Ltd., a subsidiary of the State Trading Corporation, 
for oilseeds and edible oils—had an import monopoly. In these cases, quanti
tative restrictions were administered through these bodies. This arrangement 
enabled the government to maintain very strict control on the level of imports 
of canalized products, and foreign exchange was provided to these bodies for 
the import of only such quantities as were assessed by the Ministry for Food 
to be necessary to make up the shortfall between domestic consumption and 
production. The stated objective of the policy of canalization was to achieve 
economies of scale in import operations. Among important traded items, only 
pulses and raw wool remained largely free from import restrictions and also 
benefited from low duties. 

High levels of tariff in addition to import restrictions were maintained on 
agricultural (as well as industrial) products, except for a few articles of mass 
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consumption, such as rice, wheat, and maize, which were duty free. The basic 
customs duty on agricultural products was generally high, in some cases as high 
as 200 percent.1 An auxiliary duty, generally in the range of40-50 percent, also 
applied.2 However, these tariffs were largely irrelevant, because import prohi
bitions shut off imports altogether. In the case of a few articles of mass con
sumption to which duties applied, such as edible oils and sugar, imports by the 
canalizing agencies were exempted from these duties. In addition to the basic 
customs duty and the auxiliary duty, importers of many agricultural products 
also paid (as they continue to do) an additional duty, which is nondiscrimina
tory and falls within the category of internal taxes.3 A significant practice in In
dia is to add the basic customs duty to the transaction value in the valuation of 
import consignments for application of the additional duty. This increases the 
incidence of the additional duty beyond the nominal ad valorem rates. 

India's Market Access Commitments under the Uruguay Round 

Under Article 4.2 of the Agreement on Agriculture, quantitative restrictions 
maintained for balance-of-payments reasons were exempted from the tariffica
tion requirement, and India continued these restrictions after the WTO Agree
ment entered into force. 

In India's tariff schedule (WTO 1994d) at the Uruguay Round, all sub
headings under the 1992 version of the Harmonized System that fell within the 
purview of the Agreement on Agriculture were subject to tariff commitments. 
In making its tariff commitments, India availed itself of the flexibility provided 
to developing countries in the modalities to bind agricultural tariffs at ceiling 
levels with respect to all tariff lines on which tariffs were not bound in earlier 
negotiations. The ceiling rates adopted were 100 percent for commodities, 150 
percent for processed products, and 300 percent for edible oils. On the tariff 
lines on which commitments had been made earlier, the preexisting commit
ments were retained. These included a number of processed products with tar
iff levels of 50 to 55 percent and several primary products, including cereal and 
milk, that were zero-rated. No participant in the negotiations insisted that India 
apply the cuts envisaged in the modalities to products on which it had made pre
existing tariff commitments. Although the modalities did not explicitly provide 

1. The basic customs duty is specified 'in the first schedule of the Customs Tariffs Act of 1975 
(GOI1975) and can be amended only after parliamentary approval. The rates indicated are the statu
tory maximum, but the central government may provide for exemptions or replace them with con
cessional rates. These exemptions may extend to all importers or may be specific to a certain end 
use or category of the imported product. Where they apply to all importers, they have been referred 
to in this work as applied levels of duties. 

2. Auxiliary duties were applied in 1971 after the Bangladesh War as a temporary measure 
to raise revenue but were continued for 20 years. 

3. The additional customs duty is charged under Section 3 of the Customs Tariff Act of 1975 
and is equal to the excise duty charged on domestically manufactured or produced goods. 
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for any exemption from the requirement of maintaining current access and pro
viding minimum access, the understanding was that countries that did not carry 
out tariffication would be so exempted. Consequently, India's Uruguay Round 
tariff schedule did not have any tariff rate quotas (TRQs). 

The Evolution of India's Market Access Regime after 1995 

P H A S E - O U T O F Q U A N T I T A T I V E R E S T R I C T I O N S . The economic reforms in
troduced in 1991 led to a substantial liberalization of India's external trade 
regime. However, progress in phasing out quantitative restrictions on consumer 
products, including agricultural products, was very slow. Except for the liber
alization in 1994 of import licensing on sugar and cotton and of the state trad
ing monopoly for most of the edible oils, most agricultural products remained 
subject to import controls. In 1997, however, with the considerable improve
ment in its balance-of-payments situation, India agreed in the WTO meetings 
to phase out the restrictions and offered to do so over a nine-year period. Dis
agreements over the length of the phase-out period resulted in a number of dis
putes against India on the matter in the WTO. Subsequently India reached an 
agreement with Australia, Canada, the European Union (EU), New Zealand, 
and Switzerland to phase out the restrictions over the period 1997-2003, but 
the United States pursued the dispute, and the final ruling was against continu
ation of the restrictions. The Appellate Body Report of August 23, 1999 rec
ommended that "India bring its balance-of-payments restrictions, which the 
Panel found to be inconsistent with Article X I : 1 and XVI I I : 11 of GATT 1994, 
and with Article 4.2 of the Agreement on Agriculture, into conformity with its 
obligations under these agreements" (WTO Doc. WT/DS90/AB/R). Pursuant 
to this recommendation, India agreed to eliminate the balance-of-payments re
strictions on 1,429 six-digit tariff lines in two installments in 2000 and 2001. 
On April 1, 2001, India eliminated the last quantitative restrictions on 715 six-
digit tariff lines, including 147 tariff lines pertaining to agriculture. After this 
date, quantitative restrictions on imports were maintained only for such reasons 
as protection of health and morals, as permitted under Article X X of GATT 
1994. The list of products subject to such restrictions includes certain animal 
fats, which are prohibited from import for religious reasons. Because tariffs re
mained high, there was no major increase in imports after the phase-out of the 
import restrictions. 

T R I M M I N G O F C A N A L I Z A T I O N ( S T A T E T R A D I N G M O N O P O L I E S ) . Following 
its 1991 economic reforms, India progressively trimmed the list of products 
subject to import monopoly. The export-import (EXIM) policy for 2002-7 re
tained import monopolies on only copra and coconut oil (for the State Trading 
Corporation) and cereals (for the Food Corporation of India). The use of import 
monopolies is consistent with Article X V I I of GATT 1994 as long as the agen
cies that have been granted these monopolies have a free hand in importing the 
canalized products. The EXIM policy for 2002-7 clarified that the state trad-
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ing enterprises that had been granted exclusive or special privileges for imports 
or exports "shall make any such purchases or sales involving imports or exports 
solely in accordance with commercial considerations, including price, quality, 
availability, marketability, transportation and other conditions of purchase or 
sale" (GOI 2002c, 5-6). Because import tariffs for the canalized products re
mained high in general, these products were not being imported until the end 
of 2004. 

R E D U C T I O N S I N C U S T O M S D U T I E S . The economic reforms of 1991 led to 
sweeping changes in India's tariff policy on agricultural products, but very lit
tle on agriculture. Auxiliary duties were merged with the basic customs duty, 
and the peak rate was cut to 150 percent as a first step in 1991-92 and further 
brought down to 110 percent the next year. Since then, the maximum rate of 
the basic customs duty on nonagricultural products has been reduced in suc
cessive years; the level as of April 1, 2006, was 12.5 percent, with a few ex
ceptions. Reductions have not been the general rule with regard to agricultural 
products. 

S O M E P O L I C Y R E V E R S A L S . While the evolution of policy in India was 
generally toward lower import tariffs, there were also certain policy reversals. 
In 1998-99, the central government introduced a new duty of 4 percent on im
ports, called the special additional duty (SAD), and it was not until January 
2004 that it was withdrawn. There was some degree of doubt on the status of 
this duty in terms of the obligations of Article I I of GATT 1994, which governs 
the tariff commitments made by members. The Indian government's position 
was that the SAD was a charge equivalent to an internal tax that could be levied 
on imported products irrespective of the level of tariff binding, as provided in 
Article I I : 2(a) of GATT 1994,4 and that it was not discriminatory and therefore 
did not fall under the category of other duties and charges (ODCs) that affected 
tariff bindings.5 Because the level of 4 percent was fixed on an ad hoc basis 
and no attempt was made to establish exact equivalence with internal taxes, the 

4. Paragraph 2(a) of Article II provides that a tariff commitment must not prevent a member 
from imposing at any time on the importation of a product "a charge equivalent to an internal tax 
imposed consistently with the provisions of paragraph 2 of Article III in respect of the like domes
tic product or in respect of an article from which the imported product has been manufactured or 
produced in whole or in part." Article III requires members to accord national treatment to imported 
products in relation to both the level of internal taxes and charges and the manner of applying such 
taxes and charges. 

5. Article I I : 1(b) provides that the products that are listed in the schedules of concessions 
must be "exempt from ordinary customs duties in excess of those set forth and provided therein." 
It further provides: "Such products shall also be exempt from all other duties or charges of any kind 
imposed on or in connection with the importation in excess of those imposed on the date of this 
Agreement or those directly and mandatorily required to be imposed thereafter by legislation in 
force in the importing territory on that date." The Uruguay Round Understanding on the Interpre
tation of Article I I : 1(b) of GATT 1994 fixed April 15, 1994, as the date as of which ODCs were to 
be considered as bound and required all existing ODCs to be inscribed in the schedules. 
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Indian government's position was not unassailable. During the period in which 
the SAD was in effect, its application could have caused the applied rates to be 
in breach of the bindings for a small number of tariff lines. 

In India's 1999-2000 budget, the government introduced a 10 percent 
surcharge on the basic customs duty as a revenue-raising measure. Although 
originally imposed for one year, the surcharge was continued for the follow
ing year. However, it was discontinued as of March 31, 2001. Both the SAD 
and the surcharge on the basic customs duty generally applied to agricultural 
as well as nonagricultural products. One other development has taken place 
with regard to India's agricultural tariffs in the post-Uruguay Round period. 
As mentioned earlier, India retained in its WTO schedule the tariff commit
ments it had made during the early rounds of the GATT 1947 negotiations. 
These commitments included zero duties on certain cereals and milk products. 
In view of the impending phase-out of import restrictions, India renegotiated 
these commitments under Article X X V I I I of GATT 1994, and the levels of 
bound tariffs were raised from 0 to 60 percent for skimmed milk powder, from 
60 to 80 percent for cereals, and from 45 to 75 percent for rape, colza, and mus
tard oils. A feature of the renegotiated tariffs was that for the first time India 
had tariff quotas with lower in-quota rates for maize and skimmed milk pow
der and for rape, colza, and mustard oils and their fractions (other than crude). 
Following the increase in the bound levels, India raised the levels of the duties 
applied on these products. In accordance with the requirement in Article 
X X V I I I of GATT 1994, India made compensatory reductions in the tariffs on 
other, mostly agricultural, products. These products included butter, other 
cheeses, almonds, fresh citrus and other fruits, malt, olive oil, and processed 
foods including biscuits, orange juice, shorn wool, and wool tops. For sun
flower seed and safflower oil, the bound level of 300 percent was maintained, 
but a global TRQ of 150,000 metric tons (MT) was opened at an in-quota tar
i f f rate of 50 percent. A full list of the changes effected in 1999 is given in Ap
pendix Table 3A. 1. 

Following the introduction of the 1996 version of the Harmonized Sys
tem (HS96), India's modified tariff schedule went into effect on March 15, 
2000 (WTO Doc. WT/LeT/340). India's current bindings, after the 1996 re
vision of the HS and the 1999 renegotiations (WTO Doc. WT/LeT/440), re
tain the overall structure that emerged from the Uruguay Round: 100 percent 
for commodities, 150 percent for processed products, and 300 percent for ed
ible oils. The departures from this pattern are mainly related to tariff lines that 
figured in the negotiations and renegotiations before the Uruguay Round and 
the 1999 renegotiations, and they are lower tariff rates. With regard to the 
items important in international trade, lower bound rates apply to certain 
meats (35 percent), certain dairy products (40-60 percent), certain temper
ate-zone fruits (30-55 percent), cereals (60-80 percent), rapeseed oil (75 
percent), soybean oil (45 percent), certain prepared meat and vegetable prod-
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ucts (55 percent), certain fruit juices (85 percent), hides and skins (25 per
cent), and wool (25 percent). 

THE WIDE GAP BETWEEN BOUND AND APPLIED DUTIES. The HlOSt Strik
ing feature of India's post-Uruguay Round tariffs is the wide gap between the 
bound and applied levels. Compared with the simple average bound tariffs of 
114.8 percent, the average applied rate of the basic customs duty as of April 1, 
2004, was 37 percent.6 The divergence between the bound rates of duty and the 
applied rates of basic customs duty by HS96 chapter is shown in Figure 3.1. 

In the case of certain spirits, liqueurs, and other spirituous beverages, the 
imposition of an additional duty (50-75 percent ad valorem) under Section 3 
of the Customs Tariff Act of 1975 (GOI 1975) may have led to a degree of in
consistency with the WTO rules. Section 3 gives the central government the au
thority to levy duties equal to the excise duties on similar domestic products. 
The central government imposes additional duties on a large number of items 
whose domestic production is subject to excise duties. The difference in the case 
of alcoholic items is that the state governments have the authority to impose ex
cise duties on domestic production, and the rates vary from state to state. The 
only way in which an additional duty can be imposed on a product as a charge 
equivalent to an internal tax is by imposing it on the basis of the state of con
sumption and making it equal to the excise duty in that state. Any averaging of 
the rate of duty, as appeared to be the case in 2004, imparted to it the character 
of an ODC rather than of a charge equivalent to an internal tax. In light of this 
analysis, the applied level of duty on alcoholic products, including the addi
tional duty, must remain below the bound level of duty. This was not the case 
after the imposition of additional duty.7 To make matters worse, the state gov
ernments continued to charge state excise duties on imported products, in some 
states at a higher rate fixed for such products as compared to domestically pro
duced products, resulting in a further breach not only of the bindings but also 
of Article I I I of GATT 1994. 

6. In calculating the averages for bound tariffs, the modified schedule after the HS 1996 re
vision and the 1999 renegotiations have been taken as the basis. Identification of the corresponding 
applied levels of basic customs duty as of April 1, 2004 presented some difficulty, because the lat
est duty rates have been notified by the Indian government on the basis of HS 2002, while the tar
iff schedule continues to use HS 1996 as its basis. In the averaging by HS chapter, however, this 
variation is of little consequence. 

In all these calculations, products under two of the tariff subheadings (0802.11, Almonds In 
Shell, and 0802.12, Almonds Shelled) have been excluded because tariffs on these are specific and 
not ad valorem). 

7. It must be noted here that the bound rate of duty of 150 percent on products under sub
headings 2208.20, 2208.30, 2208.40, 2208.50, 2208.60, 2208.70, and 2208.90 became effective 
only in 2004, according to an entry in the Indian tariff schedule. 
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Domestic Support 

Policies at the Time of Commencement of the Uruguay Round 

The supply of inputs at subsidized prices and the guarantee of minimum sup
port prices (MSPs) for the principal crops were the main pillars of domestic 
support for agriculture in India at the time the Uruguay Round began in the mid-
1980s. We first take up the supply of inputs. 

The Indian government ensured the supply of fertilizer to farmers at sub
sidized prices through the mechanism of statutory control on retail prices. These 
prices were increased at intervals that extended at times to three years, and the 
increases seldom kept pace with inflation or increases in the cost of production. 
Under a system known as the Retention Price Scheme, producers of individual 
industrial units of nitrogenous and phosphatic fertilizers were paid the differ
ence between their cost of production and the fixed price at which they had to 
be sold to enable sales to farmers at the controlled retail price. State trading en
terprises were granted import monopolies on fertilizers and were authorized to 
import quantities that were assessed as the shortfalls between consumption and 
domestic production. Because the retail prices fixed by the government were 
lower than the import parity price, a subsidy also had to be paid for the distri
bution of imported fertilizers. The subsidy for fertilizers was borne by the cen
tral government. 

An electricity subsidy was another major component of domestic support 
to agriculture in the mid-1980s. In all states, the rates charged from rural agri
cultural consumers were not only less than the rates charged from urban or in
dustrial consumers, but also less than the unit cost of production, even without 
taking capital costs into consideration, as permitted by the Agreement on Agri
culture. There was wide variation in practice in the states, and in some cases the 
rates charged were less than one-tenth of the unit cost of production, while in 
others it was one-third. In many states, the entire cost of the electricity subsidy 
was borne by the state electricity boards, which are public sector bodies fully 
owned by the state governments. 

The irrigation subsidy was also a large component of the subsidization of 
agriculture. As in the case of electricity, the capital cost of irrigation projects is 
to be excluded, and only the running cost has to be taken into consideration for 
the calculation of the subsidy subject to reduction commitments under the 
Agreement on Agriculture. In India, however, the water rates did not cover the 
cost of operation and maintenance of irrigation projects, and to make matters 
worse, even these were not collected. The implicit subsidies on account of irri
gation were also borne by the state governments. 

Concessional credit for agricultural operations was another important ele
ment of the domestic support policies for agriculture in India. In 1986, short-, 
medium-, or long-term credit was given to farmers through commercial banks 
or primary agricultural credit societies of the land development banks. Agri-
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culture was considered a priority sector, and lower rates of interest were pre
scribed for it in comparison with other classes of borrowers. 

The distribution of quality certified seeds was also undertaken by state and 
central government agencies in order to support agricultural operations. The 
National Seeds Corporation and the State Farm Corporations were the main 
government agencies entrusted with this task, and subsidies were given for the 
sale of certified seeds to farmers. The MSPs for the major crops were aimed at 
providing a remunerative and stable price environment for agricultural opera
tions. The government fixed the MSP every year on the basis of the recom
mendations of the Commission for Agricultural Costs and Prices (CACP). The 
recommendations of the CACP were based on several factors, ranging from 
terms of trade to cost of production of the commodity. The cost of cultivation 
included all paid-out costs, that is, the expenditures incurred by farmers on pur
chasing seeds, fertilizers, diesel fuel, labor, and so on, as well as imputed costs 
such as the cost of family labor used, the rental value of land, the interest paid 
on fixed and working capital employed, depreciation, and so on. A reasonable 
profit margin was also added to ensure remunerative prices to farmers. While 
considering the CACP recommendations, the government made adjustments in 
some cases. 

The products for which the government announced MSPs in the mid-
1980s were cereals (rice and wheat), coarse cereals (barley, maize, bajra, ragi, 
andjowar), pulses (gram, urad, moong, and tur), oilseeds (rape, toria, soybeans 
[both yellow and black], groundnuts, sunflower seeds, and safflower seeds), and 
certain commercial crops (cotton, jute, tobacco, and sugarcane). Various agen
cies of the public and cooperative sectors and marketing boards were selected 
as nodal agencies for the purpose of purchases at the MSP. In the case of sugar
cane, the MSP was the basis on which the sugar mills were enjoined to make 
payments to the farmers. Of the nodal agencies, the Food Corporation of India 
(FCI) alone carried out the purchase operations on a large scale, and those, too, 
mainly with respect to wheat and paddy. In addition to carrying out the pur
chase operations for extending price support to farmers for wheat and paddy, 
the FCI also procured rice under the statutory levy system imposed under the 
Essential Commodities Act of 1955, whereby state governments required mil
lers and dealers to deliver from 10 to 75 percent of their turnover at prices an
nounced separately for each state. 

The foodgrains procured by the FCI also served as buffer stocks for food 
security purposes. A government decision stipulated the minimum levels of op
erational buffer stocks that had to be maintained at different times of the year 
for these purposes. An important feature of Indian food policies was distribu
tion of the procured foodgrains to consumers through the Public Distribution 
System. In addition to foodgrains, sugar and kerosene were also made available 
to consumers through the system, and in some years, edible oil was as well. The 
issue price of foodgrains did not take into account all the costs associated with 



India and the Agreement on Agriculture 51 

the procurement and distribution operations, and the entire cost figured in 
the budget of the central government as a food subsidy. A separate arrangement 
existed for the procurement and distribution of sugar. Under the statutory pro
visions governing the distribution of sugar, the sugar mills were required to 
deliver to the government agency as much as 40 percent of production at a fixed 
price. The levy sugar, as it was referred to, was then distributed to con
sumers through the Public Distribution System. The supply of foodgrains and 
sugar through the Public Distribution System was universal, and there was no 
general attempt at targeting the poorer segments of the population. A start was 
made in directing concessional supplies to the populations in tribal areas in 
1985, and the issue price for foodgrains was reduced for these areas. Further
more, in a number of states, such as Gujarat and Andhra Pradesh, highly con
cessional supplies were provided to the poorer sections. 

The government also provided domestic support through a host of general 
services and other programs that are well documented in the Supporting Tables 
Relating to Commitments on Agricultural Products in Part IV of the schedules 
(WTO Doc. G/AG/AGST/Vol. 2) submitted by India to the WTO. 

India's Uruguay Round Commitments on Domestic Support 

The modalities exempted developing countries from undertaking reduction 
commitments with respect to product-specific support up to 10 percent of the 
total value of production of the relevant basic product as well as with respect to 
non-product-specific support up to 10 percent of the value of total agricultural 
production. By virtue of this provision on de minimis limits, India did not 
undertake any reduction commitments. It furnished full details of the programs 
of domestic support in the Supporting Tables referred to above. 

The data taken into account by India in the computation of product-
specific AMS reveal a number of discrepancies. The applied administrative price 
(MSP) with respect to the winter crops (wheat, barley, and gram) was based on 
the prices announced for 1986-87, 1987-88, and 1988-89, whereas the rele
vant years that correspond to the base period 1986-88 for these winter crops 
should have been 1985-86, 1986-87, and 1987-88. The conversion ratio for 
deriving the MSP for rice from that for paddy was taken by India as 0.67, 
whereas it should have been 0.61 in order to take the milling cost into account. 
In the case of cotton, the MSP used was that for seed cotton (kapas), while the 
external reference price was that for lint. The MSP equivalent for lint should 
have been derived by dividing the MSP for kapas by 0.32. Correction for these 
discrepancies is reflected in Table 3.1. 

The modalities required the following: "The fixed external reference price 
shall be based on the years 1986 to 1988 and shall generally be the average 
f.o.b. unit value for the basic agricultural product concerned in a net exporting 
country and the average c.i.f. unit value for the basic agricultural product con
cerned in a net importing country in the base period" (Agreement on Agricul-
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T A B L E 3.1. MSP, ERP, and base year annual average world prices, 1986-88 
(rupees per metric ton) 

Commodity 
Notified 

MSP 
Corrected 

MSP 
Notified 

ERP 

ERP (authors' 
calculations with 
shadow exchange 

rate) 

Rice 2,280 2,492 3,520 4,042 
Wheat 1,740 1,670 3,540 2,625 
Bajra (pearl millet) 1,373 1,373 2,704 1,190 
Jowar (sorghum) 1,373 1,373 2,945 1,368 
Barley 1,383 1,340 4,024 1,100 
Maize 1,373 1,373 3,121 1,454 
Gram (chickpeas) 2,983 2,767 4,128 5,280 
Groundnuts 3,966 4,083 6,900 4,833 
Rapeseed 4,350 4,350 6,884 4,297 
Soybeans (yellow) 3,033 3,033 3,081 3,905 
Cotton 5,633 17,604 • 17,333 23,696 
Sugarcane 188 183 156 316 

SOURCES : For notified MSP and ERP, WTO Doc. G/AG/AGST/Vol. 2; for the authors' calculations 
of corrected MSP, GOI (various years), Agicultural Statistics at a Glance; for the authors' calcula
tions of ERP for wheat, barley, maize, groundnuts, rapeseed, soybeans, cotton, and sugar and for 
the international freight rates for wheat, FAO (various years), FAO Trade Yearbook; for the authors' 
calculations of ERP for rice, ERS—USDA Web site <http://www.ers.usda.gov>, accessed May 
2003; for the authors' calculations of ERP for gram, Gulati and Pursell (2000); for the international 
freight rates for cotton, Gulati, Hanson, and Pursell (1990); for the international freight rates for 
sugar, ISO (various years). 
NOTES : Specifications of commodities are as follows: rice—Thai white milled, average 15 per
cent broken, f.o.b. Bangkok); wheat—U.S. hard winter wheat no. 2, ordinary protein, f.o.b. U.S. 
Gulf); bajra—assumed to be 87 percent ofjowar; jowar—U.S.A. milo no. 2 yellow, f.o.b. U.S. Gulf; 
barley—Canada no. 1 CW in store Thunder Bay; maize—U.S.A. no. 2 yellow, f.o.b. U.S. Gulf; gram— 
Turkish gram; groundnuts—shelled, Europe, c.i.f. any origin); rapeseed—NW Europe c.i.f., Cana
dian 40 percent; soybeans—U.S., c.i.f. Rotterdam; cotton—Liverpool c.i.f. SM-11/16, U.S. Mem
phis; and sugar—ISA, daily price of raw sugar, bulk and stowed at Greater Caribbean ports. 

All prices are annual averages. 
For sugarcane, the calculated ERP is derived from raw sugar prices using the parameters 

given in India's supporting tables in WTO Doc. G/AG/AGST/Vol. 2, i.e., the most efficient con
version cost of sugar from cane of Rs 1,405.4 and an extraction rate of 8.5 percent. For groundnuts, 
the kernehpod ratio has been assumed to be 0.7. 

Freight rates for foodgrains other than wheat are taken to be equal to those for wheat, and for 
oilseeds to be 1.6 times those of wheat. 

ture, Annex 3, para. 9). During the base period, India was a net importer of rice, 
wheat, pulses, rapeseed, and sugar and a net exporter of other crops to which 
the MSP applied. Except in the case of rapeseed, for which the basis was the 
U.K. price, India used the external trade statistics published by the Director 
General of Commercial Intelligence and Statistics (DGCI&S) for determining 
the ERP. 
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While the sources used by India for calculating the ERP cannot be faulted 
on the basis of the modalities, a number of factors cast doubt on the accuracy 
of these calculations. During the base period, quantitative restrictions applied 
to both imports and exports of the products benefiting from the MSP, except in 
the case of pulses, where only export controls were applicable. The character
ization of India as a net-importing or net-exporting country on the basis of trans
actions in a situation of controlled trade is itself flawed, because the position of 
India as a net importer or exporter could have been different in the absence of 
restrictions. In many cases, the transactions were too small to accurately re
flect international prices. Moreover, 1987-88 was the first year in which the 
DGCI&S used the Harmonized System for the collection of trade statistics, and 
it is not unlikely that some errors crept into the compilation of data. Further, in 
relying on Indian trade statistics, no allowance was apparently made for differ
ences in quality between the imported or exported products and the Indian pro
duce benefiting from the MSP. In the case of rice, for instance, the import price 
used was that of the consignments imported by India in the base period with
out any distinction between those consisting of rice that was of comparable 
quality to the rice produced in India and those that did not. India exported what 
were known as hand-picked-selected groundnuts, which were higher-value 
products, and the export price for these could not be rightly compared with the 
MSP, which was for nuts of fair to average quality. 

An attempt has been made in Table 3.1 to calculate the ERP for some of 
the products on a more accurate basis, deriving them from the f.o.b. prices in 
the world's main markets for the products that correspond most closely to the 
Indian produce. The table follows the methodology stipulated in the modalities 
and adopted in the Supporting Tables submitted by India and reflects the c.i.f. 
price for products of which India was a net importer in the base period and the 
f.o.b. price for products of which it was a net exporter. In the base period, India 
followed a fixed exchange rate system, and the official exchange rate was 
around 20 percent below the free exchange rate. In our calculations we have 
used the shadow exchange rates. The corrected MSP is higher than the notified 
MSP in the case of rice, while it is lower in the case of wheat, barley, and gram. 
The biggest discrepancy is in the case of cotton, for which the corrected figure 
for lint is three times that notified. The ERP has been considerably overstated for 
wheat, coarse grains, groundnut, and rapeseed, while it has been understated 
for rice, gram, soybeans, cotton, and sugar. The erratic nature of the ERP noti
fied by India can be ascribed to the factors described earlier. In the case of some 
of the coarse grains and rapeseed, the MSP is higher than the calculated ERP. 

In the Supporting Tables submitted by India, the product-specific support 
of the supported products is negative for all products except tobacco and sugar
cane. In the case of tobacco, per unit MSP is a bit over 1 percent in excess of the 
ERP, but in the case of sugarcane the excess is around 17 percent. The product-
specific AMS for sugarcane was still less than 10 percent during the base pe
riod because only sugarcane meant for the sugar mills is eligible for the MSP, 
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T A B L E 3.2 Marketed surplus ratio of important 
Indian agricultural commodities 

Commodity Marketable surplus ratio 

Paddy 60.1 
Wheat 61.4 
Maize 59.1 
Jowar 55 
Gram 47.2 
Groundnuts 82.4 
Rapeseed 69.3 

SOURCE : GOI, Agricultural Statistics at a Glance, 2001. 

and this accounted for only 45.2 percent of the total production of sugarcane. 
This raises the general issue of eligible production in India. In preparing the 
Supporting Tables India had based its calculations on the entire production of 
the supported product. It is arguable that only the marketable surplus of the 
crops should be taken as eligible for the MSP. Table 3.2 gives the results of a 
survey of the average marketed surplus ratio of some of the important supported 
products in the main producing states of India. 

A further point is relevant for the calculation of product-specific AMS in 
India. While the MSP was announced for as many as 22 products in the base 
period, the price support operations were not carried out for all the products, 
and where they were carried out, they were not extended to the entire country. 
Among foodgrains, large-scale operations were carried out only for rice and 
wheat, and that was only in the main surplus states of Punjab, Haryana, and 
Andhra Pradesh. In the case of cotton, the Cotton Corporation of India and the 
Maharashtra State Cooperative Cotton Grower's Marketing Federation made 
purchases. Table 3.3 shows the average annual purchases against the average 
annual production of these three crops during the base period. 

In the case of some oilseeds, sporadic purchases of very small quantities 
were undertaken by the National Agricultural Cooperative Marketing Federa
tion (NAFED) in some states, and there was no worthwhile purchase of coarse 
grains or pulses. Where purchases are not made at all, it is questionable whether 
a market price support system can be said to be in existence. In fact, in the no
tifications concerning domestic support submitted by India for the years 1996— 
97 and 1997-98 (WTO Doc. G/AG/N/IND/2), India had already excluded the 
products for which no support operations were carried out even though the MSP 
is determined every year. Where purchases are made but are limited geograph
ically or otherwise, it may be more accurate to estimate the product-specific 
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T A B L E 3.3 Average annual purchases by Indian government agencies, 1986-88 
(millions of metric tons) 

Annual Annual Purchase as 
production purchases a percentage 

Product (million MT) (million MT) of production 

Rice 62.56 7.93 12.67 
Wheat 48.20 7.8 16.18 
Cotton 1.25 0.12 9.33 

SOURCE : GOI, Agricultural Statistics at a Glance, 1996. 

AMS on the basis of actual purchases. I f the marketed surplus or the actual gov
ernment purchase were taken as eligible production, it would have major im
plications for assessing how the product-specific AMS stands for each crop 
vis-a-vis the de minimis stipulation of 10 percent for developing countries. 
However, this point is of only academic interest, because according to the lat
est notification the MSP is lower than the fixed ERP for the supported crops. 

Subsidies on power, irrigation, credit, and fertilizers were the main non-
product-specific agricultural subsidies during the base period. The Agreement 
on Agriculture stipulates that the value of input subsidies "shall be measured 
using government budgetary outlays or, where the use of budgetary outlays does 
not reflect the full extent of the subsidies concerned, the basis for calculating 
the subsidy shall be the gap between the price of the subsidized good or service 
and a representative market price for a similar good or service multiplied by 
the quantity of good or service" (Annex 3, para. 13). It was only with respect 
to the fertilizer subsidy that India used budgetary outlays, but here too an ad
justment was made for calculating the amount of fertilizer subsidy that could 
be imputed to agriculture; the remaining amount was apportioned to the fertil
izer industry. The fertilizer subsidy to farmers was calculated on the basis of the 
difference between the import parity price and the retail price in the case of both 
imported and domestically produced fertilizers. Payment made in excess of 
the import parity price was rightly treated as a subsidy to the industry. In the 
case of credit, only short-term credit was taken into consideration, because 
long-term credit qualified for exemption as an investment subsidy. The rate for 
short-term credit for agriculture was compared to the highest rate for short-term 
bank advances in order to determine the subsidy element. The power subsidy 
was calculated on the basis of the differential between the per unit operating 
cost and the rate charged to agriculture. The irrigation subsidy was derived by 
subtracting the operating cost from the receipts on account of water rates 
charged to farmers. In both cases, the cost of capital invested in the power and 
irrigation was not taken into account in view of the exemption from the calcu-
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T A B L E 3.4 Percentage of total area operated by small agricultural holdings in India, 
1990-91 and 1995-96 

Category of 
holdings 

Percentage of holdings Percentage of area covered 
Category of 
holdings 1990-91 1995-96 1990-91 1995-96 

Up to 2 hectares 78.2 80.3 32.4 36.0 
Up to 4 hectares 91.3 92.6 55.6 59.8 
Up to 10 hectares 98.4 98.7 82.7 85.1 

SOURCE : GOI, Agricultural Statistics at a Glance, 2000. 

lation of AMS of the expenditure on capital works in infrastructural services, 
as provided for in the Agreement on Agriculture. 

The Agreement on Agriculture exempts from the calculation of AMS 
"agricultural input subsidies generally available to low-income and resource-
poor producers in developing country Members" (Article 6, para. 2). By not 
taking this provision into consideration, India erred on the side of abundant 
caution. In interpreting this provision one might take the view that because 
these input subsidies are not directed to low-income and resource-poor pro
ducers, the exemption would not apply. However, it could also be argued that 
the exemption does apply, and in not taking it into account India overstated its 
non-product-specific AMS. The extent of any overstatement can be assessed 
from the percentage of total area covered by small operational holdings. Be
cause characterizing Indian farmers as low-income or resource-poor is a mat
ter of judgment, the percentages of total area covered by holdings of 2, 4, and 
10 hectares or less are shown separately in Table 3.4. 

In its latest notification concerning domestic support pertaining to 1996-
97 and 1997-98 (WTO Doc. G/AG/N/IND/2), India has taken this aspect into 
consideration and allocated about four-fifths of its input subsidies against the de
veloping country exception under Article 6.2 of the Agreement on Agriculture. 

In the Supporting Tables, India gave the figure for the total cost of buffer 
stocking and consumer subsidy, and it was not clear how much of this qualified 
under the exemption for "Public stockholding for food security purposes" and 
how much under "Domestic food aid." A distinction needs to be made between 
the costs of foodgrains, procurement incidentals, and distribution costs on the 
one hand and the costs of carrying the buffer stocks, including handling charges, 
storage charges, interest charges, shortages, and administrative expenses, on the 
other. Further, it is debatable whether the untargeted concessional sales of food-
grains made through the Public Distribution System during the base period of 
1986-88 qualified as exempt domestic food aid under the relevant provision re
lated to the Green Box. 
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The Evolution of India's Domestic Support Policies after the Uruguay Round 

A M A S S I V E I N C R E A S E I N P R O C U R E M E N T . India's domestic support poli
cies for agriculture remained largely unaffected by the economic reforms of 
1991. MSP coverage was enlarged to include four new products, sesasum seed, 
niger seed, bal copra, and copra for milling. Increases in MSP followed the rec
ommendations of the CACP during the first two years of the implementation 
period, but thereafter large bonuses were given in the case of wheat. It was not 
until the crop year 2002-3 that the central government returned to the erstwhile 
practice of adhering to the CACP recommendations (see Table 3.5 for details). 

As in the past, there was little procurement by government agencies to 
guarantee the MSP for crops other than wheat and rice. For these two crops, 
particularly wheat, where large increases were made in the MSP, there was a 
large increase in procurement in recent years, as can be seen in Table 3.6. 

C O N T I N U A T I O N O F T H E M A I N I N P U T S U B S I D I E S . In the area of non-
product-specific support, while substantial subsidies continued, there were 
some weak attempts at reform. Subsidies on agricultural credit were progres
sively phased out between 1994 and 1996 but reintroduced in 2005. For fertil
izers, a major change made in 1992 was the withdrawal of the retention price 
scheme and decontrol with respect to potassic and phosphatic fertilizers. For 
power, a few states moved to increase the tariff for agricultural consumers, 
while others announced free supplies for such consumers. 

T A R G E T E D P U B L I C D I S T R I B U T I O N S Y S T E M . A major change was made in 
1997 in the policy for distribution of foodgrains through the Public Distribution 

T A B L E 3.5 MSP of wheat in India, 1995-2006 (rupees per quintal) 

Crop year Marketing year CACP recommendation MSP 

1994-95 1995-96 360 360 
1995-96 1996-97 380 380 
1996-97 1997-98 405 475 
1997-98 1998-99 455 510 
1998-99 1999-2000 490 550 
1999-2000 2000-2001 550 580 
2000-2001 2001-2 580 610 
2001-2 2002-3 610 620 
2002-3 2003-4 620 620 
2003-4 2004-5 na 630 
2004-5 2005-6 na 640 

SOURCES : GOI (various years), Agricultural Statistics at a Glance. 
NOTE : na, not available. 
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T A B L E 3.6 Procurement of Indian foodgrains for central pool, 1996-2005 
(millions of metric tons) 

Marketing year 
Rice 

(October- September) 
Wheat 

(April-March) Total 

1996-97 13.0 8.2 21.2 
1997-98 15.6 9.3 24.9 
1998-99 12.6 12.7 25.3 
1999-2000 18.2 14.1 32.3 
2000-2001 21.3 16.4 37.7 
2001-2 22.1 20.6 42.7 
2002-3 16.4 19.0 35.4 
2003-4 22.8 15.8 38.6 
2004-5 (as of January 2005) 14.3 16.8 31.1 

SOURCE : GOI (2005b). 

System. While eligibility to receive the supplies remained universal, the central 
issue price for foodgrains meant for distribution to families below the poverty 
line (BPL) was fixed at 50 percent of the "economic cost" and for families above 
the poverty line (APL) at 90 percent. The economic cost included the costs of 
foodgrains, procurement incidentals, and distribution and excluded the cost of 
carrying buffer stocks. Later in 2000 and 2001, when offtake from the PDS de
clined, the government reduced both the APL and BPL prices, the former quite 
drastically. 

In 2000, further progress was made in targeting, and families with incomes 
high enough to make them liable to pay income tax were made ineligible to re
ceive levy sugar. Further, as of February 1, 2001, levy sugar supply was re
stricted to BPL families except in the northeastern states, hill states, and island 
territories. These decisions followed earlier decisions to reduce the levy obli
gation of domestic producers from 40 to 30 percent as of January 1, 2000, and 
further to 15 percent as of February 1, 2000. In addition, several schemes for 
domestic food aid were introduced in order to liquidate large accumulated food 
stocks. Under the Antyodaya Anna Yojana, introduced in December 2000, about 
10 million of the poorest families were provided with foodgrains at rates that 
were almost half of the BPL prices. The Wheat-Based Nutrition Program en
visaged the provision of nutritious or high-energy food to children under the 
age of six and to expectant and lactating mothers. Starting in November 2000, 
the reduced BPL prices were charged for the Mid-Day Meal Scheme and for 
the supply of foodgrains to hostels for students from the less advantaged sec
tions of society. In addition, the Annapurna Scheme, which provided free sup
plies of foodgrains to indigent senior citizens (starting in April 2000), and the 
Subsidized Food Grain Scheme, which provided foodgrains to indigent people 
living in welfare institutions at BPL prices (starting in November 2000), were 
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established. A Food for Work program was introduced in drought-affected states 
in January 2000, and in September 2001 it was enhanced into the Sampoorna 
Gramin Rojgar Yojana, which was designed for full employment in villages. 

M O U N T I N G F O O D S T O C K S . Despite the reduction in issue prices and the 

introduction o f additional food aid programs, offtake from the PDS declined 
while the level o f procurement continued to rise. Open market sales made from 
time to time by the FCI at prices (generally slightly above the A P L prices) 
fixed by the government to traders for domestic sales also did not result in 
a substantial reduction o f stocks. As a result, in the years 2001 and 2002, the 
government was saddled wi th stocks in amounts that were considerably higher 
than the minimum buffer stock norms set for the period 1997-2002 for food 
security purposes. After reaching their peak on July 1, 2002, these food stocks 
tended to decline, and by January 1, 2005, stood at 21.7 mi l l ion M T against a 
norm o f 16.8 mi l l ion MT. Figure 3.2 shows the position for the period from 
A p r i l 1, 2000, to January 1, 2005. 

A D H E R I N G T O D O M E S T I C SUPPORT C O M M I T M E N T S . A S o f June 2002, 

India had made its domestic support notifications to the W T O for the years 
1995-96, 1996-97, and 1997-98. These notifications show India to be adher
ing to its commitment to maintain its product-specific and non-product-specific 
A M S within the 10 percent de minimis l imi t specified for each o f the categories. 
However, the Indian government's views on the characterization o f various 

FIGURE 3.2 Foodgrain stocks and minimum buffer norms for India, 2000-2005 

Millions of metric tons 

70 

• Actual stocks 
• Minimum buffer norms 

S O U R C E : GOI (2005b). 
N O T E : The dates here follow a day/month/year format. 
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types of domestic support under the categories recognized in the Agreement on 
Agriculture have evidently evolved. In 1995-96, with regard to input subsidies, 
no account was taken of the exemption of input subsidies for low-income 
and resource-poor farmers in developing countries in terms of Article 6.2 of 
the Agreement on Agriculture. As mentioned earlier, for the subsequent two 
years, about 80 percent of the input subsidies were shown to be domestic sup
port exempt under that article. In 1995-96, 19 products were shown as bene
fiting from market price support, while in the later years only six were shown 
to be covered. Absence of purchase operations to back the MSP was the reason 
for this change. In the years covered by the latest notification, the product-
specific AMS was negative and the non-product-specific AMS was a little over 
1 percent. 

Some other significant features in the notifications must be noted here. 
There was a large increase in the mid-1990s in generally available investment 
subsidies on account of on-farm development work, such as that on field chan
nels, land leveling, and the building of shallow wells. In the notifications of in
vestment and input subsidies, India included support for specific commodities 
such as coffee, cardamom, and vanilla, although the Agreement on Agriculture 
clearly stipulates that the exemption is only for generally available subsidies. 
However, India's support for these products should not make any difference in 
terms of its compliance with the obligations under the agreement, because the 
amounts were below the de minimis limit. India's notifications reflected the 
phase-out of the credit subsidy, which took place in 1994-96. 

Our calculations, made on the same basis as in the Supporting Tables 
notified by India (WTO Doc. G/AG/AGST/Vol. 2), also show that India's 
product-specific and non-product-specific AMS during 1995-2000 was well 
within the de minimis limits. Appendix Table 3A.2 gives the percentages cal
culated for these years with respect to product-specific AMS for 16 of the main 
products covered by the MSP, using the fixed ERP as contained in the Sup
porting Tables submitted by India, and of non-product-specific AMS. In mak
ing these calculations, we took the entire production of the product in question 
as eligible production, but did not take into account whether or not actual sup
port operations were carried out. We did this in order to enable an assessment 
of whether there was a potential for product-specific AMS to increase beyond 
the 10 percent limit i f the government had chosen to undertake purchases in 
support of the MSP. As might be expected, on account of the annual increases 
in the MSP, the product-specific AMS in nominal terms has moved from nega
tive or low positive levels to high positive levels, except for barley. Because the 
Agreement on Agriculture envisages that account should be taken of excessive 
inflation, Appendix Table 3A.3 gives the percentages we arrived at after con
sidering the effect of inflation. Except for sugarcane, soybeans, and cotton, the 
AMS remained negative until the latest year for which the calculations were 
made. With respect to these three products, the percentage of AMS was below, 
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and in two cases substantially below, the de minimis limit of 10 percent. Ap
pendix Table 3 A.4 shows the percentages of product-specific AMS after fixing 
the ERP in terms of U.S. dollars. I f the ERP is so fixed, the product-specific 
AMS is seen to have remained negative up to 1999-2000 for all products ex
cept sugarcane. 

The non-product-specific AMS, however, was creeping up mainly due to 
increases in the power subsidy. This is on account of higher levels of power con
sumption in the agricultural sector rather than an increase in per unit subsi
dization. In calculating the power consumed by the agricultural sector, we have 
taken the figure of 0.7 of rural consumption that the government used in the 
Supporting Tables.8 The fertilizer subsidy dipped considerably in the years 
1997-2000, not on account of a reduction in subsidy but because in these years 
the international price of fertilizers fell steeply, and consequently the difference 
between the import parity price and the fixed retail price for farmers narrowed. 
Phase-out of the credit subsidy has not made much difference in the total non-
product-specific subsidy. 

In our calculation of non-product-specific support, we have not taken into 
account the exemption of developing countries from the reduction commitment 
in Article 6.2 of the Agreement with respect to generally available input subsi
dies for low-income or resource-poor farmers, because the input subsidies in 
India do not target poor farmers. We recognized earlier that it is arguable that 
the exemption does apply. I f this argument is accepted, and farmers owning 
less than 10 hectares of land are regarded as resource-poor, the non-product-
specific AMS would be less than 2 percent of the total value of production in 
1999-2000, the last year for which calculations have been made. 

Export Competition 

Policies at the Time of Commencement of the Uruguay Round 

In the mid-1980s, the Indian economy was burdened with draconian import re
strictions, high tariffs, and overvalued exchange rates, which taken together im
parted a considerable antiexport bias to the economy. In this environment, with 
a view to improving the competitiveness of exports, the Indian government had 
a long-standing policy of granting cash incentives for exports of a number of 
products, particularly for manufactures including processed food items. The 
rates of cash compensatory support (CCS), as it was known at that time, were 
determined on the basis of the data submitted by the Export Promotion Coun-

8. An important consideration in the computation of the power subsidy is the issue of theft. 
It has been estimated that agricultural power consumption (which is unmetered) is probably over
stated by as much as 20 to 80 percent depending on the state. Power theft by nonagricultural users 
remains unaccounted for and is included in the figure for consumption by agriculture because the 
latter is derived on a residual basis (Gulati and Narayanan 2003). 
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cils or Commodity Boards. These data covered the costs of manufacturing and 
marketing, including international transport and freight and internal transport 
on export shipments, and the prevailing competitive price in foreign markets. 
In addition, there was a scheme for subsidizing the cost of freight for certain 
agricultural products, such as fruits and vegetables. Another important export 
assistance measure that applied to all exports was the exemption from income 
tax of profits from exports under Section 80HHC of the Income Tax Act (GOI 
1961). 

Exports of a number of agricultural products were subject to strict controls. 
Exports of milk and milk powder, butter, and certain oilseeds and edible oils, 
products whose domestic production was less than their domestic consumption, 
were prohibited in the interest of the country's consumers. Exports of processed 
pulses were allowed only i f they had been manufactured from imported pulses. 
Exports of a limited number of items, such as wheat and wheat products, bar
ley, maize and other coarse cereals and their flours, ghee (butter oil), and hy-
drogenated vegetable oils, were allowed against limited ceilings. The quantita
tive controls on exports of a number of products were administered through 
trading enterprises in the public and cooperative sectors. Thus onions could be 
exported only through NAFED, while the State Trading Corporation had a mo
nopoly on exports of castor oil and sugar. 

India's Commitments on Export Subsidies in the Uruguay Round 

Following the 1991 economic reforms, India terminated its policy of granting 
cash incentives for exports but retained the income tax exemptions for export 
profits. Because the income tax exemption was not one of the export subsidy 
practices listed in Article 9 of the Agreement on Agriculture, India was not re
quired to undertake any reduction commitments. In the Supporting Tables, In
dia had mentioned that the erstwhile scheme of CCS envisaged the granting of 
freight and marketing subsidies, and on this basis it had sought to retain the right 
to reintroduce such subsidies in the future. 

The Evolution of India's Policies after 1995 

India has made export subsidy notifications to the WTO for the years 1996-97 
to 2000-2001 showing that it has been providing relatively small amounts of 
export subsidies for fresh fruits and vegetables, plants and flowers, and eggs by 
way of international airfreight assistance. For this reason, it has claimed ex
emption from reduction commitments under Article 9.4 of the Agreement on 
Agriculture. The income tax exemption for export profits was gradually phased 
out. A major decision taken in November 2000 was to offer wheat for export at 
a price "equal to the economic cost minus two years carrying cost but not lower 
than CIP for BPL" (GOI 2001a). The following year, the scheme was expanded 
to cover rice as well. This decision led to the growth of India's exports of food-
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T A B L E 3.7 Quantities of Indian wheat and rice lifted for 
exports, 2000-2004 (millions of metric tons) 

Year Wheat Rice Total 

2000-2001 2.04 0.04 2.08 
2001-2 3.96 2.35 6.31 
2002-3 6.8 8.1 14.9 
2003-4 7.1 3.1 10.2 

SOURCE : GOI (2005a), 28. 

grains to an unprecedented level. Table 3.7 shows the quantities of foodgrains 
offered for export by traders and public sector agencies during fiscal years 
2000-2001, 2001-2, 2002-3, and 2003-4. 

The Annual Report of the Department of Food and Public Distribution for 
2000-2001 stated: "The export price of wheat has been fixed at Rs 4150 per 
MT, which is the PDS [Public Distribution System] issue price of wheat for 
BPL families." Subsequently the decision was taken to make wheat and rice 
available for export sales at the same price as for domestic consumption under 
the Open Market Sales Scheme. However, the exporters were to be reimbursed 
"postdelivery expenses," covering handling, clearing, survey and inspection, 
fumigation, insurance, cleaning and upgrading, port handling, and external 
freight, which in the case of wheat was fixed at Rs 1,750 per MT in 2002. In 
addition, the exporters were paid a cash subsidy (Rs 450-700 in the case of 
wheat) on account of inland transport, with the amount varying for different re
gions in India. The Indian government justified the payments by citing the ex
emption from reduction commitments for developing countries contained in Ar
ticle 9.4 of the Agreement on Agriculture with respect to export subsidies for 
reducing the costs of marketing and more favorable internal transport charges 
on export shipment. However, it must be noted that the subsidies for reducing 
the costs of marketing exports were given at a flat rate without taking into ac
count the f.o.b. realization and the marketing expenses incurred for each trans
action. India exported wheat and rice mainly to Africa, the Middle East, and 
Southeast Asia, and presumably there would have been considerable difference 
in the external freight rates from Indian ports to these destinations. Moreover, 
with respect to internal transport and freight charges, what is envisaged in Ar
ticle 9 of the Agreement on Agriculture is a favorable rate for export shipments 
as compared to domestic shipments provided or mandated by governments, and 
not a cash subsidy on account of internal freight charges. Due to these discrep
ancies, Indian export subsidies on foodgrains could be liable to challenge un
der the WTO Agreement. However, it must be pointed out that the unit rate of 
the Indian export subsidy on foodgrains worked out to less than the direct pay-
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ments per MT paid by the United States and the EC, decoupled or not. The 
only difference was that in the case of the major industrialized countries the ex
port price reduction was accomplished with the aid of WTO-consistent do
mestic support measures, whereas in the case of India the same objective was 
fulfilled by means of outright export subsidies, the WTO consistency of which 
was questionable. 

India's policies on export controls became progressively more liberal af
ter the economic reforms of 1991-92. In the EXIM policy for 2002-7, quanti
tative export controls were applied only to onions (exports allowed through 
state trading enterprises, or STEs, and subject to quota); paddy, deoiled ground
nut cakes, fodder, rice bran, and certain seeds and planting materials (exports 
permitted under license); and niger seeds, certain seaweeds, and gum karaya 
(exports allowed through STEs). Besides these, export restrictions were applied 
to other products for environmental and moral reasons. 

India's Proposals in the Doha Round Negotiations 

During the Uruguay Round, when for the most part India followed autarkic eco
nomic policies, India was concerned only about the implications of the new 
rules and specific commitments for its own domestic policies and external trade 
regime with respect to agriculture; it was not overly concerned about the poli
cies followed by its trading partners, particularly the major industrialized coun
tries. This attitude changed during the Doha Round, and from the outset India 
called on the major industrialized countries to eliminate export subsidies and 
substantially reduce domestic support and market access restrictions. But do
mestic political pressures kept shifting India's focus back onto the direct im
plications of the negotiations for its own policies. 

In the debate at Geneva, India stressed the need for S&D treatment to pro
vide developing countries with flexibility in the domestic policies aimed at en
hancing their food and livelihood security and fostering rural development. In 
general, it proposed that the reductions by developing countries be no more than 
half of those for the developed countries in all of the three pillars of agricultural 
support (market access, domestic support, and export competition). In the area 
of market access, India proposed that any reductions in tariffs by developing 
countries be made on the basis of overall average reduction in bound tariffs, 
with no minimum reduction for each tariff line and a longer implementation pe
riod. It proposed further that access to the special safeguard provisions under 
Article 5 of the Agreement on Agriculture be extended to developing countries 
as well. It called for substantial reduction by the developed countries of tariff 
peaks and tariff escalation, for enhancement of TRQs for products of export in
terest to the developing countries, and for simplification of tariffs by replace
ment of non-ad valorem rates with ad valorem equivalents. In the area of do
mestic support, India proposed that the developed countries undertake reductions 
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in de minimis limits and in all support provided under the Amber and Blue 
Boxes, as well as in certain direct payments, such as decoupled income support 
under the Green Box. It proposed the preservation and improvement of the de
veloping country exemption in Article 6.2 of the Agreement on Agriculture and 
the removal of the anomaly in the existing rules whereby members with do
mestic support above the de minimis limit were allowed to aggregate product-
specific support, while members with domestic support below the limit were re
quired not to exceed the limit on a product-specific basis. It also suggested that 
the policy-specific criteria in the Green Box in relation to relief from natural 
disasters be relaxed for developing countries. In the area of export competition, 
India proposed elimination of export subsidies as a general rule within an 
agreed time frame but sought continuation of exemption for developing coun
tries with respect to the costs of marketing exports and to internal transport and 
freight charges on export shipments. 

Since the emergence of the G20 as an important alliance of developing 
countries (including India) during the preparations for the Cancun meeting, that 
group's position papers have reflected India's stand as well. As a member of the 
G33, India has also supported the stand of that group on S&D treatment, par
ticularly in the area of market access, with a focus on the food security, liveli
hood security, and rural development concerns of developing countries. 

Conclusions 

The following conclusions can be drawn regarding the implementation of the 
Agreement on Agriculture by India: 

• A major development in India's trade policy in the implementation period 
was the withdrawal of all quantitative restrictions maintained for balance-
of-payments reasons. This did not lead to any large increase of imports of 
agricultural products, and Indian agriculture did not come under any pres
sure due to an increased volume of imports. 

• The applied levels of duties on agricultural products have in most cases re
mained much below the bound levels. Where the need was felt, the bound 
levels were raised through the process of renegotiation. 

• In a few cases, the applied level of duties may have been in technical 
breach of the bound level during the period for which the SAD was in ef
fect. In the case of wines and spirits, the imposition of additional duties 
may also have been inconsistent with the WTO obligations. 

• In the area of domestic support, the high level of the fixed external refer
ence prices incorporated in India's commitments ensured that the product-
specific supports were either negative or well within the de minimis limit 
of 10 percent. In the latest notification (for 1997-98), India indicated that 
for all the six products covered by market price supports the product-
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specific AMS was negative. The Agreement on Agriculture thus imposed 
no constraint on India's operation of price support programs. 

