Session 1: Globalizing Agricultural Trade

Progressin the WTO Negotiations

Tim Josling’

I ntroduction

Agriculture is once again at the center of the multilaterd trade agenda. That such a
relatively smdl and declining segment of world trade can threaten major delaysin the
broader project to advance the integration of developing countriesinto the trade system
and restore growth to the globa economy is a testament to the political sengtivity of the
issue in many countries. The tail gppears once more to be wagging the dog. A mgor
effort to update the multilaterd trade rulesto reflect the redlities of globa commerceis
effectivey on hold until afew countries make much needed adjustmentsin some

domestic farm policies.

This paper looks at the question of the timetable set for the current World Trade
Organization (WTO) trade round, known as the Doha Development Agenda (DDA), and
the problems that a ddlay in the agriculturd talks may pose; examines the proposas that
areonthetablein the agricultura talks and asks whether they represent an acceptable
and desirable outcome; and discusses the broader context in which the current
agriculturd talks are embedded. A conclusion summarizes the sgnificance of progress,

or lack of it, in the agricultural negotiations.

Timing: Isit Important?

Trade negotiations aways seem to take longer than planned. In part thisis because the
timetables are ddiberately intended to lend an air of urgency to the proceedings. they are
not an unbiased esimate of the time the negotiations will take. Neverthel ess, missed
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deadlines are an inconvenience a best and can unravel the careful plans of those who
attempt the task of stage-managing talks among nearly 150 WTO members. At the worst
they can serioudy disrupt economic activity by influencing expectations about
government behavior and consequently affecting investment decisons. Has the tardiness
in agreeing the “modadities’ of the agricultural negotiations sgnificantly disrupted the
DDA? It istoo early to tell for sure, but one can point to certain windows of opportunity
that can close and to the importance of momentum in dedling with acomplex set of
negotiaions.

Links between parts of the negotiations

The agriculturd talks on the further reform of agriculturd trade were started in March
2000, under the mandate of Article 20 of the Agreement on Agriculture, despite the
failure of the Seeitle Minigterid in December 1999. The agricultura negotiations were
given aboost by the decison at the Doha Minigerid in 2001 to initiate anew round of
trade talks. An ambitious timetable for the completion of the talks has now been
edtablished, culminating in an agreement by January 2005.The stages of the talks are
summarized in Table 1. The initid stage of the talks took place in seven meetings a

which an impressive array of proposas was tabled. These proposas were contained in 45
documents representing the opinions of 85 percent of the WTO membership.! After a
stocktaking meeting in March 2001, a second phase began that focused on particular
topics. Few new proposals were generated at that time, and for the most part countries put
their ideasin “non-papers’ that have not been released by the WTO Secretariat. The third
phase, that of negotiating the moddities, began in June 2002 and culminated in March
2003.? The Chairman of the Agriculture Committee, Stuart Harbinson, presented an
overview paper in December 2002 and afirgt draft of the modalities paper after
discussion with the delegates in January 2003. A revised version of that paper was
discussed at meetings in March but it did not prove possible to agree on the text of the

! The WTO website has links to these documents, along with various notes and technical submissions, at
WwWw.wto.org.

2 The modalities of the agricultural negotiations refer to the methods by which tariffs, export subsidies and
domestic support are to be cut, and by extension to any rule changes that may also be agreed in the
negotiations. They are translated later into national schedules that become part of the obligations and to
new or amended articlesin the Agreement on Agriculture.



modalities by the end of March. A short period of six months had been set aside for the
submission of draft schedules based on the modadities agreement to be discussed at the
Minigterid in Cancun in September 2003. It isthistimetable that is now in jeopardy, as
the likelihood recedes that negotiations on draft schedules will actualy be possible at the

Minigerid.

Table 1. Timetable of the WTO Agricuturd Negotiations

Date/ period Sage

March 2000 Establishment of Negotiating Committee and gppointment of
Chairman

March 2000 — Phase |. Initid Position papers presented

March 2001

March 2001- Phase 1. Elaborations by countries on specific topics

Feb 2002

November 2001 DohaMinigterid confirmed objectives and set timetable for
negotigtions

March 2002 — “Moddities’ phase. Developing moddities for further trade

March 2003 reform steps (Deadline missed)

March 2003- Preparation of draft schedulesto give effect to modalities

September 2003

September 2003 WTO Minigerid in Cancun to take stock and integrate with other
agoects of the negotiations (Sngle undertaking)

