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Politica agricola hacia el 2020:
la busqueda de competitividad, sostenibilidad y equidad.
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Santafé de Bogota, marzo 26, 27 y 28 de 1996

1. Presentacion

En los paises de la Subregiéon Andina de fuerte tradicién agricola, la modemizacién del
sector es una condicién necesaria para lograr un desarrollo sostenible basado en un
adecuado balance macroecondmico, equidad social, democracia politica y equilibrio
ambiental.

Desde que comenzaron los procesos de intermacionalizacion de las economias
latinoamericanas y vinculado a esto, los procesos de apertura en el sector agroalimentario,
el sector de productos basicos y de alimentos se encuentra en franca crisis, crisis que aun
no ha sido superada no obstante haberse ensayado diferentes modalidades de
instrumentos de politica.

Esta situacion se ha acentuado en particular en aquellos sectores de la producciéon donde
se tienen claras desventajas competitivas, sectores donde se han ensayado diferentes
estrategias de reconversioén, con resultados aln poco favorables.

El ajuste econdmico y la intemacionalizacién de las economias, con la consiguiente
exposicién del aparato productivo a la competencia externa, no ha significado hasta el
momento en la mayoria de los paises una mejora en las condiciones de productividad y
competitividad en la agricultura. Una combinacién de precios intermacionales en baja, altas
tasas de interés, revalorizacion de las monedas y competencia desleal por parte de los
paises industrializados y otros paises participantes en esquemas de integracioén, ha tenido
un impacto negativo sobre la produccién agropecuaria aumentando en consecuencia los
ya altos indices de pobreza rural y retrasando la posibilidad de entrar en un sendero que
conduzca a que la visién 2020 se concrete.

Frente a esta crisis ya surgié en la Reunion de Ministros de Agricultura del Hemisferio en
Costa Rica, la pregunta de como reposicionar la agricultura en este contexto, cuéles son
realmente los grados de libertad existentes, qué instrumentos de apoyo estan disponibles
que sean financieramente factibles para los paises y a la vez consistentes con los
compromisos interacionales. En suma, cémo disefiar politicas que apunten a lograr una
mejora de la competitividad, a tener respuestas para facilitar la reconversiéon de sectores
no competitivos y a poder desarrollar estrategias de diversificacion vélidas para consolidar
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la competitividad. En una palabra: como hacer agricultura en esquemas de apertura de tal
manera que sea competititva, equitativa y sostenible.

Para lograr todos los propdsitos aqui sefialados es necesario la puesta en vigencia de
politicas sectoriales activas adecuadamente disefiadas que consulten con los problemas
del corto plazo, pero que también sefialen una perspectiva adecuada en el mediano y
largo plazo.

Esta problematica se enlaza estrechamente con el planteamiento que el Instituto
Intemacional de Investigacién en Politicas Alimentarias (IFPRI) ha formulado en su "Visién
de la Alimentacion, la Agricultura y el Medio Ambiente hacia el afio 2020" y que busca
asegurar una alimentacién adecuada a la poblacién mundial utilizando racionalmente los
recursos naturales de tal modo que puedan sustentar una produccion agropecuaria
compatible con los niveles de poblacion e ingresos esperados hacia el afio 2020.

El Seminario propuesto pretende ser el primero de un foro hemisférico permanente que
comprometa a Instituciones Gubemamentales, Centros Académicos y Organizaciones de
Agricultores, para debatir el tema de cdmo hacer agricultura en la apertura y cdmo hacer
agricultura para conseguir la visién 2020, revisando las experiencias de varios paises en
los ultimos 4 6 5 afos y presentando reflexiones y estudios que arrojen los elementos para
un debate amplio y profundo.

Este evento cuenta con el patrocinio del IICA y el IFPRI a nivel regional e intemacional
respectivamente y con el concurso del Ministerio de Agricultura y Desarrollo Rural y del
Departamento Nacional de Planeacién de Colombia asi como de la Sociedad de
Agricultores de Colombia.

2. Objetivos del Seminario
El seminario se propone:

a) Conocer algunas experiencias recientes de disefio y ejecucion de politicas
agricolas orientadas al desarrollo de la competitividad y a la reconversion de sectores no
competitivos, con especial relevancia a sectores de produccion de alimentos basicos, en
particular politicas relacionadas con: precios e ingresos, comercio internacional, mercados
intemos, sostenibilidad medio ambiental de la agricultura, alimentacion y consumidores,
desarrollo rural e investigacion y educacién. Este ejercicio debera permitir la elaboracion
de conclusiones validas para el disefio de la politica agricola en los paises del Hemisferio
y la Subregién.

b) Incorporar explicitamente elementos de la vision 2020 al andlisis de los temas
precedentes, en especial con referencia a la interaccién entre politicas agricolas, medio
ambiente y pobreza rural.
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A Synthesis of Resuits on the Impact of the Uruguay Round on the Global and LAC
Agriculture*

Ramesh Sharma, Panos Konandreas and Jim Greenfield
Commodities and Trade Division
FAO, Rome

ABSTRACT

The paper presents a synthesis of results from various models that assessed the
impact of the Uruguay Round (UR) on agriculture globally and that of the Latin America
and the Caribbean (LAC) region, in particular. The review draws from the results of
FAO’s World Food Model (WFM) and assessments made by other organizations, inter
alia, UNCTAD, OECD/World Bank, and GATT/WTO.

In general, the results of the various models are largely comparable, especially as
regards the direction of change of some key indicators, such as world market prices,
shifts in the location of production and trade flows. However, results can also vary
markedly for some other indicators (e.g. aggregate welfare). Much of such differences
can be ascribed to different assumptions made, such as the depth of policy reforms
modelled, model structure (partial versus general equilibrium) and assumptions about
economic structure (competitive versus monopolistic).

As for the LAC region, the models in general show net gains in production, trade
and incomes. For example, the WFM shows production gains for most farm products,
resulting in a boost of the regions’s net export earnings from agricultural trade by some
USS$ 2.6 billion in the year 2000 (at 1987-90 constant prices), over the value without the
UR. Commodity-wise, large gains are foreseen for cereals (US$346 million), fats and
oils and oil proteins (US$500 million), dairy products (US$200 million), coffee (US$212
million) and sugar (US$720 million). However, countries within the LAC region are not
expected to share equally in the overall benefits foreseen for the region as a whole.
Thus, for example, net cereal importing countries of the Caribbean and Central American
sub-regions may lose if their higher cereal import bills and erosion of benefits from
preferential schemes are not matched by gains from higher prices and export volumes of
their major exports, such as bananas, sugar and tropical beverages.

* Paper presented to a Workshop Co-sponsored by the FAO and the World Bank on
Implementing the Uruguay Round Agreement in Latin America: The Case for
Agriculture, Santiago, Chile, 28-30 November, 1995







A Synthesis of Results on the Impact of the Uruguay Round on the Global and LAC
Agriculture

Ramesh Sharma, Panos Konandreas and Jim Greenfield

I. . Introduction

Several individual researchers and international organizations have assessed the impact
of the Uruguay Round (UR), focusing on the Agreement on Agriculture but also other
quantifiable agreements. In general, the latest round of such studies are merely the "re-runs"
of the earlier models as the contents of the Final Act became known in March 1994. As a
result, the literature provides a wide range of impact estimates for a comparative review
ranging from deeper liberalization (e.g. the Draft Final Act) to less deep ones (e.g. the Final
Act). More ambitious policy reforms were also simulated prior to that starting with the study
by Valdés and Zietz (1980)Y.

This paper focuses on the impact of the Agreement on Agriculture, drawing from
FAO’s assessment based on a number of commodity models, principally the World Food
Model (WFM) (FAO 1995b), and also from several other recent works on this subject. In
particular, the results from the following four other models are reviewed: the Rural-Urban
North-South (RUNS) model (Goldin, Knudsen and van der Mensbrugghe, 1993; and Goldin
and van der Mensbrugghe, 1995), the Agriculture Trade Policy Simulation Model (ATPSM)
of UNCTAD (Gulbrandsen 1995), a CGE model by Francois, McDonald and Nordstrom
(1995), which was previously applied by the GATT (reported in GATT 1994), and the Multi-
Regional Trade Model (MRT) by Harrison et al. (1995%. The ATPSM and WFM are
multi-commodity, partial equilibrium agricultural models while the other three are general
equilibrium models, which also simulate the liberalization of non-agricultural sectors. Annex
1 summarizes the main features of these models. '

The rest of the paper is organized as follows. The next section describes how the UR
commitments were incorporated in the various models. In view of the fact that changes in
world market prices are the key determinant of other effects such as production,
consumption, trade and income, Section III focuses on the UR’s price effects as projected
by various models. This section also highlights the main differences among the models which
would help to explain the differences in price effects. Section IV summarizes assessments on
the impact of the UR, focusing on agricultural production, consumption, trade and income.
The main conclusions are summarized in Section V.

Y For a review of these earlier models, see Goldin and Kaudsen (1990).

¥ The usual disclaimer statement prevents associating two of these models to Organizations. The results of the
1993 version of the RUNS model were published as an OECD/World Bank study (Goldin, Knudsen and van
der Mensbrugghe, 1993) while a disclaimer applies to its re-run with the UR simulation, discussed in this paper
(Goldin and van der Mensbrugghe, 1995). Similarly, the model used to assess the UR effects by the GATT in
1994 (GATT 1994) was the same CGE model by Francois, McDonald and Nordstorm (1995) reviewed here,
1o which a disclaimer applies. Therefore, in this paper these 1995 applications are called RUNS and FMN,
without associating them with the Organizations.
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II. Incorporation of the UR Commitments in the Models

The four key (and quantifiable) areas of commitments under the Agreement are on
tariffication and tariff reduction, minimum access commitments, export subsidies and
domestic support. These are potentially overlapping instruments, e.g. a tariff cut need not
necessarily lead to an increase in imports, hence the need to add the special provision on
minimum access. The incorporation of these commitments in the models, from a technical
viewpoint, appeared to be a problem for all modellers, and none, and perhaps as a result of
this, provide a complete story on how they were incorporated. In fact, some models simply
chose to ignore one or more commitments, on the ground that they would not be binding.
Table 1 shows for the five models the position as regards the incorporation of these
commitments.

|| Table 1: Incorporation of UR Commitments in the Models

Models Commitments
Tariff reduction Minimum access | Export subsidy Domestic support
WFM (FAO) Yes, as per the UR Yes, access Yes No, assumed to be
Schedules (1986-88 base) ensured non-binding
ATPSM Yes, as per the UR Yes Yes Yes
(UNCTAD) Schedules (1986-88 base)
RUNS model Yes, but reductions from No information Yes Yes, input subsidies
: 1991-93 and 1982-92 bases given based on PSEs
FMN’s CGE model No, assumed prohibitive Yes Yes No, assumed to be
non-binding
MRT model Yes, reduced from recent No information Yes, only Yes, as required
(Harrison et al. base, as RUNS above given value limits (20% and 13%)
1995)
)

As regards the modelling of tariffication and tariff reduction, the general approach
in the models reviewed (e.g. the WFM, the RUNS) was to use Producer Subsidy Equivalents
(PSEs), where available, as a starting point for quantifying the base period protection level.
In this approach, a PSE is divided into its three main components?, i.e.

PSEunit =m +d + i

where,
PSE unit = aggregate PSE divided by output volume;
m =  market price support and represents the wedge between the world price
and the domestic producer price (e.g. an administered price);
d = per unit total direct payments (not subject to reduction commitments);
and : :
i = per unit total indirect payments such as input subsidies (subject to

¥ This follows an analytical approach used in measuring the components of agricultural protection. See, for
example, Annex III of OECD (1995).
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reduction commitments, i.¢. AMS).

The WFM and RUNS take somewhat different routes to model tariffication and tariff
reductions. The WFM uses information in the PSE measure to obtain a transmission equation
of the world market price to the domestic price¥. For countries for which PSE and tariff
data were available, the transmission formula takes the following form (see FAO 1995a for
details on the WFM methodology):

P,=a,+a +a,+ T,r,+ (1+T,r,)P,

where,

a, is a constant reflecting "natural protection" of a country, i. e. a price
wedge that is invariant to changes in world market prices;

a, represents those policies that are not subject to reduction (i.e. this
corresponds to the "d" component of the PSE unit);

a, . represents those domestic policies that are not related to changes in

' world market prices, such as input subsidies but subject to reduction

commitments (i.e. this corresponds to the "i" component of the PSE
measure);

T,and T, are specific and ad valorem tariffs in the base period (1986-88) as in
the country Schedules; and

r, and r, are the corresponding rates¥ of reduction.