• Calculations of non-product-specific support made on the basis of the least 
favorable interpretation of some of the provisions still showed that the per
centage, while creeping up, remained well below the 10 percent de mini
mis limit. In the latest notification (for 1997-98), India indicated that the 
non-product-specific AMS was a little over 1 percent of the value of pro
duction. Thus, government programs for input support were not impeded 
by the disciplines of the Agreement on Agriculture. 

• India progressively decontrolled and decanalized exports of all products, 
including agricultural products. 

• There was a massive increase in India's exports of wheat and rice after No
vember 2000, when the decision was taken to offer government stocks for 
export at BPL prices. Subsequently the export pricing policy evolved, and 
in 2002 reimbursement was granted to exporters at a flat rate for post-
delivery expenses including external freight charges. Cash subsidies were 
paid on account of internal freight costs at rates that varied by region. In
dia sought to justify these payments as export subsidies for reducing the 
costs of marketing exports and as internal transport subsidies for export 
shipments, with respect to which developing countries were exempted 
from undertaking any reduction commitments. The fact that subsidies for 
reducing export marketing costs were given without taking into account 
the f.o.b. realization and differences in freight costs for various destina
tions made the measure vulnerable to challenge in the WTO. For techni
cal reasons, the consistency with WTO rules of the internal freight rate 
subsidy was also doubtful. 

• In the Uruguay Round, India's attention was devoted entirely to ensuring 
that there was no requirement that it change its own domestic policies and 
external trade regime with respect to agriculture. In the Doha Round, there 
was a change in attitude, and India was seeking reform in the agricultural 
policies of the major industrialized countries, but the focus of its propos
als was still on S&D treatment for developing countries. 

Appendix 3A: Supplemental Tables 

See tables on pages 67-70. 



T A B L E 3A.1 Indian goods for which the bound rates were renegotiated in 1999 

New bound rate 

Code Description Old bound rate Rate Notes 

0402.10 

0402.21 

0806.10 
Ex 1001.90 
1005.10 
1005.90 

1006.10 

1006.20 
1006.30 

1006.40 
1007.00 
1008.20 
1514.10 

1514.90 

1901.10 

Milk, concentrated or 
containing added sugar 
in powder, granules, or 
other solid forms, of a 
fat content, by weight, 
not exceeding 1.5% 

Milk, not containing added 
sugar or other sweetening 
matter 

Grapes, fresh 
Spelt 
Maize, seed 
Maize, other 

Rice in the husk 
(paddy or rough) 

Husked (brown) rice 
Semimilled or wholly 

milled rice, whether 
or not polished or glazed 

Broken rice 
Grain sorghum 
Millet 
Rape, colza, and mustard 

oil, crude 
Rape, colza, or mustard 

oil and fractions 
thereof, other 

Preparations for infant 
use, put up for retail 
sale 

30 
0 
0 
0 

0 
0 
0 

45 

45 

17.5 

60 A global tariff rate quota 
of 10,000 M T at an in-
quota tariff rate of 15% 
applicable cumulatively 
to both tariff lines 
0402.10 and 0402.21 

60 

40 
80 
70 
60 A global tariff rate quota 

(350,000 MT in 2000-
2001, rising to 500,000 
MT in 2004-5) at an 
in-quota rate of 15% is 
applicable 

80 

80 
70 

80 
80 
70 
75 

75 

50 

A global tariff rate quota 
of 150,000 MT at an in-
quota tariff rate of 45% 
is applicable 

SOURCE : WTO Doc. WT/Let/440. 
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4 Is Indian Agriculture Competitive? 

Trade liberalization in agriculture would have significant effects on the agri
cultural trade balance, cropping patterns, and the overall welfare of consumers 
and producers in every country, and these effects would vary widely across 
commodities, depending on the country's international competitiveness. A 
country's negotiating position in the Doha Round must therefore be based on 
an assessment of its international competitiveness in different agricultural 
products. In this chapter we make a case study of India from the angle of com
petitiveness. Once the competitiveness of Indian agriculture in major crops is 
known, the likely impact of liberalization on India's agricultural economy can 
be foreseen. We also need to look at the larger context of economic reform in 
India and how it would impinge on the agricultural sector. Policy changes at 
various levels—macroeconomic policies, sectoral policies, and so on—have 
powerful implications for incentives and competitiveness in agriculture. 

Liberalization of agriculture wi l l present new challenges and opportuni
ties for Indian agriculture. In order to meet these challenges efficiently and ben
efit from the opportunities to the maximum extent possible, India wi l l need to 
review the whole gamut of domestic policies and take measures aimed at en
hancing its competitiveness in agriculture. We therefore also identify the pol
icy areas in which reform wi l l be needed to reinforce India's competitive 
strengths and help Indian agriculture to realize its potential. 

How Competitive Is Indian Agriculture? 

In assessing the price competitiveness of a commodity, we have to consider it 
separately under the importable and exportable hypotheses.1A commodity may 
be export competitive, an efficient import substitute, or neither. A priori, in a 

1. Under the importable hypothesis, the domestic price of the commodity under considera
tion is compared with its import parity price, while under the exportable hypothesis the compari
son is between the domestic price and the export parity price. The difference between import par
ity and export parity prices can be as high as 25 percent or even more, depending on the weight of 
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liberalized scenario, India can expect to export commodities that belong to the 
first group, but not those that belong to the other groups. Although efficient im
port substitutes may not be able to compete internationally as exports, in nor
mal times there would be little threat that imports would displace domestic sup
plies in the event of liberalization. However, the commodities that belong to the 
third category would perhaps be replaced by imports on liberalization. 

The standard practice for working out competitive advantage in trade the
ory is to empirically map the effective rates of protection of the relevant com
modities.2 This captures the price competitiveness of the individual crops. For 
the results to be robust, these rates are estimated over a reasonably long period. 
I f a product is competitive over long periods, it can be assumed to be competi
tive even i f abrupt fluctuations in world or domestic prices in specific years 
show different results. 

Accordingly, one variant of protection, namely the nominal price coeffi
cient (NPC), is presented here for a whole range of temperate-zone agricultural 
commodities produced in India over a period of more than three decades, 1965-
2005, under the importable and exportable hypotheses (see Figure 4.1A-L). 
For jowar (sorghum), gram (chickpeas), and oilseeds we present the NPCs un
der the importable hypothesis only, and for a shorter period in the case of soy
beans (1974-2005) and sunflowers (1976-2005). The all-India figure is a 
weighted average of the NPCs of states that are major producers of the crop. 
The NPCs pertain to the main season in which the crop is traded, and interna
tional prices are for commodities of comparable quality (for details, see Ap
pendix 4A). The exchange rates used also pertain to months corresponding to 
this season and refer to the market exchange rate.3 In the computation of the 
NPCs, it is important to note that the domestic prices considered typically ex
clude any internal taxation, which is often as high as 12 percent for commodi
ties such as wheat. I f the protection coefficient of the crop happens to be below 

freight cost in the price. As a result, it is quite possible that a country may be quite competitive in 
the production of certain commodities on an importable basis but not so on an exportable basis. 

2. Rates of protection are the ratio of the domestic price that a fanner receives to the import 
parity or export parity price of the same product, of the same quality, depending on whether the 
commodity under consideration is being imported (is importable) or exported (is exportable). Rates 
of protection have at least three variants in the literature: nominal, effective, and effective subsi
dies. While the nominal protection coefficient (NPC) reflects the price ratio of the domestic and 
world reference prices of the commodities, the effective protection coefficient (EPC) takes into ac
count the protection on their tradable inputs as well. The effective subsidy coefficients (ESC) go a 
step further, trying to capture the subsidies on nontradable inputs as well (see Gulati and Kelley 
1999 for details). Thus, the ESC is a better measure than the EPC, and in turn the EPC is better than 
the NPC to measure the true degree of competitiveness of the relevant commodity. However, in 
terms of data requirements, the NPC makes the least demands and can be a reasonably good indi
cator of competitiveness, particularly if inputs are not subsidized or taxed heavily. 

3. Until 1991, India had a fixed exchange rate regime, and the market rate was about 20 per
cent lower than the official rate on average. The market exchange rates have been drawn from the 
IMF's International Financial Statistics to 1991. 
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S O U R C E S F O R E S T I M A T I O N O F NPCs: For domestic prices, Fertilizer Association of India (various 
years); GOI (various years). Bulletin on Food Statistics; GOl (various years), Agricultural Prices 
in India; GOl (various years), Agricultural Statistics at a Glance; Indiastat, Agriculture Prices; 
Sidhu (1979); National Federation of Cooperative Sugar Factories (various years); and GOl, Min
istry of Agriculture and Co-operation Web site, <http://www.agricoop.nic.in>. For international 
prices, FAO (various years), FAO Trade Yearbook; FAO Statistical Database (FAOSTAT) Web site, 
<http://faostat.fao.org>; International Grains Council (1996); ISO (various years); World Bank 
(various years); Oil World (various years); FAO (various years), FAO Monthly Bulletin of Statistics; 
ERS-USDA Web site, <http://www.ers.usda.gov>; International Cotton Advisory Committee 
(various years); IMF (various years); USDA (various years). 



FIGURE 4.1 Continued 

D. Sorghum (jowar) 

3| 

Q I I I 1  I I I I I I I I I I I I I I I I I I I I I I I I I I I I i I I —J 1  I 1  1 1  L_ 

W) O s ' — 1 CO tfl ON » CO U*> C- ON  ̂ CO C""* O S C O V) 
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unity over a long period, the crop is deemed to be competitive. With the liber
alization of trade policies, the domestic production of crops with protection 
coefficients below unity could be expected to expand, and that of crops with co
efficients above unity to contract. 

What do these NPCs for India indicate? What is the level of India's inter
national competitiveness in different agricultural products? Rice and wheat, the 
largest crops of Indian agriculture, have been largely competitive on an im
portable basis, with their protection coefficients below unity in most years. The 
competitiveness of these crops improved greatly once the green revolution was 
well entrenched, precipitating significant declines in their real prices. Cotton 
(long-staple) also comes across as a competitive crop. Coarse grains (maize and 
sorghum) and pulses (such as chickpeas) have experienced varying results, 
competitive in certain years and uncompetitive in others. The same has been the 
case with short-staple cotton. On the other hand, some of the important oilseeds, 
such as copra and mustard (rapeseed), show a clear-cut competitive disadvan
tage over a prolonged period. Groundnuts and sunflowers have been competi
tive except during the 1980s, and soybeans have been competitive through most 
of the period 1974-2005. Sugar appears to have been an efficient import sub
stitute since the late 1980s. However, given the significant levels of distortion 
in the international market due to domestic and export subsidization by the EC 
and high protection and support in the U.S. market, it might well be that sub
stantial cuts in support and protection by these economies would stabilize the 
market at a higher trend level and India would become competitive except when 
world prices experience troughs. 

Under the exportable hypothesis, India has been export competitive in rice 
since 1966 except when prices have experienced unusual declines (1985-87 
and 2000-2004). In wheat, India was export competitive for the decade 1989— 
98 except for short spells of decline in international prices in 1991. However, 
the plunge in international prices seems to have made a dent in India's export 
competitiveness in recent years. In cotton, India's export competitiveness has 
been proven over many years for the long-staple variety, but that competitive
ness has extended to the short-staple variety for shorter spells. The results just 
cited are confirmed and supplemented in other analyses done in the past few 
years as described later. 

Sometimes a distinction is made between competitive and comparative ad
vantage; the latter is measured by the domestic resource cost or resource-cost 
ratio (RCR), which takes the theory of protection a step further by valuing the 
primary factors of production, land, and labor at their shadow prices (opportu
nity costs).4 Figure 4.2 gives the weighted average of the RCRs for important 
crops in major Indian states for the period from 1980-81 to 1993-94. 

4. The RCR is defined as the value of the domestic resources (primary, nontraded factors of 
production such as land, labor, and nontraded capital) needed to earn or save a unit of foreign ex-
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F I G U R E 4.2 Comparative advantage indicators of major crops, 1980-81 to 1992-93 
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S O U R C E : Gulati and Kelley (1999). 

The pattern o f RCRs is broadly similar to that o f the NPCs. During the pe
riod studied, India was internationally competitive under the importable hy
pothesis for wheat, rice, maize, sorghum, chickpeas, cotton, and soybeans, 
while this was not the case for rapeseed, groundnuts, sunflowers, and sugar
cane. It may be noted that some minor difference creeps in while comparing 
NPCs with RCRs in terms o f the interpretation o f these commodities as glob
ally competitive. Let us take, for example, the case o f maize and sorghum. Their 
NPCs hover around unity under the importable hypothesis, but their RCRs are 
well below unity, denoting comparative advantage. This is a result o f taking into 
account the opportunity cost o f land. I f the substitute crops on that land have 
NPCs below unity, the RCRs o f those crops are also reduced. For groundnuts, 
the RCR is greater than unity primarily because o f the chosen time period, 
1980-81 to 1992-93. Thus, whether we take the RCR or the NPC, it is appar
ent that in rice, wheat, and particularly cotton, India has been competitive under 
the importable hypothesis. Oilseeds other than soybeans emerge as uncompet
itive under the same hypothesis. 

Another NPC study o f the oilseed sector brings out the fact that the corn-

change through the production of the commodity under consideration. I f the RCR is below unity, 
it implies that the production of the commodity under consideration is internationally competitive. 
In making these calculations, the cost of internal transportation was added to the c.i.f. cost of the 
import shipments in the importable hypothesis. In the exportable hypothesis, the f.o.b. cost of the prod
uct was marked up by the cost of transport to a selected destination. 
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F I G U R E 4.3 Efficiency status of oilseeds cultivators vis-a-vis edible oil processors, 
1990-95 
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SOURCE : Gulati and Kelley (1999). 

petitive position o f edible oils is even lower than that o f oilseeds (see Figure 
4.3) . 5 One plausible explanation for this result was the policy environment un
der which this industry operated. The processing o f groundnuts and rapeseed 
(mustard), the two most dominant oilseeds in India, was reserved for the small-
scale sector. This deprived the industry o f the opportunity o f reaping scale 
economies and reducing costs. Burdened wi th high costs, the industry clamored 
for high protection for its survival. 

What was India's competitive position wi th respect to dairy and livestock 
products? India is not a significant producer o f beef and pig meat. In the past, 
the dairy sector thrived in India in a largely autarkic and regulated environment. 
However, the 1990s ushered in a marked change in the policy setting. Del i -
censing in the domestic dairy industry init ial ly took place in 1991, but restric
tions were brought back by the M i l k and M i l k Products Order ( M M P O ) in 1992. 
After 10 years o f operation, the M M P O was withdrawn in 2002, and after that 
the dairy industry functioned in a freer environment. How would the hitherto 
insulated dairy sector fare in a globalized dairy market? Under the importable 
hypothesis, skimmed mi lk powder (SMP), the traded form o f mi lk , was highly 
uncompetitive during 1976-77 to 1987-88, but the situation improved signif
icantly during the period 1988-2001, and in some years SMP even became 

• Edible oils 
• Oilseeds 

5. I f one takes palm oil as the relevant oil for imports, the NPCs of other oils wil l show even 
less competitiveness. 
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F I G U R E 4.4 NPCs of SMP under the importable hypothesis, 1975-76 to 2000-2001 
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S O U R C E : Sharrna and Gulati (2003). 
N O T E : N P C S based on f.o.b. price for northern Europe. 

competitive (Sharrna and Gulati 2003), as can be seen from Figure 4.4. 6 

Whether India's dairy sector becomes internationally competitive in the future 
w i l l depend primarily on the success in the negotiations in obtaining a sub
stantial reduction in the level o f support in the developed countries. I f the level 
o f support goes down, India can even emerge as a significant exporter o f SMP 
(Rakotoarisoa and Gulati 2004). 

We now turn to tropical products, in which India has a long history o f 
exports. Traditionally, India has been a large exporter o f tea, coffee, spices, 
cashewnuts, and tobacco. India's international competitiveness in these prod
ucts is widely recognized, and for this reason we have not undertaken an NPC 
analysis o f these products. What is not widely known is India's competitive 
strength in fruits and vegetables, including some that are temperate-zone prod
ucts. Research has shown that in several fruits and vegetables India is export 
competitive (Gulati et al. 1994). These include potatoes, tomatoes, onions, man
goes, grapes, bananas, lychees, and sapota (cheeku) (see Figure 4.5). 

6. It must be borne in mind that the international price that is the basis of the comparison is 
a highly subsidized price, given the fact that the dairy market is among the world's most distorted 
markets. It is significant that in the second half of the 1990s, the NPC of SMP has been less than 
unity on average despite heavily distorted international prices. Studies indicate that the world price 
wi l l go up by about 15 percent once the subsidies on dairy products in OECD countries are with
drawn. A distortion-free price in the international markets would thus make India's SMP even more 
competitive. 
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F I G U R E 4.5 NPCs of selected fruits and vegetables 
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S O U R C E : Gulati et al. (1994). 
N O T E S : For mangoes, the NPC pertains to 1989-90 to 1992-93; for grapes and tomatoes, 1988-
89 to 1992-93; for bananas and apples, 1990-91 to 1992-93; for sapota. 1992-93; for lychees, 
1993; and for onions and potatoes, 1986-87 to 1992-93. 

A n extensive overview o f several crops thus suggests that India is import 
competitive in most major agricultural commodities and export competitive in 
several. Its export competitiveness extends from tropical products such as tea, 
coffee, cashewnuts, tobacco, spices, and so on, to temperate-zone products such 
as rice, wheat, and long-staple cotton. India has emerged as a competitive ex
porter o f fruits and vegetables and fish products as wel l . In the case o f dairy 
products and sugar, India is l ikely to be export competitive i f the substantial dis
tortions in the international markets due to the policies o f support and protec
tion in the major developed economies are corrected. Commodities belonging 
to the pulses or coarse cereals group appear to have been efficient import sub
stitutes in most o f the years studied, although not export competitive. The only 
major products that stand out as uncompetitive even as import substitutes seem 
to be a number o f important oilseeds and edible oils, which are currently pro
duced at high cost in India. Overall, Indian agriculture seems to be on a rea
sonably sound footing as far as competitiveness is concerned. 

In the case o f a number o f tropical products exported by India, consider
able headway has been made in past negotiations in improving market access 
in the industrialized country markets, although there is scope for further i m 
provement wi th respect to processed products (Appendix Table 4B.1). Impor
tant developing country markets have relatively high tariffs on tropical products 
o f interest to India, even in unprocessed forms (Appendix Table 4B.2). It is in 
the area o f temperate-zone agricultural products that a greater challenge lies 
ahead, because the major industrialized countries not only protect their own 
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markets with high barriers but also impede exports and displace them to third 
countries with their hugely distorting subsidies. 

A computable general equilibrium modeling exercise by Chadha et al. 
(2003) has shown that multilateral trade liberalization in agriculture would re
sult in economic welfare gains for India of US$1.6 billion (0.384 percent), as 
well as an increase in imports of US$324 million and of exports by US$285 
million. The modeling exercise is based on the assumption that there would be 
a 33 percent reduction in tariffs, export subsidies, and domestic support; con
sequently, the results shown are modest. In fact, the negotiations are aimed at 
much more ambitious results, including the elimination of all forms of export 
subsidies. Our comparative analysis has shown that India is import competitive 
in all major agricultural products except some edible oils, and is export com
petitive in several of them. We would argue that with the general rise in the 
world agricultural prices resulting from liberalization, India's overall agricul
tural exports would increase more than its imports. 

Do Trade Flows Reflect Competitiveness Analysis? 

Our analysis of competitiveness needs to be qualified in some important ways. 
First, as noted earlier, we have assumed that a product is competitive when its 
NPC is below unity over long periods, even though over very short periods the 
results are different due to international price volatility. Rice exports, for in
stance, despite being consistently competitive for long periods, needed some 
support in 2000-2002 because world prices crashed to unusually low levels, 
from more than US$300 per MT in 1998 to less than US$200 per MT in 2001. 
Second, the NPCs (and RCRs) are weighted averages for India as a whole. Such 
averages conceal the difference in competitiveness of the various states. Thus, 
even though India cannot on the whole efficiently substitute imports of, say, 
oilseeds, it is possible that a few states are highly competitive producers of those 
oilseeds and may even be exporting them. Regional differences constitute a very 
important dimension of competitiveness and are influenced by diverse factors, 
such as technology use, cost of production structures, costs of transport to the 
market, and so on. Within the same country, especially one as large as India, it 
is possible to have exports taking place from a region that is competitive, while 
imports of the same commodity flow into another region that is not. 

Third, competitiveness as captured by NPCs represents the potential of a 
country to export or import a particular commodity. Whether or not this trans
lates into actual trade flows also depends on sectoral or crop-specific trade poli
cies, which are often influenced by the political economy considerations of the 
day. Further, the trade and domestic policies of large producing and exporting 
countries affect trade patterns and prevent comparative advantage from trans
lating into trade flows. 
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We next examine the trade patterns in the past two decades in four impor
tant temperate-zone agricultural products to see i f they reflect the results of our 
earlier competitiveness analysis.7 I f they do not, can an explanation be found 
in trade policy interventions or other factors, especially the political economy, 
affecting trade flows? We also give a brief account of India's exports of the trop
ical products of which India has been a traditional exporter. 

Rice 

For many years before 1994, India had been exporting comparatively small 
quantities of fine (basmati) rice, because export of only this variety was permit
ted, and that too subject to the stipulation of a minimum export price. In the past, 
it was not considered politically prudent to export foodgrains such as common 
rice or wheat, which constituted the staple diet of the poorer segments of the pop
ulation. However, after economic reforms, many such political beliefs were no 
longer sacrosanct. In line with liberalization philosophy, therefore, in January 
1994 export of basmati rice was further liberalized by the elimination of the min
imum export price, and, more significantly, a little later the ban on exports of 
common rice was removed. Within the Indian political environment, these were 
bold steps to liberate agriculture from government controls and led to a dramatic 
improvement in export volumes. The following year, 1995-96, India's exports 
of rice increased from less than 1 million MT to about 5 million MT, making In
dia the second largest exporter of rice that year. India continued to be a major 
exporter for the next four years, when domestic prices in India were far lower 
than the international prices (Figure 4.6). 

Things changed following the East Asian crisis in 1997. The crisis led to 
a dramatic fall of several currencies and stock asset prices in the region, most 
notably in Indonesia, South Korea, and Thailand, and to a limited extent in 
Hong Kong, Laos, Malaysia, and the Philippines. As a result, the people in most 
of these countries experienced a sudden drop in their purchasing power and 
compression in their demand for goods and services. This triggered a drop in 
the prices of several agriculture commodities in global markets. International 
rice prices in particular faced severe downward pressure due to weakened de
mand from Asian importers. The crisis affected Latin America, too, and reduced 
global agricultural commodity prices, consumption, and trade. On the supply 
side, this was also the time when exporting countries had bumper harvests. Sig-

7. Based on an analysis of the wedge between domestic and external prices (f.o.b. in the case 
of rice, wheat, and cotton, and c.i.f. in the case of oilseeds and other commodities) for the period 
1990-93, using a multimarket model it was estimated that India would be exporting 3 to 4 million 
MT of rice, about 5 million MT of wheat, and half a million MT of cotton. On the other hand, there 
would be sizable imports of edible oils, almost to the tune of 1.5 to 2 million MT (Gulati and Kel-
ley 1999). Overall, the trade balance on account of agriculture would improve by almost 40 per
cent. 
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F I G U R E 4.6 Rice trade and protection in India, 1981-2005 
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S O U R C E S : Gulati, Pursell, and Mullen (2003), updated by the authors using data from the ERS-
USDA Web site, www.ers.usda.gov; GOI (various years), Agricultural Statistics at a Glance; and 
GOI (various years), Agricultural Prices in India. 

nificantly, in 1998 the world rice market saw the entry of China as a major ex
porter with a supply of more than 3.5 million MT. Domestic policies in the de
veloped countries exacerbated the situation arising from the decline in prices. 
As we shall see in Chapter 6, a massive infusion of new subsidies by way of di
rect countercyclical payments enabled the U.S. rice producers to absorb the 
shock of low prices and thereby maintain their trading volumes, deflecting the 
shock back to the international market (see Figure 6.8B). 

The sharp drop in world prices meant that the domestic prices of even the 
most efficient rice producers, such as India, Thailand, and Vietnam, remained 
above international prices during this period and large stocks accumulated 
domestically. With the long-term competitive edge (as reflected in the NPCs) 
temporarily blunted by the precipitous decline in international prices due to the 
confluence of a number of factors, India's exports started declining after reach
ing a peak of 5 million MT in 1998. India's exports picked up again after No
vember 2000, when India began to subsidize internal and international freight 
and other costs of marketing exports in an attempt to neutralize the high subsi
dization by OECD countries such as the United States. As expected, interna
tional rice prices gradually climbed back to their long-term levels after 2001, 
and India regained its export competitiveness in rice. 

Wheat 

After rice, wheat is the main staple of Indians. The case of wheat illustrates how 
policy interventions, often influenced by political factors, distort trade flows 
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F I G U R E 4.7 Wheat trade and protection in India, 1981-2005 
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S O U R C E S : FAO (various years), FAO Trade Yearbook; World Bank (various years); FAOSTAT Web 
site, http://faostat.fao.org; GOl (various years), Agricultural Prices in India; GOl (various years), 
Agricultural Statistics at a Glance. 

(Figure 4.7). India opened up exports of wheat in 1995, encouraged by the phe
nomenal growth in rice exports immediately after liberalization in 1994. As 
wheat exports started picking up, there was pressure on domestic wheat prices. 
The main opposition party in the Parliament termed wheat exports anti-poor be
cause they were fueling a rise in domestic prices, and street demonstrations fol
lowed. Given the political sensitivity of its wheat export policy, the government 
hastily banned exports of wheat in 1996. But then farmers protested against the 
export ban, and the government was on a political tightrope between the poor 
consumers on the one hand and the farmers on the other. To mollify the farm
ers' lobby, the government raised the support price of wheat by 25 percent for 
the 1996-97 wheat crop while keeping the issue price of wheat from the Pub
lic Distribution System (PDS) unchanged. Simultaneously, it opened up im
ports of wheat at zero import duty. This was mainly in response to the demand 
by roller flour mills in the southern part of the country, which is primarily a rice-
growing area, although the NPCs were way below unity and Indian wheat 
clearly was not only import competitive but also export competitive. But in 
1997, the world prices of wheat started coming down, leading to imports by the 
Food Corporation of India as well as by certain roller wheat flour mills in South 
India. About 4.2 million MT of wheat were imported over the three years from 
1996 to 1999. In 1998, the world prices of wheat, like those of rice, collapsed 
in the wake of the East Asian crisis, and as a result the NPCs of wheat rose. 
The world prices of wheat declined from above US$200 per MT in 1996 to 
US$126 per MT in 1998 and further to US$112 per MT in 1999. As we shall 
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see in Chapter 6, the response of the world's dominant exporter of the product, 
the United States, was to increase its support payments from US$15 in 1996 to 
US$55 per MT in 1999. In the EC too, over and above the substantial direct 
payments at the rate of 54 euros per MT, there was an increase in export re
funds. These actions by the major exporting economies exacerbated the fall in 
the international prices. The Indian policymakers who had raised the support 
prices substantially in 1996-97 faced a predicament, because it was not polit
ically feasible to roll these back. In fact, with the lifting of import restrictions 
on all goods, they found it necessary to raise the import duty on wheat, as on 
several other cereals, when the world prices dropped to low levels in 1999— 
2000. When international prices were running low, in the southern states of In
dia it was cheaper to import wheat from Australia than to obtain it from Punjab 
because (1) the marketing levies in Punjab amounted to as much as 12 percent 
and (2) the cost of transportation by the sea route from Australia was less than 
that by the land route from Punjab. 

Thus the Indian foodgrain sector was faced with conflicting pressures: pro
curement prices had been raised substantially between 1996 and 1999 to please 
the farmers' lobby by compensating for export controls, but world prices, which 
were at their peak in 1996, had dropped to their lowest levels by 1999-2000, 
and domestic production had improved. In 1997, the Indian government also 
reoriented the PDS from an untargeted program to one targeted specifically to 
the poor. In 1998, although the issue price for those below the poverty line 
(BPL) remained unchanged, for those above the poverty line (APL) it went up 
by 44 percent for wheat and 29 percent for rice, basically to reorient and con
tain the food subsidy bill. This targeting exercise curtailed the PDS demand for 
foodgrains substantially. As a result of the changes in the procurement and is
sue prices at home and the drastic fall in world prices abroad, the foodgrain 
stocks of the government (including those of both rice and wheat) accumulated 
to an unprecedented level, forcing the government to raise the import duty to 
stem the inflow. As in the case of rice, wheat exports resumed in 2000 after the 
decision was taken to subsidize marketing costs, including the transport costs 
for wheat exports. After registering historical lows in 2000 and 2001, interna
tional wheat prices started recovering, and by 2005-6 they had reached levels 
at which Indian wheat regained its competitiveness. But this time, instead of ex
porting wheat, the government practically banned exports and started import
ing wheat at a cost (at Indian ports) ranging between US$180 and US$200 per 
MT, primarily to replenish its wheat stocks. The imports were also opened up 
to the private sector in a departure from the import monopoly of State Trading 
Enterprises, and the duty was slashed from 50 to just 5 percent. The MSP for 
farmers was around US$140 per MT. Knowing that the government was im
porting wheat at much higher costs, several farmers withheld their surpluses 
and refused to sell to the government, demanding higher prices. The govern-



Is Indian Agriculture Competitive? 87 

ment announced a "bonus" of roughly US$11 per MT for those who sold to the 
government, and also threatened to bring back controls on grain movement and 
stocking limits, and even the abolition of the futures market, in case the bonus 
did not produce the desired result. The political drama was still unfolding in the 
middle of 2006. 

Cotton 

India has traditionally been both an exporter and an importer of different cot
ton varieties depending on the volume of the local harvest and the demand from 
the large textile industry. There is a perennial conflict between the textile lobby 
on the one hand and the farmers and cotton traders on the other. The textile 
lobby wants exports of raw cotton to be banned so that they can obtain cheaper 
raw materials. The cotton farmers want the government to abolish all export 
controls and protect them from any large imports during the period of low 
prices. It is left to the government to perform a balancing act between the di
verging interests of the different groups. In the past, trade policy was charac
terized by strong intervention and quantitative restrictions on imports were in 
place until April 2001. Exports of raw cotton were also restricted through quo
tas until July 2001, while those for cotton yarn were not removed until January 
2002 (exports to quota countries such as the EU and the United States, how
ever, continued to be restricted until the end of 2004). Despite the controls, the 
NPCs are broadly reflected in trade patterns (see Figures 4.8 and 4.9). While 
imports of cotton correspond closely to the NPCs of short-staple cotton, exports 
seem to be somewhat related to the movements of the NPCs of both short- and 
long-staple cotton, despite export controls for much of this period. It is note
worthy that in recent years, although domestic prices have remained below in
ternational prices, there have been steady imports of extra-long-staple cotton 
due to the local shortage of quality cotton. Imports of short-staple cotton have 
been sporadic when there has been a strong demand on account of failure of the 
crop, as in 2001-2. India has exported the long-staple variety in which it has 
been export competitive over most of the past two decades, and it has also ex
ported the short-staple variety in some years when a rise in international prices 
has made it competitive. Despite being export competitive, cotton exports have 
been sporadic on account of export controls. The fall in international prices that 
was the main factor behind the loss of competitiveness of Indian short-staple 
cotton in the mid-1990s was in no small measure due to the big increase in sub
sidies in the United States (see Chapter 6). India's export levels have been the 
highest when it has exported both short- and long-staple cotton, as in 1989-91, 
1992-93, and 1996-97. Recently, with the introduction of insect-resistant hy
brid Bacillus thuringiensis (Bt) cotton for cultivation in India, production has 
increased manifold, and India is expected to emerge as a major exporter in the 
future. Early indications were that in cotton year 2005-6, India exported more 
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FIGURE 4.8 Exports of cotton and competitiveness, 1981-2005 

NPCs Exports (millions of 170-kg bales) 

S O U R C E S : FAO (various years), FAO Trade Yearbook; FAOSTAT Web site, <http://faostat.fao.org>; 
GOI (various years), Agricultural Statistics at a Glance; GOI (various years). Agricultural Prices 
in India; International Cotton Advisory Committee (various years). 

than 3 mil l ion bales (Chandrasekhar 2006), the largest amount ever during the 
past 25 years, and this is l ikely to be repeated, or even exceeded in 2006-7 . 

Edible Oils 

During the mid-1980s, India was importing 30 percent o f its domestic con
sumption o f edible oils, and the import b i l l for such oils was second only to that 
for crude o i l . There was an acute shortage o f foreign exchange in the country 
in 1986, and the government decided to ease this pressure by making an all-out 
effort to achieve self-sufficiency in edible oils by 1990, for which a technology 
mission was set up in 1986. Unt i l January 1989, not much headway had been 
made, and the government decided to ratchet down imports, practically e l imi
nating trade flows. By the early 1990s, large areas had switched from other 
crops (especially coarse grains) to oilseeds, and within a short period India had 
almost achieved self-sufficiency in edible oils (Figure 4.10). But domestic 
prices rose more than 60 percent above wor ld prices. In 1994, the government 
reversed its policy and started opening up this sector by eliminating the state 
monopoly on imports and reducing the import duties on palm o i l and subse
quently on other oils, too, successively from 65 percent to 30 percent, then 20 
percent, and finally 15 percent. Imports o f edible oils, which were very small 
in 1994, started increasing gradually. But when the world prices o f edible oils, 
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F I G U R E 4.9 Imports of cotton and competitiveness, 1981-2005 
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in India; International Cotton Advisory Committee (various years). 

especially palmolein, crashed, there was a large inflow o f imports, exceeding 5 
mi l l ion M T in 1999, which was almost 40 to 50 percent o f India's consumption 
o f edible oils. Freer imports benefited consumers, particularly the poor, while 
adversely affecting domestic producers. The government raised the import duty 
on oils to 25 percent in November 2000 and to 75 percent in the 2001 budget, 
although it was subsequently brought down to 65 percent in October 2001 but 
again increased to 75 percent in 2004. However, imports remained at high lev
els, because global prices continued to be low. 

The overview o f the experience o f the 1990s wi th regard to these four ma
jo r commodities suggests that liberalization has indeed resulted in expansion in 
exports o f crops that are export competitive (in India's case, primarily rice, 
wheat, and cotton) and in growing displacement o f domestic production by i m 
ports for commodities that are inefficient import substitutes (oilseeds and edi
ble oils). 

Tropical Products 

How has India fared over the past four decades in its traditional exports? Cal
culations made on the basis o f statistics from the Food and Agriculture Orga
nization o f the United Nations show that between the 1960s and the 1990s the 
average annual exports o f India increased from about 52,000 to 70,000 M T in 
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F I G U R E 4.10 Vegetable oil imports in India, 1980-2004 

S O U R C E S : FAO (various years), FAO Trade Yearbook; FAOSTAT Web site, <http://faostat.fao.org>; 
Solvent Extractors' Association of India (2000, 2002); GOl (various years), Agricultural Statistics 
at a Glance; Oil World (various years). 

cashewnuts, 29,000 to 154,000 M T in coffee, 21,000 to 32,000 M T in black 
pepper, and 58,000 to 101,000 M T in tobacco. In tea, which was India's major 
export earner early in the postindependence era, exports fell from an average o f 
202,000 to 175,000 M T during this period. This was due more to the rising do
mestic demand than to a decrease in export competitiveness, and India's share 
was still 14 percent o f world trade. India also had rising exports o f fruits and 
vegetables, and its export earnings increased from an annual average o f US$45 
mi l l ion to US$145 mi l l ion between 1981-82 and 1999-2000. Its export earn
ings from processed fruits also rose, from US$110 mi l l ion to US$263 mi l l ion , 
during that period (Joshi et al. 2002). 

Enhancing Competitiveness 

The competitiveness o f Indian agriculture is influenced by a whole range o f eco
nomic policies. Policies targeted at the manufacturing sector have important i m 
plications for the agricultural sector through relative incentives for investment. 
Similarly, policies pertaining to input pricing, domestic marketing, investment 
in research and development ( R & D ) , and rural infrastructure affect the inter
national competitiveness o f Indian agriculture. To identify opportunities for en
hancing competitiveness, it is necessary to look at the policies that affect in 
centives at three different levels: 
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• At the macro level, policies that affect incentives in agriculture relative to 
manufacturing, including exchange rate policies 

• At the state or local level, policies that pertain to marketing controls and 
internal regulation of agricultural products 

• Across the board, policies relating to infrastructure, investments, and in
stitutions. 

These are explained in some detail in the following subsections. 

Macro Policies: The Bias against Agriculture 

It is widely recognized that in India, agriculture was discriminated against rel
ative to manufacturing during much of the period from 1970 to 1990. This was 
broadly a consequence of socialist policies whereby the government gave high 
priority to heavy industries, and that too in the public sector. On the food and 
agriculture front, the government pursued the twin objectives of ensuring the 
availability of cheap food to consumers and protecting farmers from the va
garies of price movements by providing price support to producers but at low 
levels relative to international prices. On the other hand, high levels of protec
tion were applied to the manufacturing sector through a combination of tariff 
and nontariff barriers and an overvalued exchange rate. These had a highly re
gressive effect on agriculture in two ways: 

• Industrial protection meant that the prices of essential farm inputs and ma
chinery were pushed up artificially. 

• The overvalued exchange rate, along with quantitative restrictions on ex
ports, thwarted agricultural exports. 

As a result of these policies, a severe antiagricultural bias was built into 
the structure of the Indian economy. The bias becomes evident when the NPC 
for agriculture is considered relative to that for the manufacturing sector. Esti
mates have shown that the ratio of the agricultural NPCs to the manufacturing 
NPCs remained less than half during the 1970s, improved and hovered between 
0.5 and 1.0 during the 1980s and much of the 1990s, and improved further, 
touching unity, in the early 2000s. This improvement in recent years is owed to 
two factors: (1) the increase in the agriculture NPCs due to the fall in interna
tional prices in recent years and (2) the decrease in the manufacturing NPCs 
due to the fall in tariffs since the economic reforms began (Gulati and Pursell 
2000; Pursell, Gulati, and Gupta 2006). 

As is apparent from Figure 4.11, the antiagricultural bias was considerably 
greater in the 1970s than in the 1980s and 1990s, and in fact a declining trend 
is noticeable since 1981. This has principally been due to the steady fall meas
ured in manufacturing protection, with the manufacturing NPC falling steeply 
after the July 1991 devaluation. On the other hand, the implicit protection of 
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F I G U R E 4.11 Manufacturing and agriculture NPCs, 1971 -2004 
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agriculture has gradually improved since 1981, though wi th some significant 
cyclical fluctuations in between: it improved during 1981-87, worsened during 
1987-90, then somewhat recovered again during 1990-93, worsened again 
during 1993-96, and finally improved again after that. The implici t protection 
o f Indian agriculture has generally fluctuated more in response to the fluctuations 
in the world prices o f major agricultural commodities (in a countercyclical 
manner) than to any strategic shifts in domestic policies. 

The relative discrimination against agriculture as measured by the ratio o f 
the NPC o f agriculture to that o f manufacturing is mirrored by the domestic 
terms o f trade (TOT) between agriculture and manufacturing. The TOT are i m 
portant drivers o f investment, which in turn powers growth. The allocation o f 
private and public resources to any sector (in this case agriculture) depends not 
just on the sector's profitability, but also on its profitability relative to other sec
tors o f the economy. In India, the TOT between the agriculture and manufac
turing sectors (with the base o f the triennium ending 1971-72) reflect a bias 
against agriculture right through the period 1980-81 to 1998-99 (Figure 4.12). 
It has been observed, for instance, that in the 1980s agricultural prices fell by 
25 percent in relation to the industrial and service sectors (Rao 1994). However, 
starting in the mid-1980s, and particularly after 1990-91 , there was a pro
nounced, even dramatic, improvement in favor o f agriculture. Clearly the re
forms improved the TOT for agriculture considerably. 

Improvement in the TOT, which began in the second half o f the 1980s, has 
spurred private sector investment, despite the contrasting decline in public sec
tor investment in the 1980s and stagnation in the 1990s. It is interesting that pri-
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F I G U R E 4.12 Terms of trade and investment in India, 1980-81 to 1998-99 
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vate investments appear to have induced evolution from foodgrain-led growth 
during the 1970s and 1980s to growth led by horticulture, livestock farming, 
and fisheries in the 1990s (Gulati and Bathla 2002). 8 

Domestic Marketing 

More than 10 years after the economic reforms began in 1991-92, Indian agri
culture continues to be subject to a panoply o f domestic controls that distort 
agricultural incentives at the local level. Perhaps the most significant elements 
in the control o f domestic markets are the output price intervention and the pro
curement and stocking by the Food Corporation o f India (FCI). A t present, this 
parastatal organization carries out three important related but independent func
tions. It makes purchases to support prices, maintains a buffer stock for food 
security purposes, and operates the scheme for supplying foodgrains and some 
other foodstuffs to consumers in general and to the weaker sections o f the so
ciety (at concessional prices) in particular. 

As we saw in Chapter 3, the FCI carries out its price support function on 

8. Other factors may well include an increase in per capita incomes, changing consumption 
habits of the rural and urban populations at large, and opportunities for export. Expenditure elas
ticities are higher for fruits and vegetables in both rural and urban areas (for fruits, 0.442 and 0.360; 
for vegetables, 0.385 and 0.253) compared to those for rice (0.064 and 0.016) and wheat (-0.056 
and —0.080), based on various rounds of household consumer expenditure surveys (GOI [various 
years], National Sample Survey; Kumar 1998). 
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the basis of minimum support prices (MSPs) for basic agricultural products that 
are fixed by the government every year.9 These prices broadly cover the aver
age cost of production and include imputed costs of family labor, owned capi
tal, and rental of land as well as a margin of profit. Price support operation has 
been the mainstay of Indian agricultural price policies for more than three 
decades. Because price instability is a feature of agricultural products in both 
national and international markets, assurance of minimum prices to farmers is 
a desirable objective, particularly in a country in which most of the farms are 
small and farmers have very little ability to withstand losses resulting from an 
abrupt fall in prices. We have seen that the Indian support prices for most im
portant agricultural crops have generally been below the fixed international ref
erence price selected as the benchmark in the Uruguay Round. Most years they 
have also been below the computed current average c.i.f. price for these prod
ucts. Nevertheless, during the years 2001 and 2002 the government was con
fronted with a huge problem, because foodgrain stocks remained in the range 
of 60 million M T Reductions in the issue prices for categories of the popula
tion both above and below the poverty level, launching of a massive food-for-
work program to build inffastructural assets, and introduction of several 
schemes to supply foodgrains at concessional prices and exports of very large 
quantities of wheat and rice at BPL prices all proved of no avail, and stocks well 
in excess of the norms continued to accumulate until the middle of July 2003. 
It is widely recognized that the build-up of stocks resulted from the decision to 
make large increases in the MSP in the years 1996-2000, the very period dur
ing which there was a significant drop in world prices for wheat and rice. 

The FCFs second function is that of maintaining buffer stocks. Food stocks 
are maintained by the central government essentially to provide a buffer for 
food security purposes and to serve as operational stocks for supply to the PDS. 
The government also uses these stocks to meet emergency needs in times of 
natural calamities and to intervene in the market by augmenting supplies to keep 
the price level in check. Experts have argued that a buffer stock level of 10 mil
lion MT is adequate to meet the national food security requirement (Parikh 
1998; GOI 2002a). The government has adopted a higher norm of 15.8-24.3 
million MT, which includes buffer stocks for food security as well as stocks re
quired for the PDS, but actual stocks have exceeded this level too, at times by 
as much as threefold. 

As noted earlier, the FCI has a third function, which is to feed the PDS 
through a network of retail outlets called fair price shops spread out to every 
corner of the country. The economics of running such a vast system for food se
curity purposes has been questioned. It has been estimated that it takes Rs 6.68 
to transfer Rupee 1 worth of food subsidy to poor people through the PDS com-

9. The MSP was fixed for 25 basic agricultural products as of 2005-6. 
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pared to Rs 6.46 through the Andhra rice scheme, Rs 2.28 through Jawahar Ro-
jgar Yojana (a countrywide rural employment program), and only Rs 1.44 
through Integrated Child Development Services (Dev et al. 2004). 

Controls on the movement and stocking of agricultural commodities 
(foodgrains, edible oils, cotton, or sugar) across the country have long been a 
feature of the domestic marketing policy. Considerable progress had been made 
in the past decade in removing these controls, and in February 2001 the deci
sive step of abolishing these controls was taken. In February of the next year, 
the Indian government promulgated the Removal of Licensing Requirements, 
Stock Limits and Movement Restrictions on Specified Foodstuffs Order of 
2002 under Section 3 of the Essential Commodities Act. This order provides 
that "any dealer may freely buy, stock, sell, transport, distribute, dispose, ac
quire, use or consume any quantity of wheat, paddy/rice, coarse grains, sugar, 
edible oilseeds and edible oils and shall not require a permit or license there
fore under any order issued under the Essential Commodities Act, 1955." 

However, the domestic market has not been freed up from other interven
tionist policies. Levies on producers, in the form of compulsory acquisition of 
stocks by public sector agencies at fixed prices, continue to constrain the abil
ity of the farmer to rely on the market to obtain the best price for two major 
products. For rice, the levy ranged from 10 percent in Gujarat and Pondicherry 
to 75 percent in Punjab and Haryana. Other important rice producers, such as 
Andhra Pradesh and Tamil Nadu, also had rather high levies, around 50 per
cent, on millers and dealers. Until recently, sugar mills were subjected to a 30 
percent levy. This was reduced to 15 percent, then to 10 percent. Such levies ul
timately serve as a tax on the processors and are passed on to the farmer. 

Also in need of review is the policy whereby limits on the scale of opera
tion are imposed on the processors of agricultural commodities and on manu
facturers of farm implements. Withdrawal in 2002 of the MMPO, which re
stricted large-scale private investment in milk processing, was a positive step. 
However, processors of groundnuts and rapeseed (mustard) are unable to attain 
the economies of scale necessary to compete with foreign suppliers because 
they continue to suffer from reservation for the small-scale industry sector. 
Manufacture of farm implements is subject to the same reservation. Internal 
taxes and fees on raw agricultural commodities, such as the purchase tax, mandi 
(market) tax, and agents' commission, which sometimes add up to 11 percent 
(in the case of wheat in Punjab), also need to be rationalized. 

Infrastructure, Investments, and Institutions 

In the past, the Indian farmer has suffered not only from the bias against agri
culture at the macroeconomic level and from domestic restrictions on market
ing and processing, but also from poor infrastructure. The greatest challenge 
lies in reducing the transaction costs of the farmer by providing him with world-
class physical infrastructure. And for this there has to be increasing public 
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investment. However, public investment has been falling over the past two 
decades. 

What are the reasons for this unhealthy trend? The main culprits are the 
increasing subsidies on fertilizers, irrigation, and power and the high pay in
creases effected under the Fifth Pay Commission for Central and State Gov
ernment Employees (Ahluwalia 2002). We may derive comfort from the fact 
that the input subsidies generally available to low-income and resource-poor 
farmers in developing countries are exempt from reduction commitments under 
the WTO Agreement on Agriculture, and in any case these subsidies in India 
add up to less than the de minimis limit under that agreement, but the fact is that 
on account of the overall lack of financial resources they crowd out public 
investment in rural infrastructure. During the past two decades, while public in
vestment in infrastructure has fallen by about one-third, subsidies on agricul
tural inputs have risen fourfold in real terms (see Figure 4.13). 1 0 

In the case of irrigation and power, the starting point for subsidies is low 
tariffs for user charges. The water rates fixed by the state governments do not 
provide even for the recovery of operation and maintenance expenses, and those 
for actual collections are even less, covering not more than 20 percent of these 
expenses (Gulati and Narayanan 2003). In the case of power, the average rev
enue tariff from power supplied to agricultural consumers in 2001 was less than 
one-tenth the average cost of power supplied to all categories of consumers at 
the all-India level the same year (Gulati and Narayanan 2003). 

As regards fertilizers, i f subsidies to agriculture are calculated, as should 
be done, on the basis of the difference between the import parity price and the 
retail price at which it is made available to the farmer, in the past the sector ac
counted for less than half of the budgeted amounts. The rest was paid to the fer
tilizer industry.11 

I f the trend of falling amounts of real public investment in infrastructure is 
to be reversed, resources need to be freed up from input subsidies. Although pri
vate investment has shown encouraging trends in recent years, it cannot be a sub
stitute for public investment in infrastructural projects that generally yield only 
low commercial returns. Public investment in the agricultural and rural infra
structure would, in turn, also stimulate increased private investment in agriculture. 

10. See Gulati and Narayanan (2003) for treatment of these issues. The analysis in this sec
tion is drawn substantially from that work. 

11. In the case of urea, which receives the bulk of the subsidy available to the fertilizer in
dustry, payment is made under the discredited retention price scheme, whereby the government 
underwrites the full cost of production of each unit, subject to certain norms of efficiency. The 
scheme is a legacy of the import substitution phase of the Indian economic policy, when the argu
ment was made that self-sufficiency in the production of essential agricultural inputs was neces
sary for food security. Recently the retention price scheme has been modified to rely on group pric
ing rather than individual plants. The plants have been categorized into several groups based on 
their feedstock usage as well as their vintage. 
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F I G U R E 4.13 Investments and subsidies in Indian agriculture, 1980-81 
to 1999-2000 

Sometimes a concern is raised that India may be setting subsidies below 
the de minimis level and therefore may get away from its WTO commitments, 
and that this must be affecting the true competitiveness of its agricultural prod
ucts. The concern is legitimate. But to obtain a precise estimate of the compet
itiveness that factors in subsidies, one has to go beyond the NPCs and estimate 
the ESCs. The ESCs take into account not only input subsidies but also any dis
tortion in tradable inputs. The data requirements for such an exercise are great, 
so it is not attempted here. But in an earlier study on this subject that factored 
in distortions in tradable inputs by measuring EPCs as well as input subsides 
(through ESCs), Gulati and Kelley (1999) came up with interesting findings. 
For the period 1980-93, they found that the NPC for rice under the importable 
hypothesis at shadow exchange rates was 0.57, the EPC 0.54, and the ESC 0.61. 
For wheat, their results for the same period revealed an NPC of 0.62, an EPC 
of 0.55, and an ESC 0.59, all under importable hypothesis (see Gulati and Kel
ley 1999, Appendix Table 6.3a for more details and information on other crops). 
Although the point is valid that rising input subsidies could eventually mask the 
true competitiveness of Indian crops, the level of subsidies in the early 1990s 
was not significant enough to make a difference. 

R&D for agriculture, including biotechnology, is also critical for the 
long-term growth and global competitiveness of this sector. Public spending 
on R&D, which was only 0.46 percent of agricultural GDP during 1992-97, 
needs to be not only stepped up but also realigned to cater to the needs of 
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emerging high-value agriculture comprising fruits and vegetables, dairy prod
ucts, fish products, and so on. Investments in rural infrastructure and agricul
tural R&D are critical for making Indian agriculture globally competitive. But 
such investments wi l l reap a rich harvest only i f they are accompanied by re
forms in the institutions. Two sets of institutional reforms hold the key to suc
cess in agriculture. The first includes those that can ensure greater trans
parency and accountability in the provision and management of infrastructure 
services, the second those that can promote vertical integration from plough 
to plate. In an economy in which 80 percent of farm holdings are small, the 
real challenge is not so much their production costs as the costs for the col
lection of small surpluses and for moving them from farms to cities or ports 
for export. India has promoted such vertical coordination in the past in the 
case of dairy, be it through cooperatives (the National Dairy Development 
Board model) or through the initiative of private sector companies such as 
Nestle in Punjab. Linking up farmers with processors and urban or export mar
kets significantly reduces transaction costs and market risk, encouraging 
farmers to invest in new technology and improving their global competitive
ness. Vertical linkages need to be established all the way from producers to 
consumers by removing all controls on large-scale processing as well as re
tail distribution. 

The foregoing analysis has brought out that there has been steady im
provement in the TOT of agriculture vis-a-vis manufacturing, which has in turn 
induced the flow of private investment into the agricultural sector. This trend, 
which began in the 1980s, strengthened after the economic reforms of 1991. 
However, there is a significant backlog of reforms that are needed to address 
the distortions arising from the controls of the domestic market. Even more im
portant, the farmer needs to be provided with world-class physical infrastruc
ture, which would improve his competitiveness immeasurably. To make funds 
available for the efficient operation and maintenance of existing infrastructural 
facilities and to generate additional funds for public investment to expand them, 
it is necessary to review the programs of input subsidies. 

It is not within the scope of this work to prescribe the precise policy 
changes that must be carried out. A number of committees and commissions es
tablished by the Indian government have already laid out an impressive agenda 
of reforms, including institutional reforms. Appendix Table 4B.3 lists these re
forms in the following three categories: 

• Rationalizing incentives, which include getting the markets right, getting 
the prices right, and rationalizing input subsidies 

• Investment in research, development, extension, technology, and rural in
frastructure 

• Institutional reforms. 
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I f these reforms were to be carried out comprehensively, the global competi
tiveness of Indian agriculture would improve significantly. 

Conclusions 

The broad conclusion that can be drawn from the analysis in this chapter is that 
India is import competitive over most of the agricultural sector except in some 
important oilseeds and edible oils. It has been export competitive for decades 
in a range of tropical products and has demonstrated such competitiveness in 
at least three temperate-zone agricultural products, namely cotton, rice, and 
wheat. It has also emerged as a competitive supplier of tropical fruits and veg
etables. I f there were substantial reduction in international market distortions 
caused by the policies of support and protection pursued by the major indus
trial economies, India could emerge as a competitive supplier of sugar and dairy 
products as well. However, India needs to address the distortions arising from 
controls in the domestic market and from serious deficiencies and shortfalls in 
the availability of physical infrastructure. The full agenda of reforms has been 
laid out in the reports of various committees and commissions established by 
the Indian government in recent years and is summarized in Appendix Table 
4B.3. Following are some of the more important specific conclusions: 

• Analysis of the NPCs over a long period shows that India is import com
petitive in almost all the major temperate-zone agricultural crops, with the 
notable exception of some oilseeds and edible oils. It is also export com
petitive in many years in three important temperate-zone products, namely 
rice, wheat, and long-staple cotton. 

• The trade trends over many decades also demonstrate India's export com
petitiveness in several tropical products, such as tea, coffee, cashewnuts, 
spices, and tobacco. More recently, it has demonstrated export competi
tiveness in fresh fruits and vegetables and fish products. 

• While India emerges as uncompetitive in sugar and dairy products, pro
jections in a liberalized scenario show that India could be export compet
itive even in dairy products. In sugar, too, the elimination of the current 
market distortions could improve India's competitiveness. 

• India's export and import competitiveness has been masked in the past by 
trade policies, export and import controls, and high tariffs. Since the eco
nomic reforms of 1991 -92, however, the country's competitiveness, or the 
lack of it, has been reflected in trade flows, although trade policy changes 
continue to influence such flows. 