January 2004 Peace Clause expires (unless renewed)

January 2005 Presumed end of negotiaions

Source: WTO website (www.wito.org)

Within the talks as awhole, the Cancun Minigterid wasto act as apivot. Agreement on
modalities for agriculture, services and non-agriculturd tariffs were to trigger the start of
talks on the wider agenda.® Not that agriculture is the only lagging issue: the timetable for
the service negotiations is aso behind schedule, as many countries see them moving in

3 Thiswider agenda includes the so-called Singapore issues, of investment, competition, transparency in
government procurement and trade facilitation, where working parties have been engaging in some “pre-
negotiations” to identify the key topicsto be addressed. Importantly, the Ministers will also be considering
suggested “interpretations and clarifications” to such contentious trade issues as anti-dumping policies.
Trade and labor is not on the agenda, and the environment issues are to be addressed in areport from the
Committee on Trade and the Environment.



parald to the talks on agriculture* Similarly, the non-agricultura tariff discussions have
been slowed by the lack of agreement in agriculture® Asimportant, severa other issues
that were built into the timetable at Doha are currently proving difficult to resolve. These
include the implementation of one of the key aspects of the Doha agreement, on the
gpplication of the TRIPS to pharmaceuticals needed by developing countries, which
missed the December 2002 deadline for agreement, and the issue of specid and
differential trestment for developing countries.® But for most countriesit is agriculture
that holds the key to the pace of the round.”

Linkswith domestic farm policy change

Trade talks do not exist in a vacuum: the connection with domestic policy timetablesis
among the most important consderation. In this connection, dl eyes are on the European
Union (EU), where the progress of the Mid Term Review of the Common Agriculturd
Policy (CAP) iscrucid to the ability of the EU to respond to the challenges of the DDA.
Currently, the Council of (Agricultura) Ministersis congdering a proposal by the EU
Commission to deepen the reforms started in 1992, when the EU dropped prices for
cereds and oilseeds and replaced them with payments to farmers, and continued in 2000
with an extenson of these payments to the beef sector. The Commission reform proposal
would complete the “decoupling” of the direct payments and dlow the EU to count the
mgority of its arable subsdies as“ green” in the WTO. Thiswould immediately give the
Commission the flexihility it would need to adhere to the Harbinson reductions (see
below) in domestic support.

4 The services negotiations also had a deadline of March 31 for the submission of final offers.

® Draft modalitieson non-agricultural tariffs were supposed to have been tabled by March 31, with
agreement by May 31.

6 Negotiations are also proceeding on “improvements and clarifications” to the dispute settlement process,
due to be concluded by the end of May 2003, on the “ establishment of amultilateral system of notification
and registration of Geographical Indications for wines and spirits’ before the Cancun Ministerial, and on
the waysin which Least Developed Countries might be helped in their accession to the WTO. This latter
set of talksisamong the few that are progressing on target.

! Negotiations are said to have “ positive linkages” when progress in one area encourages movement in
another: and “negative linkages’ when the slow progressis contagious. Cairns Group countries havein
particular indicated an unwillingness to move on non-agricultural issues when there is no progress on
agriculture.



The US can take amore relaxed view of the link between trade and domestic farm poalicy,
asthe 2002 Farm Bill, dong with somewhat firmer world prices (and awesk dollar), has
given US poaliticians some bregthing room. In effect, the next time the US domestic
|legisative timetable for agriculture will have an impact on the talksis 20062 In the US

the issues of increased access to overseas markets for agricultural goods through tariff
reductions has for the moment taken a backsesat to the questions of restricted access to
goods produced from transgenic crops and a range of issues to do with the importation of
farm productsinto the US®

Linkswith domestic political timetables

There is however one aspect of the political timetable that is worrying. The US palitical
process will be engulfed in a Presdentid Election during 2004. September 2003 may be
the last opportunity for a debate on trade that is not heavily weighted by short-term
domestic eectord congderations. Trade palitics have dways been tightly congrained by
domestic condderations: the difference in an dection year isthat the sengtivitieswithin a
party are bought to the fore in the primary season and promises made and positions taken
on the campaign trail can make the US seem amore inflexible negotiating partner.

