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FOREWORD

Fhe Uruguay Rownd o multilateral trade negotiations under the aegis of the GATT
provides a unique opportunity to move toward resolution of the crisis that has charac-
terized international trade i apricultural products for some time. The outcome of the
trupnay Round may well set the framework for trade relations for years to come. The
stakes inthe nepotiations are high, notonly tor industrialized countries, bat in particular
tor developing countrivs. Security and predictabitits of market access, and stabitity of
trade relations and internsiional e cultural markets are of great importance to the
cconomic yrowth of the food and agricultural sectors of developing countries as well
as their overall cecoramy.

Phe International Food Policy Research Institute has published several other studies
on similar trade related topics. These incude an analysis of the international effect of
Sovietgrain irports and of European grain policies, the political economy o terminants
of LS and Furopeanc agricultural and trade policies, and an carlier quantitative study
by Valdes and Zict: of the costs to- developing countrics of protectionist policies in
OECDH countries,

v a sense, the current study is a sequel to the authors previous research report,
Having established carlier the high costs of trade protectionista that characterize the
current crisis i agricultural trade, they now offer a coraprehensive conceptuai analysis
of the main ideas tor trade reformy in agriculture, As the Urupuay Round is now going
into it second and decisive halt, this report is particularly dmely. Its careful analysis
of numerous trade reforn ideas using a common reference system offers the reader a
much-needed orientation as well as a new perspective on the problems surrounding
trade reform.

HEPRY Bs prateful 1o the Kiel Institute of ‘World Econornics and to its president,
Herbert Gierschy tor their generous support of this undertaking. We hope that this
joint etfort will advance the goals of the Uiruguay Round and thus contribute to a better
trading environment in agriculture.

John W. Meller

Washington, 1D.C.
November 1088
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SUMMARY

Much trade magricnltural products is conducted under conditions that bear little resemblance
to the fetter or the spirit of the General Agreement on Tariffs and Trade (GATT). Nontariff bar-
viers profiferate, export subsidies increasingly sabstitute for a natural competitive advantage,
irade wars erupt with trightening reaularity,

Thereis sonme hope that the Uragnay Rownd caiachieve more for agricaltural trade than
prior GAFE rounds: Sharply rising bridgetin costs of national farm policies in recent vears
seein to have made the Fiopean Conminnite (FC), the United States, and other industrial
countiies thote open tothe idea of ageulional trade reforn than ever before. There is a danger.
however that ditnenishing hudgetan pressires which are the resull of recently rising world
prives and cettn c ustments indomestic tm policies, could reduce the current monien-
i tor retorne Precemeal accommodation: onca commodity-by-commodity: basis could then
be the cntcome of the Erugmay Round. Althowsh this iight suffice to farther stabilize povern-
ment badgets, i wonld not bring lasting nnproverent. s therefore important not ta lose
sight of the tinal obiective of trade reform measteulture: o establish an environment that is
free of tade-distorting sovernnent interventions, Tallv integrated into the GATT, vet flesible
cnough 1o deal with doniestic stroctural adjostment probiems and inconie instability,

Noteveny reforin propoosal tat s under current discussion is Likely to case the transition
Lot state of workd trades Sorne iy make t actalle mpossible to ever get there, 1t is impor-
fnt theretore toanalyze the properties of agiven elonn proposal betore much time is spent
ottt during the trade negotiations. For that purpose, o number of eriteria are developed to
check (1 towhat extent aoaven reforin proposal is consistent with the final objective of trade
retorie Corwhether the proposal has any practical sabie i davo dav operations, and (3)whether
tthas the potential toss i the approval of the main plavers m the Uruguay Round—the United
States: the BECthe nopsabeidizing exporters wnited in the Caimns Group. and Japan.

When these cnteriaare confonted with actually proposed ideas for trade reforn, it hecomes
clear that there s nosingte idea or element of trade reform that would satisfv all the criteria
that are estabiished. Yet there s some evidence that an appropriate combination of reform
ideas might achiove this goal One such combinaion would consist of two clements: a strict
ban on export subsidies. and comprehensive tariffication,

The ban oncexport subsidies would eliminate the special treatment for agricultinal, fishery,
and forestry productsin the General Agreement and the Subsidies Code, Tauitfication consists
of twe components: the replacement of all uebound tariffs and nontariff barriers with bound
base tariffs that are uniform across hroad connmadity groups for each country, and the exten-
sion of that change o the safeguard Article NIN of the General Agreement.

The bound base taritf represents the basic tariff concession of country. s the tariff Jevel
that a given country would apphv aniformiv across hroad commodity groups, once the adjust-
ment to assvstem based only on taiffs is completed. A country is bound to this tariff at all
times unless it invokes Article XIX Extending taiffication to Aiticle XIX implies that safeguard
measures are limited to temporary tariff nereases, A revised safeguard Article XIX is envisioned
to operate as follows. A country using a temporary tariff increase, or excess tariff for shoa,
would bind itself to actimetable for lifting the safeguard measure. This timetable would specify
the dates enwhich the excess tanff would be reduced to zero as well as the step size of the
individual rednctions. To avoid prohibitive tariffs the use of excess tariffs under the safeguard
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article could be conditioned on some miramum-aceess provision similar in spirit to that currently
written into Article XE:2(c). Article XE:2 could be cewritten so as to apply to all trade regardless
of sector and whenever a country uses any unport restriction other than its bound base tariffs.

The excess-tariff provision is envisioned as the major vehicle to eventually reach a system
Lased only on bound, aniform tariffs. Excess tariffs would offer temporary import relief for
all products that are cinrently protected by nontariff barriers with taniff equivalents far in excess
of the uniform base taritf that o given country would adopt after the adjustinent to the new
system.

As excess tariffs are Fawered over time, according to some fixed schedule, to the levei of
the hound base tariff, and as the resultant adjustment pressure grows, countries may resort
to grav-area neasures to reduce this pressine. Four tvpes of gray-area measures to avoid the
disciplines of tarificanon are of particular mterest in this context. voluntary export restraints,
state trading arvangements, domestic subsidies, and exchange-rate manipulations.

The potential problen of voluntary export estiaints could be contained by prohibiting thein
explicithy and, at the <o time, giving the GATT Secretariat an active role in supervising this
prohibition. imcluding the nght b initiate cases against @ countiy that forees export-restraint
agreenents on s trading partiiers: Treating export subsidios i aviculire the same as in other
sectors should go o long way toward eliminating implcit export subsidies by state trading enter-
prises i agriculture, Implicit quantitative import restrictions, - contrast, are more difficult
to-prevent. Cche ony practical solition may be to pestrict their operations on the import side
idirectly through binding the nominal rate of protection foc all thase goods under their control.
[t particular it could be stipulated that the price difference hetween the border price and the
domestic wholesale price of products under the control of state trading enterprises should not
exceed the eginvalent of the bonnd base tariffs tor those produets,

As longt as ot s believed that domestic subsidies will not be i mndjos issue under a svstem
of relatively Tow antforny cadff . it may be most efficient to resuive domestic subsidies issues
on a case-by-case basis This coubl be achieved either through negotiations outside the GATT
or through dispute setlement inside e GANTT The atter would require, however, that the
current dispute-settlement procedure pe made imore responsive. This is in the special interest
of developing countries because they generally Tack the necessary political or economic clout
to settle subsidy issues (or other issues, for that imater) through direct negotisuons outside
the GATT Attempts of governments to crcamvent the disciplines of tariffication and an export
stubsidy ban through exchange-rate manipulations mav be handled m the same way as domestic
subsidies, that is, without adding new provisions to the General Agreement or to its subsidiary
codes law,

Comparced with alternative suggestions for trade reform (for example, fixing overall protec-
tion levels), the above package has a number of advantages. At its core, the reform proposal
is not dependent on new policy instraments or measurenent technigues that have not been
tested. Rather, it relies oivwell-known GATT instiuments and principles. Evervthing else being
constant, this should ease rather than complicate the transition from the current state of trade
inagricutture and other industries to the final objective of free trade. Trving to incorporate
a completely mewuntrivd approach such as the Producer Suvsidy Equivalent into the GATT
framework could not only canse the negotiations to deadlock over measurement coneepts and
problems. but would also have the negative side effect of firmly establishing a “special case”
for agriculture rather than integrating this sector fully into the GATT system.

Whether a proposal such as tariffication has a realistic chiance of being adopted during the
Uruguay Round depends ultimately onits ability to garner enough domestic political support
in the major trading nations. Damestic acceptability hinges on a favorable political constella-
tion. [tis particalarlv important that the political power of the groups that stand to lose from
a trade-reform proposal i the short run be kept in check by a sufficient amount of counter-
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vailing power. This means there have to be other special interest groups, apart from consumers,
that are strongly in favor of a trade reform and, at the same ime, have enough political influence
to counter the efforts of those groups that oppose the reform,

Sector-specific, commodity-based reforny proposals that lead to piecemeal trade arrangements
tor one commodity at a time do not generate the necessary countervailing power. Instead they
maximize the influence of special interest wroups ot the negotiations at the expense of the
interests of the whole countiy. The agsrepate aepotiating approach advocated by the United
States i its reform proposal for agniculture tares somewhat better in generaling countervailing
power. It stiggests that an agreemiers onall agricultoral support programs be concluded in
asingle packages fn this wiy the political influence of a conunodits groun that is losing can
be connteracted by the influcnee of o commodity group that stands 1o gain. This negotiating
approact runs mto i problem, hovwever i tese are conntries with tow or 1o contnodity groups
Hiat expect to g om & given relorm pac,. age, Fapan. some northern Furopean countries,
and.to some estent the EC are likely o fall into s categony

FThe obvions sofition is o negotiate m one package not only all of agricuitiore hut all see-
tors.so that warms anticipated imdus re can help o compensate tor losses in agriculture or
vice versas Conntenvaling pover would oe estublishied across sectors and industries, But just
as a package deal i acelinre aone requines o unifving negotiation and measurement con-
copls so will negohations across sectors jecessitate o tnifving principle. Taitiication s defined
above coald he this songln-after unifving theime or principle. [t is applicable for all sectors
aid s tudly companble with the spivit of the GATT It conld replace the “across-the-board”
tarift-reduction ideas o the Kennedy and Tokyvo rounds.
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INTRODUCTION

Provious rounds of multilateral trade negotiations under the acgis of the General Agreenment
o Bt el Dade (ONTTY have bronght littde substantive change to agricultural tade. Some
observers even conas s calling agricultare the GATTs greatest failure (Leddy and Reinstein
RSB T roncduston s understandable i view of the ersis that has unfolded in agneultural
ade cver the past ew decades s signs are all too tamitiar: for example. competition by export
subsidies vather then comparative advantage. tade dispuies over domestic subsidies, rising
costs of T support bat bl incomes of tarmers, and iereasimgt uneettamtv of magket
aceess for developine conntries,

The Pruguay Ronnd B set ot o chagae i T contrast (e prion tade nedotlations,
agnciture now ocenpies conter sbage Tnadditon e negotilions oncagriceltore have heen
better prepared than ever before A Conmntter an Hade i Agneniiore was set up within the
GATT i 1982 o vears hetore the Besing of the Dy Ronad, o identiy promising
reforny peoposiadss Afso b 1982 0 immisteriel mesunge of the Orpanisation: for Economic
Coroperation and Development (OFCD) conmmisaoned @ comprehensive study of national
agricultinal policies ad thelr ade rplications. Coinpleted i 1987 (Organisation for Economic
Cooperation and Developnient 1T e studv's inient s to provide a conunon denoninator
tor the Trguay Reand nesatiations among the industnalived conntries, Finally, because of
the rapidlv nsing budsetny costs of mational tarm policies, tie Enropean Commumty (EC),
the nited States - and atieer mdostialized countries now seem more receptive o the idea
of agricninar tad- retornn,

Commadity piices appear to be nsing again atter o long period of depression, At the same
time, the Patted States and e BC Tave tnade aonmmbier of adjustiments in their farm support
Prograns toent badyetany onthvs one agviculture, Both events could bring some relief to
agricutun comeoding nrakets, However they could also reduee tie ineentive to embark
aita thoroudh retormn of agricultural tades Mthough accommodation on a conimodity-by-
cominodiy basis wight tther stabidize government budgets it is nuhkelv to result in lasting
Hiproverient s therctore mportant o keep i mind the final objective of agriculural trade
reformem the Urignray Round, an covionment without sovernment intery entions that distort
trade. fallv imtegrated inio the GATT. vet withe the flexibility to deal with domestic problems
of structural adjustinent and income instabiliny

With the Urnugnay Round alncost teo venrs nnder wan, it has beeome obvious that progress
on agricutural hade is actar moge comples problenn than negotiating tarifi reductions in manufac-
tures. Fhis s hecatse, i most conntrios, sovernment intervention in agricullune is imuch more
pronounced than meany other induste or sector, The abjective of these domestic interven-
tions is to support and stsbilize the income of faners relative 1o nonfarmers, Many countries
consider this to be anissae for domestic poliey only, However, many domestic interventions
are intimately ted 1o border measures with astrong trade-distorting effect. This linkage has
serious consequences: without a willingness o il part of protecting countries to change the
way they manage their domestic income-suppont programs for farmers, it is difficut if not impos-
sible for then to negotiate on border measures, which happen to be the traditional focal point
of multilateral trade negotintions under the acgis of the GATT,

The United States. the EC the nonsubsidizing exporters united in the Cairns Group, and
Japatcare the main plavers of the Uruguay Round The early part of the current round appears
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to confirm the practice of the years leading up to this round: the main dividing line for
agricultural policy and trade reform is located between the United States and the EC. Most
maior disputes i the field of agriculture have taken place between these two participants.
The sheer wize of their cconomies and their importanee for gricultoral trade imphies that little
progress wilt be possible without resolving ther differences. The importance of these two plavers
is reflected i this stadv o that much of the analvsis is spent on devetoping their likelv responses
to alternative reforins of aericultural tade and hence the structure of their domestic suppuort
programs.

[ contrast, issires specific o developing countries, such as the question of reciprecity, trade
preferences, and tropical products, e nendier examined as sepagate topies nor do they occupy
center stage " Butalthongh the study does not revolve around these isstes, tis does not ke
itirrelevant to dess devefoped soontries (LDCSE Ol contary, cotcenttating on the broader
dspects of aiendtir b irade retormn pakes 1 easier o etlect more sharply on the value to
developims countries ot st b thiigs as irade proferences market access, and teciprociy than
Hthey were disenseaed T solaton

There isanmal caveat the reader should keepar nonnd. s not mtended 1o present and
ciscits pdetaib all the varions e eforn proposals either suggested 1 die literature, discissed
by the Conimittee on Trade i Agrouliae, or aheady tbled i the nedotiating group on
agriculture at the Cruguay Round mieetings in Geneva This sould probably bea poor approach
because of the cheer number of propesals, theie sometimes tnprecise statement, and their
character as bartainmy instraments The proferred aliernative is to break down the proposals
Into their main geaetic eloments or ideas and to exansine these Examples of such elements
that make up comprehensive tade reforn proposais are e dise phintg or banning export
subsidies, providing exporters with ninimum aceess o mpori markets, cotverting nontarift
barriers into taifts, and binding the overall protection leyvel

The analvsrs concentiates o the ceonomic aspects of agiealinal potiey nd trade reform.
Howeverswhere appropate, relevant political-cconomy consideritions and unphications are
taken up. The analvsis is conducted at aevel that minkes it comprehensible to the nontechnically
telined Maost of the analvsis relies onverbal reasoning, Graphs are added where thev hielp
Hlustrate some more invoived points

The following chapter gives 4 brict overview of the current state of agricultural trade. It touches
ot the fegal environment of the General Agreement, the extent and cconomic consequences
of protectionism i agricultural trade, and the curent stats of the Uriguay Round negotia-
tions. The subsequent chapter establishes the criteria to be used for discriminating among
various ideas for trade reform Noxt, these eriteria are confronted with te major reform ideas
under current discussion. The last chanter draws the conclusions from the prior analysis by
combining a number of reforn ideas into a trade reform package that both fives up to the
criteria established earlier and s reasonably realistic,

“nterested readers are referred to the specialized fiterature: Hudee 1987; Finger and Olechowski 1987:
and Valdés 1987. These studies contain a large number of further references that deal specifically with
the problems of developing countries.
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o XVESY woore added to the oripinal subsidy article, thereby transforming iis character,

Fhe mostimportant innovaton of the 1955 revision of the General Agreement was the ban
et export subsidios Ciniay goods, Iowever were exempted from this general prohibition.
nsteadt astatement vas ancluded o the eiect Tha export sihsidies for priman soods should
b avordedand thar it applicd thes should o e u i o mere than equtable shre o workd
trade.

Fhe exeinption of e oo o withe Habiere o forestey: modoers trom the general
Bate cnr export stosiches cancasain be oced to the eiihnenee ot the 1S Iobbv, " hen
i tno revisions of the export subsidy Arcle SV T were pevievied by GYIT i TOOS, the Piited
States took the fead iy defense o that e be (P B IONT ) The TS position on the
exportsubsidyssuc chaiged anby when i became clear in e 1965 affor e establishment
althe BCS Common Agricaliinad Police i Bee? tha the provisions would he gsed o the
detriment of the U S agricultiurat orctor, Howeve o progresvas made on the subsidy ques-
ton either i the Dillon Ronmd (196162 or he Kenmedy fotined 96367 T et hoth of
those rounds achieved Hittle for agrcultone o cpt some statitorny ] reductions

Puring the Tokvo Round of mulilateral ade nedotiations (197378 the United States cham-
Pronds with scime success, an oo o fuither testoin e soreading e of trade-related
subsictios. A Subsidies Code was added 1o the General Avteement (Aniclos o throngh 13 of
the Subsidies Code, as well as tts Annex with an gty e
i Appendis 2ot this report) Strictly supplementan, to the General Agreement. and binding
only toits signatories. the Subsidies Code swidened the defiaition of “more o caititahle share”
of the world market to cover the displacement of exporters pthnd-connty markets i addi-
tion. some other previsions of Article XV were somew hat sh apeied and G dispate-settlement

mEobexport subsidies, ace eprinted

mechanism was pul in place to enable signateries o entoree ther tialis under te Subsidies
Code. (See Avticles 12 and 13 ¢f the Subsidies Code, A thoroth discission o the dispute
mechanism can be found in Hudee 1975

Only about a quarter of the GATT members Hoave sitied the Subsidies Code oappears that
this code is among the least effective of ose negotiated dunng the Tokve Round. A lack of
consensis on the wording and interpretation of the regotialed agreetnents has given rise to
aumerous disputes among the siwnatories. Aithougie the Subsidios Code relates all trade,
most of the disputes have ocenrred inaetioulture. This probleniis discussed in more detail
it: Chapter 5

The Practice of Agricultural Trade

The degal cxemptions granted to agricultine o Articles XEand XV of the General Agree-
ment have contributed to making agicultine one of the niost confentions areas of international
trade Apricultural e seems 1o e hocone mereasingly separated from the letter and.
e particuiar. the spirit of the General Agrecenient. When compared with other sectors or indus-
tries, agricniture stands out in at least the followng respects: on-average, taniff protection is
bigher than i nost other sectors (Table 1), with many taeedfs sl unbound and af levels that
discourage tade: toiff escalation is cotmmonpace and seions (Table 2): the mmber of non-
tanff barriers is high coniparea with the manufacturing average (Table 3) and export subsidies
are usec on A large seale, distorting vade Qows and sparking frequent trade disputes.,

"Dunng the Dillon sgound. the Hhited States nasted toosecure s vero-duty binding” for oilseeds, oflseed
medbs, aned same other feed substitutes from the <O Althongh not considered of major importance at
dhat time, this concession has proven to be one of the most significant ever achieved by the United States,
' The addition of codes to the General Agreciment during the Tokvo Round s discussed in Stern and
Hockman 1987, 549-06.
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Tabie 1—-Average applied tariffs for 11 developed riarket economies, by
product group, 1983

Tariff Application
Imports from
Less-Developed
Product Group Alllmports Countries

{percen?)

Food 5.3 5.5
Agricultural materials 0.5 0.5
Fuels 0.0 0.6
Chemicals 3.1 3.7
Other manufactures 4.7 0.7

Al items 3.0 2.7

Source: Based on data from Samuel faird and J. Michzel iinger, “Protection in Developed and Developing
Countries: An Overview,” paper presented at the World Bank-Thailand Development Researca Institute
Conference, Bangkok, October 1986 ymitncographed), p. 7.

Table 3 reveals that nontariff barriers are more prevalent in agriculture than in manufactur-
ing for most referenced countries. The extent of nontarift protection in- agriculture is simil
1o that of the maost highly protected industries within manufacturing—textites and clothing
as well ag iron and steel. Table 4 provides a breakdown of nontariff protection i agriculture
by tvpe of measure, Butiy Tables 3 and - omit a number of potentiatly ivaportant trade restrie-
tions. Among those nontariif barriers excluded are domestic policy mcasures such as subsidies
o mport-competing sectors, government procurencat, and restrictions on the domestic sale
of foreiun goodds: veneralized procedures applving to Al imports: restrictive husiness practices,

Table 2—Post-Tokyo Round applied taritfs for raw and processed products
of selected developed countries

U..ited
Product Austria EC Japan Norway Switzerland States
{percent)

Meat

Fresh and frozen 0.2 0.6 10.1 8.3 4.2 1.6

Processed 2.0 17.0 22.5 g.1 5.2 2.3
Vegetahies

Fresn 2.1 6.7 9.0 3.4 4.9 7.6

Processed 133 15.1 17.5 0.6 i1.4 11.0
Fruit

Fresh 2.1 7.7 21.5 1.0 7.4 1.1

Processed 17.3 16.6 21.8 3.1 13.7 20.3
Vegetable oils

Qilseeds 0.5 0.0 0.3 0.0 0.1 1.0

Oils 1.1 6.1 0.2 4.5 8.2 0.7
Sugar

Raw 0.0 0.0 3.2 3.6 42.3 0.6

Refined 0.0 0.0 82.5 2.7 34.1 9.9
Tobacce

Raw 07 0.0 0.0 0.0 0.0 8.8

Processed 2113 61.2 82.1 5.1 17.6 9.1

Source: Based on data from Alexonder Yeats, “The Escaletion of Trade Barriers,” in The Uruguay Round: A
Handbook on the Multtilateral Trade Negotiations, ed. ). Michael Finger and Andrzej Olechowski
{Washington, D.C..: World Bank, 1987}, p. 114,



Table 3-—Percentage of seven industrial countries’ imports subject to nontariff
barriers, by product group, 1983

Country Agriculture Manufacturing Textiles Iron and Steel
{percent)
Australia 210 28.6 29.1 42.5
477 22.7 28.1 57.8
Austria 40.5 0.1 5.1 0.0
39.9 2.4 0.0 0.0
LC 26.9 20.9 68.0 3.9
47.7 15.2 15.6 51.8
Japan 53.3 4.4 13.0 0.0
36.8 9.7 11.0 0.0
Norway 15.4 20.9 59.5 20.6
27.0 3.2 39.5 0.0
Switzerland 67.3 19. 45.8 7.7
74.9 17.4 60.3 3.8
United States 25.1 18.6 04.0 48.9
23.5 16.5 3.1 35.6

Source: Selected data from Julio j. Nogues, Andrzej Olechowski, and L. Alan Winters, The Fytent of Nontariff
Barriers to Imports of Industrial Countries, World Rank Staff Working Papers 780 [Washington, D.C.:
World Bank, 1980}, p. 52.

Note:  Upper numbers refer to imports from developing countries, lower nnabers to imports from indu. .. .alized
countries,

Table 4-—Percentage of seven industrial countries’ imports of agricultural
products subject to nontariff barriers, by type of measure, 1983

Quantitative Decreed
Country Restrictions Prices” Tariff Type" Monitoring®

{prreent)

Australia 21.4 0.2 0.0 0.0
44,8 1.7 0.0 3.0

Austria 37.8 3.0 1.2 0.0
14.3 24.6 0.1 0.0

EC 14.1 13.4 0.6 2.7
21.3 27.2 8.0 2.2

Japan 46.0 0.0 7.9 0.0
31.4 0.1 6.2 0.0

Norway 14.4 5.2 5.6 0.2
24,9 5.0 3.6 0.5

Switzerland 10.4 0.2 0.9 50.3
47.0 8.8 2.0 26.7

United States 18.1 15.2 3.8 3.3
4.7 4.1 2.2 13.0

Source: Selected data from Julio 1. Nogues, Anvrzej Olechowski, and L. Alan Winters, The Extent of Nontariff
Rarriers to Imports of Industrial Counine s, World Bank Staff Working Papers 789 {(Washingten, D.C.:
World Pank, 1986}, p. 55.

Note:  Upper numbers refer to imports from developing conntries, lower numbers to imports from industrialized
countiies,

* Variable levies, minimum impornt and export prices.

" Tarif quotas, seasonal tarifrs.

* Price and volume investivations, surveillance, antidumping, and countervailing duties,
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and technical or sanicey standards. (dfore detail is provided in Nogues, Olechowski, and Winters
1986, 7.) Especially the omission of qaality standards and state trading is ikely to seriously
underestimate the eatent of nontardf barriers for agricuiture, (See Bale and Koester 1983 {or
an assessiment of the importance of nontarift baniers for agricnltore.)

Recentiv, domestic production subsidies Tave adso grown i inportanee for agricultural trade,
throatening to nublis o rmpair market aceess i an mdireet wav, other than through border
protection Fer eaatnipic, i eariy Fasa te Uiined States was aboud Lo b belore e GATT
acdisputeo it s Bad for sone e with the BC regardiong production sibsidies by the EC to
sovheans and other oilseeds: The subsidies are considered by the Ppited States 1o be acviolas
tion of Articke NN of the Generad Agreement because they fuve eftectively natlified or impaired
the zero-Grift bundme the U niled States tecened Trogn the BC on these products during the
Dillon Rovnd

High i and nontasitt protecion are Gdicaiive of apiassive diversion of resotrees in - favor
of agricuttural support programs fable 5 provides some pdeior thee order of nagnitude of the
financid tanster for the Toder OECH eonntries: [ should he noted at the outset dhat not all
expenditires hsted in e tible are cquadly trade distormngg Dedicienoy paviments, for exani-
pleswhich fll nader the cadesony “prce and ncome sapport” distort trade Less than variable
levies that give tse to dormesde saiplises and ten eventual disposal via export subsidies,
Subsidies ta domestic consutiners, i bie exnenditare tenn o the S0 icnttinal program and
included wnder the item “processing, marketmg. consinner and. even connteract some of the
trade-distorting effect of agricultural support progans

The figures on taxpaver and consumer expenditures i Table 5 are for the period 19789-81
Although they are tower than the presentlv incurned costs tor mnst countries, they have the
advantage of being roushly comparable werws countries b particular, the FC and Japan clearly
stand out inc that their consumert expenditures e parteulandy high relative to taxpayver
expendinires, This refiects fn par their heavy tse of frontier bariers to tade relative 1o other

Table 5—Financing of agricultural policy by seven industrial countries,
1979-81 average

New  United
Expenditures Australia  Austria  Canada EC-Total®  Japan Zealand States

laxpayer expenditures
Total (FCU bitlion) 0.47 0.40 104 2105 1010 0.25 19.39
Snare due to -
Processing, marketing, and

consumer aid [percent) 7.0 1.9 14.9 10.2 1.0 0.1 54.6
Price and income support (percent) 21.7 69.3 51.8 508 43.8 33.3 18.3
Research and extension {percent) 44 2.0 10.0 6.0 . 199 4.2
Other" {percent) 24.9 25.0 227 270 51.3 46.7 22.9
Consumer expenditures {ECH billion) 0.2 0.9 0.y 158 16.7 0.0 7.0
Total expenditures’
Percapita (ECLY 43 188 103 208 204 79 115
Pere kerinapriculture (FCU) 1,558 4,780 4,203 7405 4,000 1,778 7,453
Perhectare (ECUY 1.3 184.2 35.0 oljd 43615 17.0 01.3
Aspercentof GDP 0.5 26 1.2 2.8 2.0 1.4 1.3

Source: Based on data from Orpanisation tor Economic Coopetation ana Developuent, National Policies and
Agricaltural Trade (Paris: OECD, [087), pp. 128, 132, 1354

Note:  ECU  Buropean Carrency Unit,

*ncludes expenditures by the Furopean Community tuthorities and tiose ot the national governments of member

states.

Y Inspection services and disease control, rationelization of production, improvement of structures, rural develop-

ment, and other exponditiees whose breakdown by category of expenditure is not available.