• Macroeconomic and trade policy reforms that have corrected for the over
valued exchange rate and reduced the tariffs on industrial products have 
helped improve incentives in agriculture. The pronounced antiagriculture 
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bias that existed in the Indian economy in the 1970s and 1980s, gradually 
decreased over the 1990s. 

• The terms of trade for agriculture improved as a result of reduced protec
tion of the industrial sector. This led to an increase in private investment 
in agriculture in contrast to the decline and stagnation in public sector in
vestment. 

• Domestic market controls have led to inefficiencies and distortions that 
have affected the international competitiveness of Indian agriculture. 
Large increases in the MSPs of wheat and rice at a time when their world 
prices were crashing resulted in the government's being saddled with very 
large foodgrain stocks, which were at times three times the minimum 
buffer stock norms. The economics of running the PDS has been ques
tioned. Indian agriculture is also burdened by levies on processors, reser
vation of manufacturing for the small-scale sector, internal taxes and fees 
on raw agricultural products, and controls on large retailing networks. 

• Indian agriculture suffers from a major handicap in the form of a lack of 
world-class physical infrastructure. Input subsidies have depleted the 
funds available not only for fresh public investment in infrastructure but 
even for the operation and maintenance of existing facilities. Only after in
put subsidies are withdrawn will the full competitiveness of Indian agri
culture emerge. 

• An already competitive Indian agriculture can become even more com
petitive i f these problems are addressed. A number of expert bodies es
tablished by the Indian government in recent years have already set up an 
agenda of reforms for this purpose. 

Thus, i f Indian agriculture is to emerge as a globally competitive sector, 
India wil l need higher levels of investment in rural infrastructure (roads, power, 
cold storage, etc.); R&D in agriculture, including biotechnology; and effective 
institutions that can help establish "farm-firm-fork" linkages and reduce trans
action costs and market risks. This would promote not only efficiency but also 
equity, because it would facilitate the participation of smallholders in the 
growth process and in export markets. 

Appendix 4A: Estimation of NPCs: Some Details on Empirics 

The NPCs for each commodity compare a domestic price to an import or ex
port parity price. Depending on the commodity, the domestic price is either the 
procurement price (wheat and rice) or a wholesale market price (copra, cotton, 
gram, groundnuts, jowar, maize, mustard, soybeans, sugar, and sunflowers). 
The domestic and international prices and exchange rates refer to harvest sea
son averages. Exchange rates are taken from the International Monetary Fund's 
International Financial Statistics database. Where possible, the NPCs are aver-
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ages of the results from important producing states, weighted by the value of 
production at reference prices. The sources of prices and international freight 
costs vary by commodity. Domestic transport costs for 1980-81 are from 
Sharma (1991). These costs have been projected using the weighted rail to road 
index, with weights depending on the distance covered. For example, for trans
port of wheat to Bombay from Haryana (1,675 km) and Punjab (1,850 km), the 
rail to road index used is in the ratio of 88.5 to 11.5. For Ludhiana to Lucknow 
(720 km), the rail to road index used is in the ratio of 44.9 to 55.1. Port charges 
in 1983-84 were calculated to be Rs 10.18 per quintal for grains (and gram); 
this cost has been projected using the port index. Port charges for oilseeds were 
calculated to be Rs 12 per quintal in 1987-88, which has also been projected 
using the port index. 

More details for each commodity are given in the following subsections. 
The order in which the commodities are listed corresponds to their order in Fig
ure 4.1. 

Wheat 

For wheat, under the importable hypothesis, the NPCs are the weighted aver
ages of the results for the states of Haryana, Punjab, and Uttar Pradesh. Under 
the exportable hypothesis, the NPCs are the weighted averages of the results for 
the states of Haryana and Punjab. The international price refers to the April to 
June price of U.S. hard red winter wheat, number 2, ordinary protein, f.o.b. U.S. 
Gulf, and is drawn from the FAO Statistical Database (FAOSTAT) Web site, 
http://faostat.fao.org, and FAO (various years), FAO Trade Yearbook. The do
mestic price refers to the procurement price and is taken from Sidhu (1979) for 
1964-65 to 1967-68; from GOl (various years), Bulletin on Food Statistics, 
for 1968-69 to 1978-79; from Fertilizer Association of India (various years) 
for 1980-81 to 1996-97; and from GOl (various years), Agricultural Statis
tics at a Glance for 1997-98 to 2004-5. Marketing costs are assumed to be 6 
percent of the procurement price. International freight charges are taken from 
FAO (various years), FAO Trade Yearbook. Freight rates for 1994 and 1995 are 
from International Grains Council (1996). 

Rice 

For rice, under the importable hypothesis, the NPCs are the weighted averages 
of the results for the states of Andhra Pradesh, Punjab, and Uttar Pradesh. Un
der the exportable hypothesis, the NPCs are the weighted averages of the results 
for Andhra Pradesh and Punjab. The international price refers to the average Oc
tober to January price of Thai 15 percent broken rice, f.o.b. Bangkok, and is from 
the USDA Economic Research Service (various years), Rice Yearbook. The do
mestic price refers to the procurement price from GOl (various years), Bulletin 
on Food Statistics. Consistent prices for a single variety were not available, so 
prices for several varieties are used. Marketing costs and traders' margins are 
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assumed to be 5 percent of the procurement price. International freight is esti
mated using a freight index constructed from the wheat freight rates. 

Maize 

For maize, under the importable hypothesis, the NPCs are the weighted aver
ages of the results for the states of Andhra Pradesh, Bihar, Gujarat, Himachal 
Pradesh, Karnataka, Madhya Pradesh, Rajasthan, and Uttar Pradesh. Under the 
exportable hypothesis, the NPCs are the weighted averages of the results for 
Andhra Pradesh, Bihar, Karnataka, Madhya Pradesh, Rajasthan, and Uttar 
Pradesh. The international price refers to the average October to January price 
of U.S. number 2 yellow corn, f.o.b. U.S. Gulf, taken from the FAOSTAT Web 
site, http://faostat.fao.org, and FAO (various years), FAO Trade Yearbook. The 
domestic price refers to the wholesale price from GOl (various years), Agri
cultural Prices in India. Marketing costs and traders' margins are assumed to 
be 10 percent of the wholesale price. International freight rates are assumed 
to equal those for wheat. 

Jowar 

For jowar (sorghum), the NPCs are estimated only under the importable hy
pothesis. The NPCs are weighted averages of the results for the states of Andhra 
Pradesh, Karnataka, Madhya Pradesh, and Maharashtra. The international price 
refers to the average October to January price of U.S. number 2 yellow 
sorghum, f.o.b. U.S. Gulf, from IMF (various years) from 1965-66 to 1996-97 
and World Bank (various years) from 1997-98 to 2004-5. The domestic price 
refers to the wholesale price and is from GOl (various years), Agricultural 
Prices in India, and GOl (various years), Bulletin on Food Statistics. Market
ing costs and traders' margins are assumed to be 6 percent of the wholesale 
price. International freight rates are assumed to equal those for wheat. 

Gram 

For gram (chickpeas), the NPCs are estimated only under the importable hy
pothesis. The NPCs are the weighted averages of the results for the states of 
Haryana, Madhya Pradesh, Rajasthan, and Uttar Pradesh. The c.i.f. India price 
is derived from the Turkish gram price from the Web site of the USDA's For
eign Agricultural Service (FAS), <http://www.fas.usda.gov>. The domestic 
price refers to the April to March average wholesale price from GOl (various 
years), Agricultural Prices in India. Marketing costs and traders' margins are 
assumed to be 5.5 percent of the wholesale price. 

Soybeans 

For soybeans, the NPCs are estimated only under the importable hypothesis. In
stead of a state-weighted average, an all-India NPC is computed for soybeans 
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based on the NPC in Indore, Madhya Pradesh. The international price refers to 
the October to March average price for U.S. number 2 yellow soybeans, c.i.f. 
Rotterdam, and is taken from FAO (various years), FAO Monthly Bulletin of Sta
tistics. The domestic wholesale prices in Indore are taken as the average Octo
ber to March prices from GOI (various years), Agricultural Prices in India, and 
GOI, Wholesale Prices of Soyabean. Marketing costs and traders' margins are 
assumed to be 6 percent of the wholesale price. International freight rates are 
assumed to be 1.6 times those of wheat. 

Mustard 

For mustard (rapeseed), the NPCs are estimated only under the importable hy
pothesis. The NPCs are the weighted averages of the results for the states of Ra-
jasthan and Uttar Pradesh. The international prices refer to the average January 
to June prices of rapeseed, c.i.f. Rotterdam, taken from FAO (various years), 
FAO Monthly Bulletin of Statistics, and Oil World (various years). The domes
tic wholesale prices are taken from GOI (various years), Agricultural Prices in 
India, and refer to the January to June averages. International freight rates are 
assumed to be 1.6 times those of wheat. 

Copra 

For copra, the NPCs are estimated only under the importable hypothesis. The 
NPCs are the weighted averages of the results for the states of Kerala and Kar-
nataka. The international prices refer to the average October to September, c.i.f. 
Rotterdam, for Philippine copra taken from Oil World (various years). The do
mestic wholesale prices are taken from GOI (various years), Agricultural Prices 
in India, and refer to the October to September average. Marketing costs and 
traders' margins are not included. Europe to India international freight rates are 
assumed to be 1.6 times those of wheat. Philippines to India international 
freight rates are approximated by the Bangkok to India rice freight rates. Do
mestic transport costs are not included. 

Groundnuts 

For groundnuts, the NPCs are estimated only under the importable hypothesis. 
The NPCs are the weighted averages of the results for the states of Andhra 
Pradesh, Gujarat, and Tamil Nadu. The international prices refer to the average 
October to September, c.i.f. Rotterdam, prices from Oil World (various years). 
Oilseed prices were unavailable for the 1990s. These prices have been estimated 
using the formula 

logfprice of groudnuts) = CO + CI • log(price of meal) 
+ C2 • log(price of oil), 

where CO represents a constant in the regression equation and CI and C2 are 
the slopes of the respective coefficients in the regression equation. The prices 
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of groundnut oil and groundnut meal are taken from World Bank (various 
years). Groundnut oil is of any origin, c.i.f. Rotterdam, and groundnut meal is 
Argentine 48/50 percent, c.i.f. Rotterdam. The data for groundnut meal were 
discontinued from 1999 onward and have been estimated at 25 percent of 
groundnut oil prices. Crop year (October to September) prices have been cal
culated where unavailable using the formula 

Crop year price = 0.25(annual price of t) + 0.75(annual price of t + 1), 

where t represents time. The conversion ratio of pods to kernels is 1:0.7, which 
is what is normally taken by the National Agricultural Cooperative Marketing 
Federation. The domestic wholesale prices are taken as the average October to 
June price from GOl (various years), Agricultural Prices in India, and GOl, 
Wholesale Prices of Groundnuts. Marketing costs and traders' margins are as
sumed to be 10 percent of the wholesale price. International freight rates are 
assumed to be 1.6 times those of wheat. 

Sunflower seeds 

For sunflower seeds, the NPCs are estimated only under the importable hy
pothesis. Instead of a state-weighted average, an all-India NPC is computed for 
sunflowers based on the NPC in Maharashtra. The international price refers to 
U.S./Canada, c.i.f. Rotterdam, until 1990, and to Rotterdam, c.i.f. EC Lower 
Rhine, from 1993 onward. The 1991 and 1992 figures are estimated based on 
U.S. farm prices. The sources are Oil World (various years) and USDA (vari
ous years). The domestic wholesale prices are taken as the average October to 
September average prices from GOl (various years), Agricultural Prices in 
India, and GOl, Wholesale Prices of Sunflower. Marketing costs and traders' 
margins are assumed to be 6 percent of the wholesale price. International freight 
rates are assumed to be 1.6 times those of wheat. 

Sugar 

For sugar, under the importable and exportable hypotheses, the NPCs are the 
weighted averages of the results for the states of Maharashtra, Tamil Nadu, and 
Uttar Pradesh. The international price refers to the October to September price 
of raw sugar, f.o.b. greater Caribbean ports, in bulk and white sugar spot prices, 
f.o.b. European ports from ISO (various years) and World Bank (various years). 
The international price is converted into that for plantation white sugar by the 
formula 

Price of white plantation sugar = 0.9(price of white sugar — 
price of raw sugar) + price of raw sugar. 

The domestic price is given by the formula 
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Ex factory price = free sale ratio(price of free sale sugar — excise 
and cess on free sale sugar - marketing and traders' 
margin) + (1 — free sale ratio)price of levy sugar. 

The data on free sale ratio, cess,12 and excise on sugar are from National Fed
eration of Cooperative Sugar Factories (various years). The levy and free sale 
sugar prices are from GOI (various years), Bulletin on Food Statistics. The 
marketing cost and traders' margin on free sale sugar is assumed to equal 3 per
cent of the free sale sugar price. International freight rates are derived from 
the 1985 -93 rates from Caribbean to Europe from ISO (various years). They have 
been projected using the tramp index from FAO (various years), FAO Trade 
Yearbook. The 1989 and 1990 freight rates from Europe to India were provided 
by the State Trading Corporation and are projected using the tramp index. 
Freight from Europe to Egypt (the point of competition under the exportable 
hypothesis) is assumed to be half the freight from the Caribbean to Europe. 
Freight from India to Egypt is assumed to be equal to the freight from Europe 
to Egypt. The port charges for sugar were Rs 8.39, 11.99, and 15.27 per quin
tal in 1980-81, 1985-86, and 1986-87, respectively, and are projected using 
the port index. 

Cotton 

For cotton, the NPCs are estimated under the importable hypothesis and the ex
portable hypothesis and are the weighted averages of the NPCs for extra-long-, 
medium-, and short-staple cotton kapas. The international prices are taken from 
International Cotton Advisory Committee (various years) and refer to Giza 67/ 
69/81, California and Orleans/Texas, respectively, c.i.f. North Europe. The do
mestic price is given by the average wholesale price of MCU-5 (February to 
June) for extra-long-staple, S-4 (December to April) for medium-staple, and 
J-34 (November to February) for short-staple cotton from GOI (various years), 
Agricultural Prices in India. For some years, the wholesale prices are estimated 
using the Wholesale Price Index for raw cotton. The average processing mar
gins are taken as the indicators of the pure trading margins for each year. In
ternational freight (U.S. to India and U.S. to Europe) is based on the cotton 
freight estimates from Gulati, Hanson, and Pursell (1990) and is projected us
ing the Liner Index. 

Appendix 4B: Supplemental Tables 

See tables on pages 106-123. 

12. Cess refers to a specific tax. 
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5 The E C and Implementation of the WTO 
Agreement on Agriculture 

The Uruguay Round Negotiations on Agriculture: 
Aiming at Limited Reform 

During the period between 1968, when common prices were established under 
the Common Agricultural Policy (CAP), and 1986, when the Uruguay Round 
was launched, production of temperate-zone agricultural products had grown 
rapidly in the EC under the twin stimuli of high prices and technological ad
vances.1 In the early 1980s, the EC was experiencing persistent surpluses in 
several temperate-zone agricultural products. The budgetary strain due to the 
need to subsidize the disposal of the surpluses was already causing serious con
cern within the community. Acceptance of a mandate for serious negotiations 
on the liberalization of agriculture was in part due to the realization within the 
EC that the ever-increasing financial burden of the CAP was not sustainable. 
But policymakers in the European Commission also had to contend with the po
litical importance of the sector. While the contribution of agriculture to the EC's 
GDP at the time the Uruguay Round was launched was less than 3 percent, the 
sector provided employment to more than 7 percent of the civilian workforce. 
Furthermore, certain member states that were large net beneficiaries of the CAP, 
such as France, were not well disposed to any radical reform. What the EC 
aimed at was limited reform, not fundamental changes in the world trade rules. 

In 1986, the EC was the world's largest importer of agricultural products 
and its second-largest exporter. During the period 1968-85, in which the EC 
membership grew from 6 to 10 and agricultural imports rose from 8.8 billion 
to 48.8 billion European currency units (ECUs), while exports increased from 
2.9 billion ECUs to 31.1 billion ECUs, raising the cover rate of exports over 

1. The Treaty on European Union, which was signed in Maastricht on February 7, 1992, and 
entered into force on November 1, 1993, changed the name of the European Economic Commu
nity to simply "the European Community." For uniformity of presentation in this and subsequent 
chapters we have referred to it as the European Community irrespective of whether the relevant 
time period is before or after November 1, 1993, when the change in name took place. 
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imports from 33 to 63 percent (European Commission 1987). The EC was anx
ious to retain its large presence in international markets for exports and resisted 
proposals for a major overhaul of the framework for agricultural trade. Once 
the negotiations had been launched, while the United States sought far-
reaching and rapid progress in all three areas under discussion, namely market 
access, domestic support, and export subsidies, the EC was willing to under
take commitments only for a gradual reduction of domestic support. The de
nouement of this standoff was facilitated by the moves of Latin American 
members of the Cairns Group of agricultural exporting countries, who were 
determined not to let the round go ahead without the assurance of significant 
results in agriculture. Faced with a roadblock in the negotiations in agriculture 
at the Mid Term Review Meeting at Montreal in December 1988, they withheld 
their consent from the agreements reached in other areas until the obstacle had 
been cleared. Later, during the Brussels Ministerial Meeting in December 1990, 
they boycotted the meetings of other negotiating groups when there was a 
breakdown in the negotiations on agriculture, thus putting the whole round in 
jeopardy. 

The pressure on the EC increased further on account of the GATT Panel 
findings in a dispute on oilseeds with the United States (GATT, BISD, Suppl. 
37, 1991). In this dispute, the United States had successfully challenged the 
GATT consistency of the EC oilseeds regime, which involved payment of guar
anteed prices by EC processors to community producers, with the processors 
in turn compensated for the difference between the world market prices and the 
guaranteed price. In its report submitted on December 14,1989, the panel found 
that the regime was inconsistent with the obligation of national treatment con
tained in Article I I I , para. 4 of GATT 1947 and that it also nullified and impaired 
the benefit of the concession of zero tariff on oilseeds given by the EC6 during 
the Dillon Round in 1962. The GATT Council adopted the panel report on Jan
uary 25, 1990, and the EC responded by changing the regime. The system that 
called for payment of a guaranteed price by processors was abolished and re
placed by a scheme whereby the producers benefited from direct per hectare 
payment for whatever area of eligible land they devoted to oilseed production. 
At the request of the United States, the original panel was reconvened to con
sider whether the new regime complied with the obligations of GATT 1947. In 
April 1991, the reconvened panel held that although the inconsistency with Ar
ticle I I I had been eliminated, the new support system also had the character of 
the product-specific subsidies that continued to impair the zero tariff bindings 
for oilseeds. The Oilseeds Panel Report opened the way for retaliatory action 
by the United States, and there was a clear threat that the EC would become em
broiled in another trade war with its transatlantic trading partner. 

As mentioned earlier, the EC rejected the compromise proposal of Arthur 
Dunkel submitted in December 1991 for concluding the Uruguay Round, 
mainly on account of its contents on agriculture. Isolation in the negotiations 
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put great pressure on the EC to come up with an acceptable solution on agri
cultural reform. Developments in the Uruguay Round contributed to the major 
CAP reforms in May 1992 (the MacSharry reforms), whereby the intervention 
prices were reduced on cereal and livestock products and the farmers fully 
compensated for the loss of earnings through direct payments. These reforms 
paved the way for agreement in the Uruguay Round, but not before negotia
tions had taken place between the EC and the United States for diluting the el
ements of the draft Agreement on Agriculture proposed by Arthur Dunkel. In 
the Blair House I accord, reached on November 20, 1992, these governments 
agreed, inter alia, that direct payments under production-limiting programs 
(the Blue Box) would be exempted from reduction commitments and that re
duction of the Aggregate Measurement of Support (AMS) would need to be 
made on the basis of the total AMS and not separately for product-specific and 
non-product-specific AMS. This accord was to ensure that the reductions ef
fected under the MacSharry reforms would be more than sufficient for the EC 
to meet the reduction targets of the Agreement on Agriculture with respect to 
domestic support. With respect to another element of the proposed Agreement 
on Agriculture, the two major players agreed that the reduction in the volume 
of exports benefiting from export subsidies would be 21 percent instead of 24 
percent. The EC and the United States also finally settled the oilseeds dispute, 
with the EC agreeing to reduce the amount of land used to cultivate oilseeds 
from 13.5 million to 11 million hectares. The two further agreed to a peace 
clause whereby no disputes were to be raised as long as the commitments made 
in the Uruguay Round were respected. Later in 1993, the EC and the United 
States were to conclude the Blair House I I agreement, in which they agreed to 
give countries the option of front-loading in scheduling their reduction com
mitments on export subsidies (for details, see Chapter 2). The reduction of the 
export subsidy commitment in the Blair House I agreement and the option to 
front-load included in the Blair House I I agreement substantially lightened the 
EC's reduction commitments. 

Now we take up an examination of the EC's policies at the time of com
mencement of the Uruguay Round, its commitments, and their implementation 
after 1995, separately for market access, domestic support, and export compe
tition. The CAP of the EC embraced policies covering all of these aspects of 
agriculture and was built around the use of three prices that were set by the Eu
ropean Commission. Target prices represented the return that was regarded as 
desirable for the producers to receive. These prices did not have any operational 
significance themselves, but they were used as reference points for deriving 
threshold prices, which represented the minimum entry prices for imports from 
outside the EC. Threshold prices were set at such a level that the target prices 
could not be undercut by third-country imports. Intervention prices were the 
floor prices at which the relevant agencies had an obligation to buy domestic 
produce offered to them as products eligible for intervention support. 
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Market Access 

Policies in the EC at the Time of Launching of the Uruguay Round 

As we shall see in the next section, when negotiations began in the mid-1980s, 
the main feature of domestic support policy for agriculture in the EC was pub
lic intervention at support prices set well above international prices. Such a pol
icy could not have been successful without border measures in place to shut off 
imports at prices that were lower than domestic prices. For this purpose the EC 
applied a variable component on important temperate-zone agricultural prod
ucts, sometimes in addition to fixed import duties. A variable component in tar
iffs was the most dominant feature of the pre-Uruguay Round import regime 
for temperate-zone agricultural products. There were two main methods of ap
plying the variable component to different groups of products. For cereals, 
where the threshold prices served as minimum import prices, the variable levy 
was determined every day on the basis of the difference between the threshold 
price and the lowest recorded world market price for the day. For certain fruits 
and vegetables, the reference price system applied, which resulted in a de facto 
"minimum wholesale price" below which imported products were not allowed 
to be sold. I f the wholesale price of imported produce in the EC (less a mar
keting margin and the most-favored-nation tariff) fell below the reference price 
for a period of two days out of five, a countervailing charge was imposed on all 
subsequent consignments and the levy was maintained until the reference price 
had been respected for two market days. The manner of application of the vari
able component made a big difference to foreign suppliers. In the case of cere
als, the lowest-cost foreign supplier still had an advantage vis-a-vis other for
eign suppliers, because by paying the same duty it retained its competitive 
position. However, in the case of products in which the reference price system 
applied, the variable component equalized the entry prices of all consignments 
from all suppliers. Price competition between suppliers in the same or different 
third countries was not possible, because all of them had to accept the same 
minimum wholesale price (Grethe and Tangermann 1998). 

Two other important features of EC tariffs at that time need to be noted 
here. First, the EC 12 had preferential quota arrangements with several of its 
trading partners for a number of temperate-zone products. Most but not all of 
these arrangements were carried forward from the preexisting quotas that indi
vidual member states had for their trading partners before they acceded to the 
EC. Some of the important quotas were for the meat of bovine animals, live 
sheep, the meat of sheep or goats, butter, cheese, manioc, fresh bananas, and 
cane or beet sugar. Besides the African-Caribbean-Pacific Group (ACP) coun
tries, with which the EC had a comprehensive preferential arrangement, the 
countries that benefited most from these arrangements were Australia, New 
Zealand, and the East European countries. A few Latin American countries, 
Canada, and the United States also benefited to a limited extent. 
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The second important feature was the complexity o f the EC tariffs. Many 
o f the tariffs were stated in specific terms, and in the case o f processed products, 
a separate variable levy was applied on such ingredients as wheat flour and sugar. 

The EC's Uruguay Round Commitments on Market Access 
and Their Implementation 

H I G H T A R I F F L E V E L S . Tariffication followed by reduction was the main 

accomplishment o f the Uruguay Round in the area o f market access. But the 
tariff levels emerging from the process turned out to be almost prohibitive for 
several key temperate-zone products. OECD calculations o f the ad valorem 
equivalents o f specific and mixed EC tariffs in the base period (1986-88) show 
that they were very high (see Figure 5.1). 

Because the base period chosen was 1986-88, which also happened to be 
the years in which world commodity prices were at their lowest for the decade, 
it was always expected that the tariffs resulting from tariffication would be at a 
higher level than would be the case i f later or earlier periods were selected. But 
as was pointed out in Chapter 2, the flexibility provided in the modalities left 
considerable room for discretion in the choice o f data by individual countries. 
As a result, the tariff equivalents were overstated even further, so much so that 
in many cases the tariff levels even after the application o f the Uruguay Round 
cuts were higher than the levels o f protection in the base period. Analysts have 

FIGURE 5.1 Ad valorem equivalents of EC tariffs for selected products during the 
base period 1986-88 

S O U R C E : OECD (2001b.) 
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come to the conclusion that "the European Union declared base tariffs, which 
were higher than in 1986-88 for eight of the nine products, and for all but two 
the final bound tariffs ended up exceeding levels in 1986-88 (already a period 
of high protection" (Hathaway and Ingco 1996, 45). 

Calculations of the ad valorem equivalent of the final bound tariffs of the 
EC show that 8 percent (141 lines) of the EC schedule was above 100 percent, 
with the highest rate over 500 percent (Gibson et al. 2001). These calculations 
have been made on the basis of the average world unit values for the period 
1995-97, and they could have understated the ad valorem equivalent because 
the international commodity prices were running at high levels in 1995-96. 

T R A C E S O F P R O H I B I T E D M E A S U R E S . Tariffication not only resulted in 
very high tariffs for many agricultural products, it also did not fully eliminate 
the measures and practices that it was designed to replace. In the EC, for cere
als, fruits, and vegetables, "tariffication has not fundamentally changed the na
ture of the previously existing non-tariff measures" (Sumner and Tangermann 
2002, 2018). 

With respect to wheat and several other cereals, the EC has established a 
fixed relationship or a margin of preference between the duty-paid import price 
and the intervention price. In head notes 6 and 7 of its tariff schedule (WTO 
19941). it has stated that the duty-paid price wi l l not be more than 155 percent 
of the intervention price for wheat and certain other cereals, 180 percent of the 
intervention price for Indica rice, and 188 percent for Japonica rice. The impli
cation of this arrangement for the incidence of the tariff on wheat, for instance, 
is shown in Figure 5.2 for the c.i.f. price range of 60-200 euros per MT, taking 
into account the intervention price in the year 2001 of 101 euros per MT and 
the final bound level of tariff of 95 euros per MT. 2 

For the c.i.f. price range of 62-157 euros per MT, the import tariff is mod
ulated so that the duty-paid price remains the same. The tariff system for cere
als ensures that in normal times changes in world prices are not transmitted to 
the EC domestic market. Thus, the import duty system retains the essential char
acteristics of the erstwhile system of variable import levies. The only difference 
is that, whereas in the variable levy system there was no limit to the amount of 
levy, now there is a ceiling of 95 euros per MT. 

For a number of horticultural products, an entry price system operates, and 
imports valued at less than the entry price are charged a substantial specific 
component in addition to the ad valorem duty. Thus, in the case of apples other 

2. The EC's bound tariffs are expressed in ECUs per MT. The ECU was an artificial "bas
ket currency" made up of a given weight of the national currencies of the 12 member states of the 
EU at the time of signature of the Maastricht Treaty in February 1992 and was used as the unit of 
account by the EC until the creation of the euro. The initial value of the euro against other curren
cies was set to ensure a one-to-one equivalence between the ECU and the euro. Accordingly, we 
have substituted euros for ECUs wherever tariffs are denominated in specific terms. 
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FIGURE 5.2 Incidence of the import tariff on wheat 

Landed price (euros per metric ton) 
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S O U R C E : Tariff schedule of the EC (WTO 19941). 

than cider apples, from August 1 to December 31 the final bound rate o f duty 
is 11.2 percent plus 238 euros per MT, but the specific component is reduced 
to zero i f the entry price is not less than 467 euros per MT. The specific com
ponent is graduated for products valued wi th in a range o f 92 to 100 percent o f 
the entry price, and the full amount applies only i f the import is valued at less 
than 92 percent o f the entry price. The additional levy for import consignments 
valued at less than 92 percent o f the entry price becomes prohibitively high. 
Figure 5.3 shows how domestic producers are shielded from competition and 
import o f any consignment valued at less than about 430 euros per M T is vir
tually barred. Here, too, we notice an element that resembles a minimum i m 
port price scheme prohibited by the Agreement on Agriculture. During the 
Uruguay Round the entry price system went uncontested by the exporting coun
tries; they would have considered the system a lesser evil than the preexisting 
regime (Swinbank and Ritson 1995). 

N O N T R A N S P A R E N T T A R I F F S . There was no serious push in the negotia
tions on the simplification o f tariffs. In fact, the modalities for tariffication ex
pressly permitted governments to adopt new tariffs in ad valorem or specific 
terms. But specific, mixed, or composite tariffs mask the height o f the tariffs, 
and at first sight it is difficult to judge their true incidence. Specific tariffs are 
also more regressive, because their proportionate incidence is higher on ship
ments wi th a lower unit value. It is therefore another blemish on the EC's tar
i f f liberalizing effort that non-ad valorem tariffs remain a dominant feature o f 
its post-Uruguay Round tariff schedule. The percentage o f specific, compos
ite, or mixed tariffs is particularly high for meats (68), dairy products (84), 
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FIGURE 5.3 Duty regime for horticultural products in the EC: The case of cider 
apples 
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S O U R C E : Tariff schedule of the EC (WTO 19941). 

cereals (63), sugar (63), and wines and spirits (79) (OECD 2001b). O f particu
lar complexity are the tariffs for what the EC terms "composite agrigoods," that 
is, goods obtained by combining primary and/or processed agricultural prod
ucts. Here the total tariff is determined on the basis o f the quantity o f the basic 
product considered to have been used in the manufacture o f the composite agri-
good. In other cases, in addition to an ad valorem duty, a duty is applied on the 
basis o f the sugar or flour content o f the product. 

P E R P E T U A T I O N O F P R E F E R E N T I A L T A R I F F R A T E Q U O T A S . The requirement 

in the modalities that current market access be maintained enabled the EC to 
retain the preexisting preferential treatment o f certain trading partners, both de
veloping and developed. Tariff rate quotas (TRQs) (see Chapter 2) were intro
duced for 60 items, o f which 30 were by way o f current market access, 27 rep
resented minimum market access, and 3 were on nontariffied products. A l l the 
preexisting quota arrangements were assimilated into the current access TRQs, 
and as a result, 17 out o f 30 current access quotas were allocated to supplying 
countries. In some cases the entire quota was allocated to one or more supply
ing countries, while in others a small quantity was reserved for other undefined 
suppliers. In the case o f fresh bananas, the EC allocated the TRQ (of 2.2 m i l -
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lion MT in 1995) on the basis of the "Framework Agreement" it had entered 
into with Colombia, Costa Rica, Nicaragua, and Venezuela after a dispute raised 
by these countries under GATT. 3 

With respect to minimum access TRQs, in the case of 20 out of 27 the EC 
had stipulated that imports under the Europe Agreements (preaccession agree
ments with countries that were candidates for EU membership) may be taken 
into account while implementing the quota. This stipulation had the potential 
of allowing the EC to allocate the TRQs entirely or substantially to the Euro
pean countries that were in the process of accession to the EC and were already 
enjoying preferential treatment from it. After the accession to the EU of 10 of 
these countries on May 1, 2004, the allocation of TRQs became the subject of 
renegotiations under Article X X V I I I of GATT 1994 (WTO 1994a). 

The in-quota rates are generally maintained at levels that are reasonable. 
With regard to important products, the in-quota tariff is zero for wheat, sugar 
(cane), and sheep meat. It is high for butter (70-77 percent), but lower for Ched
dar cheese (13 percent), skimmed milk powder (33 percent), beef (20 percent), 
pig meat (23 percent), and poultry meat (14 percent).4 

The notifications made during the period 1995-99 show that the EC has 
been using four types of quota administration, namely licenses on demand (59), 
first come first served (21), historical importers (6), and mixed methods ( l ) . 5 

During these years the quota fill was uniformly high with respect to the alloca
tions to historical importers, in the range of 93-99 percent. For licenses on de
mand the range was 65-73 percent, for first come first served 69-75 percent, 
and for mixed methods 67-100 percent.6 No pattern of relationship seems to 
exist between the rate of quota fill and the system of administration of quotas. 
The main groups of products for which there have been very low rates of quota 
fill are poultry eggs, oats, sweet potatoes, and orange juice. Again, there does 
not seem to be any connection between the sensitivity level of products and the 
rate of quota fill. 

3. Although the EC incorporated the "Framework Agreement" in its Uruguay Round sched
ule, this did not prevent a dispute from being raised by the United States and the Latin American 
suppliers regarding the conformity of the allocation of quotas to Article XIII of GATT 1994. The 
Appellate Body ruled that the allocation of the TRQ was not WTO consistent (WTO Doc. WT/ 
DS27/AB/R), and the EC had to revise the TRQ allocation. The dispute continued when the EC 
first revised its banana regime, and it was not until another revision, made in the light of a decision 
by arbitrators (WTO Doc. WT/DS27/ARB/ECU), that the matter was settled. 

4. In the case of butter, cheese, pig meat, and poultry meat, the ad valorem equivalents of in-
quota tariffs are based on OECD calculations for 1995. See OECD (2001b). 

5. The number of TRQs contained in the Tariff Schedule of the EC12 (WTO 19941) is 60, 
whereas the notifications on implementation show 85 TRQs in 1995-96 and 87 in 1997-99. The 
increase is accounted for principally by the TRQs of the three members following the expansion of 
the EC to the EC15. Thereafter, the addition of two more quotas was the result of Article XXVIII 
negotiations. 

6. Calculations based on WTO Doc. G/AG/NG/S/8/Rev. 1. 
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FIGURE 5.4 SSG trigger price and external reference price: A comparison, 1995— 
2000 
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S O U R C E : OECD (2001b). 

P R O T E C T I O N I S T U S E O F S P E C I A L A G R I C U L T U R A L S A F E G U A R D S . The EC 

had reserved the right to apply special safeguards (SSGs) in 539 tariff lines con
stituting 31 percent o f the total ( W T O Doc. G/AG/NG/S/9/Rev. 1). During the 
period 1995-2000, the EC invoked volume-based SSGs only with respect to 
fruits and vegetables on 147 occasions, and price-based safeguards, mainly on 
sugar, dairy products, and meats, in 65 instances.7 The highest number o f in 
vocations in any particular year during the period was 14 for price-based safe
guards and 47 for volume-based ones. While recourse to SSGs cannot be said 
to be very high compared to the potential, in the use o f price-based SSGs the 
EC employed very high trigger levels. The main objective o f the price-based 
safeguard is to forestall a fall in price below the level prevailing in the base pe
riod. The EC, however, used trigger prices that were higher, in some cases much 
higher, than the external price used to calculate the tariff equivalent for the pur
pose o f tariffication. In its calculations o f the average unit price o f imports in 
the base years for the purposes o f determining the trigger price, the EC appears 
to have included the substantially higher prices paid to preferential suppliers 
such as the ACP countries in the case o f sugar and New Zealand in the case o f 
butter (OECD 2001b). Figure 5.4 shows how the SSG trigger prices employed 
compared wi th the corresponding external reference price. 

7. See country notifications to the WTO. various years (WTO Doc. series G/AG/N/EEC). 
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E V O L U T I O N O F T H E E C ' S M A R K E T A C C E S S R E G I M E . One development in 
the EC's market access regime needs to be mentioned here, because it responds 
to a demand made by the least developed countries (LDCs) in past negotiations. 
On February 26, 2001, the EU approved the proposal to eliminate quotas and 
duties on all products exported by all 48 LDCs except arms (the "Everything 
But Arms" initiative). Although the duty elimination took effect for most in
dustrial and agricultural products on March 5, 2001, the tariffs on some of the 
most protected agricultural products, namely sugar, rice, and bananas, were to 
be phased out gradually over a period of five to eight years. 

Domestic Support 

Policies in the EC at the Time of Launching of the Uruguay Round 

Providing price support through public intervention at guaranteed prices set 
well above the international price was the key mechanism devised in the EC to 
aid agriculture during the period 1968-85. The EC began with a high level of 
protection at the time that common prices were agreed at the outset. Member 
states of the EC had had widely varying prices earlier, with the German prices 
generally higher than prices in other member states. When the decision was 
taken in 1964 regarding cereals and livestock products, "the price chosen was 
towards the upper end of the spectrum of the Member States, a decision reached 
under intense German pressure" (Fennel 1997, 30). The high level of protec
tion that was the starting point in the EC was well documented in an internal 
paper of the European Commission (Commission of the European Economic 
Community 1968). This paper shows the community's prices as a percentage 
of the world prices at the time; these can be seen in Figure 5.5. 

Intervention purchase at guaranteed prices applied to all major temperate-
zone products, namely cereals, dairy products, beef, pork, sugar, and several 
fruits and vegetables. For certain other products, namely durum wheat, olive 
oil, tobacco, oilseeds, and sheep, minimum price guarantees were made effec
tive through the mechanism of deficiency payments instead of intervention pur
chases. The use of deficiency payments rather than intervention purchases im
plied that the user industry for these products had access to inputs at lower costs. 
Other measures, such as aid to production in the area cultivated and compen
satory allowance for produce left in stock at the end of the marketing year, sup
plemented price support. Aid for private storage and payment to industries for 
use of domestic products were two other common forms of assistance during 
the period. Other measures adopted included a premium per head for sheep and 
compensation for any loss sustained in operating market withdrawal programs 
for averting a market slump in fruits and vegetables. 

A feature of the EC farm support program during the period preceding the 
launching of the Uruguay Round was that for most products no effective pro
duction control was envisaged and no limit set on expenditure for intervention 
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FIGURE 5.5 EC prices as percentages of world prices, 1967-68 
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SOURCE : Commission of the European Economic Community (1968). cited in Fennel (1997). 

and other measures o f domestic support. However, there were some attempts at 
such control for certain products. In the case o f sugar, the price guarantee was 
limited to a quota on production from the outset in 1968. More than 10 years 
later, a co-responsibility levy was imposed on dairy farmers to help meet the 
costs o f storing their surpluses and selling them of f in world markets at subsi
dized prices. When the co-responsibility levy proved inadequate to curb pro
duction, a system o f production quotas was introduced for mi lk in 1984. The 
most extensive reform was made in 1988 and included two major elements. 
First, it was decided that from then onward the increase in farm spending would 
be limited to 74 percent o f the GDP growth o f the EC. Second, limits, called 
stabilizers, were imposed on the support for each product, except sugar and 
mi lk , on which they existed already. A maximum guaranteed quantity ( M G Q ) 
was fixed for each product, and it was stipulated that i f production exceeded the 
M G Q in any year, there would be an automatic cut in the support price for 
the following year. A l l these measures generally proved ineffective in curbing 
the burgeoning surpluses, and in 1992 another attempt was made to l imi t pro
duction through outright and substantial cuts in support prices in the MacSharry 
reforms, to which we have already referred. 

The 1992 reforms cut the support prices by as much as 29 percent for ce
reals, 9 percent for butter, 7.5 percent for dairy products, and 15 percent for 
beef, and introduced a system o f compensatory payments to make up for the 
shortfall in the income o f the fanners resulting from the reduction o f the inter
vention price for cereals, oilseeds, protein crops, and beef. In the case o f crops, 
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compensation was to be paid on the basis of the areas recorded over the previ
ous three years and depended upon the yields obtained over a reference period. 
In the case of cattle, it was paid on the basis of a fixed number of head. For ce
reals the compensatory payment was progressively increased so as to reach 54 
euros per MT for the crop year 1995, or 207 euros per hectare based on the av
erage regional cereal reference yield. Direct payment to oilseed producers 
amounted to 94 euros per MT, or 359 euros per hectare, based on the average 
regional oilseed reference yield. There was a major difference between the 
scheme for cereals and that for oilseeds, and there was no guaranteed price for 
the latter. Compensatory payment for reduction in beef prices was introduced 
by way of a suckler cow premium of 145 euros per animal and a male bovine 
premium of 135 euros per animal. 

The reforms also envisaged supply management measures. As a condition 
for receiving compensatory payment it was required that farmers must leave 15 
percent of their land fallow. Small farmers, those with a production area less 
than that required to produce 92 MT of cereals, were exempted from the set-
aside requirement. Areas left fallow were entitled to receive the same compen
sation as the areas sown in cereals. 

The EC's Uruguay Round Commitments on Domestic Support 
and Their Implementation 

R E D U C T I O N O F T H E A M S . A significant gap between the EC's Annual 
Bound Commitment Levels and its Current Total AMS, as can be seen in Fig
ure 5.6, is the most notable feature of the EC's implementation of its reduction 
commitments during the implementation period 1995-2000. This gap, which 
gave the EC a substantial cushion in future negotiations, was the result mainly 
of the exclusion of direct payments under production-limiting programs (the 
Blue Box) from reduction commitments. 

Figure 5.7 shows how the inclusion of Blue Box payments in the reduc
tion commitments would have affected the relationship between the Current To
tal AMS levels and the Annual Bound Commitment Levels during the period 
from 1995-96 to 2000-2001. The agreed modalities did not bring about an 
overall reduction in trade and production-distorting domestic support as much 
as they facilitated the reinstramentation of such support from market price sup
port to direct payments. The EC's Current Total AMS in 2000-2001 was 18per-
cent of the value of its agricultural production in that year (243 billion euros). 
I f Blue Box payments were to be added to the Current Total AMS, the corre
sponding figure would be 27 percent. 

An implication of the requirement in the Agreement on Agriculture that 
the reduction be based on the Total AMS was that the EC was able to modulate 
the product-specific AMS among individual products. Figure 5.8, showing 
product-specific AMS as a percentage of the value of production of various 
crops, demonstrates the extent to which the EC took advantage of this enabling 
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FIGURE 5.6 Annual Bound Commitment Levels and Current Total AMS of the EC, 
1995-2000 
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: WTO notifications of the EC (WTO Doc. series G/AG/N/EEC). 

FIGURE 5.7 AMS with the Blue Box as a percentage of commitment level, 1995-
96 to 2000-2001 
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S O U R C E : WTO notifications of the EC (WTO Doc. series G/AG/N/EEC). 
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FIGURE 5.8 Product-specific AMS as a percentage of the value of production, 
1995-2000 

S O U R C E : WTO notifications of the EC (WTO Doc. series G/AG'N/EEC). 

provision. Not only were the high rates o f product-specific support cut min i 
mally (for rice and butter) but in some cases (for white sugar, skimmed mi lk 
powder, and olive oi l ) they were raised as wel l . 

Because the Blue Box payments are product-specific, their economic dis
tortion potential can be gauged more accurately i f the product-specific A M S 
is calculated wi th the Blue Box payments included. Figure 5.9 shows the 
product-specific A M S for cereals as a whole as a percentage o f the value o f its 
production during the years 1995-2000. 8 The percentage rises steeply i f the Blue 
Box payments are taken into account. Thus, while reduction o f the intervention 
price following the MacSharry reforms brought down sharply the product-
specific A M S as defined in the Agreement on Agriculture, the total support for 
cereals remained very high i f direct payments were to be taken into account. 

While the Agreement on Agriculture strongly encouraged W T O members 
to move away from price support toward direct income support, the consequent 
restructuring o f domestic support did not seem to contribute to reducing dis-

8. Rice is excluded from the calculations here, because the cereals regime of the EC does 
not include rice. 
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FIGURE 5.9 AMS for cereals in the EC as a percentage of the value of production, 
1995-2001 
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S O U R C E : WTO notifications of the EC (WTO Doc. series G/AG/N/EEC). 

tortion in production. Production o f cereals, for instance, continued to expand 
in the EC despite the steep cuts in intervention prices under the MacSharry and 
Agenda 2000 reforms. 9 Figure 5.10 shows the trends in the EC production o f 
common wheat during the period 1992-2002. 

Evidently direct payments substituted for price support in providing the 
incentive for uneconomic production. According to one observer, "the contin
uing upward march o f production suggests that the maintenance o f support lev
els, as opposed to price support, has locked in the substantial production ca
pacity resulting from decades o f high open-ended support" (Roberts 2003, 23). 

Shortcomings in the implementation o f W T O obligations could also have 
been a factor behind the continuing high level o f distortions in production. The 
Agreement on Agriculture stipulated that in order to be eligible for exemption, 
compensatory payments had to be made on the basis o f a fixed area and yield 
or a fixed number o f cattle. As things turned out in the EC, the areas were fixed 
not for the individual producer, but at the regional level, and the regional l i m 
its were not strictly observed. Because payments on areas exceeding the re
gional bases were widespread, the question has been raised whether there was 
any effective l imi t on areas eligible for payment at the regional level (Andrews 
and Nelson 2001, cited in Podbury et al. 2001). For cattle, too, the ceiling o f 92 
animals per farm did not prevent farmers wi th fewer cattle than that maximum 
from increasing the number. 

The EC's set-aside program was not highly successful, either. There were 

9. Details of the Agenda 2000 reforms are described later. 
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FIGURE 5.10 Trends in EC production and support for common wheat, 1992-2002 
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S O U R C E : European Commission (various years). 

opportunities for minimizing the economic effect o f the program by leaving the 
least productive lands fallow. According to Roberts (2003), the area reduction 
programs appear to have been about 50 percent effective and slowed the growth 
o f production rather than reducing it. 

T H E G R E E N B O X . O f the Green Box measures notified by the EC during 
the period from 1995-96 to 2000-2001, apart from general services, invest
ment aids to assist structural adjustment, and environmental and regional as
sistance programs (Figure 5.11), direct payments under production-limiting 
programs fell under the separately exempt category o f the Blue Box, and de
coupled income support played only a small role in the EC domestic support 
regime during the period. 

Evolution of Domestic Support Policies 

A G E N D A 2000. In March 1999, at a summit meeting in Berlin, the heads 
o f state o f the member states o f the EU agreed on the first major policy reform 
initiative after the Uruguay Round. The new policies were to apply during the 
period from 2000 to 2006. Agenda 2000, as the new policy initiative was called, 
involved a deepening of the MacSharry reforms of 1992, cutting institutional 
prices further and increasing direct compensatory payments. The grain support 
price was reduced by 15 percent (18 euros per M T ) , and the reduction was 
only partially offset by the increase o f 9 euros per MT, raising the direct pay-
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FIGURE 5.11 Use of Green Box subsidies in the EC, 1995-96 to 2000-2001 
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merits to cereal producers to 63 euros per M T or 290 Euros per hectare based 
on average regional reference yields. The direct payment to oilseed producers 
was reduced and equalized wi th that to cereal producers. The beef intervention 
price was reduced by 20 percent and compensated by raising the stickler cow 
premium from 145 to 200 euros per animal and the male bovine premium from 
135 to 210 euros per animal. The decision on reducing the support price in the 
dairy sector was postponed, and no proposal was even considered. Agenda 2000 
retained the supply management tool o f the compulsory set-aside and fixed the 
base rate at 10 percent. The new policy also envisaged capping agricultural 
spending at the annual level o f 40.5 bil l ion euros, excluding rural development 
and veterinary measures in constant 1999 prices. Another important element o f 
Agenda 2000 was the strengthened and simplified rural development policy, 
which was made the second pillar o f the CAP. A n integrated rural development 
program complemented the market reforms and brought wi thin its purview an 
array o f existing measures ranging from investment aids for improving farm 
holdings to promotion o f afforestation on agricultural lands. Agenda 2000 
clearly represented a move in the CAP from market price support toward mea
sures under the exempt categories o f the Blue Box and the Green Box. 

T H E M I D T E R M R E V I E W . The European Council o f Berlin had mandated 
that the European Commission submit a midterm review o f Agenda 2000, and 
in July 2002 the commission made public its communication on the review to 
the council (European Commission 2002a). After some internal debate, the 
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commission finally adopted a modified package of proposals on January 22, 
2003 (European Commission 2003a) and declared its intention to seek the ap
proval of the Council of Ministers by the middle of the year. On June 26,2003, 
the EU farm ministers approved the commission's proposals with some adjust
ments (European Commission 2003c). 

The most significant element of the package was that a single farm pay
ment independent of production replaced most of the direct payment currently 
offered for arable crops (cereals, oilseeds, and protein crops), as well as for 
flax and hemp, linseed, grain legumes, set-aside land, and all beef and sheep 
premiums. Also included in the single farm payment were revised amounts 
for dried fodder, rice, durum wheat, potato starch, and dairy products. The 
reference period was 2000-2002, with adjustments to take into account in
creases in premiums or new premiums introduced in the reforms. The scheme 
was to go into operation on January 1, 2005, but member states were given 
the option of delaying implementation under certain conditions until 2007. 
More important, the member states were given the discretion of retaining cou
pled support to some extent (up to 25 percent for cereals and oilseeds, 40 per
cent for durum wheat, 42 percent for rice, 50 percent for sheep, and 40-100 
percent for the beef premium) i f they believed that production might be aban
doned as a result of the move to the single payment scheme. In the cases of a 
few products, such as durum wheat and rice, some production-linked direct 
payments were retained. It is notable that the June 2003 reform package did 
not encompass some of the important products, namely olive oil, tobacco, cot
ton, and sugar. 

Although the single farm payment was no longer linked to production, it 
was conditioned on compliance with statutory environmental, food safety, an
imal and plant health, and animal welfare standards. An overriding requirement 
was that all farmland be kept in good agricultural and environmental condition 
in order to avoid land abandonment and subsequent environmental problems. 

Another key element of the decision was a stronger rural development pol
icy with new measures to promote the quality of agricultural products and ani
mal welfare and to help farmers meet the EU production standards. Support was 
payable for five years at the maximum annual rate of 3,000 euros per holding 
as a quality incentive, 10,000 euros per holding to help farmers adapt to the in
troduction of demanding standards in EU legislation not yet included in na
tional legislation, and 500 euros per livestock unit to improve the welfare of 
farm animals. In addition, farmers were to be paid up to a maximum of 1,500 
Euros on a one-time basis to help them meet the cost of using farm advisory 
services. 

The EU also decided on a reduction in direct payments over the years ("de
gression") for larger farms; the amount thus saved would provide additional 
funds for rural development. For farms receiving payments of more than 5,000 
euros, a reduction of 3 percent was to be made in 2005, which was to be raised 
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to 5 percent in 2007. The cut of 5 percent was expected to result in additional 
rural development funds of 1.2 billion euros a year. 

The decisions included revisions of the market policy of the CAP. The EU 
ministers decided to maintain the existing intervention price for cereals. Direct 
payment for cereals also continued at the existing level of 63 euros per MT. A 
50 percent cut in the intervention price of rice was made, however, accompa
nied by a substantial but not fully corresponding increase in direct aid. The di
rect payment in the case of durum wheat was also reduced to some extent. But
ter prices were cut by 25 percent and those for skimmed milk powder by 15 
percent, with corresponding increases in direct payments. A reformed dairy 
quota system was to be maintained until 2014-15. 

The next major CAP reform came on April 22,2004, when it was decided 
to cover tobacco, olive oil, and cotton under the decoupled single payment pro
gram. For tobacco, which was to be subject to full decoupling, member states 
were given the discretion to maintain coupled elements over a transition period 
of four years. For olive oil, member states could maintain a coupled payment 
of up to 40 percent. For cotton, 65 percent of the subsidy was decoupled, leav
ing 35 percent as a per hectare payment. 

Sugar remained out of the purview of autonomous CAP reforms for a long 
time. However, following a successful challenge by Australia, Brazil, and Thai
land of the WTO compatibility of the EC's regime for sugar,10 the European 
Commission brought about comprehensive reforms through Council Regula
tion (EC) no. 318/2006 of February 20, 2006. The most important component 
of the reform was the reduction in the support price by 36 percent. The reference 
price of white sugar was brought down from 631.9 euros per MT in 2006-7 to 
404.4 euros per MT in 2009-10. In its submission to the WTO, the EC claimed 
that the sugar reform was expected to bring down the EU's production by 8 mil
lion MT and exports by more than 5 million MT. These figures give an idea of 
the magnitude of distortion of world trade and production of sugar hitherto 
caused by the high support price in the EC. Reduction of the support price, how
ever, would adversely affect the ACP countries, which are also the beneficiar
ies of high support prices in the EC with respect to the sugar imported into the 
EC under the ACP-EC Partnership Agreement. 

10. The EC sugar regime for the years 2001-2 to 2005-6 envisaged two categories of pro
duction quotas, "A" and "B" sugar. These quotas constitute the maximum quantities eligible for do
mestic price support and direct export subsidies. "C" sugar is that produced in excess of A and B 
quotas. Unlike in the case of A and B sugar, there is no domestic price support or export subsidy 
for C sugar. On April 28, 2005, in the EC's appeal of the panel's finding regarding the complaint 
made by Australia, Brazil, and Thailand, the Appellate Body upheld the finding by the panel that 
the EC's sugar regime involved cross-subsidization of C sugar by the payments for A and B sugar 
(WTO Docs. WT/DS265/AB/R, WT/DS266/AB/R, WT/DS283/AB/R). Because the EC regula
tions required that C sugar be exported once produced, the Appellate Body also upheld the panel's 
finding that the cross-subsidies constituted export subsidies on C sugar, granted inconsistently with 
the obligations in the Agreement on Agriculture. 
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E N L A R G E M E N T O F T H E E U . Decisions taken in the EU in the context of 
its enlargement also have far-reaching implications for the future of the CAP. At 
the summit meetings held at Brussels on October 24-25,2002 (European Com
mission 2002b) and at Copenhagen on December 12-13, 2002 (European 
Commission 2002c), the European Council agreed on a formula for enlarging 
the EU so as to include ten new member states. Following the decision at 
Copenhagen, Cyprus, the Czech Republic, Estonia, Hungary, Latvia, Lithua
nia, Malta, Poland, the Slovak Republic, and Slovenia joined the EU in 2004. 
According to the terms of the decision, the new member states were to receive 
a sum of 5.1 billion euros during 2004-6 to tackle the structural problems in 
rural areas. Direct payments in the new member states would be gradually 
phased in, starting with 25 percent in 2004 and increasing by 5 percent each 
year until 2007 and 10 percent each year thereafter so as to reach 100 percent 
in 2013. An equally important decision was that to limit the spending on the 
farm program after 2006. Market-related expenditures and direct payments in 
2007-13 must be kept below the 2006 figure and are to be increased by 1 per
cent each year. This implies that the expenditures arising from the future re
forms of the CAP and the bulk of the direct payments for the new member states 
wil l have to remain within the CAP budget, frozen at the 2006 level in real 
terms. Indeed, the budget can even shrink in real terms i f the inflation rate ex
ceeds 1 percent. 