Another consideration is linked with the palitica cycle. The transatlantic trade
relationship has been managed with skill and mutud respect by two long-standing
professiona negotiators, USTR Robert Zodlick and Trade Commissioner Pasca Lamy.
Such willingness to understand the position of the other is not common in transatlantic
relations. And it will not last forever. The position of USTR could of course change with
the outcome of the next dection. And the term of Lamy as Trade Commissioner endsin
2005 when the current European Commission leaves office. Of course, it is possible that
both these men will be back in office for renewed terms, but the chances are not high.
Indeed the end-point of the DDA was chosen in part as areflection of the fact that the
period of relative civility in transatlantic trade relaions, despite the unusud range of

8 Thissame year, 2006, isthe time the EU will need to agree on a new budgetary framework. An informal
agreement between the French and German governments (or at |east between Chirac and Schroeder) at the
Brussels Summit | ast year appeared to lock in the same budget allocation for agriculture (with minimal
growth) until 2013, but this has no force of law.

® Theseinclude the labeli ng of goods by country of origin, the controlsimplied by the Bio-terrorism Act
and the concerns about the importation of diseases such as BSE.



contentious issues, could be coming to an end.
Linkages with international politics

Current transatlantic tensions have been heightened by differences over the question of
Iraq, and continue in a somewhat muted form as countries discuss the post-war policy
and the role of the UN. Some observers have pointed to a deeper schismin the
transatlantic relationship, with arise in anti- American sentiment in many EU countries

and afrudration, in particular with “Old Europe’ in the US. How much this will impact

on the DDA isnot clear. The links between security policy and trade policy are not direct,
and the desire to mend fences could even have a positive pill-over on trade relations. But
it isdifficult to avoid the concluson that there is a connection between foreign policy
disagreements and trade talks. After al, we are used to thinking about generd

equilibrium modes of the economy: presumably internationd politics dso has some
generd equilibrium characteridics.

Substance: Doesit Matter ?

Whether the present lack of an agreement on agriculturd trade reform in the current
round mettersisin large part afunction of whether the negotiations are likely to result in
adesirable outcome. If the proposals on the table are an important step in the ongoing
process of agriculturd trade reform then any serious delay compromises that process and
could have long-run effects. On the other hand, if the package is so modest that agreeing
to it would in effect pass up an opportunity for real reform and delay market opening (or
if such market opening were to be considered undesirable) then perhaps it should be
rgjected in favor of something different. Thus an examination of the current proposd in

its own terms is worthwhile regardless of its links with other sectord discussonsin the
WTO.

What ison the Table?

The Chairman of the Agriculture Committee, Stuart Harbinson, was asked to prepare a
draft of the “modalities’ that could be used to form the basis for an agreement. The
“Harbinson draft” was presented to delegates for discussion at the February meeting of



the Agriculture Committee, and revised for the March meeting.'® The discussion below
relates to the revised Harbinson draft of 18 March 2003 (TN/AG/W/1/Rev.1).*

The suggested tariff reduction schedules in the Harbinson draft are reproduced in Tables
2 and 3. If agreed, there would be a mgjor reduction in the high tariffsin both deve oped
and developing countries, impacting on such highly- protected sectors as sugar and dairy
in the US and the EU, as wdll as Japanese rice and Canadian poultry protection. The
proposd to impose different cuts depending on the initid height of the tariff (sometimes
known as the cocktall gpproach) mimicsin a somewhat less direct way the impact of a
“Siss formula’ that brings high tariffs down rapidly to a pre-determined level.*? Cuts
would be made from bound rates, and specific and variable tariffs would be reduced by
cdculating an ad-valorem equivaent.® However, as preferentia tariffs under various
regiona trade agreements are much lower (and in many cases are zero), the impact on
trade may not be so great as the tariff reductions would suggest. The preference margins
themsdves will be reduced, of course, which could alow some third-country agricultura
produce to enter presently protected markets.*

The Harbinson proposa dso cals for adoubling of the tariff-rate quotas, from 5 to 10
percent of consumption, though there is some suggested flexibility: countries that wish to
limit this access to 8 percent for up to one-quarter of their TRQs can give additiona
access in other markets. Developing countries again would get alonger period in which
to implement these changes. In-quota tariffs would not be controlled, unless quota-fill

was below 65 percent or the good concerned was either atropical product or one that was

O 1he Agriculture Committee meetsin Special Session as the negotiating body for agriculture, in addition
to performing its regular monitoring functions.

1 The numbers used in the tables are enclosed in square brackets (i.e. suggestions that will be subject to
negotiation) in the Harbinson draft.