Cincludes taspayer and consuties financed expenditures.
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countries (Table 3). Heavy reliance on border measures is likels to be more disrunta. e te inter-
national trade than nonfrontier barriers. Yet from the viewpoint of doeniestic politics, such
measures look rather attractive. Not oniy can border meastires be more casily justified interms
of food security, they also make it easier to maintain larger agricultural support programs because
their financial burden s borne by generaliy uninformed and ience docile consumers rather
than by possiblv not-so-doctle axpavers:

The share borne by consumens vie hieher prices 1 far more diffiontt to ascertain than federal
hudget adlocatioies to agnenfnnal sapport programes that are subject to highly public discus-
stons, Henceo viewed from this perspective Tngher Tevels of agricultural support would be
expected T countries refving more heavilvoon consimmers than one axpavers to pay for
agricuttural support This seems to be horne out i cealitys Austoa, the BEC and Japan, the
three countries that make then constmers beer the brunt of the financial burden of agricaltural
progiams, also have the Taghest overadl expenditures on agnealtural support programs, both
per capita and per hectine of caltivated Lind

Tables tand T provide soplanee ot scal expenditires over e for the EC and the Uiated
States, respectively (Note that, unlike Table 50 Table 6 considers only the supranational
expenditures of the FCONatonal expenditmes inaddition wo these are included in Table 50
Unlike the mere comprehensive Table 50 Tables & and 7 refer ondy to expenditures for price
and meome support For the BC as asnoranational institution, this category comprises about
three quarters of ali ool expenditures onagneodture, By contrast, it is mueh less important
for the Unted States siihonsdo it has mereased insignificanee since the passage of the 1985
v Dilb Most of tie expendinines of the Uinded States are concentrated downstream from
farm predoction: They are sed o tmprove sales of agricnltural prodocts thioueh marketing
assistance, better processira imfrastruc oy e ket research and i particular, through con-
sumption subsidies (Tatae 5)

Tables 6 and 7 onot only doctinient Hee ceowth e tiseal expenditures oneagricnlivre, both
i absoltite terms ana refative o gross demestic product (GDPY they also give o rough idea
of the distribution by commodity of these expenditines For both the Uaited States and the
FCdairy products and cereals receive snost of the support pavinents: As a result, it is not
sturprsing to fred that the sworld markets for these products are anong those that are the most
distorted

Table S8 provides some recent estinates of the deeree of world market distortion for some
cercal and dairy products and o fesw oihierss The figures in the table give just an order of
magnituder differences i methodolosy and data base can lead to somewhat ditferent results
without, however, changing the basic messase that many markets for agricularal products
are heavily distorted by government intervention” World market prices and trade flows, rather
than comparative advantage, have come to reflect the relative ability of ceuntries to subsidize.
Market access s become highly uncettain for exporters, thereby inflicting a heavy bunden
on nonsubsidizing exporters, including nmerots highly indebted developing countries. In
addition. market or price stability has been fost s world markets increasingly degenerate into

P8ee Havarn 1986, 3748 Notes bowever that export subsidies, aliioneh classified as frontier barriers,
are finaneed out of tax revenue

*For the yeirs 1079 through 1981 the average percentage of US, fiscal expenditores in this category
was only 18,3 percent according to Table 5 With the farm il of 1985, however, this ratio has increased,
as expenditures jor mcome and price support have risen shout sevenfold from 197981 to 1986-87.
“Numerous quantitative studies Fave appeared incthe 19805, among them Valdés and Zietz 1980; Organisa-
tion for Eeonomic Co-oneratinn and Develonment 1987, and Teers and Anderson 1986, A convenient
survey of quantitative results s provided in Vaddés T987 A very readabie account of the anomalies of
international agricuitural trade s provided by Miller (1986).
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Table 6—Gross expenditures by the EC for price support and income transfers, 1974-87

Type 1974 1975 1976 1977 1978 1079 1080 1981 1982 1983 1984 1985 1986 1987

UACRCH Bihon

Gutlays of EAGGF® 3.1 4.7 5.6 6.8 8.7 fiiad i3 1.0 12.4 158 18.4 19.7 22.) 23.0
Ipercenn
Asshare of EC GDP 0.34 0.40 0.44 0.48 0.55 0.50 0.57 0.40 0.51 0.0] 0.60 0.00 0.63 0.02
Share of—
Restitutions* 19.0 20.58 26.2 37.5 40.8 7.7 50.6 468 40.8 33.8 345 33.8 33.5 39.8
Interventions® g1.0 70.5 73.8 ¢ 5 59.2 52 407 53.2 50.2 66.2 65.5 06.2 66.5 60.2
Share of —
Dairy products 304 243 30.8 42.8 40.3 434 12,0 30.0 20.8 27.6 26.6 200 24.4 26.6
Beef 10.5 20.7 il.0 6.8 7.4 72 12.0 12.9 9.3 10.9 130 13.8 15.7 10.2
Cereals 12.9 13.1 1.7 0.2 12.8 15.0 14.8 17.2 14.7 15.3 9.0 It.o 15.3 15.9
Sugar 3.5 n.5 3.1 8.8 10.1 0.0 5.1 6.0 10.¢6 8.3 8.9 01 7.8 7.1
Otls and fats' a.6 4.0 5.5 4.5 3.7 5.2 ol 9.2 05 10.2 9.5 Q.1 i1.8 13.2
Fruit and vegetables 2.2 1.9 3.3 2.6 1.2 4.2 ft 5.8 7.4 7.5 7.3 6.2 1.4 1.2
Wine 1.3 2.0 2.4 1.3 0.7 0.0 2. 3.1 3.0 a1 0.6 3.7 2.8 5.5
Otherprodudcts 787 2553 KA 240 17.8 110 113 i3.0 A ol 15.2 15.¢ 17.8 17.3

Source: Basea on data from Commission of the European Comenunities, The Acncultural Situation in the Community, various issues {Brussels and Luxembourg:
CEC, vanious vears).

P From 1074 10 1078, expenditures of yinin in Eurepean Hnits of Accaunt: from 1070 1o 19587 they are in European Currency Units. Figures do not include

expenditures by national governments

" European Agricultural Goidance and Guarantee Fund: the figures exclude exnenditures of the “guidance section.”

* Export subsidies.

#Including stock holding, less production levies for milk,

“Includes expenditures for olive oil.
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Table 7—Net expenditures by the United States for price support and income transfer, 1974-87

Type

1974

1978

1982

1986

Total expenditures®

roshare of U.S. GDP
Share of "~
Maize
Wheat
Dairy products
Cotton
Soybeans

N
SRS Syl N
[N le -3 N}

~1
>

o -
O 0O
—~ e
SIS

]
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e o &
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0.37

30.9
19.2
18.8
10.3

1.5
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[SANUN VAN S RV, ]
o Lo
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2 O ==,
—

p =00
OO -

0.01

e In

CPOoWo
[SYRF RN

Source. Selected dziz * om Joachimm Zietz. “De
Note:  Expenditures on PLIBO fond aid are
Gross expenditures minus repaymeats of credit,

* Shares of the net expenditures do not sum to 100.

* Receipts exceed expenditures because of repayment of credit.

“

o Agrarsektor ‘'n den GATT Verhandlungen,” Die Weltwircschaft 1 June 1087): 200211,
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Table 8—Price and trade effects of agricultural protection, by various products
and countries, 1980-82

Feed- leef Dairy
Effect Wheat grains Rice and Veal Products Sugar
{perecent)
Change in world market price Y -3 =10 -21 ~38 -10
Change inworld trade volume 6 -0 -15 -03 -39 -3

{million metric tons)
Absolute change in export volume

Group 1 4.5 4.0 3.8 5.0 14.0 23
Group 2 3.0 ~8.0 0.2 -2.1 14.4 0.7
Gioup 3 -2.0 1.9 --0.0 -0.5 ~0.2 -0.0
Group ' ~4.0 2.3 -4.0 -2.9 -22.0 -2.9

Sewr e Based on data rrom Rodney Tyers and Kym Anderson. “Global Interactions and Trade Liberalisation in
Apricutture,” University of Adelaide, April 1987 (revised mimeo).
" Western Europe {12 countries incthe European Community, S in the European ¥ree Trade Association), Japan,
Korea, Taiwan.
" Australia, New Zealand. Canada, Thnted States.,
Centrally planned economies of Eastern Europe,
"Other developing countries

Jumping gronnds of domestic farm policies that have run out of contral> It is not surprising
then that agrnicultural trade has becorme the area of manv, if not most, tade disputes and con-
thets o recent vears

What have heen the reasons for the persistence and growth of agricultural pracction? This
quesiion s ot vial e costs o protection are arge and extend bevond agneulture into
other sectons of the cconomy T addion, the agricultural population is rather small in nost
mdustial countnes and s contimunee oo ~heinks For example, the average percentage of the
fabortorce enipieoved aicnltine for the B countries classified as Industrial Market Economies
by the Worbd Bopdow oo onle opercent i bosh compared with 14 pereent in 1965 (World Bank
TOSG 2150 Severthndess Saaers seem 1o be able to muster considerable political clout.

1o farwe desers the ponncal imflaence of Lanners simply reflects o ational complacency
ot the part ofcorsners Soushocorsumers potentialhy wan the most rom trade liberaliza-
Mot tere e swelcknow i probicins oy ralbving then sapport (4 lack of appropriate informa-
fon vesarding teecont ol ol protection for food prices, but also for Db creation in
Betapnctntes resits iosnatl percenved personal wams from liberatizing agr cultural tade;
2V ether thinas e e, the costs obaere oitaral pootection per capita decrecse with rising
Hiveses becanse the jncome ety cbdeniand o agteultural goods is generatly less than
HOIR ) Bl rnsaction costs ke st ditieudt o organze acdarge bodv of people with diverse
Hiterests suchas corpaamiens. s obposed toasimadler and shiricking croup with distinet concerns
M Justone sabpectand G the meome Joss that resalts from agricultural protection: may be

TUmanttetive evidenoe on the sstabe oy of world agriicattinad corkets as 0oesalts o ipon protec-
ton s provided i Schft 1055 See adso Teers and Anderson 1987

“The analysis of the costs o agncaltural protection o secton pnatside of agncultare o rather new. Examples
of this tvpe of work were recently presented at oot conference of Ue American Enterprise Institute
and the Center for Interaational Feononies (GAustialiay on “Agneudtaral Policies and the Son-farm Economy”
mn Washington, DC Mav 26:27 1088 For example, see Stocchel and Breckhmge PSR and Donges ot al. 1988,
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considered akin to anmsurance premium that buvs social solidarity if an individual's job shauls
be in danger. (See Havimi 1986 and Honma and Havami 1986 for more detailed analyses
of these problems )

The aspect of selidinty also goes some wan in-explaning why protection in agricalture,
however costivat mav have come to bes mieets with little esistance from other sectors and
idustrics Ao loms as persistent protection ieaiciliuns does notdirecth atfect otlicr industries
i the tarn ot redeced sibsidies o forgone protits of significant magnitude, Jittle change can
be expected mr then aceeptance o agricalinal protectnon nosame ansinsufficient degree of
domesne conptervathins power, that s e lack of o toreetul and influential antifanm lohby,
1o reason1f ot the madn one: or te political clout of tarmers’™

Apart from that, the wrowth of agricaltord protection can be taced mamhy to two factors:
the dechine s e relatve size of the aerieultioral sector and tade retaliation. A decrease in
the pefatve size ot the qunenitned sector alfows all else betng cqual, for an merease i protee-
Hon without requinneg o eliange o the fevel of hudget onthavs, Retaliation fa one country’s
Protective actiions s partiadly on fullv elimimate the intended efiect of De protec o Henee,
acwonid wiiere tade retaliadion s the rale rathier than e CXCCPUCH SecUnhg Q4 certain
Protevive cliech o latiers iy reguire  nolan ever-tnereasing fevel of protection. then cer-
tatndy v cvernereasing fevel of budgetary outlavs (Tables 6 and 7

Even she ineh dectec of protections corpenthc apptied memany indushiadized countries and
thew comraderabde aceiany authavs do ot anpear to be sutficient to compensaie for the eltect
of stlet actions o sont wndistriahzed countries. Indeed . retaliatory actions have resulted
ik Larier s e ot e than they wore veans apos Bespite escabating costs, recent
expenencee e idintesdied donnties bas seen declining rather than rising farm incones
Ordantsaion ior Feonome Co-oper dioreand Doveiopient 1987590, In addition, there is no
evidence that arcutonal pobeies fus e mased toredes income disparities within agricultune,
ane ol ie prrne teascds for governmient wdercention e the manket in the first place. Instead
tippears il the Lawe s welbtosdo farmers ane reapies most of the henedits of governmental
programs thereby ek agrecaltuiad protection 1 bishiv inefficient redistribution schenie
(e Roesterand Nvopenan TS0 A ecent stadv touted or example. that for both the United
States aned the EC more than 75 percent of agnealtunl assishanee s received by fess than 25
pereent bt brimers (Organsation for Eoonom,e Co-operation and Development 1987, 59).

Reactions to Maunting Protection

Mounting budaetaey costisniptive trade disputes, and the realization that the target groun
obannculioral nueket e reention s notreach d o the intended degree seem o have made
industrialized conroes more veneptive of the peed for agrieultural trade reform in recent
vears Lo e with tnis shoapencd s enes work onacaew multilateral tride round started
e the Comuttee e Trade i Acncuitue s PISY when i was established within the GATT
framevork By nundstennd comterence A aboni e s e Gme the OFCD Seeretariat was given
the mandate byt sliestenad Counct} toanabvze e etfects of agrieultural protectionism and
wavs o iniprove the turctionnnd of world marsets or apreultaral produets

Efforts for o new tiade ronnd cubminated i e Special Session of the GATT Contracting
Parties in Punta del Este (Uraguav) in September 1955, On the occasion of this special session
the ministers of GATY member countries adopted o declaration launching a new round of

" For a discussion of the pol-tical-ceconomy problemns in the EC see Schinitt 1986, A more comprehen-
sive study that includes the United States 1s Pelit 1985,
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stady. The hope bebind this scems to be that by establishing a general approach to the negotia-
tioas in agricultare, the current deadlock e be overcome

This idea mayv of course be generiized for the whole Uraguay Round. What appears to be
missing at this point is a simple central theme or umiving principle. similar to the across-the-
board tarift-cut idea of e last two mattilaterad trade negotation roands, It may be asked to
what extent coneepis such v PSE that appear aticive o aarcubural products, but soly
agricultural productsow il ot enhianee but inhibit vrozeess for the Urignay Ronnd as 4 whole
by preventiogtatreerient ona traly seneral refonm coneept that i applicable acress ail products,
[ secius that soronhy the negotiating gioup onagricalture is o need of o aniiving concepl

or o Clecrer et of guideposts by whieh to organize its diseussicrs Other negotinting Lronps

appres Do tace cositdar problbenn

The tdtowine to chapters tndertake o factlitate the process of tinding such aunifying
prrenctpie tor e Doy Romed by clanitving some ot the more mportant issaes surrounding
Vanots proposeas for fade reforin e agriculture, providing some needed stiuetine to the debate
o diverse propesalssand discussing the likely cconomic consequences and political-cconomy
impheations of sene ideas tor reforming agricubtaral trade within the GATT,
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4

CR[TERIA FOR EVALUATING
TRADL REFORM PROPQOSALS

Conformity With GATT Principles

The GATT is built around o number of fundamental principles that form the backbone of
the current trading svstem. Nondiserimination by country of origin and a general ban on quan-
titatve tmport restriciiens are the two most impertant of these prineiples. During a time when
trade dispates seean to be aregular oceurtence. the disciplines that these principles are sup-
posed o impose onthe tading svstem and its participants appear to be eroding (see Teese
Es2) AT vides besed onthese principles are simply being ignored—for example, the pro-
Crstons o the safeguand clanse of Article XIN——or thev are being circani ented by resort o
draveates meastres such o as voluntary export resiraints.

i the fmt of this erosion process at least aie sehool of thought, popnlar in the BC. draws
the conchision that the growing disrenard of GYIT rabes <an be stopped only by rewriting
thet o w s it relaxes therr relianee on pristine principles such as nondiserinmination.
Fhe ddeo et tadee the apparent gan between reality and the rales of behavior nandated
by e Generas Acvesnens by adpastind the mades so they better reflect reality (see the discus-
stoi i Adfuny 19e 00 eractical teris s means or exsample, eliminating the nondiscrimina-
Hom o compersaton piovisions from the safeguard clause of Article NN This would increase,
WS andaeds e neentve toostick to Article NXIXL or its watered-down revision, rather than
G optfor mectiansies cntsde of GATT sueh as volintary export restraints, Kxperienee with
vagne GATE rules s agnealiee howerer does not e nich credibility 1o this view. On
the contrary, the expenence of coeicalinee anply demonstiates that vaguer. less-doe manding
tormulations of G rules thiat chip awan at the tondamental prineiples of the General Agree-
mentare more likety to provoke seriows tade dispures or even trade wars than o bring about
more GATT discipline Hence there is evidence to sugsest that weakening thie rales of behavior
mandated by the General Agreement ond - its underlving principles is @ serious mistake.

A better alternative may be oty o remforee the GATT and its basic principles through
unpr.»\u! aperational rules and regulations. Iimprovement in this sense does not mean con-
promising the principles of the General Agreement through weakened rales of behavior but
rather madang the rules that incorporate these principles niore compatible with the incentives
governments frees The principles themselves are too important to he given up. Their significance
for s preper finctioning of the GATT svstem is discussed in the wemainder of this section.

Mondiscerimination

The cornerstone of the GATT trading rules is the ;nn‘.ri;-l( of nondiscrimination, also known
as the principle of “upconditonal most-taored-nation” (MEN) teatment. it requires that any
trade advantage granted 1o ane signatory of GATT be extended to all others, Likewise, import
restrictions applv "qmnl\ to imperts from all sources. The MEN principle ensures equal trading
opportunities for b sigiatory counries and provides a multilateral as opposed 1o a bilateral
framework for the intmatonal tradicg systeny,

The importance of the MEN principle for the international trading system can hardly be
overestiinated. Bis by far the smmh stand, if enforced properly, probably one of the most
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effective ways of moderating the grosth of protectionisie. Indeed, the spread of protectionism ¢
be traced Targely to the growing disrespect fer the MEN principle Voluntary export restiaints
or selective inport restrictions are examples of blatant violations of the MIN priveiple. A single
country o aiew of the most efficient and honee fowest-cost exporting countrics are singh d
out under these schemes and subjected to trade restrictions,

Strictadhecence to e AN priveiple woukd mean imposing import restvictions on all trading
partners inan equal manner, with two important conseque tees, First it would mean treating
U most edicient and henee Jowest-cost producer in e sanie wav as less efficien producers,
thereby anproving the efficieney of international resource allocation. Second, the level and
duration obimport protectionswould probably be reduced. As all actual and potential supphers
would be aftected by import restrictions, more political pressure world e put on the impon-
restrichiig conmntiy than s apphed mnea svsten: dominated by biateral rade agreements,

Stepped-up pressite would maost tkely resolt from tiree sources, First, the Togest trading
tittions veath the most politieal power would be subjected e the same restrictions as snaller
and politicaliv iess ituential countries. This wouwld rase significaatly the price to be paid
by protecting countiies for addifional import protection. A particular special interest group,
such s sran oieens o the L obby i eeiieral would Bave a harder time convineing politi-
clatin o e ment of proteconist measiares ither areacof interost when retadiation by a potent
traching partier was threateng fo damagte the trade interests of other special interest proups
mthe country suckioas meat producers o machine ool manufacturers, Secont, globad restric-
4a Londdl compensa-

tions would climinate the cuota rents that many exporters now reecive
tion for their export restraint, As these reets can be substantial 7 their temoval would make
exporters el fess BRels toogretiv aceepd restoant agrecinends, Third, nondiseriminatory
Proterhion o naikoed 1 easien or constiers and volers o identity te true ceonomic costs
ab protectica, Better Knowledpe oy provide ancaddiional iompetus o the eventual remova
obiport protection Dee Banhs and Mandin 186 for a disec ssion of this and other ad-anlages
of the MEFN prinegete tor titernational toade

Stnee the MEN prascple fias ceeal poteniiad tfor testining rotectionism, it s worth every
effort to strenathen ot The woudd seelade. among othier things, avording e introduction of
nevs rules that are etther got o full agrecinent with tie MEN principle or are silent onit,
therehy alfowing signadory countiies o casilv avold s disciphnes, Chapter 5 mcludes a disens-
ster o he possibidine that rewriting the GATT rales for agiiculture around the coneept of PSEs
could weaken the foree of the MEN principle

The Bustory of the General Avreenient dernonstrares that full and unconditional entorce-
ment of the MEN principle is not easy to achieve It may conflict with such matters as customary
procedures o intermational trade, the interests of poweriui lobbies, and conceptions of fairness.
For example, o common anemment against an uncoudhiic al application of the MEN principle
meagre e s the potential terms-of-trade Toss for LDCS with preferential aceess, under the
Lome agreement, to the miarket of the BC(The Lome Convention provides 344 African 13
Caribbean, and 8 Pacific countries with preferential aceess to the EC market.) However, this
argument against the M princple s based onoweak foundations, for several reasons. First,
any meve toward trade fiberalization s likeiv to tercase world price compared with what

The MEN principle has never fad much foree belund it in tie GATT systens, particulardy not in the
parts ol the Gereral Agreement that sanction trade restrictions inspecified circanmstances, such as Article
XIX.

-For example, Hong Koogts quota rents denved from textiles and clothing amount to approximately
2 percent of gross natioral product. See Hamillon 1986
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it would otherwise be This alone would provide exporting LDCs with some degree of com-
pensation for the loss of preferenial aceess,

Second. there i some evidence that preferential access mav actually distort the domestic
allocation of resomees i EHCS (Dick. Gerken, and Vineent 19823 Feonomice growth is guided
by antificial proce sisgials thai ey heve Htle relationship to worlid market conditions in the
absenee of protecaon Proterences then lead (o artiticial, possiblv unsustainable, ceonomic
structures i LDCS requiim restruetining ineasures that are costiv both ine economic and
political-cennomy terms anee peotection n importiogs cotntres is disnantled. Unconditional
MEN teatment would eliminate this distortion ae heace might raise potential real income.

Thand, the EC could compensate LDOS directly viccineome aansfers o any TCHIAIE INCoMe
loss A is andikely that the required budgetans costs of sueh o transdo program would exceed
the addiional market support expenditires carrertly necded o maislan g proferential access
schiemes in the face of monnting domestie surpluses. For example, die benefits of the Lome
Convention to the African, Caribbean, and Pacitic (ACP) countries that receive preferential
aceess to tie BC are sot considered to be sigmficant on average. This does not mean that
there are not sore countries that do capture substantial benefits in cettain products fsee Koester
and Herrmann 1387),

Direet compensation s likely to he possible aiso in lien of the Generalized Svstem of
Preferences (GSP).* especially if the newly industrialized countries are eliminated fron the
list of countries receiving tariff preferences. As they now reap most of the henefits of the GSP2
their graduation would cut any potential compensation pavinents to o mininum The GSP
scheme seems dispensable also on other grounds, It includes only tanffs, not quotas. Linlike
the EC-ACP convention of Lomé, the GSP gives 1L.DCs itle cortannty about the preterences,
Since the GSP is not part of a binding commitment under the GATT bt is a completely volun-
tarv concession, it may be revoked at the discretion of the preference-giving country al any
time. Clearly, this introduces a great deal of uncertainty and s therefore not conducive 1o long-
run investment decisions in preference-receiving countiics,

Finally, preferential-access schemes, regardless of the tvpe, have o definite draswhack from
a political-cconomy viewpeint. They tend 1o promote an allianee of preference-giving and
preference-receiving countries against MEN reductions in protectionism. Such redactions are
likehy to hurt the short-run interests of both impor-competing sectors in the protecting coun-
try-and exporters with preferential access to these protected markets. Both groups are likely
to be well organized in thein vespective cotntiies relative to consumers and othar uroups that
are affected negatively, but less directly, by aosvstem of protection cum preferences. Therefore,
governments in protecting countries face litle countervailing pressure for a remeoval of protec-
ton. either from witlim the country or frons exporting, countries, Preference schemes can thus
be aformidable obstacle onthe wav te an climination of trade barners inca multilateral setting,

Although complete and unconditional inplementation of the MEN principie witl not be casy
to-achieve, dts fther erosion his 1o be avoided becanse the costs of serapping the MEN idea
are high. both for industriafized and developing countries. The rade redime covering textiles
and clothing (known as the Multfiber Avangement) provides an example of the costs to the
nternatonal trading svstent f basic GATT peinciples such as nondiserimination are given up.*®

“The mary studies on the effects of Gade liberalizaton in agncealtel products all point i tas direc-
tion. See Leddy and Reinstein 1987 Grsanisation for Econntiic Co-opetation and Developmient 1987,
Hudeo 98T Finger and Obechowskn 1987, and Valdes 1087

2 Opinions very widely on tis, Sev for example, GATT Seaetina 1985,

S Details are given in for example. Langhammer and Sapir FIST

“ Donges et al, (1981 provide asamsiay acconnt of the isstes surrounding the trade regime in textiles
and clothing Spraanger and Zictz (1936) give a shorter description with some iHustrative figures.
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Put into effect in 1974, prolonged and extended in coveras- as well as severity four tines
since then, the Mubtifiber Arrangement is the prime example of a sectoral, discimminatory svstem
founded on the principle of managed trades (A comprehensive discussion of the Multifiber
Arrangement and its cconomic coss can be found b Wolf ot al 1983

Managed trade ot the Muitinber Anrangement tvpe s synonvimous with o tanele of hiliteral
conttacts with dustializcd comntnes setting e erms, Essentially all enicient, low-cost,
developimecouniy expotters are forced into volnntany” eaport restrant agreements, thus
leadime 1o the vitnal cirtelization of tie textiles cod elothing trade and Teaving lite if any
oo for the torees ob competition. Also Joston G ay s the simpliciy of tradine i aoworld
of bound tifts Knowns in advane s with certainty to all raders. established and potential,
Martaged trade vder the Mutifiber Arrangernent has brought relative securite of aeeess for
afew establishied exporters, pat at the expense of @ maze of bureaueratic tade nides and regula
tions that even experts find ever harder to understand sind keep track of T a word, experienee
has shown matiaged trade toobe far removed from the Tetter and spuit o the General Agree-
ment. s highe coonomic costs make the alternative, that s, the AN prineiple, ook tike o
very good deal ceonomically,

Reliance on the Price Mechanism

A second important principle of the GATT is it reliance on the orice mechanisn as opposed
to quantitative rules characteristic of managed trade. This principle is expressed in the use
of bound tariffs as the GXTT s main form of protection, wiereas quantitative barriers to trade
are fimited 1o exceptional cases (see Article X1 and the corrsponding explanatory notes in
Appendix 1. The rationale belind this principle is straightforward. Feaving aside for e monient
the possibility of prohibitive tariffs, it helps to keep mternationsd tade ninket-oriented in the
sease that pational economic policies and the resulting tade flows e not adllowed to become
totolly delinked from market forees. Reliance on boand tariffs ensues that the price mechanisi
is not suspended but erely modified, with all its well-known consequences such as ansparen-
v of import protection, predictability of marke: access, nondiscrinination aiong suppliers,
sourcing from the most competitive supplicr. and improved interational iarket stability.,

Although most of these results favor all exporters, they are particula v important tor develop-
ing countries that may have neither the resources nor the expertise to find tneir wav through
athicket of continually changing regulatons chinacteristic of systens of managed trade, Laslt
but not least, bound tariffs as the principal formn of protection provide wscod basis for further
liberalizing trade. Negotiations on tariff reductions are vasthy Iess complicated than negotia-
tions involving quantitative import restrichons like those characteristic of managed trade.