As only ad valorem tariffs can transmit the full effect of changes in world prices to
domestic prices, the presence of the first three terms results into less than full price
transmission?. For those countries where PSE and tariff data were not available, the WFM
uses constant price transmission equations to relate world prices to domestic producer prices,
but again the transmission elasticities were not unitary. In the latter case, the transmission
equations were of the form:

Pd = a4 Pw”’
where # is the price transmission elasticity estimated or compiled trom various sources.
Calibration of the WFM mode! tor the base period yields values for the constant terms

of the above transmission equations which are subsequently used in the policy simulation
runs.

% Appropriately called "incentive price" as it includes incentives other that ordinary output price support.

¥ The tariffs and tanff reductions in the WFM were the actual ones shown in the country Schedules, weighted
by domestic base period consumption of 6 digit HS commodities to form overall tariff reduction at the level of
the primary product (e.g. wheat).

% To see this, write the transmission equation as P, = a + (1+1) P,, where a includes the first three terms.
For a=40 and t=1.2, a change in the world price from 100 to 110 (10% increase) would cause domestic price
to rise from 160 to 172 (a 6% increasc). Thus, the effect of assuming perfect price transmission in the presence
of other price wedges in the equation would be to overstate domestic price changes.



In the RUNS the general expression used was:

Py=(pP, +(1-9)P) (1 + 1)

where,
2, and P, are domestic and world prices;
P, is a domestic price index;
@ is a pass-through coefficient that determines the relative weight of the domestic
price index and world price in determining the price of the specific commodity; and
7 is tariff equivalent. ‘

For policy simulations, the ¢ was, however, set equal to one (perfect transmission of
world prices) on the assumption that at least for a majority of developing countries following
liberalization such assumption is likely to be more valid. With perfect price transmission (i.e.
¢ = 1), the expression above reduces to

P,=P, (1 + 7).

This last expression was used to define a price wedge for the base period derived
from the market price support component of the PSE, i.e., in terms of the base period
prices?,

1+7 =1/(0-ky) wherek, = my/ Py

The base price wedges (7,) ranged, for example, between 0.65 for China to 3.91 for
the Gulf Region for food crops. In the simulations of tariff reductions, these base wedges
were reduced as required by the commodity and country specific commitments?.

The minimum access commitments were introduced in WFM’s policy simulation on
an "ad-hoc" basis in all cases where the model did not generate a sufficient volume of
imports to meet national commitments. Where that happened, the additional import quantities
were modelled by decreasing the production and/or increasing the demand, depending on the
particular case. As another example, the FMN model incorporates minimum access
commitments as tariff-quotas. Imports up to the level of current or minimum market access,
whichever was higher, would benefit from lower tariffs. Imports above that level faced the
MFN tariffs as stated in the country Schedules, which were assumed to be prohibitive.
However, as access commitments were modelled for four aggregated agricultural products
in the FMN model, increased access in certain key sectors (e.g. rice in Japan) was not
captured in the simulation.

As regards domestic support reduction commitments, the WFM did not incorporate

7 The base period varied according to runs, i.e. 1991-93 for RUNS III and 1982-93 for RUNS I.

¥ Thus, where the price wedge shows positive protection in the base case, this implies a reduction in import
tariffs or reduction in export subsidies; where the wedge shows taxation of the sector, this implies a reduction
in import subsidy or a reduction in export tax.
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this provision partly because reduction commitments do not apply at the individual
commodity level. Also, it was considered that the AMS reduction would not be binding in
most cases, a conclusion prompted also by a recent review for the OECD countries of the
AMS targets and their actual levels for recent years?. In the RUNS model, input subsidy
rates were defined and computed from the third component of the PSE (i.e. the term i) as
the ratio of the sum of all other payments (other than direct payments) and adjusted value of
production (total value of production at world price less direct payments). As an example,
for the EC, the base input subsidy rates were 36.5% for crops and 8.4% for livestock. In the
simulations of policy reforms, these base rates were adjusted to reflect the reduction in the
subsidy rates committed under the policy reforms.

The approach followed in the WFM to incorporate export subsidy reduction
commitments differed according to the subsidizing country. First, for a country that used
export subsidies for all its exports, a maximum was introduced exogenously on the volume
of exports according to the country’s export subsidy commitment for the commodity and
year. In order to accommodate this reduction, it was necessary to increase domestic demand
(e.g. by the feed sector) or to adjust production by lowering yields or restricting the
projected cultivated area, taking into account current and expected adjustment policies and
plans for the country. Second, for those exporters which subsidized only a part of their
exports targeted at some countries, no such constraint was modelled, but it was still assumed
that this would erode part of the exporter’s competitiveness and hence influence the volume
of its exports. The approach adopted here for simulating targeted export subsidy reductions
was to include an additional element in the price transmission equations that would reflect
the price reduction expected to prevail in the domestic market of the subsidizing exporter?.
Conversely, for the targeted importing countries, the adjustment in the price transmission
equations reflected the higher price that would prevail in the domestic market as a result of
a reduction in subsidized imports.

The RUNS included base period export subsidies in terms of reductions in per unit
export subsidy rates, defined as the ratio of the value of export subsidies to the volume of
subsidized exports. These per unit subsidy rates were translated to ad valorem rates and the
reduction commitments applicd to them. In the MRT model, export subsidy was
incorporated as reductions only in the value of export subsidies (i.e. by the usual 36% and
24%). The authors, however, remarked that by ignoring reduction commitment on volumes,
the impact of the UR would be underestimated in cases where the volume commitments
became binding.

£ See OECD "The Uruguay Round: A Preliminary Evaluation of the Impacts of the Agreement on Agriculture
in the OECD Countries, Paris, 1994.

1Y Value constraints were not imposed in the WFM.

<’ This would have the effsct of reducing domestic price and hence production. However, whether this reduction
in production depends on the elasticity of supply. It is not clear from the model whether additional constraints
in terms of volumes acd values were imposed as per the UR coramitments.
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1.  Assessed Impact of Worid Price Laveis

The key variable that drives all the models is the resulting world market price. Thus
the first assessment of the models discussed above is in terms of the direction and size of
world price levels!?. As discussed above, the world market price effect of the UR results
from compiex interactions among changes in taritf leveis and other UR-commitments such
as on minimum access and subsidized exports, and so it is impossibie to associate a specific
change to a specific factor. However, it is possible to indicate, in fairly general terms, the
likely reasons for the broad differences in price projections by referring to technical
differences among the models, their key assumptions and how they incorporated the UR
commitments as discussed above. These are summarized at the end of this section.

In Table 2, both the WFM and ATPSM show positive price effects of the UR for the
year 2000, typically within the range of 4 to 10%, and compare fairly closely, both for the
individual products and overall, with a simple average of 6.3% for WFM versus 8.7% for
ATPSM (Scenario I where the non-OECD domestic markets were not assumed to respond
to changes in international prices). However, when the ATPSM assumes that non-OECD
countries respond to changes in world prices (Scenario II)*¥, the impact is greatly muted,
with prices rising by about 3.5% on the average. A priori, one would expect that the ATPSM
I price effects (although smaller than ATPSM I) should have been closer to those from the
WFM, since the WFM incorporates price responses of the non-OECD countries as well.
Perhaps the reason for their differences can be found on the degree of price transmission of
world market to domestic prices, as discussed above. The smaller price increases projected
by ATPSM II suggest that essentially the effective degree of transmission in that model for
non-OECD countries was somewhat higher than that of the WFM.

The similarity in projected prices breaks down further when the WFM results are
compared with those from the RUNS model. The latter shows much muted price effects,
even negative in some cases*. There is, however, some similarity. Both the WFM and
RUNS III project similar, positive impacts on the prices of wheat, coarse grains (mainly
maize) and vegetable oils, the three commodities relatively heavily protected in the OECD
countries. This reasoning, however, fails for dairy products which also should have belonged
to that group.

The differences between the two RUNS simulations in Table 2 are due to different
assumptions aboui benchmark protection levels, which were used for the cuts and against
which the results from the UR-scenario were compared. In RUNS III, reforms were made

L&' The following section, IV, then discusses how these price changes affect prcduction and consumption,
agricultural trade and aggregate incomes.

¥ Meaning that international prices are transmitted into domestic markets and domestic supply and demand
respond 1o them.

¥ Goldin et al (1993) present several simulation results which show that price effects resulting from multi-
sectoral liberalization are typically dampened compared to those from agricultural liberalization alone, in part
due to shifts in consumption away from agricultural to manufacturing products, thereby causing a relative
decline in the price of agricultural goods (compared to a partial liberalization scenario).
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over the relatively high protection levels of recent years (1991-93) in the OECD countries

— . o ——————
Table 2: Changes in World Market Prices of Agricultural Products due to the UR
(percentage change from benchmark levels at the end of implementation period)”
ATPSM RUNS

Products WFM I: W/O policy II: With Policy I: 1982-93 base MnI: 1991-93

response response base
Wheat 7 8.6 1.0 1.2 6.3
Rice 7 9.6 0.7 -1.5 0.8
Coarse grains 5 9.0 3.2 0.1 3.2
Fats and oils 4 - - - -
Oilseeds - 7.7 3.8 - -
Veg. oils - 5.9 2.5 0.6 39
Bovine meat 8 10.1 53 0.2% 1.4¢
Pigmeat 10 6.3 ) 2.7 0.9¥ 0.1%
Sheepmeat 10 10.2 55 0.2% 1.4¥ I
Poultry 8 9.3 4.9 0.9¥ -0.1%
Dairy products 7 7.9 4.5 -1.3 23
Sugar - 11.3 4.5 -1.0 : 25
Coffee - - - -1.7 -1.4
Cocoa - - - -1.3 0.6
Tea - - - -1.6 -1.2
Wool - - - -1.1 0.5
Cotton - - - -1.3 03
Note: ATPSM I refers to a scenario where non-OECD countries are assumed not to respond to world price
changes while ATPSM II assumes that they do. RUNS IIl (from Table 3 of Goldin and Mensbrugghe 1995)
simulates the UR reform from the 1991-93 average base proteciion level, while RUNS I uses 1982-93 as the base
period. :
U These are year 2000 for WFM and ATPSM, and 2002 for RUNS. ' f
¥ In the RUNS, there are only two meat groups, bovine and sheep meats, and pigmeat and poultry meats.

— — —

while in RUNS [ they were made over the relatively low protection levels of the 1982-93
period?’. The results are intuitively in the right direction in that liberalization from a high
protection base (RUNS III) caused stronger price effects’¥. Both RUNS results show
negative price effects on beverages with the UR. This was not fully explained, but was partly
alluded to the effects of the resources shifting from beverages to cereals in the major
beverage producing areas (Latin America and Africa) as relative changes in prices favoured
the latter, and partly to differing degrees of liberalization attained by countries of these two
regions versus the OECD group?. The negative price effect on rice under RUNS I (and
small effect under RUNS III) is also explained along these lines.

The price effects from the various models are bound to be somewhat different in view

13 By contrast, average protection level was relatively low for most developing countries during 1991-93 and
relatively high during 1982-93 period.

19 The explanation for the substantial price differences between the two RUNS simulations (due to different base
periods) also help explain, in part, differences in price changes between RUNS and other models as well, as
will be seen beiow.

1’ By 1991-93, the degree of liberalization was much advanced in these developing regions.
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of a number of factors, some of which can be identified. First, as Table 1 shows, not all
models fully incorporated all the components of the UR Agreement. Although not all of these
commitments were expected to be binding all the time (e.g. the AMS), ignoring some of
them should make a difference. More importantly, ignoring a component in the price
transmission equation (e.g. the non-price related support) would be to overstate the price
transmission effect, which can not be unity as assumed by several models!¥.

The second, perhaps most important, factor responsible for differences in the price
effects projected is the extent of tariff reduction actually simulated in these models. This is
related to very common cases when base tariff rates in the country Schedules were found to
differ often markedly from those that were estimated to actually prevail in the base period
(the "dirty tariffication" case shown by Ingco 1995). The obvious dilemma that an analyst
faced was which of the two base tariffs (actual or "dirty") should be used to apply the
committed tariff cuts, or whether in fact to apply any cuts at all (i.e. when the "dirty" base
tariff is well above the actual base tariff)!?. The option chosen by RUNS was largely in
line with the latter, that is it was assumed that countries would undertake the minimum of
reform in cases where their "dirty" base tariff rates were well above their actual base tariff
rates. This contrasts sharply with the approach adopted by other models (e.g. WFM) which
assume that the spirit rather than the letter of the Agreement will be followed so that a
reduction in actual tariff rates would effectively take place in those countries that committed
to do so. An additional consideration of a more general nature is that in many countries
applied tariffs were below the ceiling levels which makes any assumption on the path that
would be followed even more uncertain whatever the extent of "dirty" tariffication.