12 The Swiss formulawas used with successin non-agricultural tariffsin the Tokyo Round, and was
proposed by the US, among others, for agriculture in this round. Under the US proposal, high agricultural
tariffs would have converged on alevel of 25 percent. The use of such aformuladoes not reduce low tariffs
as much as the “ across-the-board” reductions employed in the Uruguay Round.

1311 additi on, the draft includes a suggestion that tariff escal ation be reduced, by cutting processed tariffs
by a greater amount that those of raw materials.

1% The Harbinson draft is sympathetic to the notion that preference margins be maintained “to the
maximum extent technically feasible” including the slower liberalization of access where “long-standing
preferences’ are present.



encouraged as a subgtitute in production for narcotics.

The proposa's on Special Safeguards laid out in the Harbinson draft envisage that they be
phased out for developed countries but a possible new mechanism “to enable developing
countries to effectively take account of their development needs’ is under technica
discusson. Smilarly, possible disciplines on sate trading importers, aswell asrulesfor

the administration of tariff-rate quotas, are also under technical discussion.*®

Table 2: Suggested tariff reduction schedulesfor developed countries

Exiding taiff Average reduction Minimum reduction Period (years)
(%) (%)

Above 90 percent 60 40

Between 15and90 | 50 35

percent

Lessthan 15 percent | 40 25 5

Source: Harbinson draft (revised)

Table 3: Suggested tariff reduction schedulesfor developing countries

Exiging taiff Average reduction Minimum reduction Period (years)
(%) (%)

Above 120 percent 40 30 10

Between 60 and 120 | 35 25 10

percent

Between20and 60 | 30 20 10

percent

Lessthan 20 percent | 25 15 10
“SPitems 10 5 10

Source: Harbinson draft (revised)

The domestic support reductions suggested by the Harbinson draft are shown in Table 4.
Though till aggregated across commodities, the Aggregate Measure of Support (AMS)
would not be alowed to exceed the 1999-2000 average. Devel oped countries would have
their de minimis alowance (currently 5 percent) reduced by one-haf percentage point

15 These technical discussions are planned throughout the summer. However, it is not clear at what stage
such technical matters will be referred to amore political level. Meetings of the Agriculture Committee are
scheduled for June and July.




each year over 5 years. Developing countries could include the “ negative AMS’ from

taxation on agricultura production.

The reduction in support however has to be seen in conjunction with other aspects of a
poss ble package. Harbinson suggests no change in the Green Box criteria, except to add
the compensation payments for anima welfare regulations to those currently alowed in

the green box for environmertal payments, and to ease somewhat the categories applying
to developing countries. The Blue Box would either be capped and reduced by 50 percent
in 5 years (33 percent in ten years for developing countries) or included inthe AMS (i.e.
the Amber Box) immediately for developed countries and after 5 years for developing

countriest®

Table 4: Suggested reduction for domestic support (AMYS)

Reduction (%) Period (years)
Developed Countries 60 5
Developing Countries 40 10

Source: Harbinson draft (revised)

On export subsidies, the Harbinson draft suggested further reductions, but with some
flexibility, as shown in Table 5. There would be no carry-over of unused subsidy
entitlements from year to year. The longer time period for one-haf of the export
subsdiesis aconcesson to the EU, that daims difficulty in removing export subsidies on
dairy productsin the short term. The USisno longer dependent on such subsidies and so
can argue strongly for their removal.*” The different schedule for developing countriesis
an dmogt empty gesture, asthat instrument is rarely used as a development tool.

Importantly, Harbinson picks up on the notion of requiring private sector exporters to

16 The prospect of any significant tightening of the rules for allowable domestic support was diminished by
the generous subsidies of the 2002 U.S. Farm Bill. Though technically not breaching WTO commitments,
the bill has reduced the credibility of the U.S. as an advocate of the reduction of such payments. Asthe
E.U. also has an interest in maintaining considerable flexibility for domestic subsidies, pressure from the
Cairns Group and from developing countries will be needed to reach any agreement to further reductions.
Inthisregard, the expiry of the Peace Clause at the end of 2003 (see below) gives some leverage to their
position. If countries accept the view that the expiry of the Peace Clause will result in a number of

successful challenges to the domestic (and export) subsidy programs, there will be an incentive by the E.U.
and the U.S. to renew that clause, though at a cost in negotiating terms.