It should be stressed at this point that it is their binding that makes tariffs consistent with
the spirit of the General Agreement, Onlv tarift binding suavantees that the price mechanism
is allowed to operate. Notice in this contest i variable tevies are also tariffs. Yet the fact
that they are not bound, but varv along with the world price, makes them cquivadent in their
effect to quantitative restrictions: They do not atlow the price mechanisn to operate, On the
contrary, they completely insulate the domestic ke

Tartff binding has animportant aspectapart from ensuring that the price mechanisnn is allowed
to function 1toperates o anatural shield for governments agoinst demands by special interest
groups o1 higher kevels of protecuon, This is becanse bound tariffs cannot be raised without
cost. Onee atanif concession has been made it is onee a tariff 1s bound, it cannot be reseinded
without extending competisation to the atfected tradimg partners, Indhie absence o conpensae
tion a countiy faces retaliation (see GXTT Articles XIN and XXV i Appendix 1),

Compensation s also mandaion when measures are adopted that nuthify or impair the value
of the tariff binding to the eading partners (Article XXHB. An exinnple of such o measure would
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be the taxc on soybean and sovbean products contenplated by the FEC in the carly 1980s to
circumvent the zero-tarift binding on these products that wis granted to the Unijted States at
the end of the Dillon Round i return for its aceeptance of the Common Agricalinnal Policy.
This tax o vegetable fats would have nallificd the tarifi binding and henee mandated come
pensaton pavments to the United States. Because of the Cear stand on this by the [nited
States 1S thyeat of massive retaliation in the absenee of adequate compensation, the EC
dropped the wdea of a vegetable oif tax,

Concentration on Direet Trade Effocts

Another element of the GATT i< its einphasis on the reduction of government uierket
interventions with a direct, as opposed to an idirect, tade efiect. Those with ¢ direct effect,
also known as frontier barriers. consist of trade-inhibiting measures that are commonly ap-
plizd at the border—such as import and export taxes, quotas, and export subsidies—and
discriminate between domestic and toreign sources of supplies or hetween domestic and foreign
destinations. (For a thorough discussion of the distinetion between frontier and nonfrontier
measures, see Snape 1987, 216 The treatment of produccts or factonrs of production depends
on their nationality. Measures with indirect trade offects, Qi is, trontier nolicies, are made
up of taxes and subsidies on production, consumption, o tactors of production. They do not
generally discriminate between foreign and domestic scirces or destinations, For example,
a production subsidy is not conditional on the destination of the product. Also unlike an export
subsidy, a production subsidy does not discourage doniestic consnmption Sinilarty, consump-
ton or factor taxes or subsidies do not qualifv as frontior hogiers . fong as they are administered
without regard to nationality. {Sce Snape 1955 tar o niore compreliensive discussion as well
as various qualifications.)

Free international trade as envisioned by the GATT s commoniy vnderstood to mean the
absence of frontier measures, Most GATT voles and regtitations a-ddvess the containment and
reduction of tariff and nontarift barriers o ide as wielt 1 of export subsidies and tases, whereas
onlyafew rues relate to ponfrontier nieastes, citte chrectly or mddirectiv. Exanmples of those
related to nonfrontier meastres are the oles pettaiiingto countervailimg duties and subsidies
as latd down in Articles V1 and NV respectivel s and in the Subsidies Code, Domestice sub-
sidies are taken up in an indireet wav in Article SN i the contest of nullification and
impairment of tariff concessions.

The historical emphasis on frontier barriers derives from three conside mbons, First, they
generally “end 1o be visible and therefore more tractable than nonfronticor bairiers. This also
makes then casier to negotiate,

Second, nonfrontier bartiers are more difficult 1o maintain in tie ansence of froutier bar-
riers because of their high budgetary costs to governments (A detetled account of this argu-
mentis given in Snape 1987) Indeed, the complete removal of frontier barriers would probably
suffice to keep domestic subsidies in check. The heh budgetary cost of domestic subsidies
in the absence of border measures contrasts with the budget ontlavs for frontier baeriers, If
expert subsidies are exempted, frontier barviers can not only be administered cheaply, they
can even earn revenue for governments, (This is one of the reasons that border taxes, on either
CXPOIs or Imports, are so popular with developing countiies ) Thev also have certain advan-
tages over domestic subsidies from a political-ceonomy point of view, Border measures invoke
less political resistance—because thei vonsequences are difficult w assess inoquantitative
terms—if they come as is commonly the case sow, in the form of nontarifi barriers and their
CLONOINIC costs are spread widely in the ceonomy Subsidies i contrast, aact more political
aliention—because taxes lave 1o go up or other programs have to be cut-=thereby provoking
conflictwith othier veuted nterests. Since even voluntary export restraints or orderly marketing
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arrangements that generallv worsen the terms of trade for the importer are often preferred
over domestic subsidies. the strong preference of countries for border measures is clear,

Third, from a theoretical point of view, domestic subsidies have long been considered a
superior means of providing assistance o donreshie mdustty when contrasted to fronner bar-
riers {See Blackhorst 1051 and the references thoretn for o disenssion of this pomt ) The stan-
dard arduments tor demestic subsidios as oppesed o fomtier barrers are that they cap be
better targeted: they do oot distort consumer prces and henee reduce imports Ly dess thas
equivalent frontier barriens™ they are subject roanied budeetars revies and henee are much
more visible than protecuon at the borders ey are more equitable, assuninng e 1ax system
et s considered niables and they provide aconvennent wav to correct cortain market
mperiections or farlures,

Fven if one discounts tor the Biter arpimments the stront revealed proference of governe
ments for fronticr measures and the GATTS taditional foeus on this area seenn o provide
cnough reason to question the wisdom of devolisg much attention to siont oniier bartiers in
the Uruguay Round. What makes domestic subsidies fess of aiurgent probiem is thei con-
centration i just twe areas: high technology products (the elassic example 1s the subsidiza-
tion of the Airbus project by several Firopean conmtries) and agriculture s But even in
agriculture, the subsidv issue plavs a eole mainly in trade dispates between the BC and the
United States* In addition, it appears that essentially all subaidy disputes in agricidture be-
tween the United States and the EC resont from shinph different protection tevels among prod-
ucts in the EC's Conzmon Agriculturad Policy. For oxample, recent EC subsidies an oilseeds
are clearly intended ty nullify the zero-tariff binaing on sovbeans, sovbean eals, and certain
other feedgrain substitutes that considerabny roises FC budget expenditures. it may he
hyvpothesized thot the domestic subsidy issne would Targely disappear with uniform levels of
protection withine major goups of aerieultural products

Heneeoeven thongh domiestic subsidies conreitly seen to be the cause for considerabie frie-
tion in trade relations i agriculture as well as certn other areas of triade S this may not war-
rant spending much time and effort i the Urngoas Round on finding apossibiy ilusive general
soiuticn to the subsidy problem. cither within the General Agreement ar the Subsidies Code,
Itmay be preferable to negotiate subsidies between the affected paatics when and where they
arise and otiierwise concentrate on border reasures inthe Uruguay Round (see Finger 1987,
chap. 20).

Ease of Measurement and Enforcement

Trade reform proposals have little practical merit and are unlikely to improve the inteina-
tional trading regime wnfess the rales and regulations to enforce them can be defined or
mieasured adequately and are fairly straiphtforward to monitor. Difficult problems arise with

“UEquisalent” is used in the sense of granting domestic production activities an e qual amount ininecme
transfer. There are cases, however, where frontier harniers are fess trade-distorting than equivalent domestic
subsidies. For more detail on this subject, see Snape 1987, 222.204,

 Othenwise, the claim that foreign exporters are unduly subsidized appears to e used mainky by declining
industries to gain border protection through countervailing duties. Several pertinent provisions of the
Omnibus Trade and Competticiess Bill of 1987, as drawn up by the V1S, Congress, scem to fall into
this category. See the assessment provided i Economic Reraot of the President. 1988,

= There are exceptions, of conrse, One notable case involves the TS production subsidies 1o sonthern
rice growers and then pegative effect on the iternational competitiveness of rice grown in Thailand.
2See, for example, Blackhurst 1981
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rules that leave oo mch room for avoidance strategies or break down as productivity or
demand. or bot, change over e, In the following section, these fsstes will be discussed
i sonews o omore detail.

Definitions, Measurement, and Maoiiitoring

Reform proposads that velv ior therr working on exact definitions of tighiv controversial sub-
jeets are difficolt 1o negotiate and o enforee onee they are agreed upon Exaniples of such
ditficult-to-define subi-cts are subsidies with an appreciable eftect ontrade flows and the
eduitable market sl rule that conditions the e of export subsidies or prins goeds, Owing
torits generality, this tele has netther manased o effectivedy restiain counies from usig export

subsidies nor heenof much use for dispate settlement ™ O the whole i s sl hosay that
domestic or nonfrontier pobicres are more diffieult b detine inomntlaterad 1o nedotiations
than are frontier measures. The reason is that domeste polictes ad conventions can be quite
different among contres because of historical. cultural, political. ot other cireamstinices, In
comtrasteexternad bade s governed by rather similar tules 1 most cotuntrios,

Measurement and sonttoing can be a problem whenever Lge amounis of detaded data
are neededwhen the requined data become available onlv with o considerable irie delay,
atwherr there s e terinal procedure established to cobiect the data The teasurement of
donestic subsidies with o trade effect could be such a problem ciase. A s the amounts
acttal v spent are difficalt or nepossible (o extract from official sources, siven the numerons
wavs ot hiding them: Also, the actual outlavs in a budget vear, as opposed to planmed expen-
ditures, ofien becore availanle only after some time. Such problems usual'y do not e with
price datas which may be required by cerain trade reform proposals Howover wien prices
are used for the purpose of price comparisons, ether well-known problems arise. Examples
are gadity differences, either at o particular point in tme o1 over time, and exchange-rate
changes,

Ciantits-based pudes such as gqeatas ares i general ore casity nieastired and monitored—the
stricter the definition, the easier the task. Whereas “equitable exnort market shares™ can, or
alb pricctical purposes b neither measured nor monitored. Hpert o expori guotas defined
I tons per ime petiod can be rather easiiv cheeked. Henee, for the purpaose of striking “deals”
amomd GATT members diving nnitlateral trade negotiations, such quotas seem ideal. This
e e one teasot it queta-tepe arangements appear to be favored sometimes by practical-

Hinded negotintogs,

Avoidance Possibilities

[deally. the rutes goversng international trade should be stractured so that avoiding them
by applving arav-mea measures (trade instruments not subject to formal GATT disciplines) will
be tmpossible or at feast very costly, both cconomically and politicaity. Tiis is to say that there
should be few Hoopholes, since special interest groups. in looking for wavs to increase protec-
tien for their products. canalways be counted on to find them, Faced with intnee lobbying

O Forexample, the st case based on the dispute-settlement wechanism of the Subsidies Code imnolved
EC espert subsidies for wheat flour. Although the GATT panel established that the FC increased its markel
share substantially by its nse of export subsidies, the panel was unable, due to the Subsidies Code’s
imprecise language, to characterize the ECs enlarged market share as inequitable. I other cases, for
example those involving subsidized EC pasta exports to the United States and the preferential treatment
of Mediterranean citrus imports by the EC, the United States managed to obtain favorable panel decisions,
vet the EC either blocked the deasions or chose to simply ignore the panel™s recommendaton. See Paarlberg
1987, 52-53
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from such groups, however, governments rarely manage to evade the pressire 1o take advan-
tage of these loophales Ciearly loopholes in the svsten of international trade obligations deprive
governments of a protectnve shiekd asainst the political oressure of special interest groups.

Fprcah exanmples ot onpholes refated o fiontier measures i the current GATT svsten are
volunlary expont restroants varabie fevies, the aetivities of state trading enterprises, and the
Hght tecemploy cxpor subisidies and mport gquetas for azgncuiaral prodocts

There me ot b three wavs 1o reduce the use of such loophaoles As mentioned earlier,
the stringeney ot certan tiies of bebiavior sondd simply be reduced, thas adjusting them toward
actval bebunor This conid be done for b trade o1t could be timited to particulanr sectors,
Arvexample of the atter route s the establistiment o e Maltifiber Arangement tor ¢lothing
and textfes whse negatinve corsentiens es iuave aheady been onthned . The special exenip-
fons foramenltnral tade det e ob expor siubsidies and nonport quotas also fall into this
category When the General Auvcement was dessoup i e 19905 these spectal exemptions
had the eftect oF afnshing ',‘u . \I Foales toraricudture towand the reality of agricultural trade
as 1t prevatled ab that S codisenssion i Chapter 3 s es ashort overciew of the resalts
meagriculture of whnsting ones of behavior towand actal tade practice

Alterinativeiy o sestenn based e bonned toifs could be changed over to one based on sun-
SHATV IDeasies of potection sk s nonitiel vates of rotection (NRP)Y. This wa - hound tarifs,
for examiple. cosid ot e crcrvented by dubies state tading practices, voluntary expont
restralints. quotas o stlar onter bacvers e addition, o ent the ontion to substitute donestic
subsidies for tontier bonriess the NRE scasuee conld be extended to cover domestic sub
stdies Thswonld Tead o the e vnoverall levels of support, an idea thar has recently reccived
considerabie attention e asmeuitare e for example, Organisation for Feonomice Coopera-
tion and Deveiopment 10870 Althouaho it s possible with these easures to further redu
avioldance behavior o they adse ave cetton disadvantages. O of the diawbacks of these
tvpes ot ove el measires s then hmed anprircability outside of agriculture. Limiting thei
use o agreniture. however would mean establishing another special sectoral trade reginge,
But sectoral tade resnies ave probiematic tom a political-cconomy point of view, an issue
that will e taken up shorthvs Also the experence with the sectoral trade regime for iestiles
and elothing has vot been enconraging.

A third wan o dealing with loopholes o the GNTT svstenn would be to tighten existing GATT
tales, such as those pertaining to state trading, exportsubsidies, and imiport quotas in agricalture:
o improve the dispute settlement procedures of the General Agreciment and to introduce a
Hmited number of new mechinisms to deal with wrav-area imeasures such as volunian: export
testisints, The idea wonld be to make avordanee behavior more difficult, vet stay with the
Oeneral Areemient 1its | esent forme withont creating new special cases foe particular sec-
tors or indastries. tn Chaptor 6 this third aiternative s tikencup i more detail as part of a
comprehiensive reform package that is apphicable not ondy 1o made o agricaltneal products
but 1o trade m general

Resilience to LongTerm Demand and Supply ‘Trends

Another question 1o be addressed i assessing trade reform proposals is how sustainable
thev are i the face of productivite improvements possibly combined with stow growth in
demand. o pat it differentiv, will the suggested rdiornn proposals make much of a difference
given the rdural evolution of all other factors that determine quantities and prices? To answer

$PAs disurssed in more detal in € hnp(vr oo comprehensive measures such as bound preducer subsidy
equivalents cannot totally eliminate avoidance activities that reduce HNPOTLs.
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Figure 2—Predicted change in observable trade volume over n years, with
trade reform &s well as demand and supply growth
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level of nominal protection is measired with reference to P ) Assaming the development in
other import-protecting countries is similar and productivity also increases in nonsubsidizing
countries, the observed world prive s going to decrease rather than increase compared with
todav's pree Naturallv the world prce would show a larger decline in the absence of trade
reform

For the negotiations on tade redorm the predictions for actuativ observed changes, such
as those o world prce and market shares that emanate from an analvsis along the lines of
Froure 20 probabiv have an information content at least as important as ceteris paribus-type
predictions. sich s those assoctated with Figere 1 Besides, past experience with multilateral
trade negotiations has shown that considerations relating to such factors as productivity have,
at feastimplicith featured pronumently in the negotiatons. Othorwise, trade reforny proposals
stuch as freezing market shares or sefi-sufficiency levels could not be explained. The sole merit
of these tvpes ot proposads Tres i their abiity to counteract possibly detrimental effects on
export arkets of either discretionary increases in protection or, more important, dynamic
changes i demased and productivity m nnport-protecting countries. They are largely devoid
of tmplications that canbe captured with an analvsis along the lines of Figure 1. A proper
anidvsis of these reform proposals requires a framework like that of Figure 2.

Politicai-Economy Considerations

There are two levels at which political-cconomy consideratons play an important role for the
multiiatere] trade negotiations within the GATT the fevel &t which country representatives
negotiate with each other, and the Tevel at which domestic interest groups interact with each
other and with the soverninent in a giver country. As the folowing discussion will show,
these two levels are very mucl: related. Also. the dea of fairmess or evenhanded treatment
plavs a sigmificant role at both Tevels

Proposals for trade reforn are likelv to be untformiy acceptable among negotiating parties
only if all signatories to the GATT are treated 10 an evenhanded manner. However, this can-
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ol be taken o mean evenhandedness i every sector or even in every comniodiny groeup,
espectalivaf evenhandedness is defined as o badancg of fequests and ofters of trade conces-
stons I this s ot cleany iederstood, the e oo may not suceeed. This point becomes
appatent s consideradion of tor esample, the new active role in s trade rouid of develop-
g countiies sichoas the Gronp o s or the Cigins Groupron agticulture: The vast majority
Ol thelt requests 1o Coneessings are coneemtate d i i s agriculture and iwht industries
sl s textbes and ot Near'voatl of thei potential offers of concessicna, however, are
meother areas e taer cxamples bemg oraduation of mdustrial soads, intellectind property
vshie services tadearelated mvestiment measures and the Generalizod Svstent of Preferences,
Henee the baliieaig ot ot st vegnests of Dode concessions would serm to require alook
Bevond concaltare 10 pat i vore dinectiy, developing conntries could use concessions in
property ghis services aed sindlar arcas o force concessions from industrialized countries
i for exarnpde. acrieuliure aied tesnles

Evenhionded teatnnnt of conntiies mnhies another tportant point aligning trade in
agneniinral prodicts aone closels with tade i manotactires. This ivolves, amongd other
thithe the chnnnation of special iles and waivers, sueh as the fegabtv of export subsidies
i agricabinre as oppeosed o mdushiy Finfure o do s v make it inpossibic to garner the
support ol connties that export neanle aanenltoral products such as those countries loasely
alned i the Cairns Group I0would be Bard o convinee them ol e merits of a partial trade
reforny that improves the tading covironnient oniv ol connties that happen to export mainly
mdustrial goods (Clearlv e sane areninen Appdes o mtegration of the textiles and clothing
complex mto the GNTT)

It the Tanter ot s secoptod, e et proposids specitie te aaneuiiure should be avoid-
e Otherwise the secior will g become subgect o ules that are different bon those fer
other rade thereby neating agnenlinal exporters dittecentlvmost Tikely Jess favorably—
than exporters of industrial goods Tres s both sndair and inherently mconsistent with the
GATTS noderiving proeple of siondiscimumation. T fact, it is just Uiis O pe of differentiated
treatment that L made the ol GATT svatemn micreasingly less aredible,

The tssne o cvenbundediess of trade reform is also cracial in ahyeffort to secure the sup-
port ol spedi niterest wronps swilin o given country for trade reform and thereby to solve
the problem ot s domesne accentabilite in the major trading countries. Domestic acceptability
becomes o particubany ek aubje t i s simphy measured by the amount of satisfaction
or dissatistaction withun the tam obli Cleartye amy trade reform packase enianating from
the Urigaay Round showid be straetired 0 avoid this The fullowing considerations would
thus seem to be of vital iiportanicee

First. most wov ernmients would probably favor the nposition of binding restrictions on pro-
tectiontst meastres (1o ol back the influence of special mterest groups) in agriculture as much
as i other areas As mentioned carljer, binding international restrictions serve as a kind of
protective shield agatnst the demands of special interest sroups Ifthis view is correct, it would
make a strong case for vade reform proposals that reduce the diseretion of governments over
changes i frontier barrers such as variations of wriff rates, export subsidies, or restrictive
state trading practives, As the Lirm fobby is known o be very powerful in many countries,
with a strong representation in most agricultaral ministries. oo moeh decision leeway on the
part et governments can keepothen capaives of nternal politicking and henee impart a protec-
tonist bias to el tade poliev Tightor restiictions on fronticr bartiers, through such means

B Support for this view can be found o Winters 1987, The nppusite view s epresented by MeCadla (1987),
who reters i this vontest (o the tnsuccesshiil Atiempts al negotialing compromises across sectars in previous
multilateral trade negatiotion ronnds
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as mandatony binding of all tariffs and the closing of loopholes for protectionist activity, could
make it possible, in principle, to move away rrony the present unfortunate sttuation in negotis-
tions between the farng Jobhy and the government on changes in support or target prices.
These negotiations inereasingty resemble those for higher wages and benefits between the
government and the umons representing its emplovees,

Second, domestic acceptability of o reform package is a function of the relative political
influence of those groups of society that widl gain fron it and these that stand to lose, in the
sense that they are subjected to adjustiment costs. (Fven groups that fiave to adjust ane likely
to wain, sinee. inthe fong run, adiustment costs fall solely on factors in tived supply, mainly
land ) As already discussed, consumers would gain the iost from a trade reforny direceed toward
more liberalization. But for reasons stated carher, thev are anlibelv o form o strong lobbying
group. Heneeo in tens of making trade reforim aceeptable i county, the size of consumers’
potential weliare gains means hithe i getting o trade reform past the legislatare. o counter
the dominant influenve of the tarn lobby in countries sueh as the United States, the EC and
Japan, strong support mtavor of tade retorm has to come forth front groups that also stand
o gain from trade lilu'v'alx;'uliun ieagricultere, vor are better organized and maore vocal than
colr tmers and hetee ave suleent cconomic and political clout (see Duchéne, Szezepanik,
and Legg 19851921 Recont gquantizative evidence strongly suggests that induste and laboi
amons are suchogroups © Botic induestey and labor outside of agricuitire could expect to gain
constderablv from trade Tiheralizaton o agricaltare, Extimates show, for example, that in the
absence of the Common Agncolnad Policy. cmplovient in he EC-T0would rise on the order
of 2-1 million people (Stoccket s ed Breckling 1982 Resudts for Germany indicate that liberaliza-
ton of agriculture would create S50.000 new jobs and mise gross domestic product by 3 percent
and exports Ty even piore St exports of investment goods by the mechanical engineering
and electrical cngiceenny maustiies. for example, are proedictehto nise by 12 and 16 pereent,
respectivedy (henges o b TSN Siee similar findings are reached for other countries and
industries, and oo the basts of ditferent model strnctures, they seemn o oe rather robust,

What stl] necds to e done: however, s todisserndnate these resvits Given the high degree
of orsamzation o idustny and fabor relative to consumers, this should not be an impossible
sk Once the Daste Lt abont mtersectoral Tinkases are iullv understood . industry and othier
sectors in ndustialized conntries mayv bhecome sufticienthv motivated to stand up against
agricuttiral protection and henee provide aviable conntevaiting power agamst the farm lob-
v, For sovernments this would provide o tvpe of protective shield against overly zealous
demands by the fum lobby similar to that of international obligations that are backed by the
threat of financial compensation requircinents or retalidion,

The countervating power ot dustries and srganized sbor versus the farmy lobby o
be maximized when trade retoron in agriculture, as wed as other lml iV |)mu ctive sectors su(h
as textiles andd clothing s baked g one packaae deal wath iberalization and hence with the
prespct ur trade expansion arod higher probts momoest or manufae tmlm, and the services.

S TR s he el tat can e dre froms thie variens anadvses conducted tor the Glabat Agricaltural
Trade Studv. crvamzed e Conteeton ntecaational Econoriies Canbern, Austrabia, The sesearch findings
are sumnmarized i Centre for International Econommes 19880 Earlier studies o this topie are summarized
i Winters 1987

e For exignple. e giesaste e abready 1o heve weached the influential Federation of German industry,
whict reconth Gane forth watly sotpe reforn proposals of its own for agriculture. See Bundesverband
der Devtschen T e 19s7

FSee Baddwin T9ST To s context it has to pe remembered that higher profits result not only from
better miarket aceess inforetn marsets,a prespect of interest primianlv o exporters subject to significant
trade barners, but also hom cost reductions drie to cheaper intertediate inputs and more compeltitive
factor prices in the wake of Theralization. o point of potential interest to all firms,
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Such a single cross-sectoral reform package makes a successful completion of the Uruguay
Round a lot more likely than an array of separate scectoral accords,

Apart trom stimulating countervailing power against a resisting farm lobby and hence
enhancing the acceptabiiity of trade reforny witiun a wiven counity, such i cross-sectoral approach
to trade reformadso strengthens the prospeets of balancing requests and offers for concessions
beaceen counties. This subject was discussed above i relation to devel ping countries trading
more openivowith industrialized counties i the areas of services and manufacturing in
exchange for better ket aceess i agricuiture

Hp to the middle of 1985 the negotiations inthe Urienay Round have not paid much atten-
tion to the need for cross-sectorel adreenients (see the discussion in Chapter 3). The idea o
A package-deal negotiating strategy. however, has been brought ap in the Negotiating Group
on- Agricultre-—although not i the form of cross-sectoral deals as suggested above, but in
the form of a seetor-specitio deal The Paiited States has made the package-deal idea part of
its reform proposal for agricultural trade

The aggregate approach proposed by the Uited States implies that the farm policies and
programs affecting all agricultural conimaoditios wouid be negotiated as one packaue. This
certainy represents astep in the risht direction, although whether an intrasectoral package-
deal approachis sufficient may be questioned. It presupposes that one conunodity group in
favor of Iiberalization can countervail the political power of ancther one that is opposed. This
tdea may work in tie United States, bat what about Japan, for example? Is there any coms-
modity group i Japanese awricelture that could provide enough countervailing power to
effectively counteract the strong opposition of riee farmiers o more open markets i agriculture?
Ifthere s nosuch woup, then coumenvailing power can only come from outsic s of agriculture,
assuming constneis cannot be counted on.