Third, and of similar nature, was the dilemma with those countries and products for
which bound rates did not exist in the past (most of the developing countries). These
countries had the option to select a bound tariff rate for the future which often was much
higher than actual unbound tariff levels in the base period, but not necessarily higher than
their tariff equivalent in the base period. Again, the RUNS assumed no reform for countries
and products with very high bound rates. For example, no reform was assumed for most
products for India as well as for the Maghreb countries. Similarly, other models ignored
those cases where the bound rates committed were higher than the applied rates. This
includes the MRT model which also used the same assumptions and data base on tariffs as
used in the RUNS model. At the extreme, the FMN model simply ignored any reduction in
the MFN rates, assuming these to be prohibitive for trade. This assumption also implies zero
price transmission.

Fourth, differences among the results can also be traced to the use of different base
periods. Where the benchmark protection level was higher (RUNS Scenario III versus
Scenario I), liberalization resulted also in larger world market price increases. This is
expected as the same degree of liberalization (e.g. 36% cut in tariff) from a higher base
implies a greater reduction in the absolute level of protection, a greater reduction in output

¥ On the question of price transmission, see Colman (1992). Note also that if there are very high tariffs the
transmission is zero.

¥ Technically, under such cases even an increase in tariff rates would be possible and still not violate the letter
of the Agreement.
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and consequently a larger price increase. Differences in the level of protection for OECD
countries are shown in Table 3. The PSEs during the 1986-88 base period (the UR base
period for tariffs and that actually used by the WFM) are some 12-15% higher than the 1991-
93 period (the RUNS III base period). This contributes in explaining the larger
le

Table 3: Percentage Producer Subsidy Equivalents in the OECD Countries
Wheat All crops All livestock products All agricultural products
Period
Average 1979-85 27 .32 36 34
1986 61 62 45 51
1987 61 61 38 47
1988 47 51 37 42
" 1989 30 42 35 37
" 1990 47 48 38 42
1991 58 52 37 42
1992 43 49 38 42
1993 47 52 38 43
1994 48 50 38 43
Average 1979-94 53 58 | . 50 52
Average 1986-88 56 58 40 47
Average 1991-93 49 S1 38 ;1.2
v Percentage PSE is defined as the total value of transfers as a percentage of the total value of production (at
domestic prices), adjusted to include direct payments and to exclude levies.
Source: OECD (1995). _

price increases predicied by the WFM compared to RUNS III. This reasoning also seems to
be consistent with the relative similarity of the price effects from WFM and ATPSM 1 both
of which use 1986-88 period as the base period of the benchmark protection level.

Fifth, differences also arise due to model structure. One such difference is between
the partial equilibrium and the general equilibrium models. As larger adjustments take place
within economy-wide models, the effects of policy changes on prices tend to be muted
relative to those from partial equilibrium models. To a large extent, this shows in Table
2%,

Sixth, differences also stem from dissimilar aggregations of countries and
commodities. In particular, where commodities (and countries) are grouped such that the
distortions tend to cancel out, the impact would be less pronounced. Both the WFM and

2 These differences appear conspicuously in the various partial and economy-wide liberalization simulations
reported in Goldin et al. (1993).
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ATPSM are highly disaggretaed on both accounts, and the higher price effects from these
models are at least consistent to this reasoning. Francois et al. (1995) make this point explicit
when they say that in their aggregation of cereals for the FMN model in one group, the
impact that would have been evident for rice (in Japan) was muted.

Finally, the differences in projected price changes between models are also due to the
use of different elasticities for domestic demand and supply. The sensitivity of such models
to elasticity values was emphasized by Zietz and Valdés (1990). However, such statistics are

rarely published. There is clearly a case for reviewing differences in such parameters across
the models.

IV. Production, Trade and Income Effects
4.1 Impact on Production

Selected results on the impact of producticn and consumption from FAO assessments
(the WFM and other single commodity models) are given in Annex Table 2. The results on
the whole confirm what has been now regarded as one of the robust findings of most
agricultural trade liberalization studies, namely that multilateral agricultural liberalization
would lead to lower production in the developed countries of those commodities which have
been subject to high degree of protection, and that the output effects would be positive for
the traditional non-subsidizing, low-cost countries, including on the whole the developing
countries. The WFM results further show that the UR would contribute to increased
production of all commodities at the global level, except for wheat and meat®. For the
developing country sub-group, outputs are expected to shrink only for meats and hides and
skins, while the developed country sub-group would see lower outputs of cereals, meat and
dairy products, with reductions, as expected, being most pronounced in Western Europe.

As for the LAC region, widespread production gains are expected for all commodities
except meats and bananas. Expressed as a percentage of the aggregate production gains by
the developing countries as a whole, the shares of the LAC region are indeed substantial:
43% for cereals; 58% for fats and oils and proteins; 120% of the dairy products; 43% of the
beverages; and 59% of sugar. Output gains are particularly sizeable for cereals (3.3 million
tons) and oils and fats (almost one million tons). Among cereals, the gains occur for both
wheat and coarse grains, with Argentina leading for wheat and Brazil for the latter. Mexico
also expands its production of both cereals. As regards meats, the reduction in the regional
output is entirely due to bovine meat, and is largely due to changes for Brazil, where it
appears that the UR-committed export subsidy restrains output. Most other countries in the
region are, however, anticipated to produce more meats, especially Argentina and Uruguay,
while output in Central America and the Caribbean sub-regions is likely to be little affected
by the UR. Lastly, the projected fall in the output of bananas, by close to 1.3 million tons,
is mainly due to reduced export demand as a result of EC’s new banana regime.

& In reviewing the size of the UR impact at the global level, it is important to note that many countries did
not participate in the UR and thus no UR-related policy changes were applied to them. They, however, may
account for a substantial share of the global trade (e.g. about 22% for both wheat and coarse grains).
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Of the other two models which report output effects, the FMN model shows for this
region positive gains for cereals of about 1.1% (from the 2002 benchmark level) under its
constant returns to scale/perfect competitive assumptions and about 2% under the assumptions
of increasing returns to scale/monopolistic competition with endogenous capital stock (these
compare closely with WFM’s 2.4% change in 2000). In the 1993 simulations (Goldin et al.
1993), the RUNS model also shows a small improvement in the self-sufficiency ratio (SSR)
for cereals in the region. By contrast to WFM, however, both these two CGE models show
positive impact of liberalization on regional livestock production, by about the same
magnitude as for cereals by the FMN model and more substantially by the RUNS (the SSR
increases from 1.03 to 1.07).

Consumption in the WFM is modelled at each country level as a function of the
(endogenously) solved prices of all commodities and exogenously specified income. Thus,
consumption outcome is the net effect of reduced demand due to higher prices and increased
demand from higher income. For the LAC region, the WFM shows reductions in
consumption due to UR for all basic foodstuffs, except for oilmeals, milk and poultry meat,
although such reductions are small, ranging between 0.1 to 2.2% of the base consumption
levels. Since all commodity prices rise in the WFM, these reductions imply that the price
effects dominate the income effect?. On the whole, the results for the region show that
increased production usually leads to larger exports and lower imports but not to increased
domestic utilization. To the extent the exogenously determined incomes (based on
OECD/World Bank estimates) for the region fall short of income that may be actually
realized, the WFM results would underestimate consumption gains and overestimate export
gains. In that case, increased demand would also further stimulate production. Unfortunately,
the general equilibrium models, which are best suited to measure such economy-wide effects,
do not report impacts on consumption.

4.3 Impact on Trade Volumes and Export Earnings

Annex Table 2 shows also the impact of the UR on the volume of agricultural trade
based on FAQ’s assessments. On the whole, the trade effects of the UR at the global level
are generally positive except for wheat and bananas. Among the products with marked trade
impact include wheat (-3 million tons), coarse grains (+2 million tons), rice (+1 million
tons), fats and oils and protein (+ 1 million tons) and banana (almost -1 million tons). While
these aggregate effects are small (usually 1-3% of the baseline volumes in most cases), the
impact on trade flows is often marked. For example, net exports of wheat from the
developed countries (largely in the EC and the US) drop by close to 7 million tons, but they
increase by over 4 million tons (both reduced imports and increased exports) for Asia and
the Pacific Region, and by 3 million tons for Argentina and Australia. The changes for
coarse grains are similar. These effects were largely anticipated in view of the nature of
reforms undertaken by major producers/exporters.

2/ The WFM assumes for the LAC region a total of US$4 billion dollars of additional income (2.3% of the
global toial of US$172 billion dollar) in the year 2000 due to the UR, which translates into the regional per
caput income level of US$2541 in 2000 versus US$2532 without the UR. In one WFM simulation, these income
levels were doubled. However, the effects on production, consumption and trade were found to be relatively
small.
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As regards the LAC region, the major highlights are as follows. For wheat and coarse
grains, Argentina is expected to boost its export of both grains, while imports into the region
would fall markedly (by 2.5 million tons), mainly accounted by reduced imports by Brazil
(particularly coarse grains) but also by Mexico. The increased exports from the region of one
million tons of fats, oils and oilmeals would be mostly shared by Brazil (749 000 tons) and
Argentina (347 000 tons). Imports into Mexico, the region’s largest importer, are not
expected to change. Argentina is also expected to boost its exports of dairy products
considerably. The marked fall in the exports of bananas (about one million tons) is likely to
be broadly shared by countries of the LAC region. No marked trade impacts are expected
for beverages and meat.

The ATPSM also provides comparable results for the LAC region. For the nine
commodities modelled, the ATPSM also shows trade flows changing in the same direction
as the WFM. However, the volume changes are similar only for rice, dairy products and
sugar. Relative to WFM, ATPSM’s net export projections are considerably smaller for
wheat, coarse grains and oils and fats. It also shows substantial increase in the exports of
meat products, unlike those shown by the WFM. Finally, the trade effects in the ATPSM are
usually magnified under the scenario when the markets in the non-OECD countries are
assumed to also respond to world market prices than when they do not. This is especially so
for dairy, meat and sugar, and is probably so due to higher elasticities of demand and supply
for these products than, for example, for cereals.

As regards the value of trade, the LAC region as a whole is a net importer of basic
foodstuffs, including cereals. The impact of the UR in the year 2000 is to raise the food
import bill only slightly, by US$0.3 billion, almost entirely on account of higher prices as
import volumes are not expected to change significantly and, if anything, could be smaller
than otherwise (Table 4). Including also other agricultural trade not covered by the WFM,
the total additional import bill due to the UR would be close to US$1 billion, limited largely
to fats and oils, meat and dairy products (Figure 1). On the other hand, the region’s export
earnings due to the UR are expected to grow substantially by the year 2000. For the
commodities covered in the FAO assessments, significant gains would come from most
products except bananas and hides and skins. The gains are likely to be mainly captured by
large exporters of the region such as Argentina, Brazil and Uruguay. Assuming the exports
of other agricultural commodities not covered by the WFM to grow at the same rate, the
total value of agricultural exports for the region would increase from US$31 billion in the
base period to US$48 billion in 2000, of which US$3.3 billion would be due to the UR, even
after allowing for a loss of the potential value of preferences of around US$0.3 billion.
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Table 4: Developing countries in Latin America ard the Caribbean: Projected agricultural trade balances to

the year 2000
1987-89 2000 2000 with
Base Run UR Effects
US $ billion
Imports
Assessed Commodities 10.4 149 15.7
Other 0.1 0.1 0.2
Total 10.5 15.0 15.9
Exporis
Assessed Commodities 24.1 34.5 37.3
Other 6.8 9.7 10.5
Total 30.9 44.2 47.8 -0.3*
Balance (Exports-Imports) +20.4 +29.2 +31.6

* Estimated loss of the potential value of preferences provided by the major preference giving countries.
Source: FAO (1995b).