R E C E N T P O L I C Y C H A N G E S I N T H E E C — A N A S S E S S M E N T . The midterm re
view decision no doubt represented an advance in the orientation of the com
mon agricultural policy in the EC from the point of view of reducing economic 
distortions resulting from domestic farm support policies. The reduction in sup
port prices was a continuation of the process begun in 1992 with the MacSharry 
reforms, with the attendant benefits of lower consumer prices, higher con
sumption, and less intensive production. The delinking of the single farm pay
ment from the level of output wi l l further bring down the level of distortions. 
Reduction in intervention prices under Agenda 2000 and in the midterm review 
as well as the introduction of the single farm payment wi l l undoubtedly improve 
resource use in EC agriculture and reduce consumption distortions in the do
mestic market. But the question that remains is what effect these reforms wil l 
have on EC production and world prices. While no one contests that the eco
nomic distortions caused by fully decoupled income support are of a somewhat 
lower magnitude than the so-called partially decoupled support under the Blue 
Box, economists now agree that it was not quite right to characterize even fully 
decoupled income payments as minimally distorting. An OECD study on the 
implementation of Uruguay Round commitments by the developed countries 
has observed that "any policy that transfers income to producers could con
ceivably have some effect on production decisions by increasing farm incomes 
and farmers' wealth, by reducing income risks and by altering farmers' expec-
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tations" (OECD 2001b, 64). Given the high levels of farm payments that wi l l 
be continued, most production structures are likely to be maintained. Simula
tions suggest that in the event member states do not avail themselves of the dis
cretion they have been given to retain coupled payments (the maximum de
coupling scenario), the net estimated effect of decoupling wil l be a small 
reduction in the production of cereals, rice, and oilseeds, in the range of -0.3 
percent to —1.1 percent (OECD 2004). The effects on world market prices wil l 
be equally modest—0.6 percent for wheat and 0.2 percent for coarse grains and 
oilseeds. 

A study by the Australian Bureau of Agricultural and Resource Econom
ics (ABARE) gives an excellent overall assessment of the recent reforms in the 
EC: 

Overall, the midterm review reforms are a step forward in qualitative reforms 
to EU agriculture in a process that commenced with the MacSharry reforms of 
1992. For the European Union, many billions of euros of subsidies that amount 
to a large part of the value of production, continue to be provided to agriculture. 
The sheer scale of the support encourages and maintains use of resources in 
areas of agriculture that would otherwise be unprofitable and imposes costs on 
producers in other countries, as well as on the EU economy. 

Where initial policies are very market distorting, as in the case with 
the European Union, qualitative changes in the forms of support can reduce 
these detrimental effects. However, there are limits to what can be achieved by 
merely changing the forms in which high levels of support are provided. I f the 
distortions to markets and trade that arise from agricultural protectionism are to 
be strongly addressed, marked quantitative reductions are required in support as 
well as qualitative changes in methods of delivering it. (Jotzo et al. 2003, 389) 

It has been argued that the best way to ensure that the decoupled payment 
is minimally distorting is to make a one-time unconditional payment to every
one engaged in farming or considered in need of compensation. The payment 
would be equal to the difference between current income and income under free 
markets and be provided as an annuity (bond) that is nontransferable to suc
cessors (Beard and Swinbank 2001, cited in de Goiter, Ingco, and Ignacio 2004, 
143). According to de Goiter, Ingco, and Ignacio (2004, 145): 

Any other scheme should meet the following conditions: 
• No production is necessary; 
• Land, labor, or other inputs do not have to be in "agricultural use"; 
• Eligibility rules are clearly defined and not allowed to change; 
• A permanently fixed base period is established; 
• Maximum number of years is required as a farmer to get payments (or 

i f the farmer reaches retirement age); 
• Payments are capped and vary inversely with farm size, and farm size and 

numbers cannot be manipulated; 
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• Any other coupled support for agriculture is eliminated; and 
• Level of payments in aggregate and per farm and the terms described above 

are bound in the WTO to prevent changes in policies by governments. 

For the single farm payment the EC still envisages that land would be kept 
in "good agricultural and environmental condition." Clearly one of the ways of 
adhering to this requirement would be to continue to put the land to agricultural 
use. There is no cap on the payments, which also do not vary inversely with 
farm size, except for cuts of 3 to 5 percent imposed on farmers with payments 
of more than 5,000 euros. Even more important, there is no limit to the dura
tion of the decoupled payments. Furthermore, other support programs that are 
fully or partially linked to price or production wil l continue in parallel. Because 
of these features, it is difficult to accept that the single farm payment program 
fulfills the fundamental requirement of the Green Box that the measure have 
"no, or at most minimal, trade-distorting effects or effects on production." 

Export Competition 

Policies in the EC at the Time of Launching of the Uruguay Round 

The CAP also envisaged payment of "export restitution" when domestic sur
pluses made disposal of stocks in external markets necessary. These subsidies 
were variable because they bridged the gap between higher internal prices in 
the EC and lower world prices. As an extension of the scheme, when world mar
ket prices were experiencing a boom, the EC acted to insulate the domestic mar
ket from higher prices by applying a variable export levy. 

The EC's Uruguay Round Commitments on Export Competition 
and Their Implementation 

E X P O R T S U B S I D I E S . As required by the Agreement on Agriculture, the 
EC commitments for the reduction of export subsidies have been made in terms 
of volume as well as budgetary outlay. In undertaking its commitments on ex
port subsidies the EC made full use of the flexibility in the modalities drawn 
from the agreement with the United States (Blair House II), whereby members 
had the option of using as the base years 1991 and 1992 (which were the years 
of higher levels of export subsidies), even though in the final year the commit
ment had to be based on the years 1986-90. As a result, the EC retained the 
possibility of using much higher levels of subsidy during the first five years of 
the implementation period than would have resulted from the exclusive use of 
1986-90 as the base years. While the EC has remained the world's largest user 
of direct export subsidies, there has been a steep overall decline in its use of 
such subsidies. During the period 1995-2000, for which notifications have 
been made by the EC, while the Annual Bound Commitment Level in terms of 
budgetary outlay as a whole fell from 12.4 billion euros in 1995-96 to 7.5 bil-
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lion euros in 2000-2001, the actual usage declined, from 4.9 billion euros in 
1995-96 to 2.76 billion euros in 2000-2001. 1 1 The higher commitment levels 
made possible by the front-loading flexibility remained considerably unused. 
However, the large decrease in the use of direct export subsidies has to be 
viewed with caution in assessing the extent to which it represents a gain in terms 
of trade liberalization. 

A number of factors contributed to the decline in the export subsidies by 
the EC. First, the base period of 1986-90 was selected to give to both the EC 
and the United States a large starting base, because these members had used ex
port subsidies heavily during that period. Second, in 1995-96 the world expe
rienced a commodity boom due to which the use of subsidies declined. Third, 
and most important, the reduction of intervention prices narrowed the price gap 
between the world and internal markets, bringing down the rate of direct export 
subsidization. At the same time, additional domestic subsidies were made avail
able in the form of direct payments under production-limiting programs (the 
Blue Box). These subsidies served the same purpose as direct export subsidies 
because they helped exporters to reduce their prices in order to compete with 
efficient suppliers. They were not called export subsidies, because they were 
available for domestic sales as well. In other words, direct payments substituted 
for explicit export subsidies, and the decline in the use of the latter was largely 
an illusion. This has been brought out clearly in Figure 5.12. 

The export subsidy payments to exporters are made on the basis of the dif
ference between the internal and international prices. Thus, before the Mac-
Sharry reforms, when the internal price for arable crops was 155 euros per MT, 
at the international market price of 95 euros per MT the exporter would have 
received 60 euros per MT as an export subsidy. After the reforms, when the in
ternal price was reduced to 110 euros per MT, for exports at the same interna
tional price of 95 euros per MT, the amount payable as an export subsidy be
came only 15 euros per MT. However, the reduction of the export subsidy from 
60 euros per MT to 15 euros per MT was fully compensated by the direct pay
ment of 45 euros per MT, which became admissible to the farmer under the pro
duction-limiting programs. Whether the farmer or the exporter received the sub
sidy in the EC, the competing supplier in the external market was put at a 
competitive disadvantage by the cumulative amount. The ABARE study re
ferred to earlier found that, compared with a reduction of 1.91 billion euros in 
the average annual use of export subsidies for cereals between 1986-90 and 
1998-99, a sum of 1.71 billion euros was received as direct payments on the 
exported quantity. 

A more direct example of domestic support payments' constituting export 
subsidies came to light in the dispute raised by Australia, Brazil, and Thailand 

11. EC notifications to the WTO (WTO Doc. series G/AG/N/EEC). 
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FIGURE 5.12 Effects of EU arable crop reforms on unit export subsidies 
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S O U R C E : Podbury et al. (2001). 

regarding the sugar regime o f the EC (see note 10 for details). While the EC 
claimed that the " C " sugar it produced and exported did not benefit from either 
domestic support or export subsidies, it was shown that the EC sugar regime in 
volved cross-subsidies for such sugar. In fact, the cross-subsidies actually con
stituted export subsidies because o f the requirement that the C sugar be exported 
once produced. 

Despite the decline in the use o f export subsidies, during the period 1995 
97 the EC remained the main user o f this policy instrument because o f the need 
to bridge the gap between its higher internal prices and international prices. The 
rate o f subsidization (per-unit subsidy/world f.o.b. prices) was dependent on 
the difference between internal and international prices. OECD calculations o f 
the rate o f subsidization show a declining trend for some products and the con
tinuation o f a high rate o f subsidization for others (see Table 5.1). Reduction o f 
intervention prices was the main reason behind the declining trend for cereals 
and beef. Where intervention prices had not come down appreciably, as in the 
cases o f rice, sugar, butter, and pig meat, the magnitude o f per-unit export sub
sidization remained high. In 1997, the EC paid 3.78 euros to the exporters for 
every Euro earned from the sale o f pig meat. 

The high base rate for export subsidies in the EC, which was substantially 
unused at the end o f the implementation period, raises another important ques
tion for future negotiations. The EC has the possibility o f increasing the use o f 
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T A B L E 5.1 Export subsidy rates, 1986-97 (percent) 

Products 1986-90 1991-92 1995-97 1995 1996 1997 

Wheat and wheat flour 104 131 15 36 15 10 
Coarse grains (barley) 142 32 49 26 28 
Rice 226 145 191 130 148 
Sugar 195 154 146 151 164 
Butter and butter oil 248 118 102 138 112 
Skimmed milk powder 106 39 36 40 43 
Cheese 86 85 43 60 38 29 
Beef meat 102 106 57 63 57 49 
Pig meat 111 173 135 127 378 
Poultry meat 44 32 20 29 16 16 
Eggs 54 15 20 11 14 

S O U R C E : OECD (2001b). 
N O T E : Blank cells indicate that the data are not given in the source document. 

export subsidies to the bound level as long as the negotiations last. The EC made 
use of the rollover flexibility provision in Article 9.2(b) of the Agreement on 
Agriculture, which enabled members to use unused budgetary outlays and vol
umes of previous years and even to exceed the cumulative amounts by certain 
percentages. Appendix Table 5A.1 shows that the subsidy level overshot the 
outlay and volume commitments for some products in the years 1996-99. Use 
of rollover flexibility could only have exacerbated the fluctuation in interna
tional commodity prices, because the EC (and others) used "credits" from the 
years of higher prevailing prices to subsidize additional exports when the prices 
were lower. 

Besides using the rollover facility, the EC took recourse to another tech
nique designed to loosen the constraint of annual commitments on export sub
sidies. Export subsidies on processed cheese that had been manufactured under 
the inward processing relief (IPR) were set off by the EC not against the com
mitment for cheese, but against the commitment for incorporated products. Tra
ditionally, the EC has used the IPR system to import products from another 
country tariff-free and then process and reexport them without any subsidy. The 
products manufactured in this way are known as compensated products, and 
their exports are treated as reexports and not as exports of the country concerned 
under the Kyoto Convention (the International Convention on the Simplifica
tion and Harmonization of Customs Procedures). 

With regulations promulgated in 1997, under a modified IPR system the 
EC allowed processed cheese to be exported using export subsidies drawn 
against the EC's commitments on components such as milk powder and butter-
fat. The EC claimed that cheese exports under the IPR system could not be 
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T A B L E 5.2 Food aid notified by the EC, 1995-2000 (thousands of metric tons) 

Product 1995 1996 1997 1998 1999 2000 

Wheat and wheat flour 1,536.9 775.6 711.1 1,186.1 630.8 436.4 
Coarse grains 285.3 205.0 215.5 119.3 136.5 44.8 
Rice 91.8 42.5 110.2 125.5 63.5 21.2 
Sugar 15.8 19.5 19.8 10.0 22.0 24.3 
Butter 1.2 0.4 0.2 0.3 
Skimmed milk powder 12.5 5.0 6.0 2.5 46.0 1.9 
Cheese 2.0 0.6 0.5 0.0 
Other milk products 4.8 1.7 0.8 0.5 2.2 1.1 
Beef 1.2 1.6 2.1 53.9 101.8 
Pig meat 0.2 22.0 36.5 
Incorporated products 6.7 15.1 12.1 9.1 17.0 8.0 

S O U R C E : EEC notifications to the WTO (WTO Doc. series G/AG/N/EEC). 
N O T E : Blank cells indicate that the EC has not notified any food aid. 

counted against the export subsidy commitments for cheese because its manu
facture used, at least in part, ingredients that were imported from third coun
tries. According to the EC, because processed cheese was a compensated prod
uct for which no import duties were "totally or partially" paid, it could not be 
treated as a commodity produced in the EC or as an EC export (WTO Docs. 
G/AG/R/11 and G/AG/R/12). 

The EC's exports of processed cheese rose from 3,000 MT in 1995-96 to 
between 65,000 and 70,000 MT in 1997-98. This has given rise to the worry 
among members of the possibility that in the future subsidizing countries wi l l 
similarly "loan out" subsidies to which they have committed for one product 
category for use in another product category. 

F O O D A I D . The EC is a major donor of food aid. Table 5.2 gives details 
of the quantities of food aid given by the EC during the period 1995-2000. The 
level of food aid given by the EC during this period fluctuated, but there was 
little evidence of correlation between that level and international prices. Be
sides, the EC has notified the provision of substantial quantities of food aid dur
ing these years using food that was purchased outside the EC and has not been 
included in the previously mentioned figures. The pattern of the food aid given 
by the EC contrasts with that of the United States, in whose case, as we shall 
see in Chapter 6, a quintupling of cereal donations occurred in 1999 from the 
low point reached in 1997, coinciding with a downturn in international prices. 

E X P O R T T A X E S A N D R E S T R I C T I O N S . GATT 1994 allows the temporary 
use of export restrictions or prohibitions to relieve critical shortages of food
stuffs or other essential products, and the Agreement on Agriculture imposes a 
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notification and consultation requirement with respect to these measures. There 
are no substantive disciplines on the imposition of export taxes. As mentioned 
earlier, under the CAP export levies can be imposed i f the international price is 
higher than the internal price. Such levies are intended to prevent a rise in 
internal prices. In 1995-96, the rise in international cereal prices led the EC to 
impose such levies for wheat and barley. 

The EC's Negotiating Position in the Doha Round Negotiations 

As we shall see in Chapter 8, in the initial debates the EC, like Japan and some 
other countries, emphasized that the multifunctional role of agriculture neces
sitates specific treatment in the WTO. Implicit in this position was a continua
tion of the Uruguay Round stance of seeking slower change than was being 
pressed by the efficient agricultural producing countries. However, the sub
stantial cushion that the EC already had by way of the gap between its Annual 
Bound Commitment Levels and its Current AMS, together with the imminent 
reforms in the CAP, enabled it to submit proposals in 2003 that could not be 
dismissed as minimalist. In its first concrete proposals made in the negotiations 
(European Commission 2003b) the EC envisaged the adoption of the Uruguay 
Round modality for tariffs, that is, reduction by a simple average of 36 percent, 
with a minimum of 15 percent for each tariff line. For domestic support, the 
suggestion was that there be a reduction of the total AMS by 55 percent while 
maintaining the exemptions with respect to the Blue and Green Boxes in the ex
isting form but abolishing the de minimis clause. Export subsidies were to be 
cut by 45 percent of the level of budgetary outlay, on the condition that all forms 
of export subsidization would be treated on an equal footing. The EC expressed 
readiness to consider elimination of export subsidies for certain products pro
vided no other form of export subsidization, including export credits and defi
ciency payments, was given to those products by other members. It wanted to 
end the use of food aid as an instrument for surplus disposal and cross-subsi
dization by the state trading enterprises. 

The EC's position evolved in parallel with CAP reforms. The position it 
took in the negotiations was grounded in the belief that by its CAP reforms it 
had already autonomously brought about a great reduction in trade distortions, 
and in return for binding the liberalized regime it needed to obtain reciprocal 
benefits from its trading partners, both developed and developing, not only in 
agriculture but also in other areas of negotiations. 

By the time of the Hong Kong Ministerial Session, the EC had spelled out 
its detailed position on all the major issues in the negotiations on agriculture. 
In accepting the July Framework, the EC joined the consensus that the elimi
nation of all forms of export subsidies should be made a goal of the negotia
tions, and at the Hong Kong Ministerial Session in December 2005 it agreed to 
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achieve this by the end of 2013. As the principal user of budgetary export sub
sidies, the EC maintained its strong advocacy of the need to ensure full paral
lelism with respect to export credits, state trading enterprises, and food aid so 
that all forms of export subsidies would be eliminated. With respect to giving 
export credit with a repayment period of less than 180 days, it pressed for the 
establishment of "short-term self-financing" as the core rule. In the area of food 
aid, it proposed a gradual movement to untied and cash-only system. 

In Chapter 8 we shall consider in detail the group positions with respect 
to domestic support and market access that took shape during the run-up to the 
Hong Kong Ministerial Session and led to yet another deadlock in July 2006. 
Here we take up only the broad outline of the positions taken by the EC. 

The move in the CAP toward the single farm payment enabled the EC 
to offer a 70 percent cut in the AMS as well as in the overall level of trade-
distorting support. 

In the area of market access, the EC remained more defensive. It suggested 
linear cuts of 35 to 60 percent and the capping of tariffs at 100 percent for de
veloped countries, resulting in an average reduction of 39 percent. Its defensive 
position regarding market access became even more apparent with respect to 
sensitive products, for which WTO members would have flexibility in tariff re
duction. It proposed that up to 8 percent of the tariff lines be designated as sen
sitive products by the developed countries. 

During the mid-2006 negotiations the EC showed its willingness to im
prove its market access offers, but the United States regarded this as insuffi
cient, citing the hollowing out that would result from the deviations for sensi
tive products, and did not yield any ground on domestic support. 

Conclusions 

Our analysis has demonstrated the following features of the Uruguay Round 
commitments and their implementation by the EC. 

• While the nontariff barriers were largely eliminated, in many cases they 
were replaced by prohibitively high tariffs that afforded more protection 
at the outset than the barriers they replaced. 

• Less transparent non-ad valorem tariffs dominated the EC schedule on 
agricultural products, and the use of composite tariffs made them even 
more complex. 

• Vestiges of certain erstwhile practices that were prohibited, such as the use 
of variable levies and minimum import prices, remained in the market ac
cess regime of the EC. 

• The current and minimum access TRQs perpetuated preexisting preferen
tial quotas and provided very few openings for trading partners not already 
linked to the EC through preferential arrangements. 
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• While overall the EC was restrained in using the SSGs, it took some lib
erties, too, because the price triggers used were considerably higher than 
the corresponding external reference prices. 

• The requirement that reductions be made on the basis of the total AMS en
abled the EC to make minimal reductions in the preexisting levels of mar
ket price support and even increase them on such highly protected prod
ucts as white sugar and dairy products. 

• Exemption of the direct Blue Box payments from reduction commitments 
gave the EC a significant cushion in meeting its reduction commitments for 
domestic support. 

• The direct payments under the Blue Box were expected to cause less dis
tortion than higher intervention prices because it was stipulated that they 
would be made against fixed areas and yields. However, in actual practice 
adherence to this stipulation has not been ensured. 

• The restructuring of domestic support away from market price support, 
particularly for cereals, did not result in correction of distortions to pro
duction, and uneconomic production continued to expand in the EC. 

• I f the Blue Box payments were to be taken into account along with the 
AMS, the EC's product-specific subsidies on many products, particularly 
cereals, as a percentage of the value of production remained very high. 

• The midterm review decisions about reforming the CAP would no doubt 
improve the allocation of resources within the EC's agriculture, but their 
positive effect on world markets would be marginal. 

• There was a steep decline in the EC's use of export subsidies. However, 
one of the main factors in this decline with respect to cereals and beef was 
that export subsidies were merely replaced by the exempt direct payments. 

• The Appellate Body report about the complaints against the EC sugar 
regime by Australia, Brazil, and Thailand has brought out that substan
tial domestic price support payments for "A" and "B" sugar also cross-
subsidize "C" sugar, and these cross-subsidies constitute export subsidies. 

• Despite the decline in the use of budgetary export subsidies, per-unit sub
sidization continued to be very high for products whose internal prices had 
not been reduced. 

Appendix 5A: Supplemental Table 

See table on page 154. 





6 The United States and Implementation 
of the Agreement on Agriculture 

The United States and the Uruguay Round Negotiations 
on Agriculture: Great Expectations 

Although at the commencement of the Uruguay Round the United States was 
still the world's largest exporter of agricultural products, it had seen its export 
market shares dwindle as a result of increasing support and protection in other 
major industrialized countries. It was particularly worried by its displacement 
from world markets by the highly subsidized exports of the EC and anxious to 
recover its lost market shares. In the early 1980s it had shown its readiness to 
invoke the GATT dispute settlement machinery in order to challenge the EC 
subsidy practice, even under the weak multilateral disciplines then in force. By 
enacting legislation approving the Export Enhancement Program in 1985, it 
sought to demonstrate the futility of competitive subsidization by the rich 
economies in order to win market shares. It succeeded in bringing the EC to the 
negotiating table through a mandate in the Punta del Este Ministerial Declara
tion that included discussion of domestic support policies that lay at the root of 
the trade problems in the area. 

Throughout the Uruguay Round the U.S. position was that it had great ex
pectations from the negotiations on agriculture in the round. When participat
ing countries were called upon to table their negotiating positions, the United 
States proposed the elimination of all forms of trade-distorting measures on 
agriculture over a period of 10 years, a proposal that came to be known as the 
"double-zero option." Discord at the midterm review of the Uruguay Round at 
Montreal in December disrupted the negotiations for a few months, but when 
the negotiations resumed the United States once again submitted an ambitious 
proposal for long-term reform. The proposal envisaged, inter alia, phase-out in 
10 years of all domestic subsidies that were definitely trade-distorting, imme
diate elimination of all nontariff barriers not explicitly permitted by GATT and 
elimination of other such barriers in 10 years, and phase-out of export subsidies 
over 5 years. With the continuing impasse in the negotiations, the U.S. admin
istration submitted to Congress the 1990 farm bill proposing the extension of 
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the Export Enhancement Program in order to put further pressure on the EC. At 
the same time, the United States relentlessly pursued the GATT oilseeds dis
pute, in which the EC was unable to defend the introduction of producer sub
sidies that impaired a tariff binding undertaken in 1962 during the Dillon 
Round. Given the vigor with which the United States pursued ambitious results 
in the negotiations on agriculture in the first six years of the Uruguay Round, 
the world was largely unprepared for the sudden turnaround in the last year of 
the round whereby the United States agreed with the EC to considerably dilute 
even the modest package put forward by Arthur Dunkel in December 1991. As 
we saw in Chapter 3, success in the Uruguay Round negotiations on agriculture 
could be achieved only after high-level U.S.-EC meetings, which resulted in 
two bilateral accords (the Blair House agreements) in 1992 and 1993. In these 
agreements the United States yielded considerable ground, and the final result 
of the negotiations was a far cry from the "double-zero option" that represented 
its initial negotiating position. Having begun with a bang, the United States 
chose to end with a whimper. 

Market Access 

Policies in the United States at the Time of Launching 
of the Uruguay Round 

Import duties were the main instrument for regulating import trade, and most 
of these were in specific terms. The tariff rates on most noncompeting tropical 
products had been eliminated or reduced to very low levels. Even in the case of 
temperate-zone agricultural products, the tariff levels were not high by the stan
dards of industrialized countries. However, the United States maintained quan
titative import restrictions on four commodities for which it had a long tradi
tion of protection, namely sugar, cotton, peanuts, and certain dairy products. In 
the case of sugar, variable import fees were also applied. U.S. law also required 
a mandatory imposition of import restrictions on certain types of beef, veal, and 
mutton i f imports crossed prescribed trigger levels. Export restraint arrange
ments sometimes substituted for import controls. For bovine meat and dairy 
products, the United States had given minimum access guarantees to exporting 
countries in Europe and Australia. It also had preferential trade arrangements 
for sugar with a number of producing countries. 

The Uruguay Round Commitments of the United States 
and Their Implementation 

HIGH TARIFFS ON TRADITIONALLY PROTECTED PRODUCTS. We have Seen 

that the United States was a low-tariff country from the outset, but that it had 
import restrictions for four groups of products. On account of the low interna
tional prices prevailing in the base period (1986-88), and given the require-
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FIGURE 6.1 Base level (1986-88) ad valorem rates for selected U.S. products 

Skimmed 
milk 

powder 

Groundnuts 

S O U R C E : OECD (2001b). 
N O T E : In the case of groundnuts, the figure is based on the entry in the WTO Tariff Schedule of the 
United States (WTO 1994f). 

ment that the tariff equivalents be calculated using the actual difference between 
internal and external prices, the only fear was that the base rate tariffs would be 
high. And this fear was fully realized, as can be seen in Figure 6.1. 

In the cases o f a few products, the United States used the flexibility in the 
modalities o f tariffication to further overstate the base-level tariffs. According 
to calculations made by analysts, the ad valorem equivalent o f the base-level 
specific tariff on sugar should have been 131 percent instead o f nearly 200 per
cent (Hathaway and Ingco 1996). 

The United States also took full advantage o f the flexibility in the Uruguay 
Round modality for tariff reduction, whereby the reduction target o f 36 percent 
had to be achieved on a simple average basis, and on individual products it could 
be as low as 15 percent. It l imited the reduction for most sensitive products to 
15 percent, as shown in Table 6.1. 

According to calculations made on the basis o f the average world import 
unit values for 1995-97, about 2 percent (24 tariff lines) o f the final bound tar
iffs o f the United States were more than 100 percent ad valorem, with the high
est rate 350 percent (Gibson et al. 2001). 

F R E E Z I N G O F PAST T R A D E S H A R E S B Y T A R I F F Q U O T A S . The United States 

scheduled 54 tariff quotas, mainly for beef, dairy products, and sugar and sugar 
products. Other products covered were peanuts, green olives, chocolate, to-
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T A B L E 6.1 Tariff reductions in the Uruguay Round by the United States for 
selected products 

Tariff line Product Base rate Bound rate 

0201.10.50 Bovine meat 31.1% 26.4% 
0405.00.40 Butter $1.399/kg + $1,189 + 

10% 8.5% 
0406.10.28 Cheddar cheese S1.443/kg $1.227/kg 
1202.10.80 Groundnuts in shell 192.7% 163.8% 
1701.11.50 Raw cane sugar 39.85^/kg 33.870/kg 
5201.00.18 Cotton 36.90/kg 31.40/kg 

S O U R C E : Tariff Schedule of the United States (WTO 1994f). 

bacco, and cotton. Some 192 separate tariff lines were created in the tariff sched
ule to facilitate the administration of these quotas. The in-quota tariff levels 
were reasonable; the unweighted average was 9.9 percent compared to the out-
of-quota tariffs of 54.5 percent in 1996 (WTO 1996b). Most of the important 
traded quota items were allocated to specific countries: bovine meat to New 
Zealand and Australia; cheeses to the EC, other European countries, Australia, 
and New Zealand; chocolate to Ireland and the United Kingdom; and cotton to 
some developing producing countries. The large tariff quota for raw sugar was 
not allocated to specific countries in the tariff schedule, but was subsequently 
allocated to sugar-producing countries on the basis of their past trade shares. 
Very little access was thus provided to new suppliers, and no additional oppor
tunities were provided to existing supplying countries. 

The United States had reserved the right to use special agricultural safe
guards for 9 percent of the tariff lines, which compared favorably with 31 in the 
EC, 12 in Japan, 49 in Norway, and 59 in Switzerland. The majority of these 
tariff lines were in the dairy and tropical beverage areas, but the potential use 
of special safeguards also extended to cereals, meat, and sugar. 

C O N T I N U A T I O N O F N O N T R A N S P A R E N T T A R I F F S . Like the EC, the United 
States made limited progress toward transparency of tariffs, and the more re
gressive specific tariffs and mixed tariffs continue to cover a large proportion 
of the tariff lines. According to calculations (OECD 2001b), the product groups 
for which non-ad valorem tariffs were dominant were meats (54 percent), dairy 
products (50 percent), vegetables (55 percent), fruits and nuts (54 percent), ce
reals (67 percent), products of the milling industry (50 percent), sugar and sugar 
confectionery (52 percent), beverages (87 percent), and tobacco and tobacco 
manufactures (64 percent). Another traditionally sensitive product in the United 
States, cotton, also had tariffs expressed in specific terms. 

As was mentioned earlier, specific duties result in a larger ad valorem in
cidence for imports with lower unit values. One result is that these duties more 
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effectively shield a given internal price against international price declines. 
Sumner and Tangermann have illustrated this in the following analysis: 

For example, the tariff on sugar is stated in the U.S. tariff schedule as falling 
from about 40 cents per kg in 1995 to about 33 cents per kg in 2001. In 1994 the 
world price of sugar was about 30 cents per kg, and the ad valorem equivalent 
was 134.7 percent. This U.S. policy was designed to insure that the internal U.S. 
sugar price could remain above about 45 cents per kg. In 1999 the world price 
fell to about 11 cents per kg. As a result, given the current 1999 tariff of about 35 
cents per kg, the tariff-included import price fell to about 46 cents per kg and the 
U.S. price remained secure behind the tariff wall. This would not have been the 
case had the tariff actually been bound as an ad valorem tariff, in which case it 
would have been reduced to about 118 percent in 1999, yielding a tariff-included 
price of only about 24 cents per kg. (Sumner and Tangermann 2002, 2016) 

I M P L E M E N T A T I O N O F M A R K E T A C C E S S C O M M I T M E N T S . The administra
tion of tariff quotas was on a first-come first-served basis for beef, certain dairy 
products, groundnuts, and cane sugar, but mixed systems applied to other prod
ucts. The quota fill rate improved gradually, from 45 percent in 1995 to 64 per
cent in 2003 (WTO Doc. TN/AG/S/20). 

P R O T E C T I O N I S T U S E O F S P E C I A L A G R I C U L T U R A L S A F E G U A R D S . The 

United States invoked special safeguards sparingly in the first four years of im
plementation, although more often than other members. Volume-based special 
safeguards were used six times, all for meat in 1996. The use of price-based 
safeguards was more extensive; they were used 338 times over the period 1995 -
2002, in almost half of those instances in the dairy sector. Other products with 
a large incidence of use of these measures were tropical beverages and other 
food preparations, sugar, and cereals. Like the EC, the United States signifi
cantly bolstered the tariff protection by adopting trigger prices far above the ex
ternal reference price, as shown in Figure 6.2. One reason for this was that, 
again like the EC, the United States based its trigger price on the higher price 
of sugar imported from preferential sources in the base period. 

Domestic Support 

Policies in the United States at the Time of Launching 
of the Uruguay Round 

At the time the Uruguay Round was launched, the U.S. government faced a dire 
agricultural situation, plagued with mounting carry-over stocks, falling prices, 
and increasing budgetary costs. Its strong initiative to commence negotiations 
to set world agriculture right was also motivated by the desire to address the 
malaise in the agricultural situation at home. That situation also shaped its poli
cies of support and protection at that time. Price support in exchange for sup
ply control disciplines was the main feature of the framework of government 
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FIGURE 6.2 SSG trigger price and external reference price in the United States: 
A comparison 
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S O U R C E : OECD (2001b). 

intervention in agriculture established in 1933 by President Franklin D. Roo
sevelt, and that position had remained basically unchanged through the mid-
1980s. But several innovations were made in the domestic support programs to 
cope wi th rising government stocks. While the market access regime remained 
stable, an array o f export subsidy programs were introduced. Some o f the more 
important elements o f U.S. agricultural policies in the early 1990s are outlined 
below. 

N O N R E C O U R S E L O A N S . Nonrecourse loans advanced by the Commodity 
Credit Corporation (CCC), an agency o f the U.S. Department o f Agriculture 
(USDA) , have been one o f the main instruments o f domestic support in the 
United States since their inception in 1933. In the case o f wheat and feed grains, 
these loans were advanced during the marketing season against the security o f 
harvested commodity, while the produce remained stored at the farm itself. The 
loan rates were fixed annually at 85 percent o f the moving average o f the sea
son prices received by producers during the five preceding years, disregarding 
the high and low years (referred to as the Olympic average). A t any time before 
the maturity o f the loans, farmers could either pay back the principal wi th ac
crued interest or alternatively hand over the commodities held in security. When 
the commodity price in the market was above the loan value, the farmers would 
sell the produce and repay the loan. On the other hand, when the prevailing price 
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was below the loan value, they would deliver the produce to the CCC in lieu of 
repayment of the loan. In such an eventuality the difference between the loan 
rate at which the CCC acquired the stock and the prevailing price represented 
an indirect subsidy to farmers. The loan rate operated in effect as the floor price. 

Other products that received price support through nonrecourse loans were 
soybeans, rice, cotton, peanuts, and sugar. There were variations in the systems 
for fixing the loan rates for these crops. In the case of rice, there was a speci
fied minimum, and in the case of sugar a uniform rate was fixed by statute. In 
the case of sugar, nonrecourse loans were provided to sugar processors, who 
had to pay at least the minimum support price to producers of sugarcane or 
sugar beets. For peanuts a high loan rate applied for a national quota that was 
fixed each year on the basis of the estimated domestic use of peanuts. A con
siderably lower loan rate applied for additional peanuts produced above the 
quota allocated to farmers. 

M A R K E T I N G L O A N S A N D L O A N D E F I C I E N C Y P A Y M E N T S . The Operation of 
the loan rate support had resulted in the CCC being saddled with large stocks 
when international prices declined in the mid-1980s. In order to prevent further 
accumulation of stocks, the marketing loan program was introduced. The pro
gram allowed producers to repay the nonrecourse loans at less than the loan 
rates i f market prices for a commodity turned out to be less. The difference, 
which was borne by the CCC, was referred to as a marketing loan gain. Thus, 
loan rate support was provided to farmers without the CCC having to acquire 
stocks. Marketing loans were mandated for cotton, rice, and oilseeds and per
mitted for wheat and feed grains among the important products. 

In order to cut down administrative costs, a variant was introduced in the 
form of loan deficiency payments. Under this scheme, the difference between 
the loan rate and the world market price was available to producers who agreed 
not to place their crops under nonrecourse loans. 

C O T T O N - R E L A T E D S U P P O R T P R O G R A M S . In addition to nonrecourse 
loans, marketing loans, and loan deficiency payments, upland cotton benefited 
from certain product-specific measures. The product was eligible for extra-long 
staples payments, inventory protection payments, and first handler's payments. 
Inventory protection payments were made to processors when changes in sup
port programs resulted in decreased prices. The market process was thus sta
bilized during the policy transition period. In order to make U.S. cotton com
petitive on international markets, marketing certificates were issued to first 
handlers of cotton on the basis of the difference between the marketing loan re
payment and the prevailing world price. 

G O V E R N M E N T P U R C H A S E . The system of price support for dairy products 
was different from that for other supported products. The price that manufac
turers were to pay for milk was fixed statutorily, and the CCC supported these 
prices by buying butter, cheese, and nonfat dry milk from manufacturers at an
nounced prices that reflected the fixed price for milk. 



162 Chapter 6 

D E F I C I E N C Y P A Y M E N T S . In addition to price support, farmers also re
ceived income support through deficiency payments. For this purpose the gov
ernment determined the target price each year in accordance with the guidelines 
contained in the legislation. Deficiency payments were made on the basis of the 
difference between the target price, on the one hand, and the national weighted 
average market price or the announced loan rate, whichever was higher, on the 
other. The products eligible for deficiency payments were wheat, feed grains, 
rice, and cotton. For these products the farmer received government payments 
as well as market prices. 

S U P P L Y M A N A G E M E N T . A condition of eligibility for receiving price or 
income support in the case of wheat, feed grains, rice, cotton, and peanuts was 
participation in supply management programs of the government. In 1986, 
acreage reduction programs were applicable for wheat, feed grains, rice, and 
cotton. A national poundage quota was established for peanuts destined for hu
man consumption in the domestic market, and each farmer received a propor
tional share of it. In the case of some products, a set-aside program was oper
ated as an alternative to the acreage reduction program. An additional program 
of paid land diversion was also under operation. 

C E R T I F I C A T E P R E M I U M . Generic certificates issued in place of cash for 
deficiency, disaster, or diversion payments could be redeemed for commodities 
from the CCC at various places in the country or for cash. A market for the cer
tificates developed, and they commanded a premium because of the saving po
tential on account of not having to pay transportation and storage and also be
cause the price fixed for redemption was higher than actual market prices. 

O T H E R SUPPORT: C O M M O D I T Y L O A N I N T E R E S T S U B S I D I E S A N D S T O R A G E 

P A Y M E N T S . The interest rates charged by the CCC were lower than the com
mercial market rates of interest, and consequently a subsidy was involved 
whenever a loan was obtained. Storage payments were also made for some com
modities. 

The Uruguay Round Commitments of the United States 
and Their Implementation 

D O M E S T I C SUPPORT C O M M I T M E N T S : B A S E T O T A L A M S . We have seen that 
during the time of the launching of the Uruguay Round, multiple programs were 
in operation in the United States. The low international prices prevailing dur
ing the base years 1986-88 resulted in a significant inflation of the Base Total 
aggregate measurement of support (AMS). Due to low international prices, 
the level of product-specific support was very high. As in the case of the EC, for 
the United States the non-product-specific AMS was below the de minimis level 
during the base period, and product-specific AMS constituted the only com
ponent of the Base Total AMS. Deficiency payments formed the largest compo
nent, 42 percent of the total, and five classes of products—corn, cotton, dairy 
products, sugar, and wheat—accounted for just under 90 percent of the Base 
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FIGURE 6.3 U.S. Base Total AMS: Components and crop shares 
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S O U R C E : WTO document G/AG/AGST/Vol. 3. 

Total A M S (see Figure 6.3). Apart from deficiency payments, market price sup
port, nonexempt direct payments such as commodity loan forfeiture, marketing 
loans, loan deficiency payments, and diversion payments, and other types o f 
product-specific support such as storage payments and commodity loan inter
est, subsidies constituted the Base Total A M S . Appendix Table 6A.1 gives de
tails o f the U.S. Base Total A M S . 
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F I G U R E 6.4 Current Total AMS as a percentage of the U.S. commitment, 
1995-2001 

1995 1996 1997 1998 1999 2000 2001 

S O U R C E : U.S. notifications to the WTO (WTO Doc. series G/AG/N/USA). 

I M P L E M E N T A T I O N O F R E D U C T I O N C O M M I T M E N T S . Figure 6.4 shows the 

percentage o f the Current Total A M S relative to the Annual Commitments o f 
the United States during the seven years for which notifications have been 
made. A l l years are marketing years. A large cushion between the Annual Com
mitment Level and the notified Current Total A M S was the most notable fea
ture o f the implementation o f domestic support reduction commitments by the 
United States in the first three years o f the implementation period. As seen in 
Chapter 2, direct payments under production-limiting programs ( in the Blue 
Box) such as deficiency payments were to be taken into account in the calcula
tion o f the Base Total A M S but were to be excluded from the calculation o f the 
year-to-year Current Total A M S . This resulted in a substantial artificial credit 
for a reduction o f A M S even before the process o f reduction had begun. Defi
ciency payments, which fell in the category o f exempted Blue Box payments, 
accounted for more than US$10.1 bil l ion out o f the Base Total A M S o f US$23.9 
bi l l ion. In 1995, this anomaly in the rules accounted for a large proportion o f 
the gap between the Annual Commitment Level and the Current A M S . How
ever, the significance o f this flaw in the rules diminished somewhat after the 
United States eliminated the deficiency payments program in its entirety and 
replaced it wi th decoupled income support in the major legislative change in 
1996. 

Market price support (for dairy products, sugar, and peanuts) accounted 
for the Current Total A M S fully or almost fully in the years 1995-97. However, 
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there were substantial payments on account o f marketing loan gains and loan 
deficiency payments for corn, cotton, soybeans, and wheat in 1998 and 1999. 
There were increased user marketing payments for cotton as wel l . These pay
ments increased the utilization o f the Annual Commitment Levels to more than 
50 percent in 1998 and nearly 85 percent in 1999. During the period 1995-99, 
dairy products, sugar, and peanuts continued to receive market price support at 
levels equal to or only marginally reduced from those o f the base period. The 
support price o f peanuts remained unchanged from the 1986-88 level, and there 
was a 5 percent reduction in the support prices for daily products and sugar. 

Another notable feature o f the U.S. specific commitments was that both 
the Annual Commitment Levels and the Current Total A M S constituted a very 
low percentage o f the value o f agricultural production, as shown in Figure 6.5. 
This put the United States in an advantageous position in the Doha Round com
pared to most other industrialized countries. Even in absolute terms, the U.S. 
Total A M S was much less than that o f the EC, and this increased the advan
tage o f the United States over the EC because, as we shall show later in Chap
ter 8, the negotiations moved toward suggesting deeper cuts by members wi th 
higher overall trade-distorting support or A M S . The position appears less fa
vorable for the United States when we consider the product-specific support 
wi th respect to the products that traditionally have been protected in the coun
try (Figure 6.6). 

FIGURE 6.5 U.S. domestic support and commitment levels as a percentage of the 
value of agricultural production, 1995-2000 

Percent 

1995 1996 1997 1998 1999 2000 

S O U R C E : U.S. notifications to the WTO (WTO Doc. series G/AG/N/USA). 
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FIGURE 6.6 U.S. product-specific domestic support as a percentage of the value 
of production 

Percent 

• Base year (1986-88) 
• Average 1995-99 

Dairy products Peanuts Sugar 

S O U R C E : U.S. notifications to the WTO (WTO Doc. series G/AG/N/USA). 

As we noted in the case o f the EC, reduction o f domestic support in terms 
o f Total A M S allowed the United States to modulate product-specific support 
and even increase the high level o f support in traditionally protected products. 

G R E E N B O X M E A S U R E S . The WTO notifications o f the United States 

show a massive increase in the Green Box payments in the years 1995-2001 
as compared to the base period. Figure 6.7 shows the main payments falling 
under the Green Box in these years. Domestic food aid accounted for the 
largest proportion o f Green Box payments. According to the details furnished 
by the United States in its notifications on domestic support, these were mainly 
in the form o f financial assistance to low-income people, school lunches, and 
provision o f food supplements to improve the health o f low-income mothers, 
children, and the elderly. Subsidies to consumers, when targeted to the needy 
segments o f society, expand domestic consumption, and their production 
and trade-distorting effect is very l imited. For this reason, the criteria for ex
emption from reduction commitments related to domestic food aid are rather 
broadly framed, and the U.S. programs seem to meet these. The second 
most important constituent o f the Green Box in the United States was general 
services. Federal and state programs for research, animal and plant health 
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FIGURE 6.7 U.S. Green Box payments, 1995-2001 
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(1986-

88) 

S O U R C E : U.S. notifications to the WTO (WTO Doc. series G/AG/N/USA). 

services, food safety inspection services, and advisory services account for the 
bulk o f the expenditures under this heading. It is difficult to challenge the char
acterization o f these programs as minimally distorting. The third largest con
stituent o f the Green Box from 1996 onward was decoupled income support 
introduced in the 1996 legislation to which we have already referred. In the 
next section we argue that subsequent developments in the United States ren
dered the characterization o f such support as decoupled liable to challenge on 
economic grounds. 

E V O L U T I O N O F D O M E S T I C SUPPORT F R O M 1996 T O 2001. In 1996, the 

United States initiated far-reaching reforms under the Federal Agriculture I m 
provement and Reform Act (FAIR Act 1996). The most important feature o f the 
new legislation was a shift away from deficiency payments to degressive direct 
income payments. A t the same time, all restrictions were removed on the use 
o f cropland enrolled in commodity programs, except some wi th respect to fruits 
and vegetables. In other words, supply management, which had hitherto been a 
condition for el igibi l i ty for price and income support for wheat, feed grains, 
rice, and cotton, was discontinued. Acreage reduction, set-asides, and land d i 
version programs were all abolished. 
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The Agricultural Market Transition Act (or Title I of FAIR Act 1996) re
placed deficiency payments with what were termed production flexibility con
tract payments. A sum of US$35.6 billion was authorized for these payments 
over the seven-year period from 1996 to 2002, starting with US$5.4 billion for 
1996 but progressively declining after 1999 to US$4.0 billion in 2002. " A l 
though not specifically stated, it was implicitly assumed that the payments 
would end by 2002" (Baffes and de Gorter 2004, 80). The total payments were 
apportioned to the crops formerly under the deficiency payments program and 
further allocated to producers on the basis of 85 percent of the farms' base 
acreage for 1996 calculated under the previous farm program (with some ad
justments), and the yield was fixed at the 1995 levels. The payments under these 
programs were based on a production level in a defined and fixed base period. 
They were not related to the type or volume of production or prices or to fac
tors of production employed in any year after the base period. No production 
was required as a condition for receiving payments. The merit of decoupling 
was that it broke the link between production and payments and was aimed 
only at protecting farmers' income. Replacement of deficiency payments with 
fixed decoupled payments, and those too on a degressive basis, was a major 
step for reducing the economic distortions resulting from domestic support of 
agriculture. 

Other provisions of the FAIR Act also reflected an orientation toward 
bringing down the level of trade and production distorting support. The act re
tained the instruments of nonrecourse loans, marketing loans, and loan defi
ciency payments and other policies of price support, but with some reduction 
of subsidies. Though the formula was retained for establishing loan rates for 
wheat, feed grains, and cotton on the basis of the moving average price of the 
previous five years, these rates were subject to a statutory maximum. The min
imum loan rate for soybeans was reduced from US$5.02 to US$4.92 per bushel. 
The minimum price support for milk was lowered from US$10.35 in 1996 to 
US$9.90 per hundredweight in 1999. The support rate for quota peanuts was 
also down, from US$678 per MT in 1995 to US$610 per MT in 1996. A penalty 
of 1 U. S. cent per pound of cane sugar forfeited to the government was imposed 
on processors. 

The FAIR Act undoubtedly represented a major effort to reform U.S. agri
cultural policy. Within two years, however, the world was to witness a reversal 
in the direction of that policy. During the period 1998-2001, the U.S. Congress 
sanctioned substantial market loss assistance, which was in the nature of emer
gency countercyclical payments to farmers to compensate them for the fall in 
the international prices of wheat, feed grains, upland cotton, rice, and oil
seeds. In four consecutive emergency packages during that period, the U.S. gov
ernment made such payments amounting to US$2,857, $5,975, $5,965, and 
$5,024 billion, respectively, in 1998, 1999, 2000, and 2001 (WTO Doc. series 
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G/AG/N/USA). These payments were distributed to the farmers on the same 
acreage and yield bases as production flexibility contract payments. In its noti
fications for 1998 and 1999, the United States acknowledged that market loss 
assistance led to more than minimal trade distortions and potentially qualified 
to be taken into account in the AMS calculations. However, it notified these pay
ments as non-product-specific support because payments were made irrespec
tive of the crops grown and exemption was claimed for them under the separate 
de minimis limit of 5 percent of the value of agricultural production for such 
support. Nevertheless, an important point needs to be recognized here. The 
main objective of payments under decoupled income support was to protect the 
farmers' income while ensuring that they responded to market signals in mak
ing their production decisions. Granting market loss assistance in consecutive 
years on top of fixed production flexibility contract payments would have 
shielded the farmers from market signals and provided them with a strong in
centive to continue sowing the same crops they had grown in the reference years 
even though notionally they had the freedom to grow any crops. Indeed, the 
cumulative effect of the market loss assistance and production flexibility con
tract payments was also to cast doubt on the characterization of the latter as de
coupled income support qualifying for exemption from reduction payments as 
a minimally distorting subsidy. As was observed in an ABARE study: 

However, it is difficult to differentiate now between two sets of payments 
that are made on the same basis, and questions could be raised about whether 
the contract payments themselves are now really decoupled. Also, there are 
now so many forms of assistance to producers of US program crops for 
different reasons that it would be surprising i f many farmers differentiated 
between payments that are based on production or prices and those that are 
not. Because of this it is unlikely that they would take only some of the 
payments into consideration when making their production decisions. 
(Podbury et al. 2001,67) 

Market loss assistance based on market prices served to top up the pro
duction flexibility contract payments. No doubt they were authorized as one
time payments, but when authorization for such payments was repeated for four 
consecutive years, they established a pattern of government behavior and cre
ated the expectation that these would be renewed in the future. The link between 
production flexibility contract payments and prices was reestablished. 

There have been a number of studies of the acreage and output effects of the 
production flexibility contract and market loss assistance payments. While the re
search results vary, they all point toward distortions in production caused by these 
payments, in greater or smaller measure. Gardner (2001) concludes that both 
types of payments play an important role in determining the acreage under ma
jor crops and that the output effects of production flexibility contract payments 
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are about half those of loan deficiency payments. Adams et al. (2001) find that 
every US$1 billion in these programs increases the acreage by 275,000 acres. 
Goodwin and Mishra (2002) suggest that the effects of production flexibility con
tract payments are modest, while those of market loss assistance are strong. Roe 
et al. (2002) use a dynamic general equilibrium model to examine the effects of 
production flexibility contract payments and arrive at the conclusion that the pro
duction effects of production flexibility contract payments are small, but land val
ues and land rental rates are affected. Mullen (2001) measures the wealth, insur
ance, and subsidy effects of production flexibility contract payments, market loss 
assistance, and loan deficiency payments by modeling their impacts on the ex
pected price, the variation of expected income, and income for the Kansas wheat 
sector. That study demonstrates that the changes in output and welfare due to the 
wealth and insurance effects are greater than those caused by the subsidy. 

Besides the introduction of market loss assistance and continuation of the 
production flexibility contract payments, there were huge increases in market
ing loan gains and loan deficiency payments as well. The United States always 
included marketing loan gains and loan deficiency payments in the AMS, rec
ognizing the trade- and production-distorting effects of market loss assistance. 
We have given reasons earlier for treating the production flexibility contract 
payments as causing similar distortions. Figure 6.8 shows the magnitude of the 
total per-unit payment of trade- and production-distorting payments in relation 
to the trends in farm price and production levels for three of the principal crops 
that benefit greatly from domestic support in the United States, namely cotton, 
rice, and wheat. We consider the period 1990-2001 to enable an assessment of 
whether the Uruguay Round made a difference. It can be seen that for all the 
three crops, the WTO Agreement on Agriculture made no difference in the gen
eral trend for the subsidy levels to increase with the fall in farm-gate prices. In 
fact, this trend became more pronounced in the case of rice, so much so that be
tween 1999 and 2001, when prices fell steeply, farmers were receiving more 
from the government than from the market. In other words, per-unit domestic 
support was more than 100 percent of the value of the produce in these years. 
The fall in cotton prices after 1995 also led to a steep rise in per-unit domestic 
support, which was more than 80 percent of the value of production in 1999. In 
the case of wheat, when the price touched bottom in 1999, per-unit domestic 
support was as much as 66 percent. As for the production trends, despite the 
steep fall in prices, rice and cotton production registered strong increases in the 
years 1999-2001, apparently boosted by the increased levels of domestic sup
port. The specific commitments on domestic support made by the United States 
in the WTO seem to have been completely ineffectual in ensuring that farmers 
responded to market signals in their production decisions. They seemed to be 
responding to the increasing levels of domestic support. 

The pattern of domestic support and production with respect to other 
grains and soybeans was no different. According to one study, the "US pro-



FIGURE 6.8 U.S. domestic support, farm prices, and production, 1990-2001 
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S O U R C E S : Wheat: FSA-USDA (2003b). Rice: FSA-USDA (2003a). Cotton: ERS-USDA (various 
years), Cotton and Wool Yearbook; FSA-USDA, www.fsa.usda.gov/dam/BUD/budhis00/budhis00/ 
budhistcontents.htm; FSA-USDA, www.fsa.usda.gov/dafp/psd/programs.htm; FAS-USDA, Pro
duction, Supply and Distribution Online. 
N O T E : The constituents of domestic support for the three crops are as follows: wheat—deficiency 
payments (1990-95), production flexibility contract (PFC) payments, market loss assistance (MLA) 
payments, loan deficiency payments (LDPs), and marketing loan gains (MLGs) (all 1996-2001); 
rice—deficiency payments and loan benefits (1990-95), PFC payments, MLA payments, and loan 
benefits (all 1996-2001); and cotton—deficiency payments, LDPs, MLGs, and user certificates 
(1990-95), and PFC payments, M L A payments, LDPs, MLGs, and user certificates (all 1996-
2001). Al l computations are made on a marketing year basis. 
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duction of grains and soybeans in aggregate in the period 1997-2000 was 12 
percent above the level of the previous four years despite the average prices hav
ing fallen by 27 percent in real terms. Between these two periods, US govern
ment support payments for these crops more than doubled in real terms" 
(Roberts and Jotzo 2001, 14). 

Export Competition 

Policies in the United States at the Time of Launching 
of the Uruguay Round 

D I R E C T E X P O R T S U B S I D I E S . Although permitted by U.S. law to use ex
port subsidies for stimulating exports of agricultural products, for many years 
before 1985 the United States did not take recourse to direct export subsidies. 
In May 1985, however, the USDA announced the Export Enhancement Pro
gram. The USDA was authorized to use US$1.5 billion worth of commodities 
owned by the CCC as export bonuses "for the purpose of making U.S. com
modities more competitive in the world marketplace and to offset the adverse 
effects of unfair trade practices or subsidies" (GATT Doc. L/6111/Add. 17). 
By the autumn of 1987, about 26 million MT of commodities had been sold un
der the program. 

At about the same time, the Milk Production Termination Scheme was in
troduced, envisaging the grant of export subsidies. Under this program, pro
ducers received payments for selling dairy cattle (whole herd buy-out) for 
slaughter or export and agreed not to acquire any interest in dairy cattle or milk 
production for five years. In order to minimize the effect of this program on 
beef, pork, and lamb producers, the USDA was mandated to purchase 400 mil
lion pounds of red meat in addition to those normally purchased and distrib
uted. Half of this quantity went for domestic feeding programs and half for ex
ports and for supply to U.S. military commissaries outside the United States. 

A Dairy Export Incentive Program (DEIP) also became operational early 
in 1987. This program enabled the CCC to make payments on a bid basis to en
tities that sold dairy products in external markets over and above commercial 
export sales. Eligible dairy products were butter, butter oil, anhydrous milkfat, 
nonfat dry milk, cheddar cheese, and bulk American cheese for manufacturing. 
A fourth export subsidy scheme was the Market Development and Expansion 
Program under which the USDA was encouraged to use at least 15 percent of 
the export enhancement funds to promote the export of poultry, beef, pork, or 
meat products. 