Atany rate, the aguredate approach suggiested by the United States certainly contrasts sharply
with the procedure followed i previous muttilateral nade negotiations that proceeded com-
modity by commodity. The fatter approach appears to be still favored by the EC and is also
clearly the one favored by the farm lobby. Tlie representatives of farm interests are naturally
disposed against cross-sectoral arrangements, a unifving principle for the trade negotiations,
or even an aggresate icdotiating approach limited to agriculture, These negotiating structures
strengthen the countervailing power against either farm interests in general, as in the case
of a crosssectoral approach, or the interests of specific commodity groups within agriculture,
as i the case of an ggregate approach 1o agriculture. This has become very ciear, for exam-
ple. from the respense of certain US. commodity and farm geoup representatives o the U.S.
proposal. The aggregate approach favored by the .S, administration has been met with opett
rest.tance from some powerful commiodity groups. Several groups considered themselves simply
too special to b dealt with in a package deal. Others voiced thelr coneern that ULS, negotiators
would not focus onthe best interests of a particular commodity group in such negotiations
but would fistead consider overali LS. benefits in-agriculture (see U.S. General Accounting
Office 1985, 3i-32)

I short, more emphasts on cross sectoral negotiations and compromises appedrs to be critical
to eventual achicvement of the objectives stated in the Punta del Este I laration. This requires,
however, some changes 11 the procedural foundations of the Urugnay Round. First, the trade
talks ave 1t urgent need of o unifving principle, one that is applicable across all sectors, It
could perceptivedy facilitate cross-sectoral compromises ancl, at the same ticie, force discipline
on all negotiatine groups. (See Nau 1987 for -« similar proposition. and GATT Secretarial 19883
1)

Second, government representatives at the highest echelon have to be more directly involved
in the negotiations. Their involvement has helped significantly i getting the Uriguay Round
started i Puntacdel Este Tt is needed again midway throngh the Urnguay Round. Oaly at
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the highest government fevel is it possible to agree od the core of GATT reforms, that is. on
a unifying principle or formuia simitar in sparit to the “across-the-board™ tariff-reduction idea
of the Tokyo Round. Experts fromy agriculture or other sectors cannot be counted on to achieve
much pragress on their ow o, They operate na direct shooting line from their sectoral clientele.
This special relationship taakes it ditficott for them to agree to more than marginal adjustiments
of the present svstenn, Farreaching changes that extend bevond the sector, and henee could
generate compromises al a higher level, need the involvement of nonspecialists who are able
and willing o see bevond narrow sectoral concerns
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5

THE THEORETICAL CONSEQUENCES OF
CHANGING CERTAIN GATT PROVISIONS

Restricting the Use of Expori Subsidies

fccontrast to trade s manufactures, wiere export subsiches are explicitly prohibited by the
GATT export subsidios have beconpe g frequenty emploved nade instrament in agriculture,
Ther mam ase Bas heen w help indostnalized countries sueh as the FC snd the United State
dispose ol domestic produciion surpinses resultiig from policies that = apport the domestic
market price ahove stk Clevel T The subsidies have onablied sabsidizing countries
torespand their exports ettt expense of nonsteswdizine fosstial commtries uch as Australasia
and - above Al developing countries. Sucis the case, for exi woles tor bec and veal s well
as sugar A compariaon of the average tarket shares fop TO7T070 v thee s of 1980-81 shows
that the OFECH countries have expatided then export market share of beet and veal trom 4.3
pereent to 620 percent whte that of developring conninies dropped from 521 porcent 1o a
mere 26.9 percent Fhe tigures for s tadicate an merease i mean kot shae for OECD coun-
ties from 170 perceat 1o 2805 peteent and drap o TR percent to G pereent for develop-
ML counties (Crgamsation tor Eeonone Cooperation and Development 1587220, 2246).
Avhiougle some of the decline m narket shage for developing countries car: probably be
attributed to ovencaied exchiange tates and othen sttty anbivorsole domestie conditions
ferexporters (vee Knieger, Sehiff, ane ! Valdes 1988, the Larger pant of ties market share decline
s certaindy die oo export subsidization combine | with tmpaort protection i imdustrial conntries,

The wide vinge of suusestions on how 1o solve the issue of export subsidies includes pro-
posals o linntmg their neganve irade offects b fixineg ket shares, as well as Proposals
aitned ot resaicting their use. The iatier proposals extend bom a complete prohibition of sub-
sidies to-allowing them subject 1o cettain restrictions,

Strengthening the Equitable Market Share Rule

Manvo i not most of the tede contlicts i agticulture have arisen because the equitable
marketshare rule, whnelt conditions the use of export subsidies for primary products, has turned
out to he too gencral to e aseertained objectively: The evidence aceumulated by GATT panels
that addressed the issue of equitable market shares demonstrates that it has not heen possible
to find vperationally meaningful criteria for what constinutes an cquitable market share® As
aresaltcthe markel share rule has heet endered meatnngless or all practical puarposes, Taking

Whereas the Fo T o < dndizced exportsdor ety agricaliira conunodities, export subsidices
by the Uniited States Biane becotie pyope frequent oniv sinee the nassage of the 1985 Fanm Bill. Since
then, expors of Beel dany produs s, sugn wheat, rice, corn (naize). ind cotton have been direetly
ar tndirecth <ubsidized via the Faport Enbuancenicn Program. the Marketing Loan Program, deficiency
paytnents covetims all production veher tha onby domestic consumption, and various other devices,
See Hathiway 1007

" S0 dar fone GAVT panen deciaons have ni ofved (hee equitable marketshare rule. b the Australia versus
France dispite on Freneh wheat gy expotts of 939 e GV T panel cancluded that export subsidies
had expanded Franee's market share to a more thin cauitabli- level No conclusive decision was reached
i the subsequent three cases—Australia vorsus the FC and Brazl versus the £C on EC sugar exporl
subsidies in the Tate 19705 snd the Enited States vorsus the EC on FC wheat flour export subsidies in 1983,
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this as the point of departure, redefining the equitable market share rule in the ditection of
improved operational effectivencess seems o be a natural suggestion ior retornn, The basic
premise behind the praposal to vetine vather tan diseard the idea of iarket sharing is the
aotion that tocasing the necotiations on the oateotne of governinent imterventions as they
relate to hade Hows <in poarticadae changes inexport markel shores—can oe more: easily
achieved o nvine o define expot subeidies and then to ottlae or othenwise restrain their
v Aithouuh this focns on e altmate tade cifect of government mtervention i taade s
very e o the st of the CGAFT i renwans o be seens whtether this can e said also of
the concevable wavs of anplementing o cefieed farker share rale

Wavs o make the markt share male wmore opersional heve been acitbernted on i some
detait by the Copnnittee on Trade i Avionltare. The suggestions doveloped m these discus-
ston o ds relv s one form or ceother on predeteninining exports fonwmericalh fixed form
fo the o commicdities and cxporters Market sharing in the canventional senae would
nplv tirad anexporters share imoworld exports would Le timoted to o paaticalin percentage.
Ancalternative proposal wonld fre the exports of wogven countiy e o particular commodity
toa fixed tonnage amount that orelated to past export performance. For example, the export
grota contdd Beoset equal toexports i the past vear or (o average annual exports i the past
five-vear period. I contrast to the conventional expert market share sdea s method has
three distinet advantages: the amount of uneertinty tor nensubsidizings exporters wonld he
reduced: vertfication wounld be made easier hoth o ternes of datocrequitements and of the
time lag between the end of the fradine vear and the pecessany review of the export perfor-
mance: and, perhaps most nnpertant faking advantoge of waoild export srowths would be
reserved for nensubsidizing conntues. aliowing s o captune 0 least some of the effect
of their competitive advantage 50 avord the problens of lesiinzinge existing market shares
acquired throngth wnrestrained past subsidieation, medifving the above approach by replacing
actual historical market shares with pecotiated ones could be considered,

O e positive side, marketsharing avranzerents of the above tevpe would clearlv cavse
few definition or measurement problems. They e aiso fabile casily inonditored, although
unfortunately only after the tact i many cases (For cotsmoditios that are exported tarly evenly
over e course of atradhing vears mendoring s possible betore the end ot the veary A possible
preolem could develop, however for those commaoditios forwhieh nonsamatories of the CGATT
stupply o major shiai of world exports, such as Ciba for sigar Another advantage of fixed
export nxket shores is thei resthienee to over anee stiatceaies onthe part ot exporters, Regardless
of what form of vovernment itervention is opplicd by oooiven country, its end result, the
actual irade volumes, cannot be manipigated (Faporiers condd however: switch o higher-
qualitv exports winch might infonge on e interest of ot cxportersy In prineiple, fised
export guantties or shares are also resthent o ot chanes o supply e demand.
Increased prociictivity of subaidizing countree for evacapie. wonld have o offeet onother
countries, Vet wonld inerease the fnvasciad buvden onpsbeessuppotiios governments, Produc-
VY Increnses i pobsubsidi g congstries wouid nean either dgher eovernment outlavs
ot fower tum paces tor farmers i subsidizing countries, Toeither case, thiere woeld be an
incentive to dower prce supporte and hence subsidies,

Market-shoanog worcements are similalv o without problems frome the political-cconomy
perspective They clearl caler o the imterests of the fan fobhy because they are ikely to
involve onlv oingimal adiostiners for Dnners oot the estabhistunent of @ completely new
ad unfanition teeitive stroctin s with possibly sigficant oonomic losses tor fived factors
in the short atiel meedim tons Yor example, there woutd he no pressing need for the EC te
abandon the proncipies ot s Commen Soricalinra Policy. The svstem of variable levies and
export substhes conled be deit essentialby intact, athowgh the requirement to nauitai 2xport
market shoares at present op shghithy redaced Tevels woudd force more disciptine upon demands

40



of farmers for increased support prices. Politically then, market sharing would seem to be vecy
attractive. Such a proposal for agricultural trade reform woald e almost suaranteed smooth
sailing through the legislanires of subsidizing countnes hecanse domestic opposition to such
asoltlivie would e weak, af best After adl consuiners are unorsanized and other industries
arsectors that conld et trom agricultural tiade iberalizaton would be dealt with i separate
arratigenients v dehnked from ssncaliore: Cverall then there appeat o be several arsuments
stronghv i fvor of marketshony areones what s somcetimes called “managed trade”

Market-sharing aneements can be enticn twordronndds, First they do not have o suee
cossful track record The experience with vare s commodity agreements for wheat, cocon,
and eoffee suagests that they do ot Last veny fong Csually they na into trouble over prob-
tfems of long-run demand and supply effects B theory, strong mercases i productivity comn-
bined with stagnant world demand wonld call for interal adjustinents i the form of lower
production m subsidizing countiies I practice. however, production is olten nol certailed.
thus Teading to dedining world prices and cltimately to o breakdown of the commodin auree-
mentitself. o other words, market-sharing arrangenients can work quite stmooth v i the face
of strong demand growth, but they hardly ever survive the double blow of stagnant or
duninishing demand and growing suppiv.

Second, market sharing in agriculture would stronglv contradict o basic GATT principles:
nondiscrinmation and eliance on the price mechanism tor tade restrictions. Countries that
mainly export agricultural products would be put at a clear disadvantage ompared with coun-
tries that mainly export manufactures. Only the former wonld be constramed in then exports,
being able to make use of their comparative advantage only at the margn and starting from
an artificiatly low base. Fixed export quantities would allow an efficient esouree allocation,
both within countries and amor g countries. onlv for that part of world trade that results from
future demand growth, not for current levels of world vade B demand vrowth Is exnected
to be low, as is the case for numerous agricultural commodities. litthe export expansion is possible
for efficient exporters unless the export share or export quanting granted 1o stibsidizing coun-
trivs is reduced over tine.

Negotiating and then fixing export quantities or shares for o buge nomber of countries and
commmodities vears into the future is no small taske Tnoadb likelihood, tis would involve
arrangements owtside the confines of the General Awreement and very simifar in prineiple
to the Mubtifiber Arvangement in textiles and clottnng. This assomes that an arrangement could
be reached at b Incthis case, however, agricultine would have become the second area sub-
ject o managed trade, Such o developiment could severely weaken the GATT systenn and its
crecdibilie: not onlv i the eves of nonsubsidizing countries but also in the eves of sectors
and industries that are still subject to GATT disciplines. Exstending a svstem of managed trade
to agricuttine would confirm that export subsidios pav ot after all in the sense that, eve ntually,
the market share achieved this wav il be vindicated by international astreement. 6 would
also senda strong sivnal o the effect that hard tobbying o really all it takes to eventually
receive special freatment, tiat is to vain relief fon the forees of international competition,
Spectal conditions which supposedic make agriculture 2 unique case and there by justify this
spectal treatmnent. can surels be claineed also by other industiios ad sectors.,

Prohibiting .vport Subsidiea

Instead of developing further the existing rules onexport subsidies in agriculture, a more
drastic solutioiymay be chosen—disatlowing export subsidies altogether, with some well-defined
exceptions. The rationale for this canbe understood i light of the disappointing experience
with the uqm table market share rale discussed above and the largely ineffective attempt 1o
Sstrengthen™ the GATT rales onexport subsidies through the introduction of the Subsidies
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Code negotiated during the Tokvo Round, (Hufbacer and Erb [198:4) provide a discussion of
this code))

Some Theorencal Prefiminaries. Fxport sabsidies affect the terms of trade of trading part-
ners, l particulan, they fmprove (e terms of trade of imponing conntries. Consuniers in
importing countnies experience awelare gan, This is the reason that net impaorters of grains,
among them many low income developing countries, do not favor an end to all export sub-
sidies, IEall else vemained the snes eading these subsidies wouald worsen the net importers’
terms of trades The cetens panbus condition. however, is questionable, By raising the prof-
itability o the subsidized prodict export subsidies divert resources awav from other ises,
that i fronymdusty i e case of jpmculinrad export subsidies, I short, agricultural export
subsidies vaise the warld market price of indestrial goods relative to agricultural goods. Henee
an end to agricultural eapert subsidies is kel 1o fower thie retative price ol industrial goods.
I industrial countries bave acompatati e advantage i industiial products relative to agricoitural
products and viee versa for many poor developing conntries, a ban on agricultinal export sub-
sidies can therefore improve the alocation ot resourees without negatively affecting the terms
of trade of developing conntries, at feast i the edivm to - long o,

Forthe export-subsidizing countiv.a generid cxport subsidv s equivalent to a general import
subsidy, barring any deviations fion the condinons of fong-nin general equitibrimn,* An export
subsidy can therefore serve ausetul purpose: 1t can compensate for import restrictions.
Applying this idea to the two broad sectors of anrealture and industry means that export sub-
sidies on agricultural products could be used to compensate for the negative effects on domestic
resouree allocation of import restrictions for industiial goods. This argument for export subsidies
may have some validity for developing conntiies Manv of them continie 1o protect import-
competing industries heavily, thereby deverig o hefty tax on agricuiture (see Kroeger, Schiff,
and Valdés T988). Yot export subsidies we scidonr obaerved. One obvious reason is their high
budgetary cost. Bui even if funds were plentiful, the removal of import protection is certainly
the obvious best choice rather than an attempt 1o connteract one distortion with another. For
industrial countries, export subsidies on agricultural products can be even less justified by
tnport restrictions outside of agneulture. As discussed at some length in Chapter 3, agriculture
18 generally more protected than industry ithere are some exceplions, such as Australia)., Henee,
mdustrial goods rather than agriculturad products would Teve to be subsidized i most indnstrial
countries.

I short, the theoretical reasons against a ban onexport subsidies appear of litle practical
importance for either developing or industrial countries

The Scope of a Prolubition on Suosidies. Before the potential iade effects of a prohibition
of export subsidies can he analvzed it is necessany to define the seope of sueh i subisidy ban,
As the discussions of the Committec on Trade in Agriculture have made clear, this issue is
i itself far fromsettled. Tiwo basic appoosches are senoushy considered: defining export sub-
sidies in-a comprehensive way, and trating agriceltural goods like nonprimary goods,

A comprehensive definttion of export subsidies would inelude all indrect subsidies as long
as thev operate to inerease agricultural exports: Ineluded insuciz a comprehensive prohibition
would be any forin of price and income support o farmers, making avsidance behavior of
governments difficultaf not impossible, at least inc theory, However, it is clear that it would
be difficult to drasw the line between subsidies that affect exports and those that do not, especially
because a nurber o, subsidies are well known to have a dist ety different effect in the long

W This is the essence of the well-known Ferner svnunetiy theorem. See Lerner 1936,
" Export subsidies increase domestic prices for exportables relative to importables. This is equivalent,
in principle, to a decrease in inport prices or a subsidy on importables.
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run as opposed to the short ran Subsidies for research and extension as well as infrastructure,
for example. are inthis category. Henee, it mall-encompassing defistion of prohibired subsidie:s
is applicd, 1t may be wise to add ancillastrative st of govermnent assistance measaros
are exempled Trom Bie subsidy bans Sucteahise could inetude support pavinents with only
ndivect finks to trade. sicly asdeficieney pavinents ondomestically consumcd production
or cash payments unrelated o production: A seneral prohibition of subsidics cold thus be
made more maageable, and the unvsanted clecs o preventing domestic agriiiunad poliey
reforims that are b the interest of worlid tade, such as o switeh o markao! ive support
o ipcome support, would be mimnimized &

A comprehiensive detinition of ilfegal export subsidies is less appealing because i wonthd
again give agricultt. o aspecial status, although with the poliov on snbsidics . ompletely reversed
from the Jax rales that obtain corrently. As the rules onsubsidies would be tione stringent
magriculture than incany othier sector or industiy, such o reform proposal seems unlikely
to have a realistic chance in the legisiatures of Sndustrialized countries Simplv extending the
prohibition of export subsidies on nonprimary goods coniained in Avticle NV 1o agriculture
scents to be the most appealing solution. CFhis would impiv that the Subsidies Cade e changed
accordingly) First, it would mark a move towand anore consistent GATT eaty, With agriculture
fosing its special status and trade reforms consequentv beme nesotated forall tade, pessibitities
of trie progress in international trade relations conld he opened up (sec the discussion of
political-cconomy considerations in Chapter -} Sceond, survetlance and enforeenent would
be made easier compared with the first option. For countres that have signed the Sebsidies
Code,its more detailed provisions would be binding, including the iliustrative list of peohibited
export subsidies (see Appendix 2). For all other simatories of the General Agrecment, Article
NV would be relevant, linking export subsidies to the cxistence of o positive price difference
between domestic price and export price. This Tatter defiition of export subisilies will form
the basis of the discassion i this aud the following <hapter,

The Trade Eftect of Discontimung Export Subsicdies To analvze the tade impact of o discon-
tinuation of export subsidics, it will be assuned that they serve to dispose of domestic surpluses
generated by a policy of import protection in combination with price guarantees to farmers,
As already mentioned, this is Hkelv o be the most important applicvation of export subsidies
magriculture. A typicab example is the Common Awicaltal Policy of the EC for wheat and
beef. Without a change in the sestenn of market prive stpport.adiscontinuation of export
subsidies would involve a policy choice beeyeen aceunralating ever-growing stocks, destroy-
ing excess supplics, or shipping the exeess overeas as tood aid, Al of these methods have
in fact been used for one product o anoilier by countries with surpluses, sometimes substituting
for and sometimes accompanving subsidized exports, [ s recoginized that none of these
methods offer viable fong-run solutions. the cise of the sarploses, that is. the method of market
price support. Posto be changed. Bt shouli come as no surprise that there s a multitude of
options available to countries to react te o general ban on export subsidies, with each alter-
native having a potenticily different ade cttect In tving o identify some likel reaction patterns,
itis helpful to “istinguish between behavioral adiustimenits working primarily on the demand
side and those affecting mainly the supplv side,

One solution o the excess supplies problenn atd one very mach in the spirit of i free market
approach would be to lower support prices and hontier harriers to i fevel where the domestic

AR nteresting scheme of decoupled incone pavinents was sayested i the Bosehwitz-Boren Bill, which
was considered for the 985 TS Farm Bill bt was ultitnately defeated 1t ealleg £ sradually declining
“transition payments” to farmers, based onpast acreage and vield, with ligh pavinents at the beginning
to offset losses during the adjustment 1oward market oriented tarmimng. See Paarlbere 1987, 118-120.
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price coincides with the price that just clesrs the domestic imarket. In contrast 1o a pure demand-
or supplyv-side policv. this approach would tave both o negative production and a positive
consumption effect reimforeing each other in curbing excess supplies. The trade effect of such
a clrwe in domestic poliev would operate ondy on the world export supply schedale—naot
o world import demand Subsidized exports wondd becliviinated, thereby shifting the world
export supplv enrve tocthe felt and causing. coters paribos aninerease inoworld price. As
the specitiod cotnty swoukd not turn o an inporter. worid onport demand would be
nnchanged Norsabsidizing exporters would benefit et frons better access to thie countiy hut
from the Lt that campetition from subsidized exports m third markets would cease,

To make a policy St fower protection fevels socially aceeptable, income transfers would be
called for 1o minmize unwanted production eltects. transfers would have to he personalized,
hunited to the current generation of famers, and not bound o specific production decisions
ol kirmers. Pavinents ander this scheme are simply intended o maintain incetne, leaving it
to farmers to adjust production fullv to market conditions. 1o take the stigma of welfare pavinents
out oi decoupling, payments could be Tinked o the iden of stioctoral adjustiment. Transter
pavinents could be made at cne thue or at a contimuedy decreastie: rae over time to make
up for the loss in land values asseciated with an eliniintion o market price suppart policies
or the need to move out of agriculture or bathy.

Decoupling is still likely to meet with resistancee o the v fobby becanse it has o be
funded out of general tax revenue. thereby maeking o poliey lnghlv visible and subject to
annual budgetary seruting. From a trade peispective. this s obvioushe exactiv what is intended,
because for nonsubsidizing countrivs it crids the tneerainty esoviated with open-coded support
programs by subsidizing exporters: I this context it mav adsa be noted that farmers are not
the only ones with a vested interest i the continration of present policies. The industries
apstream and downstream from agncultinad production and basically the whole rural econony
are to sonte extent benefinng frome corrent farm support policies (see Koester and Nuppeniau
I987). Henee compensating fanmers alone mav not be sufficient o get acsweeping trade reform
bill passed by the legistatire, As discussed v Chapter 40 strons support in favor of trade reform
may have to come from outside of agnenlture,

A pure demand-side policv would v 1o solve the problem of excess supplies by stimalating
domestic demand for the preduct i gquestion. This could mvolve any combination of a variety
of methods, such as selectively Jowering consimnption taxes on that good, its complements,
or the products it enters as inputs raising taxes cin substitutes. in raw or processed form;
subsidizing new demcnd niches: ™ and resticting inport demand for substitute products or
their complements, again in raw o1 processed forn,

For the preduct i Guestioin, each of Gese pure demanaside 5olioios eesalis mna shint to
e right ot the domestic demand cunve, Depending o the price elasticities of demand and
supply. the supported market price prior to the policy shitt could be maintained, making income
transfers or deficiency pavments unnecessany i contzast to a poliey response based on a reduc-
tion i protection leveds, the degtee of protection veed not change, The tade offect would
be the same i hoth cases, as fong e the view is restricied o the product in question. However,
the trade effect of the two policy responses may differ appreciably if the analysis is extended
to include the other products, complements, and substitutes that are influenced. In particular,

AD example would be o subsidize the conversion of “natural tesourees” such as cereals or sugar beets
into a fuel substitare, or of milk into butter or cheese. Such a subsidy would be equivalent to an input
subsidy on the end product, with the possible effect of increasing exports of the derivative, again at the
expense of nonsubsidizing exporters. Hence, the excess-supply problem would simply be shifted to a
different market.
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imports of the indirectly affected products would decline, either hecause of an increase in their
import protection or because of government-induced changes in their relative prices.

Whether the rest of the world would be better off with or without such a policy response
s unvlear a prionk. What is cortain, howaver, s that the overall trade offect would be worse
for pure demand-side policies than nnder a policy of reduced protection levels, It may also
be noted that demand ctimulabon alone wounld probabie not suffice to climinate snbstantial
exvess stipplies for caniple, those expenenced by the FC over the past decade inproduocts
such as beet aad sogar The reason s that donest OWI-pHice oF cross-price clasticties of
demana are generaily considered 1o be quite Tow for primary cgricultural prodoets,

Pare snpple-side poticies wonld atterapt 1o carh production to ciiminate excess supplies,
feavig the nonunal protecion fevel constant Input subsicdios conid bee reduced for that purpose,
tariffs could be ratsed oninported miptts or production could be taxed, Fither policy would
shift the domestic supply curve up to e Jeft iom' S 10 5 i Frome 30 assuming the implicit
tax ou producers equals distance ad A implicit ts of that sze wonld ensere that the domestic
e tade effects resemble

'
i

morket clears without a reduction i the noninal protection level
those gl a pure demand poliey: subsidized exports conse, while tports remain oo, This is
the partial equilibrivm result. However, as in the case of pure desandaside pohiaes, thers may
be unintended effects on related products. For exatiple, restiicting implicit taxation to produet
A nay induce farmers to shift resources to product Bobven though the need for expoit sub-
sidies is eliminated for product A, imports 1o product Bomay now be Jower than before, thereby
hurting the interests of countries exporting B Henee, an Unphat tax on isolated products may
only shift, tot eliminate, the problems caused In hish domestic support prices and frontier
barriers.

For domestic fermers, a pure supply-side policy besed on implicit taxation is decidediv inferior
to-a pure demand-side policy. Their producer surplus, that is, the area betv een price line P,

Figure 3—Pure supply-side policy

Price

Co Q, Quantity
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and the supply curve U dinmishes ander unplicit tasation, whereas it remains constant under
A demand-side poheve Henee, closimg the wag between supply and demand at support price
', throush o poliey of nuphicit tacatein appears polineally difficnlt. Probabiyv the only way to
achieve it by coanpensating taneess for ther losss faeneh cash paviments aid, At the same
tmes buildesrape crons saped S T e i nlterad policy outside of agriculture, As
discussed  Chapter b oreatin et sappen regnes amotgt other tings, smbedding
agtricnlturad polics reforns awithom e context of comndtibateral ade asmeement that chieoim-
prasses all trade v s Balionced oross sectone

Acreage teduction soan abteriative o enphot poedocion tixes b export sabsidies are
prohibited but <upport poces et beoredaced tor polineal reasons Acreage reduction
prograts are ettty frnored by tniners Such provrams have a loog tadition o the Urited
States: but thev also appear to bie camin pooularty s e BC Tctact, e agnealtural policy
1 the EC seems o be dnfting i this dinection even withont a ban ons sabemidies hecanse acreage
reduction or set-aside s seenas fowian o reduce the budgenny costs of farm suppert ¥ Set-
aside programes van operate g number of wavss A diect meentive swsteny as practiced in
te United States from FI56 10 1958 under e name of Acrcace Resenve Proctans, or one similar
o the diversion progran i effect sinee the T0R0s involves povew Samess wospecitied premium
per acre taken out of production {The set-aside proerany presented by the EC Commssion
inearly 1988 also falls mto this categoryy The predominant acreasie reduction scheme in the
Ponted States since the 1960s works istead v nidiect iecntives Rather than pavings farmers
for cach acre take nout of producte o, the sovernnent soibsades e rennining acteage used
for contiined production with deticieney poy ients The deficrenoy savstennwd] be aadressed
Liter For the moment. the discussion will e restroted o the divect imcentive svstem

Fratire 3 helps o explain the basic wdea belid the direct ieentive fornn of set-aside pro-
gratins A premiun equal to (P8 per production it s pand to Lamers i order 1o reduocee
demestic production toan O 1o 0 and hence elimate the necd 1or subsidized exports,
Cotmpated with the case of export subsidies s the amount o elod, prodoucers gain from the
acreage reducton scheme: Thev are better oft by namgde abe The costs to the Ceasuny are
fower by rectimgle ofbias There are sane practeal problems. iowever Tnorealit, the premiam
is paid not for production units forgone. as assemed sbove: but per Land ot trken out of
production. Reducing acreage, ot does o ecessale imphy that producoon dinimishes
By the intended amotnt (0003 A feast ths Tes Beens the expenence i the Unted States
with acreage reduction programs. The simple reason o tarmers imtensify production efforts
onthe remainimg land - What happens to the Tand tabesont o production also plavs an imipor-
tant roles it can be used to produce ather agrn nie st oo hites, screage reduction for
i another product. For all

one prodact may siphy fead toomore exports or lower o
commodities taken together: then thers my b dittfe st cgaarters of nonsubsidizing
counties.

What remains to be discussed o poloov respotises that cotnbinie clemments ol o supplveside
policy with chanues i the nonunal protection fevel Oie such poitey tesponse wonld consist
of substantially reducing or even ehimmmating nnport protection and af thie same e st
it or praduction sebsiches safticremty Fasnre Piltustrates sucha case: The Tevel of protec-
ton s Jowered so that the domestic price diops from Poto PO AS partial compensation for
fmers, a anit production subsidy of size ab s potan place, thereby shifting the domestic

S s elevane defere e st e s licl faxes are Hmposed

VSee Agra Errope, Jannary 2201985 P P30 The EC Commission seems to endorse this shift, For
example. it has drawn up an elaborate acreage reduction plan for cereals, See Agra Europe, January
151988 PY1 for a sumimary of the plan's provisions
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Figure 4—Partiai replacement of import protection witih domestic subsidies

Price

Py - -

[

i
o

Ie)
=

1, Quantity

supply curve “y the right. Domestic production declines from (o O and cansimption rises

from C to (),

Thetrade eifect of sucha polioy paratlels tha resulting from a pare demand or supply policy:
tuports would rentam at zero, and exports would dechime 1o zeno, The switel from a trade

regime characterzed by fueh protection d export subsidies b one of Low protection and
production subsidies attects the rest of e workd only vin o change o world export supply.,
Lesswiil beexpaorted s sabeadized tates but no more will bee tiported Whether such a policy
vesporse is found Leceptabio by tamers dopends on the size of the subsidy relative to the
reduction mnominal protecion and e relevant demand angg supply paranacters. For example,
aosabeady ol Size ab s ciesriv Lsuftienenn o compensate farmers fullv for the redanction in
Market price support o Ponn P (AS S s Hiear, area i cgunls area bdf, so farmers lose
area D et e o i poiey ciage ) Consiniens « lenly beneiit becanse they face lower
prices Government expenditares are now e the form of production sabsidies rather than expuort
stubsichies Whether expenditires e or Wl s ot clear o pion.

[stead of substitating donestie subsidies b esport subisidics, &two-price system could be
introduced The essenic s ofa taoprce svstens van be explained by reference to Figure 5. Before
the climin san of export sutaidies, cxports vl quantity (Q - C ) at domestic support price
ProThe domestie proce o mamitanned el throngh sutficientiy stingent import rostric-
ons (0 the cosedepacted this could bea 2o mpon quota o poolubitive tarifh), The export
subsiay amonnts to ared shod Swatching o g two-price svstem has somewhat different
vaphcations depeadnes on e wan it s adninstered . Governments have two basic choices,
Under the st option the oovernnient restiets dommestic ~ades to O o keep the domestic
price from fabling Delow P The size of the Pt deficieney paviment o farmers (P -P,)
is then determinea bedomesie supphv conditions, U nder the second option. the governnmen
fixes instead the perat dencienoy pavinent (1 - POy and firmiers respond by setting the
Huantity produecd (0
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Figure 5—Two-price system
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Some commetts are in order on the first option. To restrict demestic sales to ¢, the govern-
ment can intervene in a nunber of wavs, One of the more efficient ways would be to distribute
marketing certificates o tarmers hased on their production levels in some base period. Mak-
g these certificates freely tradable and teing theh ownership to the deficiency pavments would
avoid production distrtions dharacterisie of such schiemes as equald percentage production
cuthacks for a frsers o the U S0 version of deficiencs paviments (see Hathawav 1987). in
particuiar, to be cligible for deficieney pavinents, inefficient farmers would not be required
Cocontinue producing, and efficient temers would not bave to idle productive fand. Under
e sehenie, fomers wonld e frec to produce as muen o export as they want. The point
is. thowdy, that tey face the world ket price for any preduction bevond C L For all units
up to O farmers recenve as deficteney pavineni the difference betwcen the market-clearing
prive Pl some et poee P Price Bhas 1o be soffrcienthy above PPoto compensate
farmiers for the loss e producer surplos identified by aren acd, Per-unit deficieney payments
would have to be i least equat o distance 2= P Productivity increases i combination with
siow detiand wowtewendd enlaree area acd e Figure 5, thereby raising the price Poneed-
ed to cotpensate Larmers Compared with the systein based on export subsidies that this ver-
ston of a wo-price systean replaccs, tovernment expendituies diminish because the deficien-
evonaviienis covering the doss i producer surplus (deP PO are lower than the former export
refunds Gabedy, The Tunas the government saves are equal to some share of the resource cost
of the former tevel of production. (The switeh to o two-price svstem is saving the government
revenne equai 1o area abe me Figure 50 Consuniers are anaffected by the switeh inosu, ot
policies. Thev continue to pay price P and thus continue to bear nuch of the cost of farm
suppoit,
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Under the second option for deficiency payments, it is assumed that all frontier barriers
to trade are dismantled. Hence consumers face the world price P and consume quantity C,.
In contrast to the first case, they do not share in the costs of farm support. The burden is
fully shifted 1o taxpavers: As aresalt, govermment expenditures exceed those realized under
the first eption discussed above by the anphicit tax pad by consumers under that scheme
fadl ). Another cruaial difference is that deficieney pavments are not limited to o particular
quantity as they are under the fisst option. Rather they are paid on all production units, regardless
of whether part of that production 1s exported or not.