The net result of these developments is the expectation that the positive agricultural
export balance of US$20 billion that the region obtained in 1987-89 should expand to an
.estimated US$32 billion in 2000, with US$2.4 billion of the increment ascribed to the UR.
Net export earnings are expected to be positive for all major product groups except hides and
skins and bananas. '

At the sub-regional level, South America, where most countries are significantly
involved in the trade of both temperate zone and tropical products, stands to make
considerable trade gains but some of the net food importers face increased food bills. Central
America js an important exporter of coffee, cocoa, cotton, fruit, sugar and an importer of
basic foodstuffs such as cereals, dairy products and meat. The higher import prices of these
commodities may have an adverse impact on consumption. The Caribbean sub-region
depends extensively on food imports, the prices of which would rise, and relies on a rather
limited range of agricultural exports mainly sugar, fruit, tobacco and beverages, a significant
part of which are exported under preferential arrangements, which are estimated to lose part
of their value. For this sub-region, the net short-term impact of the UR would be decidedly
negative.
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4.3 Impact on Income

" A full assessment of the UR impact on overall incomes can only be obtained from
general equilibrium models which also assess the liberalization of non-agricultural sectors,
where textiles and clothing are particularly important. As the WFM does not measure such
effects, the following review draws largely from the other models that they do, i.e. the
RUNS, the MRT and the FMN. Table 5 reports the income effects. As one can anticipate,
the estimates vary widely, for a variety of reasons which include the depths of the policy
reforms modelled, aggregation of countries and commodities ard assumptions about the
underlying economic structure. At the global level, the full income effect of the UR ranges
between US$50 to 190 billion (in 1990 or 1992 prices measured at the final year of the
implementation period). These income effects are rightly much lower than those measured
by these very models prior to the conclusion of the UR when the liberalization package
assumed was much more ambitious®. Despite the considerable differences for the global
total, the results are fairly consistent in showing that most of the gains (ranging between 75
to 100%) accrue to developed countries. This is an expected outcome in view of their larger
economy and, perhaps more importantly, much deeper liberalization?. The higher gains
under Scenario II in both the FMN and MRT models were due to the assumptions of
increasing returns to scale and dynamic effects where part of the increased incomes are saved
and invested. Similarly, RUNS III shows much higher income gains compared to RUNS I,
which represents a smaller degree of liberalization.

Second, the FMN and MRT models disagree sharply on the relative importance of
the agricultural sector in terms of the total income generated from the UR. With agriculture’s
share in the total increase of global income assessed to only 2 to 9% (the FMN model and
also GATT, 1994), the claim is made that agricultural liberalization was relatively a much
less important component of the UR package than the reform of the textiles and clothing
sector. The MRT model, on the other hand, finds agricultural reforms to generate between
40 to 67% of the overall additional benefits. On this difference, Harrison et al. (1995) state
that the very large income gains from the textiles/clothing sector in the FMN model is due

%/ For example, the 1993 RUNS simulations showed gains ranging between $190 billion for partial agricultural
liberalization to $450 billion for full multi-sectoral liberalization (Goldin et al. 1993).

The GATT Secretariat (GATT 1994) also showed in one simulation income gains as high as US$510
billion in the year 2005, under assumptions of increasing returns to scale, monopolistic competition and dynamic
income-investment specification. The GATT Secretariat viewed this estimate as more closely approximating the
rcal world economy, and, in fact, stated that this level would still underestimate the full impact of the entire
package of the UR. According to a subsequent comment by Harrison et al. (1995), the $510 billion income
gains were not directly solved by the model for the year 2005 but obtained by multiplying regional gains for
the year 1990, which for the world totalled $291 billion, with assumed regional scalar factors, which were
derived from OECD/World Bank projections of regional income growth. In addition, Harrison et al. also state
that the GATT study used very high trade elasticities, which have the effect of magnifying the benefits from
trade.

2/ See Cline (1995) where the argument is made that the gains or losses associated with trade liberalization tend
to vary almost by the square of the extent of distortions removed.
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to the latter’s assumptions of high tariff-equivalents for textiles/clothing?.

fw
Table §: Income Changes due to the UR (US$ billion)

World Developed Developing Latin America
Agri. Total Agri. Total Agri. Total Agri. Total

FMN CGE

Scenario 1 4.6 514 4.3 38.7 0.3 10.0 0.2 0.1
Scenario 11 52 218.3 1.6 85.9 3.6 112.6 ) 1.6 9.9
MRT

Scenario 1 3438 51.6 294 46.9 54 4.7 1.6 1.5
Scenario I 73.6 188.1 58.6 127.2 15.0 60.9 34 13.9
RUNS

Scenario J 25.4 142 11.1 0.6
Scenario I 68.4 54.7 12.2 0.6

Sources:FMN (Francois et al. 1995); MRT (Harrison et al. 1995); RUNS (Goldin and Mensbrugghe 1995, Table

4).

Note:  In the FMN and MRT results, Scenario I refers to their base cases with assumptions of constant returns
to scale and perfect competition while Scenario II assumes increasing returns to scale and imperfect
competition (FMN) and steady state results (MRT). RUNS 1l simulates the UR reform from the 1991-93
average base prutection level, while RUNS [ uses 1982-93 as the base period.

Third, both FMN and MRT models show that income gains to the developing
countries, both from agriculture and non-agriculture origins, increase substantially under
assumptions of increasing returns and dynamic capital formation. In particular, the FMN
model shows in Scenario II that the developing countries capture 70% of the global increase
in income from agriculture, from none under Scenario I, and 52% from all sectors, from
19% under Scenario I. These etfects are reported to be due to increased capital accumulation
in developing countries as a result of the UR-caused higher commodity prices, while the
opposite set of effects takes place for the developed countries®.. As regards the RUNS
estimates, the 44% share of income gains captured by the developing countries under
Scenario I, versus 18% under Scenario 111, is due mainly to a greater degree of liberalization
for the developing countries assumed under Scenario I.

As regards the LAC region, income effects are shown markedly positive by the MRT
model, which, as said above, finds agriculture to weigh heavily in the total gains, as
contrasted to the FMN model where agricultural liberalization is found to be much less
important. Under Scenario II, both models show positive induced income effects of increased
prices and investments, originating from both agriculture and non-agriculture sectors. To
conciude, it would be fair to say that in view of the projected widespread gains in export

¥ Based on a review of the most recent data, Harrison et al. claim that the tariff equivalents have fallen
considerably from the leveis used in the FMN model.

¥ Note that where the baseline protection level is high, as it was in the base period for most OECD couatries,
domestic prices could actually fall following a liberalization despite increased world prices.
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earnings for this region, as noted earlier, the income projections of the MRT model seem to
describe better the outcome.

4.4 Other Effects of the UR

One of the important anticipated benefits of UR is reduction of instability in world
market prices as tariffication would lead to more markets absorbing supply or other shocks.
That this is so was shown by D. Gale Johnson a long time ago and also analytically by Bale
and Lutz (1979) and through counterfactual simulation by Anderson and Tyers (1990). In
particular, the latter argued that liberalization of food policy would reduce the instability of
price in international food markets by as much as one third on average and one half for
wheat.

FAO (1995b) reports of a simulation experiment to examine this issue where the
WFM was shocked by way of a generalized 5 percent decline in the output of cereals over
the projected volume (and symmetrically a 5 percent increase) in the year 1999 to examine
the price levels in the year 2000. The results, presented in Table 6, however, showed almost
no effects on the stability of cereal

Table 6: Effects of Supply Shocks on Cereal Prices due to URY

Simulations Wheat Rice Maize Millet/sorghum Other
grains

Normal crop (1987-89=100)

Baseline (2000) : 97 107 103 105 98
UR (2000) 104 115 108 110 10$
Crop fajlure (% change above
normal crop prices)

Baseline (2000) +25.8 +50.5 +24.3 +29.5 +24.5
UR (2000) +25.0 +50.4 +24.1 +29.5 +23.8
Bumper crop (% change below
pormal crop prices)

Baseline (2000) -19.6 31.8 -18.4 -20.0 -184
UR (2000) -19.2 -31.3 -18.5 -20.0 -18.1

Y An across the board shortfall (bumper crop) of 5% below (above) normal level is assumed for 1999 and its effect
on price in year 2000 is measured.
Source: FAO (1995b).

prices. There are some good reasons to believe that this could indeed be the outcomes, i.e.
reduction of stocks, shifts of production to relatively more unstable producing areas, etc..
However, the literature on models that incorporate dynamic, long-run disequilibria features
consider that the price stability issue can not be addressed adequately with such models. For
example, one such study finds that trade liberalization could actually increase the instability
of prices during the transition to steady state equilibrium (Lord 1991). For beef, for example,
it finds that liberalization would raise the world market price by 5% but it takes 30 years to
reach the steady-state equilibrium and that prices would be more unstable in the interim.
Another problem common to all these models is that they tend to ignore the stockholding
structure (i.e. private/public stockholding activities) as well as the covariances among shocks
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(i.e. the geographical location of production shocks).

Finally, one other effect of the UR is the potential loss of benefits from preferential
arrangements. Only the ATPSM model and the FAO assessments provided information on
possible income gains/losses due to changes in the preferential import tariffs. The ATPSM
assumed that the entire quota rent, the difference between the MFN and in-quota tariffs, is
captured by exporters. On this basis, it finds that in 1995, of the $13.3 billion of the tariff
revenue foregone by the OECD countries, 65% would go to OECD countries themselves,
30% to developing countries and 5% to Eastern Europe. By the year 2000, the total benefits
reduce by about 15 percent of the 1995 value, as the gap falls, but the distribution pattern
remains as before. Thus, the loss of preferential benefits for developing countries are about
US$600 million. This figure is very close to that reported in FAO (1995b%.

V. Concluding Remarks

The main conclusions of this review are as follows. First, not all models fully
incorporated all the four specific reduction commitments, namely tariffication and tariff
reduction, minimum access, export subsidies and domestic support (Table 1). A typical
reason given for not doing so was that one or more of them would not be binding. Second,
there were several differences among the models in the way they incorporated specific
reduction commitments and as a result their assessment of the impact on world market prices
varied accordingly. Such factors, discussed at the end of Section III, included the partial
incorporation of commitments, different practices followed in modelling tariff reductions, the
use of different base periods to apply UR reduction commitments, the model structure (e.g.
partial versus economy-wide), different aggregation of countries and commodities, and
differences in the demand and supply elasticities. Third, while the UR was not expected to
produce large aggregate, global impact on most variables, the effects could be more
significant at the level of individual regions and countries. In particular for the LAC region,
the UR was expected to lead to increased production and export earnings. This also on the
whole applies to overall income levels as seen from economy-wide models.

Z/ These assessments are also made in greater detail in Yamazaki (1995).
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ﬂ Annex Table 2: FAO’s Assessment of the Impact of the UR for Selected Regions (Volume Change in 1000 tons)” "
P Production .- Import | Expont ."|" Consumption "

WHEAT
LATIN AMERICA 1167 -828 751 -414
TOTAL DEVELOPING 5143 -5619 1149 -1578
TOTAL DEVELOPED -6727 2636 -4158 -203
WORLD -1583 -2983 -3010 -1780
RICE
LATIN AMERICA -7 5 -6 -9
TOTAL DEVELOPING 1657 325 1243 662
TOTAL DEVELOPED -974 879 -53 -49
WORLD 683 1203 1191 613
COARSE GRAINS
LATIN AMERICA 2121 177 589 =233
TOTAL DEVELOPING 804 752 1339 -230
TOTAL DEVELOPED 2618 1199 685 2158
WORLD 3423 1956 2023 1927
OILS AND OILMEALS
LATIN AMERICA 905 204 1097 2
TOTAL DEVELOPING 1575 1383 1888 1045
TOTAL DEVELOPED 7 -184 -670 493
WORLD 1583 1199 1218 1538
MILK + BUTTER
LATIN AMERICA 404 -36 368 -1
TOTAL DEVELOPING 336 -829 431 -923
TOTAL DEVELOPED -37 1201 -185 1347
WORLD 298 373 245 425
BOVINE MEAT
LATIN AMERICA -166 12 81 -235
TOTAL DEVELOPING -249 -6 -61 -195
TOTAL DEVELOPED 413 432 434 362
WORLD 164 426 424 167
PIG MEAT
LATIN AMERICA 54 -92 142 -180
TOTAL DEVELOPING -739 -18 -165 -590
TOTAL DEVELOPED -828 -45 20 -894
WORLD -1567 -62 -144 -1484
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OVINE MEAT "
| LATIN AMERICA 5 -9 6 -10 |
TOTAL DEVELOPING -25 -26 -6 -46
TOTAL DEVELOPED 1 20 2 10
WORLD -36 -6 8 -36
[| POoULTRY MEAT