E X P O R T C R E D I T . The direct export subsidies programs described earlier 
were introduced in the period just before the launch of the Uruguay Round, but 
for many years preceding the round the United States had had a substantial ex
port credit guarantee program for exports of agricultural products. The CCC ad
ministered two main programs for this purpose, namely the Export Credit Guar-
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antee Program (GSM-102) and the Intermediate Export Credit Guarantee Pro
gram (GSM-103). Under these programs the CCC guaranteed the repayment of 
credit extended by eligible banks for exports of specific U.S. agricultural com
modities to markets deemed creditworthy. While GSM-102 covered credit for 
up to three years, GSM-103 covered credit for 3 to 10 years. This scheme cov
ered only products that had 100 percent U.S. content. Export credit guarantees 
by government bodies such as the CCC result in subsidies to the extent that the 
interest rates charged by the banks are lower than they would have been i f the 
bank were to bear the full risk of repayment. 

F O O D A I D . No description of the U.S. policies on export competition can 
be complete without a reference to Public Law 480, which has existed since 
1954. This law authorizes, inter alia, provision of food aid on commercial or 
concessional credit terms or on an outright grant basis. In the mid-1980s, the 
United States was the largest provider of food aid, and it remained so during 
the implementation period. 

The Uruguay Round Commitments of the United States 
and Their Implementation 

E X P O R T S U B S I D I E S . As mentioned earlier, the United States had begun to 
subsidize exports of agricultural products in a big way in 1985, and in the base 
period of 1986-90 it had several export subsidy programs in position. These 
programs were used to deplete the substantial stocks that had been built up in 
the first half of the 1980s. As a result, the starting point for U.S. budgetary out
lay and volume commitments was high already. In addition, the United States 
availed itself of the front-loading option whereby the modalities allowed gov
ernments to use the higher subsidy level of 1991-92 as the starting point for 
commencing cuts in export subsidies. 

The 1996 FAIR Act did not make any basic change in the structure of the 
preexisting export subsidy scheme under the Export Enhancement Program but 
substantially reduced the annual authorization of outlay. The limits imposed on 
expenditures were well below the ceilings in the annual commitments except 
in 2000, when the gap narrowed substantially. The act authorized additional ex
penditures of up to US$100 million annually in order to maintain the volume 
of export of intermediate products exported by the United States during the base 
period 1986-90. The FAIR Act also extended the DEIP until 2002. After 1995, 
the United States virtually ceased using direct export subsidies for all major 
temperate-zone products except dairy and poultry products. 

As in the case of the EC, although to a lesser extent, there were instances 
in which the U.S. subsidies breached the commitment levels. Like the EC, the 
United States invoked the rollover flexibility of Article 9.2(b) of the Agreement 
on Agriculture to justify these cases. Appendix Table 6 A.2 provides data on the 
use of export subsidy commitments. The utilization rate of the Annual Com
mitment Levels was generally very high for dairy products. In fact, in one in-
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T A B L E 6.2 Export subsidy rates in the United States, 1986-97 

Product 1986-90 1995 1996 1997 1995-97 

Butter 136 0 117 30 58 
Skimmed milk powder 114 12 68 53 44 
Cheese 98 28 37 53 39 

S O U R C E : OECD (2001b). 

stance, that of other milk powder in 1999, exports exceeded the Annual Com
mitment Levels by more than 700 percent in both outlay and volume. 

Even though the utilization rate was high in dairy products, there was a de
cline in the export subsidy rates. Although these rates fluctuated, they fell on an 
overall basis. Table 6.2 is based on the calculations made by the OECD of the 
ratio of per-unit export subsidy to world prices. 

The decline in the use of direct export subsidies in the initial years of the 
implementation period was primarily a consequence of the high commodity 
prices prevailing in world markets in those years. But the trend remained un
changed in subsequent years even after a fall in world prices because various 
domestic support payments substituted for export subsidies. Payments in
creased substantially under such preexisting mechanisms as marketing loans, 
loan deficiency payments, and cotton user marketing certificates and were sup
plemented by the production flexibility contract payments introduced in 1996 
to replace the deficiency payments. In addition, substantial market loss assis
tance was given every year during the period 1998-2001. The total government 
support payments for wheat, for instance, increased from US$803 million to 
US$5.3 billion between 1995 and 2000 (USDA 2001). Export subsidies bridge 
the gap between domestic and international prices and make it possible to ex
port noncompetitive merchandise. Increases in domestic support payments 
served the same purpose, dispensing with the need for the use of direct export 
subsidies. 

Figure 6.9 shows the trends in domestic support payments in relation to 
the f.o.b. prices (c.i.f. prices in the case of cotton) and U.S. exports for three 
heavily supported crops, namely cotton, rice, and wheat, in the years 1990— 
2001. Here we notice the same inverse relationship of domestic support to f.o.b. 
prices that we did in the case of farm prices. Wheat exports increased, while the 
f.o.b. price declined between 1997 and 1999. In the case of rice, export levels 
were generally maintained despite the steep fall in world prices in the period 
after 1997. Cotton exports did register a decline in 1998, but then rose strongly 
in 2001, despite the continuing fall in world prices. It was the domestic support 
payments that determined the level of exports. 

The large share of U.S. production that is exported and the large U.S. share 
of world trade can magnify the effects of high domestic support in the United 



FIGURE 6.9 U.S. domestic support, f.o.b. prices, and exports, 1990-2001 
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S O U R C E S : Wheat: FSA-USDA (2003b); ERS-USDA (various years), Wheat Yearbook; FAS-
USDA, Production, Supply and Distribution Online.  Rice: FSA-USDA (2003a); ERS-USDA (var
ious years), Rice Yearbook (89001); FAS-USDA, Production, Supply and Distribution Online.  Cot
ton: ERS-USDA (various years), Cotton and Wool Yearbook (89004); FSA-USDA, www.fsa.usda 
.gov/dam/BUD/budhisOO/budhisOO/budhistcontents.htm; FSA-USDA, www.fsa.usda.gov/dafp/ 
psd/programs.htm; FAS-USDA, Production, Supply and Distribution Online. 
N O T E : The constituents of domestic support for the three crops are as follows: wheat—deficiency 
payments (1990-95), PFC payments, M L A payments, LDPs, and MLGs (all 1996-2001); r i c e -
deficiency payments and loan benefits (1990-95), PFC payments, MLA payments, and loan ben
efits (all 1996-2001); and cotton—deficiency payments LDPs, MLGs, and user certificates (1990-
95), PFC payments, MLA payments, LDPs, MLGs, and user certificates (all 1996-2001). A l l 
computations are made on a marketing year basis. 
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FIGURE 6.10 Export share of U.S. agricultural production, 1995-2001 
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States on international prices. Figure 6.10 shows the export share of domestic 
production of the principal crops in the years 1995-2001, while Figure 6.11 
shows the U.S. share of world trade in 1990-95 and 1996-2001. 

EXPORT CREDIT. The United States also maintained the use of e~port 
credit guarantee programs. The FAIR Act of 1996 relaxed the conditions for ex
port credit guarantees by providing that the program would also be available for 
high-value products with at least 90 percent U.S. content by weight (as com
pared to the 100 percent required earlier). The act allocated as much ras US$5.5 
billion annually to the two export credit guarantee programs up to 2002. It man
dated the minimum amounts of the total guarantees that had to be made avail
able for processed and high-value commodities: 25 percent in 1996 and 1997, 
30 percent in 1998-99, and 35 percent thereafter as long as these did not cause 
a reduction in total commodity sales. 

Other export credit guarantee programs were also established. The FAIR 
Act of 1996 introduced supplier credit guarantees, under which up to 65 percent 
of the port value of payment for exports due from private importers under the 
short-t~rm financing (up to 180 days) was guaranteed when such credit was of
fered directly to the importers of U.S. agricultural products. The 1996 act also 
set up the Facilities Guarantee Program. Under this scheme, guarantees were pro
vided to establish or provide facilities, services, or U.S. products to improve the 
handling, marketing, storage, and distribution of imported agricultural products. 
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FIGURE 6.11 U.S. share of world trade, 1990-95 and 1996-2001 
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S O U R C E : USDA, ERS Web site, www.ers.usda.gov. 

The United States continued to rely on export credit guarantee programs 
to promote exports in the implementation period. A study by the OECD (2000) 
brings out the fol lowing facts: 

• The United States was the largest user o f government-sponsored export 
credit programs in 1998, accounting for an estimated subsidy on credits o f 
US$258 mi l l ion out o f the total o f US$300.5 mi l l ion for all OECD coun
tries. This figure was above the level o f budgetary support for export sub
sidies that year, which amounted to US$147 mil l ion . 

• In the United States, the subsidy as a proportion o f export credit was 6.6 
percent compared to 1.9 percent for the EU that year. 

• The value o f trade covered by these programs in 1998 was USS3.9 bi l l ion 
out o f a total o f US$57.4 bi l l ion in trade. The comparative figures for the 
EU were US$1.25 bil l ion out o f a total o f US$57 bi l l ion in trade. 

I t is apparent that the United States has been a major beneficiary o f the 
lack o f international disciplines in the area o f officially supported export cred
its. During the Uruguay Round, the United States opposed proposals to put ex
port credit practices under specific discipline, and for a long time it was the 
United States that was the main obstacle to progress in the post-Uruguay 
Round negotiations in the OECD on new internationally agreed disciplines on 
agricultural export credit. The issue was the period o f time for repayment: the 
United States wanted a longer period than others could agree to. However, the 
talks finally broke down in 2001 because o f Canada's opposition to the proposal 
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TABLE 6.3 Food aid by the United States, 1995-2001 (millions of metric tons) 

Commodity 1995 1996 1997 1998 1999 2000 2001 

Wheat 1.53 1.45 1.08 3.20 5.31 2.36 3.16 
Coarse grains 0.074 0.013 0.12 0.11 0.078 0.045 0.104 
Rice 0.15 0.19 0.11 0.38 0.93 0.30 0.255 

S O U R C E : WTO notifications of the United States (WTO Doc. series G/AG/N/USA). 

in the chairman's text imposing a reporting requirement on the credit terms of
fered by the state trading enterprises.1 

F O O D A I D . During the implementation period, the United States has con
tinued to be a major food aid donor along with the EC and Canada. The food 
aid transactions it notified during the years 1995-2001 are shown in Table 6.3. 

Genuine food aid for humanitarian reasons must respond to the interna
tional price situation, and the volumes must increase when prices are high and 
vice versa. Although six years is a somewhat short time to allow us to discern 
a trend, it is noticeable that a quintupling of cereal donations in 1999 compared 
to the low point reached in 1997 coincided with a slide in international prices. 
The inverse relationship between U.S. wheat prices and donations of wheat and 
wheat products is even more apparent i f we look at donations as a percentage 
of total exports over a longer period, as shown in Figure 6.12.2 

Clearly food aid has served as a safety valve for surpluses rather than be
ing a humanitarian response to the problem of hunger in poor countries. As was 
seen in Chapter 2, the Agreement on Agriculture imposes some disciplines on 
food aid donations by WTO members, but not enough to ensure that they do not 
distort international trade. 

The Farm Security and Rural Investment Act of 2002: 
Weakening the U.S. Commitment to the Reform Process 

Political pressures for increased subsidies have always been intense in the 
United States on account of the concentration of agriculture in certain regions. 
In the 1980s and the early 1990s, fiscal prudence against a background of 
mounting budgetary deficits counterbalanced the political pressures to some ex
tent. The unbroken economic boom of more than eight years generated consid
erable revenue surpluses in the late 1990s, and the fiscal pressures receded. And 

1. Statement of Charles J. O'Mara before the Senate Committee on Agriculture, Nutrition, 
and Forestry on the trade title of the Federal Agriculture Improvement and Reform Act of 1996, 
April 25, 2001, http://agriculture.senate.gov. 

2. See www.faostat.fao.org for U.S. food aid shipments and www.ers.usda.gov for U.S. 
wheat prices. 
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FIGURE 6.12 U.S. donations of wheat and wheat products as a percentage of total 
exports, 1981-2001 
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then in came the emergency packages and huge increases in payments under 
the preexisting programs. 

The economic boom ended in 2001, but the mood for extravagance in agri
cultural spending did not. The Farm Security and Rural Investment Act o f 2002 
(FSRI Act 2002) greatly increased spending for domestic support o f agriculture 
over the authorization contained in the FAIR Act o f 1996. The most significant 
feature o f the 2002 act was that it institutionalized the countercyclical market 
loss assistance given in the emergency packages o f 1998-2001. Target prices 
were back, serving as benchmarks against which new variable payments would 
be made. These payments were to be made to the extent that the overall income 
o f farmers for different crops from market returns, production flexibility con
tract payments, and loan deficiency payments fell short o f the target prices. No 
doubt the payments were to be made on the basis o f what the farmers had grown 
in the reference period, irrespective o f what was sown from year to year. But 
wi th the full guarantee that the shortfalls from market returns would be made 
up by government payments on the basis o f the crops grown in the reference 
period, the farmers would have had a strong inclination to grow the same crops. 
We argued earlier that the year-to-year market loss assistance cast doubt on the 
characterization o f production flexibility contract payments as decoupled in 
come support. This argument applies with greater force in the situation in which 
the countercyclical payments have been institutionalized. 
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The new countercyclical payments consolidated and entrenched in U.S. 
law the third level of top-up, which made an appearance first in the form of an
nual emergency payments. The other two levels were not only maintained but 
also broadened and deepened. The crop coverage of production flexibility con
tract payments was extended to include soybeans, other oilseeds, and peanuts. 
The 2002 act gave farmers the option to update the base acreage to reflect the 
four-year average of planted acreage for the crops during the period 1998-
2001, for production flexibility contracts as well as the new countercyclical 
payments. While the yields remained unchanged for the production flexibility 
contracts, there was an option of updating the new countercyclical payments, 
taking into account the 1998-2001 yields. 

While the assumption that decoupled payments cause only minimal eco
nomic distortion is being increasingly challenged, there is still a consensus that 
such payments cause less distortion than do payments linked to production, 
price, and factor use. By allowing updating for the first year, not only were the 
payments coupled again in the first year, but they created an expectation that in 
the future political compulsions would lead to further updating. Thus, there are 
serious questions as to whether the production flexibility contract payments un
der the 2002 act can continue to be treated as fully decoupled payments exempt 
from reduction commitments. Roberts offered the following assessment of the 
U.S. domestic support after the passage of the 2002 legislation: 

US farm program arrangements provide an example of using multiple forms 
of support, some of which are within the AMS and some of which are exempt. 
As US support for program crops is structured under the 2002 farm bill , there is 
a base level of payments that is deemed decoupled along with countercyclical 
payments and loan deficiency payments that are distorting. So aggregate 
payments move countercyclically in a distorting manner, but the constant base 
decoupled element is considered not to contribute to the distortions and is 
exempt. Clearly, total payments under such conditions would be distorting and 
the so-called decoupled part would contribute to the distortions. This is apart 
from the fact that US farmers have the option to update their area bases for the 
so-called decoupled direct payments, which runs counter to the decoupling 
provision in the WTO Agreement on Agriculture that bases should be fixed. 
(Roberts 2003, 33) 

I f other support programs, in which payments are linked to price, produc
tion, or factors of production, are simultaneously in operation, even fully de
coupled payments may have the potential to distort production: " I f there are 
other (coupled) support programs, the decoupled programs may not eliminate 
the incentives to overproduce" (Baffes and de Gorter 2004, 88). 

The 2002 act also extended all long-standing programs, namely loan rates, 
marketing loans, loan deficiency payments, and cotton user marketing certifi
cates. These programs were extended to peanuts, wool, mohair, honey, small 
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chickpeas, lentils, and dry peas. Except in the case of soybeans, where there 
was a reduction by 5 percent, there was an increase in the loan rates. Even more 
significant was the fact that the system of fixing the loan rates on the basis of 
the Olympic average was given up and the loan rates were fixed statutorily at a 
slightly higher rate for 2002-3, with a small decline envisaged for 2004-7. The 
upland cotton user marketing certificate, or "Step 2" program, was also contin
ued. The 2002 act also extended the DEIP to 2007. 

For sugar, the forfeiture penalties of 1 U.S. cent per pound were termi
nated. For peanuts, the two-tier price support program (quota and nonquota) was 
replaced by the three levels of support described earlier, consisting of counter
cyclical payments, direct payments, and nonrecourse loans, marketing loans, 
and loan deficiency payments. 

The overall impact of the 2002 act was not only a continuation of the 
overly generous policies of the years 1998-2001, but also a further increase in 
subsidization from the levels of those years. The act mandated that the admin
istration adjust expenditures, to the maximum extent practicable, to avoid ex
ceeding the Uruguay Round commitment levels for domestic support (US$ 19.1 
billion). But the concern is not that the 2002 act wi l l lead to a breach of the ex
isting U.S. commitment, although such an eventuality cannot be ruled out. The 
main concern has to do with the change of direction in the U.S. policy of do
mestic support for agriculture. The 1996 act had replaced deficiency payments 
with fixed decoupled payments under production flexibility contracts, imposed 
a maximum on loan rates for wheat and feed grains, and lowered the dairy and 
peanut support prices. The 2002 act extended the crop coverage of production 
flexibility contract payments and allowed updating of the base acreage, thus in
creasing the potential for these payments to cause distortion. It expanded the 
product coverage of nonrecourse loans, marketing loans, and loan deficiency 
payments; increased the loan rates overall; and abolished the system of fixing 
the loan rates on the basis of the Olympic averages. Above all, the 2002 act in
troduced a new countercyclical payment as a regular feature of farm support 
policy for the period 2002-7. 

The U.S. Negotiating Position in the Doha Round 

When the debate began at Geneva in the spring of 2000, the United States was 
the foremost proponent of deep reform in agriculture. In 2002, shortly after the 
enactment of the new farm legislation, the United States submitted specific pro
posals for the Doha Round negotiations on agriculture, envisaging far-reaching 
reforms. According to these proposals, domestic subsidies would be cut to 5 
percent of the value of agricultural production, export subsidies would be elim
inated, and a ceiling of 25 percent would be fixed for tariffs on agricultural prod
ucts. Blue Box measures would be covered in the 5 percent ceiling for domes
tic subsidies, but the de minimis limits would be maintained. 
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The 2002 act had seriously impaired the credibility of the United States as 
a supporter of major efforts to reform world agriculture. But the question arose 
whether it would preclude progress in the Doha Round negotiations on agri
culture. It was argued at that time that the new farm policy should not adversely 
affect the results of the Doha Round, just as the 1985 farm act had not influ
enced the outcome of the Uruguay Round (Orden 2003). Optimists referred to 
the specific proposals of the United States to argue that it would keep pressing 
for deep reform. But eventually the mood in Congress was to catch up with the 
U.S. negotiating position. This happened in August 2003, a few weeks before 
the Fifth Ministerial Session at Cancun. The United States was reported to be 
working with the EC on a sharp reduction in the level of ambition of the even
tual outcome of the negotiations. 

After the failure at Cancun, the initiative for the revival of negotiations 
came from the United States, and the Doha Round got a lifeline in the form of 
the general accord in the July Framework, adopted by the General Council on 
August 1, 2004, on the elimination of all forms of export subsidies in agricul
ture. But on domestic support the backtracking continued. The United States 
not only gave up its insistence on the merger of all trade-distorting support into 
one category and the drastic reduction of such support, but actively sought a 
new Blue Box, without the requirement of production-limiting programs, which 
is one of the prerequisites of Article 6.5 of the WTO Agreement on Agriculture. 
We have noted that the United States notified the emergency market loss assis
tance given in the years 1998-2001 as non-product-specific domestic support 
qualifying under the de minimis limits for exemption from reduction commit
ments. With the July Framework envisaging reduction in the de minimis limits, 
and with a substantial reduction in the AMS also suggested, the next move of 
the United States was to try to secure another WTO cover by way of a new Blue 
Box that would shield countercyclical payments from reduction commitments. 

While the domestic policy changes led to a weakening of the U.S. com
mitment to agricultural reform, the dispute settlement procedures of the WTO 
created some pressures for the moderation of subsidy practices in the country 
and revived hopes for a more positive turn in the U.S. position on domestic sup
port. The United States was already under pressure from a group of West 
African cotton-producing states that had made a submission in mid-2003 draw
ing attention to the drastic fall in cotton prices brought about principally by the 
domestic support and export subsidy programs of the United States and de
manding remedial action (see Chapter 8 for details). The Appellate Body rul
ing in a dispute raised by Brazil served to intensify the pressure. In 2005, in 
United States—Subsidies on Upland Cotton (WTO Doc. WT/DS267/AB/R), 
the Appellate Body ruled, inter alia, as follows: 

• Production flexibility contract payments under the FAIR Act of 1996 and 
the direct payments under the Farm Security and Rural Investment Act of 
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2002 (FSRI Act) were not Green Box measures that fully conformed to the 
criteria laid down in Annex 2 of the Agreement on Agriculture. 

• Cotton user marketing payments to domestic users, marketing loan pro
gram payments, production flexibility contract payments, market loss as
sistance payments, direct payments, countercyclical payments, and pay
ments under some other programs granted for upland cotton during the 
years 1999-2002 were in excess of that decided during 1992, and conse
quently they did not have the protection of the Peace Clause from actions 
based on Articles 5 and 6 of the Agreement on Subsidies and Counter
vailing Measures (ASCM) and Article X V I (para. 1) of GATT 1994 (see 
Chapter 2 for details of these provisions). 

• The marketing loan program, Step 2 payments, market loss assistance, and 
countercyclical payments had resulted in significant price suppression 
within the terms of Article 6.3 of the ASCM (see Chapter 2 for details of 
that agreement). 

• Step 2 payments to domestic users of upland cotton are subsidies contin
gent on the use of domestic overimported goods that are inconsistent with 
Articles 3.1(a) and 3.2 of the ASCM. 

• Step 2 payments to exporters of upland cotton are subsidies contingent on 
export performance within the terms of Article 9.1 of the Agreement on 
Agriculture that are inconsistent with Articles 3.3 and 8 of that agreement 
and with Articles 3.1 (a) and 3.2 of the ASCM. 

• The Agreement on Agriculture does not exempt export credit guarantees 
from the export credit disciplines of Article 10.1, and U.S. export credit 
programs per se constitute an export subsidy under the ASCM and are in
consistent with Articles 3.1 (a) and 3.2 of that agreement. 

After the revival of talks following the accord on the 2004 July Frame
work, the focus of attention was on domestic support and market access. In the 
proposals it made in October 2005, just before the Hong Kong Ministerial Ses
sion, the United States asked for sharp cuts in tariffs but continued its soft stand 
on domestic support. In the area of market access, it proposed that the devel
oped countries cut their tariffs by 55 to 90 percent, with a cap of 75 percent, and 
that the developing countries undertake slightly smaller cuts. It was not pre
pared to concede anything more than 1 percent of the dutiable tariff lines as sen
sitive products for the developed countries. The average cut resulting from the 
U.S. proposals was 66 percent compared with the 39 percent initially suggested 
by the EC. With regard to domestic support, the United States offered cuts of 
53 percent in overall trade-distorting support and 60 percent in the AMS. It pro
posed reduction of the Blue Box ceiling from 5 percent to 2.5 percent but 
pressed for the establishment of new criteria for the Blue Box. 

At the mid-2006 negotiations the United States was under pressure from 
the EC, particularly the G20, to improve its offer of a 53 percent cut of overall 
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trade-distorting support so as to bring about a reduction in the applied level of 
U.S. domestic support.3 U.S. trading partners also regarded its market access 
proposals as unrealistic and pressed it to lower its sights on tariffs. The U.S. ad
ministration was under greater pressure from Congress not to move on either 
domestic support or market access. In a letter written to President George W. 
Bush and signed by 57 senators, North Dakota Senator Kent Conrad (Demo
crat) asked the president to reject any proposal that asked for more on domes
tic support and offered less on market access. With congressional elections due 
to be held in November 2006, the U.S. administration was in no position to ig
nore an appeal from 57 senators. As a result, the United States did not budge, 
and the negotiators went for the summer break at the end of July with no agree
ment in sight. Other WTO members were incensed by the fact that while the 
United States was pressing them to lower the tariffs, it wanted to retain for it
self the possibility of increasing domestic support from US$19.7 to $22.7 bil
lion (see note 3). 

Conclusions 

The foregoing analysis of the Uruguay Round commitments and their imple
mentation by the United States has brought out the following points: 

• Although the United States is generally a low-tariff country for temperate-
zone agricultural products, it has a tradition of providing high levels of pro
tection for four groups of products, namely dairy products, sugar, cotton, 
and peanuts. Consequently, its base-level tariffs in these products result
ing from tariffication were very high. The situation did not improve much 
after the application of the Uruguay Round cuts, because the United States 
reduced tariffs on these products by the minimum of 15 percent. 

• Nontransparent and more regressive specific tariffs or mixed tariffs con
tinue to cover a large proportion of the tariff lines. 

• Current and minimum market access tariff quotas froze past trade shares 
and provided little additional access to existing or new suppliers. 

• The United States reserved the right to use special agricultural safeguards 
for a much smaller number of tariff lines than did other industrialized 
countries, but it significantly bolstered the already high protection for 
dairy products, sugar, cotton, and peanuts by using high price triggers. 

3. The base rate for overall trade-distorting support of the United States (Final Bound AMS 
+ 5% for Blue Box + 10% for de minimis), calculated on the basis of the average value of agri
cultural production in the period 1995-2001 (about US$ 194 billion), worked out to US$48,224 bil
lion. I f the cut were to be 53 percent, the new bound level would be about US$22.7 billion. Com
pared with this, it was known that the applied level of trade-distorting support in that country was 
US$19.7 billion in 2005. A 53 percent reduction in overall trade-distorting support would provide 
space for the United States to increase its subsidies from the 2005 level. 
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In the area of domestic support, a feature of the implementation of the 
Uruguay Round commitments was that the Current Total AMS was ini
tially much lower than the Annual Commitment Level, but the gap nar
rowed in 1998 and 1999. The Annual Commitment Levels were also very 
low as a percentage of the total value of agricultural production. However, 
product-specific support for the traditionally protected products remained 
high. 
The 1996 FAIR Act represented a major effort to lower domestic support 
in the United States and make that support less trade- and production-
distorting. It abolished deficiency payments and replaced them with fully 
decoupled production flexibility contract payments. The legislation im
posed a maximum on loan rates for wheat and feed grains and lowered the 
support price of dairy products and peanuts. In taking these measures the 
United States went beyond fulfilling its Uruguay Round commitments. 
The years 1998-2001, however, witnessed a return to extravagance in 
agricultural spending. Spending rose under nonrecourse loans, marketing 
loans, and loan deficiency payments, and in addition substantial packages 
of market loss assistance were granted every year. 
The topping up of production flexibility contract payments by means of 
the countercyclical payments under the market loss assistance program 
opened to question the characterization of the former as a type of fully de
coupled income support eligible for exemption under the Agreement on 
Agriculture. 
Domestic support payments rose significantly as farm prices fell generally 
during the implementation period (1995-2001). Production levels of 
grains, soybeans, and cotton increased despite the marked decline in farm 
prices, because massive levels of domestic support payments shielded 
farmers from price signals. 
During the implementation period, the United States ceased using direct 
export subsidies for products other than dairy products and poultry. For 
these products it made full use of the permitted annual levels of export sub
sidies and even exceeded them under the rollover provision. 
U.S. exports benefited from substantially increased domestic support 
payments, which substituted for direct export subsidies. With the help 
of these payments the United States was able to maintain and even in
crease its exports, despite the steep fall in world prices. The trade dis
tortions caused by domestic support payments could have been particu
larly pronounced on account of the large share of U.S. production that is 
exported and the substantial U.S. share in world trade of a number of 
commodities. 
During the implementation period, the United States remained a major 
user of export credit guarantee programs for promoting exports of agri
cultural commodities. 
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• The United States was also a major donor of food aid. However, the quan
tities of food donations had an inverse relationship with world prices, lend
ing credence to the criticism that food aid was given less for the fulfillment 
of humanitarian objectives and more as a means of surplus disposal. 

• The FSRI Act greatly increased agricultural spending over the level au
thorized under the 1996 FAIR Act and reversed the direction of evolution 
of farm support policies. It perpetuated the countercyclical market loss as
sistance given through emergency packages in the years 1998 -2001. It ex
tended the production flexibility contract payments with additional prod
uct coverage. It also gave farmers the option to update the base acreage for 
production flexibility contract payments as well as the new countercycli
cal payments. The act also extended the long-standing programs of non
recourse loans, marketing loans, and loan deficiency payments with broad
ened product coverage. It generally raised the loan rates, albeit marginally, 
and eliminated the need to revise them on the basis of a moving average. 
There were fresh doses of subsidization in dairy products, peanuts, and 
sugar as well. For dairy products, market loss assistance was institution
alized, for sugar the forfeiture penalties revoked, and for peanuts a new 
structure of support established. 

• The United States submitted ambitious proposals in the negotiations on 
agriculture in the Doha Round and maintained its approach, seeking deep 
reform even after the enactment of the FSRI Act of 2002. However, with 
the Congress in a generous mood toward farmers, the commitment of 
the administration to such reform was bound to weaken, and this finally 
happened in August 2003, when the joint EC-U.S. paper was circulated. 
After the failure at Cancun it was the United States that took the initia
tive to revive the Doha talks through an accord on the elimination of ex
port subsidies, which was one of the elements of the U.S. stand at the out
set. However, in the area of domestic support a change in the direction of 
the U.S. stand on reform of world agriculture became evident when it 
pushed vigorously for the retention of the Blue Box, reversing its stand 
of many years that domestic support measures must be put in only two 
categories, exempt and nonexempt. Even more egregious was the U.S. 
proposal that the condition of production-limiting programs be elimi
nated and a new Blue Box created. In an effort to find a home for the 
newly introduced countercyclical payments, secure from reduction com
mitments, the United States did not relent on this suggestion until an 
agreement was reached in the July Framework to negotiate the criteria 
for the Blue Box. 

• Although the domestic policy changes led to a weakening of the U.S. com
mitment to reform world agriculture, the WTO dispute settlement ma
chinery generated some pressures on it for moderation of subsidy prac-
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tices. In United States—Subsidies on Upland Cotton, the Appellate Body 
found many of the country's domestic support programs actionable under 
the ASCM and also saw Step 2 payments and export credit guarantees as 
falling in the category of prohibited subsidies under that agreement. 

Appendix 6A: Supplemental Tables 

TABLE 6A.1 Elements of U.S. Base Total AMS (million US$) 

Market price Deficiency Other nonexempt Other product-
Product support payments direct payments specific support AMS 

Barley 0 219 42 75 336 
Corn 0 4,960 1,640 1,238 7,838 
Cotton 0 1,120 1,053 177 2,349 
Dairy products 6,156 0 8 -398 5,766 
Honey 0 0 42 12 55 
Mohair 0 46 0 0 46 
Peanuts 347 0 0 0 347 
Rice 0 520 401 58 980 
Sorghum 0 490 313 154 957 
Sugar 1,041 0 0 13 1,054 
Wheat 0 2,706 820 547 4,073 
Wool 0 78 0 0 78 
Total 7,544 10,139 4,319 1,876 23,879 

S O U R C E : WTO Doc. G/AG/AGST/Vol. 3, containing ; Supporting Tables relating I to commitments on agricul-
tural products notified by WTO members. 
N O T E : The United States calculated the Base Total AMS in the notifications on the basis of the average for 
1986-88 or for 1986, whichever was higher. The compilation here is on the same basis. 
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7 The Cairns Group, the Group of 20, 
and the Group of 33 

The weeks immediately preceding the ministerial meeting at Punta del Este that 
launched the Uruguay Round saw the emergence of the Cairns Group (named 
after the Australian city where the members held their first meeting) as a coali
tion of countries exporting agricultural products. At that meeting, held on Au
gust 27,1986, some 14 countries joined in a common resolve to ensure that the 
WTO negotiations addressed agricultural protectionism comprehensively and 
successfully.1 In the declaration adopted at their first ministerial meeting, mem
bers of the group termed themselves "fair traders in agriculture." Their aim was 
to "seek the removal of market access barriers, substantial reductions of agri
cultural subsidies and the elimination, within an agreed period, of subsidies af
fecting agricultural trade" (Cairns Group 1986). 

Since then, although the group has been unrelenting as a forceful advocate 
of agricultural trade liberalization, it has not really lived up to its potential to 
develop into a third force in the WTO negotiations. In fact, by the time the Fifth 
Ministerial Meeting of the WTO was held at Cancun in September 2003, that 
role seemed to have passed on to the Group of 20 developing countries (G20), 
some of whose leading members belonged to the Cairns Group. Some Cairns 
Group members even joined the protectionist Group of 33, the main objective 
of which was to press for limiting the market access commitments of develop
ing countries. 

This chapter provides a description of the role played by the Cairns Group 
during the Uruguay Round negotiations and discusses the Uruguay Round com
mitments and their implementation by the group's members. We also give an 
account of the group's participation in the Doha Round negotiations before it 
was weakened by some of its members joining other alliances. We then take up 
the role played by the G20 as it gradually rose into prominence and became the 
most effective voice of the developing countries in the negotiations. We further 

1. The original members were Argentina, Australia, Brazil, Canada, Chile, Colombia, Fiji, 
Hungary, Indonesia, Malaysia, New Zealand, the Philippines, Thailand, and Uruguay. 

189 
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describe the participation in the negotiations of the G33, which also forcefully 
advocated for the defensive concerns of the developing countries. 

The Cairns Group in the Uruguay Round 

The goals of the Cairns Group in the negotiations were close to those of the 
United States in the early phase of the negotiations and included (1) substantial 
reduction of existing tariffs and tariffication of all nontariff barriers, (2) sub
stantial reduction of distorting internal support measures, (3) elimination and 
prohibition of export subsidies, and (4) special and differential (S&D) treatment 
of least developed countries. Throughout the negotiations, the group main
tained a unified approach in pressing for a successful outcome on agriculture. 
Members of the group played a major role in keeping the negotiations on agri
culture on course, not only by submitting joint negotiating proposals but also 
by threatening from time to time not to participate in the negotiations in other 
areas unless there were indications of substantial progress in agriculture. At the 
midterm review meeting held at Montreal in December 1988, as well as at the 
Brussels Ministerial Meeting in November 1990, the Latin American members 
of the group engineered crises by walking out of the negotiations altogether 
when there was a stalemate on agriculture. The group played a key role in April 
1989 in fostering the framework agreement on the basis of which negotiations 
resumed after the midterm review. 

After the failure at Brussels, the influence of the Cairns Group on the 
course of the Uruguay Round negotiations waned somewhat. Although the 
group's members welcomed the proposals made in December 1991 by the di
rector general of GATT at the time, Arthur Dunkel, for compromise on all con
tentious issues, they were frustrated by the EC's rejection of the specific pro
posals on agriculture. They lacked the clout to force the issue and convince the 
EC to accept meaningful results in agriculture. As we have seen, in the Blair 
House agreements of 1992 and 1993 the EC succeeded in persuading the United 
States to considerably scale down its level of ambition. That the Blair House 
agreements had shrunk the package with respect to domestic support and ex
port subsidies was clear to the members of the Cairns Group even then. But the 
group tamely accepted the bad deal. It was only at the ministerial meeting held 
at Montevideo on May 19-20, 1994 that the Cairns Group expressed its dis
appointment in the bilateral agreements between the major economies that had 
affected their prospects. 

The Evolution of Cairns Group Membership 

Several changes took place in the composition of the Cairns Group after the 
Uruguay Round. Hungary opted out of the group in 1997 in view of its appli-
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FIGURE 7.1 Share of agricultural exports in total merchandise exports of Cairns 
Group countries, 1990 and 2000 

Percent 

S O U R C E : WTO (2001). 
N O T E : Bolivia and Fiji are excluded due to nonavailability of comparable data. 

cation for accession to the European Union. Paraguay joined the group in 1977, 
South Africa in 1998, and Bolivia, Costa Rica, and Guatemala in 1999. In 2002, 
the membership included 18 countries at various stages o f economic develop
ment, namely Argentina, Bolivia, Brazil, Canada, Chile, Colombia, Costa Rica, 
Guatemala, Paraguay, and Uruguay (in the Americas); Australia, F i j i , and New 
Zealand (in Australasia); Indonesia, Malaysia, the Philippines, and Thailand (in 
Asia); and South Africa (in Africa). Some newer members are overwhelmingly 
dependent on agriculture for export earnings (see Figure 7.1), albeit less so than 
in 1990. 

Implementation of the Uruguay Round Commitments 
by Cairns Group Members 

Although there was considerable diversity in the Uruguay Round reduction 
commitments undertaken by the members o f the Cairns Group and their i m 
plementation, what the members o f the group had in common was an overall 
low level o f support and protection, which was generally reduced even further 
over the implementation period. 
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FIGURE 7.2 Average bound and applied agricultural tariffs in selected Cairns Group 
countries: A comparison 

Average tariff (%) 

S O U R C E : Gibson et al. (2001). 
N O T E : The applied rates are for 1998 except for Brazil, Colombia, and Costa Rica (1999), Indone
sia (1996), and Thailand (1995). 

Market Access 

The developing country members o f the Cairns Group bound their tariffs at a 
relatively high level, but the applied levels were generally much lower, except 
in the case o f Thailand (see Figure 7.2). In 1995, the applied rates were higher 
than the final bound rates in Thailand, because the final rates were to become 
effective only at the end o f the implementation period. However, in 1997, fo l 
lowing the Asian financial crisis, Thailand raised tariffs on some imported prod
ucts, with the result that the applied rates exceeded the bound rates for 550 tar
i f f lines, most o f which are agricultural products. In 1999, it was noted that for 
several products the applied rate was higher than the bound rate for that year, 
and thus Thailand was in breach o f its obligations. However, the Thai Ministry 
o f Finance issued instructions stipulating that where the import duty was higher 
than the bound rates, only bound rates would apply to goods imported from 
WTO members (WTO Doc. WT/TPR/S/63) . 

There was considerable disparity in the tariff structures and commitments 
o f the three developed country members o f the Cairns Group. Although New 
Zealand had only ad valorem tariffs and Australia had a few tariff lines for which 
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tariffs were expressed in specific terms (particularly dairy products, sugar, and 
tobacco), Canada relied on specific and compound tariffs to the extent of 20 
percent (OECD 2001b). The ad valorem tariffs of Australia and New Zealand 
were generally low, with the highest in the range of29-35 percent. On the other 
hand, Canadian tariffs, particularly those that resulted from tariffication, were 
high enough to resemble the tariffs of some of the major industrialized coun
tries. Tariffs on poultry and dairy products were in the range of 200-300 per
cent. The effective level of tariff on some of these products could be even higher, 
because ad valorem tariffs were subject to minima expressed in specific terms. 
For instance, for butter (HS tariff line 0405.00.92) the bound level of tariff af
ter reduction was 313.60 percent, but not less than 512.4 cents per kg. Accord
ing to calculations (OECD 2001b), in 1996 the production-weighted average 
applied MFN tariff rates in percentage terms on food, beverages, and tobacco 
were 3.3 (Australia), 5.2 (New Zealand), and 57.4 (Canada) compared with 32.5 
in the United States. The OECD study noted the dramatic increase in Canadian 
tariffs following the tariffication of poultry and dairy products. 

With regard to reduction of agricultural tariffs, all developed country 
members of the Cairns Group made good contributions during the Uruguay 
Round. Australia's performance was the most impressive, with an average cut 
in tariffs of 48 percent, while Canada had a simple average reduction of 38 per
cent (Wainio, Gibson, and Whitley 1999). 

Some Cairns Group members also opted for tariff rate quotas (TRQs) for 
products for which tariffication had taken place. While the percentage of agri
cultural tariff lines with TRQs was nil in New Zealand and 1 percent in Aus
tralia, the figure of 12 percent for Canada compares unfavorably even with that 
of the EC (10 percent) and the United States (8 percent). In their schedules a 
number of Cairns Group countries also reserved the right to invoke special agri
cultural safeguards. The proportion of agricultural tariff lines for which such 
reservation was made is substantial (see Figure 7.3), but it is noteworthy that 
these safeguards were used by none of them. 

An area of concern for the trading partners of some of the developing coun
try members of the Cairns Group was the use of state trading enterprises (STEs) 
as import monopolies. For instance, Indonesia had low tariffs, but imports 
were routed through Badan Urusan Logistik (BULOG). Until September 1998, 
BULOG had exclusive rights to import rice, wheat and wheat flour, soybeans, 
and sugar. After 1998, BULOG introduced the system of public tender for im
ports. Similarly, Malaysia imported rice through Padiberas Nasional Berhad 
(Bernas). These enterprises were among the 10 largest importing STEs in the 
world (in terms of value of imports) during 1992-95 (Ackerman and Dixit 
1999). In Thailand, too, STEs were often the exclusive beneficiaries of in-quota 
import allocations for a number of products subject to tariffication (WTO Doc. 
WT/TPR/S/63). 
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FIGURE 7.3 Percentage of agricultural tariff lines in Cairns Group countries with 
reservation for safeguards 

Indonesia ~J | 
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Malaysia 
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Thailand 
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Costa Rica 

Colombia 

South Africa 

S O U R C E : WTO Doc. G/AG/NG/S/9. 

Domestic Support 

As shown in Table 7.1, the trend was toward declining use o f domestic support 
measures, and members generally maintained their Current Total A M S below, 
or much below, the Annual Commitment Levels. In fact, New Zealand has el im
inated Amber Box measures altogether. Costa Rica had also virtually ceased us
ing Amber Box measures, and the percentage utilization o f the Annual Com
mitment Level by Colombia was very low from the outset. Brazil and South 
Africa sharply reduced their domestic subsidies. Although Australia's domes
tic support measures maintained a slow decline, in Canada and Thailand there 
was a rise in the level o f use o f the bound commitments. In Argentina's case, 
excessive inflation caused domestic support levels to overshoot commitment 
levels in nominal terms in the first year o f the implementation period. It may be 
recalled from Chapter 2 that the rules (Article 18, paragraph 4) mandate that 
members "give due consideration to the influence o f excessive rates o f inflation 
on the ability o f any Member to abide by its domestic support commitments." 

Figure 7.4 shows the Current Total A M S o f Cairns Group countries as 
a percentage o f the total value o f agricultural production during the period 1995-
2000. Where the total value o f agricultural production was not available, we used 
as the denominator the value added in agriculture from the World Development 
Reports. For no member o f the group did the number exceed 4 percent in the 
latest year for which notifications were available. 

Figure 7.5 shows the composition o f domestic support for all members o f 
the Cairns Group that undertook reduction commitments. A general downward 



TABLE 7.1 Current Total AMS as a percentage of Cairns Group countries' annual 
commitment, 1995-99 

Levels 1995 1996 1997 1998 1999 

Argentina 144 100 100 99 100 
Australia 27 26 25 23 12.6 
Brazil 0 0 0 0 NA 
Canada 15 12 1 1 17 21 
Colombia 15 1 4 3 2 
Costa Rica 0 0 0 0 9 
New Zealand 0 0 0 0 0 
South Africa 67 82 97 38 38 
Thailand 72 60 79 79 84 

S O U R C E : WTO Doc. TN/AG/S/13. 

N O T E : NA, not notified and therefore not reflected in the source document. 

FIGURE 7.4 Current Total AMS of Cairns Group countries as a percentage of the 
value of agricultural production, 1995-2000 

Percent 
6 | 

Argentina Australia Brazil Canada Colombia Costa New South Thailand 
R i c a Zealand Africa 

S O U R C E S : For Argentina, Australia, Brazil, Canada, New Zealand, South Africa, and Thailand, the 
data on the value of production are from WTO Doc. TN/AG/S/21. For Colombia and Costa Rica, 
the data on value added are from World Bank (2005). The data on Current Total AMS are from 
WTO Doc. TN/AG/S/13. 
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trend is discernible in total domestic support in the case of all the countries ex
cept Australia, where Green Box subsidies increased by a small amount. 

Australia and New Zealand had carried out fundamental and far-reaching 
reforms in the agriculture sector even before the Uruguay Round ended and 
brought about a major reduction in production and trade-distorting support 
measures. Since 1986-88, Australia has abolished domestic monopoly pricing 
for sugar, decreased assistance for the production of milk, and removed gov
ernment loan guarantees. The only Amber Box measure Australia had in the late 
1990s was its support scheme for milk. The government set farm-gate prices 
for fresh milk and operated a mix of pooling and quota arrangements for milk 
used to make dairy products. The support mechanism also included a levy paid 
by producers of milk. Much of this changed in June 2000 when the Domestic 
Market Support Scheme was terminated. A structural adjustment package 
of about US$1.2 billion was announced as compensation to producers for de
regulation. Payments were to be based on 1998-99 milk deliveries and dis
bursed over an eight-year period. In addition, exit payments were also to be 
made to those leaving the sector (OECD 2000). With the phase-out of the do
mestic market support scheme for milk, Australia's Amber Box measures wil l 
shrink further and give way to Green Box measures. 

With the lowest support levels among developed countries, New Zealand's 
domestic support consisted entirely of Green Box measures, with the bulk of 
the expenditures going for research and other general services. A l l other pay
ments (whether based on historical entitlements, overall farm incomes, or input 
use) were eliminated, in some cases in the late 1980s and early 1990s. 

Canada, too, undertook major reforms in domestic support since the base 
period. It eliminated the Western Grain Stabilisation Act as well as the trans
port subsidies provided by the Western Grain Transportation Act. It also 
phased out the Gross Revenue Insurance Programme, Feed Freight Assis
tance, and the National Tripartite Stabilisation Programme (OECD 2001b). 
There was undoubtedly movement toward greater market orientation, but this 
was unequal over sectors. The dairy sector continued to be heavily supported; 
in fact, the prices received by milk producers in 2000 were estimated to have 
been more than double the world prices (OECD 2001a). Canada also in
creasingly shifted toward decoupled income support during the implementa
tion period. Like its neighbor the United States, Canada introduced income 
support payments, based on historical entitlements and delivered as emer
gency ad hoc payments. As discussed in Chapter 6, these payments were po
tentially distortionary. 

Among the developing country members of the Cairns Group, South 
Africa and Thailand had the largest Amber Box domestic support programs dur
ing the implementation period. In South Africa, market price support consti
tuted the main element of the domestic support program, and at the beginning 
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of the implementation period the main crops covered by it were wheat, maize, 
sugar, and tobacco. However, in 1997 a major reform was undertaken and mar
ket price support was curtailed sharply. South Africa's notifications for 1998 
and 1999 showed that only sugar was covered by market price support. Thai
land's Amber Box measures covered mainly rice, which was supported by mar
ket price support, a warehousing and pledging scheme, and soft loans. Under 
the warehousing and pledging scheme, farmers were provided liquidity at a low 
interest rate while waiting for a higher price. During the implementation period, 
Thailand also extended market price support to other crops, notably onions, 
jute, and tapioca. 

Argentina's AMS commitment covered only product-specific payments 
for tobacco. Argentina's domestic support included a modest use of the Green 
Box, but there were no subsidies under the S&D exemptions or the de minimis 
provision. In Brazil, the main products benefiting from domestic support pro
grams were wheat and cotton. Although that country had a market price sup
port scheme extending over a number of products, the support price was sub
stantially above the fixed external reference price only in the case of cotton. 

A feature of domestic support in the developing country members of the 
Cairns Group was that almost all of them had substantial programs on input and 
investment subsidies falling under the exemption under Article 6.2 of the Agree
ment on Agriculture. Six of the nine Cairns Group members that did not have 
AMS reduction commitments did not have any subsidies under the de minimis 
provision either. The three that did have de minimis subsidies were Chile, the 
Philippines, and Uruguay, but these subsidies constituted a fraction of 1 percent 
of the total value of their agricultural production. 

Export Competition 

Several Cairns Group countries were using export subsidies across a range of 
products in the early 1990s. Of the current members of the group, eight (Aus
tralia, Canada, Colombia, Costa Rica, Indonesia, New Zealand, South Africa, 
and Uruguay) made export subsidy commitments in the Uruguay Round. A fea
ture of implementation of the Uruguay Round commitments on export subsi
dies by the members of the group was that, except for Australia and Canada, 
they either did not use export subsidies from the outset or rapidly moved toward 
giving them up. New Zealand did not use export subsidies at all except for a 
nominal amount in 1995. Indonesia's commitment covered export subsidies on 
rice, but because it did not export rice in the period 1995-98 the occasion did 
not arise for it to use export subsidies. Uruguay's commitments covered rice, 
butter, and oilcake, but its actual use of export subsidies was nil. Colombia had 
scheduled commitments over an array of commodities, but it stopped using ex
port subsidies in 1999. Costa Rica's export subsidies were mainly in the form 
of tax credit certificates, which were eliminated partially on September 30, 
1996, and fully on September 30, 1999 (WTO Doc. G/AG/N/CR1/10). South 
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Africa, too, had scheduled commitments over a variety of products and initially 
made wide use of export subsidies. However, after the termination of the Gen
eral Export Incentive Scheme in July 1997 it subsidized the exports only of 
sugar. Australia, too, did not use export subsidies from 1995 to 1997, but it no
tified the use of these subsidies in 1998 and 1999 (WTO Doc. G/AG/NG/S/121 
Rev. 1). In Canada, the internal transportation subsidies granted on export ship
ments on the basis of the Western Grains Transportation Act were eliminated in 
1995. The same year, Canada replaced the producer-funded export subsidies on 
dairy products with a pricing arrangement for milk, and on that basis it claimed 
in its notifications that it had stopped using export subsidies after 1996-97. 
However, a dispute was raised on the pricing arrangement, and in October 1999 
the Appellate Body ruled that Canada was not in compliance with its obliga
tions because the pricing system constituted an export subsidy and exports un
der the arrangement exceeded the country's quantity commitments (WTO 
Docs. WT/DS103/AB/RandWT/DS113/AB/R). Thailand has no export sub
sidy reduction commitment, but in 1995, 1996, and 1997 it notified the use of 
subsidies on the costs of marketing exports, for which developing countries are 
exempted from reduction commitments. The subsidized products were rice, 
eggs, and manioc pellets, and the annual amount was in the range of US$4-15 
million. 

In 1992-95, the three developed country members of the Cairns Group ac
counted for most of the export-oriented STEs of the world, some of which were 
exclusive exporters of important products (Table 7.2). Of those reported to the 
WTO in 1995 and 1996, the largest exporter STEs were the Canadian Wheat 
Board, the New Zealand Dairy Board, the Australian Wheat Board, and the 
Queensland Sugar Corporation, with an average export turnover of US$900 to 
$3,200 million per annum during the period 1992-95. 

The Canadian Wheat Board was the monopoly marketing agent for wheat 
and barley in Western Canada and maintained complete control over domestic, 
interprovincial, and international sales. It set producer prices and pooled rev
enues. Canada maintains that in the current system the board has strengthened 
Canada's export competitiveness, bargaining position, and risk management 
(WTO 1996a). 

The other STE in Canada that attracted attention was the Canadian Dairy 
Commission, although it was much smaller than the Wheat Board (WTO Doc. 
G/STR/N/4/CAN). Established by the Canadian Dairy Commission Act 
(1996), it started operations with the beginning of the dairy support year on 
April 1,1997. Although it had no monopoly exporting rights, as mentioned ear
lier the Appellate Body of the WTO had ruled that its policy of setting prices 
constituted an export subsidy. A two-tier pricing scheme under Canada's dairy 
pool system, which pooled revenues, allowed the delivery of low-priced milk 
to processors for the manufacture of products to be exported and balanced these 
lower returns with the higher returns earned on the domestic market. This en-
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TABLE 7.2 Exporter state trading enterprises and agricultural trade in Cairns Group 
countries, 1992-95 

Country STE 

Average annual 
export value 

Commodities (million US$) 

More than US$1 billion 
Canada Canadian Wheat Board Wheat, barley 
New Zealand New Zealand Dairy Board Dairy products 
Australia Australian Wheat Board Wheat 

US$500 million to $1 billion 
Australia Queensland Sugar Corporation Raw sugar 

US$100 million to $500 million 
Australia New South Wales Rice 

Marketing Board 
South Africa a Unifruco for the Deciduous 

Fruit Board 

New Zealand New Zealand Kiwifruit Board 
Turkey Soil Products Offices 
South Africa a Maize Board 
New Zealand New Zealand Apple and 

Pear Marketing Board 
South Africa a Citrus Board 
Israel Ornamental Plants Board 
Australia Australian Dairy Corporation 

Rice 

Apples, apricots, 
grapes, nec
tarines, peaches, 
pears, plums, 
prunes 

Kiwifruit 
Wheat, barley 
Corn 
Apples, pears 

Citrus fruits 
Cut flowers 
Dairy products 

3,213 
1,805 
1,401 

925 

361 

286 

237 
194 
194 
192 

184 
129 
128 

S O U R C E : Ackerman and Dixit (1999). 
a South Africa terminated its marketing board operations in 1997. 

abled Canadian milk to be removed from the domestic market at internation
ally competitive prices. In Australia's dairy revenue-pooling system, too, there 
was a potential to treat the produce for exports in more favorable terms than that 
for domestic production and thereby extend export subsidies. 

The Australian Wheat Board (AWB) was Australia's largest STE in agri
culture and had exclusive control over wheat exports from Australia. The Wheat 
Marketing Act of 1989 deregulated the domestic wheat market, but chose to re
tain the AWB's status as the single-desk (monopoly) exporter of wheat. A l 
though the board's primary role was to maximize net returns to wheat produc
ers, its role was broadened in 1992 to allow it to take up value-adding activities 
for the benefit of producers (WTO Docs. WT/TPR/S/41 and G/STR/N/5/ 
AUS). With Australia's wheat exports in the range of 79 percent of its produc-
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tion in 1994-97, the board had control over as much as 13 percent of the world 
wheat exports during that period (Ackerman and Dixit 1999). 

The organization of the AWB changed after the conclusion of the Uruguay 
Round. Until July 1999, the board was a government corporation, but later 
wheat producers took over what became AWB Ltd . 2 The Australian government 
put an end to the system of guaranteeing the board's initial pool payments to 
producers with the aim of minimizing potential distortion in the world wheat 
trade. However, the Australian Wheat Board International (AWBI), a wholly 
owned subsidiary of the AWB, continued to operate the national pool to which 
growers delivered produce through the single desk. The AWBI's responsibility 
was to maximize the net pool returns for growers who sold wheat into the na
tional pool by securing, developing, and maintaining export markets for wheat 
and minimizing costs. The AWBI was the monopoly exporter of bulk wheat 
from Australia. 

New Zealand had neither export taxes nor subsidies on agricultural prod
ucts. However, five of New Zealand's eight notified STEs had export monopoly 
rights for their products (WTO Doc. G/STR/N/1/NZL). Of these the most im
portant and the largest was the New Zealand Dairy Board.3 New Zealand seeks 
to justify its use of export monopolies as necessary to obtain the best possible 
return from world markets for New Zealand producers. About 99 percent of the 
dairy exports of New Zealand were undertaken by the board (WTO 1997). The 
board purchased the products to be exported from producers and set the export 
prices and quantities for different products with respect to each export market. 