The trade implications of the two tvpes of deficieney pavment schemes are different. Under
the fiust opticn. inports reniaim below thei free trade leveHor countnes that would be importers
under free tiade Ciiataral unportes <3 For example,in Figure 5 which depiets the case of
a nattral inporter. free trade smpotts equal distanee af Dinder the tao-price system no imports
occur Hence for imports, there s no change compared with the situation that obtinned unaer
asvatemn of prce sup port e export subsidies, ncthe case depieted i Figure 5 there would
also be norexportouoder e deficicney pavment seheme [ wonld simply not pav for farmiers
fo produce ay excess o O Becatise then production cests are i exeess of the prevailing world
price tor sty bevorel O This resiit s mdependent of the size of the deficiency pavinent
pet nnt s bong as deticreney pavinents are pard oniy oncthe domestically consumed quantity,
Henee  for exports, the tast option of the deficiency pavinent scheme appears to compare
favorablvowath the e suppon cion export subsidy regime foo whneh exports were of size
QU However dhere o cavest Thers eould be cases tor which exponts would not cease

under this option. Such s case s depictesd 1 Fgure 6

Figure 6—Two-price system with implicit export subsidization
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* Exports are lowered to their free-trade level for “natural” exporters, that is, countries that would export
under free trade.
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At price P consumption equals C, in Figure 6, In analogy to Figure 5, C, is the quantity
supported by deficiencey paviments. (The deficiency payments for the case depicted 1 Figure
6 would amomnt to area abed.) In contrast o Figure 5, though, total production (QQ,) will now
exceed the quantity that receives deficiency pavinents (C). The difference (), - C ) can be
produced profitably at world price P, and exported without the help of explicit export sub-
sidies ™ Although exports are lower than under the price support cum export subsidy regime,
thereby providing third-country exporters with somewhat hetter trading oppottunities, there
s still the pecaliar siteation thita natiral importer is exporting, and this without anv apparent
explicit export subsidies. Expos ore possible, however, only: because the governient is
committed to deficieney pasments that ae related 1o a very high level of protection relative
to the particular shapes of the domestic demand and supply curves. Deficieney payinents serve
the function ot an indivect export subsidy in this case. The indirect subsidization ol exports
would not oceur i the sovernment were committed to deficiency paviments only relative to
alower tevel of protechon than indicated by P particular, exports would cease for a
protection level cottesponding to price 1L or below and matching deficiencey pay ments equal
torareac bl ai dess T st up. the fiest optioi of niplementing a deficiency pavment scheme
dues not prevent conntries diat are natiral wiporters from continuing to export the protected
cotnmodiny i possebie coses Tudireety subsidized exports can he prevented onlv i import
protection b redueed al the same e that deficieney pavinen's are limited o domestic
cotsttption. The dotter action alone is not sufficient to preveni indirect export subsidies.

Under the second option for dehiciency pavinents, mport protection is eliminated. Henee
the tvpe of indineet cxport subsidization described above canmnot oceur. However, the:e s still
the possibiliy of mdivect exoort subsidies. Fhev can oceur because tie deficiency pavinents
are nat nited o domestic consmption hut apply o all preduction: As per-unit deficiency
pavinesdts (8 1y e smanted or quaittities bevond C - domostie producers face an effective
price of Potor gy quantity they choose 1o produce tFignre 507 Aecordingly, they extend
production to O s domestie consumnplion i considerablv fower, at € the difference, that
s distance 0 - O wil e exported. Over e, as productivity increases and the supply curve
shitts to the nehit st g more sapad rate than the demand curve, exports will even expand. |n
short.even o the sosence of Inport protection. deficieney poviments can have a trade effect
that is very star ta the one that oblains 1 svsteny based on horder protection and export
subsidies: This can ocon when tanly hish deficieney pavients are provided for all units of
produaction. regardless of whethier thev e exported or not. This is basically what characterizes
the DS deficieney pavinent system for grain, althongh it details are somewhat more complex.
Formstanve, VS farmers teceive deficieney pavinents anky it they agree to restrict their acreage.
This means that total prodiction woull be at o level below 0, i Figure 5. Also, total
deficieney pavients per fmi are genorally restricted. Finally, for imost grains, Figure 5 would
have 1o be chunged somewhat to provide o more sealistic deseription of the domestic U.S,
market L paticular, the world price (0 would have 1o be set equal to the price level
naarked as P oinsorder 1o depict the case of a natural or efficient exporter.

o sumup,acban on export subsidieos conld be expected to have the following benefits. (The
main objections to a ban o export sabsidies were discussed ander “Some Theoretical
Prelininaries™ earlier i this chiapter ) Efficient exporters, that is, countries that would be net

Y Clearly, farmers will export only if the governiment can prevent them from selling Q, - €, in the
domestic matket, in which case the donvestic narket price would drop 1o I"’,A Government enforcement
15 likely 1o be possible if the comimodin: has to ga through a particular processing or marketing channel.
Fhis is the case, for example, with sugar

“ Distance (I’; 1) equals distanee (1 - ")
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exporters under a free trade regime, would face less competition in their export markets from
directly subsidized exports. Henee they would not have to support agriculture as much anymore
to counteract foreign subsidies, thereby freeing resources for other purposes For a given world
demand curve, the world supply curve would move tothe lelt, thereby raising world price.
Efficient exporters woad henefit trom the resulting increase in both world price and export
quantity, although not to the extent thst would be expected under o free trade regime.

Avoidance beliavior, however s is sull possible i cxport sabsidies are prohibited. If pure
demand-side or supply-aide policies are substituted for export subsidies, without any reduc-
tHon i market support prices, nonsttbsidizing exporters may experience worse market conditions
for products connected by cither demand o suppls cross-effects to those formerly subject 1o
export subsidies. Exports ot those products may drop and their world price may fall because
countries that formeriy imported these products onaclarde seale now tiport less or even export.
Unboand tint levels may have sone aps o voluntany export testralnts mav have been
introduced i addition

Uowvanited trade effects e also resultin the case where o deticiencey pavinent svstem is
substituted for export subsidies I the dofivienes paviments per uiat are relatively high and
are provided for ali produciion antts, ey miav end up subsidizing exporis indirectly even
i there e o bmport restiictions inoelieel B there are importrestiictions, deficieney pavinents
may subsidize exports e an indeect way cven i thes are imited to the part of produaction
that oeonsuined domestioally dnthe case of o natural importer, tese indirect export subsidies
are casily cheched AdPthat necds to hemonitered s the dade s alance of the product inques
tot Bvidence obany apprecisbie exports would signal it the ban an export subsidies, that
s indirect export subsidies had beon violate L For aceompetitive exporter that maintams no
port esticiions it s il more dificnlt to prove the existence of ndirect expont subisidies,
eapreciathe i e exporter s a donnmant milueiee onworld poce (tis s typical of the United
States mcerealso A pragnatie wan o oibninize these difticadtios s to establish (for example,
i the Stbsidies Codey that deficienes pavinems snatl aider o cirenmstance be allowed on
producton not consumed domesticadly

Polioy vesporses along the Bises of bao price svstens are favored by many ccononnists (see,
for exanples Pavrlbens and Shinples 10 Hathaway 1987 Rut as these svstems generally
tvobve the establishment of prodicction quotas tor farmers, some cconomiste doubt their
tsefulness tor cotmtries other than e ited States thatdo not have a radition of such quotas
tHetze Toso Bersmann TORG) A svstenn of production quotas makes considerable demands
ot e avalabilite of seatetical datacat the farm fevet, and the more small-scale farming dominates
agricuitural production, the targer are adiministrative costs. These two points seem (o be ol
stine iportaiee tap tne UG8 discussion of the problems of applying acreage reduction
schemes to buropeat agriicublure is given in Hengze 1985, 322-333.) However, their importance
should not be averstated: it there were indeed insuperable adiministrative difficudtios, it is unlikely
that the EC Commission wonld have come out with a detailed plan on acreege reduction.

Finatis. some connents are revuired on the political-economy problems of o reform proposal

that prodibits export sebsidies: ncall likelihood it would meet with some resistance, in particular
from the EC which is by far the main user of export subsidies. ™ After all, export subsidies
are g central part of the ECs Common Agricultural Policv as it has evolved. But although their
removal would sequire the restrieturing of o numier of commodity support pregrams, ihere
may be some hope that the EC eonld agree to thils, assuming it would get something in return,
either side or ouside of agriculivire, (The issue of compensation is discussed in Chapler 6.)

" Adinstinents woul:balso e required by sotme Nordie contries, Austria, and Japan. Details on protec-
tion methods by commodity are supplicd m Orgagisation for Economic Co-operation and Development
1987,
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This guarded optimism stems from the EC's apparent leaning toward a system of acreage
control. As shown in some detail above, however, acreage reduction can serve, in principle,
as a substitute for export subsidies

There issomewhat fess need for the Gnited States 1o adjust in the event of an export subsidy
ban because export subsidies, althougl used more frequently since the 1985 Farm Act, are
noteentral to most USagricultural support programs. However, the ULS, svstem of deficiency
pavments for grains, for example, wherehy pavinents extend to all production, would be in
need ot thorough reworking. Countries such as Japan or the Nordic countries, which operate
aighly restrictive port svstems for mush of agricalture but are not exporting, would of course
not be required to adjust their farm support programs if export subsidies were prohibited for
agricultural produets That s obvioushe win they have expressed essentially no objections (o
an-export subsidy ban (See the discussion i Chapter 3 of the reform proposals tabled by
Japan and the Nordic conntries ot the Geneva talks i 1987 Yel if the current disarray in
agricultural trade is viewed as aoresalt of import protection as much as of export subsidies,
then o corpreliensive reterm poposal wonld have to encompass more than just @ ban on
export subsidies

Allowing Ouly Producer-Financed Export Subsidies

nits deliberatons the Conuittee on Tiade i Agriculture has apparently come to the con-
clusion that export subsidies could be permitted in the GATT systemas long as they are financed
by producers themselves vather San being pad for by the taxpayer The idea behind these
Producer-Financed Export Subsidies (/FESY can be andersteod best by referring to Figure 7.
As depicted the PEES scheme applies to coantries that, although they are natural importers,
are currentlv exporiing the commaodity in question. As the domestic market price (P) s sup-
ported st feved far o excess of the world price (). these exports () - C,) require export

Figure 7—Producer-financed export subsidies

Price

Co Q, Q, Quantity
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subsidies equal o rectangle abed in value terms. To make producers pay for the export subsidy,
an ad valoreny tax o (P /P ) - Tis levied on them. As the tax reduces the net price received
by producers from P to P they will cat production from (), 10 Q,. Consumers continue to
pay price P, the official support price. (Note that PFES is at its heart also a two-price system,
with a high price paid by consumers and a fower price received by farmers.) As a consequence
of introducing PFES, the domestic surplus and, consequently, exports drop from (- C)) to
(g, - O The amoun? of the required export subsidy falls from abed to achd. The tax revenue
collected from producers amounts to rectangle P fhP T equilibrivm, it just suffices to cover
export subsidies.

Compared with a ban on export subsidies, PFES results incacvather smalt trade eftect. Exports
diminish only marginally with PFES, whereas thev would completely cease for a natural importer
if export subsidies were banned, Consequently, any effect on waorld export supply and world
price 1s going to be small. (See Valdés and Zietz 1987 5o some nmmesieal calewlations of the
effect of PFES for the case of sugary For agiven supply curve, the Targer the price clasticity
of domestic demand. the more favorable the trade effect of PFES PFES T ansolutely no
trade effecetif domestic production is unresponsive to price canges, that is, when supply curve
S Figure 7 ds vertical, Do this case, PFES is spnpiy borne by Tanmers without inducing a
change i behavior, Disrevarding this special case, the main advantage of PFES lies in the
Inkat estabhishes between fhuctuations inoworld taarket price and domest production decisions,
even b a svstem ob variable fevies is used to supoort the domestic ket price at level v,
in Figure 7O This link has two posite e rade effects First it moederates he effect on the volume
of subsidized exports of both an increase inthie domestic support price relative to the world
price and an inerease e productiving Therebn i retioves some of e woeertainty for nonsub-
sidizing exporters that s assoctated with governent-hnanced, open-ended export subsidies.
Second, PFES swould dinnish the adverse effect of aovariable-iovy svstem on world market
mstabibing

The disadvantages of PEES concbe stinimarzed as inlows [himpletente daione, PFES could
aever fullv eliminate, ool moderate, the possibility of subsidizing coantries raisizg their export
volume, The FCs expenence with o related svsteis of prodicer fevies demonstrates that
subsidized exporis could very well Tncrease. (See Hubbard 1986 for o discussion of the
coresponsibiliny ievy as implemented i the EC) s important to point oul i this context,
however, that the ECs coresponsibility fevies are not fully equivalent to PFES as iltustrated
f Figure 7oNotonlv are the devies not Large enough to fina ee alt export subsidies, but they
are also established along with the domestic support price. Both differences operate (o remove
sote vital funcions of the PEES as intended, for example, by the Committer on Trade in
Agricultire. Nevertheless, the FCs experience has shown that the introduction of the corespon-
sibility levies aused the farm lobby o exert great pressure on policymakers to also raise the
domestic support price. This effectively kept the net price received by producers constant at
its pretax level, thereby shifting the tax to consumers. (See Tangertann 1986 for a more detailed
discussion ana Tangermann 1984, 159-168.) Not surprisingly, constnnprion contracted further
and the pressure to export inereased rather thap diminished.

PFES mav also be objected to because it favors farmers of countries with a renatively small
export share, for example, the EC as compared with Australasia. Having a small export share
means that the tax per unit of production conld be rather small, thereby causing little income
loss to farmers and weakening the link between world market and domestic production

“n general, the farger the trade effect, the larger is the weighted sum of the elasticities of demand and
supply.
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decisions. A tax of negligible size also rosults ina small redvction in subsidized exports, Henee
the trade effect of PFES would be siall in countries with a large domestic consumption base
and viee versa gsee Hataway 1987), For this reason. PFES mav not be acceptable to nonsib-
sidizing exporters on equity ounds. However, the same weasoning, trat is, the prospect of
no fundamental change in node dows siconaly tavors PEES interms of its political aceep-
tability: by the farm fobbies of popalous conntries sach as the F

Thereas also aquestion of the extent o which PFES fits mto the lesal framework of the
General Adrectient After s PFES miplies that the export paice is below the price paid by
domestic consimers Acending to Artiele YEL of the General Aareement, this constitutes a
case ob dinnipuag e exports cause or threaten material inuny o another country's producers.,
Hence done attachies some valine to the Tegal consistenes of the General Agreement, PFES
does not appear worth further consideration. Rather than elinainatiee the special treatment
obagnicuttural exporc subsidies, PFES would simplhy replace one special exeeption with another,
although with one that 15 somewhat less objectionable frorm an coonenie standpoint.

I prnctpdes PRES o moderae the nesanve tade efieos onnonsabsidizing exporters of
export subsidies by el importess T contrasi to stinght export subaddios, PF5S s broadly
consstent il the GATES i prineples as discussed i Chapter 201 does ot mtroduee
disenmnination vnenst ading partuers and, perhiaps tost e rbant, i reetivates the price
mechianisi for protecting contries by forcis e at east i Gre e te vary the producer
price an tandenwath the world price: PEES Boveever will net elininate export compelition
from natural nporterss nor wib it thent mte sctad saparters L other words, PEFES in
sell will not solve the probbem ol export snbsudios Ha reversal of trade lows is aesired,
sometinn? s o be done o dower the fever of domestie maket price support from the

profibitive devel that soar the oo of export -absidies,

Containing Juanddiaiive import Restrictions

Minimum-Access Guarantees

Asaconmplenent to putting nere disciphines cnthe behavior o) agneultural exporters, either
i the forre of o b on sehsidizes exports or by limiting them to PFES, import-protecting
contries could abso Be pade subpect o fomer disciplines, Article VE2(e) of the Goneral Agree-
mentcurrently diwves sonatnes the option Lo impose quotas on the importation of agriculiural
products o putsee certans doimestic policy objectives (see Chapter 3 for more details) Import
quotas are supposed to beaccorpanied by codivaient restraints on domestic production so
that thevowill not resnlt i a maiket share for imports that is lower than the one that could
have bee cgpecied i the absence of inport quotas: The ides of this provision is to safequard
traditionad taport <hares and thereby ensure continued ket access for exporters,”

Fhee Connmitice on ade i Agriculture has spegt conseteable time discussing ways o
broaden this niacket-weess provision of Article NXEBao deas for an execnsion seeni to have
vecenved the mostsapport The fist would iaphy that the ininumeaccess rule of Artieye XI
applies notonly whern e counny imposes q quota but also when imports are restricted in any
forneother than throngr: the bonnd tniffs wiitten into a country's tade coneessions. This would
include, among other things, restrictions sueh as voluntary export restiaints or a rise in the
domestic support price. (Note that the minnnuni-access tequirement would apply equally to

MINote that Article ST2(e) does ot goarantec the arket shaie of o patticular exporter—only that of
all exporters: The provisions of Anticle XHE2-Eon the aondisenminatory adiministration of Juantitative
restriictions applvoin this coase,
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all import-protecting countries regardless of whether they are carrently immporters or subsidizing
exporters.) The second amendment of Article XIwould require countries maintaining impert
restrictions other than bouned tariffs to allow mports tooreach oo market share of at least X
percent. regardliess of the naket shore of tnports o the recent past. This provision would
add o new dimension fo the indoinmraccess wles

The mimimumeaovoss cltae i i i st T oniy safediacds d historical market share
agatnst rising levels of rnport protection o productivite changes over time, as discussed in
Chapter b I the marhet share of ponts happens 1o be close 1o or equal to zero because
ol tustoneally very nght impert restoctions = the minbmom-access vuaaitee has 1o cconomic
corsequences It canmot induce i chanee inpoley Adding an N pereent provision to the current
minimun-access ke woublds by contast reguire aopolicy response by eavilve protecting
countries, It would torce them to open G their protected nrakets at Jeast to the extent that
imports reach N pereent

The N percent rule conld be fmplemented by detinng minimny access cither as o percen-
tage of domestic consumption or as a percentage of domestic production. The former will have
agreater trade effect, that is,will shift the world demand corve turther to e nehe 1 import-
protecting countries are supporting thet market price at below the seltsuffieiency tevel and
mports have not entirely ceased. " For conntries that support the nrarket price above this level
and henee probably nse export subsidies to dispose of theih domestic surplus. ™ the trade offect
will clearly be Targer if mininmum aceess is defined Gy tenns of doniestic production. It tollows
that, under the latter definition, the trade offect of the X percent rale inereases whenever the
stipport price is ratsed. whereas it would decoease i minimoni-aceess requirements were
expressed mterms of domestic consumption. Therc e, expressing the X percent rule in terms
of domestic production is likely to provide a better disineentive to raising domestic support
prices and hence protection. This defiaition will be assumed for the remainder of this section.

Four cases are analyzed to illustrate, ina comparative static fraimework, the trade effect of
adding ane X percent provision to the minnnum-secess rele currentiv o torce, The four cases
cortespund to parts (a) to (d) of Figure 8. Figure S(a) pictures domestic demnand and supply
curves for a commodity subject to arelatively low fevel of protection, as indicated by the percen-
tage difference between domestic price Poand world price P Pror to minimuom aceess,
mmports equal Co- Q0 An X percent minimum-aceess requuement shifts the gross supply
carve that s, the horizontal sum of domestic production and minime-aceoss nmports, from
S o S0 AU price PLmimnnm-aceess imports equal distance ab, less than actnal imports
Henee for case (a) the N percent provision has no trade efiect. The world prive remains
tnchanged.

Figure &(b) depicts o case where minimune-aceess mports at support price P distance ab,
exceed actual imports at that price. © - Without i change i the support price, imininnime-
access bmports turn the market from one characterized by excess demand into one characterized
by excess supply. In order to identify the trade cffects of an X percent provision in thl, case,
some assumptions are required oncthe setof policies that would be allowed ande s areformed
GATT treaty and that are consistent with the connn™s domestic policy objectis Regarding
the latter, it will be assumed that continuous stock accunlation is out of the question, as
is the destruction of excess supplies: Under these assumptions, the discussion of export sub-
sidies in the previous sections applies in full 1 export subsidies are not banned, domestic surplus

" Examples are the hightv restrictive state tading practices Jopaas maintiins for grains and the EC system
of variable levies combined with export subsidies for wheat, beef, sugas and other commodities,
“This deseription fits Japan for most agricultural products,

“The EC fits this description for a number of agricuttural products, for example, beef,
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Figure 8—Minimum-access guarantees under alternative economic conditions
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be could be exported, thereby avoiding anv domestie adjustment and undoing any trade effect
of the minimum-aceess imports. If protection is by tariffs or variable levies and minimums
aceess imports are not exempt, export subsidices conld be fully financed out of tariff revenue.
I inport quotas or voluntary export restraints are used to raise the domestc price to 17, the
reexport would yequire governnent funds equal to rectangle bede,

Ifitis assumed that export subsidies are prohibited, expansionary demand or contractionary
suppiv policies could be adopted o clear the market price PUothat is, without a Ghange
i the fevel of protection, Either poliev would cause minimum-aceess imports to have a positive
clfecton world demand, Teading tooan increase inoworld price. (hn order to simplify the diagram,
world price chianges are not identified in Figure 8) However, this applies only to the good
i question. As explamed in the section on export subsidies, it may well be that certain demand
or supply policies liawve a negative trade impact on other soods, thereby partially canceling
out the positive trade effect for the good examined. As an alternative to demand- or supply-

56



side policies, the level of protection could be reduced sufficiently to clear the market. Minimumn-
access imports would be Jower as i result because of reduced domestic production, causing
asomewhat lower trade effect compared with policies that act on domestic demand or supply.
From i general equiiibinn perspective, llowever, such o policy response would have the
advantage of redncti negalive trade repercussions on other goods,

Frevre Stey demonstrates the nade edects that resnt whens indninmin-access import
requirements of sopecent e combined with o two-price systenn The S cinve sdentifying
aross supplyv the s of donestie production and minenum imports, takes o a somewhal
different shape i s coees For protechion feveds corresponding o prices below 12 S8
identical to the curves stown e the other parts of Fioure 80 Deficieney payviments are based
on the comestic production fortheanng ot those prices Minimmn-necess inports are less than
ot equa te the dificrence between domestic demand and production. The situation resembles
that depoeted o Frgnre St For lisher Tevels of protections for which the sun of domestic
production and minmmume-secess imports exceeds dotnestic consunption. i iwo-price syetem
would Hmit deficienes payviments to a quantity eqii o domestic consimption mins minimuin
inports. The quantity receiving deficieney pavinents diminishes with vising protection levels,
n the case depicted in Figure 8(c), production reaches a maxinum at domestic support price
PO fadls for higher levels of the support price co o reackos aomininin at price P This
mmplies that minimum imports will never be smallce s indicated e distance ab. For domestic
suppart prices between Poand PLominimum-access imports will be Liver than ab, and for
support prices above PLominimum imports will be exaethy cqual o distance ab = ed),

1o analvze the trade etfects of superimposing an X percent provision on g two-price system,
Itis convenient to start with i protection level corresponding o price 1 1 twosprice systen
is ineffect, the domestic market just clears at that price. Bathe proluetion and consumption
areat devel U and deficiency payments amount to areas acd Mimbnim-aceess import
requiretnents of size ab (=cd) have a different trade effect depending on how the government
reacts, Let us assume that pure deraand- or supplv-side policies as discussed e section
on export subsidies, are considered infeasible. (It they are feasible, there 1s no reason o infroduce
a lwo-price system in the first place.) Tn this case, the government s (o reduee the subsi-
dized quota assigned to domestic farmers frony C o O it the domestic support price is kept
constant. If deficiency payments are raised sufficienty. that is. by amount fade, farmers will
be as well off as before minimumi-aceess imports it thev export quantity ¢ - ), As exports
happen to be exactly equal to mininuun ipports, worka - rice wall nol change as a resolt of
IMINIMUNL access.

There is no positive trade effect of minmmn access: all it does is raise the domestic tax
burden. Farmers will be better off, however if thev can sell quantity € - € in the domestic
market rather than in the world market. (The government mav oot be able to prevent this
from happening because the commuodity does pot pass through ai easily controllable process-
ing or marketing channel) In this case the domestic pnee will drop to P aad minimum-
aceess imports will have a positive trade offect Tnshort soperimposing minimum aceess on
a two-price system can guarantee o posiitve trade effect onlv if there is o rule that prohibits
importing countries from reexporting minimariaccess imports or exporting an equivalent
amount of domestic production. Without such a rule, nunimum access may have a positive
trade effect but it is not certain,

“ For a production quota below C,, which corresponds to a support price above Pl farmers could cons
ete inthe world markets. Hence they have a strong incentive te produce at teast C - that is, i exeoss
of their production quota. As itis more profitable for them to sell in the domestic market than to export,
the damestic price will fall to 1y See the discussion of deficiency pavments eartier in this chapter,

57


http:issign.cd
http:cccrrsessi.im

Finally, Figure 8(d) illustrates the trade effects if an X percent minimuim-access provision
is combined with PEFES. At price ') and prior to PFES and minimum imports, subsidized ex-
ports equal distance Q- C - Without a change in support price, minimum-access ports of
size ab would add to the existing smplus (ca). Introducing PFES would imply a levy on domestic
production of size (1" - 1)), so that revenue from this levy, rectangle P fafjust equals export
restitutions, areq jede. At the production level corresponding to the net price received by farmers
(), minimuni-aceess imports are equal to distaee th, whereas total subsidized exports cor-
respond to de ¢ cj) mplving that all required imports are reexported. Distance cg represents
the part of subsidized exports that is not due to minimum-aceess imports,

Although nupnmume-aceess imports are reexported in full, they do have a positive trade effect
when combined with PFES This results from both the shift to the right of world import demand
due to nunmmun-aceess imports and the shift to the left of world export supply. Note in this
connection that subsicdhzed exports are not simply rising by the amount of minmum-access
inports. thereby canceling oty effect of minimui inports on world price. On the contrary,
exports e falling, Trom ac o jes This is due to asizable decline in domestie production (ag)
compared with the situation prior to PEES and minimuim aceess, As a result of the production
dedline the “homerniade” surplus has shirank o cg. I PFES were implemented alone, without
being combined with minimuam access, this homemade surplus would elearly be larger than
g beeause the revenne of the producer tax depicted in Figure 8(d), area I fgl*, would greatly
exceed export subnidy requirements in the absence of minimum access. area iged. A larger
hememade surplus, however would tinply, ceteris paribus, a smaller shift to the left of the
world cxpott supply curve and henee less of a positive trade offect Find Hy, it should be noted
that addimg minimuan aceess to PFES will have an increasingly smaller effect on world price
the ess elustio domestic production reacts to price. In the section on PFES it was noted that
acompleten melastie doniestic supply schedule deprives PEES of any trade effect. Adding
mintinam access o PEES wili not change this result,

Ho stmoupoifan N percent minimuneaceess provision were introduced without combining
Howith restramt onexpoit substdies, either in the form of a complete ban or limiting them
to PEES it would be nnlikely to have any appreaiable positive trade effect. The introduction
of or ancinerease i subsidized eaports, either i explicit or naplicit form, would be a natural
avoidance strategy for inmortprotecting countries, Whether this is also affordable for a country
depends Lirgely on budgetay considerations. For courtries with sufficiont budgetary resources,
no adjustinent can be expected. For others, some reduction in the protection level and hence
senie posinve trade effect conld come forth, Basically, the choice for countries would be
qualitatively the same as the one faced by any import-protecting country without minimum-
aceess import oblivations. Minimun-aceess imports just make the budgetary pressure more
pronounced But, cleary, they do not foree upon a protecting country a particular internal
respense patteri. Inpacticular, minimume-access imports do not manage by themselves to
establish a link between domestic price and world price.