LATIN AMERICA 2 11 -69 102
TOTAL DEVELOPING -8 89 23 104
TOTAL DEVELOPED -28 -84 28 -141
WORLD 36 4 3 -36
COFFEE

LATIN AMERICA 32 2 26 7
TOTAL DEVELOPING 69 6 59 16
TOTAL DEVELOPED 0 53 0 53
WORLD 69 59 59 69
COCOA

LATIN AMERICA 35 0 10 6
TOTAL DEVELOPING 8 1 52 11
TOTAL DEVELOPED 0 51 0 s1
WORLD 82 52 52 62
SUGAR

LATIN AMERICA 373 48 352 69
TOTAL DEVELOPING 629 182 72 739
TOTAL DEVELOPED 452 130 263 319
WORLD 1081 - . 312 335 1058
BANANAS “

LATIN AMERICA -1298 199 -1298 199
TOTAL DEVELOPING -1034 -145 -1034 -145
TOTAL DEVELOPED -58 458 -58 -458

“ WORLD -1092 -603 -1092 -603

Source: FAO (1995b)
Y The volume changes are for the year 2000, with the UR minus the baseline projections.
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ABSTRACT

This article address the impacts of the Uruguay Round Agreement on
agriculture in developing countries. First, the potential changes in the
global trade environment in which LDCs will operate are reviewed,
followed by the specific provisions of the Agreement for LDCs. The
conclusion that only two areas - market access and sanitary/ phytosanitary
regulations - have potentially significant consequences is reached. Then, a
cross section of 11 developing countries is analyzed to see what
adjustments they would have to make and to identify their policy options.
The basic conclusion is that the GATT agreement on agriculture is, except
in a few cases, not likely to present LDCs with major policy adjustment
problems. In Latin America, unilateral reforms have proceeded farther
than GATT requires. In Africa, countries that have experienced structural
adjustment are liberalizing faster than GATT requires. In Asia the
situation is mixed but in general agricultural trade liberalization appears
to be moving more slowly especially when compared to Latin America;
progress reducing the role of QRs has been slow. In Eastern Europe and
the CIS, the progression and completeness of liberalization varies widely
though GATT notions of tariffication and tariff bindings have
strengthened the position of reformers in those countries that are
members of GATT. While the short run impacts of the URA may be
modest, the bringing of agriculture under the rules of GATT should help
prevent reintroducing QRs in the future. However, given that much of the
food imports, particularly in parts of Asia, are still conducted by
parastatals, if state trading is GATT legal it is hard to anticipate how
URA commitments could bring about a strong discipline on trade
distorting support.

The authors are most grateful to Ms. Raquel Artecona for her excellent
research assistance.
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Alberte Vaides and Alex F. McCalla3
1. Introduction

For more than seven years, negotiations to “liberalize” agricultural trade
held center stage in the Eighth Round of GATT negotiation - called the
Uruguay Round. Major players, including the United States and the
Cairns Group, insisted that bringing agricultural trade under the rules of
GATT, and liberalizing it, were pre~-conditions for any GATT agreement.
The Uruguay Round was by far the most sweeping attempt at trade
liberalization yet attempted. In addition to agriculture, contentious issues
on textiles, intellectual property rights, and trade in services, as well as
traditional industrial tariffs were on the table. In the end, an acrimonious
dispute over agriculture, mainly between the USA and the EU, delayed
the conclusion of the Round by three years.

The agreement reached in December 1993 and finally signed in Marrakesh
in April 1994, contains an agricultural agreement which in everyone’s
view is modest compared to the sweeping expectations of “substantial
sustained reductions in agricultural distortions” talked about in the late
1980s. The agricultural agreement does bring agricultural trade under
GATT rules but contains precious little immediate liberalization
(Hathaway and Ingco, 1995; Goldin and van der Mensbrugghe, 1995;
FAO, 1995; Anania, Carter and McCalla, 1994).

Most of the action in the GATT Round, and most of the analysis of its
potential consequences, focused on the Developed Countries, particularly
the United States (USA) and the European Union (EU). This paper
attempts to address the impacts on Developing Countries (LDCs). We
approach this task in four steps. First, we review the potential changes in
the global trade environment in which the LDCs will operate. We then
review the specific, and in many cases different, provisions of the
Agreement for LDCs in areas of market access, export subsidies, domestic
support and sanitary and phytosanitary regulations. Our conclusion is
that only two of these areas - market access and sanitary/ phytosanitary
regulations - have potentially significant consequences. We then look at a
cross section of 11 developing countries, in several regions, to see what
adjustments they would have to make and identify their policy options.
The final section of the paper draws on these country analyses to suggest
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potential impacts. Overall, we conclude that while immediate impacts
may be limited, in the longer run, the Uruguay Round Agreement could
have significant liberalizing effects.

2. The Global Impacts and the LDCs

The impact of the Uruguay Round on LDC agriculture needs to be
assessed at two levels. The first is the specific impacts on agricultural
trade, world prices and the economic welfare of the sector. The second
level is the macro economic impacts of the overall GATT agreement on
world economic growth and international trade and the consequences of
those global developments for the agricultural sector.

As a general proposition cne can argue that Developed Countries
subsidize their agricultural sectors by protecting them from import
competition and subsidizing exports into world markets. The
consequences of these policies are to increase domestic production,
contract domestic consumption and therefore reduce import demand or
increase excess exportable supplies thereby putting downward pressure
on world prices. It would follow then that liberalization which reduced
domestic distortions should put upward pressure on world prices.

On the other hand, Developing Countries (and the formerly Centrally
Planned Economies) tend to tax agriculture (particularly their export
subsector) and often subsidize urban consumers (Schiff and Valdés, 1992).
The consequences of these policies would in general be the opposite of the
DCs, namely to contract domestic production and expand domestic
consumption. The results would be smaller exportable surpluses and
l&rger import demands thereby putting upward pressure on world prices.
It should follow therefore that liberalization in LDCs which reduced
domestic distortions would increase production and decrease
consumption, therefore putting downward pressure on world prices.

These contradictory general positions in fact are borne out by global
modeling efforts that have included both DCs and LDCs. Most modeling
efforts that attempted to model liberalization in both DCs and LDCs
produced either little price change or falls in world prices (Valdés and
Zeitz, 1990; Anderson and Tyers, 1990 and Tyers and Anderson, 1992).
More recent analysis -OECD, I1IASA, FAPRI, RUNS, etc., which modeled
mainly DC-liberalization suggests that liberalization of the sort proposed
in the so-cailed Dunkel text* would produce modest - 4 to 12% - increases
in world prices for most staples such as wheat, rice, coarse grains, sugar
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and dairy. These results were premised on most of the liberalization
occurring in DCs.

The actual outcome of the Round as described by Anania et al (1994) was
an even more modest outcome for agriculture than the Dunkel proposal
with LDCs subject to even less discipline than the DCs. Post Marrakesh
analysis therefore suggests even more modest increases in prices, 0 to 5%,
(Goldin and van der Mensbrugghe, 1995; FAO, 1995, etc.), given that
liberalization occurs mostly in the DC'’s.

One must distinguish between developing country exporters and
importers in ccnsidering impacts and whether this may have prevented
LDGs from playing a stronger role in the negotiations (however, several
LDCs were active members of the Cairns Group which did have an
impact). The consequences for LDC exporters therefore is modestly
improved market access and prices slightly higher than the long term
trend of decreasing real commodity prices that has prevailed for most of
this century. For LDCs food importers, the consequences could be higher
import prices which, while modest in percentage terms, could have
significant balance of payments impacts where food imports are a
significant part of the import bill. A further implication of the Round will
likely be a reduction of stocks in developed countries which could have
implications for global market stability in the case of significant supply
and demand shocks. Even though the overall effect of the agreement
should be to increase long term world market price stability. A second
consequence of reduced stocks, coupled with aid fatigue, may be reduced
availability of food aid for the poorest countries. Rising grains prices
increase the opportunity cost of food aid to donors. Given that most
LDCs are food importers, the global consequences of the Round for the

least developed LDCs could well be more negative than positive in the
short-run.

Finally, the issue of special and differential treatment of LDCs deserves
comment. First, the lowering of EC and US levels of protection on an
MFN basis means by definition that the margin of preference for LDCs
under, for example, the Lome Convention and Caribbean Initiative are
reduced.

The macro consequences of the Round for agriculture are also modest but
potentially positive. Goldin and van der Mensbrugghe estimated small
but positive gains in income as a result of the Round, although most of it
occurs in developed countries. But on the broader front, overall global
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growth enhancement resulting from the full GATT Agreement would
have positive effects on LDCs as a group. The implementation by
developed countries of further reductions in industrial tariffs, the
abolition of the Multifiber Agreements (MFA) and the eventual opening of
developed countries agricultural markets, all represent positive potential
gains for LDCs . Further, the opening of markets in general should
constitute to increased price stability in international food markets (FAQO,
1995). In the longer run, it is the improved set of rules for agricultural
trade and the overall positive impact on global growth and trade that may
have more positive implications for agriculture in the LDCs than the short
term agricultural liberalization per se.

3. The Specific Provisions of the Agreement for LDCs

The URA was the beginning of agricultural liberalization, establishing a
new set of rules for the sector. Earlier GATT Rounds, which involved
exemptions from GATT discipline, provided agricultural protection
through ordinary tariffs and nontransparent quantitative restrictions
(QRs). The URA changed the policy options faced by countries including
those which are discouraged and those which are acceptable. Beginning
in the first year of URA implementation, nearly all border protection is
provided by bound tariffs (instead of QRs), and countries undertake
specific commitments, subject to GATT discipline on export subsidies and
domestic levels of support.

The implications of the URA for the design and implementation of
domestic agricultural policies for LDCs are clear when the three major
areas in which negotiations were focused are considered: import access;
export competition; and domestic support (IATRC, July 1994). A separate
agreement on Sanitary and Phytosanitary Measures is also an important
dimension for the LDCs.

The URA established a set of new rules for agriculture:

e converting non-tariff border measures to tariffs;

¢ making tariffs legally binding;

e targeted reductions of tariffs; and

e the binding of domestic support (trade distorting domestic
support).

Also, member countries undertake specific commitments in their
schedules:

» all previous waivers are now removed
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new types of commitments regarding export subsidies and total
support are undertaken

Market Access Comnmutments (LDCs as importers):

i

ii.

ii.

iv.

Convert all existing NTBs (along with unbound tariffs) into bound
duties, no higher than the tariff equivalent of the protection levels
prevailing in the base period (1986-1988), and not introducing any new
NTB measures. For ordinary tariffs not previously bound, developing
countries were permitted to offer ceiling bindings (commit to
maximum tariffs unrelated to previous protection levels).

Reduce new and existing tariffs by 24% on average over 10 years, with
a minimum reduction of 5% per tariff line (versus 36% average
reduction and 15% minimum reduction over 6 years for DCs).
However, the required unweighted average reduction in tariffs allows
differential treatment of commodities (e.g., a country could meet the
aggregate reduction of 24% reducing tariffs on less important products

with little change in sensitive products).

Minimum access provisions: import opportunities to be granted
through tariff-quotas, for a share of the domestic market rising from
2% to 4%, to apply where NTBs have been tariffied (tariff/quota
provisions), versus 3% to 5% for DCs. Low or minimal duties are to be
charged on these imports.

Special safeguard provisions for imports: additional duties can be
levied (up to one-third of normal duties) if the volume of imports
exceeds the average of the three preceding years. Alternatively,
additional duties could be levied if import prices drop below a trigger
price (3% if price drops 20% of the average cif price in 1986/1988; 9% if
price drops 40%; 14% if price drops 50%; etc.).

b. The Agreement on Export Subsidies

i

1.

The agreement contains the following elements:

Ban on new export subsidies.

Existing subsidies are allowed to continue subject to agreed reductions.

LDCs need only reduce volume of subsidized exports (expenditure on
subsidies) by 14% (24%) over 10 years from a 1986-1990 base [versus
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iv.

volume (expenditure) reductions of 21% (36 %) over six years for DCs].
The Agreement contains a list of export subsidies falling under this
commitment, the most important of which are: subsidized stock
exports; producer-financed export subsidies; export-specific
transportation subsidies; export marketing cost subsidies, and
payments in kind.

. The schedules establish the level of such subsidies deemed to exist in

the initial period.

Agreement should not extend to export subsidies to commodities not
subsidized in the base period (Art 3.3 and Modalities paragraph 12).

Export credit and credit guarantees to be covered by a separate agreement
yet to be negotiated.

¢. Domestic Support Subject to Discipline

i

ii.

iii.

iv.