17 The Us still subsidizes dai ry product exports, through the DEIP.




compete with current “single-desk sdlers’ such asthe CWB, aswell as other disciplines
on state trading exporters (no exports at less than the purchase price, and no specia
financing) and aso responds to the EU proposd for disciplining export credits (no hidden
support) and food aid (where there should be no commercid advantage). So both the US
and Canada would have to modify their programsif these proposals were to be adopted.

Table5: Suggested reduction schedulefor export subsidies (expenditure and

volume)
Developed Countries Developing Countries
Products accounting for 50 70 percent of previous 75 percent of previous
percent of bound budget year’' s quantity and year’ s quantity and
outlay expenditure alowed for expenditure alowed for
fird five years fird ten years
The remaining export 75 percent of previous 80 percent of previous
subsdies year’s quantity and year's quantity and
expenditure alowed for expenditure alowed for
fird nine years fird twelve years

Source: Harbinson draft (revised)

Isit acceptableto major players?

But the question remains: will these proposal's be acceptable to the mgor (and the

amaller) players? The Harbinson draft does a skillful job of giving some support to both
the EU and the US positions, without being too obvioudy adigned with either.!® The EU
can take some comfort from the fact thet it can continue apart of its export subsidies for

up to ten years. The US can point to the tariff reductions that reduce the high tariffs a a

fadter rate than the more modest levels, though it is concerned thet tariff cuts are not very

“ambitious’ and that more should be doneto “harmonize’ leves of domestic support.

And the developing countries can find anumber of places where they do not have to

reduce protection so fast. In addition, they are offered an acknowledgement of the

importance of preferences, access to the use of a specia safeguard, and the option of

specifying afew commodities (“specid products with respect to food security, rura

18 By contrast, the Chairman’s Draft in the Uruguay Round, in June 1990, was clearly tilted in the direction
of the US and Cairns Group positions and enabled the EU to argue that it was “ not a basis for negotiations.”
The positions were further apart at that time, and the Draft was not able to incorporate the modalities. It
was | eft to the Dunkel Draft of February 1991 to lay out the text around which the negotiations could
revolve.
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development and/or livelihood security concerns’) as sheltered from import
liberdization. The number of these“SP” commoditiesis | eft for negotiation.

Whether thisis enough to get agreement is doubtful. The Cairns Group will argue
strongly that a more aggressive reduction in both domestic support and tariffs is needed,
while Jgpan will continue to argue againg “unfair” burdens on countries with high

exiding tariffs'® Indeed, the argument between those that argue that the highly protected
markets should bear most of the changes and those that claim that the burden should be
equaly-shared is not likely to be resolved.

Isit good for the trade system?

The Harbinson draft may have found a possible compromise among competing positions,
but does it agnificantly liberdize agriculturd trade? The Harbinson draft doesin some
ways go relatively far toward lowering protection in agricultural markets. Seenin
conjunction with the reductions in the Uruguay Round, agreement on the cuts suggested
by Harbinson would imply sgnificant cuts in tariffs over a twenty-year period. Tariff
protection benefiting domestic producers by $100 per ton in 1990 (if the ad valorem rate
or equivaent was between 15 and 90 percent) would be reduced to $32 per ton by 2010 if
the “full” (i.e. average) cuts of the UR and the Harbinson draft are implemented ?°
Protection though domestic support (if included in the AMS) would have aso been
reduced to $32 per ton. Comparable support through export subsidies would have been
removed entirely if it fel within the “fast track” 50 percent of subsdies, and otherwise
reduced to $53 and diminated by 2015.

The Harbinson draft is much less regtrictive on developing countries. The combination of
the smdler reductions of the Uruguay Round and the Harbinson suggestions would imply
that developing countries granting $100 per ton protection through tariffs in 1990 would
be able to retain between $46 and $77 per ton protection in 2015, depending on theinitia

19 The cairns Group is composed of seventeen agriculture-producing countries that claim to maintain little
or no agricultural protection or subsidization. The seventeen members of the Cairns Group are Argentina,
Australia, Balivia, Brazil, Canada, Chile, Colombia, Costa Rica, Guatemala, Indonesia, Malaysia, New
Zealand, Paraguay, Philippines, South Africa, Thailand and Uruguay.