Without 5 ban on export subsidies, an X percent minimum-aceess provision can at most
guorantee a quoticrent for the exporter to the protected market. For the case depicted in Figure
Sib) the rent wonld amount to rectangle bede, and for the case of Figure #(d), to area ejgi.
These rents, however, materialize in full only if quota imports are tarift-free. (Should traders
i the inporting country receive leenses for the amount of the grota imports, possibly as
aresult of & compentive bislding process, the quota rent, atter subtraction of anv tariff, would
be reaped by importeds rather than by exporting countiics ) Should imports be subject to tariffs,
then the quota rent is reduced accordingly by the tarff. Minimum-access rights would not
give those countries that happen to fill the minimum import quota an increase in overall export
quantity. Rather. then exports to the minimun-access countries would be just matched by
an export decime in third-country markets that are not subpect to minimum access. This oc-
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curs hecause the countries subject to mininum-aceess imports are likely to increase subsidized
exports to these sante third-country markets,

if export subsidies are profiibited, an N percent nunimuni-aceess provision can be expected
to generate doone-tune positive tade effect, as import-protecting countries that are self-sufficient
or close to it are forced fo import mintiun-aceess quantitios. Over time. as production iereased
refative o demiand sinmom access impot by wonld {force the impatt-protectiingg country 1o
lower the domestic support price 1o balanee demand and sapply (This s trae regardless of
whether i cccess o defined o terms o prodaction as ceconmended. orin terms
of consurmptien. as o Artcle MGy Althongh the domestio price adjustinent s o desirable
resudt, the simuftancons froezing of mport quantities o shaes thae wouid result s not. it
cilectively Hocks e tonees of camparative advaitage Trom operatie and henee contradicts
thie very spirit of the General Agreeent

Anadvantage ¢ rnninuin-aceess import requireinents s the relative eose with wineh they
can be monttored. This s mdependent of the tvpe of roteciion syatenn used and applies to
Loth the ininimume-aceess rule of Article XEZ and the saugested N pereent minimume-import
provision. Quantifving minimuean aceess is hardlv o problen for the minimume-aceess rule of
Article XA that e reguired s acdeasion oncthe base period onowhich the market share
reserved for imports is based. Quantiiving the Xopercent rude, however, s far less siuaight-
forward. Should minimum-access tnports amonnt to at feast 10 percent of domestie produe-
tion for a natural mporter? Should that tigure be the sane for atl commodition” These are
difficult questions that would have to be resolved fothe process of negotiation

The mininme-aceess guarantee of Article XEis specifie te agrienfure, Restricting agricubtural
trade reform to tightening Article X by adding an N percent provision and. possibiv, a ban
on export subsidies, would mean continuing to treat acricuiture as a special case with its own
rules of behavior, Treating agriculture as a special case in the GATT nesotiations. though, has
a number of distinet disadvantages from a political-cconomy perspectve, (These were detailed
in Chapter 1) However, there is nothing about minimam access thar makes it specific to
agricubture on a priori grounds, A mininumn-access rule like the one Laid down in Article X
and amended by an X percent provision could very wetl apply to all trades regardless of sector,
I minimum access is interpreted i this more general fonm, it could be empleyed to condition
the use of any type of tride-restricting measure apart from bound tanits, This idea will be
taken up again i Chapter 6, where it is incorporated as pat of o bade reforny proposal,

Tariffication or Global Quotas

Bound tariffs are the principal exception to free ide envisioned By the GATT The reason
is that they preserve the main prineiples of the GATT soel as relianee on the price mechanism
and nondiscrimination. as no other rade restriction can e awriculture, however, nontariff
bartiers to trade plav aomore important role than tariffs, thereby excepting the sector from
central GXTT prineiples: Tanftication is ireform proposal that is intended to reverse this. Among
cconomists this dea has a wide followig,

Tariffication oo two objectives, one for the long run and the other tor the short run, Its
long-riny objective o toreplace all nontift barters and unbound tariffs with low bound tariffs,
To minimize distortions of resouree allocation. it is widehy recognized that these bound tariffs
should be mtorm for broad conmmodity groups. I the short run, tanffication implies that
the existing nontariff barners wounld be converted into their vespective Gariff equivalents, This
would clearty mean that, for many agricnltinal products and countries, the resulting tariff

» Advocates of s approach mchide, for example, Koester (19873, Patterson and Patterson (1986), and
the cosigners of Institute for International Economics and The Institute for Research on Public Policy (1988).
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equivalents would be far i excess of the bound anif rates that HEV exist currently or that
are envisioned o apphe atter the sdiosoment to o taniffs-only workd has been completed.

I some form or other, then, countries bave to be released femporariiy frony the obligations
assecrated with bound variffs [ order to ovoid o permanent iereese s tanf rates, however,
the duration of this exception would nave to be stricily limited, Preferably, o sehedule of
Madidatons ford rodactions o e Ll cgiaadent down to the existing bound Lot ate,
stonld beattached o temporay waaver oncthe Lt coneessions. o reduce thie possibility
ol profibiove tanfs dinnag this adiistnent period countmes conld be obligated to abide by
He mnuniaccess e of Artcle NP2 that s importers wonld be redquined to preseive the
fistorical market share ot snports dimng the tansition: phase

Fhe trocde ctiect ol tanitfication can be gy zed convennentt i s prted winse a poten-
ol alterative e oot the corscrson st ol nontand! baniers mto ool ol quoba rather
o tartfts {see Pt e and Schen 1985 100 s ussaon of i alternative) Gradual liberafiza-
tion would then procecd m the o of e reasinahy e quiotas over e Global quatas
have featires sl to those of tantis ey e sondisenmmnaton, casy (o adininisten and
monitor, and address oolv the prooien o ontier Do, A major differetee lies i the fact
thatule al quotas do ot establide ik betweon, domeste i world PHCes ol o gIven quoty
level Notonly decs e iean tha! an nogentand GATT prncgae toviolated bat it also has
cerlany Coisequrences o e devetopment of e

B the short o aid or o aivenworid poce opha i ontani? fanes o ith Lanifts of e
SATIC TeSUTCV e eltect changes et doniet e e oo e overalt evel ol ade Howvever,
the catposition ob et st the Lt cgunadend i not profebete e mas change of
sartie of the nontart barners formenis dicnminaied e by oo A slobal gnotic would
ot diffor tron tarbbeaston i s Shor i rospect T ceases To b e 1 (e asstplion
of aconstaat wordd prece sorebaeved N ower gt wocdd prce iereases ghowers) anports
e the case of toattas bhut s ot npac a0 a wiorlid o duotas The trade vlfect resulting
from tanffication pioderates world pooe Clanges Hetne world price fluetnations shoodd dedine
tnder such asvaben

Overtime, as domestio domnd o sipph canves SIBL a consto Lol cquivalent also
fas difter st coinseuensos o a o queta T s the case thot s usucHy quoted
s contest demand growth excecds domesne procducton orowth A fised tport quota implies
Lo growth i imports bhut rathier atimcrease i e fevel of protection. For o hound tariff, in
contrast imports increase by the il ationn of excess de i vrowth Henee taniffs ensure
aposttive trade cifect quotas do not uiless the quoies ane niade adistable vpward, possibly
througle some atomatie escdator svsten trered on deniind growth

Take now the veverse case on production oot aulstripping demand growth, For a con-
stant ranffoimpents dechine oo fseed nmport gaota, s s oot e cise as long as export
subsidies ae probihited and the domestic support price s above the world ket price. The
global quota witl have an et cquivalent o mmminin-access Fnpot gcuatantees inder these
conditions: s point s ostrated i Fraore 9

Sefore the domestie supply corve shifis o the neht fron S o S Lanad vadorem tariff of
P - porcent and an mpont quota o size ab botl establish a4 domestic price of Pwith
Laports being cqual to C G0 After the sJatt of the supply curve to S, imports cease under
the tariff arrangenent, whercas ey remain constant for the case of the quota, If export subsidies
are probibited, the domestic price fevel declines Gom P 1o P under the quota arrangement
{cd = ab) whereas itstevs constant under the taiff regime. The price decline under the quota
arrangement cleany assases that the governiment follows a market-oriented policy. As was
discussed at Tenath o the section onexport subsidies, amy number of alternative reaction
pattens is possible. rom pure demand-sumulating policies 1o Fvo-price systems. Any of these
policies com avord or moderate the decline in the domestic support price. In short, there
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Figure 9—Tariffs and global quotas with domestic production growth
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is nothing automatic about the price decline under the dquota arrangement and the ban on
export subsidies,

If export subsidies are not prohibited, then a country under the quaota regime could choose
to export guantity cd with the help of export subsidies rather than allow the support price
to fall from P, to P Although gross imports would not dinmish in this case, as they would
undder the tantif arrangement. net unports wonld be zero, just as in the taniff case. From the
perspective of notsubsidizing exporters, then, there s ittle difference between the quota or
tardf regimef export subsidies are atlowed - The world price would tend to drop in either case.

Tanffication gives rise to another concern that s absent in the case of i slobal quota. Coun-
(ries May Tesort o gravated measures suchas voluntary export restraints or orderly marketing
agreements This s nota development one would expect immediately, as tariffs are set at their
nontariff barrier eqinvadent. but only over time: as these high tarniff rates are lowered 1o their
bound fevels. This concert is not unfounded on e a priori basis, given the historic +] experience
with tanfl reductions in nany seements of manufactures,

I numerous industries, tariff cuts negotiated in previous multilateral trade negotiations were
subsequentiv reversed. at least partially, through the introduction of such dray-area measures.
As new low-cost suppliers eoter the market on o broader basis, this tendency seems to gain
increasing momentum, spreading across more and more industries. In adriculture, however,
this threat is probably of less concern for at least two reasons. First, new low-cost suppliers,
such as the newly industrialized countries in industrial goods. are not as casily created in
agriculture as - industry. Availability of fertile tand and appropriate climate are strong
constraining factors. Few if anv new competitors can be expected to appear on agricultural
markets, although some traditionat ones. particularly in Latin America, still have considerable

*TThe case of & potential quots rent is disregarded here for simplicity.
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growth potential Second. voluntany export restramts and orderlvomarkeling agrecinents are
largeds devied agamet developing conntries, espectally the newly idustrialzed COUTIEeS
Compared sath the neor ~apphiers manicaliure saeh as the U imted Siates, Canada, and
Australasta they fuece e polincal o cconormie oat to withsbond ade restrictions,

SOle cotmients o fesded ons e podite adeconony, pphcations of teitheation versis
lobab quotas Cncias e ta be preteriod over Lot ation Ahong larmers: The tade effect
ol rpiotas s coredened e peedie ke Becanse i hikae that o Lardis, 1 s 1ot subject to the
Vodaties b estnatee dennane ated appi e e s e mdependent of Changes i refative
conts Predictalbe cr imtoresecn Chotes ol ative advantage, tother swords have nio
bearing on tasde o Frntbeanog Bnthe tant fevels tor agreultore wonld be ditheult 1o
CXPLIEE VO el e non sbiect L sthoady B protection levels Qnotas
ate ot standardfizod e the vons et e and e s Toader o pan dow i then restricnve
clfec tor the i bated cheroe

Asvstenal dobiab dectnmns guotas aiso has o detimte disadvantonse oo a polittcal-reonomy
pointotvies At generadls aorecd that zero tanfts o quotas at e free trade evel ane unrealistic
tor the toresecable tatre: Henee the end pomt of the process ol tanttication would be realistically
the establishment of o svstem of relatvedy Tow boumd fantts, not free fide T termes ol stlobal
quotas s wordd anshite e quotas Gose oo bt ol copvalent to the brec-iade fevel
Asdemand and suppiv chirme over tne, no govertnent decsionis required under the tandi
swstent The devel of protection rematns the same U nder o quotasystens chianees mdennand
and suppivowontd teaquire constamt adpustinents of e crota o Recpo s protectiv e etfect constant
This naturally gives rise o continnal contlios with e aticctod producers I deprives
geveriments of the protective stneld agamst e demands of speenal e Sronps far protec-
ot that s chiaractenstic o a Lol A it aufomates domesti Price deciston by linking the
domestic price te the world prce. o guota aatioenient does ot

Binding the Level of Protection
Choices in Defining the Level of Protection

Al alternatve to restictne e e o et imstinments with o direet trade impact is to
b e Tevel of pnatecion detned e seponatels for each cotmodity or jointly, that is,
Connodivandependent tor e conney e owhoie Such o scheme would allow cach country
todvcide nnts ownwhat tadenfnbetne g asines 1o Apphyas long as the level of protection
staved below aecitarn dneshiold s soiiten nno the connny s GNET concessions, This threshold
protection: fevel comla be deterimmed cithoer Iy relerence o a particular vear or average of
Pastvears or by ee deotiation s e GATT Shatones AU any 1ate. onee agreed npon,
toconld Do honnd e evactic the cmme waon s o Ll

Suchan approach s o ol that jeew Nomething rather sinnba was pot on the negotiling
table once betor dunm snitidatenad tade nesotiations buring the Kennedy Round the EC
tade sueheasusssestion s the fonin of the sontant de somutien o) S o support” strategy,
The proposalwascectad T thie U ited States ol tat Hime hecanse 1 didd not contain mintmume
accessalinatatees o the BC imarket and cridanverad TS ket aceess to the FC for products
covered b Bonnd Lot AT present there s again mitense nlerest i e Binding of protee-

e owth of pratectiomsin i agitcuiture. The cliojee seems 1o
josang thirer methods of meastrement. sominal rates of protection
(NRPY ctfective vates of protection (ERPY and the ovesall level of Potection as measured by

Do fevels s ooway to halt
Botl Goss i 1o o of the ol
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Producer Subsidy Equivalent (PSE) or any of its derivatives, such as Trade Distortion Eqguivaient
{(THE).™

The NREP s widely vsed i cmpineal aoabvsis, Bs popilaniiv stems i paet from s relative
sunpiicity amd the e sense it makes As e NEE Chased ona companson of domestic
and werld market prees e data redquirenients e rather fomted A hat is needed s
GHOTTatoE o B s o o b ceaineding Despite s sepinan the SNRE meastre has
the vt e an 1 captures S st oDt et sl st e quite edeguately
rakinsl s ondatice shatesies o e et o8 notect conntres tone el The reason is
Pl ol st cs e res b s Caniable e Dt quotas aned e protece
ottt T e e sbat b entorprees et o Ui o ilierentd belween doriestic
aneh wertd marker proces Treveases g e Jeved ar pacieonon tioaeh teese trade poliey
e st st v npe e terdiirentiod et ecrsa g o e domestie price

Hosvever there e e wolibms e cames for bl the s bt e ofteor o profection to
provneerssaned e e ainmabe ool cleon s et b e e e SRE Ope sach
et s len the it sed i e prodinc o process are s o o fevel ! nrotection
it e very deterent ionn those on e irad proddiet Tt case, e NEE O he Gl prochict
atderestitinates e incentve elect o prcdcers ained betoe the trade ciiear Fhie EREP s meant
forcorrect tor ths shortecimmea I Ekes o account ditien e the evel of protection among
s e Hnad prodid

Abthoueh the BERP Better captures the e loved of protecioi e oaded Doy econonmie activity,
this measure also has s shortoonnngs Fist and sorenost it calonbaiion is far o CAasy.
[requies a considerabile amonnt of detarded mtonmation about tipat outpot telattonships-—
ttoration that s siphy not avalable momamycoases This soretlecned i the fimited namber
ob emprirical studies utlizing s measire o more i a fev seloct produces Furntermore,
s unhRely that mportea npits play oy bae role tor e adonty of prian agricnltural
products that are being taded ™ P the ERE Jies e serions s i i s as o ineasure-
ment concept that s of particuian topeotaiee o heavthy protected amicondtonal produocts, that
s the ERP s dufionttor mipossible roomterprebwhen tec-tade value aded 1s ow o negative,
The ERE neastire will asstiine very Lapee prosttive o negadive Vadues ander tHese cociastances,
thereby renderng i meftec e S easurctient PUToses

The NRP ameasine v poor sinde o the trade efects of soverniment policies i a number
of other imstances apat! tom e case ol ditferential vies of protection oninpats and final
produets Exarples s deticienoy pavments ipnt or production subsidies, and volintany export
resitaints eIt quota managed by the exporter  Tnotheae coses e NRP? neay il to establish
a tiiique Lok betwern measured poce ditterence or the Lk thereol and te measure’s trade
tnpact. This o becrsdhostrated for the Case ot delicieneoy paviments i connection with Figures
S GO brmers receive deticienoy pavinents onbc for the quantine they would produce in
the absence of nnpont barrers, these pavnients have o negative tade offect, This applies
copral v e case where the countiy s importer st the given winld price and where it
s anexporter Hence an NRE o zero would contecthy mdicate the absence of negative trade
effects. asstmng constumers can buv at the world price, Deficieney pavinents bevond the

FTDE IS cquivalent o PSE encent that 1miends o capture onbe aovernament support me.sores that
are explicthy fade-distorms The Canadian progosal for agnenlianal e reform at the Geneva ks
15 based on this measune

This ds not o say that there ate o cases oasnenttune whore the ERE s Itkely 1o he significantly
above the NREY One example would e the protection of the areat mdustiy in the FC s NEP s high,
but the dow taritts onfeed ipons, sucl as sovheans and citns pulp mahe s ERE cven higher,
e NRP will be dffected by the volintan expott resteant only i . price other than the import price
is e s proxy for the workd poce for the potpose of companson with e domestic price. A very
simtfar argament holds tor health and other standards taports have to conform to,
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of technical input-output relationships. The measure is similar to the NRP in that the problems
addressed by the ERP are not expheitiv considered = PSE'S major advantage over the NRP
is its 1nore comprehensive coverage of govennmental polices PSE captures policies, such as
subsidies, that Have a potentiall negative teade cffoct verdo e cChange the difforential between
world price ana domestic price and hence the NRP

Evaluating the Usefulness of Bound Protection Levels

B the protection level wlathe i e ! e SRE or PSEL s fullv consistent with
the GATT S crnplueas oicthe poce mechansnn However, oniv it the pratection level is definged
meterms of PSEoailbworld prece uctuations feed throush o poducers, either as changes in
prive ot as tansters This apphes regardloss of the intorvention seheme that i apphed by the
goverpreni it PSEas defined ieoovery comprehensive nannes Bt given such o definition,
PSEcan dramatically rednce e possibilities open o governents o avoid ti. CoOnseqUenees
af bonnic o reduced protection fevels For exanples the substitanion of donestic subsidies
for export subsidies would he cleariv impossible, PUES advantage over e NRE fies i ils ability
toradd ap neastres witlodirect aned ciect trade effectm o consistent manner. This makes
Hoappeanns tooanvone who ks that the GATTS cipiasis o measures with direct trade
etiect that oo rontier banders o ade, s i aeed of rovision, PSE s Heyib]e eriotgh to atlow
the e tusion ot oy those povernment marhet nterventions that have an actual o) patentia
nedative tade etfecr Ssosabsidies are constraned by PSEL both productivity increases and
then expansionan etivat on domestic supply o exports are contailed. Inthat sense. PSE scemns
rather resiment toothe end i supphe arowth wliereas the SRE ks that characteristic.

PSEalso s o o deawhocks Probablv s iost senions disadvantage, one that it
Shc e SRE st it Kecps e doon wisde opetion protecting conntrios to discriminate
Ao el partiers For example nothing stands i the say of protechionist countries’
contimmt orswitching o svaten based ot volimtarne export restiaings, discrinnmator rotas,
ot selective tantis How thys clement of tade discrnnination could be hatdled i a world of
boand Tevels ob protection coan open question What s clear. however, is thal e GATT prin-
ciple ot nondiserimmation s not enforced atomatically threugh any such seheme. The only
wal - nondiseriniation coule beefected it overadl protection: levels were bound would be
throveh some ana vy angement suceh as mcreastig the monitonng capabilite of the GATT
croseie ot ortan atone aid possibiv providing tor the ophion o imervene when a case
of trade discrmnahion becones appatent

Discrimination could be o particutariy serons problent it the overall protection revel s
hound—not v cach connnodits idividualiv, b tor uroup of conunoditios or for all
agricaltural conmmoditios traded By a county Tid o sich a sehenie, each country wot Id be
able o decnde o its own low to adlocate s protection allowanee awnong individual products
(el possibnhine i igested m Tangennonn, Josting and Pearson 19870 1t would allow
cotntries tooextend protection for these commoditios they consider most important for their
fariners and resort o tree ade for less impontant proaacts. This flexibilite probably has more
negative consequences than positive ones 10 would wive politicians ereat latitude in support-
g markets atfevels far remov O o levels consistent with compataine advantage. World
markets conld end op severelv distorted dar cortam prodacts on which a Large share of the
protection allowance s coneentiated. This conld be devastating for nonsubsidizing exporters

CConceptually however it appears teastbie o moding PSE 1o meorporate the itormation content of
ERE I wonld be necessar 1o cateulate the vabue of the pount tanlf concessions, relative to the product
e analvaed tor those imputs that are subied o ower protection bvels and add them to the NRP
or other government ontdacs ffecting the produc
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that relv on these products but do not also trade in other products for which protection has
dechined at the same time

Further, nonuntdornn protection coubd worsen existing negative trade effects or create new
ones throtgh s wipact on the ERE Tnoshort the possibiliiies of ne_ative trade effects through
vninhibited tode dhsenmnnaion are staggenmge As alwavs, diserimination and sclectivity are
gorng 1o it most those countres With less poittical or econonne clout. Incadl ikehihood, tHiese
will bedeveloprng countries, This makes PSE G questionable chowee as the man theme of
Tade reforn i agnendtine, particular b it s not etensded o apply o each conmodity separately
but to geanps of conmmoditios anaverage

A related disadvantage o g the overall protection fevel mthe torm on the NRP or PSE,
s the ditieulis of exactiy pinnmg down the resufting trade etfect Some examples mav illustrate
this point dake the cse ol subsiches as prctured i Figioe 1 acase that seetns 1o be predestined
tor the apphcation o PSE YR e e casy 1o see that o production subsidy of size de per anit
does ot have the sane effect on trade at poee P as wondd rasimg the protection level and
support prce Inc o apie monnt I the formen case amports cease, whereas i the falter
case not anlv do nnports cease bt subsidized exports e fortheoming, making for a much
woine tade effect Deticienoy pavinents prose another serions problen tor the NRE or PSE.
Frovre 5 ocan illustrate this s porant pavinents of size (8 P e not mcorposated in the
meastrernent of the NRP becse they e o additional trade efteet the NRE as calenlated
from Ui Pooswound Be the relevant measire of protection, et the NRECAE applied 1o
domestic demard and supply cins woald predicn eaports of size desalthousth they have
ceased altosether Tenee the NRE ticasure wondd vastiv overestimane the nesative trade effect
Sl s PEICe SVsEcHE s prctired e Frenge 5

Pl above cases catrequadlv well serve e denonstiare that the b o protection levels,
I thie NRE o Pt wondd albose o conmntny 1o chanee —woer o o pistection: scheme with
ol pesatie tade etfect oy examples a bwo prrce s stern o one with maximuim negative
frade cttect for exanmipleavorable vy cameespeont subsacdy st UThis example, althong
somew hat extrene, nesvertlicless reveals anon therent weakness of the binding of protection
fevels

A nutaber of racasttetne it probbems fonther weakens e cane ton the NRE or PSE as a basis
for trade reformn Oneacet of s probleny s the isste of quality differences They are reflected
mn price differences the sane wav s protective imeastnes, Fhis is ancimportant point for highly
differentated producis tor which compention s at Teast to sone extent based on quality, Beef,
tor exanple, s suchacproduct, The problein ot qualiy ditferences is of less importance for
statdirdized products, such as retned s

Another measerement problem--applicable onlv o PSED a0t the NRP-=1elates to the iden-
tifleation of all subsidy expendities ontarm progtans, Itshould come as o surprise thal
subsicv deveds as reported by goveriiments generaily underestinnate the trae ex post levels,™
Ieorpiete reporting, biding of tunds i other badget tems, special mid-budget-year appropria-
tons, and dishurseiments of taneds fro even less-clear budgets ot other than the highest
government devel help to contuse the true magnitude of government support. The funds
expended tosuppert annculture in the EC tor example, come only partially from the EC budget,
althougl most smternational comparisons are based only on those figures. Disbursements by

“UNate that export restitntions are not acded o the NRE measure because this would involve double
connting, The trade etfect ot avanable Tovy cam export subsady sehemeis fully Captured by the simple NRP,
#Uis not uncommon to i mdependent imvestivators uncovering levels of subsidization far in excess
of those officially publishied Sec tor exaonple, littemerer 1987 for detanls ca the West German case.
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national governmients, however: probably double the true anonnt of financial support to the
farming sector in the FC

Finallvas the work of the OFCD on PSE amply demonstrates (Organisation for Economic
Co-operation ard Developient TOST), governiments managde to complicate certain interven-
fon sehemes over tinge so that reliable estimates of their eifects become extremely difficult,
This s mainds beciise the iniial interventons fead o unexpected resalts, such as steep
sttt nable inereises i prostani costss As reaction to budectny pressiges, “quick fixes”
are added i nsvstenate manner makine e whole sestenn ever more bineaneratic Joss
cielent ared foavder o comprehend

Afurther measiremend probleni refating o the tixont of overal! protecton levels derives
fromthe strongd dependence of the NRP and PSE onfevels of exchinoe mates, Althouph exchange-
vate fuctiations also aftectother sefornn ideas, thes are by G tie most impontant for measures
obeverall protection that relv ai pice comparisons (Fhe exchange-rate issie is taken Upr again
e Chupter o) Recent expeaence bas shown that exchange rates can vany rather deanatically
andover short peviods o imes A depreciating dolla tor example, can increase e NRE both
forstoceds uord i dotlar prices e tor conntiies outside the dollar 2one withont there being
@ chaise o annentad ket mport protection. or world prices. The reverse case. an
apprectatiog dola woudd aifoss commtes outside the dollar cone to radse somestic prices,
antd Bence o upset trade welationss withont vielatines the boud NKRE These problems are
obnvionsh senotss bt fes to andie then m aciad meastnenend pracce s far from elear,
Sttitpie thieeveam avenies of esclange vates o similan schenmes ey danpen tinctuations;
thev do ol elimanade e probleng

Bowmd overall protection evels would alse cause problens for agneultinal policv i tines
ob wili thuctsticns meworld prces Sweraning would auarn fessen the need for sharp poliey
acistinents e maior problens et world prices niove i an vnexpected direction at
the end ol penod shiose averave s compared with de hound level of protection. It has been
suggested Clansernann Toshe and Pearson 1987) that conntries be mandated o use pricer
forecasts prepared b the GATT o dn deanestic poliov. especially i the cocial last e
OF ears ol o measareinend period

Stmhar precedures e etmplosed s comections with the compensalon Hianeing facility
of the International Monetane Fane (8F) or export revenies of developig conntries. It is
wndikely thoieh that the anadeoy b close choagh to be meanmetul, The crucial difference
between the VS sclieme i the one sigmested above i the mnmber and size of countrios
acting oncthie sane prce forecasts For ecanple, it the ECan b the Unted States—hoth major
plavers onthe worid i ket for numierons commoditios-—aet or, a given set of price forecists,
these forecast s ae cortan to i ot wriong ex post They will be self-defeating. The siluation
s cpuaditatively difter il develaping country with moderate or o influence on the
world pree pomvolved s s connon for e 1V cothipensatory financing scheme. Above
Al howes e e cotnpensators finamcing schieme docs ot requite adpistments in policy to
counteract e price torecasts, as would be the case it were used to make countries abide
by their pledies to bind their protection feveels

Sased onpolitical-ceonony considerations, the adoption of the NRE or PoE measures of
overall protection e ambiguous at best The main advandase of binding the protection level
Al this stage secins o be the stated iwilhmeness of the EC o link the tade taiks with a
discussion ol vetormn ol its miteral asicudt vl polioy seginie. But as export subsidies, variable
levies, orother trade-aistormes icastres ane an mtesrel part of donesdic policres of farny support,
any negotiating stratedy il foonses an e emoval of tese meastes could tn into difficult
problems at the negotintions

The NREP or PSE i connast would provide natcuvering room for governiments, allowing
then to choose those protective measures that are poelitically the most aceeptable, within the
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obligations imposed by the NRE o PSEL But the oo siderable amonnt of diseretion provided
by the NRP and PSE adso happens 1o be o potential probleni: it subjects the government to
constant pressure from the farne lobbv, Finalive PSE o even the NRP cannot be serionsly
considered as a there for the Tragoay Round i general The problens of quality differences
are oo ajor for moch ot ianntactunng to beowenored . As aoresult adopting the NRP or PSE
asiticaitoee but o sicentnens ditferoatronte noanufactanie woutd estabish agneuliore
officicliv as aospecd coseswath b e attendant problenes outhned iy detail in Chapter -

b st Both the SRE o the SE o an ot it derssatives seene vnsuitable as achasis for
fegal commitients by the GV contracting parties Siading the overall protection level cannot
serve as the soughit-atter anitvige thene of the Drovuay Round. However s does ot mean
that P'SEo vseless tor thie GATT negotiatons Exen it shoutd ot be tneorporated inany
torm o the Generad Aoteement PSE o ooy o ats denvabives can serve o aseful tunetion
A eastiony des e durm the negotiations fo facilitate comproniises and Lo set tagets for
Iheralization, or as o montonng device thereatter to check oo the progress of trade liberaliza-
o over tne
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6