The Aggregate Measure of Support (AMS), aggregated over policy
instruments and commodities, measures the expenditure on domestic
support and the value of market price support (against external
reference prices) through administered prices provided by the policies
covered under the Agreement. Certain policies which meet non-
distorting criteria (the so-called green box) are not counted

(see table 1).

Developing countries are comrnitted to reductions of average
distorting support by 14% in 10 years (versus 20% in six years in DCs),
that is, for policies not accepted as "green box" criteria automatically
become subject to reductions.

Permitted policies for LDCs, that is under Green Box criteria, include
rural development programs, investment subsidies, input subsidies for
poor farmers, and diversification subsidies. A de minimis provision
allows countries to exclude from the calculation of AMS product-
specific support if it does not exceed 10% of the value of the product
(5% for developed countries).

livestock payments made on a fixed number of Direct payments are
not subject to reductions if they are: (i) based on fixed area and yields;
(i) made from 85% or less of base production and head.
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Table 1
DEVELOPED COUNTRIES

Amber Policies: Green Policies:
Internal support policies that are considered to  Policies that do not involve transfers from
be trade-distortive and are therefore subjectto  consumers and do not have the effect of
reduction. providing price support to producers. They are
exempt from reduction commitments.

e Price Supports : ¢ General services (research, pest and disease
control, training, extension and advisory
services, inspection, marketing and
promotion, infrastructure services)

¢ Export marketing subsidies e Public stock holding of commodities for
- food security reasons
Export-specific transportation subsidies ¢ Domestic food aid
Producer-financed export subsidies e Decoupled income support
e Input subsidies (seed, fertilizer, irrigation, e Crop insurance and income safety-net
etc.) programs

e Subsidized stock exports o Relief from natural disasters
e Payments in kind
e Structural adjustment assistance through
producer reimbursement programs,
resource reimbursement programs, or
investment aids
Environmental or conservation programs
* Regional assistance programs
Direct payments based on fixed areas and
fields or based on 85% or less of the base
level of production or based a fixed
number of livestock

DEVELOPING COUNTRIES

Amber Policies Green Policies

Same as above except for the following which ~ Same as above plus:

are listed under “Green Policies”

~ Marketing and internal transport subsidies
Investment subsidies
Diversification subsidies
Agricultural input subsidies.
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d. The Peace Clause

PO A

pade

What is actionable and non-actionable for purposes of countervailing
duties and other GATT measures? Under the URA, policies which are
included under the “green box” criteria are not actionable by the
dispute (settlement procedures) for purposes of countervailing duties
and other GATT challenges. Amber policies (that conform with the
commitments) are subject to the imposition of countervailing duties (if
they are shown to have caused injury). The other GATT challenges
include nullification and impairment of a country’s GATT obligations
and serious prejudice to another country’s interest, usually third
markets. Export subsidies are exempt from most GATT challenges and
are subject to countervailing duties only if they cause injury. The
peace clause is in effect for nine years starting in 1995.

JUYSVIOR

. Sanitary and Phytosanitary Measures (SPS Agreement)

aes adaduldR L
)

i. Establishes general guidelines but does not specify which regulations
would have to change.

ii. The right for countries to set their own safety and health standards is
reaffirmed, but such standards should be based on “sound scientific

evidence” and use should be made of international standards where
possible.
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iii. SPS does not specify any quantitative requirements and does not
regulate any specific policies. Hence there is no individual country
commitment to certain adjustments in their policies.

iv. However, a country which does not comply with harmonization on
SPS has to comply with certain requirements: (i) it should not
discriminate between countries where similar conditions prevail, (ii) it
should not apply them as disguised restrictions on trade, and (iii)
domestic standards must be consistent with scientific evidence and be
based on an appropriate risk assessment.

4. Challenges Beyond the Round

From our point of view, the main challenge for LDCs is to maintain the
liberalized trade regime in those countries which had unilaterally
liberalized before the URA, and to advance the agenda for more open
agricultural trade policies in the remainder.
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Under the URA, developing as well as developed countries retain
considerable discretion in their agricultural trade policies. Can the new
ruies and the improved dispute settiement procedures prevent
backsliding into protectionism? Can the new rules prevent a return to
QRs?

Some possible shortcomings:
(a) Market Access

» Perhaps the major shortcoming is that the URA excluded state-trading
monopolies, and there is no additional provision to enhance
transparency in the behavior of state-trading agencies for either import
or export activities.> By being able to adjust the volume of imports at
their discretion, state traders can support domestic prices above or
below those that would prevail at the prevailing tariff, thus making
tariffication totally ineffective. This is a more important issue for
developing country importers than it is for developed country
importers. Much of the food imports to LDCs are still conducted by
Parastatals.

¢ Inflated tariff equivalents have been accepted as bases from which
reductions are made for a number of LDCs. Price manipulation
allowed the initial tariffs from which the reductions are made to be
high, higher than the actual levels of tariff equivalents before
conversion to NTBs.

o The simple unweighted averaging of tariff reductions allows much
scope for continued protection to individual sensitive products. A
country could reduce tariffs by a large percent reduction on several

 relatively unimportant products with low initial tariffs and reduce the
tariffs of sensitive products by a very small percentage and still meet
the overall 24% unweighted average.

* The Special Safeguarcd Provisions may be used frequently and thus
make importer prices less responsive to changes in border prices. It
appears that many countries have chosen tariff schedules and price
triggers for safeguards which are considerably above those used for
calculating tariff equivalents (higher than current international market
prices). The price trigger is applied on a shipment-specific basis, which
can lead to higher price differentiation.
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¢ The Minimum Access Provisions, implemented through tariff-quotas
are undertaken at relatively large aggregates of producers (e.g., meats)
which leaves considerable flexibility to importers.

o The Agreement did not effectively address the long standing issue of
escalating effective levels of protection which increases with the level
of processing, especially of tropical products. The Agreement reads:

“TE shall generally be established for worked and/or
prepared products by multiplying the specific tariff
equivalent for the primary agricultural product by the
proportion in value terms or in physical terms as
appropriate of the primary agricultural product in the
worked and/or prepared products, and take account, where
necessary, of any additional elements currently providing
protection to industry.”

Agricultural worked/ processed goods include those that are finally
used for food, i.e., wine would be an agricultural worked good
while leather would be an industrial good.

(b) Export Subsidies$

Developing countries have few export subsidies with the exception of a

few countries (such as Poland). Furthermore, commitments in rather large
commodity aggregates allows shifting of the product composition of such
subsidies.

(c) Domestic Support Measures
With some exceptions, domestic support measures should not impose
significant restrictions for most developing countries. Both the current

level of support and the 'green box' coverage for LDCs gives them
considerable flexibility.

10
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5. Market Access Commitments and Current Status of their Trade
Regime: The Cases of Twelve Developing Countries

Two historic characteristics of the agricultural trade regimes have been
their discretionary and selective nature and the lack of transparency. Both
characteristics are largely the result of the prevailing use of quantitative
restrictions (QRs), for example, quotas, licenses, and state trading. QRs
are more selective and less visible than tariffs, and thus replacing QRs
with tariffs has important advantages. First, tariffs are more transparent
and the role of the price mechanism is enhanced. As long as the tariff
levels are not prohibitively high, a great merit of tariffs is that they expand
the number of global participants in the adjustment to world price
changes and, as a consequence, the variability of international prices
should decline. Second, tariffs generate government revenues. The latter
is especially critical for some developing countries because it removes one
of the obstacles to the removal of export taxes in countries where such
taxes generate government revenues. The adoption of a new set of rules
under the URA, in which nearly all border protection is provided by
tariffs (instead of QRs), and the commitment to further reduce tariff levels
thus represents a major achievement towards a more open and
transparent agricultural trade and price regime.

In this section we examine the actual market access commitments and the

current status regarding their trade regime for a set of eleven developing
countries.

Table 2 provides the actual market access commitments under the URA
for a sample of eleven countries on 14 agricultural products. The
information for each country reports the base period tariff equivalents as
reported to WTO (that is, the average for 1986-1988), and the bound tariff
levels corresponding to those same products.

Three observations emerge: first, a sharp contrast exists between countries
who bound tariffs at relatively low tariff levels versus countries that
bound at excessively high levels. Observe the very high tariff bindings in
Colombia and India for most products, and also the high bindings for
several products in Indonesia, Poland, and Thailand. By contrast,
Argentina, Estonia, and Chile opted for a more open trade regime.
Second, a considerable dispersion between commodities in the bound
tariffs is observed for some countries (Colombia, Hungary, Indonesia,
Poland, and Thailand). Third, for several countries in the sample, URA
tariff bindings are so high that they likely do not provide a constraint on

11



Food Policy

7 reg vwrieniss,

V.- -

Agricuiture and the LDCs

amnoudy Jo susunredoq “S*(1/SVA 4q poptacid Ajpury ‘QLm woy paremsuo ete( :30mos

BNrAsL'T 98 (1)

INESTT + LT 3N/46T + 0f (W puepeyy

or+ 8Os U(B)  wpyp
3/NOA L1'T v 50} “3N/ND4 6¢°¢ uw €93 ()
Lno3 96 X)W + 8°T1 3/NDA €6 um + 071 (3)
L/NJT 91y XV + 96 1/009 059 +S1 (P)
LnOd 91r YeW + 9°6 LNOA Lv1 XY + 0T (9)

L/ND3 ¥€0E XX + 61 N3 ovLy Xe +0£ (@) puviog
annoa qsve

‘are ponnuqns spum pumoq Auo p sqy ()
**§Z1-66 51 3npas pamoq jo afmey (y)
“a8ws ST ¥ popnjaut uaaq Ay SWIN punoq [[¥ 10N {(£)
“rnOUre AUES AP Ul $OOZ 09 dn puTeIIEE 2q [IM GlOg "I puv XU

:monb mim s19nposd Jo 117 (2)
$3Rrey Inoyim paurerrem o i Ao % ¢ T
1301 ATE SYLIT PAIEPIIONIOD WALMD J] "3A0Q¥ SUONAIIXI P M WALOMPA-PE KE JO 9% TLOJIM S I¥ PATPIOSUOD 3q (fim L™ podan [y (1) o
is910N Kroyeueydxy
iw O T o mw ot 01 0 0z oS o < < . 1A QI3 S 3 {5 s sy M
u o 0 O o s o () Tis o8 V6T NTIFTOL 001 §T 81 0z omrgoL
% 01 G) G s o011 os1 SL 89 08 o ot Ly oel sue ss SE ning
8 68 . ST ¢ & o o001 O 0 0 ol st STl 6£1 ST surxqAog
@ AsLT 8 o1 o o o 0 0 0 o1 St [43 SN2 1 B < 4 14 (19 gE ¢ umygiog
s 8 ™ ® o1 o081 o0 0 y'e9 66 oz ot 681 01z sz 44 b 2y
o€ St (7 A < o0 S»  o00I o 0 0 S 3 15 2 B AN 7 4 SE LE paIsadey
[ (N W 09 o 05 o001 001 TIS 08 o ce or (13 73 B v 4 ¢ oL N
(©05" s 09 @ @ o o o1 o1 e o 4 801  ou sz 143 194 1N
sy 0 0 iz 0 o1 o o 0 . (4 ot 6 Ol ST ss 49 uono)
€ 18 ) © o o o0 0 0T os or s 4 6l LT sz <t Pix e S wo)|
06 001 Y (/4 Oy 001 001 OtI ST of 0l st oL o001 st € 0 200
09 @ @ u (4] o0 06 001 OFt 96 I ot oy o 001 & ot (% 000D
g o 0 8 <L o0 09 001 O Tis 08 (14 ot oL oo st 114 s wdym)
zﬁnguﬂéaigﬁngaﬂgggﬁmgﬁnggaﬁa«aiamuuniina.é
| ) epedpy  puvpeqy mved  (2) wsaopy Py AnBuny (y)yeueno (endf®3  wquoiop Mo nrag () nmuatsy |

JUNTWWO)) $SIIIY 1NIB 1T d[qe],

T e P ocanipeae Toga ool e e

o M TIac®e LT NN L



The Uruguay Round (GATT) Agreement:
Agriculture and the LDC. Food Policy

continuing high levels of protection, in spite of the tariff reduction
commitments.

The phenomenon referred to as "dirty tariffication” did occur among some
developing countries, which reported tariff equivalents above the actual
levels during 1986-1988 (Colombia and others, for example). The high
ceiling bindings observed for example, in Colombia, India, and Indonesia,
reflect the flexibility which these countries desire regarding protection
levels for sensitive products. Such potentially high levels of protection
imply a strong (implicit) anti-export bias, in addition to its effects as a tax
on consumers.