20 Eor the highest tariff levels the aggregated reduction would be to $26 per ton, and the minimum cutsin
the two rounds would allow the protection to be at $51 per ton for the high tariffs and $55 for the medium
range tariff levels.
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leve of tariffs a the start of the Doha round implementation and whether the minimum

or average cuts were imposed. For designated “ specia products’ the protection could till
be as high as $86 per ton in 2015. Whether thisis good for the developing countries
themsdvesis debatable, but it certainly weakens the beneficid impact of the reductions
on trade, both north-south and south-south exports.

Isit consstent with agricultural tradereform?

Even if the Harbinson draft were to prove an acceptable basis for the agreement, and be
adopted in some modified form, the question remains as to whether it improves the WTO
rule structure for agriculture. Does it change the existing rulesin a constructive way? Or
doesit create more exceptions and specia rules? On the positive Side, removing export
subsidiesis certainly congructive: the draft puts a deadline for their removd evenif it
alows some to continue for ten years. “New” export restrictions would be prohibited,
except as pecificaly dlowed under the GATT, improving the access to traded goods
when prices are high.

Less clearly desirable from the viewpoint of trade rules is the continued differentiation by
development status: this creetes problems of discrimination in markets that reduces the
effectiveness of the trade system. It is premised on the notion that developing countries
are not able to participate in agricultura trade to the same extent as devel oped countries
and have to be shdtered from its full impacts. The Harbinson draft exacerbates these
digtinctions, such as by the designation of “specia products’ which are subject to
different reduction targets.

Broader Issues; IstheWTO at Risk?

Theissues of timing and substance are of course intertwined. And both are subsumed in a
broader set of questions that hang over the trade system like Damocles sword. Oneisthe
tenson within the WTO between the legidative and thejudicd functions, in effect

between the negotiation process and the panel process as dternative modes of rule-
making. The second is the role of the developing countries in the trade system, and their
demands on the system in areas other than the agriculturd talks. A third isthe

ggnificance of the pardld discussons on food safety, biotechnology, intellectud

12



property and bioterrrorism, that may have a more substantia impact on agricultura and
food trade than the core agenda of the trade talks. Many of these issues raise issues that
involve are could cause difficulties for the WTO and add to the questions about its future
role. And fourthly there isthe area of regiona trade agreements, a constant source of
embarrassment to the multilaterd system but aso a plausible pardld rout for trade
liberdization.

Link toWTO legal issues

The tensons between the legidative and judicid aspects of WTO have been surfacing for
some years. The Uruguay Round strengthened considerably the judicid functions of the
GATT/WTO system by making it more difficult for countries to ignore adverse panel
reports. But the attraction of using the “new and improved” dispute settlement
mechanism has highlighted the underlying problem of the relation between trade rules
and domestic politica legitimacy. In anumber of high-profile cases the implementation

of apane decision has necesstated changes in domestic legidation. This has both fuelled
concerns about the democratic legitimacy of the WTO process and alowed interests
considered threstened by aruling to focus on the domestic political process as away of
dowing down or avoiding implementation. Trade sanctions, originaly conceived asa
way of putting gentle pressure on governments to adhere to agreed decisons, arein
danger of becoming the norm as ways of avoiding difficult decisons, to the detriment of
internationa trade.

These tensons are now impinging on agriculture. There are basicadly two waysin which
exporters can attempt to open markets by using WTO rules and procedures. by
negotiations or by pands. Since the Uruguay Round there has been little pand activity in
the mainstream agriculturd aress. This has been in part due to the Peace Clause (Article
13 of the Agreement on Agriculture) that shelters agriculturd subsidies under various
conditions from the application of the SCM Agreement (see Table 6). But the Peace
Clause expires at the end of 2003, and is unlikely to be renewed unlessthereis tangible
progress in the Round. In addition, the outcome of the Canadian Dairy case, that
indicated that domestic price supports could in effect subsidize exports, together with
Brazil’s chalenge of the US cotton subsidies and the EU sugar regime suggest thet it

13



might be “open season” on the domestic farm policies of the US and the EU.