Article X V I I of GATT 1994 allows the use of monopolies for both exports 
and imports but mandates that members ensure that they act in accordance with 
commercial considerations. But the problem for export monopolies arises less 
in relation to Article X V I I of GATT 1994 and more in relation to the commit
ments on export subsidies under the Agreement on Agriculture. Although the 
activities of export monopolies are not listed among the programs subject to re
duction commitments, the provision on preventing the circumvention of export 
subsidy commitments (Article 10, para. 1 of the Agreement on Agriculture) 
quite clearly covers such monopolies. In the context of single-desk exporters 
(enterprises with responsibility for domestic and export sales), there is a par-

2. The AWB's corporate structure consists of two classes of shares. Class A shares are is
sued to wheat growers who grow at least 100 MT of wheat on a three-year rolling basis. These 
shares are nontransferable and non-dividend-bearing. However, A class shareholders control the 
AWB by electing a majority on the board of directors. Class B shares, which bear a dividend, are 
freely tradable between wheat growers and nongrowers, though no shareholder may own more than 
10 percent of the Class B shares on issue. B class shareholders have a right to elect a minority of 
the board of directors. For more information, see <http://www.awb.com.au/AWB/user/about/ 
about_corporate_structure.asp>. 

3. Other STEs were for apples, hops, kiwifruit, pears, and raspberries. There was also a Meat 
Producers Board and a Wool Board with regulatory authority vis-a-vis marketing and export licensing. 
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ticular problem in view of the potential for cross-subsidization, price discrimi
nation, and price pooling. Higher prices charged to domestic consumers can be 
used to subsidize exports. The practices of single-desk exporters are viewed 
with suspicion, particularly because they are not always transparent. It is diffi
cult to envisage an agreement to eliminate export subsidies without imposing 
substantial disciplines on single-desk exporters. 

The Cairns Group in the Doha Round 

While the policies of some members of the Cairns Group showed a few weak
nesses, as described in the previous section, in overall terms the group was in a 
good position at the commencement of the Doha Round to press for and obtain 
a radical reform of world agriculture. After the conclusion of the Uruguay 
Round, the group continued to hold ministerial meetings at which its members 
maintained their strong thrust for agricultural trade liberalization and reaffirmed 
their unwavering commitment to the objective of securing a fundamental re
form of world agriculture. 

When the Doha Round negotiations began in 2000 under the built-in 
agenda of the WTO Agreement, the negotiating proposals of the Cairns Group 
on export competition (WTO Doc. G/AG/NG/W/11) and domestic support 
(WTO Doc. G/AG/NG/W/35) had the support of all its 18 members. However, 
some divergences in the points of view of individual members of the group sur
faced thereafter. High tariffs on dairy and poultry products led Canada to sub
mit its own negotiating proposals (WTO Doc. G/AG/NG/W/12) on market ac
cess. The Cairns Group's proposal on market access (WTO Doc. G/AG/NG/ 
W/54) did not include the names of Canada and Fiji among its sponsors. Com
menting on the Cairns Group proposal, Canada expressed its belief that the 
ideas set out in its own paper offered "more targeted and practical approaches 
to achieving real and substantial market access improvements" (WTO Doc. 
G/AG/NG/W/63). In place of the Cairns Group proposal for deep cuts of all 
tariffs on the basis of a formula, Canada suggested the alternative approach of 
expanding the tariff rate quotas for certain products. At about the same time that 
the Cairns Group (excluding Canada and Fiji) circulated its proposal on mar
ket access, Fiji joined the EC, Japan, Norway, Switzerland, and others in sub
mitting a note on nontrade concerns (WTO Doc. G/AG/NG/W/36/Rev. 1), the 
main objective of which was to limit rather than promote liberalization. The 
Cairns Group proposals on export competition did not contain any suggestion 
on the issue of STEs with monopoly rights, on which Australia, Canada, and 
New Zealand had a defensive position. In a separate paper (WTO Doc. G/AG/ 
NG/W/104), the countries of the Southern Common Market, along with Chile 
and Colombia, proposed the imposition of disciplines on the activities of such 
enterprises. 
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The main elements of the Caims Group position were defined in 2002 
when the WTO members were called upon to provide specific inputs to the ne
gotiating process. The Cairns Group envisaged elimination of Amber and Blue 
Box measures by all members, by the developed country members in five years 
and the developing country members in nine. A l l Boxes were to be capped. The 
group envisaged elimination of export subsidies in three years by the developed 
countries and in six years by the developing countries. In the area of market ac
cess, the proposal was to apply the Swiss harmonization formula, with a ceil
ing of 25 percent for developed countries and lower amounts of tariff reduction 
for the developing countries. Developed countries were called upon to increase 
the TRQs to 20 percent of domestic consumption. 

While the Cairns Group proposals showed that its members were not re
lenting in their quest for radical reform of world agriculture, cohesion among 
the members of the group was under strain. In addition to Canada and Fiji, 
Indonesia and the Philippines did not join in sponsoring the negotiating proposal 
on market access. Indonesia and the Philippines separately proposed a food se
curity mechanism that would give developing countries the maximum flexibility 
in the rules and disciplines pertaining to market access with respect to primary 
staple foods and other commodities meeting certain criteria. Canada submitted 
separate proposals on market access as well as domestic support. Fiji remained 
aloof altogether. The specific proposals on export competition purporting to be 
from the Cairns Group did not show the names of the sponsoring members and 
significantly did not contain any proposal on state trading monopolies. Some of 
the Cairns Group members introduced proposals individually or jointly on spe
cific aspects of the negotiations, deviating from the line taken by the group. 

The Emergence of Other Alliances: The G20 and G33 

In the run-up to the ministerial meeting at Cancun in 2003, the Cairns Group 
was in considerable disarray. Australia, Canada, and New Zealand were to
gether in defending STE exporting monopolies but were divided on market ac
cess proposals. The approach of certain Asian members on market access was 
markedly different from that of others in the group. Only the Latin American 
members of the group seemed willing to adopt the same rules for themselves 
as they proposed for the developed countries. A l l this affected the credibility of 
the Cairns Group as a potential third force in the negotiations. Regional inte
gration arrangements also took their toll. Canada had already joined the North 
America Free Trade Agreement along with the United States and Mexico. The 
EC-South Africa and U.S.-Australia Free Trade Areas weakened the Cairns 
Group further. The position of the group as a serious interlocutor in agricultural 
negotiations along with the United States and the EC was in doubt. 

The G20 filled the vacuum created by the decline in the influence of the 
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Cairns Group as a force in the negotiations.4 This group included a number of 
the developing country members of the Cairns Group, such as Argentina and 
Brazil, and its position was considerably bolstered by the inclusion of China 
and India. The G20 kept alive the proposal for deep reform favored by the 
Cairns Group and earlier by the United States. However, a feature of its initial 
proposals submitted in 2003 during the preparations for the Cancun Minister
ial Session was the large difference in the levels of liberalization to be under
taken by the developed and developing countries. The group envisaged a ceil
ing on the tariffs of the developed countries, but not of the developing countries. 
The developed countries would expand their TRQs by a percentage of domes
tic consumption and eliminate in-quota tariffs, while the developing countries 
would not be subject to these requirements at all. In the area of domestic sup
port, the group proposed elimination of exemptions for the Blue Box and re
duction of the de minimis levels for the developed countries. A new element was 
a proposal that all trade-distorting domestic support measures be reduced on a 
product-specific basis. Products benefiting from domestic support that were ex
ported and had a high share of world exports would be subject to greater re
duction. In addition, direct payments under the Green Box would be capped 
and/or reduced by the developed countries. For the developing countries, the 
scope of Article 6.2 would be expanded and the de minimis exception main
tained at the existing level. A l l export subsidies would be eliminated over an 
agreed period, but the developing countries would retain the exemption from 
reduction commitments of certain export subsidy practices listed in Article 9.4 
of the Agreement on Agriculture. 

Because the membership of the G20 was quite diverse, and included some 
prominent countries like China and India that also had a pronounced defensive 
interest with respect to market access, the group's proposals reflected the inter
ests of a large number of developing countries and received considerable sup
port from outside the group. In particular, its proposals for S&D treatment were 
welcomed by other developing countries, because they not only sought to main
tain the existing policy instruments but also to give the developing countries 
further room to maneuver in adopting measures for promoting agriculture. The 
emphasis of the G20 proposals on the preservation of Article 6.2 of the Agree
ment on Agriculture clearly reflected the fact that a large number of developing 
countries were availing themselves of the flexibility in the provision. During the 
period 1995-98, for which the WTO Secretariat had compiled information 
(WTO Docs. G/AG/NG/S/2 and G/AG/NG/S/12/Rev. 1), no fewer than 25 

4. The original members of the G20 were Argentina, Brazil, Bolivia, China, Chile, Colom
bia, Costa Rica, Cuba, Ecuador, El Salvador, Guatemala, India, Mexico, Pakistan, Paraguay, Peru, 
the Philippines, South Africa, Thailand, and Venezuela. Subsequently El Salvador left, but In
donesia and Nigeria joined. Since the Cancun meeting, Colombia, Costa Rica, Ecuador, Guatemala, 
and Peru have dissociated themselves from the group. The group has retained the name G20. 



The Cairns Group, the G20, and the G33 205 

FIGURE 7.6 De minimis as a percentage of the value of agricultural production in 
developing countries, 1995-2000 

Percent 
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S O U R C E S : For Brazil, Chile, India, Israel, Jordan, Peru, the Philippines, South Africa, Thailand, 
Tunisia, and Uruguay, the data on the value of production are from WTO Doc. TN/AG/S/21. For 
Barbados, Korea, Pakistan, and Turkey, the data on value added are from World Bank (2005). The 
data on de minimis are from WTO Doc. TN/AG/S/16. 

developing countries, including several members o f the Group, had notified to 
the W T O that they had schemes in operation that qualified for this exemption. 5 

The W T O Secretariat document TN/AG/S /16 also brought out that only 16 de
veloping country members benefited from the de minimis provision during the 
period 1995-2000. 6 As Figure 7.6 shows, in no developing country except Peru 
did the total o f product-specific and non-product-specific de minimis domestic 
support as a percentage o f the value o f agricultural production or agricultural 
value added reach even 5 percent during that period. In proposing no change in 
the de minimis values for the developing countries, the G20 clearly wanted de
veloping countries to retain room to maneuver. 

5. The countries notifying to the WTO were Bahrain, Brazil, Chile, Colombia, Costa Rica, 
Cyprus, Egypt, Fiji, Honduras, India, Korea, Malaysia, the Maldives, Mexico, Morocco, Namibia, 
Pakistan, Paraguay, the Philippines, Sri Lanka, Thailand, Tunisia, Turkey, Uruguay, and Venezuela. 

6. The countries benefiting were Barbados, Brazil, Chile, Cyprus, India, Israel, Jordan, Ko
rea, Pakistan, Peru, the Philippines, South Africa, Thailand, Tunisia, Turkey, and Uruguay. Cyprus 
is not included in Figure 7.6 because data on the total value of agricultural production or agricul
tural value added are not available. 
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FIGURE 7.7 Current AMS as a percentage of the value of agricultural production in 
developing countries with AMS commitments, 1995-2000 

S O U R C E S : For Argentina, Brazil, Israel, Jordan, Mexico, South Africa, Thailand, and Tunisia, the data 
on the value of production are from WTO Doc. TN/AG/S/21. For Colombia, Costa Rica, Korea, 
Morocco, and Venezuela, the data on value added are from World Bank (2005). The data on Cur
rent AMS are from WTO Doc. TN/AG/S/13. 

The overall position o f the G20 regarding the sparing use o f trade-distort
ing subsidies by the developing countries in general, and particularly the low 
level o f current A M S o f the 15 developing country members that had under
taken reduction commitments, enabled the G20 to take a strident position on re
duction of trade-distorting domestic support by the developed countries. Fig
ure 7.7 shows the current A M S o f these members 7 as a percentage o f the total 
value o f agricultural production or, where this is not available, as a percentage 
o f the agricultural value added. It can be seen that in 2000 the percentage was 
less than 5 percent for all except Israel and Korea. 

The willingness o f the G20 for the developing countries to subscribe to the 
general requirement for elimination o f export subsidies reflected the fact that 
there had been a declining trend in the use o f such subsidies by the 12 devel
oping countries that had undertaken reduction commitments, as is evident from 

7. Argentina, Brazil, Colombia, Costa Rica, Cyprus, Israel, Jordan, Korea, Mexico, Mo
rocco, Papua New Guinea, South Africa, Thailand, Tunisia, and Venezuela. Cyprus is not included 
in Figure 7.7 because data on the total value of agricultural production or agricultural value added 
are not available. Papua New Guinea is also excluded because its notification on Current AMS was 
not received. 
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TABLE 7.3 Export subsidies of G20 developing countries, 1995-98 (million US$) 

Country 1995 1996 1997 1998 

Brazil 0 0 0 0 
Colombia 18 22 25 23 
Costa Rica 0 0 105 123 
Cyprus 3 3 4 8 
Indonesia 0 0 0 0 
Israel 19 13 6 1 
Mexico 0 0 36 5 
Romania 0 0 0 3 
South Africa 40 42 18 3 
Turkey 30 17 39 29 
Uruguay 0 0 0 0 
Venezuela 3 20 4 NA 

S O U R C E : WTO Doc. G/AG/NG/S/12/Rev. 1. 
NOTE : NA, not notified and therefore not reflected in the source document. 

Table 7.3. There was an increase in Costa Rica in 1997 and 1998, but the mem
ber later notified that it had ceased subsidizing altogether. 

The G20 proposal to retain the exception with respect to Article 9.4 of the 
Agreement on Agriculture for the developing countries was not based on the 
wide use of the provision by these countries The Secretariat's compilation of 
information (WTO Doc. G/AG/NG/S/5/Rev. 1) showed that only five G20 
members (Korea, Morocco, Pakistan, Thailand, and Tunisia) had notified the 
use of export subsidies during the years 1995-98 in the categories for which 
Article 9.4 exempts them from undertaking reduction commitments. Here, too, 
the actual subsidies were very small in magnitude. 

During the meeting at Cancun, a separate Group of 22 (with Indonesia and 
Philippines from among the Cairns Group members) issued a ministerial com
munique (WTO Doc. WT/MIN (03)/14) declaring itself the Alliance for Strate
gic Products and Special Safeguard Mechanism. This group proved even more 
popular among developing countries; subsequently more countries joined it, 
and the alliance came to be known as the Group of 33 (G33). The G33, while 
supporting fundamental reform of world agricultural trade, focused particularly 
on the protection of agriculture in the developing countries in order to ade
quately address the food and livelihood security and rural development prob
lems of these countries. The main elements of its proposals were flexibility for 
developing countries to designate a certain percentage of tariff lines as special 
products that would be exempt from tariff reductions as well as new commit
ments regarding TRQs and the establishment of a special safeguard mechanism 
(SSM) for them that covered all agricultural imports. 
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TABLE 7.4 Self-sufficiency ratio and import capacity of selected G33 developing 
countries, 1995-2000 

Country 
Cereals 

1995-2000 

Food imports as a percentage of total 
exports of goods and services 

Country 
Cereals 

1995-2000 1985-89 1990-94 1995-2000 

Cote dT voire 0.63 10.7 10.9 8.5 
Guyana 2.38 7.6 8.0 6.8 
Honduras 0.66 7.9 10.1 13.1 
India 1.03 7.6 3.4 4.9 
Indonesia 0.88 3.6 3.4 5.6 
Jamaica 0.01 12.5 9.8 11.7 
Kenya 0.73 6.2 10.9 12.9 
Pakistan 1.03 18.0 12.9 15.2 
Philippines 0.78 5.5 6.0 5.9 
Senegal 0.53 21.2 24.0 26.3 
Sri Lanka 0.60 20.3 13.8 12.3 
Uganda 0.87 5.5 15.2 20.3 
Zimbabwe 0.90 1.1 6.8 4.8 

S O U R C E : FAO (2003). 

As in the EC, the food security concerns of the G33 members were reflect
ed in their desire to maintain or increase the level of their self-sufficiency in ba
sic foodstuffs, for which they needed high import barriers. The group also 
stressed the constraint on import capacity arising from the lack of foreign ex
change resources as an additional justification for moderating their liberaliza
tion commitments. Table 7.4 shows the self-sufficiency ratio for cereals and 
food imports as a percentage of total exports of goods and services minus debt 
service payments in a representative group of 13 developing country members 
oftheG33. 

These 13 countries had food security and self-sufficiency concerns irre
spective of whether they produced more than what they consume (as in the case 
of India and Pakistan) or produce a small fraction of what they consume (as in 
the case of Botswana and Jamaica). There was also great variation in the im
port capacity of these members of the G33. 

The livelihood and rural development concerns of the G33 were based on 
more valid considerations. Table 7.5 shows data on agricultural employment as 
a percentage of total employment and the average share of agriculture in GDP 
in the same group of 13 members of the G33. 

With the uniformly high percentage of agricultural employment in these 
countries, their concern for the livelihood of the population dependent on agri
culture has an obvious rationale. Equally valid is their apprehension regarding 
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TABLE 7.5 Agriculture's share of employment and GDP in selected 
G33 developing ; countries, 1998-2000 

Agricultural employment Average share 
as a percentage of total of agriculture in 

Country employment (1998-2000) GDP (1998-2000) 

Cote d'lvoire 50.3 27.5 
Guyana 18.0 34.9 
Honduras 35.6 17.6 
India 54.1 26.3 
Indonesia 44.8 18.2 
Jamaica 21.0 7.0 
Kenya 75.9 23.3 
Pakistan 51.4 26.9 
Philippines 40.0 16.7 
Senegal 74.0 17.9 
Sri Lanka 46.6 20.4 
Uganda 79.5 43.8 
Zimbabwe 63.1 19.9 

S O U R C E : FAO (2003). 

rural development, considering the fact that an increase in agricultural produc
tion must be the main vehicle for the development of their rural areas. However, 
in seeking total exemption from tariff cuts with respect to special products they 
ignored the large gap between bound and applied levels in most developing 
countries. In Chapter 3 we saw that in India the simple average bound tariff rate 
was 114.8 percent compared with the average applied rate of basic customs 
duty, which was 37 percent as of April 1,2004. Figure 7.2 also showed the dis
parity between these rates in some of the developing country members of the 
Cairns Group. Estimations made by the WTO show that the tariff profiles of a 
wider group of developing countries share the same characteristic (see Appen
dix Table 7A.1). 

A feature of the post-Cancun coalitions is that several important develop
ing countries are members of more than one coalition. China, India, Indonesia, 
Pakistan, and the Philippines were members of both the G20 and the G33. Mem
bership in different groups enabled these countries to simultaneously push for
ward the liberalization agenda to be pursued by the developed countries and a 
protectionist agenda to be followed in their own policies through the vehicle of 
S&D treatment. To some extent this reflected the contradictions in the positions 
of their domestic constituencies as they sought to separately reflect the inter
ests of their traders and producers in commodities in which they were competi
tive and in those in which they were not. However, undoubtedly the net result 
was to blunt the edge of their initiative to achieve deep reform in agriculture. 
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The G20 and G33: The 2004 July Framework and After 

Both the G20 and G33 grew in importance in the negotiations leading to the 
adoption of the July Framework in July 2004, which included several provi
sions in response to their proposals. Of particular significance was the provi
sion giving them the flexibility to designate an appropriate number of products 
as special products that would be eligible for flexible treatment in market ac
cess. The framework also provided for the establishment of a SSM. On both 
these proposals the G20 had been working with the G33, although the former 
had a wider agenda, which included liberalization by the developed countries. 
Both Brazil and India, as leading representatives of the G20, were participants 
in meetings of ministers of smaller groups, namely the G5 (Australia, Brazil, 
the EC, India, and the United States) and the G6 (Australia, Brazil, the EC, 
India, Japan, and the United States), which were convened from time to time to 
try to break new ground and reach consensus on important issues before more 
formal meetings in the WTO. 

In July 2005 and again in October of that year, just before the Hong Kong 
Ministerial Meeting, the G20 submitted fresh proposals on modalities that were 
more balanced than the pre-Canciin proposals. We shall examine these propos
als in greater detail in Chapter 8; here we describe only the broad features. The 
G20 proposed that the developed countries make linear cuts in their tariffs rang
ing from 45 to 75 percent, with a cap of 100 percent. For the developing coun
tries the reduction was to be by 25-40 percent, with the tariff cap of 150 per
cent. The proposal envisaged that the formula cut should result in an average 
reduction of 54 percent by the developed countries and 36 percent by the de
veloping. The G20 also proposed cuts ranging from 80 percent for the top tier 
to 70 percent for the bottom tier on overall trade-distorting support (OTDS). 
The corresponding range was 80 to 60 percent on AMS. 

The group stressed the importance it attached to the proposals with respect 
to special products and the SSM, but did not submit detailed proposals on these 
subjects. It was the G33 that spelled out the elements of proposals on special 
products and the SSM. It sought the right to designate 20 percent of the agri
cultural tariff lines as special products, with considerable deviation from the 
general formula in their tariff treatment. On the SSM the G33 proposals were 
modeled on the existing special agricultural provision of the Agreement on 
Agriculture, with the difference that the group proposed wider access to the pro
vision than Article 5 of the Agreement on Agriculture provided. 

At the Hong Kong meeting the G20 and G33 made an important gain in 
that the ministerial declaration gave developing countries the right to self-
designate special products and exempted them from undertaking any reduction 
in de minimis levels or in overall trade-distorting domestic support. 

The pre-Hong Kong proposals of the G20 and G33 were quite prominent 
in the midyear negotiations of 2006 before the talks collapsed the last week of 
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July. The breakdown in the talks was broadly due to the failure to narrow the 
differences in the average cut in tariffs and in overall trade-distorting support 
suggested by the United States and the EC. In the area of market access, the 
G20 suggestion of average cuts of 54 percent by the developed countries be
came the middle ground toward which the EC was prepared to move. But, as 
we have seen, the United States was inflexible with respect to domestic support; 
one of the reasons it cited was that the tariff-cutting formula would be signifi
cantly neutralized by the deviations with respect to special products and sensi
tive products, as well as by the possibility of using the SSM that the develop
ing countries would have. 

Conclusions 

• The Cairns Group, which emerged as a coalition of agricultural exporting 
countries in August 1986, had the potential to develop into a third force in 
the negotiations on agriculture. Members of the group played an impor
tant role in the Uruguay Round, both jointly and severally, in keeping the 
negotiations on track. 

• The influence of the Caims Group waned in the later stages of the Uruguay 
Round, when it acquiesced without protest to a deal between the United 
States and the EC for a very modest outcome in agriculture. 

• Although the Uruguay Round commitments of the members of the Cairns 
Group reflected the diversity of their economic situations, a common ele
ment was the low level of support and protection in these countries. Dur
ing the implementation period, the level declined further in many countries. 

• Low and declining levels of support and protection placed the Cairns 
Group in a good position to pursue ambitious liberalization proposals in 
the Doha Round, although the STE export monopoly practices of the de
veloped country members of the group, which they did not seem willing 
to give up, constituted a chink in the group's armor. 

• During the Doha Round, although ambitious proposals were submitted on 
behalf of the Cairns Group, the cohesion of the group was under strain. A 
number of its members introduced their own proposals, which were dif
ferent in emphasis and content from those that were submitted on behalf 
of the group. 

• There was a decline in the influence of the Cairns Group as a force in the 
negotiations, and at Cancun some of its developing country members 
joined another major alliance, the G20, which kept alive the proposal for 
deep reform favored by the Cairns Group. The importance of the new 
coalition derived from its having heavyweights such as China and India in 
its ranks. The new alliance took over the role of the third force in the ne
gotiations originally envisaged for the Cairns Group. 

• The Alliance for Strategic Products and Special Safeguards Mechanism, 
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later known as the G33, came into existence at Cancun. The new group 
was focused more than the G20 on moderating and even minimizing the 
reduction of market access barriers in developing countries in order to take 
into account the food and livelihood security and rural development con
cerns in these countries. 

• The G20 and G33 made some important gains in the negotiations. Their 
major demands with respect to special products and the SSM for devel
oping countries were agreed in the 2004 July Framework. They also suc
ceeded in obtaining agreement at Hong Kong on the right to self-designate 
special products and on the exemption of developing countries with no 
AMS commitments from reductions in de minimis levels and overall trade-
distorting domestic support. 

• In the negotiations of mid-2006, the G20 proposals on market access were 
widely seen as representing the middle ground, and the EC even offered 
to move substantially toward it. However, the G20 members' overempha
sis of S&D treatment diminished the pressure for deep reform on the de
veloped countries. 

Appendix 7A: Supplemental Table 

See table on page 213. 
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8 Issues in the Negotiations 

Continuation of the Reform Process 

Article 20 of the Agreement on Agriculture had set the date for the commence
ment of negotiations for the "Continuation of the Reform Process." It provided 
that negotiations would begin one year before the end of the implementation 
period, which translated to the beginning of the year 2000. The original man
date of negotiations recognized the obstacles that existed on the road to further 
liberalization. "Substantial progressive reductions in support and protection" 
were only the "long-term objective" of WTO members. It was also stipulated 
that negotiations would have to take into account, among other factors, non-
trade concerns and special and differential (S&D) treatment of developing 
countries. The preamble of the agreement enumerated two of the nontrade con
cerns, viz. food security and the need to protect the environment. 

The run-up to the Seattle Ministerial Meeting in 1999 saw the WTO mem
bers locking horns on drawing up a detailed mandate for the future negotiations. 
The pro-liberalization group aimed at ambitious results with respect to each of 
the three pillars of agricultural support, while a number of developing countries 
endeavored to further spell out the elements of S&D treatment. The WTO mem
bers with a defensive position on liberalization of agriculture (mainly the EC, 
Japan, Norway, South Korea, and Switzerland) also took the opportunity to re
iterate nontrade concerns. A few months after the dust had settled on the chaotic 
conclusion at Seattle, in the middle of 2000, WTO members decided to com
mence negotiations at Geneva on the basis of Article 20 of the agreement. In 
the debate that continued during the preparations for the Doha Ministerial 
Meeting in 2001, the central issue was whether there would be agreement on 
the elimination of export subsidies as demanded by the members of the Cairns 
Group (see Chapter 7). The EC, in particular, was opposed to making a firm 
commitment on elimination in the ministerial declaration. In the end, the min
isters agreed to a compromise that committed them not only to substantial re
ductions in market access barriers and domestic support that distorted trade, but 
also to "reductions of, with a view to phasing out, all forms of export subsidies" 

214 
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(WTO Doc. WT/MIN(01)/DEC/1, para. 13). There was a caveat that the out
come of the negotiations not be prejudged, which was interpreted by some to 
mean that there was no commitment to phase out export subsidies. Clearly the 
language of the negotiating mandate agreed at Doha did not settle the issue, and, 
as we shall see later, the battle had to be fought afresh before final agreement 
could be reached on elimination of all forms of export subsidies. 

The Doha Ministerial Meeting not only provided a renewed mandate for 
the negotiations but also imparted a new dynamic to the negotiating process. 
Negotiations on agriculture were no longer stand-alone negotiations running in 
parallel with the negotiations on trade in services and some aspects of intellec
tual property rights, as embodied in the built-in agenda of the WTO Agreement. 
They were a part of a new round of multilateral trade negotiations, which had 
a broader agenda. And that included, in addition to the built-in agenda of trade 
in services and intellectual property rights, market access on nonagricultural 
products, rules (for antidumping, subsidies and countervailing measures, and 
regional agreements), trade and the environment, the Singapore issues (trade 
and investment, trade and competition policy, transparency in government pro
curement, and trade facilitation), and dispute settlement procedures. A signifi
cant feature of the ministerial declaration was that the agenda of the negotia
tions (except for dispute settlement procedures) had been tied together by a 
single undertaking. The advantage of a round of negotiations was that it af
forded the opportunity for cross-sectoral trade-offs and increased the chances 
of more ambitious results across the board. A broader agenda also helped the 
participating governments to develop domestic constituencies supporting the 
negotiations, which might not have been possible in a situation in which the ne
gotiations were narrowly focused on a politically difficult area like agriculture. 
The ministers laid down a tight schedule for the completion of the negotiations. 
The modalities were to be finalized by March 31, 2003, and each member was 
required to submit its comprehensive draft commitments before the Fifth Min
isterial Meeting took place in Mexico later in 2003. The negotiations as a whole 
were scheduled to end in three years' time after beginning on January 1, 2002. 
Aiming at a swift conclusion of the negotiations was highly desirable, at least 
in the area of agriculture, in which huge distortions had continued in world mar
kets to the detriment of the interests of developing countries. The longer the ne
gotiations were drawn out, the more time the agricultural lobbies would have 
to stoke protectionist interests. However, as things would turn out, the negotia
tions were destined to drag on well beyond the original time frame envisaged 
by the ministers at Doha. The principal reason the Doha Round did not con
clude on time was the divide on agriculture: the single undertaking ensured that 
the negotiations in this area became a drag on the process of the overall nego
tiations. 

The Doha Ministerial Declaration had breathed new life into the agricul
tural negotiations, but, as mentioned earlier, members were not waiting for a re-
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newed mandate to start work in the area. By the spring of 2001, as many as 45 
proposals had been made at these negotiations on the three pillars of agricul
tural support as well as on nontrade concerns and S&D treatment for develop
ing countries. After the Doha Ministerial Meeting, in the latter half of2002, the 
delegations provided "specific inputs" making concrete proposals on the 
modalities to be adopted for the negotiations. In keeping with the tradition in 
GATT/WTO negotiations, the informal papers were not made public. However, 
the proposals made before the end of 2002 were reflected in the overview 
paper submitted in December 2002 (WTO Doc. TN/AG/6) by the chairman of 
the Committee on Agriculture, which was charged with the responsibility of 
conducting the negotiations. Subsequently, on February 17, the chairman sub
mitted his first draft of the modalities for consideration of the members (WTO 
Doc. TN/AG/W/1), and after discussions among members he revised his orig
inal paper on March 18 (WTO Doc. TN/AG/W/1/Rev. 1). On July 7, he sub
mitted his report to the Trade Negotiation Committee (WTO Doc. TN/AG/10), 
stating that the members had failed to reach agreement on modalities, which the 
ministers had wanted to be finalized by March 31,2003. The run-up to the Fifth 
Ministerial Session of the WTO saw the emergence of three new alliances (the 
G10, the G20, and the G33) and their submission of informal position papers 
on the modalities. Four cotton-producing countries of West Africa formed an
other front to protest the high levels of cotton subsidies in the United States and 
the EC. Differences on agriculture were one of the principal reasons that the 
ministerial session at Cancun in September 2003 ended in failure and acrimony 
and even a framework for continuing the negotiations proved to be elusive. 
After Cancun, dialogue continued on agriculture, and in the first half of 2004 
several meetings of the negotiating groups were held to resume the effort to 
develop the framework. Even more important, a small group of key WTO mem
bers, namely Australia, Brazil, the EC, India, and the United States, held sev
eral informal meetings outside Geneva to facilitate the process. In July 2004, 
agreement was finally reached on the framework, and the General Council 
adopted the July Framework on August 1, 2004, putting the negotiations back 
on track. Thereafter they set out to work on a "first approximation" of the pack
age that could be agreed at the Sixth Ministerial Session, due to be held in De
cember 2005 at Hong Kong. However, at the end of July 2005 the chairman re
ported that the agricultural negotiations were stalled (WTO Doc. TN/AG/19). 

In October 2005, the main groups of countries as well as the EC and the 
United States submitted informal papers to take the negotiations forward on the 
basis of the July Framework. Because there were substantial divergences in 
their positions on almost all the key issues, the assessment was widely shared 
that the Hong Kong meeting would be little more than a stock-taking exercise. 
However, some progress was made in resolving a few issues, and the ministe
rial meeting ended with a sense of forward movement. One of the decisions 
taken at the meeting was that modalities would be established no later than April 
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30, 2006, and comprehensive draft schedules based on the modalities submit
ted by July 31, 2006. Pursuant to this decision, negotiations began in earnest 
in January 2006 and continued up to the last week of July, but ended in yet 
another impasse. Stalemates are common in trade negotiations, and those at 
Seattle and Cancun were dramatic. But the consequences of the July 2006 dis
agreement have the potential to be more far-reaching. 

In this chapter we first look at the main themes and preoccupations re
flected in the initial 45 submissions.1 In the sections that follow, we analyze the 
specific drafting inputs submitted by members in 2002 after the formal launch
ing of the negotiations at Doha. Separate sections are devoted to the collapse 
of the Fifth Ministerial Session at Cancun in 2003, the subsequent revival 
and adoption of the July 2004 Framework, stock taking at the Sixth Minister
ial Session at Hong Kong in 2005, and the unsuccessful attempts to strike a 
deal that followed in 2006. Finally, we summarize the major issues that seem 
to have crystallized in the negotiations on agriculture after more than six years 
of debate. 

The Debate Begins 

As mentioned earlier, serious engagement among the WTO members on the 
continuation of the reform process commenced at Geneva in the middle of2000. 
The battle lines were clearly drawn between those members who foresaw min
imal liberalization and envisaged even backtracking on readjustment in the 
commitments already made earlier and those who sought fundamental reform 
and an end of discrimination against agriculture in the WTO Agreement. 

The pro-liberalization group was initially very confident, with an impres
sive coalition of developed and developing countries (Cairns Group) fully backed 
by the United States. The real source of strength of the group was fundamental 
economic good sense. The fall of the Berlin Wall a decade earlier had rekindled 
faith in the magic of the marketplace and signaled the demise of state inter
vention in economic policies. The agricultural policies of industrialized coun
tries seemed anachronistic in the new international economic environment. On 
the other hand, a number of industrialized countries had to contend with farm 
interests, the political importance of which was far in excess of their weight in 
the economy or even in the electorate. This position prevailed in the United 
States as well, but the U.S. government initially decided that its negotiating 
stance must reflect sound economics, and it was only three years later that elec
toral politics and congressional pressures asserted themselves. The first line of 
defense of the economies with high levels of support and protection in agricul
ture was to harp on the multifunctionality of the sector and on nontrade con
cerns. The central argument of five members (the EC, Japan, Korea, Norway, 

1. These submissions are contained in the WTO document series G/AG/NG/W. 
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and Switzerland) was that agriculture not only supplied the populations with 
their requirements of food and fiber, but through its positive externalities also 
supplied certain public goods that fulfilled important societal goals. They em
phasized that on account of its multifunctional role there was a need for con
tinued specific treatment of agriculture in the WTO. Because the trade policy 
objective was only one element of the national agricultural policies, a "market 
only" approach was inappropriate for agriculture. Furthermore, on account of 
differences in natural and economic conditions between and within countries, 
there could be no single optimal solution to the multiple nontrade concerns. 

Some of these pro-liberalization members (Japan and Korea) placed par
ticular emphasis on food security. In order to achieve food security effectively 
and efficiently, they argued, governments needed to obtain the optimum com
bination of the three available means, namely domestic production, importa
tion, and public stockholding. It was therefore necessary for both developing 
and developed countries to maintain a certain level of domestic food produc
tion to assure their populations of food security. 

A number of these members (the EC, Japan, Norway, and Switzerland) also 
considered the environmental outputs of agriculture as public goods of the high
est value to society. The preservation of landscapes dependent on agricultural 
operations was considered essential for aesthetic reasons and for promoting 
tourism as well. These members pointed out that a narrow economic focus in 
agricultural operations would have a deleterious impact by way of diminution 
of biological diversity, loss of high-value landscapes, and increase of the risk of 
natural disasters such as flooding, avalanches, and fires. With regard to the via
bility of rural areas, these members pointed out that even where the numbers of 
agricultural labor are small and alternative jobs are available, governments may 
want to avoid high rates of rural-urban migration and to manage structural 
change in rural areas. One member (the EC) also brought up food safety and an
imal welfare as nontrade concerns. Its proposal was that food safety concerns 
be addressed through appropriate measures, including the use of the precau
tionary principle. It also stressed that trade liberalization could have an impact 
on animal welfare, in particular the welfare of farm animals and the transport of 
live animals. A number of developing country members also saw in nontrade 
concerns an opportunity to limit their participation in trade liberalization. They 
pointed out that the problem of food security became even more complex in their 
economic situation. Low-income and least developed countries often did not 
have adequate foreign exchange resources for importing the foodgrains they re
quired. A group of countries (Cuba, the Dominican Republic, El Salvador, Haiti, 
Honduras, Kenya, Nicaragua, Pakistan, Sri Lanka, Uganda, and Zimbabwe) 
stressed the dimensions of political independence and sovereignty as well. De
pendence on imports for something as basic as food weakened them politically 
and limited their ability to resist the unfair conditions sometimes imposed by 
lending agencies and foreign governments. They pointed out that in the past, 
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powerful countries had used food as a tool to "gain political and also economic 
stronghold over a country" (WTO Doc. G/AG/NG/W/13). And they demanded 
that all measures taken for food security purposes, like those taken for national 
security reasons, be exempted from WTO disciplines. 

India drew a sharp distinction between the food security and livelihood 
concerns of developing countries and the nontrade concerns emphasized by the 
developed countries under the cover of multifunctionality. For such developing 
countries, rural development and employment were the most important non-
trade concerns. Where agriculture contributed a large share of the GDP, overall 
economic development could not be achieved without rural development. Be
cause alternative avenues for the redeployment of large numbers from the work
force were not available in these countries, significant reduction of the labor 
force in agriculture was inconceivable. For India, the concern was not the 
preservation of the landscape for environmental or aesthetic reasons but the 
livelihood security of a major segment of the population. 

In the initial debates there was broad agreement on the legitimacy of con
cerns relating to food security, protection of the environment, and rural devel
opment. However, pro-liberalization members such as Australia pointed out 
that the nontrade concerns must be addressed through specific and targeted poli
cies that did not result in trade distortions. 

The second line of defense of the members with high levels of support 
and protection in agriculture was advocacy of liberalization at a very slow pace 
and provision of the flexibility that would enable them even to backtrack on 
measures already undertaken. While the pro-liberalization group sought sub
stantial reduction in tariffs through a harmonization formula, the others favored 
minimal and gradual change. Japan represented one extreme, demanding full 
productwise freedom for members to determine the tariff levels for individual 
products. The EC was more forthcoming in proposing liberalization on the ba
sis of the Uruguay Round formula of overall average reduction of bound tariffs 
with a minimum reduction per tariff line. The pro-liberalization group gener
ally wanted tariffs to be subject to a ceiling, while some other members pro
posed that where high tariffs could not be lowered there should be an option to 
liberalize through the tariff rate quota (TRQ) mechanism. Strong differences of 
opinion also persisted on whether the special agricultural safeguards should be 
continued. 

In the area of domestic support, the line of attack of the United States and 
the Cairns Group was to call for changes in the existing framework. There would 
be only two categories of measures, namely nondistorting and minimally dis
torting measures, that would be exempt, and other measures would be subject to 
reduction. While the Cairns Group proposed elimination of nonexempt cate
gories, the United States suggested that in order to reduce disparity among mem
bers in the levels of subsidization, they must all make commitments to limit sup
port in terms of a fixed percentage of the total value of production. A significant 
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proposal from the Cairns Group was that commitments be made on a disaggre
gated basis so as to ensure that domestic support was reduced on all products. In 
addition, a number of members wanted the general and policy-specific criteria 
of the Green Box to be tightened to ensure that there were no or at most mini
mal distortions. On the other hand, members with a defensive position wanted 
to retain the basic architecture of the Agreement on Agriculture. Some of them 
proposed a loosening rather than a tightening of the Green Box criteria. 

In the area of export competition, the pro-liberalization members sup
ported elimination and prohibition of all forms of export subsidies. The EC 
could not contemplate elimination of export subsidies, but it did envisage re
duction on the condition that concurrent action be taken on food aid, export 
credit, and exporting state trading enterprises (STEs). 

Unlike in the Uruguay Round, in which only the major agricultural ex
porting nations such as Argentina and Brazil had played a significant role in the 
negotiations, this time a large number of developing countries joined the debate 
on agriculture. Some promoted their interests as exporting countries, while oth
ers were more defensive as importing countries, and a few tried to balance in
terests as both importing and exporting countries. A l l developing countries 
stressed the need to preserve and strengthen the provisions on S&D treatment, 
especially with regard to the disciplines that would apply to them and the ex
tent to which they would be expected to reduce support and protection. A fea
ture of their suggestions on market access commitments was that they did not 
spell out how far they were willing to go. Sharp differences emerged among de
veloping countries; the countries of the African-Caribbean-Pacific Group (ACP) 
proposed preservation of their preferences, while others sought duty-free ac
cess for tropical products in the industrialized countries. In the area of domes
tic support, a popular proposal by developing countries was that a Food Secu
rity Box be established under which all measures taken by developing countries 
for poverty alleviation, rural development, rural employment, and agricultural 
diversification would be excluded from reduction commitments. These coun
tries wanted enhanced Green Box provisions to address their specific concerns 
in these areas. In the area of export subsidies, the proposals varied, from those 
that demanded extension in perpetuity of the current exemptions from reduc
tion commitments for developing countries with respect to market promotion 
measures to those that envisaged a time-limited continuation of the dispensa
tion. The industrialized countries with a defensive outlook in the negotiations 
on agriculture responded warmly to these proposals, because some of them 
seemed to strengthen their own arguments for the special treatment of agricul
ture. Conceding these demands was a small price to pay for being allowed to 
continue their own policies of providing overly generous support and protec
tion to agriculture. The United States was reticent on S&D treatment relating 
to market access and export competition, but more forthcoming on domestic 
support, because the overall lack of financial resources in developing countries 
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would have given it greater confidence that the developing countries could use 
the extra flexibility only to a limited extent. 

Specific Proposals on Modalities 

Market Access 

Two main approaches emerged on the method of reducing tariffs.2 One was to 
apply the Swiss harmonization formula, (Tj = TQA)/(T0 + A), where TQ was 
the base rate, Tx the new tariff, and .4 was taken as 25. This would have resulted 
in the maximum tariff's not exceeding 25 percent ad valorem. For developing 
countries a different formula was proposed that would achieve a graded reduc
tion for tariffs below 50 percent, between 50 and 250 percent, and above 250 
percent. The other approach was to continue the Uruguay Round formula for 
reduction by using a simple average of 36 percent with a minimum reduction 
of 15 percent for each tariff line, with the corresponding figures for developing 
countries at 24 and 10 percent. A variant of the proposal for reduction of tariffs 
through the use of a harmonization formula was to give members the option to 
provide tariff-free quotas for sensitive products. Another important proposal 
would allow developing countries to exempt from reduction commitments cer
tain agricultural products that were considered of strategic importance in pur
suing their food security and development objectives. 

Proposals were made for simplification of the structure of agricultural tar
iffs. Some proposed that only ad valorem tariffs be retained, while others pro
posed that the tariffs be either specific or ad valorem, with only mixed or com
pound tariffs eliminated. 

The view was widely shared that the administration of TRQs needed to be 
improved. Opinions varied on whether existing country-specific allocations 
would be maintained or replaced by a transparent licensing procedure based on 
historical trade flows and on whether new TRQs would be allocated on a most-
favored-nation (MFN) basis or reserved for specified groups of developing 
countries. Some members felt that these quotas should not be increased at all 
or even be allowed to remain at the preexisting levels, at least in the case of sta
ple foods. Others demanded that TRQs be increased either by a specific per
centage or in terms of a specific share of domestic consumption. With regard to 
in-quota tariffs, the proposals ranged from maintaining them at the existing 
level to reducing them to zero. 

Special safeguard measures were at the heart of the discussions on market 
access. Some proposed that the existing special agricultural safeguards in Arti-

2. The analysis in this section is based largely on the overview document submitted by the 
chairman of the Committee on Agriculture (WTO Doc. TN/AG/6). This document does not incor
porate the specific inputs of the EC, which had not been provided until then. Details of the EC sub
mission were made public in a press release (European Commission 2003b). 
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cle 5 of the Agreement on Agriculture be eliminated, while others wanted it ex
tended without change, and yet others wished to give developing countries ac
cess to the provision. A number of developing countries proposed a new special 
safeguard mechanism (SSM) in the framework for the S&D treatment of devel
oping countries. This mechanism would be available when the volume or price 
benchmark was triggered, and there would be no requirement to prove injury to 
domestic producers. Another proposal was that the developing countries be able 
to impose countervailing duties on subsidized imports on the basis of WTO no
tifications made by exporting countries, again without the need to prove injury. 

Reliance on importing STEs was another key issue in the market access 
negotiations. Some members proposed imposing additional disciplines on such 
enterprises and prohibiting import monopolies. Others maintained that the ex
isting disciplines for STEs in GATT 1994 did not need any change. 

The following were some of the other market access issues raised during 
the negotiations: 

• Legal security must be provided for existing nonreciprocal preferential 
trading arrangements. 

• The margins of preference in such arrangements must be maintained and 
improved. 

• Effective protection must be provided against the usurpation of names (geo
graphical indications) with respect to agricultural products. 

• The concerns on food safety must be addressed by laying down standards 
for the application of the precautionary principle. 

• A common understanding must be developed on the criteria and guidelines 
for the implementation of mandatory labeling requirements for food and 
agricultural products. 

These proposals proved to be divisive. Many developing country members 
pointed out that the existing preferences discriminated among developing coun
tries. A larger number of members contested the appropriateness of raising is
sues relating to geographical indications, food safety, and mandatory labeling 
in the context of agricultural market access negotiations. 

Domestic Support 

Regarding the architecture of the Agreement on Agriculture, some members 
wanted the existing Amber, Blue, and Green Box categories to continue, with 
decisions taken only with regard to the extent of reduction of subsidies be
longing to the first two. Others proposed merger of the Blue Box with the Am
ber Box, and some even suggested that all the boxes be coalesced into one. 

There was great variation in the level of ambition of members with respect 
to the depth of reduction of domestic support. The three main approaches were 
(1) reduction of the aggregate measurement of support (AMS) (Amber Box) by 
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55 percent while retaining the Blue Box in the existing form, (2) reduction of 
AMS on a product-specific disaggregated basis so as to reach zero in a speci
fied period and elimination of the Blue Box, and (3) reduction of the AMS to 5 
percent of the value of total agricultural production. Some of the protagonists 
wanted to maintain the de minimis provision, while others wanted to abolish it. 
It was suggested that a ceiling be imposed on all domestic support measures ex
cept those falling under the categories of general measures, public stockhold
ing for food security purposes, and the provision of domestic food aid in terms 
of paragraphs 2, 3, and 4 of the Green Box. 

There were extensive proposals for amending the definitions of measures 
in the Green Box as contained in Annex 2 to the Agreement on Agriculture. 
Some of these were aimed at tightening the policy-specific criteria that need to 
be met for the exemption to apply. Others proposed to clarify or enhance the 
existing provisions of the Green Box or add new provisions to address devel
opment or nontrade concerns. 

There was wide support for maintaining and expanding the scope of Arti
cle 6.2 of the Agreement on Agriculture, which exempted from reduction com
mitments certain domestic support measures in developing countries. Similar 
support was in evidence for proposals to retain the de minimis level of 10 per
cent for developing countries and to give them the benefit of lower reduction 
rates and a longer implementation period. 

Export Competition 

One proposal was that there be a complete phase-out of export subsidies by de
veloped as well as developing countries, with the latter given a longer imple
mentation period. To neutralize large unused balances in the final bound com
mitments, a 50 percent down payment was proposed by way of a reduction at 
the outset. Another suggestion was that there be an average cut of budgetary 
outlays by 45 percent and a substantial cut in the volume of exports benefiting 
from export subsidies. Export subsidies for certain products could be phased 
out completely i f no other form of export subsidization was given for the prod
uct in question, including export credits and deficiency payments. A third pro
posal was that there be reductions not only with respect to budgetary outlay and 
volumes, but also in terms of unit export values. Most of the proposals envis
aged S&D treatment by way of a longer time frame for reduction and continu
ation of the existing exemption for developing countries for certain export sub
sidy practices for this period. One proposal was that the exemption for 
developing countries be retained without any time limit. 

The divide on the treatment of exporting STEs did not follow the normal 
pattern of pro-liberalization members versus those with a defensive position on 
reform. One proposal called for an end to the monopoly on exports and the spe
cial financing privileges granted to such enterprises. The less drastic remedy 
suggested was that the operation of STEs be subject to full transparency with 
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respect to acquisition cost and export pricing to ensure that there was no cross-
subsidization and price pooling by such enterprises. The stand was also taken 
that Article X V I I of GATT 1994 already provided adequate disciplines for ex
porting STEs and there was no need for a change. 

With regard to food aid, proposals were made to ensure that it did not de
generate into a mechanism for surplus disposal and that it was provided in re
sponse to well-recognized emergencies and humanitarian crises. A concrete 
proposal was that Article 10 of the Agreement be amended to read as follows: 

The following international food aid transactions shall be deemed to be genuine 
food aid that is not surplus disposal and does not circumvent export subsidy 
disciplines: 

(a) cash fund aid provided in response to appeals from the United Nations or 
other international or regional agencies; 
(b) in-kind food aid provided for emergencies in response to appeals from the 
United Nations or other international or regional agencies; 
(c) project or program food aid provided through the World Food Program or 
other international or regional agencies; and 
(d) food aid provided in cash without requiring to be purchased from the donor 
country (i.e. cash food aid, not in-kind food aid). (WTO Doc. TN/AG/6, para. 59) 

Proposals were made also to address the concerns of net food-importing coun
tries by, inter alia, establishing an international food stockholding system to 
deal with serious temporary crises in developing countries. 

Members suggested WTO disciplines to govern the provision of export 
credits, export credit guarantees, or insurance programs, toward which they had 
undertaken to work in Article 10.2 of the Agreement on Agriculture. Some of 
the important elements proposed had to do with maximum repayment terms (for 
example, 180 days or less except in the case of products that are comparable to 
capital goods such as breeding animals, vegetable reproduction materials, etc.) 
and minimum interest rates (not below the costs of borrowing for the funds so 
employed, or not lower than the "minimum reference interest rate" to be es
tablished). An important aspect of the proposal on which views differed was 
whether the disciplines should cover the financing of export transactions by ex
porting STEs. One proposal envisaged an alternative approach whereby mem
bers would undertake to reduce the subsidy component of officially supported 
export credits from the base level, as in the case of budgetary allocation and vol
ume of subsidized exports. 

Members differed considerably on the issue of export restrictions and 
taxes. One proposal envisaged the treatment of export restrictions on the same 
basis as import restrictions. A l l export restrictions would be tariffied and sub
ject to reduction, with a certain percentage of exports exempted from export 
taxes. When faced with an emergency need, a member could impose export re
strictions only for the short period that might be required for completion of do-
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mestic procedures for imposition of export taxes. By way of S&D treatment, 
developing countries other than net exporters would have the flexibility to ap
ply export restrictions or prohibitions in accordance with Article XI.2 (a). An
other proposal was that export taxes be prohibited as a rule, with developing 
countries permitted to impose such taxes only on the condition that these be ap
plied to all agricultural products at the same time and at a uniform rate. Once 
applied, the export tax must be maintained for a period of at least a year. Many 
members opposed new disciplines in this area. 

Debacle at Cancun 

As would be seen from the description of the specific inputs submitted by mem
bers after the formal launching of negotiations, there was wide variation in the 
proposals for liberalization with respect to both structure and level of ambition. 
Preparations for the Fifth Ministerial Session began early in 2003 with the sub
mission by the chairman of the Committee on Agriculture of the First Draft of 
Modalities for the Further Commitments in the Negotiations on Agriculture 
(WTO Doc. TN/AG/W/1 /Rev. 1) on March 18, 2003, in an attempt to find a 
compromise on various elements of modalities on which members had diver
gent views. The chairman's draft was doomed to fail because it attempted to 
forge a consensus where none existed. 

The merit of the chairman's proposal was that it aimed at reduction in sup
port and protection without any change in the existing framework of the Agree
ment on Agriculture. The percentage reductions proposed in tariffs and domes
tic support would clearly have resulted in deep reform. He proposed elimination 
of export subsidies while giving a very long time frame for implementation. He 
balanced the interests of members by proposing rigorous disciplines with re
spect to food aid, export credit, and exporting STEs. He went a great distance 
in accommodating the proposals of the developing countries for S&D treat
ment. The suggestions on making special products and SSM available exclu
sively to developing countries were later destined to form the core demand of 
the G33. However, the liberalization proposed by the chairman went further 
than what the EC and Japan were prepared to deliver. Having supported radi
cal reform for three years since the debate began in 2000, the United States, too, 
buckled when the moment arrived for a decision. Negotiations moved on with 
fresh proposals, and the chairman's draft seemed to have been forgotten. 

On August 13, the EC and the United States indicated the lines on which 
they were working toward an agreement between themselves on the modalities 
for agricultural negotiations. The EC-U.S. proposal was that the use of the 
Uruguay Round formula for smaller reduction of tariffs on sensitive products 
be blended with the more drastic reduction that could be accomplished using 
the Swiss formula. A certain percentage of tariff lines was to be made duty free. 
A maximum tariff level was to be stipulated, but members were to have the op-
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tion to expand their market access by means of TRQs in case they were unable 
to adhere to the stipulated maximum. In the area of domestic support, a signif
icant element of the EC-U.S. proposal was that the Blue Box be perpetuated 
with relaxed conditions. Blue Box payments would continue without any re
duction commitment as long as they did not exceed 5 percent of the total value 
of agricultural production. The condition that direct payments be made under 
production-limiting programs in order to be eligible for exemption from re
duction commitments was to be eliminated. Elimination of export subsidies was 
envisaged only for products of particular interest to developing countries, and 
for the remaining products there were to be commitments to reduce budgetary 
and quantity allowances. This proposal gave the first indication that the United 
States was preparing to retreat from the radical proposals it had originally made 
for reduction of domestic support. 

As we saw in Chapter 7, another proposal was made by the G20, with 
Brazil, China, and India at the forefront. The merit of the G20 approach was 
that it kept alive the proposal for deep reform favored earlier by the United 
States and the Cairns Group. Its weakness was that the gap in the levels of ob
ligation proposed for developing and developed countries appeared to be too 
large for the developed countries to swallow. The submissions by the EC and 
the United States, on the one hand, and by the G20, on the other, widened the 
divide among members and led to a complete polarization of views among 
them. The coming together of the EC and the United States was a repetition of 
the Uruguay Round experience, which was widely expected after the passage 
of the U.S. farm bill in 2002. From the perspective of India, the emergence of 
the G20 alliance with the developing country members of the Cairns Group and 
China was a very favorable development. India's competitive strength in agri
culture made it a natural ally of the Cairns Group countries. China acceded to 
the WTO after the Doha Ministerial Meeting, and the terms of its accession with 
respect to agriculture made it imperative for it to join the alliance.3 

A third proposal of some significance came on August 15,2003 from four 
West African states, namely Benin, Burkina Faso, Chad, and Mali (WTO Doc. 
WT/MTN(03)/W/2), which suggested the complete elimination of support for 

3. China did not have any subsidies under the Amber Box or export subsidies; consequently, 
it did not have to undertake any commitments to reduce AMS or export subsidies. Its product-
specific support in 1996-98 was negative for cotton, rice, and wheat and positive but negligible 
(0.69 percent) for corn; the non-product-specific AMS was 1.44 percent of the total value of pro
duction (WTO Doc. WT/ACC/CHN/38/Rev. 3). It accepted the demand of WTO members that it 
have recourse to de minimis exemption at the reduced level of 8.5 percent for both product-specific 
and non-product-specific support (WTO Doc. WT/ACC/CHN/49). The bound levels of tariff for 
principal foodstuffs in ad valorem percentages are as follows: fresh bovine meat (20), skimmed 
milk powder (10), butter (10), wheat (65), rice (40), corn (40), soybeans, rapeseed, and palm oils 
(9), and sugar (50), which are quite low by the standards of developing countries (see China's 
Schedule of Concessions and Commitments on Goods, WTO Doc. WT/L/432). 
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cotton production and exportation by December 31, 2006, and the interim es
tablishment of a transitional compensation mechanism for the least developed 
countries that had experienced losses in export revenues on account of the sub
sidy practices of other (mainly industrialized) countries. The proposal was 
based on a submission made in May 2003 by these countries (WTO Doc. TN/ 
AG/GEN/4), which highlighted the ruinous effects of industrialized countries' 
agricultural subsidies for the least developed countries. 