OUTLINE OF A TRADE REFORM PACKAGE

The Basic Elements of the Reform Proposal and Its Rationale

The objectve ot mtidoteral tade negotiations muder e aciis of the GATT has been and
wil contirnse b b the Climimation of frontion barriers fo ade moaontture as well as in
other areas, Althaush pohteal conditions make fieving this fone rancbiective highly unhiely
nr the short run or probablv even in the medinm o, s tnportant not to fose sight of gt
Anvideator trade refornoshould atao i, provide s siooth Geneition 1o s abjective
tather than obstruct its eventual achiovement. The most mnportant crteria by which to judae
whether arefonn proposal fits into this cateson were et ont 0 the Begimmninmg o this study
and have been applied subsequently in the eviuation of namerons ideas for tradde reform
leis apparent frony this amalvsis that all the criteria that lune Do established could probably
not be satisfied by single idea or element of trade reforn Fog on abropriate combination
ofrefornideas mav achieve dus end: the one favored by e anthior - wortd consist of g strict
ban on export subsidies combined with comprrehensive wnfication

The ban on export subsidies would eliminate the special treatient for agricalinnal. lishery,
and toresty products i the General Agreement and the Subeidios Code Al soods would be
stublect to the same discipiines onexport subsidies, I terms of the GATT oo this implics
the elimination of Article XNVE2 from the General Agreement and Arteche 10 bom the Subsidies
Codes The remainder of Article TV of the General Agrecment aicd Article 0 08 the Subsidics
Code would be changed to cover all products, gardless of sectonal orin. The Annex to the
Subsidies Code (see Appendix 2) conld also be amenaee o ncinde some motre pertinent
examples of export subsidies that aze specific to agriculture ™ i this wav, centid crses of mdirect
export subsidization that were menthned in the contest of deficienoy pavinents schemes in
Chapter 5 could be captured. As was concluded the o idinect export suhsidies by countries
that would be importers in the absence of Hport provection are easiv vdentficd by tie existence
of niet exports despite positive rites of protection. Tentfving indirect export subsidies for o
competitive exporter that maintains o mmport restrictions was considersd ess clear-cut
theoreticaity, although still possible if proagiatic atitde s mantaned A simple solution
vould be to disallow deficiency payvments o ot fevels e escess of dotmestic consump-
ot This would eliminate, aimong other things, the export subsidy problem associated with
the current US practice of disbursing deficicne Vopavinents onall donestic production, sul-
lect onlv o participation insercage reduction Prostratnes

Tariffication. the second clenent of the stggested trade retorn poackage, consists of (1) teplacing
allunbound tariffs and nontariff barriers. such as v de levies, duotas. and velantary export
restraints, with bound base tariffs that are uniforn cross broad corrodity groups for cach
country: and (2) extending the tariffication ideicto e safeguard Article XINC The bound base
tartff of part (1) is a country's basic tariff concession. s the tarifi level that would be pplied

“ONote s this context that nnmerons sulsidy frachives now common magricnlture would he clear
violations of the Substdies Code and its Annex even sithout its amendinent. Ancexatple s the transpor-
tation subsidies granted to Canadisn gram destined fo; export {see Organisation for Economie Co-operation
and Development 1987, 282,

" anifls should certainty be unitorn across commoditios witis sighificant cross-price clasticities; for example,
drains and grain sabstitutes: Tropical products is another exdinple.
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uniformly across broad commodity groups by a given country after completion of the adjust-
ment to i svstem based enly on tariffs, Unless it invokes Article XIX, a country is bhund to
this tariff. Unbinding the tariff entails, o5 currently stipalated in the General Agreement, paying
compensation to the affected trading partners or facing retaliation. The base tariff is, quite
naturally, also the subject of subsequent multilateral trade negotiations on taritf reductions.

As it is probanhe politicdle impaossible o shidt frean the carrent system of almost universal
nontariff protection i avrculture o one of bound tarifts, and that at o relatively low uniforin
evel, anvomnerment on tariffication wili have to contain provisions for teniporary import relief
for the thne pevod needed to restructure the mdustey or at least. domestic support programs.
Part (1) on the taffrcation des addresses this necd. Onee the adjustment period is over and
asystent of bowd tantfs has beenr established s major nse would be to condition the response
of Importers to impaort surges accordiog te Articie N[N

Extendnig terdbcation to Artiche XIN implies that =afeguard messures are lipited to temporary
tarifl increases, applving by definition to ail itaports, regardiess of source Quotas are eliminated
as safepuand measures since they contradict the basic prnciples onowhieh the GATT 1s found-
eas A revised satestand Articte XIN s cnvistoned to operate as follows, A country using a
cmporary tanfl merease, Lere called anexcess tariff wonld hind itself to a timetabie for lifting
hesafeguard measure, This timelable would specity the dates onwhich the excess tariff would
e rediced as well as the stepsize of the individual reductions, Noncomplianee of the country
with this thmetasie would be o canse for compensation or retaliation by the affected trading
partners. o accord with the current GAT rules welating to the unbinding of tariffs, a country
would compensalts affected trading partners when it imposed o temporary excess tariff, Com-
pensation navments should probably be atomated to take the contioversy out of them. A
provision could be adacd to the safegoard article that would anromatically transfer all tanff
revenue on the product subject e an excess tarff, or o multiple thereof, to the governments
of the affected exporting countries. To awvoid the problem of prohibitive tarifis, the use of excess
tariffs under the safeguard article could be conditioned on some mininmm-aceess provision
similar in spirit to that currently wrtten into Article XE2(0) of the General Agreerent.

Itis understood that Article XI:2(¢) would be discarded i its present form, which timits it
to agricultural or fishery products, because comprehensive tariification implics that all special
sectoral provisions are eliminated from the General Aprecrent. Article X122 could be rewritten
so as to apply o all trade regardless of sector and whenever a countiy uses any import restriction
other than it bourd base tariffs. (In this context, other import restrictions” means exeess
tariffs as applied under Article XIN, since this is the onlyv legal escape mechanism under the
suggested system of coriprehensive iarifficition v A provision could be added to ensare that
the market share weserved for imports would be disributed e anondiscrininatory way.
Reference could be made to Ariicle XUOF of thie General Agrecinent for that purpose.

A question arising i this contexst relates to the conditions nnder which o country should
be allowed to resort to excess tardffs. The criteri that currently apply for safeguard actions
according to Articie XIN conld he extended to the revised sofeguard article. Alternatively, the
article could be modified along the Tines of amore comprehensive definition of injary. For
example. it has been sugeested that the term “imuory™ be given an ecconomy-wide perspective
rather then hoting it interpretation o the producers of 4 particutar range of products (Laird
and Sampson 1087 Inany cases the exeess tiff provision would be applicable during the
adjustment process her the current svstenn of protection to one based solely on bound uniform
tarilfs. 1 s expected to be the primary ineans of achicving a system ased onlv oin bound
uniform tanifts. Excess tuilfs cond provide temporie s import relief for all products now pro-
tected by nontariff barriers with taiff cquivalents much greater than the uniform base tariff
that & country would adopt after adjusting to the new systen.
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Countries may resort to grav-area measures to reduce the adjustment pressure that grows
from lowering excess tariffs to the level of the bound base tariff over time. In this context,
four types of measnres are particularly applicable to aveidance of tariffication disciplines:
voluntary export restraiits, state trading arrangements. donn. stic subsidies, and ¢xchange-rate
mainipulations. Thew likely sigoificance will be discussed intarn, along with possible wavs
to contain their nse

[ industry, voluntary export resttaints conld hecone the preferred way to cireumvert the
revised safesard article, fustas they have been the preferred mechaniso to avoid the current
safeguard article (see Sampson 1987 for quantitative evidence) Although voluntary export
restraints are less Lkely to become a major probicn in agriculture, they have to be addressed
by auiv recforn package tat claims, as th's one does, (o be applicable for trade i general,
not onlv for agricultvral trade. Voluntoy export restraings could be explicitly prehibited, with
the GATT Secretarint actively supervisings this prohibition The Secretariat would have the right
to nitiate cases against any connty taat forced export restiaint agrecments on its trading part-
aers, s reducing the dikelibood of government-sponsored voluntary export restraints, It would
not be ables however o comain esport restraint agreements negotinted between companies
of inperting and exporting countries—an area for domestic cartel legislation, not for the GATT.,

Currenthve volunars export restraints are less frequent i agriculture than they are in
nonagricutture One reason forthis is the existenee of another very popular escape mechanism
e agrivalture, sete trading (see Article XNV Examples 6 ate trading arrangements just from
the dary sectar include butter imports into Canada. utter and milk powder imports into Japan,
Swiss butter imports. and diny exponts of New Zealand, Furthermore, most of the trade in
wheat wd comse grains iy clanneled through state trading agencies (see Hathaway 1987),
Although Article XVIEof the General Agreemient stipulates that state trading enterprises age
o coerate i a manner consistent with the General Adgreentent, little attention is paid to the
reievant GATT rules i practice, I act state tading has been a convenient wav to nnpose
fontier banviers It olviates the need e invoke official salesuard measures or provide explicit
expert subsidies. Yei no GATT dispute has ever been mitiated that focused on the practices
of state trading citecprises, This is probably because it is senerallv realized that official com-
plants dre unlikely to bear anv it anvway, The rules of Article NV are simply too loose
to he of relevance.

1o close this loophole, there s en urgent need for better disciplines on state trading
arrangements, Treating export subsidies i agriculture the same way as elsewhere should go
ilong way i ehminating taplicit export subsidies by state frading enterprises in agriculture,
anplicit quantitative import restrictions, incontrast, are more difficult to prevent. An outright
prohibition of state trading enterprises would be preferable and certainly would be the logical
extension of comprehensive tariffication. Bat such a prohibition is unlikely to be politically
Casible. Trying o discipline state tading enterprises through detailed rules on accounting
Mie., also be doomed beeause of the any diverse functions theyv can be assigned to fulfill,
The only practical solution miy be to restriet their operations on the import side indirectly
through binding the NRP for all those goods under their control, In particular, a provision
could be added to Article XV o the offeet that the price difference between the border price
and the demestic wholesale price of products under the control of state tading enterprises
should not exceed the equivalent of the bound base tariffs for those produicts,

Demestic subsidies are another possible wav of circumventing the disciphnes of tariffica-
tion. As the discunsion i Chapter 5 has shown, they can, at feast partially, undo the effect
ol a reduction in rontier barriers, including the climination of export subsidivs. A possible
way of diffusing this potential probleny is by adding a quantitative limit on domestic subsidies
to the Subsidies Code's Article 11 Per-unit subsidies could, for example, be limited to a level
cquivalent to the prenedotiation nominal tariff level for the product in question. As an alterna-
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tive, subsifdv limits could be expressed in terms of a reduced version of the PSE measure,
that is, a PSE stripped of its SRP component.” The subsidy equivalent could be expressed
as a pereent of value added for a given industry or product and limited to a maximum value
for all countries. The attraction of such ascheme is twofold, Not ondv woudd it limit the in-
finence of domestic subsidios on tiade flows, 10 would also give sovernments a measure
of independence frem specid interest groups and their ever-present demands for handouts,
1o put it differentlv, qranticdive limits on subsidies would make rent-seeking less profitable
and subsidy-cutting easier to inplement—a very important point in light of the rather
unsuccesstul attermpts at sibsidy reductions observed i many countries, The possible damage
it strict quantitative fhnits on domestic subsidies could impose on well-thought-oat plans
for correcting market tatlinres should ot be overestimated. fnreality. o great many subsidies
relaing to tradible goods e netther well thonght through nor da they attack true market
fartures,

A quantitalive lniit on domestic subsidies also tas certain disadvantages. As discussed in
detail in Chiapter 50 domestic subsidies are inherenthy dificult to identify and quantifv. Also,
countries differ widely e their atttinde towaed theni Both points could waste a ot of time
and goodwill at the negotiahing tble relative 1o the expected benefit of a subsidy Hmit, If a
comprehensive tanttication plan s adopted, the subsidv issue will probably fose much of its
importance. liaeea, apant fronariculture, there are few arcas where domestic subsidies play
o nmaior role e irade (One distinet exception is the civil airaatt industry in the EC)).

Fven meagricudture, domestic subsidies with trade effects are Tikelv to be muck: less of an
matie i rates of protection are minde anitorm across hroad commodity groups in agricultare
This is the main reason that the above taiffication proposal calls for aniform taniffs, Further-
more,as argued at some dength o Chapter 0 retatively tow frontier barriers (o trade imply
arelatively high budgetire cost of domestic subsidies to governments, This cost argument
contributes to makiny aomestic subsidies Tess athiactive once tariffication has converted the
present trading system mto one characlerized v initorn, velatively fow, bound tariffs. Finally,
although numerically fixedsubsidy Tevels or ratios would indeed give governments a protec-
tve shicld with whien to ward off demanads for handouis in excess of those limits, there is
the danger that governments will not be able 1o resist demands to riise subsidies at least to
the devels aliowed,

When the araunments for and against o goantitative linit on domestic subsidies are weighed,
doubts may arise as o the value of striving tor a getienal sotution to the domestic subsidy
issue i the Uruguay Roundc H doniestie subsidies are not believed 1o present a major issue
under a systemy of uniform tiffs o case-byv-case resolution of domestic subsidies issues may
be more effivient aad could b cocomplished cither in negotiations outside of the GATT or
by dispute settlement inside the GATT For successiul dispute settfement within the GATT,
current procedures would have to be made much more responsive.™ This would especially
benefit developing conntries, whose lack of political or € conomice influence weakens their posi-
tion in direer negotiations outside of the GATT

Govermment attempts to manipulate exchange rates in order to cireamvent the disciplines
of tariffication and an-export subsidv b could be handled in the saone way as domestic
“The NRP component of PsECthat s, the need o copare horder price and domestic price for like
products, stands i the way of applving ISE for all prodics, regandless of sector. This is discussed in
more detatl e Chapter 5
CHEmay be conjectited that the vast difforences between the protection rates accorded to grains and
those for gradn substitutes in the EC are the oot canse for agood number of vexing subsidy disputes
between the United States and e 1O This applies most anparently to the production and processing
subsidies that the FC has wivea to ollsecds sinee the Late 19705
O Some suggestions o revising the GATTS cunrent dispute-settiement procedures are contained, for
example, in fustitute for International Economics and the [nstitute for Research on Public Policy 1988,
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subsidies, that is, without adding new provisions to the General Agreement or its subsidiary
codes law. This is not to deny that consistent currency undervaluations or depreciations that
aim al gaining a competitive trade advantage can severely distort trade flows. They can indeed
reduce imports ona massive scale and at the same time provide decisive advantages in export
markets. kor all practical purposes, they are functionatly equivalent to :: combination of import
taxes and export subsidies appiicd pnionndy across sectors, (dh this coutest note that nothing
about the exchonge rate makes it unique to agriculture) Exchange-rade andervaluation is not
only of theoretical mterest 1t has been practiced e the past by West Germany and Japan
among others, amd s currentiy used by such counies as Tiwan and Korea,

Incontrast to curreney undervaluation, cinreney overvatiuation is of less coneern o the GATT
(though it is of maor concern to the World Bandk and the INMEF) Carreney overvaluation does
not dispiace exports of other countres that vould be competitive otherwise, nor does it translate
drectly into lower imports and reduced market access. Carreney overvaluation plays a role
for the GATTT svstenn oniv insofar as i may ke developing countries less inclined to endorse
taiffications After abi ioh ariffs are nsed by omany developiag countries o commpensate for
the tmphat tax orcimpertables thit results fromean overvalued exehange ate: Lowering these
tanfis woulth even nerease this i licit tax on importables. thereby putting heavy pressure
on governments o reduce the degree of cachange-rate misalignment

teaving aside the problent that overvatued exchiange rates cann pose in getting developing
countries to accept the ddeaof triffication. the GXUT has to be miaindy concerned with currency
undervaluation. Butas there are enbe aew countries incthe world with undervalued exchange
rates, this area seems o he deally suited for o bargaining solution rather than an approach
based on complex ales that may be impossible to enforce in mactice. Political pressure (o
adjust the exchange tates similar to that applied to Korea and Triwan by the United States
HE recent s, appears o he the proper wine to handle the tade problems resulting from
indervalued currencies, Besides, i has 1o be remembered that an undervalued o UIreney s
diffieolt o maintain o read terms over 1 prolonged period. Consistent curreney undervilua-
ton will eventually Tead to fasher rates of mfl Gons with a consequent reduction in interna-
tonal competitiveness, e addition, domestic ontput arowth will increase the demand for
imported raw materials and iptermediate poods. Eventuaily, imports wiil also get a boost from
ristng personal consuinrtion unless Ligh domestic taxes are levied on inported goods. (This
appears to be the case for Korea with regard 1o foreignemade antomobiles, for example.) If
such taxes are levied, GATT signatories may file i complaint with the GATT under the provi-
sions of Article XXHT 7 I shorts there does not appear to be a compelling reason to settle
the exchande-rate issue through amendments to the General Agreement or the addition of
a new code.

To summarize. the reform proposal suggested in this study consists of two basic elements:
comprehensive tariffication and a prohibition of export subsidies. ™ In order 1o keep countries

TMarket access can become restricted mdirectly over time, as the import-competing industries in a country
with an overvalued exchange rate will lobby for import protection—a phenomenon recently observed
in the United States,

 Krueger, Schiff, and Valdds (1988) show that the importables of many developing countyies are subject
to high positive rates of protedion at the official exchange rate, but receive negative protection, that
s, they are impiicitly taxed. at the corrected exchange rate,

Pltay be added that multiple curreney practices as opposed to an undervalued exchange rate for ali
trade 15 captured by Article VEof the GATT. Such practices can in principle be countervailed, See the
text of Article VI and the clarifving interpretations in Appendix 1.

“The approach suggested tete s closc to, though not identical to, the one proposed in Resources for
the Future 198K,
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from circumventing the disciplines of this reform package, a ban on voluntary export reslraints
and more effective rules of behavior for state trading enterprises seem necessary.

The above package has several advantages over such alternative suggiestions for trade reform
as fixing overall protection levels, The reform proposal relies on well-known GATT instruments
and principles rather than untried policy instroments or measurement techniques. This should
ease e transtion for trade in aaricuiture and other industries towerd the final objective of
little or o government interference, The effort to incorporate a cotmpletely new approach such
as PSE into the GATT amework could not only deadlock negotiations over measurement
concepts and problems, but also establish a special case for agriculture, with all the negative
consequences that hiwve already een discussed. Incontrast, opting for the reform proposal
outlined above would fully intesrate agriculture into the GATT framework. In fact, a major
strength of the proposal’s core element, tariffication, is that it could easily form the basis of
trade refori within the GATT for all woods-producing sectors, not just agricalture.™ it could
be the sought-after unibving theme of the Uraguay Reand and hence play a role similar to
the “across-the-hoard™ tariff-rednction idea of the Tokvo Round. (See Chapters 3 and 4 for a
discussion of the importance of finding such a unitving theme for the Uruguay Round.)

Tarifhication ras one characteristic that may lessen its appeal w agriculture: it does not by
itsell puarantee domaestic price stabilitv. Unlike the exchange-rate issue, the question of price
stability is urique to agricultural products. It also appears to be of considerable importance
to hoth farmers and agricultaral policymakers For example, even sharp critics of the EC's Com-
mon Agricultural Policy concede that it has performed well in achieving the stabilization ob-
jective. The question arises as to whether the objective of stable prices warrants giving agriculture
some special exemptions from the disciplines of tariffication.

Incomplete markets due to adverse selection and moral hazard preveat farmers from obtaining
comprehensive insurance against the outpat and price risks they face. if this is acknowledged
as a market faiture, governmenc intervention can be justified. (See a complete discussion of
price stabilization in Newbenry and Stighitz 1981) However, it is auestionable whether
government intervention should take the form of border measures. Probably the only reason
to tavor border sieasures te stabilize prices is their low tansacticn cosss compared with some
of the alternatives otherwise, such measires do not seem a good choice. First, the history
of the GATT clearly questions the wisdom of special sectoral exeinptions. Indeed, most <f the
problems with agricultural trade have resulted exactly because of such special exemptions.
Second, s far o certain that the extent of price variability that wiay still be expected in
asvstemn based only on tariffs would be Targe enough to warrant the costs of government
mtervention. Although the degree to which world price variability will be less than at present
is uncertain, there appears to be no reason to doubt the direction of change. (See Schiff 1985
for a discussion of price variability.) Third, stabilizing domestic price mav actuaily worsen the
fluctuations in income if price and quantity are negatively correlated. Fourth, hy partially or
fully insulating the domestic morket from price fiuctuations in the world market, border
measures worsen the price instability in the world market. This, in turn, tends to raise the
problem of price instability for all countries. Price stabilization through border measures has,
in other words, negative externalities for other conuntries. This does not appear to be a desirable
owtcome from the point of view of global welfare maxinvization.

Domestic or international insurance schemes that compensate for income losses resulting
from price instability seem to be preferable to berder measures from the perspective of the

“The ban en export subsidies for agricultural products only serves to bring agriculture up to the same
level of GATT disciplines that applies to nonagriculture,

" Quotadlike variable levies or similar schemes to insulate domestic farmers from world price fluctua-
tions incur the cost of preventing a country from takine full advantage of its comparalive advantage.
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General Agreement. Certain mechanisms are already in place to deal with such cases. A number
of countries have futures markets, others have insurance schemes for selective risks (crop
insurance). (See Stiglitz 1987 for a short discussion of alternative responses to the risk of price
mstability) Domestic credit programs or special income tax provisions could alleviate the
problems of income fluctuations even further. Developing countries can draw on the IMF's
compensatory financing scheme or the EC's Stabex systen If so desired., these mechanisms
could certainly be improved. Thev could even serve as a model for domestic schemes of income
averaging.

On the Proposal’s Reatism

Whether o proposal has @ realistic chance of being adopted during the Uruguay Round
depends ulhmately onits ability to garner enough domestic political support in the major rading
nations. It his already been argued at some length i this report that domesiic acceptability
hinges ona tavorable political constellation. It is particularly important that the political power
of the droups that stand to lose from a trede reform proposal i the short run be kept in check
by i sufficient amonunt of countervailing power. This means there live to be othier special
nterest groups, apart from constimers, that are strongy in favor of a trade retorm and, at the
same e, have enough political clout to counter the influence of those gronps that oppose
the retonn

The influcnce of special fnter st groups on the negotiations is greatly increased by sector-
specific, commadity-hised reform proposals that lead 1o piccemeal trade arrangements one
cotmodity ata timie. Negotiations on this basis are likely to break down or lead the agricultural
sector closer to i systom ol managed trade. The paolitical power needed to counter these special
mterest groups can he generated to some extent by the aggregate negotiating approach ad-
vocated by the Umited States i the N egotiating Group on Agriculture. 1 all agricultural sup-
port progrins for all commaodities are negotiated inone package, it is ai least possible to trade
Seountrys fosses i one commodity groap, such as oilseeds, for gains in another commodity
group. such as drans. The political influence of a conumodity group that is losing can be
counteracted v the influence of o commodity: group that stands 1o gain. However, this
negotiating approach runs into a probiem with countries such as Japan, the Nordic countries,
and tne ECwhich have few or no commadite groups that would gain from a given reform
package. This can be solved oy negotiatingy not ondy agricuiture, but all sectors, in one package.
Losses i agriciitine can thus be compensated for by vains inindustry, or viee versa,7 and
countervailinig pover is established across seetors and dustries. But negotiations across sec-
tars requite aoupibving principle just as o package deal in agriculture alone needs a unifying
negoliating and mcasurement coneept like PSE. Tariffication as detined above, applicable for
all seeters and felly compatible with the basic principles of the GATT, could be this unifying
thenie,

If the negotiations of the Hruguay Round extend across sectors and are based on the idea
of tariftication. then their saceess depends on whether it is possible to find an overall balance
of gains and losses for the major trading nations—the United States, the EC, Japan, and the
Carns Group countries. In the remainder of this chapter some of these possible gains and
losses are outlined to show that the Uriguay Round could indeed reach an overall agreement.
The discussion will center on agriculture,

FAustralia, for example, 1o conntry where protection in mdustry could be more easily reduced if industry
were negotiated e g packige deal with agriculture, which can expect to gain significantiy from a trade
reform that apens ap domestic markets in all countries.
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The trade reform proposal outlined above would mean considerable adjustment pressure
for the farmers of countries that are importers of agricultural products but have significant
frontier barriers, Japan and the Nordic countries fall into this category. The suggested ban
on agricultural export subsidies 15 probablv the least controversial part of the proposal, because
export subsidies are used seldom or not at all Japan, for example, employs export subsidies
for rice onlv sporadically, henee their elimination would not cause much political resistance
from farnmng vronps. This s reflected in the trade reform proposals that Japan and the Nordic
countries tabled in the Negotiating Group on Agriculture in 1987,

Comprehiensive tanffication, incluaing uniformity of tariffs and the dismantling of st te trading,
poses tigch more of acthreat to farmers w these countries because it would require a substantive
restricturing of domestic support policies, The incomes of certain sections of the agricultural
sector, that is, producers of particular crops or fivms upstreany or downstream of agricultural
producers, conld shiink as a result. Expected income losses, however, or simply uncertainty
about future income will canse resistance to reform deas in the farm community. As there
is itle or nothing tor Japan and the Nordic countries to request as compensation from their
trading partners i the arcacof agriculture. the agricoltural sector will Be solidly united against
reforin, Plenty of compensation possibilities exist, however. outside of agriculture. Japanese
cars, clectronnes, and other manutactures, for example, face numerous nontariff barriers in
the United States, Australasias and many devetoping countries that are actual or potential
exporters of agricultural products to dapan. A cross-sectoral teform package that promises new
opportunities for mdustry: halanced by concessions in agricolture, could be of sufficient interest
to industry to take on the far by and hence to aliow the government some room for
compromise at the multilateral trade negotiations.

The case of the EC differs somewhat from that of Japan or the Nordic countries because
itis aarge and growing net exporter of agricultural producets, As export subsidies are an integral
part of the Common Agricultural Policy, the EC could and does assert that a ban on export
subsidies would be cquivalent to fundamentatly changing the natere of its internal agricultural
policy: regime. whereas this would apply to no other conntry to that extent. In addition,
comprehensive tariffication wonld mean an end to the svstem of variable levies, another
Kevstone of the Common Agnicultural Policv, Henee it seems clear that marginal adjustments
ot the tvpe implemented by thie Common Agricultural Policy in past years would not suffice
this time. (The introduction of coresponsibitity tevies for milk, production quotas for sugar,
and decreasing market price support for cereals are examples of these adjustments.)

I order to maintain the incomes of farmers, the Common Agricultural Policy would probably
have to be changed over to assvstem based on direct income support or deficiency payments,
posstbly along the lines of a combination of production controls and marketing certificates,
as outlined in Chapter 5. Although this might not necessarily lower the incomes of farmers
i the shortrn (Roester and Nuppenau 1987), it would certainly cause considerable uncertainty
among farmers. [n addition, there would be adjustiment costs for many vested interests with
strong links to farm production, For example, landowners would incur capital losses and the
industries upstream and downstream of agricultural production would face a structural
adjustment problery, with income fosses Lighly probable in the short to medium run.

Even if certain co nmodity groups within agriculture could gain from a trade reform as
suggested above, it is ar from clear who would gain in the end. The many complex distortions
introduced by the Common Agricultural Policy make any predictions highly uncertain. Given
this high degree of uncertainty, it is unlikely that much support for trade reform will be
forthcoming from agriculture. The political power of those groups with a strong vested interest
in the status quo can be counteracted only with sufficient pressure from outside of agriculture,
In this sense, the situation in the EC is not verv different from that in Japan and the Nordic
countries,
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In another sense, the EC differs from Japan in agriculture because trade reform, as outlined
above, would give the EC something in agriculture that it has long desired, tarift harmoniza-
tiorr 1t has to be remembered in this context that tariffication, as defined above, rests on relatively
fow base tariffs that are uniform within broad commodity groups. (The base tariffs will prevail
after an adjustment period during which countries will use excess tariffs according to a revised
safeguard Article XIX to ease the transition to the new svstem based solely on tariffs.) Uniformity
of tariffs is a means of minimizing distortions that are sencrated by differences in effective
protection rates; thus it removes one strong incentive for domestic subsidics. For example,
even without changing the current systen of the Common Agricultural Policy, there would
be no EC subsidy program for oilseeds if the EC could raise the tariffs for oilsceds and the
feed substitutes manioc (cassava), corn gluten, and citrus pellets from close to zero to a level
that matches the protection level for grains, (This is not to sav that harmonizing protection
fevels for feed substitutes upward to the leve currently pertaining to grains is, per se, a good idea.)