Tabie 3 presents an overview of the prevalence of QRs and a description
of the mechanisms of support during 1994-1995 for some of the same
countries. Unfortunately, information on the current status of QRs is still

incomplete for some of the sample countries (Argentina, Egypt, Poland,
and Thailand).

A salient feature in Table 3 is that in several of the sample countries,
particularly in Latin America, QRs on imports and exports are being
relaxed. This is the case for Argentina?, Brazil, Chile, Estonia, and to a
large extent in Colombia.? Although not included in the sample, Peru is
another country which has practically removed most QRs on agricultural
trade (except a price stabilization scheme).

Recent experience has shown that the bold steps required to eliminate
QRs are an important element in trade liberalization (Papageorgiou,
Choksi, and Michaely). Overall, the significant reduction in the incidence
of QRs (see table 3) in several of the sample countries is a very positive
development, both for compliance with the URA rules, and from a
domestic policy perspective. However, India, Indonesia, and some other
LDCs would have to introduce major reforms in their trade regime for
agriculture if the URA principle of tariffication is to be adopted.

The extent to which the Agreement would require substantial policy
adjustments can be better understcod if we focus on a few cases in mnore

detail.
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Argentina's trade liberalization program started in 1989. Currently, the
maximum tariff is 20% (plus a temporary 10% "statistical tax") and the
average ad valorem tariff is 10%. Argentina no longer maintains an import
licensing regime, with the exception of the auto sector. Export taxes on
farm exports were removed. As a member of Mercosur, Argentina is

under a duty free system for imports from the other members of
Mercosur.

Chile implemented tariffication in 1976, removing practically all QRs, and
closing down the state agency dealing with agricultural imports. The
current trade regime is quite simple; a uniform tariff of 11% applies to all
importables, with the exception of wheat and sugar which have a price
band scheme. There are no export taxes, licensing, or quotas. A uniform
VAT of 15% applies to all imports and domestic production.

Ghana eliminated import licensing in 1989, and former state agency
monopolies have been abolished. However, parastatal agencies continue
to import some agricultural products although they no longer receive
government subsidies to finance imports. Ad valorem import duties range
from 0% to 25%, except tobacco which is subject to a 10-40% import duty.

Egypt started a price liberalization program in 1991, lifting all restrictions
on foreign exchange transactions and reducing tariff levels (maximum
tariff is 70%). However, Egypt has imposed new obstacles to the
importing of previously banned products. For instance, import duties
were raised for some products such as meat, frozen vegetables, and
poultry. Furthermore, items removed from the previously banned
products are now subject to quality control standards including domestic
regulations on shelf-life standards which do not seem consistent with
sound scientific evidence.

Since 1992, Estonia has adopted an open trade regime of zero tariffs for
most products, with some exceptions for agriculture and automobiles.
There are no import quotas and licensing requirements are not generally
restrictive, applying only to products for which health and national
defense considerations might apply. Imports of alcoholic beverages and
tobacco are restricted. State trading enterprises have neither exclusive
rights nor special privileges in their purchases or sales involving imports
or exports. An 18% VAT applies to all imports as well as domestic
products.

15
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Hungary virtually liberalized all farm price controls, with the exception of
milk and bread. Foreign state trading was abolished in 1990, and most
QRs were removed, although Hungary introduced a scheme of
tariff/quotas with a fairly discretionary administration which could result
in higher protection. As a temporary measure, Hungary recently raised

tariffs by eight percentage points on all imports, on balance of payments
conditionality.

India started its economic reforms in 1991, introducing a substantial
reduction in trade barriers for manufacturing goods. However, so far
agricultural trade has remained out of these policy reforms. In addition
to the very high tariff binding registered (table 2), import licenses are
required for most agricultural imports and the Food Corporation of India
and other parastatals have a legal monopoly on imports of most food
products (grains, vegetable oils, and others).

Indonesia initiated its trade liberalization program in 1986, with tariffs
ranging from five to 30%. However, although Indonesia has reduced
tariffs on a number of agricultural products, imports of such products are
still covered by quantitative measures. And in the case of wheat, rice,
soybean, and sugar, the parastatal BULOG has a legal monopoly on
imports (table 3).

6. Concluding Comments

For Latin America, a bold program of domestic trade liberalization had
already occurred at the time of the URA in April of 1994, and Latin
America came out of the GATT negotiations therefore, with relatively few
mandated changes to policies. Moreover, some countries in the region
bound tariffs at relatively low levels (Argentina, Chile, Peru, all at less
than 35%); Brazil’s tariff bindings ranged from 35 to 55%, in contrast with
high tariff bindings for Colombia (70 to 194%). For those countries that
chose to set their tariff bindings at relatively low levels, they are
disciplined by a ceiling on tariff support imposed by the URA. For
Colombia, beyond QRs, GATT provides no such constraints. Even for
Brazil, the tariff binding is high enough to keep its current trade regime,
including the possibility of placing higher tariffs on products for which
import quotas were removed.

In Sub-Saharan African countries, the imperatives of structural adjustment
programs and currency adjustment for CFA countries far exceeds the
implications of the URA for their agricultural sectors. Moreover, although

16

i T S T L e e T L I OT R




The Uruguay Rourd (GATT) Agreement:
Agricuiture and the LDCs Food Poiicy

URA rules could potentially make a difference, if state trading monopolies
are GATT legal it is hard to anticipate how the URA commitments could
bring about a strong discipline on trade distorting support.

Francophone West African countries recently have began to plan for
considerable domestic agricultural liberalization in the wake of the
devaluation of the CFA Franc. These include Cote d'Ivoire and Senegal.
However, the future will determine the degree to which the power of
parastatals and state trading monopolies will be reduced.

The URA tariff bindings for Indonesia and even more so for India were set
so high that significant rule changes with respect to QRs could co-exist
with minimal liberalization of the major agricultural products. Therefore
any domestic liceralization will have to be driven by domestic macro
economic imperatives rather than URA requirements.

In the former Soviet Union and Eastern Europe, the progression and
completeness of liberalization varies widely. One of the cases presented
(Estonia) represents one of signification liberalization. Poland and
Hungary show some liberalization while many other countries still have a
considerable distance to go (Belarus, Georgia).

The basic conclusion of this paper is that the GATT agreement on
agriculture is, except in a few cases, not likely to present developing
countries with major policy adjustment problems. In Latin America,
unilateral reforms have proceeded much farther than GATT requires, in
many instances, the reforms occurred before the advent regional trading
agreements. In Africa, countries that have experienced structural
adjustment are liberalizing faster than GATT requires. In Eastern Europe
and the CIS, overall needs for economic reform dwarf the specific
requirements of GATT in agriculture though clearly GATT notions of
tariffication and tariff bindings have strengthened reformers hands in
those countries that are members of GATT. In Asia, the situation appears
very mixed but in general agricultural trade liberalization appears to be
moving much more slowly especially when compared to Latin America.
In this region, progress reducing the role of quantitative restructuring
(QRs) has been very difficult.

While the short run impacts may be modest, the bringing of agriculture
under the rules of GATT should help guard against significant backsliding
towards reintroducing agricultural protectionism, in future. One
potentiaily contrary aspect of the agreement is the considerable latitude
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given to countries in implementing the sanitary and phytosanitary
agreement. This could be a new vehicle for new modes of non-tariff
protection. However, most importantly, the Agreement should provide a
context in which real liberalization can occur in the next Round. Clearly,
expecting countries to yield on tighter rules and to submit to substantial
liberalization was asking too much. Now that the rules are in place,
further liberalization should receive primary attention.
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ENDNOTES

' Paper presented to Conference on Questses Agroalimentares e Experiencias de Integracao
Regional ¢ Sub-Regional depois da Rodada Uruguai do Gatt: Uniao Europeia, Mercusol e

Nafta: Confronto de Experiencias. in Rio de Janeiro, Brazil on May 15 to 17, 1995.

2 Agricultural Adviser, Latin America Region, World Bank, Washington, D.C.

? Director, Agriculture and Natural Resources Department, World Bank, Washington, D.C.

4 Proposed in 1991 as the agricultural agreement which contained much more significant

reductions in distortions than 1o final agreements.

’ State trading enterprises are allowed by the URA but cannot provide domestic support in
excess of the tariff bindings or maintain any QR. However, there is still considerable

uncertainty regarding the implementation of restrictions on the level of protection to be provided

by state agencies.
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s Export taxes and import subsidies were not part of the negotiations, and therefore are not
banned or restricited.

7 We understand that this is the case for Argentina, but information on QRs for importables is

still incomplete.

s Although state trading appears in the column on Colombia, it is relevant to add that the
parastatal’s (IDEMA) legal monopoly on external and domestic trade had was removed during

1991, and IDEMA'’s principal role is now as a procurement agency as part of the price support

scheme.
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Safeguards, Antidumping, Countervailing Duties, and Obhservations on Administrative and
Technical Rarriers to Trade

Patrick Low’

Contingency Protection and the Implications of the Uruguay Round in Agriculture

Prior to the Uruguay Round, it could be argued that in signiticant ways, agriculturc
was outside mainstream policy disciplines cnshrined in GATT. This arose in part hecause of
special rules relating to agriculture,? and in part from a combination of sui generis exceptions® and
unchecked non-compliance. The Uruguay Round changed this situation in a fundamental way.
First, a significant package of trade liberalization measures was introduced, comprising explicit
commitments to “tarifty” non-tariff barriers to agricultural imports, the establishment of maximum
tariff rates and tariff reduction commitments, new disciplines on domestic support measures, and
limitations on expart subsidics.* Second, the new rules of the Agreement on Agriculture
narrowed the circumstances in which governments could resort to non-tarifl barriers to trade, and
also eliminatcd the legal cover for agriculturc-based derogations from standard trade policy

disciplines.

.n 9 . . » - . . R . O
The author is with the World ‘Trade Organization. The vicws expressed here are those of the author and
should not b attributed to the World Trade Organization.

2,4 . . . . . . . .
(GATT Article XI contemplates some circumstances specific to agriculture in which quantitative restrictions
may be applied. [n addition, differential rules on export subsidics, as hetween agricultural praducts and manutactures,
have also long been a feature of GATT rulcs.

J | . . . v epn e
‘ F-}t examnple, the 1985 (.S, waiver for agnicultuee, the Swiss Accession Protocol. and the use by the LL:C of
variable [evies - a policy whose GATT-consistency was never properly cluaritied.

4e
.S'omc. commentators have argued that the Uruguay Round did Littte by way of actual trade liberalization,
Whatc\./er.v:cw 13 taken of thg quantum of liberalication achicved, a notable succesy ol the Uruguay Round was to biing
ancw policy cohercnce and discipline to the agricultural sector -» an essential prerequisite for liberalization in the future,



Success in reducing the freedom of governments to intcrvenc in the agricultural
sector in these ways, combined with the new “bite” of trade liheralization commitments, created
pressure to find alternative mechanisms to shelter domestic agriculture from impart competi(ion
Available mechanisms for this purpose are briefly reviewed below. Qnly those measures that can
be applicd to specific products are considered here, as opposed to such instruments as the

balance-or-payments provisions, which are of more general application.®
ial sateguard in the Agreement on Agriculture

One such mechanism was written into the Agreement on Agriculture, This is the
special safeguard provision of Article 5, which in certain circumstances permits governments to
impose additional tarifls on products, over and ahove their established levels of bindings. This
special safeguard is only available on products subject to tantlication. The safegnard may be

triggered either by a surge in imports or by a drop in prices.
Antidumpin ion

Article VI of GATT 1947 and the Agreement on [mplementation of Article VI of
GATT 1994 allows Members to impose antidumping duties when products of one country are
introduced into the commerce of another at less that the “normal” value, therehy causing or
threatening material injury to an industry in the importing country  The three crucial issues in
antidumping cases are: [) the determination that dumping has occurred, and by how much a good
has been dumped (thc dumping margin); ii) that a domestic injury is suffering from, or threatened

by. material injury; and iii) that the dumping is the cause of the injury.

’
e /\‘Ill\.iic XII and Article XVII'B allow Members to impose impoit restrictions when thew rnrmgn uxchunge
|e n‘;orlw are 1(:1 short supply.  Article XVILB allaws developing countries t nnposc impott rostrictions in ovder (o
wage infant industries, but this provision is not discussed here hecause it has little relevance to agriculture.