The latter proposal drew attention to the fact that according to estimates 
made by the International Cotton Advisory Committee (ICAC), support given to 
the cotton sector by China, the EU, and the United States was US$6 billion in 
2001 -2 . While the level of support was decreasing in China, it had registered an 
increase in the United States, where the annual level of domestic support was es
timated at US$3.7 billion. The EU gave producers in Spain and Greece support 
of around US$700 million. In 2001-2, the Spanish producers of cotton received 
support corresponding to 180 percent of global prices, Greek producers 160 per
cent, and American producers 60 percent. As a result of these subsidies, there was 
a drastic fall in the international price of the product between May 1995 (US$2.53 
per kg) and October 2001 (US$0.82 per kg) before it recovered in January 2003 
(US$1.25 per kg). Cotton production accounted for 5 to 10 percent of the GDPs 
of these West African countries and 30 percent of their export earnings. As a re
sult of the decline in international prices, these countries had sustained a loss of 
US$250 million in export revenue in 2001-2. The combined direct and indirect 
effects were estimated to be about US$1 billion a year. Estimates on the basis of 
an econometric model prepared by ICAC suggested that i f the U.S. domestic sup
port had been eliminated, there would have been a positive impact on the price 
of cotton in 2001-2 (US$0.22 per pound). A worldwide elimination of subsidies 
on cotton would have increased the price by US$0.31 per pound in that year. The 
proposal reflected the predicament of developing countries in general in a world 
in which markets in agricultural products are captured by means of subsidies. 

A group of nine countries (with Japan and the Republic of Korea at the 
forefront) also submitted a proposal (WTO Doc. WT/MIN(03)/W/12) empha
sizing the importance attached by its members to nontrade concerns.4 Subse
quently the coalition, with Mauritius joining in, grew into the Group of 10 
(G10). The specific proposals of the group related only to the area of market ac
cess. The group was against imposing any specific requirement for improve
ment of market access with respect to import-sensitive products or fixing a max
imum tariff level. For developing countries it envisaged that special products 
would be subject to lower tariff reductions and be exempt from new commit
ments regarding TRQs. 

4. The nine countries were Bulgaria, Taiwan Province of China, Iceland, Israel, Japan, the 
Republic of Korea, Liechtenstein, Norway, and Switzerland. 
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In Chapter 7 we saw that another coalition, the Alliance for Strategic Prod
ucts and Special Safeguard Mechanism, took shape during the run-up to the 
ministerial meeting but finally emerged at the Cancun meeting and later evolved 
into the G33. The membership of the G33 grew rapidly, and when China and 
India also joined, it became another influential group in the round. We saw in 
Chapter 7 that the exclusive concerns of this group were special products and 
the SSM. 

The ministers arrived at Cancun with serious differences on agriculture 
and the Singapore issues. Because trying for an agreement on detailed modal
ities was fraught with the risk of failure, the representatives of the WTO mem
bers had already been seeking a compromise at the more generalized level of 
"frameworks" for negotiations. The chairman of the ministerial session pre
sented a Draft Cancun Ministerial Text (the Derbez Text), which contained the 
proposed framework rather than the modalities in each of the areas. The G20 
angrily rejected the proposals on agriculture embodied in the Derbez Text be
cause they appeared to reflect the EC-U.S. proposals with respect to all three 
pillars of agricultural support. A point that dismayed the African countries par
ticularly was that the draft did not respond at all to the concerns of the four 
West African cotton-producing states that had demanded the complete elimi
nation of support for cotton production and exports and compensation in the 
interim. The ministers did not get the chance to work on a solution in agricul
ture, because the talks collapsed prematurely due to the refusal of a large coali
tion of the developing countries (the G90) to agree to negotiations on any of 
the Singapore issues. 

The July Framework 

The year 2004 began with a pessimistic view of the prospects for the Doha Round 
negotiations to achieve any progress, particularly because it was an election year 
in the United States. However, through a letter written on January 11, 2004, ad
dressed to his counterparts in WTO member countries, the U.S. Trade Represen
tative Robert Zoellick sent some reassuring signals on the issues on which the 
WTO members had been divided at Cancun. On agriculture, he mentioned in par
ticular the renewed commitment of the United States to strive for an agreement 
to eliminate export subsidies by a certain date. This was enough to restart serious 
negotiations on agriculture in the WTO. Four months later, on May 10,2004, the 
EC announced that, as part of the Doha negotiations, it would accept that all coun
tries must set an end date for the abolition of export subsidies. 

Agreement among the major industrialized economies to set an end date for 
export subsidies had generated some optimism that agreement would be reached 
by July 31 on the framework for the negotiations. There were intense negotiations 
at several meetings of the negotiating group at Geneva and of the G5 (Australia, 



Issues in the Negotiations 229 

Brazil, the EC, India, and the United States) in the capitals. On August 1, 2004, 
the General Council adopted the Doha Work Programme (WTO Doc. WT/L/ 
579), which contained, inter alia, the framework for the negotiations in agricul
ture and nonagricultural market access (the July Framework). 

The July Framework became possible because the members regarded the 
definitive agreement on the elimination of export subsidies as a substantial step 
forward. Agreement on the level of ambition in domestic support and market 
access was not yet in sight, but with regard to those pillars, too, there was a mod
icum of agreement on the elements of the modalities. There was also progress 
toward developing concrete modalities for application of the concept of S&D 
treatment in each of the pillars. In adopting the July Framework, the members 
wanted to lock in the agreements reached in these areas so that an attempt could 
be made to resolve the differences in other areas. The framework was to become 
the acquis of the negotiations and to serve as the foundation for building the 
full agreement on modalities. 

Domestic Support 

In the area of domestic support, the members agreed on "a strong element of 
harmonization in the reductions made by developed countries" (WTO Doc. 
WT/L/579, Annex A, p. A - l , para. 6) as well as lower reduction coefficients, a 
longer implementation period, and continued access to Article 6.2 for the de
veloping countries. Domestic support was to be subjected to a double squeeze 
for achieving reduction. The overall base level of trade-distorting domestic sup
port (including the Final Bound Total AMS, the permitted de minimis level, and 
the Blue Box payments) and the Final Bound Total AMS were required to be 
cut independently, both through a tiered approach. To address the problem of 
the large existing gap between bound and applied AMS levels in the major de
veloped countries, it was agreed that there would be a first installment in the 
form of a 20 percent cut in the overall base level in the very first year of the im
plementation period. In response to an important demand of the G20, a key re
quirement was that the product-specific AMS be capped. 

The July Framework also provided for negotiations for reduction of the de 
minimis levels applicable to developed and developing countries alike. In a 
somewhat unclear provision it was stated that developing countries that allo
cated almost all de minimis support for subsistence and resource-poor farmers 
would be exempt from reduction commitments. 

The framework committed members to cap the Blue Box at 5 percent of 
the average total value of a member's agricultural production during a histori
cal period and to negotiate changes in the criteria for the Blue Box. Agreement 
to negotiate changes in the criteria was obtained by the United States in an at
tempt to bring the countercyclical payments under the Farm Security and Rural 
Investment Act of2002 within the purview of the Blue Box. Such a change was 
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not yet agreed, but clearly an avenue was created to enable the United States to 
push for it. 

Regarding the Green Box, there was agreement to review and clarify the 
criteria to ensure that the measures have no, or at most minimal, trade-distorting 
effects or effects on production. 

Market Access 

The most important feature of the July Framework on this pillar was that a sin
gle approach would apply to developed and developing countries alike and that 
tariff reductions would take place through the application of a tiered formula 
that took into account their different tariff structures. There would be deeper 
cuts in higher tariffs, but there would be flexibilities for sensitive products. Sub
stantial improvement would be achieved on sensitive products through combi
nations of TRQ commitments and tariff reductions applying to each product. 
There would have to be some expansion of TRQs based on MFN status for all 
such products. 

The framework recognized that S&D treatment of developing countries 
would be reflected in the tariff reduction formula, the number and treatment of 
sensitive products, the expansion of TRQs, and the implementation period. In 
addition, the developing countries would have the flexibility to designate an ap
propriate number of products as special products based on the criteria of food 
security, livelihood security, and rural development needs. These products 
would be eligible for more flexible treatment. Further, an SSM would be es
tablished for use by the developing countries. 

The July Framework mentioned three issues of importance to groups of 
developing countries, namely the fullest possible liberalization of tropical 
products, the erosion of preferences, and the problem of recently acceded mem
bers that had already undertaken substantial commitments for reduction of sup
port and market access barriers. There was a commitment to address these is
sues during the negotiations. 

Export Competition 

As mentioned earlier, the agreement to eliminate export subsidies was the high 
point of the agreement on the July Framework. The members agreed to elimi
nate not only budgetary support for export subsidies, but also export credits and 
allied practices with a repayment period of more than 180 days, trade-distorting 
practices of exporting STEs, and food aid that caused commercial displace
ment. In order to realize the full benefits of the agreement on this pillar, the 
members also agreed to develop disciplines on the terms and conditions of ex
port credits and allied practices with repayment periods of less than 180 days, 
negotiate on the future use of the monopoly powers of exporting STEs, and 
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work on operationally effective disciplines on the provision of food aid. They 
would also establish effective transparency provisions to monitor observance 
of the agreed disciplines in this area. Apart from a longer implementation pe
riod, developing countries would also have the benefit of S&D treatment under 
Article 9.4 of the Agreement on Agriculture for a reasonable period after the 
phasing out of all forms of export subsidies. 

The July Framework did not make any definitive advance in responding to 
the specific proposals of the cotton-producing states of West Africa. It merely 
stated: "Work on cotton under all the pillars wi l l reflect the vital importance of 
this sector to certain LDC Members and we wi l l work to achieve ambitious re
sults expeditiously" (WTO Doc. WT/L/579, Annex A, p. A-7, para. 46). 

Stock Taking for Hong Kong 

The July Framework contained a clear statement on the level of ambition in ex
port competition, for members had agreed on the end point (elimination) for 
budgetary support and export credits with a repayment period of more than 180 
days. The basic structure of the future regime was also in place, with a re
quirement for parallel movement on developing disciplines with respect to ex
port credits, STEs, and food aid. In the other two pillars of agricultural support, 
the level of ambition remained nebulous; the members could not make progress 
beyond the "substantial reduction" agreed in the Doha Ministerial Declaration. 
In the area of domestic support, agreement was needed on the structure of the 
formulas for tiered cuts in final bound AMS and in overall trade-distorting sup
port. Equally important were the decisions needed after the review of the crite
ria on the Blue Box and the Green Box. In the area of market access, too, the 
major issue was the fmalization of the tiers and the formula for reduction of tar
iffs. Agreement also had to be reached on the number and treatment of sensi
tive and special products. In the area of export competition, a credible end date 
had to be agreed and the parallel commitments on export credits, STEs, and 
food aid had to be further defined. 

Reaching an agreement on these issues proved difficult in the year of ne
gotiations that followed the decision on the July Framework, and, as mentioned 
earlier, the chairman of the Committee on Agriculture reported failure on Au
gust 1, 2005. At this stage, for more than a year the members had not shown 
any willingness to engage in concrete terms on the levels of ambition of the re
duction of domestic support and market access. The sole agreement reached 
during this period was on the formula for converting non-ad valorem tariffs to 
their ad valorem equivalents. It was only in October 2005 that the key partici
pants and the main groups tabled informal papers laying down their positions 
in detail and spelling out the numbers. We have touched on these proposals in 
Chapters 5, 6, and 7, but because they were to form the basis for the negotia-
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tions after the Hong Kong Session, we shall now describe the important ele
ments of these proposals in greater detail. 

Pre-Hong Kong Proposals 

In the July Framework, representatives had agreed that reductions in both mar
ket access and domestic support would take place on the basis of tiered formu
lae. One of the important areas of discussion in the run-up to the Hong Kong 
Session had to do with the numbers and the thresholds of tiers. In the area of 
domestic support, the representatives talked in terms of three tiers for both over
all trade-distorting support (OTDS) and Final Bound AMS. For instance, the 
G20 proposal was for the tiers of OTDS to be US$0-10, 10-60, and 60-plus 
billion and for those of AMS to be US$0-15,15-25, and 25-plus billion. It was 
generally recognized that the United States would fall in the middle tier and the 
EC in the top tier, so the former would undertake lower reductions than the lat
ter. On tariffs, participants talked of four bands, with deeper cuts undertaken for 
tariffs in the higher bands. The United States called for tariff reductions by the 
developed countries in the range of 55 to 90 percent, with a tariff cap of 75 per
cent, which worked out to an average reduction of 66 percent for the main tar
get participant, the EC. The United States envisaged that sensitive products 
would be limited to only 1 percent of the dutiable tariff lines. For the develop
ing countries it was willing to grant slightly reduced cuts and a longer phase-
out period. In the area of domestic support it offered a cut of 60 percent in AMS 
and 53 percent in the overall level of trade-distorting support. From the EC it 
demanded a cut of 83 percent in AMS and 75 percent in OTDS. It was willing 
to accept a cut of 50 percent in the de minimis level and set the ceiling on the 
Blue Box at 2.5 rather than the 5 percent agreed in the July Framework. It en
visaged no substantial change in the Green Box criteria, but reiterated the July 
Framework agreement to further negotiate the Blue Box criteria. An important 
U.S. demand was that a "peace clause" be established. In the area of export 
competition, the United States had an aggressive position on STEs, demanding 
an end to monopoly export privileges, and on export taxes, proposing an end to 
discriminatory tax provisions that encourage exports of processed products. 
With regard to export credit programs, of which it was a major user, it was 
agreeable to the establishment of specific disciplines to bring such programs in 
line with commercial practices. As a substantial food aid donor it sought re
moval of obstacles from emergency shipments and deliveries to countries with 
chronic food aid needs, but showed a willingness to accept disciplines on food 
aid shipments to prevent commercial displacement. 

The EC was willing to go quite far in accepting deep cuts in domestic sup
port and offered to accept cuts of 70 percent in both AMS and OTDS. From the 
United States it demanded 10 percent less, that is, 60 percent reductions in both. 
Because it was not a major user of de minimis, it sought an 80 percent cut in both 
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product-specific and non-product-specific support. It did not show flexibility re
garding reduction of the ceiling of 5 percent for the Blue Box, but with the U.S. 
countercyclical payments in mind it called for establishing disciplines for the 
new Blue Box to ensure that highly distorting payments were not moved into the 
box. With the major Common Agricultural Policy reforms ushering in the sin
gle farm payment, the EC was very keen to preserve the Green Box, but was 
willing to review the criteria. In the area of market access, the EC rejected the 
U.S. proposal as extreme and proposed linear reductions of 35, 45, 50, and 60 
percent in four tariff bands with thresholds of 0<30, >30<60, >60<90, and 
>90 percent respectively, and a cap of 100 percent for the developed countries. 
For the lowest band it proposed that the cuts be a minimum of 20 percent and a 
maximum of 45 percent so as to achieve an average of 35 percent. Applying these 
cuts to the EC, the average cut offered came to 39 percent. For the developing 
countries the EC proposed linear cuts of25,30,35, and 40 percent in tariff bands 
with thresholds of 0<30, >30<80, >80<130, and >130 percent and a cap of 
150 percent. It demanded that the flexibility for sensitive products be extended 
to 8 percent of the total tariff lines. With respect to export competition, an im
portant issue for the EC was full parallelism in the elimination of all forms of 
export subsidies. Like the United States, it proposed an end to statutory privi
leges and regulatory benefits for exporting STEs. On export credits, export credit 
guarantees, and insurance program with a maturity period of less than 180 days, 
it sought the establishment of a "short-term self-financing" principle as a core 
rule. In the area of food aid, it proposed the adoption of a "cash only" system. 

Two important features of the EC's position need to be mentioned here. 
For the EC, improving the protection of geographical indications (GIs) was an 
integral part of market access in agriculture. It demanded that the levels of 
higher protection of GIs for wines and spirits under Article 23 of the Agreement 
on Trade-Related Aspects of Intellectual Property Rights (WTO 1994a)5 be ex
tended to all products. Although the EC was willing to grant flexibility in mar
ket access to developing countries, it sought from them concessions in two other 
areas of Doha Round negotiations, namely nonagricultural market access 
(NAMA) and services in return for the concessions that it was willing to offer 
in agriculture. In the area of NAMA, it sought the application of the Swiss for
mula with a coefficient that would cut into applied tariffs, and in services it re
quired developing countries to complement the request-offer approach with 
ambitious individual numerical targets. 

The G20 proposals were the most comprehensive, reflecting not only the 
concerns of its members but also those of other groups of developing countries. 
An across-the-board demand was that the developing countries undertake cuts 
less than two-thirds of the cuts undertaken by the developed country members. 

5. See also Chapter 1, note 4. 
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In the area of domestic support, the G20 sought from the developed countries 
cuts in OTDS of 80 percent for the top tier and 70 percent for the bottom tier. 
The corresponding reductions in the Final Bound AMS were to be 80 and 60 
percent, respectively. It was opposed to the development of criteria for the new 
Blue Box that would result in creating a new home for countercyclical payments 
in the United States. The G20 made extensive proposals on changes in the Green 
Box criteria, both for generally tightening the conditions for direct payments 
and for relaxing them for the developing countries. One of the proposals was 
that eligibility for decoupled income support be limited by defining criteria of 
low levels of income, landholding, and production. 

In the area of market access, the G20 proposed that developed countries 
apply linear reductions of45, 55, 65, and 75 percent in tariff bands with thresh
olds of 0^20, > 2 0 £ 5 0 , >50^75, and >75 percent, respectively, and a cap of 
100 percent. For the developing countries the cuts were to be lower at 25, 30, 
35, and 40 percent and the thresholds for the tariff bands higher at 0<30, 
>30<80, >80< 130, and > 130, respectively, and the cap was put at 150 percent. 
The average cut sought from the developed countries was 54 percent, against 
which it offered 36 percent by the developing. The G20 attached great impor
tance to the concepts of special products and the SSM, but left it to the G33 to 
develop the elements. In a bid to enlist the support of a wider group of devel
oping countries, the G20 included proposals related to long-standing prefer
ences, cotton, and recently acceded members. It demanded effective measures 
on cotton in response to the proposals of the West African cotton-producing 
states. For long-standing preferences benefiting the ACP countries, it proposed 
expanded market access for products of export interest to them, effective use of 
existing preferences, and additional financial assistance and capacity building 
to address supply constraints in particular. For the recently acceded members, 
it suggested special flexibility provisions in market access, including lower tar
i f f reductions, a longer implementation period, and an adequate grace period. 

The G20 proposals on export competition sought to strike a balance be
tween the interests of groups of developing countries. While it sought exemp
tion from disciplines of food aid in response to humanitarian emergencies, it 
demanded that all other food aid operations be in grant form only. It sought a 
right for developing countries to maintain monopoly privileges for developing 
country STEs on the ground that their turnover was generally small and they 
were unlikely to influence world agricultural prices. With regard to export re
strictions, while agreeing in principle to the general elimination of quantitative 
restrictions on exports, it also drew attention to the need to retain the possibil
ity for exporting countries to apply restrictions on a temporary and non
discriminatory basis in order to prevent or relieve critical shortages of food
stuffs, as permitted in Article X I of GATT 1994. 

The G33, for which support had grown steadily since the Cancun meeting, 
had as many as 44 developing country members on the eve of the Hong Kong 
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Ministerial Session. It proposed that the developing countries be given the right 
to designate 20 percent of their agricultural tariff lines as special products on 
the basis of an illustrative, nonexhaustive, nonprescriptive, and noncumulative 
list of indicators it had developed. Regarding the tariff treatment of these prod
ucts, it proposed outright exemption from reduction commitments for 50 per
cent of the tariff lines, reduction by 5 percent for 25 percent, and reduction by 
not more than 10 percent for the remaining 25 percent. The G33 proposal on 
the SSM was based on the existing provision in Article 5 of the Agreement on 
Agriculture, but there was one significant difference. While Article 5 applied 
only to the tariff lines that had been subjected to tariffication and were speci
fied by each member in its tariff schedule, the G33 proposed that developing 
countries have wider access to the mechanism. 

The G10 also submitted a proposal before the Hong Kong Ministerial Ses
sion devoted exclusively to market access. The most important features of the 
proposal were rejection of tariff caps and an expanded scope of sensitive prod
ucts, covering 10 to 15 percent of the tariff lines. 

The Hong Kong Ministerial Declaration 

The Hong Kong Ministerial Session did not undertake any exercise to narrow the 
differences on key elements of the modalities and was devoted mainly to a review 
of the status of the negotiations on which the chairpersons of various negotiating 
groups had submitted reports. Even so, accord on some issues generated a sense 
of movement. First, there was agreement that there would be three bands for re
duction in the Final Bound Total AMS and in overall trade-distorting domestic 
support. Developing country members with no AMS commitments were ex
empted from reductions in de minimis and in the overall level of trade-distorting 
support. It was agreed that the parallel elimination of all forms of export subsidies 
would be completed by the end of 2013. Another important concession granted to 
developing countries was that they would continue to benefit from the provisions 
of Article 9.4 of the Agreement on Agriculture for five years after the end date for 
elimination of all forms of export subsidies. In the area of market access, there 
was consensus on four bands for structuring tariff cuts. An important advance for 
the G20 and G33 was that the developing countries were given the right to self-
designate an appropriate number of tariff lines as special products. It was further 
recognized that the SSM would be based on import quantity and price triggers. 

The ministers agreed to intensify their work on the remaining issues and 
establish modalities on both agricultural and nonagricultural market access by 
no later than April 30, 2006, and to submit comprehensive draft schedules by 
July 31,2006. Another significant decision taken is seen in paragraph 24 of the 
declaration, which reads as follows: 

We recognize that it is important to advance the development objectives of 
this round through enhanced market access for developing countries in both 
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Agriculture and NAMA. To that end, we instruct our negotiators to ensure that 
there is a comparably high level of ambition in market access for Agriculture 
and NAMA. This ambition is to be achieved in a balanced and proportionate 
manner consistent with the principle of special and differential treatment. 
(WTO Doc. WT/MIN(05)/DEC) 

Although the "single undertaking" commitment embodied in the Doha Minis
terial Declaration had already bound all aspects of the negotiations into an in
tegral whole, the significance of paragraph 24 lay in the fact that the NAMA 
entered into the equation in the negotiations for agricultural market access. 

Toward Another Impasse 

In trade negotiations, although deadlines are fixed and frequently extended by 
the participants, traditionally the last date of the fast track authority (now known 
as the trade promotion authority) granted to the U.S. president by Congress has 
constituted the final deadline. This time the authority of President George W. 
Bush was to expire on July 1, 2007, but to enable him to fulfill extensive re
quirements of U.S. law regarding notification, consultation, and submission of 
information, it was necessary for the negotiations to practically conclude by De
cember 31, 2006. Calculating backward, it was felt that only i f the modalities 
were established by April 2006 would the participants be able to conclude the 
negotiations by the end of 2006. When the negotiations did not conclude by 
April 30, another attempt was made to wrap them up by June 30. When that at
tempt also failed, July 31 was widely regarded as the "drop-dead" date. 

But the impasse could not be broken. The last-ditch effort made by the 
trade ministers of Australia, Brazil, the EC, India, Japan, and the United States 
(the G6) ended in discord on July 24,2006. Statements made by the G6 partici
pants in the July 23-24 meeting gave some details of the divergences that 
stymied a deal. At the meeting the discussions were limited to agricultural mar
ket access and trade-distorting support. The EC, which was under pressure to 
improve market access, offered to raise the average cuts from 39 percent, pro
posed before the Hong Kong Session, to 51 percent. It was even prepared to 
raise its offer in trade-distorting domestic support from 70 to 75 percent. It was 
willing to scale down its demand for sensitive products from 8 percent to 4 to 5 
percent and give increased access through TRQs of up to 2.5 percent of domes
tic consumption. India also showed a willingness to moderate its demand for 
tariff treatment with respect to special products. But the United States showed 
no flexibility in domestic support, in which it stuck to its offer to under
take a 53 percent reduction in overall trade-distorting support. In the area of 
market access it harped on the "loopholes" of sensitive and special products, on 
which the generally agreed level of cuts would not apply. Earlier it had indi
cated that it would be willing to go up to 2 to 3 percent for sensitive products, 
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it envisaged special product flexibility for no more than five tariff lines, given 
the fact that developing countries would also have access to the provisions for 
sensitive products. At the end of the meeting, Pascal Lamy, the director general 
of the WTO, concluded that the gap in positions was unbridgeable, and the ne
gotiations were suspended. 

Issues in the Negotiations 

At the outset of the negotiations for the continuation of the reform process in 
agriculture, two across-the-board issues dominated the talks, namely nontrade 
concerns and S&D treatment of developing countries. The common objective 
of the members who attached importance to these issues was to secure agree
ment on a lower level of obligations and a reduced scale of liberalization. The 
fundamental issue in the negotiations is the level of ambition for the reduction 
of protection and support in agriculture. 

The Draft Possible Modalities on Agriculture dated July 12,2006, and cir
culated by the chairman of the Committee on Agriculture (WTO Doc. TN/AG/ 
W/3) accurately detailed the status of the negotiations as they stood just before 
suspension of the talks. The 760 square brackets in the document indicated the 
total number of unsettled issues on that date. It is not within the scope of this 
work to undertake an analysis of all the issues, but we shall now summarize the 
principal ones. 

Clearly the tiered formula for tariff reductions was on top of the unfinished 
agenda of the negotiations on market access. It had been agreed that there would 
be four tariff bands and that the developing country tariffs would be subject to 
lower cuts, but the thresholds of these bands and the formula for cuts (linear or 
average cuts subject to a maximum and minimum for each band) were not de
cided. There was no agreement on the level of tariff caps, or even on whether 
there should be a tariff cap at all. The scope of sensitive products was not yet 
agreed; proposals ranged from 1 to 15 percent. The same was the case with re
gard to the tariff treatment of these products, and it was not decided what per
centage of the cut under the tiered formula would be applied to sensitive prod
ucts (suggestions ranged from 20 to 70 percent). While it had been agreed that 
for sensitive products the TRQ would be expanded, the extent of expansion and 
whether the expansion would be made in terms of a proportion of domestic con
sumption or on the basis of some other yardstick were points on which there 
was still lack of agreement. The members had agreed on the formula for con
version of non-ad valorem tariffs into ad valorem equivalents for the purpose 
of application of the tiered formula, but there was no agreement on whether the 
bound duties would be in the form of simplified ad valorem or in their existing 
specific duty or complex forms. 

The future of the special agricultural safeguards contained in Article 5 of 
the Agreement on Agriculture was still in doubt. While there was agreement 
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that an SSM would be established for developing countries, it was still to be de
cided whether the mechanism would be accessible in respect of all agricultural 
products or only for a subset of such products. Agreement had been reached at 
the Hong Kong Session that the developing countries would have the right to 
self-designate special products, but there was wide variation in the thinking on 
its scope and on whether it should cover as much as 20 percent of the total agri
cultural tariff lines or be more limited in scope. The tariff treatment of special 
products, whether outright exemption or lower rate of reduction, was another 
pending issue. Three important market access issues that were of concern to a 
large number of WTO members and had not been resolved were fullest liberal
ization of trade in tropical products, measures dealing with the erosion of long
standing preferences, and flexibility for newly acceded members that had un
dertaken far-reaching commitments in the process of accession. 

In the area of domestic support, it had already been decided that there 
would be three tiers for reduction of final bound total AMS as well as for over
all level of trade-distorting support, but the thresholds for the tiers and the for
mula for reduction remained to be determined. The extent of reduction in the 
de minimis levels was also to be decided for both developing and developed 
countries, although it was agreed that the developing countries with no AMS 
commitment would be exempt from reduction of de minimis as well as the over
all level of trade-distorting support. Other major issues for decision were the 
criteria for the Blue Box, whether the requirement of production-limiting pro
grams would be maintained, and what additional criteria would be applicable. 
Another issue to be resolved was whether and to what extent the Blue Box 
would need to be reduced from the ceiling of 5 percent agreed in the July Frame
work. The criteria for the Green Box measures were still to be reviewed and de
cisions taken on the proposals for clarification with a view to ensuring that they 
had no, or at most minimal, trade-distorting effects or effects on production. 
One important proposal for decision was the G20 suggestion that eligibility for 
decoupled income support be limited to farmers with low levels of income, 
landholding, and production. There were other proposals for addition to the 
Green Box of measures needed by the developing countries in particular to pro
mote rural development. A critical issue was the extent of reduction of trade-
distorting support for cotton in view of the fact that four West African country 
members had proposed elimination of such support. 

It had already been agreed that the developed countries would eliminate 
export subsidies by 2013, but it was still under negotiation whether the phase-
out would be front-loaded. At Hong Kong it was also agreed that the develop
ing countries would continue to benefit from the provisions of Article 9.4 of the 
Agreement on Agriculture for five years after the end date for elimination of all 
forms of export subsidies. For the duration of the implementation period, Arti
cle 9.4 had exempted from reduction commitments certain categories of export 
subsidies (those for marketing and transport costs) granted by the developing 
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countries on agricultural products. However, the end date for other export sub
sidies by the developing countries had not yet been determined. 

Draft disciplines had been developed with respect to export financing sup
port by government, agricultural exporting STEs, and international food aid, but 
there were important unresolved issues in each of these areas. On export fi
nancing support, it was already generally agreed that export credit, export credit 
guarantees, or insurance programs with maturity periods of more than 180 days 
would be treated as export subsidies and phased out along with budgetary export 
subsidies through specific commitments embodied in the members' schedules. 
But the draft disciplines contained some important exemptions, such as subsi
dies for the financing of exports to least developed and net food-importing coun
tries or to developing country members in exceptional circumstances, where the 
maximum repayment period would be 36 months, and agreement had not yet 
been reached on these exceptions. With regard to exporting STEs, the most im
portant unresolved issue was whether the use of monopoly powers would be pro
hibited after 2013, the end date for elimination of all export subsidies. There was 
also a question whether developing countries could be given special dispensa
tion for maintaining such enterprises. In the area of international food aid, the 
critical issue was whether in-kind food aid could be allowed in situations other 
than emergencies. There was agreement at Hong Kong on providing a "safe box" 
for bona fide food aid to ensure that there was no unintended impediment in deal
ing with emergency situations. But it was still to be decided whether emergency 
food aid could be provided only on the basis of emergencies declared by the 
United Nations or assessments and appeals by its agencies or other international 
and regional intergovernmental organizations or also on the basis of requests 
by the recipient countries concerned. A decision was still to be taken on what ad
ditional disciplines should be imposed on export prohibitions and restrictions. 
Finally, there was the important question whether a new peace clause should be 
established whereby members would agree not to take recourse to disputes on 
certain aspects of the Agreement on Agriculture. 

We address these issues in the next chapter. 
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1947-94: Agriculture Remains Out of the Mainstream 

In 1947, the representatives of 23 major trading nations met at Geneva and en
tered into a trade compact that was to provide the foundation of the multilateral 
trading system in the postwar world. In the decades that followed, the General 
Agreement on Tariffs and Trade (GATT 1947), as the treaty came to be known, 
became the fountainhead of successive initiatives for the liberalization of world 
trade, and the industrialized countries made great strides in lowering trade bar
riers. However, for the most part, temperate-zone agricultural products re
mained excluded from the mainstream of liberalization. Indeed, in this sector 
the evolution of trade policies in the industrialized countries was in the oppo
site direction, that is, toward greater protection. 

Increased protection of agricultural products was made possible to some 
extent by the fact that the GATT 1947 rules explicitly permitted protective or 
trade-distorting measures for agricultural products. However, to a more signif
icant extent, the increased protection was the result of the application of certain 
practices that were generally permissible. In some cases they took the form of 
measures that did not even have a legal cover in GATT 1947. 

The Uruguay Round: The Results and Their Implementation 

The Uruguay Round Agreement on Agriculture sought to set things right by es
tablishing a new framework of rules to govern trade and production policies on 
agriculture. Pursuant to these rules and the modalities of negotiations that were 
separately drawn up and used as a reference point, the WTO members under
took specific binding commitments in the areas of market access, domestic sup
port, and export competition, to be implemented over a period of six years. Ef
ficient agricultural exporting countries had pinned their hopes in the Uruguay 
Round on a major liberalization effort in agriculture. The former director gen
eral of GATT proposed a good framework, and although a few holes were blown 
into it through the bilateral agreements between the EC and the United States, 
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the assessment at the end of the Uruguay Round was that the Agreement on 
Agriculture provided a sound basis for future liberalization. However, experi
ence with implementation by the major industrialized countries has created se
rious doubts on the soundness of the framework. From the beginning it was 
widely felt that the liberalization actually achieved was meager. Since then, fur
ther analysis has led to skepticism on whether there was any liberalization at all 
in most of the heavily protected products. The analysis in Chapters 5 and 6 has 
revealed that policies of support and protection with a high degree of economic 
distortion remain in place in the principal industrialized countries and were in
deed intensified in some instances. 

In the EC, the process of tariffication led to prohibitively high tariffs. In 
many cases, the level of protection at the end of the implementation period re
mained higher than that in existence during the base period. Mechanisms had 
been retained that were reminiscent of the prohibited practices of variable levies 
and minimum import prices. The tariff rate quotas (TRQs) provided very little 
opening for countries not already linked to the EC through preferential arrange
ments. The rules on domestic support allowed the EC to modulate the reduc
tion in the Aggregate Measurement of Support (AMS) (Amber Box) for vari
ous products, and for certain products no reductions were made at all. Direct 
payments under the Blue Box, which were exempted from reduction commit
ments, provided the opportunity of reinstrumenting the Amber Box measures. 
There were reductions in the use of export subsidies, but this was because these 
were substituted by direct payments under the Blue Box. There was little 
change in the overall subsidization of the exported goods. 

In the United States, the Uruguay Round failed to bring any significant re
duction in the market access barriers and domestic subsidies for cotton, dairy 
products, peanuts, and sugar, which were the main products traditionally sup
ported in that country. Initial reform was carried out by replacing the preexist
ing deficiency payments with production flexibility contract payments under 
the Federal Agriculture Improvement and Reform Act (FAIR Act) of 1996, 
which sought to sever the link between income support and price and produc
tion levels. However, this move to reduce distortions was nullified by the four 
consecutive packages of market loss assistance payments in 1998-2001. These 
payments served to top up the fixed payments under the production flexibility 
contract arrangement, and the characterization of the latter as decoupled income 
support became questionable. The fixed and variable payments also substituted 
for the declining export subsidies, as the Blue Box payments had done in the 
EC. The Uruguay Round commitments on domestic support did not constrain 
the United States from enacting the Farm Security and Rural Investment Act of 
2002, which greatly increased spending on domestic support and reversed the 
direction of reform established in the FAIR Act. In consolidating and en
trenching the emergency packages of 1998-2001, the new legislation added a 
third layer of domestic support in the United States. The other two layers (loan 
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rates and production flexibility contract payments) were not only maintained 
but deepened and broadened. The Agreement on Agriculture had proved in
effectual in preventing a massive increase in domestic support. 

Quite apart from the specific weaknesses in the WTO framework exposed 
by the implementation of commitments by some of the industrialized countries, 
there has been a growing perception of a major flaw in the design of the Agree
ment on Agriculture. The agreement was based on the premise that certain sup
port measures have no or minimal distorting effects on trade and production. De
coupled income support whereby payments were not related to production, price, 
or the use of factors of production was considered to belong to this category. Since 
then there has been a growing realization that in the real world full decoupling is 
unachievable and that virtually all support measures that result in payments to 
farmers have more than a minimal effect on trade and production. In Chapter 5, 
we reviewed some of the arguments now being advanced in this direction. 

I f the Agreement on Agriculture did not have much effect on the prodigal 
policies of the major industrialized countries, it must also be acknowledged that 
it has not implied any significant change in the agricultural policies of develop
ing countries either. We saw in Chapter 3 that in India, for instance, the main pro
grams of input subsidies and minimum support prices remained unaffected by 
the disciplines of the Agreement on Agriculture. The bound levels of tariffs were 
generally far in excess of the applied levels. Even where India needed to increase 
the bound tariffs, it was accomplished through the process of renegotiation. Ex
emption of developing countries from reduction commitments with respect to 
certain export subsidy practices enabled India to subsidize exports of foodgrains, 
although it cannot be denied that its consistency with the WTO Agreement is 
questionable. It has been shown that the WTO Agreement and the commitments 
made under it have not been burdensome for most developing countries (Hoda 
and Gulati 2003). The low level of domestic support and export subsidies in these 
countries ensured that the general level of obligations did not bite into their poli
cies to any significant extent, and in the area of market access they were accorded 
a flexibility that far exceeded their need for tariff protection. 

The Doha Round 

From the time the WTO ministers launched the Doha Round, it has been ap
parent that negotiations on agriculture held the key to the success of the round. 
Since then, the interruptions in the negotiations due to discord, principally in 
agriculture, have confirmed the validity of this view. The negotiations on agri
culture were resumed in the WTO in the middle of 2000 on the basis of Article 
20 of the Agreement on Agriculture. The ministerial meeting held at Doha in 
November 2001 gave a fresh mandate for these negotiations and provided a new 
context. A huge amount of work had already been done up to the summer break 
of 2003 toward the conclusion of the negotiations in that area, even though the 
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members missed the deadline of March 31, 2003, agreed at the Doha meeting 
for a decision on the modalities. From the outset there was a stand-off reminis
cent of the Uruguay Round, and the level of ambition of the changes to be 
undertaken divided the Cairns Group and the United States, on the one hand, 
from the EC, Japan, Korea, Norway, and Switzerland on the other. There were 
no doubt many differences of substance and emphasis within the two sides. De
veloping countries strongly favored deep cuts in domestic support and elimi
nation of export subsidies, but they were divided on the issue of market access, 
and many supported the EC approach of the Uruguay Round formula for tariff 
reduction. A large number of these countries proposed retention, and indeed ex
pansion, of the provisions for their special and differential (S&D) treatment. 

Just before the Fifth Session of the ministerial conference at Cancun, it 
seemed that history was going to be repeated, because the EC and the United 
States were working on a broad framework for a compromise on modalities that 
reflected decreasing ambitions. The formation of a new alliance of developing 
countries, the G20, including Brazil, China, and India, that also took shape at 
that time and kept alive the movement for radical reform in world agriculture 
stemmed the tide. The emergence of the G33, with a narrower focus on limit
ing market access liberalization by developing countries, was another signifi
cant development at Cancun. Polarization of views on agriculture among mem
bers was one of the reasons for the failure of the Fifth Ministerial Session at 
Cancun in September 2003. 

Early in 2004, an agreement (initially between the EC and the United States) 
on the elimination of all forms of export subsidies brought the Doha Round back 
on track, and the July Framework adopted by the WTO Members on August 1, 
2004, paved the way for resumption of dialogue on all the issues in the round. 
The framework locked in the agreement on the elimination of all forms of export 
subsidies but left open the issue of the size of cuts in the other two pillars of agri
cultural support. While the developing countries scored points by achieving 
agreement on giving S&D treatment concrete shape through lower reduction co
efficients and a longer period of implementation as well as greater flexibility in 
undertaking market access commitments through the concept of special products, 
the July Framework generally pointed toward an eventual agreement on lower 
levels of ambition for reduction in domestic support and market access. 

The Sixth Session of the ministerial conference held at Hong Kong in De
cember 2005 was a nonevent. Although a few decisions, such as agreement that 
2013 would be the end year for elimination of export subsidies, created a sense 
of progress, the session was basically a stock-taking exercise in which minis
ters received the reports of chairpersons of various negotiating groups and laid 
down the time frame for future work. The ministers envisaged that the modal
ities of negotiations on domestic support and market access in agriculture as 
well as in nonagricultural market access would be agreed by April 30,2006. As 
it turned out, the negotiations that followed made little progress; there was an-
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other deadlock, and the talks were suspended on July 24, 2006. After almost 
five years of dialogue and debate, a number of issues still defied resolution. 
These issues were summarized in the final section of the previous chapter and 
are addressed in this chapter. 

The Way Forward for Developing Countries 

In the following paragraphs we spell out the strategies that would be in the best 
interest of the developing countries to adopt in the WTO negotiations on agri
culture during the Doha Round. However, during the negotiations and even after 
they have been concluded, developing countries must not lose sight of the need 
to carry out domestic reforms to strengthen their agriculture by rationalizing in
centives; investing in research, extension, technology, and rural infrastructure; 
and carrying out institutional reforms. We have listed in Chapter 4 the agenda for 
reforms that various expert bodies have recommended for India, for instance. 
Such domestic reforms will not only help developing countries to improve their 
bargaining position in the negotiations but also enable them to benefit more from 
the liberalization of world agriculture that the round may bring about. 

The demonstrated comparative advantage in tropical products of develop
ing countries and their emergence as competitive suppliers in many temperate-
zone products has placed them in a very good position to adopt a bold approach 
in the negotiations. They can do so not only by seeking reduction in support and 
protection in the industrialized countries but also by offering concessions them
selves. The danger in maintaining a defensive posture is that it could gradually 
nudge the balance in favor of minimal liberalization and continuation of the 
flawed framework of the Uruguay Round, which several industrialized coun
tries are seeking. As efficient producers of agricultural products in general, de
veloping countries must make all possible efforts to achieve fundamental re
form of world agriculture. For them to seek reduction in support and protection 
by all countries is a better strategy than pursuing the objective of keeping their 
own market access restrictions at a high level. They can never compete with the 
major industrialized countries in extending domestic support or granting boun
ties on exports. It is true that agriculture in developing countries could be threat
ened by the levels of subsidization prevailing in the industrialized countries, but 
the remedy lies in getting the latter to make steep reductions in these levels 
rather than in asking for the ability to maintain and even raise the high applied 
tariff levels in developing countries. 

There has to be a fundamental shift in the approach of India and other de
veloping countries in another respect as well. They need to place less empha
sis on S&D treatment and more on equal treatment. There was little value in the 
developing countries' having been allowed in the Uruguay Round to make re
ductions in tariffs at a lower rate and over a longer period while some devel
oped countries retained the possibility of maintaining tariffs in multiples of 100 
percent on some key products. We saw in Chapters 5 and 6 how high the base 
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rates that resulted from the tariffication process were in the EC and the United 
States. We also saw that the estimation of the ad valorem equivalent of final 
bound tariffs reveals that in the EC there were 141 tariff lines above 100 per
cent (with the highest rate over 500 percent). In the United States, there were 
24 such tariff lines, with the highest rate of 350 percent. In addition, both the 
EC and the United States reserved the possibility of using special agricultural 
safeguards for several tariff lines, including those for which the ad valorem 
equivalents were already very high. Similarly, while many developing countries 
were limited to the de minimis level of 10 percent separately for product-spe
cific and non-product-specific support, in 2000-2001 the EC's Current Total 
AMS was almost 18 percent of the value of its agricultural production for that 
year. I f Blue Box payments were to be added, the total of admittedly trade-dis
torting domestic support would be more than 27 percent of the total value of 
agricultural production. During the period 1995-2000, the product-specific 
AMS for sugar was as high as 65 percent and for rice 55 percent (see Figure 
5.8). I f the Blue Box were taken into account, the product-specific support for 
cereals in the EC would be higher than 80 percent during the implementation 
period (see Figure 5.9). In the United States, the Current Total AMS was rela
tively lower (see Figure 6.5), but the product-specific support as a percentage 
of the value of production was high in the period 1995-99 for the traditionally 
protected products, namely dairy products (21), peanuts (33), and sugar (50) 
(see Figure 6.6). As for export subsidies, the exemption of developing countries 
from reduction commitments on transport and marketing cost subsidies paled 
to insignificance when compared to the flexibility that some developed coun
tries had retained for subsidizing exports. In 1997, the rate of subsidization (per-
unit subsidy/world f.o.b. price multiplied by 100) of the EC was 148 percent 
for rice, 164 percent for sugar, 112 percent for butter, and 378 percent for pig 
meat (see Table 5.1). There was a fall in the level of export subsidization by the 
EC, but we have seen that for the most part the decline was illusory. Reduction 
of intervention prices led to a reduction in explicit export subsidization, but the 
additional domestic subsidy made available simultaneously served the same 
purpose as the export subsidy. In the United States, the use of export subsidies, 
already low at the outset, declined further. But there was no let-up in the use of 
food aid and export financing support. Furthermore, direct payments (decou
pled income support and market loss assistance) substituted for export subsi
dies. We have seen that domestic support as a percentage of the f.o.b. price 
peaked at about 50 percent for wheat, 70 percent for cotton, and over 100 per
cent for rice in the United States. It is clear that the Agreement on Agriculture 
was designed in such a way that the principal industrialized countries retained 
for themselves more beneficial treatment in many ways, while a lower level of 
flexibility was given to the developing countries. 

Even the lower level of flexibility that was given to the developing coun
tries was more than they needed. We have seen, in India for instance, that com
pared with the simple average bound tariffs of about 114 percent, the average 
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applied rate of basic customs duty as of April 1, 2004, was 37 percent. In the 
area of domestic support, India's product-specific support remained largely 
negative and its non-product-specific support was less than 2 percent i f full ad
vantage were to be taken of the exemption from the reduction commitments re
lated to input subsidies for low-income and resource-poor farmers and of the 
generally available investment subsidies. As regards export subsidies, by the 
end of 2000 India had made little use of the practices from which developing 
countries had been exempted. Since then, the extraordinary situation created by 
mounting stocks on the one hand and falling international prices and increased 
subsidization by the major players on the other hand no doubt led India to sub
sidize certain transport and marketing costs somewhat beyond the limit allowed 
to the developing countries under Article 9.4 of the Agreement on Agriculture. 

It has been shown that by and large the Indian experience with S&D pro
visions was replicated in other developing countries (Hoda and Gulati 2003). 
Table 7.2 shows a wide gap between bound and applied tariffs in several coun
tries of the Cairns Group, with Thailand the only exception. Appendix Table 
7A.1 shows that there is a similar disparity between bound and applied levels 
in a number of other developing countries. Only 15 countries undertook reduc
tion commitments for domestic support. In most cases, the Current Total AMS, 
as notified for 1998, as a percentage of the total value of agricultural produc
tion or of agricultural value added was less than 5 percent, and in only one case 
was it more (Figure 7.7). Twelve countries benefited from the de minimis pro
vision, but the average of the sum of product-specific and non-product-specific 
support notified during the period 1995-98 as a percentage of the total value 
of agricultural production or of the agricultural value added was less than 5 per
cent for all and less than 1 percent for six countries (Figure 7.6). The only 
widely used S&D provision on domestic support was Article 6.2, and as many 
as 25 countries reported recourse to it during the period 1995-98. As regards 
export subsidies, all 12 developing country members that made export reduc
tion commitments availed themselves of the flexibility to apply a lower rate of 
reduction, but they made little actual use of export subsidies (Table 7.3). Only 
five developing country members notified the use of subsidies related to trans
port and marketing costs, and that, too, in small amounts. 

The past preoccupation of India and other developing countries with S&D 
treatment has not served them well. It deflected attention from the central task 
of getting the industrialized countries to reduce their extremely high levels of 
support and protection substantially and meaningfully during the Uruguay 
Round. It eased the pressure on them to confront the huge economic distortions 
caused by their agricultural policies. It no doubt helped the developing coun
tries to fend off pressures for liberalizing their trade regimes, but it helped the 
developed countries even more because they got away with minimal changes in 
vastly more distorting policies in agriculture. Indeed, S&D treatment proved a 
more potent negotiating tool for the industrialized countries, because it helped 
them to influence the developing countries to become less demanding about the 



Negotiating beyond Doha 247 

industrialized countries' undertaking real reforms. The lesson to be learned 
from the Uruguay Round is that the industrialized countries would need to be 
subjected to much more moral and political pressure in the future before they 
could be expected to relent on their highly distorting agricultural policies. One 
of the ways of doing this would have been to challenge them through propos
als for deep reform in agriculture that were designed, to the maximum extent 
possible, for uniform application to the entire WTO membership. We believe 
that i f the reform were deep enough, it could be applied equally by the devel
oping countries without becoming burdensome for them. 

It has to be recognized that taking measures for reduction of domestic sup
port and protection to farmers is politically challenging in both developed and 
developing countries. A government can win the support of domestic con
stituencies for any proposal for agricultural reform only i f all countries are seen 
as undertaking reforms. The moment one negotiating country or group of coun
tries seeks flexibility in applying the modalities for liberalization, it creates con
ditions for others to seek corresponding changes in the dispensation applicable 
to them. One departure from the agreed path toward liberalization spawns an
other and generates a downward spiral that shrinks the liberalization package. 
Indeed, in a politically difficult area such as agriculture the tendency may be to 
respond positively to requests for flexibility with the hidden agenda of secur
ing flexibility in return elsewhere. Given the increasing emphasis that the G33 
put on flexibility for special products, it was inevitable that the developed coun
tries would come out strongly for sensitive products. Because the negotiations 
have already advanced quite far on the basis of two-track liberalization, one for 
the developed and another for the developing countries, it is too late to change 
course and ask for a uniform approach. However, we believe that even now the 
developing countries can improve their bargaining position by narrowing the 
distance between the two tracks, moderating the extent of S&D treatment they 
demand, and even giving up demands for such treatment where the gains are 
small. The way to limit the flexibility for sensitive products would be to mini
mize the demand for the coverage and treatment of special products. 

Market Access 

The most important issue that the negotiators must grapple with is that of tariff 
peaks. That some WTO members can continue with tariff levels of 200, 300, 
and even 500 percent represents a severe indictment of the trading system. 
While the EC has already accepted the G20 proposal that tariffs be capped at 
100 percent and the U.S. demand is for 75 percent, the G10 is not willing to ac
cept a ceiling at all. The best way to put pressure on the G10 is for the devel
oping countries not to insist on a higher tariff cap for themselves as proposed 
by the G20. Equally important, the developing countries should be willing to 
accept a common ceiling for sensitive and special products as well. Unless a 
tariff cap is applied to sensitive products, too, the WTO membership wil l not 
be able to undo the reversal in the liberalization process that the phenomenon 
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of "dirty tariffication" brought about in the Uruguay Round. In fact, 100 per
cent should become the common maximum for sensitive and special products, 
and for other products the maximum tariff at the end of the implementation pe
riod should be in the range of 60-70 percent ad valorem, for both the develop
ing and the developed countries. In China, a developing country, no agricultural 
tariff has been higher than 65 percent since 2004. There is no reason that any 
other developing country cannot accept a maximum general level of tariff of 
that order. In India, in light of the nominal protection coefficient analysis in 
Chapter 4, only a few products, such as coconut and rapeseed and the oils de
rived from them, as well as palm oil, would seem to need a high tariff ceiling. 

The long-term aim of developing countries must be to achieve reductions 
of the maximum tariffs to such a level that TRQs become redundant. However, i f 
the maximum for sensitive products were to be established at 100 percent, as we 
have suggested, TRQs would need to be continued as a transitional measure. In 
this situation, obtaining expansion of the existing TRQs should be an important 
objective of the negotiations for developing countries in order to further improve 
market access. Although seeking agreement on disciplines for the administration 
of TRQs must remain an important objective, even more important from the per
spective of countries not benefiting from preferential allocation is the need to en
sure that the increases in TRQs, i f not TRQs as a whole, are allocated on a most-
favored-nation (MFN) basis. In arriving on an agreement on this issue, however, 
it would be necessary to strike a balance between the interests of the preference-
receiving developing countries and those of other developing countries. 

The principal task for the Doha Round in market access is addressing tar
iff peaks, because it is the high levels of tariff that cause the greatest distortions. 
Once agreement is achieved on the maximum level or levels of tariff, the task 
of settling on a formula for tiered reduction wil l become easier to address. Sug
gestions on the tiered formula were before the participants at the time the ne
gotiations were suspended, and separate bands and rates of reduction have been 
proposed for the developed and developing countries. But these suggestions are 
not set in stone, and there wi l l be scope for variations whenever the negotia
tions resume. There is a case for narrowing the difference between the tiered 
reductions to be undertaken by the developing and developed countries. 

To obtain maximum results, the application of the formula for tiered re
duction must be supplemented across the board by a request-offer approach. 
One area in which such negotiations would be particularly relevant for India 
and other developing countries would be that of tropical products. Developed 
countries have considerably liberalized trade in these products, and we have 
seen (in Appendix Table 4 A. 1) that what remained were tariffs on tropical prod
ucts in their processed forms, which are tougher for these countries to give up. 
I f India and other developing countries are to aim at securing tariff elimination 
for these products in the developed countries, they must be willing to offer re
ciprocal tariff concessions in return. We have also seen (in Appendix Table 
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4A.2) that several developing countries maintain high tariffs on these products, 
and obtaining concessions from them must also be an objective of the negotia
tions for exporting developing countries. Reciprocal negotiations would also be 
useful for securing deeper reductions in specific products over and above what 
the agreed formula might deliver. Bilateral negotiations on the basis of request-
offer procedures for negotiations would seem to be the best way of achieving 
the fullest liberalization for tropical products, which was mandated by the min
isters at Doha and reiterated in the July Framework. 

The success of the developing countries in securing additional flexibility 
for special products is undoubtedly important in political terms for the domes
tic agricultural constituency and in negotiating terms as a tool for limiting the 
flexibility in the tariff treatment of sensitive products. However, in light of our 
earlier analysis, developing countries need to exercise caution in asking for a 
high level of flexibility over a wide range of products. The Hong Kong Session 
gave developing country members the right to self-designate an appropriate 
number of products as special products, guided by indicators based on the cri
teria of food security, livelihood security, and rural development needs. Leav
ing it to the developing countries to self-designate special products was in
evitable given the diversity in the agricultural situations of developing countries 
and the difficulty in agreeing to more specific criteria. But it would be a mis
take to interpret the ability to self-designate special products as offering carte 
blanche. The real limiting factor would be the effect that the coverage of spe
cial products (and indeed the decision on their tariff treatment) would have on 
the negotiations as a whole. I f the coverage of special products is extensive in 
the developing countries and the flexibility in tariff treatment very broad (as 
proposed by the G33 just before the Hong Kong Session), the principal indus
trialized countries would certainly edge toward the least liberal of their pro
posals for flexibility for sensitive products and not deepen their cuts in domes
tic support. In fact, given the political pressures in the United States for not 
reducing domestic support and in the EC for limiting reduction in market ac
cess, granting high levels of flexibility to the developing countries may be the 
easy way out for them. We believe that i f the aim of the developing countries is 
radical reform, as it should be, there is a case for them to limit their demand for 
flexibility for special products and to confine it to a very small proportion of 
agricultural tariff lines and a moderate deviation on tariff treatment. 