Table 6: The Peace Clause: Extent of Protection During the Peace Period

CVDs SCM GATT 1994 Non-violation
Articles5& 6 Article XVI Nullification or
Impair ment
Green Box Not actionable  [Not actionable Not actionable Not actionable
Amber & Blue [Actionablebut  [Not actionable Art. XVI1:1 Not actionable
LBox subsidies |with “due (if subsdies<or |Not actionable (if subs. < or =
hat conform  |redtraint” = 1992 levels) (if subsidies< or = (1992 levels)
1992 levels)
|[Export Actionable but  [Not actionable Not actionadble |  -------------
subsidiesthat  |with “due
conform restraint”

Source: Steinberg and Joding (2003)

Link with developing countries and incor poration into WTO

The biggest chdlenge for the DDA (and indeed for the WTO as awhole) isto complete

the incorporation of the developing countries into the mainstream of the trade system.?*

This task has become more urgent for both political and economic reasons. As

developing countries have taken a greater interest in the operation of the trade system,

they have become more critica of the trade rules for agricultura products. They see these

rules as favoring the developed countries and their agricultura policies. They consider

that they have yet to see the advantages promised in the UR, and they are wary of cdlsto

make further changesin their own agricultura trade and development policies as aresult
of the current round. In addition, those that are food importers point to the weak
provisons of the Minigterid Decison on food ad, which was of little hep in the period
of high prices- 1996-97. They fear that this round will aso result in aded between
developed countries that will perpetuate the imbaance in world agriculturd policy. Asa

consequence, the agriculturd talks will only be successfully completed if there are

tangible benefits for developing countries emerging from the round.??

2 Thes gnificance of the developing countriesin the trade system is discussed in Josling (2003).

22 51ch benefits can be of five kinds: (1) market access for products of special interest to developing
countries, (2) “special and differential treatment” that would allow greater flexibility for developing
countries to schedule reduction commitments, (3) firmer guarantees of assistance in the area of food
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The key question in this connection is whether an agreement based on the Harbinson
draft would provide the benefits that such countries seek. One the one hand, the draft has
eements of Specid and Differentid Treatment (longer time period for smaller cuts), the
possibility of using specid safeguards and the designation of key commodities as* specid
products.” But developing countries may not be “bought off” that easly: the tariff cuts
may till be too great and the cutsin domestic support too small for countries such as
Indiaand Egypt to sign on, and the market access provisions too wesk to alow Brazil
and South Africato support the package. But that may indicate that no packageis
acceptable to al groups of developing countries, a concluson that may in the end be the
downfdl of the round.

Linksto food safety issues and confidencein the food system

Another set of issues connected with internationa trade in food and agricultural products
has come in recent months to dominate the traditiond agriculturd policy topicsin
international discourse®® These have to do with the gpproval and labeling of GMOs, the
question of the differences among countriesin their animd welfare policies, the
sgnificance of geographica indications (Gls), country-of-origin labels (COOL), the
concerns about biosecurity and more specificaly the US Bio-terroriam Bill that mandates
tracegbility of arange of foodsiuffs on sde in US markets. In many ways these are more
important determinants of trade flows and potentid irritants to trade relations than the
traditiond border and subsdy issues. How these issues link in with the agricultura
negotiationsis not at present clear. GMO labdling is being discussed in the WTO SPS
and TBT Committees, as well asthe Codex. The only specific link to the agricultura
trade talks was the reference in the US proposal to ensuring that “the products of new
technologies’ were not discriminated against.>* The question of the trestment of

security, particularly if conditions for food aid and export credits are tightened, (4) constraints on export
restrictionsin times of high world prices, and (5) the ability to continue with development policies focused
on the agricultural sector (to the extent that they can afford to finance such programs) without falling foul
of the domestic support limits. Some movement on each of theseitemsislikely and indeed essential to
garner the support of the developing countries for an agreement (Josling, 2003).

B Eora comprehensive account of the trade policy ramifications of these issues see Josling, Roberts and
Orden (2003).

24 Suggestions by the EU that the SPS Agreement be clarified to be consistent with the “ precautionary
principle” now widely used in environmental treaties were never explicitly considered a part of the
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payments by countries for the additiona cost of meeting trict anima wefare sandards
has come up in the trade talks, notably in the EU’s proposa. Harbinson, in the revised
draft, includes such paymentsin the green box, aongside the payments linked to the cost
of meeting environmenta standards that was aready agreed in the Uruguay Round.