Antidumping has become a contenticus area of trade policy. on account of its
more frequent use by a growing number of countries, and the perception of some that
antidumping has developed into an instrument of protection, to an extent replacing or neutralizing
what governments have committed to do by way of trade liberalization. On the other hand, there
are those that believe antidumping, and other similar mechanisms are an essential safecty valve,

neoded ta deal with the adjustment costs that inevitably accompany trade liberalization.

The concept of dumping used in national legislation and taken to the muitilateral
level has been a source of some contention, at least in the academic literaturc. By detining
dumping simply as price discrimination between segmented markets, it is likely that dumping will
occur with a great deal of frequency. In many product areas, international markets are more
competitive than national ones, such that producers need to charge a lower price on their exports
compared to their domestic sales. This may simply be a function of the existence of a tarift
against competing imports in the domestic market. In any event, the designation of price
discrimination as dumping means that dumping is a regular occurrence, and the frequency of
antidumping actions in most jurisdictions that usc this instrument has grown in recent years. The
number of countries resorting to antidumping actions has also increased. According to Table 1,
seventeen countries initiated antidumping actions in the period January 1993 - June 1995. Ten
years ago, Australia, Canada, the EC and the United States would have accounted for virtually all

antidumping actions.

Several issucs relating to definitions and the mechanics of antidumping actions
have emerged in policy discussions over recent years. Mention has already been made of the use
of a pricc discrimination concept rather than a cost-based concept to define dumping. The
calculation of the margin has been a point of contention. Where a straighttorward comparison
cannot be made between the export price of the product and the price of the like product, in the
ordinary course of trade, when destined for domestic consumption, sales in third countries, or
constructed custs may be used. In addition, when the investigating authorities do not consider
that adequate tntormation has been supplied by an exporting firm, they are entitled to use the
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“best information available” to asscss the dumping margin. ‘The use of constructed cost and best
information available have been criticized as resulting in inflated cstimates of the comparable
domestic price. Another issuc arising in this area relates to the averaging techniques used to

compare the prices of domestic and foreign sales for the dumping margin calculations

The question of “standing” has also been discussed, as antidumnping authorities
have somctimes been accused of acting on petitions from only a tew tirms, which are not
representative of the industry as a whole. Other points that have been discussed inchude whether
the duty charged should only cover injury to the domestic industry, or the entire dumping margin
(the lesser duty rule), whether antidumping actions should be subject to a sunset provision, and
whether e minimis rules should preclude antidumping actions when dumping margins or injury
levels are small. Much discussion has also taken place in regard to procedural aspects of
antidumping, such as the transparcncy of proceedings, the rights of all interested or affected

parties to be heard, and the timeliness of the relevant procedures.

An important arca ot discussion relating to injury is whether only producer
interests should be considered, or whether consumer interests should also be taken into account.
In most jurisdictions, the authoritics pay little attention to consumer interests, despite the fact that
it may be argued that what may be said to be injurious to domestic producers is beneficial to

domestic consumers.

A number of these issucs were addressed in the Uruguay Round negotiations.
More detailed methodologies were specified for calculating the dumping margin, more detailed
criteria were spelled out for injury criteria, e minimis thresholds were cstablished, stricter time

limits were imposed for investigations, and a five-year sunset clause was introduced.
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Countervailing duty actions

Many of the procedural issues and issues relating to injury determination that have
been discussed in the area of antidumping are similar to those raised in the field ot countervailing
duties. The obvious difference, of course, is that antidumping actions arc triggered by allegedly
injurious price disciimination Ly a i, whcicas vouatervailing duty actions ace triggéred by
allegedly injurious subsidization by a government. In practice, the clfect of' a subsidy could be
manifested through what seems like price discrimination on the part of a firm, especially if the
subsidy in question was an export subsidy In effect, it is probable that subsidies arc sometimes

dealt with under the rubric of antidumping.

One reason why governments often prefer to avoid taking countervailing action is
that the action in intcrgovernmental in nature -- one government is perceived as acting against
another government. Acting against a firm in another country is less politically charged  Thiy
consideration may explain why cduntervailing duty actions are initiated less frequently than
aqtidumping actions. 'T'he statistics prescnted in the attached tables show that in thé two and a
half year period to June 1995, only 258 countervailing duty actions were initiated,® compared to
1,283 antidumping actions. Morcover, while !7 countries used the antidumping instrument, only

9 countries had recourse to countervailing duty action.

As in the case of antidumping, a number of changes were made to provisions on
countervailing dutics. These included provisions relating to the calculation of certain subsidies,

injury determinations, investigation procedures, and conditions for terminating an investigation.

8pnp0 o eie e o .
Of the 258 initiations, 176 of them (almost 70 percent) were attributable to the United States.
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Emergency safeguards

Another comimnercial policy measure, or measure of contingency protcction
‘ available under the WTO, is the emergency safeguard envisioned under Article XIX of GATT
1947 and the Uruguay Round Agreement on Safeguards. Safeguard measurcs may be applied to

imports of a product into 2 Member’s territory if it establishes that the product in question is

§ being imported into its territory “in such increased quantities, absolute or relative to domestic

i production, and under such conditions as to cause or threaten to cause scrious injury to the

i

{ domestic industry that produces like or directly competitive products.”’

!

g Several notable changes were made to the safeguard provisions in the Uruguay
Round, reflecting the fact that this instrument had largely fallen into disuse. This was partly

STk

because of a preterence for antidumping actions, and the fact that measures such as voluntary
export restraints and orderly marketing arrangements were used with greater frequency. The
latter measures largely fell outside the reach of GATT disciplines and were not subject to any
systematic scrutiny. The Uruguay Round Agreement requires that these so-called “grey arca”

measures be eliminatcd.

Since the Uruguay Round agreement, satcguard measures may not be introduced
without a proper investigation hy the competent authorities, including public notice and public
nearing requirements. A time limit has been placed on sateguard measures, which may be
maintained for four years, renewable for a further four years. Safeguard measurcs may not be
reintroduced for a period of time at least as long as that during which a measure was previously in
place. While the original safeguard provisions of GATT did not contemplate any possibility of the
discriminatory application of measures, the new agreement allows for such discrimination in
carcfully controlled circumstances. Another significant change in the new agreement is that it is

no longer essential to provide for compensitory measures upon the adoption of sateguard

"Paragraph 1, Article 2 of the Agreement on Safeguards
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mcasures within the first three years of a safeguard measure, provided the safcguard measure has
been taken in response to an absolute increase in imports (not just a change in sharcs), and that

the measure contorms in all respects with the provisions of the Agrecment on Safeguards.

The changes in the sateguard provisions made in the Uruguay Round were an
attempt to render the pravisions more “user-fricndly”, particularly in the light of other etforts
being made to eliminatc voluntary export restraints and impose further discipline on the use of
antidumping and countervailing duty measures. Thus, on the onc hand, the agreement relaxcs the
provisions on discriminatory application of safeguards and on compensation to trading partners j
for reduced market access tollowing a safeguard action. On the other hand, the ncw agrecment
imposes new procedural disciplines to make sure that national authorities are accountable to their .

trading partuers, and it also imposes a time limit on sateguard measures for the first time.
What Scape for Using Contingency Protection Measures in Agriculture?

Tables 2 and 4 show that antidumping and countervailing duty actions tend to be
used little in the agricultural sector. Between January 1993 and June 1995, only 78 out of 1,148
recorded actions involved agriculture und foad praducts (Table 2). In the case of countervailing
duty actions, the relcvant figures are 47 initiations out 0f 237 in total  As for safeguards, these

are 50 little used that there is little to say about their sectoral distribution. Only two Members --
the EEC and Korea -- have réponcd having any safcguard actions in place during the first yeac of
the WTO’s cxistence. The European Union has outstanding GATT Article XIX 1947 actions on
coal, dried grapes, and preserved cherries. Korea’s measures affect salt fermented shrimps and

hot bean paste, and anly in respect of imports from China (not a WTQ member).

For reasons outlined at the beginning of this note, agriculture has not been affected
a great deal by contingency mncasures, on account of the existence of other tradc measures
available in the scctor. Now that these are disappearing, and to the extent that governments look

for other ways of providing relief to their agriculture sectors, what are the relative merits of the
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alternatives? No further reference is madc to the special safcguard. on the grounds that the
circumstances of its possible invocation are carefully specified, and governments will decide

whether or not to use it in circumstances where the appropriate criteria are met."

Although no mention has been made so far of variable import charges, this is an
instrument that may be available to some governments in respect of importable agricultural
products. Where governments have chosen in the Uruguay Round to maintain ceiling bindings,
including in the tariftication cxercise, such that their applied tariff ratcs are lower than their bound
rates, they would seem to be entitled to vary their applied rates up to the bound level. This would
mean that import charges could be linked to some target variable, and altered in linc with
fluctuations in this variable. The world price of a commodity could, for example, provide the
anchor against which ta link a variable tariff component. The constraiﬁt imposed on such an
approach from the WTO perspective would, of course, reside in the binding. A price band
scheme can be operated in a way that emphasizes reduction in price variability over protection.
Two preconditions for minimizing the protection effects of variable levics are that upward and
downward price fluctuations are treated symmetrically when prices are outside the non-
intervention band, and that the anchor around which a band of moving average prices is detined is
a world price and not some domestic target price divorced from supply and demand conditions in

the macket.

Antidumping, countervailing duties and safeguards

The following arguments have been made as to the relative merits of antidumping,

countervailing duty and safeguard actions as measures of contingent protection’

P . . . - iy .
For those governments that have relicd on ceiling bindingy, the specinl safegnand pravisions are likely to he
less refevant.
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a) Antidumping (and countervailing duty) actions may lead to more protectionist
outcomes because of the underlying assumption that these are self-defensive measures, or
reactions against unfair behaviour on the part of foreign firms or governments.
Sateguards, on the other hand, are predicated on the argument that firms need help to
adjust to competitive imports, and there is no presumption of unfair behaviour on the part

of foreigners. This locates the pressure to adjust where it belongs.

b) The complications involved in assessing antidumping margins and subsidy levels can
lead to arbitrariness. A siiniln-iisk-eaists with safeguards, but only in relation to the injury

determination.

c) Even though a sunsct clause has been introduced in respect ot antidumping and
countervailing duty actions, such measures can easily be reinstated, or even continued via
the launching of another petition. Safeguard actions, on the other hand, are more

definitively time-bound.

d) In the particular case of countervailing duty actions in agriculture, it should he noted

that Article |3 of the Agreement on Agriculture contains a “peace clause”, which states

?
that permissible subsidies (in the “green” hox) cannot he subject to countervailing duties,
and that other (“amber™) subsidies are only subject to countervailing action if applicd

subsidy levels exceed 1992 levels.

¢) From the perspective of the heneficiaries of contingent trade measures, an advantage of
safeguard actions is that they can be taken very rapidly, if critical circumstances are
deemed to exist. Provisional antidumping and countervailing duties, on the other hand,

can only be impoacd after a preliminary investigation that pruvides an vpportuaity for all

interested parties to comment, and present evidence.
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Reflections on Technical Barriers to Trade

[t has been long recognized in trade policy-making circles that technical standards
and regulations are essential for various safety, health and other reasons. But it is just as well
understood that these measurcs can be turned to protectionist ends, and manipulated so as to
reduce or eliminate import competition. An Agrcement on Technical Barriers to Trade was
negotiated in the Tokyo Round. This agreement requires that standards be non-discriminatory,

transparent, and no more trade restrictive than nccessary.

The Agreement on Technical Barriers to Trade (standards agreement) should be
distinguished trom the Agreement on the Application of Sanitary and Phytosanitary Mcasures.
(SPS). While the standards agreement focuses on the nature of measures to which disciplines are
to be applied, the SPS is concerned with the purpose of measures. The SPS covers measures to
protoot animal of plant lifo or hoalth from pectsand diceares, and human lite or health from risks
associated with additives, toxins, and discase-carrying arganisms in food and heverages, and'
diseases carried by animals or plants. The SPS deals with risk assessment and scientific
justification, as well as relying on consistency tests in respect of sanitary and phytosanitary

regulations.

The standards agreement was extended and strengthened in the Uruguay Round in
several ways. First, obligations relating to conformity assessment and testing were tightened in
order to ensurc that these procedures do not constitute unnccessary obstacles to trade. Sccond, a
voluntary code of good practice was developed, extending the same disciplines to voluntary
standards as to technical regulations. Third, the disciplines of the agreement were extended more
clearly to sub-national government authorities and non-governmental bodies. Fourth, the
agreement goes further than before in encouraging mutual recognition of technical regulations,

standards, and conformity assessment procedures.
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