Much more important from the perspective of developing countries is the 
special safeguards mechanism (SSM), for the establishment of which there is 
already a mandate. In addition to the threat to domestic agriculture constituted 
by the high levels of domestic and export subsidies granted by the major in
dustrialized countries, developing countries are also vulnerable to the sharp pe
riodic fluctuation in prices that is a regular feature of international commodity 
markets. The SSM should enable members to impose additional tariffs tem
porarily when there is a surge in imports or such a surge is threatened by a fall 
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in international prices. Like the existing special safeguard provisions in Article 
5 of the Agreement on Agriculture, the new mechanism should provide for au
tomatic recourse to safeguard measures once the price or alternatively volume 
triggers are reached. There should be no requirement of injury, and the mecha
nism should be available for all agricultural products. In order for the mecha
nism to be useful for the developing countries, it wil l be important to ensure 
that it has the attributes of automaticity and simplicity. Also, i f the developed 
countries are to be persuaded to accept a ceiling on tariffs, it may be necessary 
to give them access to the mechanism as well. 

Developing countries are fully justified in linking their own ability to im
prove market access to the substantial reduction in or elimination of all forms of 
export subsidies and domestic support besides reduction in tariffs by the devel
oped countries. The implication should be that the proposals with respect to mar
ket access elaborated earlier and those with respect to domestic support and ex
port competition dealt with in the following sections should be construed as an 
integral part of a single package. The wide gap between the bound and applied 
rates in developing countries implies that there should not be much difficulty in 
accepting a reduction of the maximum agricultural tariffs to the level of 60-70 
percent. The competitiveness analysis carried out in Chapter 4 shows that for 
most basic foodstuffs a norm of even 30 percent can be considered safe for India, 
for instance, in a situation in which the developed countries agree to eliminate or 
reduce trade-distorting subsidies substantially and in which additionally a suit
able SSM is established. We have to remember that a major concern of develop
ing countries pursuant to the food security objective is to make at least the key 
staples in the diet of the population available to the people at affordable prices. 
In fact, because basic foodstuffs constitute a high proportion of the household 
budgets of the poorer segments of the populations in developing countries, levy
ing duties on these products is not desirable from the point of view of equity. Tar
iffs on these products must never be set at a high level in any of the developing 
countries. In other products, there is considerable scope for narrowing the gap be
tween the bound and applied levels. In the case of tropical products, too, export
ing developing countries must show their willingness to reciprocate the elimina
tion of duties in developed countries and the possible reduction in the importing 
developing countries by bringing the tariffs down to reasonable levels. The SSM 
would create conditions to facilitate reduction of tariffs to moderate levels. 

We saw in Chapter 8 that the African-Caribbean-Pacific Group countries 
have demanded that the preferential arrangement that has historically linked 
them to the EC be made more stable and predictable and that compensation be 
provided to them for the erosion of preferences arising from the MFN reduc
tion of tariffs. These countries should be dissuaded from suggesting that MFN 
reductions not be made in order to preserve the benefits of the preferences for 
them. It must be remembered that these preferences given to a subset of devel
oping countries (with the exception of the least developed countries) are not 
consistent with the basic WTO obligations, and the EC was granted a tempo-
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rary waiver for the purpose. Preservation of preferences by not effecting re
ductions on a nondiscriminatory basis would be a gross abuse of the ad hoc 
waivers through which the conformity of these arrangements with the WTO 
Agreement has been ensured. The only rational way in which the erosion of ex
isting preferences can be compensated is by expanding the scope of such pref
erences or, where that is not possible, through a transfer of resources. Improv
ing the supply-side capabilities of the preference-receiving countries by means 
of technical and financial assistance is another avenue that should be explored. 
A modest delay in MFN reduction by the industrialized countries with respect 
to products of vital interest to preference-receiving countries, which would en
able these countries to retain the preferences for a finite period, should also be 
acceptable. 

Members that have acceded to the WTO after the Uruguay Round, and, in 
doing so, made large concessions for liberalizing their policies for support and 
protection of agriculture, need to be treated sympathetically. The best way to 
deal with their problems is to consider each newly acceded member separately 
and moderate the requirement for further reduction in support and protection in 
light of the commitments that it has already undertaken. 

Domestic Support 

Getting the developed countries to make sharp reductions in their domestic sup
port is of paramount importance not only to obtain access to their markets but 
also to obtain access to third country markets. We have seen how direct pay
ments in the EC and the United States have substituted for the declining use of 
explicit export subsidies and increased the competitive pressures on efficient 
suppliers. The predicament of the cotton-producing countries of West Africa 
brings out the urgency of bringing about a radical reduction of trade-distorting 
domestic support in the industrialized countries in order to check the slide of 
some of the poorest countries of the world into deeper poverty. 

The outstanding issues in domestic support include the tiered formulae for 
overall trade-distorting support (OTDS) as well as for Total AMS. Separate re
ductions are envisaged for the Blue Box and de minimis, categories that con
stitute elements of trade-distorting support. We have noted that there is a stand
off with respect to review of the criteria for the Blue Box between the United 
States and other members. The best strategy for the developing countries in this 
situation is to persevere in taking a stand for steep reduction of the OTDS, 
squeezing the constituent elements in the process. I f the level of reduction were 
steep, the extent of reduction in each of the elements of OTDS would become 
less crucial and the members could be given the option of allocating the TDS 
to any of the constituent elements. Nevertheless, in order to apply a double 
squeeze, the developing countries must pursue proposals for reduction in the 
Final Bound Total AMS, de minimis, and Blue Box levels. 

How steep should the reduction in the OTDS be? The July Framework 
mandates that there be a strong element of harmonization in the reductions 
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made by the developed countries and that higher levels of permitted trade-dis
torting domestic support be subject to deeper cuts. The simplest and most eq
uitable way of reducing the disparity would have been to require the reduction 
of the OTDS to a percentage of the total value of agricultural production. In our 
view, a requirement that the OTDS be reduced to 5 percent of the total value of 
agricultural production would have been consistent with the objective of fun
damental reform in world agriculture. However, members have already agreed 
that reduction wil l be on the basis of absolute and not relative values and that 
the percentages of reduction be considered for three bands. It is still possible to 
work backward from the requirement of the eventual target of 5 percent and 
suggest a target for reduction of a specified percentage for each band. In the EC, 
one calculation shows the OTDS at 110.3 billion euros, and in the United States 
the corresponding figure is US$48.2 billion. 1 In order to reduce these levels to 
five percent of the value of agricultural production, the EC would have to un
dertake a commitment to reductions of about 90 percent and the United States 
to reductions of 80 percent. Against this, as we have seen earlier, the G20 pro
posed an 80 percent reduction in the tier in which the EC fell and 75 percent in 
the tier to which the United States belonged. The implication is that there is lit
tle scope for the G20 to yield any ground on its proposals for reduction of the 
OTDS. I f these appear too steep to be achieved over a normal implementation 
period of five to six years, a longer period of seven to eight years could be ac
cepted. Given the very modest recourse to trade-distorting support in develop
ing countries, these countries should also be in a position to accept reduction in 
the OTDS by 70 percent, the rate suggested by the G20 for the lowest band, and 
there may not be any need for their reduction percentages to be reduced. 

We have to address the concern arising from the fact that some of the Green 
Box measures are now acknowledged to be causing more than minimal distor
tion to production and trade. The cause for concern is not general services, pub
lic stockholding for food security purposes, or domestic food aid, but the direct 
payments enumerated in the list of exempt measures in Annex 2 of the Agree
ment on Agriculture. It is the measures that end up with more money from the 
governments in the hands of the farmers that need to be disciplined. A begin
ning could have been made by requiring that the expenditures on direct pay
ments under the Green Box be capped at the monetary level that existed at the 
commencement of negotiations in 2001, but the July Framework does not en
visage such a limitation on the Green Box. However, the framework provides 
that the "Green Box criteria wi l l be reviewed and clarified with a view to en-

1. The figures have been derived from the EC notification to the WTO (WTO Doc. G/AG/ 
N/EEC/49) and the U.S. notification to the WTO (WTO Doc. G/AG/N/USA/51) by adding up to
tal AMS commitment, 5 percent for de minimis product-specific support, 5 percent for de minimis 
non-product-specific support, and 5 percent for the Blue Box based on the average total value of 
agricultural production during the implementation period. 
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suring that the Green Box measures have no, or at most minimal, trade-distorting 
effects or effects on production" (WTO Doc. WT/L/579). It should be possible 
to argue that in order to ensure that the Green Box measures have a minimal ef
fect, only small farmers should be eligible for such payments. The exemption 
envisaged in Article 6.2 for generally available input subsidies is applicable 
only i f such subsidies are extended to low-income and resource-poor farmers. 
In this light, it would be equitable to propose that a similar criterion be imposed 
for direct payments under the Green Box in view of the potential of these mea
sures to cause more than minimal distortions. We have seen that the G20 has 
proposed that for decoupled support additional criteria be imposed, making low 
levels of income, landholding, and production conditions for eligibility. Given 
the massive recourse to decoupled income support in the major developed coun
tries, agreement on this proposal should be the sine qua non for the developing 
countries' acceptance of the Doha Round package. Equally important should 
be the new criteria for the Blue Box. It wil l be particularly critical to ensure that 
no possibility is left open for any member to load its entitlement to the Blue 
Box disproportionately on one or more crops in any year. 

We have seen that as many as 25 developing countries were granting in
vestment subsidies as well as input subsidies to farmers to promote the mod
ernization of agriculture. These measures are exempt from reduction commit
ments under Article 6.2 of the Agreement on Agriculture on the condition that 
they are available generally and not for any specific product. With respect to 
input subsidies, there is the additional condition for exemption that only low-
income and resource-poor farmers be eligible. This is one of the few worthwhile 
provisions for S&D treatment that needs to be preserved. In fact, the develop
ing countries should seek a clarification, which would give them some addi
tional room to maneuver. 

The manner in which the exemption on input subsidies is formulated in 
Article 6 of the Agreement on Agriculture, and the restrictive way that exemp
tions are generally interpreted by the dispute settlement panels, it appears nec
essary to propose a clarification of the intent of the article. It should be sug
gested that when all farmers are eligible for input subsidies, the proportion of 
the subsidies given to low-income or resource-poor farmers be deducted from 
the computation of non-product-specific support. 

Export Competition 

A trading arrangement that allows governments to grant subsidies at a rate that 
is 100 to 400 percent of the world f.o.b. price is a travesty of a system. The 
agreement in the July Framework on establishing "detailed modalities ensuring 
the parallel elimination of all forms of export subsidies and disciplines on all 
export measures with equivalent effect by a credible end date" and the subse
quent agreement at Hong Kong on an end date of 2013 have been significant 
achievements of the negotiations. In view of the large unused base rate of ex-
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port subsidies in the EC, the developing countries should ask for a substantial 
reduction in the very first year of the implementation period. The agreement at 
Hong Kong that the exemption for marketing and transport subsidies under Ar
ticle 9.4 of the Agreement on Agriculture would be valid for another five years 
after the end date for elimination of all forms of export subsidies is equitable, 
because it would allow the markets in which market shares may have been se
cured in the past by the industrialized countries with the aid of subsidies to be 
wrested back. In view of this substantial concession, seeking an end date other 
than 2013 for other export subsidies may not be of any practical value. 

In the negotiations on disciplines on export financing support, exporting 
state trading enterprises (STEs), and international food aid, developing coun
tries need to lean on the stricter side. In the negotiation of disciplines on the terms 
and conditions relating to export credits, export credit programs, and export in
surance programs with repayment periods of less than 180 days, there should no 
open-ended loopholes. Allowing maximum repayment terms of 36 months for 
exports of agricultural products to the least developed countries has a rationale, 
but there is much less justification for the same privilege to be granted with re
spect to net food-importing developing countries and other developing country 
members "under exceptional circumstances." With respect to STEs, developing 
countries should favor ending monopoly powers for exports, with no S&D treat
ment for developing country exporting STEs. Disciplines on food aid should im
prove the quality of such aid by ensuring that supplies increase in times of need 
when international prices are high and decrease when low prices prevail, not the 
other way around, as is the current experience. The "safe box" should include 
only emergencies declared or appeals made by international and regional inter
governmental organizations, including the International Committee of the Red 
Cross and the International Federation of Red Cross and Red Crescent Societies. 
No other food aid should be allowed to be in-kind. 

We have noted that the July Framework envisages that work on cotton wil l 
be done under all pillars of agricultural support covered by the Agreement on 
Agriculture. However, it is clear that the only lasting solution to the difficulties 
of the cotton-producing countries of West Africa would be to agree on large cuts 
in domestic support (such as those we suggested earlier) and to put into effect 
the agreement on the elimination of export subsidies and export credit and al
lied measures for periods of more than 180 days. It is difficult to envisage any 
other response to the concerns of these countries that would be both meaning
ful and permanent. 

On export restrictions, it must be recalled that GATT 1994 explicitly al
lows the temporary application of export prohibitions or restrictions to prevent 
or relieve critical shortages of foodstuffs. Because the problems shortage cre
ates for low-income consumers in developing countries can be serious, the only 
new provisions that could be envisaged are for increased transparency and con
sultation with affected members. 
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I f the model for deep reform o f wor ld agriculture we have outlined proves 
unattainable, the strategy o f developing countries in the negotiations would 
have to change. There would be ful l justification for taking full advantage o f the 
S & D treatment agreed so far and indeed asking for more. Developing countries 
cannot offer anything substantial in response to market access commitments by 
the industrialized countries as long as their agricultural economies continue to 
be threatened by the export subsidy and domestic support practices o f those 
countries. Wi th the prevailing levels o f agricultural subsidies in those countries, 
developing countries cannot afford to lower their guard by agreeing to anything 
more than minimal reductions in tariffs. The formula for reduction o f tariffs by 
developing countries must therefore be very substantially differentiated in 
terms o f the depth o f cuts as wel l as the period o f implementation. A n even bet
ter strategy would be to propose that developing countries be exempted alto
gether from the application o f a formula for the reduction o f tariffs. They could 
be asked to contribute to tar iff reduction on a request-offer basis and respond 
to market-opening offers on the basis o f strict reciprocity. Such an approach 
would have the advantage o f enabling developing countries to evaluate indi 
vidual market access offers after taking into account domestic subsidies as we l l 
as nontariff barriers by way o f sanitary and phytosanitary restrictions. I f the i n 
dustrialized countries do not reduce megatariffs, there would be justification for 
developing countries to propose that only they be given access to the new SSM 
and that the existing special agricultural safeguards be abolished. I f a workable 
SSM is agreed, i t w i l l give developing countries the confidence to reduce their 
bound tariffs on individual products to the applied level or even further. This 
w i l l improve the bargaining ability o f developing countries in the negotiations 
on a request-offer basis. 

The absence o f commitments for drastic reduction o f domestic support 
would create the conditions for S & D provisions to be revived wi th respect to 
export competition as wel l . We have seen that even as the levels o f explicit ex
port subsidies have come down, their place has been taken by the direct pay
ments component o f domestic support. Most developing countries do not have 
the resources to support their farmers wi th direct payments, decoupled or not. 
Without deep reform, developing countries are ful ly justified in asking that Ar 
ticle 9.4 benefits be continued indefinitely and that they be exempted from re
duction commitments on transport cost subsidies and subsidies related to mar
keting costs for export shipments. Although the Hong Kong Session agreed to 
a five-year extension o f the benefits o f Art icle 9.4 after the end date for e l imi
nation o f all export subsidies, the single undertaking notion implies that noth
ing is agreed unless everything is agreed. This notion would provide the han
dle developing countries need to reopen the question o f indefinite continuation 
o f Article 9.4 should a meaningful reduction o f domestic support not be agreed. 

Lack o f agreement on fundamental changes in the agricultural policies o f 
the industrialized countries would similarly justify the need to retain and even 
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modestly enhance the S&D provisions with respect to domestic support. As ob
served earlier, even i f most developing countries do not have the means to ex
pand domestic support, the enhancement of S&D provisions would at least in
crease the political acceptability of the WTO. From the point of view of 
developing countries the issue of a possible revival of the Peace Clause is cru
cial. Given the potential for the domestic support (including the direct payments 
under the Green Box) and export subsidies of the industrialized countries to ad
versely affect the trade interests of developing countries in all markets, there is 
no reason developing countries should be deprived of the ability to seek redress 
under the various provisions of GATT 1994 and the Agreement on Subsidies 
and Countervailing Measures (ASCM). Of particular interest to developing 
countries wil l be the possibility to seek remedies in the event the export subsi
dies and domestic support measures of the industrialized countries impede their 
exports to or displace them from third country markets. The ability to subsidize 
exports under Article 9.4 of the Agreement on Agriculture wi l l give them some 
relief, but the lack of financial resources would impose a huge constraint. Le
gal means to compel other members to cease subsidization would be of greater 
assistance to them in seeking a fair share of international markets. Continuation 
of the Peace Clause in the new implementation period could be envisaged only 
i f agreement were to be reached at a high level of ambition. But in the absence 
of such agreement, any such proposal must be firmly rejected. Any agreement 
on such a clause between the United States and the EC could remain valid for 
the parties, but need not be applicable multilaterally. Developing countries 
should not underestimate the leverage that the ASCM gives them for securing 
deep reform in agriculture. Even with the limitations imposed by the Peace 
Clause, Brazil could secure a resounding verdict in its favor in the cotton case 
against the United States. Absent the Peace Clause, there would be a greater 
possibility for exporting developing countries to apply pressure on the major 
industrialized countries to moderate their subsidy practices through WTO dis
putes. Given the scale of subsidization by these countries, the developing ex
porting countries would have ample opportunity to establish the case for "seri
ous prejudice" within the terms of Article 6.2 of the ASCM in disputes raised 
against those countries. The case for serious prejudice could be made in all sit
uations in which the subsidies have the effect of displacing or impeding imports 
into the market of the subsidizing member or displacing or impeding exports to 
a third country market. It can also be established whether the subsidies cause 
significant price undercutting or price suppression in any market or lead to an 
increase in the world market share of the subsidizing member. Given the po
tential for raising successful disputes in the WTO without a Peace Clause, there 
is no reason for the developing countries to acquiesce to a poor outcome on agri
culture in the Doha Round. They should also not be tempted by offers of sub
stantial flexibility in their own agricultural policies by way of S&D treatment, 
which we have seen they do not really need in many situations. 
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The failure to strike a deal before the summer break of 2006 meant that 
the administration of U.S. President George W. Bush would miss the opportu
nity to obtain congressional approval of the Doha Round package before the 
trade promotion authority expired on June 30,2007. In the context of initiation 
of action by the U.S. president to obtain renewal of the trade promotion au
thority there could be pressure to reach an interim agreement on the basis of 
minimal liberalization. It would be important for the developing countries not 
to succumb to the pressure. A prolonged crisis would be better than a conclu
sion that perpetuates the existing distortions in world agriculture. Increased re
course to dispute in the WTO could deepen the crisis and induce pressures for 
genuine agricultural reform. 





Glossary 

Aggregate Measurement of Support (AMS) The AMS is the monetary 
measure of the annual level of trade- and production-distorting support, devel
oped during the Uruguay Round in the Agreement on Agriculture. Total AMS 
means the sum of all such domestic support provided in favor of agricultural 
producers, whether on a product-specific or a non-product-specific basis. The 
Base Total AMS is the support provided during the base period (1986-88), and 
the Annual Final Bound Commitment Levels are the maximum support per
mitted during any year of the implementation period and thereafter. Current To
tal AMS is the level of support actually provided during any year of the imple
mentation period. 

Amber Box The WTO Agreement required members to undertake reduction 
in subsidies with respect to measures of domestic support that caused economic 
distortions, except those that were specifically exempted. The measures subject 
to reduction commitments are commonly referred to as comprising the Amber 
Box. 

Binding The process whereby governments agree during negotiations to 
maintain the tariff on a product at existing or ceiling levels in the future is re
ferred to as the binding of tariffs. Once bound, these levels cannot be increased 
except after renegotiations with the trading partners. Tariffs that are reduced 
during negotiations also are bound against any increase. (See also Schedule of 
Concessions.) 

Blair House Agreements Two agreements (Blair House I and Blair House 
II) were concluded by representatives of the European Economic Community 
and the United States in 1992 and 1993, respectively, in order to settle trade dis
putes and to work out a common approach to some of the Uruguay Round is
sues in the area of agriculture. These agreements have come to be known by the 
name of the building in Washington, D.C. where the deals were struck. 
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Blue Box Direct payments under production-limiting programs that were ex
empted from reduction commitments during the Uruguay Round are commonly 
referred to as comprising the Blue Box. They were recognized to be causing 
somewhat less significant economic distortions than those comprising the Am
ber Box, such as open-ended price support. 

Cairns Group A number of agricultural exporting countries met at the Aus
tralian city of Cairns in August 1986 and formed a group with the objective of 
pursuing their interests in a concerted manner in the negotiations on agriculture 
in the Uruguay Round and thereafter. The group has come to be known by the 
place where they held their first meeting. 

Countervailing duties The General Agreement on Tariffs and Trade (GATT) 
of 1994 and the Agreement on Subsidies and Countervailing Measures provide 
that members may impose duties (known as countervailing duties) on imports 
that benefit from subsidies in exporting countries i f they cause material injury 
to domestic industry (or agriculture). 

De minimis levels The modalities followed by governments for the reduction 
of domestic support during the Uruguay Round provided that product-specific 
support that did not exceed 5 percent (10 percent for developing countries) of 
the total value of production of a basic product or non-product-specific support 
that did not exceed 5 percent (10 percent for developing countries) of the value 
of total agricultural production would be excluded from the calculation of Base 
Total AMS. The Agreement on Agriculture applies the same rule for the calcu
lation of Current Total AMS. These percentages are referred to as de minimis 
levels. 

G6 (Group of 6) A group of influential WTO members representing diverse 
interests in agriculture, comprising Australia, Brazil, the EC, India, Japan, and 
the United States. 

G10 (Group of 10) A group of countries (Bulgaria, Taiwan Province of 
China, Iceland, Israel, Japan, the Republic of Korea, Liechtenstein, Mauritius, 
Norway, and Switzerland) that was formed at the time of the fifth session of the 
WTO Ministerial Conference at Cancun. The group attached great importance 
to nontrade concerns and opposed improvement of market access in import-
sensitive products. 

G20 (Group of 20) A group of countries (originally Argentina, Brazil, Bo
livia, China, Chile, Colombia, Costa Rica, Cuba, Ecuador, El Salvador, Guate
mala, India, Mexico, Pakistan, Paraguay, Peru, the Philippines, South Africa, 
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Thailand, and Venezuela) that emerged during the preparations for the fifth ses
sion of the WTO Ministerial Conference held at Cancun. The group pressed for 
deep reform in agriculture while at the same time proposing special and differ
ential treatment of developing countries. For subsequent changes in member
ship of the G20, see Chapter 7. 

G33 (Group of 33) Originally a group of 22 countries (Barbados, Botswana, 
Cuba, the Dominican Republic, Honduras, Indonesia, Jamaica, Kenya, Mon
golia, Nicaragua, Nigeria, Pakistan, Panama, Peru, the Philippines, Tanzania, 
Trinidad and Tobago, Turkey, Uganda, Venezuela, Zambia, and Zimbabwe) that 
stressed food security, livelihood security, and rural development concerns of 
the developing countries at the fifth session of the WTO Ministerial Conference 
held at Cancun. Membership of the group grew to 33 and more, but it has ad
hered to the name G33. A number of countries, including China and India, that 
are members of the G20 are also members of the G33. For subsequent changes 
in membership of the G33, see Chapter 7. 

G90 (Group of 90) A large coalition of developing countries from the 
African-Caribbean-Pacific Group, the African Group, and the least developed 
countries. 

GATT 1947 The General Agreement on Tariffs and Trade, as originally 
adopted on October 30, 1947, is referred to as GATT 1947. It provided the 
framework for the conduct of trade relations among its contracting parties as 
well as a forum for successive rounds of negotiations for trade liberalization un
til the entry into force of the WTO Agreement on January 1, 1995. 

GATT 1994 GATT 1994 refers to GATT 1947 as updated by the Uruguay 
Round. It includes GATT 1947; the legal instruments that entered into force un
der GATT 1947 up to December 31, 1994; and the understandings on the in
terpretation of certain articles of GATT that were negotiated during the 
Uruguay Round. GATT 1994 is one of the multilateral agreements on trade in 
goods annexed to the WTO Agreement. 

Green Box Annex 2 of the Agreement on Agriculture lists a number of mea
sures that are exempt from reduction commitments in recognition of the fact 
that they have "no, or at most minimal, trade-distorting effects or effects on pro
duction." These exempt measures are commonly referred to as comprising the 
Green Box. 

Harmonized System The Harmonized Commodity Description and Coding 
System, generally referred to as the Harmonized System or HS, is an interna-
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tional system of product nomenclature developed by the World Customs Orga
nization that is used by WTO members as a basis for their customs tariffs. The 
coverage of the Agreement on Agriculture has been defined in terms of various 
chapters, headings, and subheadings of the HS. 

Implementation period The reduction commitments undertaken during the 
Uruguay Round were to be implemented over a six-year period, and the Peace 
Clause was to be valid over a nine-year period, both commencing in 1995. De
veloping countries had the flexibility to implement their reduction commit
ments over 10 years. Interpretation of the term, therefore, varies with the con
text in which it is used. 

Modalities The term modalities embraces a number of elements of the pro
cess by which participating governments conduct negotiations for reduction of 
trade barriers. It includes the product coverage, the negotiating tool (request-
offer, formula, or any other approach), the extent of reduction, the base level 
that constitutes the starting point for applying the reductions, the manner of ap
plication of special and differential treatment of developing countries, and so 
on. The modalities paper for the Uruguay Round negotiations on agriculture 
was used as a reference point by the participants, although it was not formally 
approved by them. 

Multifunctionality The argument on multifunctionality of agriculture em
phasizes that agriculture not only supplies populations with their requirements 
of food and fiber, but through its positive externalities also supplies certain pub
lic goods that fulfill important societal goals. These goals include food security, 
protection of the environment, and viability of rural areas and their develop
ment. Because trade policy objective is only one element of the national agri
cultural policies, the argument is put forward that a "market only" approach is 
inappropriate for agriculture. 

Peace Clause GATT 1994 and the Agreement on Subsidies and Countervail
ing Measures authorize WTO members to raise a dispute or impose a counter
vailing duty in order to protect their trade interests from adverse effects caused 
by domestic and export subsidy practices of other members. However, as an in
ducement to members to undertake reduction commitments with respect to 
agriculture, it was provided that recourse to these redressal mechanisms would 
be limited on a transitional basis. Accordingly, for the nine-year period com
mencing in 1995, Article 13 of the Agreement on Agriculture (also known as 
the Peace Clause) protected domestic support measures and export subsidy 
practices of members from disputes and also envisaged that members wi l l show 
"due constraint" in initiating countervailing duty investigations. 
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Schedule of Concessions Specific commitments undertaken by WTO mem
bers with respect to tariffs, domestic support, or export subsidies are incorpo
rated into separate legal instruments for each member that are annexed to the 
Protocol to GATT 1994. These instruments are known as Schedules of Con
cessions. 

Serious prejudice "Serious prejudice" is the term used in Article X V I of 
GATT 1994 to refer to an adverse effect caused by the subsidy practices of one 
member with respect to the interests of other members. Article 6 of the Agree
ment on Subsidies and Countervailing Measures elaborates the concept further. 

Tariffication The Agreement on Agriculture required that all nontariff mea
sures other than those maintained under general and non-agriculture-specific 
provisions of GATT 1994 or other WTO agreements (such as balance-of-
payments restrictions) be converted into ordinary customs duties. The process 
of conversion of nontariff measures into their tariff equivalents is referred to as 
tariffication. 

Trade promotion authority The U.S. Constitution gives the U.S. Congress 
the authority to approve trade agreements. To facilitate negotiations from time 
to time, Congress grants trade promotion authority (earlier known as fast-track 
authority) to the executive branch, retaining the right to vote on the negotiated 
package, accepting or rejecting it as a whole, but without the ability to make 
any amendments to it. 
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nominal protection coefficient for, 75f, 
103-4; resource cost ratio for, 78 

Group of 5 (G5),210 
Group of 6 (G6): in breakdown at Geneva 

2006 talks, 1, 236; definition of, 260; 
Group of 20 meeting with, 210 

Group of 10 (G10): at Cancun 2003 talks, 
227; definition of, 260; at Hong Kong 2005 
talks, 235 

Group of 20 (G20), 203-11; AMS of, 206, 
206f; Cairns Group members in, 204; at 
Cancun 2003 talks, 189, 204, 226, 228; 
definition of, 260-61; in Doha Round, 
203-7; emergence of, 7, 203—4; goal of, 
204; at Hong Kong 2005 talks, 210-11, 
232, 233-34; India in, 7, 65, 204, 226; in 
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Group of 20 {continued) 
July Framework, 210-11; original members 
of, 204n; on overall trade-distorting 
support,252 

Group of 22 (G22), at Cancun 2003 talks, 
207 

Group of 33 (G33), 207-11; agricultural 
employment in, 208, 209t; Cairns Group 
members in, 189; at Cancun 2003 talks, 
228; definition of, 261; emergence of, 
207,228; goal of, 189, 207; at Hong Kong 
2005 talks, 210-11, 234-35; India in, 65, 
228; in July Framework, 210-11; rural 
development in, 208-9; self-sufficiency 
of, 208,208t; on tariff commitments, 207, 
209 

Group of 90 (G90), 261 
GSM-102. See Export Credit Guarantee 

Program 
GSM-103. See Intermediate Export Credit 

Guarantee Program 
Guatemala, in Cairns Group, 191 
Gulati, A., 97 

Harmonization formula, 203, 219, 221 
Harmonized System (HS): definition of, 

261-62; in India, 43,46 
Hong Kong 2005 talks: assessment of, 

243-44; EC position at, 151, 232-33; 
Group of 10 proposal at, 235; Group of 
20 proposals at, 210-11,232,233-34; 
Group of 33 proposals at, 210-11, 234-35; 
Ministerial Declaration at, 235-36; 
preparations for, 216, 231-36; progress 
at, 2, 216-17, 235-36; proposals sub
mitted before, 231-35; U.S. proposals at, 
183,232 

HS. See Harmonized System 
Hungary, in Cairns Group, 190-91 

ICAC. See International Cotton Advisory 
Committee 

Implementation of Agreement on Agriculture: 
assessment of, 240-42; of domestic support 
commitments, 26-28; of export competition 
commitments, 32-33; period for, definition 
of, 262 

Implementation of Agreement on Agriculture, 
by Cairns Group, 191-202; of domestic 
support provisions, 194-98; of export 

competition provisions, 198-202; of market 
access provisions, 192-93 

Implementation of Agreement on Agriculture, 
by EC, 124-53; conclusions regarding, 
152-53; of domestic support provisions, 
134-46; of export competition provisions, 
146-51; of market access provisions, 
127-34 

Implementation of Agreement on Agriculture, 
by India, 41-66; conclusions regarding, 
65-66; of domestic support provisions, 
49-61; of export competition provisions, 
61-64; Indian misgivings about, 41—42; of 
market access provisions, 42^17 

Implementation of Agreement on Agriculture, 
by U.S., 155-87; conclusions regarding, 
184-87; of domestic support provisions, 
159-72; of export competition provisions, 
172-78; Farm Security and Rural 
Investment Act and, 178-81; of market 
access provisions, 156-59 

Implementation period, definition of, 262 
Importable hypothesis: competitiveness under, 

71-72, 71n-72n, 77, 78; nominal protection 
coefficients under, 73f-76f 

Incentives, rationalizing, in Indian agriculture, 
policy recommendations on, 98, 109t-123t 

Income tax exemptions, in Indian export 
competition policies, 62 

India: agriculture in (See Indian agriculture); 
in Group of 20, 7, 65, 204, 226; in Group 
of 33, 65, 228; international food aid to, 
41; liberalization in, effects of, 71, 82; 
special and differential treatment of, 1, 64, 
245-46 

India, in Doha Round: at Cancun 2003 talks, 
226; central issues for, 219; at Geneva 2006 
talks, 1, 64-65, 236; in July Framework, 
210; negotiating position of, 71; proposals 
by, 64-65 

India, in Uruguay Round: conclusions 
regarding, 65-66; misgivings of, AX-A2. 
See also specific policies 

Indian agriculture: competitiveness of (See 
Competitiveness); domestic restrictions 
on, 93-95; infrastructure for, 95-98; 
institutional reforms needed in, 98, 
109t-123t; policy bias against, 91-93; 
policy goals for, A\-A2,  91; situation of, 
6-7, 41; small holdings in, 56, 56t 
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Indian domestic support policies, 49-61; 
commitments made on, 51-56; evolution of, 
since 1995, 57-61; minimum support prices 
in, 41^12,49, 50, 51-55, 52t, 57; problems 
in calculations for, 51-56; procurement in, 
54, 57, 59; at start of Uruguay negotiations, 
49-51 

Indian export competition policies, 61-64; 
commitments made on, 62; evolution of, 
since 1995, 62-64; at start of Uruguay 
negotiations, 61-62 

Indian market access policies, 42—47; 
balance-of-payments safeguards in, 42, 44; 
binding of tariffs in, 46-47,48t, 67t; 
canalization in, 42, 44-45; commitments 
made on, 43-44; evolution of, since 1995, 
44-47; quantitative restrictions in, 42,44; 
at start of Uruguay negotiations, 42-43 

Indonesia: in Doha Round, 203; export 
competition commitments of, 198; market 
access commitments of, 193 

Inflation: in implementation of domestic 
support commitments, 27-28; and India's 
AMS, 60-61, 69t 

Infrastructure, for Indian agriculture, 95-98 
Input subsidies: in India, 55-57,60, 96-97, 

97f; recommendations on, 253 
Institutional reforms, in Indian agriculture, 

recommendations on, 98, 109t-123t 
Integrated Child Development Services, 95 
Intellectual property rights, 9 
Interest rates, in U.S. domestic support 

policies, 162 
Intermediate Export Credit Guarantee 

Program, of U.S. (GSM-103), 173, 176 
International Cotton Advisory Committee 

(ICAC), 227 
Intervention prices, in EC, 126, 129, 134, 147, 

148 
Inward processing relief (IPR) system, EC use 

of, 149-50 
Irrigation subsidies, in India, 49, 55, 96; 

policy recommendations on, 118t-120t 
Israel, tariffication exception used by, 20 

Japan: in Doha Round, 219; protection rates 
in, rise of, 12; tariffication exception used 
by, 20, 20n 

Jawahar Rojgar Yojana (India), 95 
Jowar. See Sorghum 

July Framework (2004), 228-31; adoption of, 
228- 29; agriculture as critical issue in, 6; 
assessment of, 243; on domestic support, 
229- 30; EC acceptance of, 151; on export 
competition, 228-29, 230-31, 253-54; on 
Green Box, 230, 252-53; Group of 20 in, 
210-11; Group of 33 in, 210-11; on market 
access, 230; Singapore issues in, 5; U.S. 
role in, 182,228 

Kelley, T.( 97 
Kennedy Round (1964-67), 16 
Kyoto Convention, 149 

Lamy, Pascal, xiii, 1,237 
Land reduction. See Set-aside program 
Liberalization: developing countries affected 

by, 5n-6n, 7; in Doha Round, 4-5; effects 
on agriculture, 71; effects on India, 71, 
82; of Indian market access policies, 44; 
Ministerial Declaration and, 4-5; modeling 
exercise on, 82; in Uruguay Round, 
evaluation of, 4, 8, 240-11 

Livestock: in EC, 136, 139; in India, 79-80; in 
U.S., 172; welfare of, 218 

Loan deficiency payments, in U.S., 161, 165, 
168, 170, 174 

Loans, in U.S.: marketing, 161, 165, 168, 170, 
174; nonrecourse, 160-61, 168 

MacSharry reforms (1992), 37, 37n, 126, 
135-36 

Maize, in India: competitiveness of, 77; 
nominal protection coefficient for, 73f, 78, 
102; resource cost ratio for, 78 

Malaysia, market access commitments of, 
193 

Mali, at Cancun 2003 talks, 226-27 
Manufacturing, in India: and agricultural 

competitiveness, 90-93; nominal protection 
coefficient for, 91-92, 92f 

Marketable surplus ratio, of Indian crops, 54, 
54t 

Market access, in Agreement on Agriculture, 
17- 20; assessment of, 40; binding of tariffs 
in, 18; Cairns Group implementation of, 
192-93, 192f; EC implementation of, 
127-34; Indian implementation of, 42^17; 
minimum and current requirements for, 
18- 19; safeguard provisions for, 17, 19-20, 



288 Index 

Market access (continued) 
19n; tariff commitments in, 18; tariffication 
exception in, 20; tariffication in, 17-18; 
U.S. implementation of, 156-59 

Market access, in Doha Round, 221-22; 
Cairns Group on, 202-3; at Cancun 2003 
talks, 225-26; as critical issue, 1, 237-38; 
developing countries on, 220; EC on, 152, 
225-26; at Hong Kong 2005 talks, 234-35; 
India on, 64; July Framework on, 230; 
nonagricultural, 1, 233, 235-36; 
recommendations on, 247-51; summary 
of proposals on, 221-22; U.S. on, 181, 
183-84, 225-26 

Market access, in GATT 1947,14-17; 
quantitative restrictions on, 14-16; 
safeguard provisions for, 17; tariff 
commitments in, 16 

Market Development and Expansion Program, 
of U.S., 172 

Marketing loan program, U.S., 161, 165,168, 
170,174 

Market loss assistance, in U.S., 168-70, 174, 
182 

Marrakesh Agreement Establishing the World 
Trade Organization. See WTO Agreement 

Maximum guaranteed quantity (MGQ), in EC, 
before Uruguay Round, 135 

MGQ. See Maximum guaranteed quantity 
Milk. See Dairy 
Milk and Milk Products Order (MMPO) 

(India, 1992), 79, 95 
Milk Production Termination Scheme, of U.S., 

172 
Minimum market access, in Agreement on 

Agriculture, 18-19 
Minimum support prices (MSPs), in India, 

41^42, 49, 50, 51-55, 52t, 57, 93-94 
Ministerial Conference, First Session of, 2n. 

See also Singapore issues 
Ministerial Conference, Third Session of, 

214 
Ministerial Conference, Fourth Session of. 

See Doha 2001 talks 
Ministerial Conference, Fifth Session of. 

See Cancun 2003 talks 
Ministerial Conference, Sixth Session of. 

See Hong Kong 2005 talks 
Ministerial Decision on Measures Concerning 

the Possible Negative Effects of the Reform 

Program on Least Developed and Net Food-
Importing Developing Countries (1994), 39 

Ministerial Declaration; at Doha 2001 talks, 
3-5, 214-16; at Hong Kong 2005 talks, 
235-36 

Mishra,A., 170 
MMPO. See Milk and Milk Products Order 
Modalities: in Agreement on Agriculture, 8, 

17-18, 32-33; for AMS calculation, 25-26; 
complexity of, 8; definition of, 8, 14n, 262; 
in Uruguay Round, 8, 14n. See also specific 
types 

Monopolies: in Cairns Group, 193, 199-201, 
200t; in India, 44-45, 49. See also State 
trading enterprises 

Montevideo 1994 talks, Cairns Group at, 190 
Montreal 1988 talks: Cairns Group at, 190; 

deadlock in, 1-2, 13 
MSPs. See Minimum support prices 
Mullen, K., 170 
Multifunctionality: of agriculture, 217-19; 

definition of, 262 
Mustard, in India: competitiveness of, 77; 

nominal protection coefficient for, 75f, 
103 

NAFED. See National Agricultural 
Cooperative Marketing Federation 

NAMA. See Nonagricultural market access 
National Agricultural Cooperative Marketing 

Federation (NAFED), 54 
National Seeds Corporation (India), 50 
National Tripartite Stabilisation Programme, 

of Canada, 197 
Net food-importing developing countries 

(NFIDCs): agricultural situations of, 7; 
economic or food aid to, 7, 39; Ministerial 
Decision on (1994), 39 

New Zealand: domestic support commitments 
of, 194, 197; export competition 
commitments of, 198, 201; market access 
commitments of, 192-93 

New Zealand Dairy Board, 199, 201 
NFIDCs. See Net food-importing developing 

countries 
Nominal protection coefficient (NPC): 

calculation of, methodology for, 100-105; 
definition of, 72n; in Indian agricultural 
competitiveness, 72-79, 82; of Indian 
agricultural products, 73f-76f, 79f, 80f, 
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81f, 91; of Indian manufacturing, 91-92, 
92f; vs. resource cost ratio, 78 

Nonagricultural market access (NAMA): as 
dominant issue in Doha Round, 237; at 
Geneva 2006 talks, 1; at Hong Kong 2005 
talks, 233, 235-36 

Nonrecourse loans, in U.S., 160-61, 168 
Nontransparent tariffs: in EC, 130-31; in U.S., 

158-59 
Non-violation nullification or impairment: in 

ASCM, 38; in GATT 1947, 21-22 
Notification requirements, in GATT 1947, 

20-21 
NPC. See Nominal protection coefficient 

OECD. See Organisation for Economic 
Cooperation and Development 

Oils, edible, in India: competitiveness of, 
79, 79f; historical trade patterns in, 88-89, 
90f 

Oilseeds, in EC: before Uruguay Round, 125, 
136; U.S. in dispute over, 125, 126, 156 

Oilseeds, in India: competitiveness of, 77, 
78-79, 79f; nominal protection coefficient 
for, 72, 78-79 

Olive oil, in EC, single payment program for, 
143 

Olympic average, 160, 181 
Open Market Sales Scheme, of India, 63 
Organisation for Economic Cooperation 

and Development (OECD): domestic 
support in, need for reduction of, 7; on EC 
subsidization rates, 148, 149t; on U.S. 
export credit programs, 177 

Overall trade-distorting support (OTDS), 232, 
251-52 

Paraguay, in Cairns Group, 191 
Peace Clause, 34-39; ASCM obligations 

and, 34-35, 37; assessment of, 40; 
definition of, 262; and domestic support, 
37-38; expiration of, situation after, 37-39; 
and export competition, 37, 38-39; 
implications of, 36t, 37; proposed revival 
of, 232, 239, 256; provisions of, 37 

Peanuts, in U.S.: in Farm Security and Rural 
Investment Act, 181; nonrecourse loans for, 
161; supply management of, 162 

Philippines, in Doha Round, 203 
Phytosanitary measures, 9 

Policy recommendations, for Indian 
agricultural competitiveness, 98-100, 
109t-123t 

Poverty: agriculture negotiations and, 6; in 
Indian Public Distribution System, 58, 
94-95 

Power. See Electricity 
Prejudice. See Serious prejudice 
Price competitiveness. See Competitiveness 
Primary products: in Agreement on 

Agriculture, 30; GATT 1947 definition of, 
14n, 28 

Private sector investment, in India, 92-93; 
policy recommendations on, 98, 109t—123t 

Processing, agricultural, in India, 95 
Procurement: in Indian domestic support 

policies, 54, 57, 59; in U.S. domestic 
support policies, 161 

Production flexibility contract payments, in 
U.S., 168, 169-70,174, 179-80 

Prohibitions, export, in Agreement on 
Agriculture, 34 

Property rights, intellectual, 9 
Protection rates: definition of, 72n; in Indian 

agricultural competitiveness, 72-78, 
73f-76f, 91-92; in Indian manufacturing, 
91-92; international rise in, 12-13; types 
of, 72n. See also specific types 

Public Distribution System, of India: Food 
Corporation of India in, 50, 59, 94-95; 
foodgrains in, 50-51, 57-59, 85; sugar in, 
50-51 

Public Law 480 (U.S.), 41, 173 
Public sector investment, in India: in 

agricultural infrastructure, 95-96, 97f; in 
agricultural research and development, 
97-98; policy recommendations on, 98, 
109t-123t 

Punta del Esta 1986 talks: agriculture 
negotiations at, 13; domestic support 
policies in, 155; start of, 13 

Quantitative restrictions: in GATT 1947, 
14-16; in India, 42, 44 

Queensland Sugar Corporation, 199 

Rapeseed. See Mustard 
Rationalizing incentives, in Indian agri

culture, policy recommendations on, 98, 
109t-123t 
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RCR. See Resource cost ratio 
R&D. See Research and development 
Recommendations. See Policy recom

mendations; Strategy recommendations 
Research and development (R&D), in Indian 

competitiveness, 97-98 
Resource cost ratio (RCR): in comparative 

advantage, 77; definition of, 77n-78n; of 
Indian crops, 77-78, 78f 

Retention price scheme, in fertilizer subsidies, 
96n 

Rice, Agreement on Agriculture on, 20, 57, 
58t 

Rice, in India: competitiveness of, 77, 82; 
export of, 62-63, 63t; government 
purchases of, 54, 55t, 57, 58t; historical 
trade patterns in, 83-84, 84f; interventionist 
policies on, 95; nominal protection 
coefficient for, 73f, 101-2 

Rice, in U.S.: domestic support vs. export 
rates for, 174, 175f; production and price 
of, 170, 171f 

Roberts, I . , 140, 180 
Roe, T. L., 170 
Rollover flexibility provision: EC use of, 149; 

U.S. use of, 173 
Roosevelt, Franklin D., 160 
Rural development policy: in EC's Agenda 

2000 reforms, 141, 142-43; in Group of 33, 
208-9 

SAD. See Special addition duty 
Safeguard provisions: in Agreement on 

Agriculture, 17,19-20,19n; Doha Round 
proposals on, 221-22; in GATT 1947, 17. 
See also Special safeguards 

Sampoorna Gramin Rojgar Yojana (India), 
59 

Sanitary measures, 9 
Schedule(s): of Concessions, in GATT 1947, 

16, 263; for Doha Round, 215,216-17; for 
domestic support reductions, 26; for export 
competition reductions, 31, 32 

S&D. See Special and differential 
Seattle 1999 talks, 214 
Seed subsidies, in India, 50 
Self-sufficiency, in Group of 33, 208, 208t 
Self-sufficiency, in India: in edible oils, 88, 

90f; establishment of goal of, 41; retention 
price scheme in, 96n 

Serious prejudice: ASCM on, 35,38, 256; 
definition of, 263 

Set-aside program: in EC, 136, 139^40; in 
U.S., 162, 168 

Shanahan, Paul, 33n 
Sharma, P. K., 101 
Singapore issues: at Cancun 2003 talks, 2, 5, 

228; deadlock in talks based on, 2, 5,228; 
definition of, 2n; in July Framework, 5 

Singapore 1996 talks. See Singapore issues 
Single-desk exporters, 201-2 
Single farm payments, in EC, 142, 143, 

145-46 
Single undertaking approach, in Doha Round, 

5,7,215 
Skimmed milk powder (SMP), in India, 

competitiveness of, 79-80, 80f 
Socialism, and manufacturing in India, 91 
Sorghum, in India: competitiveness of, 77; 

nominal protection coefficient for, 72, 74f, 
78, 102; resource cost ratio for, 78 

South Africa: in Cairns Group, 191; domestic 
support commitments of, 194, 197-98; 
export competition commitments of, 199 

Soybeans, in India: competitiveness of, 77; 
nominal protection coefficient for, 72, 74f, 
102-3 

Soybeans, in U.S., production and price of, 
170-72 

Spain, cotton in, level of support for, 227 
Special addition duty (SAD), in India, 45-46 
Special and differential (S&D) treatment: as 

critical issue in Doha Round, 237; debate 
over, in Doha Round, 220; developing 
countries on, 220; at Geneva 2006 talks, 1, 
64; Group of 20 proposals on, 204; in India, 
1, 64, 245-46; July Framework on, 230; 
problems with, 244-47; recommendations 
on, 244^17, 255-57 

Special safeguard mechanism (SSM): as 
critical issue in Doha Round, 237-38; 
debate over, in Doha Round, 222; Group 
of 33 proposals on, 210; at Hong Kong 
2005 talks, 234, 235, 238; July Frame
work on, 210; recommendations on, 
249-50 

Special safeguards (SSGs): in Cairns Group, 
193, 194f; Doha Round proposals on, 
221-22; in EC, 133, 133f; July Framework 
on, 210; in U.S., 158, 159, 160f 
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SSGs. See Special safeguards 
SSM. See Special safeguard mechanism 
Stabilizers, in EC, 135 
State Farm Corporations (India), 50 
State trading enterprises (STEs): in Cairns 

Group, 193, 199-201, 200t; Doha Round 
proposals on, 222,223-24; in GATT 1947, 
15-16; recommendations on, 254 

Storage payments, in U.S., 162 
Strategy recommendations, for developing 

countries, xiii, 6,244-57; on domestic 
support, 251-53; on export competition, 
253-57; on market access, 247-51 

Subsidies: ASCM definition of, 34; domestic 
(See Domestic support); export (See Export 
competition) 

Subsidies Code: on domestic support, 22; 
on export competition, 29-30; provisions 
of, 22 

Subsidization rates, in EC, 148^19, 149t, 
245 

Subsidized Food Grain Scheme, of India, 
58-59 

Sugar, in EC: dispute over, 28-29, 143, 143n, 
147-48; reform of regime for, 143, 143n; 
before Uruguay Round, 135 

Sugar, in India: competitiveness of, 77; 
domestic distribution of, 50, 51, 58; 
interventionist policies on, 95; nominal 
protection coefficient for, 75f, 104-5; 
policy recommendations on, 109t—11 It 

Sugar, in U.S.: in Farm Security and Rural 
Investment Act, 181; nonrecourse loans for, 
161; nontransparent tariff on, 159; tariff 
quota for, 158 

Sumner, D., 159 
Sunflower seeds, in India: competitiveness of, 

77; nominal protection coefficient for, 72, 
75f, 104 

Supplier credit guarantees, in U.S., 176 
Supply management, in U.S. domestic support 

policies, 162, 167-68 
Swiss harmonization formula, 203, 221 

Tangermann, S., 159 
Target prices: in EC, 126; in U.S., 162, 179 
Tariff(s): binding of (See Binding); in EC, 

before Uruguay Round, 127-28; in India, 
before Uruguay Round, 42-43; non-
transparent, 130-31, 158-59; reduction of 

(See Tariff commitments); in U.S., before 
Uruguay Round, 156. See also specific 
types 

Tariff commitments, in Agreement on 
Agriculture, 18; by Cairns Group, 192-93, 
192f, 194f, 209, 213t; by EC, 128-34, 128f, 
130f; by India, 43^17; by U.S., 156-59 

Tariff commitments, in Doha Round: at 
Cancun 2003 talks, 225-26; as critical 
issue, 237; Group of 20 on, 210; Group 
of 33 on, 207,209; at Hong Kong 2005 
talks, 232, 235; July Framework on, 230; 
recommendations on, 247-51, 255; 
summary of proposals on, 221-22; U.S. 
on, 183 

Tariff commitments, in GATT 1947, 16 
Tariffication, in Agreement on Agriculture, 

17-18; in Cairns Group, 193; definition of, 
263; in EC, 128-29, 241; exception to, 20; 
in U.S., 157 

Tariff quotas, in U.S., 157-58, 159 
Tariff rate quotas (TRQs): in Cairns Group, 

193; Doha Round proposals on, 221; in 
EC, 131-32, 132n; in India, 44, 46; July 
Framework on, 230; recommendations on, 
248 

Taxes, domestic, in India: income exemptions 
for, 62; in nominal protection coefficient, 
72 

Taxes, export: Doha Round proposals on, 
224-25; in EC, 150-51 

Tea, in India, historical trade patterns in, 90 
Terms of trade (TOT), between agriculture and 

manufacturing, in India, 92-93, 93f 
Textile lobby, and cotton trade patterns, 87 
Thailand: in dispute over EC sugar regime, 

143, 143n, 147-48; domestic support 
commitments of, 194, 197-98; export 
competition policies of, 199; market access 
commitments of, 192, 193 

Threshold prices, in EC, 126, 127 
Tobacco, in EC, single payment program for, 

143 
Tokyo Round (1973-79), 12, 16. See also 

Subsidies Code 
TOT. See Terms of trade 
Trade flows, in India, history of, 82-90 
Trade promotion authority: deadlines in, 236; 

definition of, 263; expiration of, xiii, 3, 236, 
257; renewal of, xiii 
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Transport subsidies, in Canada, 197 
Tropical products, in India: competitiveness 

of, 80-82, 81f, 106t-107t, 108t; historical 
trade patterns in, 89-90 

TRQs. See Tariff rate quotas 

United Nations, on Indian trade patterns, 
89-90 

United States: in disputes with EC, 29-30, 
125, 126, 155, 156; food aid from (See 
United States food aid); and Indian wheat, 
trade flows of, 86; protection rates in, rise 
of, 13; world market share of, 155, 176, 
177f 

United States, in Doha Round: at Cancun 
2003 talks, 225-26; at Geneva 2006 talks, 
1, 2-3, 236-37; at Hong Kong 2005 talks, 
183, 232; in July Framework, 182, 228; 
negotiating position of, 165-66, 181-84, 
217; proposals by, 181-84, 219-20; reform 
goals of, 181-82 

United States, in Uruguay Round: conces
sions by, 156; conclusions regarding, 
184-87, 24\-42;  expectations of, 155-56; 
proposals by, 155-56. See also specific 
policies 

United States Department of Agriculture 
(USDA), 172 

United States domestic support policies, 
159- 72; and agricultural production, 
165-66, 165f, 166f; AMS in, 162-66, 
163f, 164f, 187t; commitments made on, 
162-67, 164f; in Doha Round, proposals 
on, 181-84, 219-20; evolution of, since 
1995, 167-72; and export competition 
trends, 174, 175f; in Farm Security and 
Rural Investment Act, 179-81; Green Box 
in, 166-67, 167f; nonrecourse loans in, 
160- 61, 168; procurement in, 161; at start 
of Uruguay negotiations, 159-62 

United States export competition policies, 
172-78; commitments made on, 173-78, 
188t; and domestic support trends, 174, 
175f; evolution of, 173-78, 174t; export 
share and, 174-76, 176f; at start of Uruguay 
negotiations, 172-73 

United States food aid: domestic, 166-67; 
to India, 41; international prices and, 150, 
178, 179f; after Uruguay Round, 178, 178t; 
before Uruguay Round, 173 

United States market access policies, 156-59; 
base rates of tariffs in, 156-57, 157f; 
commitments made on, 156-59, 158t; 
evolution of, 156-59; nontransparent 
tariffs in, 158-59; special safeguards in, 
158, 159, 160f; at start of Uruguay 
negotiations, 156 

Uruguay, export competition commitments 
of, 198 

Uruguay Round (1986-94): agriculture 
negotiations in, role of, 13; assessment 
of effects of, 240-42;  binding of tariffs 
in, 18; Cairns Group's goals in, 190; 
deadlock in, 1-2, 13; EC goal of limited 
reform in, 124-26; goal of, 13; Indian 
misgivings about, 4\-42;  liberalization 
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