Linkstoregional tradetalks

The greatest systemic challenge to the WTO has dways been the proliferation of
preferentid trade blocks and the negotiation of bilatera trade deals. Many economists
object that such regiond (and cross-regiond) trade arrangements (RTAS) undermine the
multilaterd trade system and promote trade diversion. But their political attraction is
undiminished, and yet another series of RTAs are under active negotiation. The WTO has
learned to live with these agreements as afact of economic life and to avoid direct

confrontation.?®

The link with the agriculturd taksis both important and complex. Countries, including
the mgor players, have regiond “options’ for gaining improved market access and
stronger disciplines on export subsidies (though the regiona track is notably week in
disciplining domestic support). Thus each agriculturd trade issue in the Doharound has a
counterpart in the regiona talks. The result of the DDA will be determined in part by
how much more countries can achieve in the WTO than in more limited trade talks. But
the prospect for regiond talksisitself dependent on the pace of the WTO negotiations.
One would expect to see arevitdization of hemispheric takstoward an Free Trade Area
for the Americas (FTAA) if the WTO process sdls, as Brazil and the US will shift their
attention to wrapping up those negotiations by the deadline of 2005. If both Chinaand
Japan are convinced that their interests are well served with aregiond trade bloc in Asa
(such asthat known as ASEAN + 3) then trade in that region could begin to turn inward
as did European trade after the launch of the Common Market. “ Competitive
liberdization” is a high stakes game, but the prospect of a regiondly-organized world

agricultural talks. Obviously, in terms of the EU’ s domestic constituents there may be some trade-off
between this matter and the lowering of support on farm products.

25 The vast majority of WTO members belong to at |east one such RTA (and many belong to several). Asa
“member-driven” organization, it is difficult to envisage the WTO taking a strong approach to disciplining
the activities of RTAs. Negotiationsto clarify the interpretation of Article XXIV are therefore progressing
slowly.
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trade system may be enough to convince waiverers to support the WTO initiative in

agriculture asin other aress of trade.

Conclusion

Missed deadlines not an insuperable problem in trade negotiations. What is significant is
the reason for the ddlay. In the case of agriculturein the WTO taks the delay isamixture
of disagreement on the nature, extent and scope of further trade reformsin the sector and
of alack of palitical direction from the capitas for compromise and congtructive
negotiation. The missing of the end-March deadlineis not in itsdf important, but afalure
of the Minigterid a Cancun would be more serious, though even that could be rescued by
some active trade diplomacy in the fina months of the year.2°

The Harbinson draft on agricultural modalitiesis agood basis for discussion. It would be
apity if the best were to be the enemy of the good. Those who claim that “no agreement
is better than a bad agreement” usudly want no agreement. On any rationd, long-run
perspective, an agreement to the Harbinson text would be a mgor step in continuing the
path of reform in agriculturd trade. It would be a pity if the US and the Cairns Group
were to push the EU, Japan and the developing countries so hard asto force a stalemate.

The dterndtive to an agreement on agriculture is a new wave of litigation as the Peace
Clause expires and the possible de-legitimization of WTO as aresult of adverse rulings
on domestic policy issues. Negotiations would aso move to the regiond and bilaterd
level, with the FTAA receaiving aboost, dong with Asan regiond aspirations and the
continued spread of EU bilateral and regiond pacts.

An objective look at what is being discussed suggests that the agricultural talks could
contribute significantly to the trade reforms started in the Uruguay Round. They are not
just modest tinkerings designed to postpone action. They provide areal framework for
continued reform in domestic farm policies and for the trade liberdization in regiond
trade blocs. They help to integrate developing countries into the agriculturd trade system

26 | searchi ng for analogies, it istempting to look at the stop-and-start progress in the Uruguay Round.
Talks broke down on two occasions during that round, in both cases as a result of disagreement on
agriculture. The analogy to Cancun is more with the “mid term review” of the Uruguay Round in Montreal
rather than with the Ministerial in Heysel called to end the Uruguay Round. The talks on that occasion
resumed after four months “ shuttle diplomacy” by the GATT Director General.
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without imposing politicaly impossible demands on their ability to open up their own
markets. And they would demondtrate that the WTO can operate through diplomatic and

legidative channels and not just act as a court to curb scofflaws and cheeters.

18



References

Tim Joding, 2003. “Key Issuesin the World Trade Organization Negotiations on
Agriculture” AJAE, Proceedings Issue (forthcoming)

Tim Joding, Donna Roberts and David Orden, 2003. Food Regulation and Trade,
Ingtitute for Internationa Economics, (forthcoming)

Richard H. Steinberg and Timothy E. Joding, 2003. “When the Peace Ends. The
Vulnerability of EC and U.S. Agricultural Subsdiesto WTO Legd Chdlenge” Journal
of International Economic Law, Spring

WTO, 2003 “Negotiations on Agriculture: First Draft of Moddlities for the Further
Commitments,” (TN/AG/W/1/Rev.1) 18 March

19