Harmonization of FC tariffs would have considerable effects on other countries, even if the
uniform base tariffs were fixed at a level much lower than those rates of protection now common
for most agricultural commodities produced by the EC Strong opposition by the oilseed and
feed-substitute commuodity grovns would have to be overcome in the United States, Thailand,
Argenting, and Brazil, to name only o fow countries, Comprenensive tariffication, then, if applied
to the EC case, clearly invalidates the argument that only the EC—not the United States—
would have to aceede inagriculture.

Is there anything worthwhile that the United States and other affoctod countries would gain
from uniform base taniffs in the EC? If the answer is ves, there is o chance that sufficient counter-
vailing power can develop against the strong opposition of those conumodity groups that stand
to lose. Before turmng to the varions repercussions of tariff hartnonization, though, it seeins
worthwhile to mention briefly a basic point relating to negotiation strategy.

fn the absence of some form of tariff harmonization, the EC is not going to let the feed-
substitute issue rest in peace, The budgetary pressure is simply too high. Domestic subsidics
will continue, and production will increase and gradually displace a growing quantity of imperts
Countries with less political and economic power than the United States, such as Thailisd,
will have to cut back their exports because of tighter voluntary export restraints. (The EC has
already concluded a voluntary export restraint on manioc with Thailand that reduced Thai
exports to the EC from about 8 million tons to 5 million tons.} What all this means is that
the economic value of the zero-tariff binding for feed substitutes will diminish over time. (This
fear is behind the TLS, iitiative to bring the feed subsidies of the EC before a OATT panel))
If present trends continue, its economic value is likely to be zero in a few years, unless two
unknowns are assumed: a clear decision by a GATT panel against the EC oilseed subsidy pro-
gram and the willingness of the EC to abide by it.

The basic idea of tanffication is that relatively low uniform tariffs replace the current system
of protection after some period of adjustment. Lower rates of protection in the EC for all
agricultural procucts and the absence of export subsidies will mean much better market
conditions for many traded contnodities, particularly grains, beef, and sugar. The keystone
commadity group for ULS. agriculture consists of grains, Better market conditions here are likely
to translate into considerable palitical support for trade reform that could more than compen:
sate for the negative attitude of feed-substitute and oilseed producers.

IUis certain that the producers of feed substitutes and oilseeds are going to lose from
tariffication. It would mean an end to the rents they now receive by being able to sell at zero
duty in the EC market that is otherwise highly protected The following changes can be
anticipated. The drop in the price of citrus pellets would lower, ceteris paribus, the profits
of the producers of citrus juices and its derivatives, However, since tariffication would also
mean lower fronticr barriers for the latter products, particularly in Japan, the benefits of an
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http:would.ls

applies not only to developig countries that fear for their quota rents, but with equal foree
to others that think tariff increases due to tariffication (tarift hermonization) will do them more
harm than good. 1o this contest, it should be remembered that fow Garifls alone do not guarantee
miarket access: Seascnal quotas, it quotas, and @ host of other schemes are currently used
o nullity low tuifts The idea of tariflication is to etiminate these Hnport barriers and along
with theny the hivh degrec of uncertaimy about market access,

Aswitch to abants-onlv systenn wonrhd require sigiificant adjustiments i the agricultural
sector of the United States that woubd extend far bevend the stiactiral adjustiment problems
laced by oilseed producers mentioned above oy caatiples export sabsidies would have to
stop.Sinee the TS U S Farm Bill was passed. export subsidies have been used for numerons
commodities venging o beel and dany to oans though not 1o the extent conunon in
the EC (see cises cited i Chiapter 50 Fanther the cinnent svsten of deficieney paviments, by
which pavinests are made tor all production regardiess of donestic or export use, woutld have
ty be revised . Seasonal nport resteetions on it and vegetibles would have to be phased
out Above all e secton 22 wanver oranting the gl 1o tmpose quotes at will without
cotpensation: wondd have to e e up by the Undted States and would affect beef. SUBIAr,
and dainy producers es anhkel that they will be casile convineed of the mierits of trade
reforin: Howesor thie fobbny that s favor of tad - reform can b expected te be strong in
the United States Aol o oo producers canbe coated oncfor support becatse
Hew potential s o worldwide Lt ation are te most obvions The strongiest support
tor trade retorn hewever s kel o cotne from otiside of asricutture that is from industry
atd e services The coeessdons e aenoniione - tandt hanmonization and the chmination
ol the section 22 wancr - cnbd b taed to bt compensating concessiogs i areas outside
ol agricaltire. tnpractee s swoukd mean that LD colpronuse i industrial goods, in-
tellectual propens nghis tadeaclated vessment nmeastres, aned setviees, Iowould also imply
deonmitient by the oz Gronp conntries (particularlh Australasia), which gain from trade
reforin i agricuiiore more than anv othe country orcountry group, to open up their markets
for industrial gonds and senvices,

" The willingness of LDCs and. in particular, the newly industrialized countries to compromise in these
arcas could be reinforeed considerably if the United States as well as all other industrial countries could
agrec to extend tariffication unconditionally 1o light industries such as textiles dnd clothing, that is, industries
that are of particular interest 10 LOCs,
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APPENDIX 1:
SELECTED ARTICLES
OF THE GENERAL AGREEMENT

Article VI
Anti-dumping and Countervailing Duties

I. The contracting partics recognize that dumping, by which products
of one country are introduced into the commerce of another country at
less than the normal vadue ol the produets, is to be condemned if it causes
or threatens material injury to an established mdustry in the territory of
a contracting party or materiadly retards the establishment of o domestic
industry. For the purposes of this Article, a product is to be considered
as being introduced into the commeree of an mporting country at less than
its normal vatue, if the price of the product exported from one country
to another

(a) 1s tess than the comparable price, in the ordinary course of trade,
for the like product when destined for consumption in the exporting
country, or,

(h) 1n the absence of such domestic price, 1s less than cither
(i) the highest comparable price for the like product for export

to any third country in the ordmary course of trade, or
(if) the cost of production of the product in the country of origin
plus a reasonable addition for selling cost and profit.

Due allowance shall be made in cach case for differences in conditions and
terms of sale, for ditferences in taxation, and for other differences allecting
price comparability.*

2. In order to offset or prevent dumping, a contracting party may
levy on any dumped product an anti-dumping duty not greater in amount
than the margin of dumping in respect of such product.  For the purposes
of this Article, the margin of dumping is the price difference determined
in accordance with the provisions of paragraph [.*

* refers to interpretative notes at the end of this appendix.
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of any contracting party imported into the territory of another contracting
party in excess of an amount cqual to the estimated bounty or subsidy
determined to have been granted, divectly or indirectly, on the manufacture,
production or export of such product in the country of origin or exporta-
ton, inclnding any special subsidy o the transportation of a particular
prozuct. The term ™ countervatling duty 7 shall be understood to mean
a specral duty levied for the purpose of offsetting any bounty or subsidy
bestowed, directly or indirectly, upon the manufacture, production or export

3. Nocountervatling duty shall be levied on ivay product of the territory

of any merchandise

4. No product of the terrtory of any contracting party imported into
the territory of any other contracting party shall be subject to anti-dumping
or countervailing duty by reason of the exemption of such product {rom
dutics or taxes borne by ihe like product when destined for consumption
in the country of erigin or exportation, or by reason of the refund of such
dutics or taxes.

5. No product of the territory of any contracting party imported into
the territory of any other contracting party shall be subject to both anti-
dumping and countervailing dutics to compensate for the same situation
of dumping or export subsidization.

0. (a)  No contracting party shall levy any anti-dumping or counter-
vatling duty on the importation of any product of the territory of another
contracting party unless it determines that the effect of the dumping or
subsidization, as the case may be, is such as to cause or threaten material
mjury to an established domestic industry, or is such as to retard materially
the establishmert of o domestic industry.,

(h)  The ConTrRACTING ParTirs mav waive the requirement of sub-
paragraph (¢) of this patagraph so as o permit a contracting party to levy
an ant-dumpmyg or countervailing duty on the importation of any product
for the purpose of offsetting dumping or subsidization which causes or
threatens material injury to an industry in the territory of another contract-
ing party exporting the product concerned to the territory of the importing
contracting party.  The ContrACTING Parties shall waive the requirements
of sub-paragraph (a) of this paragraph, so as to permif the levying of a
countervailing duty, in cases in which they find that a subsidy is causing
or threatenmg material mjury to an industry in the territory ol another
contracting party exporting the product concerned to the territory of the
importing contracung party,*
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(¢} Inexceptional circumstances, however, where delay might cause
damage which would be diflicult to repair, a contracting party may levy
a countervailing duty for the purpose referred to in sub-paragraph (») of
this paragraph without the prior approval of the CONTRACTING PARTIES;
Lrovided that such action shall be reported immediately to the CONTRACTING
Parties and that the countervailing duty shail be withdrawn promptly if
the CONTRACTING ParTies disapprove,

7. A system for the stabilization of the domestic price or of the return
to domestic producers of a primary comimuodity, independently of the move-
ments of export prices, which results at times in the sale of the commodity
for export at a price lower than the comparable price charged for the like
commodity o buyers in the domestic market, shall be presumed not to
result in material injury within the meaning of paragraph 6 if it is deter.nined
by consultation among the contracting parties substantially interested in
the commadity concerned that:

(@) the system has also resulted in the sale of the commodity for export
at a price higher than the comparable price charged for the like
commaodity to buyers in the domestic market, and

(h) the system is so operated. cither because of the cllective regula-
tion of production, or otherwise, as not to stimulate exports unduly
or otherwise seriously prejudice the interests of other contracting
parues.

Article XI *
General Elimination of Quantitative Restrictions

L. No prohibitions or restrictions other than dutics, taxes or other
charges, whether made effective through quotas, import or export licences
or other measures, shall be instituted or maintained by any contracting
party on the importation of any product of the territory of any other con-
tracting party or on the exportation or sale for export of any product
destined for the territory of any other contracting party.

2. The provisions of paragraph 1 of this Article shall not extend to
the following:

(@) Lxport prohibitions or restrictions temporarily applicd to prevent
or relieve critical shortages of foodstulls or other products essential
to the exporting contracting party;
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(h) Import and export prohibitions or restrictions necessary to the
appiication of standards or regulatons for the  classification,
grading or markeung of commodities ininternational trade;

(¢) Importrestrictions on any agricultural or fiskeries product, imported
moany foront onecessary oo the enforcement of sovernmental
measures which operate:

(1) to restriet the quanuties of the ke domestie product permitted
to be marketed or produced. orc it there s no substantal
domestic production of the hike product. o o domestic pro-
ductfor wnich the imported product can be diveetly substituted
or

(i1) to remove o temporary surplus of the like domestie product,
or, il there 1s no substantial domestic production of the Like
product. of o domesiic product for which the imported product
can be directly <ubstituted, by makmg the surplus avatable
o cerin eroups of domestic consumers fiee of charge or at
prices below the coorent marhet level: or

(1) to aestricr the gooanites permitted 1o be prodiiced of any
animal product the production of which i directly dependent,
wholly or mamb. oo the imported commoditv, if the domestic
production of that commodie s relatively neglivible.

Any contracting partv apphine rosirictions on the importation of any
product purstiant to wub paragraph (o) of this paragraph shall give public
notice of the total quaniey cr value of the product permited to be imported
during o specitisd dotire pertod and o any changee inosuch quantity or
vadue. Noreover, am restrictons applicd under (1) above shall not be
sach aa will reduce the total of imports relative 1o the total of domestic
production. o compared with the proporios which might reasonably be
expected toeule between the two i the of e of restrictions. In deter-
minmg this proporton, the contracting part, shall pay due regard to the
proportion prevailing during a previous representative period and to any
special Factors™ which may bave affected or mav be affecting the trade in
the product concerned.

Article XTI *
Non-discriminatory Administretion of Quantitative Restrictions

[. No prohibition or restriction shall be applied by any contracting
party on the importation of any product ol the territory of any other
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contracting party or on the expoitation of any product destined fer the
territory of any other contracting partv. unless the importation of the like
product of all thivd countries or the exportation ol the like product to al!
third countries i+ imilarly prohibited or restricted.

2o I appiving caport restrictions o any pretuct, contracting partics
Ratl am at o disteibunon of trade i osuoh product approaching as closely
as possible the shares which the varic us contracting parties might be expected
to-obtam m the alvence of such restrictions, and (o this end shall ohserve
the following provisions:

(a)  Wherever practicable, quotas representing the total amount of
permitted import, (whether allocated among supplymg countries or
sot) shadl be fived. and votice given of their amount in accordance
with peragraph 3 (M of s Article:

{(b) In cases in which quotas wre not practicable, the restrictions may
be applicd by means of import liccaces or permits without a quota;

(cy Contriacdng parties shall not, except for purposes of operating
quotas aliocated 1m0 ardunce with sub-puaracraph () of this
paragraph, require that import licences ar permits be utilized for
the buportation of the product concerned from o particular country

OF SOUrce ;

(/) In cares mowhich o quoto is allocared among supplving countries,
the contracing party applving the restrictions may seek agreement
with respect (o th 2 allocation of shaves in the quota with all other
contracting parties having o substantial interest in supplyving the
product corcerned. Incases in which this method is not reason-
ably practicable. the contracting party concerned shail allot 1o
contracting partics having o substantial interest in supplving the
product shares based upon the proportions, supplied by such
contracting pirties during a previous representative perind. of the
wtal quantiny or vadue of imports of the product, duee account
beiny taken of anv special factors which may have affected or may
bewileeting the trade v the product. No conditions or formalitics
shall be imposed which would prevent any contracting party from
utihizing fally the share of anv such ol quantity or value which
hits been allotied 1o it subject (o rmportation being made within
any prescrihed pertod (o which the quota may relate.*

3 (@) In casesin which import licences are issucd in connection with

import restrictions, (he contracting party applying the restrictions shall

provide, upon the request of any centracting party having an interest in
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the trade in the product concerned, all relevant information concerning the
adnunistration of the restrictions, the iport licences granted over a recent
period and the distribution of such licences among supplying countrices;
Provicded thot there shall be no obligation to supply information as to the
names ol importing or supplying enterprises.

(/) Inthe case of import restrictions involving the fixing of quotas,
the contracting party applving the restrictions skall give public notice of
the total quantity or value of the product or products which will be per-
mitted to be imported during a specilied tuture period and of any change in
such quantity or value.  Any supplics of the prodret n question which
were on ronre ut the time at which public notice was given shall not be
excluded from entry s Provided that they may be counted so far as practicable,
against the quantity: permitted to be imported in the period in question,
and also where necessary, against the quantities permitted o be unported
i the next following period or periods; and Provided turther that if any
contractng party customarily exenmipts from such restrictions products
cntered for consumpuon or withdrasn trom warchouse Tor consumption
during w period of thirty dayvs after the dayv of such public notice, such
practce shall be considered full compliance with this sub-paragraph.

(¢) I the case of quotas allocated among supplying countries, the
contracting party applving the restrictions shall promptly imform al! other
contracting parties having an interest in supplying the product concerned
of the shares in the quota currently alleated, by gquantity or value, to the

varieus supplying countries and shall give public notice thereof,

o With regard to restrictions applied in accordance with paragraph
2(d) of this Article or under paragraph 2 (¢) o Article X1, the selection
of @ representative period for any product and the appratsal ol uny special
factors * affecting the trade in the product shall be made mitially by the
contracting party applving the restriction: Provided that such contiracting
party shall, upen the request of any other contracting party having a sub-
stantial mterestin supplving that product or upon the request of the Con-
IRACTENG Pageris, comsult promptly with the other contracting party or
the Contracting Parins regarding the need for an adjustment of the
proporton determimed or of the base pericd selected, or for the reappraisal
of the special factors involved, or for the elimination off conditions, for-
malities or any other provisions established unilateradly relating to the alloca-
ton of an adequate Guota or s unrestricted uthation,

S The provisions of this Arucle shall apply o any tarifl quota insti-
tuted or maintained by any contracting party, and, in so far as applicable,
the principles of this Article shall also extend to export restiictions,
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Article XVI *

Subsidics
Section A--Subsidies in General

1. If any contracting party vrants or maimtains any subsidy, including
any form of income or price suppert, which operates directly or indirectly
to mcrease exports of any product from, or to reduce imports of any pro-
duct mtog ity terrnory, it shall nodily the CONTRACTING PARTIES in writing
of the extent and nature of the subsidizaton, of the estimated effect of the
substdization on the quantity of the alfccted product or products imported
into or exported from ity territory and ot the cirenmstances moking the
subsidization necessary, In any case mowhich 1t s determined that serious
prejudice to the intorests of any other contraciing pasty s coused or threat-
encd by any such subadization, the contracting party granticg the subsidy
shall npon requeste diseuss with the other contracting party or partics
concerned, or with the Contracor.o Parris, the possibility of limiting

the subsidization.

Section B Additional Provisions on Lxport Subsidies *

2. The contractung parties recognize that the granting by o contracting
party of a subsidv on the export of any product may have harmiul eftects
for other contracung parties, both importing and exporting, may cause
undue disturbance to their normal commercial interests, and may hinder
the achievement of the objectives of this Agreement.

3. Accardingly, contracting parties should seek to avoid the use of
subsidies on the export of primary products.  If, however, a cuntracting
party vrants directly or mdirectly any form of subsidy which operates to
mcereise the export of any primary procuct from its territory, such subsidy
shall net be applicd oo manner which results in that contracting party
having more than an cquitable share of world export trade in that product,
account bemg taken of the shares of the contracting parties in such trade
i the product during o previous representative period, and any special
Factors which may have affected or may be affecting such trade in the pro-
duct.®

4o Further, as from 1 lnuary 1958 or the carliest practicable date
thereafter, contracting parties shall cease to grant either directly or in-
direetly any form of subsidv on the export of any product other than a
primary product which subsidy results in the sale of such product for export
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at a price lower than the comparable price charged for the like product
to buyers in the domestic market. Until 31 December 1957 no contracting
party shall extend the scope of any such subsidization beyond that existing
on I January 1955 by the introduction of new, or the extension of existing,
subsidies. *

5. The Coniracting Pariins shall review the operation of the pro-
visions of this Article from time o time with & view 1o examining its
cffectiveness, in the light of actual experience, in promoting the objectives
of this Agreement and avoiding subsidization seriously prejudicial to the
trade or mterests of contracting parties.

Article XVII
State Trading Enterprises

I.* (a) Each contracting party undertakes that if it establishes or
maintains o State enterprise, wherever located, or grants to any enterprise,
formally or in cfiect, exclusive or special privileges,™ such enterprise shall,
ints purchases or sales imvolving cithier imports or exports, et in a mannci
consistent with the general principles of non-divcriminatory treaiment
preseribed in this Aereement for governiment! measures arfecting imports
or exports by private traders.

(0y The provisions of sub-paragranh () of this paragraph shall be
understood to require that such enterprise huldl, having due regard to the
other provisions of this Agreement, make any stuch purchases or sutes
solely inaccordance with commercial considerations,* including price,
quality, availability, marketability, transportation and other conditions of
purchase or sale, and sholl afford the enterpriser of the other contracting
parties adequate opportunity, in accordance with customary  business
practice, to compete for participation in such purciiases or sales.

(¢} No contracting party shall prevent any enterprise (whether or
not an enterprise described in sub-paragraph (ay of this paragraph) under
its jurisdict'on from acting in accordasce with the principles of sub-
paragraphs (a) and (b) of this paragraph.

2. The provisions of paragraph | o this Article shall not apply to
imports of products for immediate or ultimate consumption in governmental
use and not otherwise for resale or use in the production of goods * for
sale. - With respect to such imports, ecach contracting party shall accord
to the trade of the other contracting parties fair and cquitable treatment.
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3. The contracting parties recognize that enterprises of the kind
described in paragraph 1 (@) of this Article might be operated so as to create
serious obstacles to trade; thus negotiations on a reciprocal and mutually
advantageous basis designed to Timit or reduce such obstacles are of miport-
ance o the expansion of mternational wade.®

4. («)y Contracting parties shall notifv the CONTRACTING PARTIES of
the produacts which are imported into or exported from their territories by
enterprises of the hind described i poragraph 1 (a) of this Article.

(h)y A contracting party esteblishing, mamtaning or authorizing
an import monopoly of a product, which is not the subject of a concession
under Arvcle 1 shail, on the request of another contracting party having
a substantial trade o the product concerned, inform the CONTRACTING
Partis of the import mark-up © on the product during o recent represent-
ative peried, or, when it s not possible to do so, of the price charged on the
resale of the product.

(¢} The Covtracting Parnirs mey, at the request of a contract-
g party which huas reason to believe that its mterests under this Agreement
are bemg adversely allected by the operations of aic enterprise of the kind
desertbed i paragraph 1 (ai. request the contracting porty establishing,
mntinimg or authorizing such enter, rise to supply information about its
operations related (o the carrving out of the provistons of this Agreement.

() The provisions of this paragraph shall not require any contract-
ing party o disclose confidennal information which would 1mpede law
cnforcement ¢r otherwise be contrary to the public interest or would pre-
Judice the legitimate commercial interests of particular enterpriscs.

Article XIX
Emergency Action on Imports of Particular Products

[. (a) If, as a result of unforeseen developments and of the effect
of the obligations incurred by o coniracting party under this Agreement,
including tartff concessions, any product is being imported into the territory
of that contracting party in such increased guantitics and under such
conditions as to cause or threaten serious injury to domestic producess
in that territory of like or direcily competitive products, the co tracting
party shall be free, morespect of such product, and to the extent and for
such time as niay be necessary to prevent or remedy such injury, to suspend
the obligation in whole or in part or to withdraw or modify the concession.
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(b) M any product, which is the subject of a concession with respect
to a preference, iy being imported into the territory of a contracting party
in the circumstances set forth in sub-paragraph (o) of this paragraph, so
as o cause or threaten sertous injury to domestic producers of” like or
dircctly competitive products i the territory of a contracting party which
receives or received such preference, the importing contracting party shall
be freeaat that other contracting party so requests, to suspend the relevant
obligation m whole orm part or to withdraow or modiry the concession in
respect of the preduct, o the extent and for such time as may be necessary

to prevent or remedy such ropury,

2o Before any contracting party shall take action pursuant to the pro-

vistons of puraeraph T ol this Avacle, it shall give notice in writing to the
Convatracring Pacnrs as tar o advanee asy may be practicable and shall
allord the Coxnrra r Provans and those contracting parties having o
subetantiad mterest ws exporters o the product concerned an opportunity
to consult with 1t in respect of the proposed action. When such notice
iy given inrelation to w coneession with respect (0 o preference, the notice
shall name the contracting party which has requested the action.  In
critical circumstances, where delayv would cause damage which it would be
difticalt 1o repatr. action under paragraphc T of this Article may be taken
provistonally without prior consultation, on the condition that consulta-
ton shall be effected immediately Giter tar ing such action.

300 Gy M oagreement among the interested contracting parties with
respect to the action is not reeched, the contracting party which propo. s
ta take or conunue the action shall, nevertheless, be free to do so, ana if
such action is tahen or continued, the affected contracting parties shall then
be free, not later than minety days after such action is taken, to suspend,
upon the exprration of thirty davs from the day on which written notice
of such suspension s received by the CoNtracring Partis, the applica-
fion to the trade of the contractng party taking such action, or, in the case
uvisaged moparagraph 1 () of this Article, to the trade of the contracting
pasty requesting such action, of such substantially cequivalent concessions
or other obhigations under this Agreement the suspension of which the
CONTRACTING PARTIES do not disapprove,

(7 Newwithstanding the provisions of sub-paragraph («) of this
paragraph, where action s taken under paragraph 2 of this Article without
prior censultation and causes or threatens serious injury in the territory
of @ contracting purty tethe domestic producers of products aflected by
the action, that contracting party shall, where delay would cause damage
dificult to repair, be free to saspend, upon the taking of the action and
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throughout the period of consultation, such concessions or other obliga-
tions as may be necessary to prevent or remedy the injury.

Article XX

General Exceptions

Subject to the requirement that such measures arc not applied in a
manner which would constitute & means of arbitrary or unjustifiable discri-
mination between countries where the same conditions prevail, or a dis-
guised restriction on international trade, nothing in this Agreement shall
be construed to prevent the adoption or enforcement by any contracting

party of measures:
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()
(¢)
(d)

(¢)
(/)

(¢

()

Q)

necessary to protect public morals;

neecessary to protect human, animal or plant lite or health;

relating to the importation or exportation of gold or sitver;
necessary to secure complinnce with laws or regulations which are
not mconsistent with the provisions of this Agreement, including
those relating to customs enforcement, the enforcement of mono-
polies operated under paragraph 4 ol Article IT and Article XVII,
the protection of patents, trade marks and copyvrights, and the pre-
vention of deceptive practices:

relating to the products of prison labour:

imposed for the cotection of national treasures of artistic, historic
or archacologic  value;

relating o the conservaunn of exhaustible natural resources if
such measures are made effective in conjunction with restrictions
on domestic production o. consumption;;

undertaken in pursuance of obligations under any intergovern-
mental commodity agreement which conforms to criteria submitted
to the CoxrracrinGg Parties and not dosapproved by them or
which is itself so submitied and not so disapproved ;*

involving restrictions on exports of domestic materials necessary
to ensure essential quantities of such materials to a domestic pro-
cessing industry during periods when the domestic price of such
materials is held below the world price as part of a governmental
stabilization plan; Provided that such restrictions shall not operate
to increase the cexports of or the protection afforded to such



domestic industry, and shall not depart from the provisions of this
Agreement relating to non-discrimination;

(/) essential to the acquisition or distribution of products in general
or local short supply: Provided that any such measures shall be
consistent with the principle that all contracting parties are entitled
to an cquitable share of the iternational supply of such products,
and that any such measures, which are mconsistent with the other
provisions of this Agreement shall be discontinued as soon as the
conditions giving rise to them have ceased to exist. The Con-
TRACTING PArTirs shall review the need for this sub-paragraph
not later than 30 June 1900,

Article XX
Consultation

1. Each contracting party shall accord sympathetic consideration to,
and shall afford adequate opportunny for consultation regarding, such
representations as may be made by another contracting party with respect
to any matter atlecting the operavon of this Agreement.

2. The Conirac e Parnies may, at the request of a contracting
party, consult with any contracting party or parties in respect of any
matter for which it has not been possible to find a satisfactory solution

througt: consultation under paragraph 1.

Article XXIII
Nullificativi or Impairment
1. If any contracting party should consider that any benefit accruing
to it directly or indirectly under this Agreement is being nullified or impaired
or that the attainmient of any objective of the Agreement is being impeded
as the result of
() the fatlure of another contracting party to carry out its obligations
under this Agreement, or
(h) the application by another contracting party of any measure,
whether or not it conflicts with the provisions of this Agreement, or
(¢) the existence of any other situation,
the contracting party may, with a view to the satisfactory adjustment of
the matter, make written representations or proposals to the other con-
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tracting party or parties which it considers to be concerned. Any coi
tracting party thus approached shall give sympathetic consideration to tl
representations or proposals made to it.

2. If no sausfactory adjustment is effected between the contractir
parties concerned within a reasonable time, or if the difliculty is of tt
type described in paragraph | (¢) of this Article, the matter may be referre
to the CoNnTRACTING ParTirS.  The CONTRACTING PARTIES shall prompt!
ivestigate any matter so referred to them and shall make appropria
recommendations to the contracting parties which they consider to t
concerned, or give o ruling on the matter, as appropriate. The CONTRACTIN
PArties may consult with contracting parties, with the Economic and Soci:
Council of the United Nations and with anv appropriate inter-government:
organization in cases where they consider such consultation necessary. 10tk
CONTRACTING ParTies consider that the circumstances are serious enoug
to justify such action, they may authorize a contracting party or partic
to suspend the application to any other contracting party or parties ¢
such concessions or other obligations under this Agreement as they dete
mine to be appropriate in the circume tances. I the application to an
contracting party of any concession or « ther obligation is in fact suspendec
that contracting party shall then be frec, not later than sixty davs after suc
action is taken, to give written notice to the Lxecutive Secretary ! to th
CONTRACTING ParTis of its intention to withdraw from this Agreemer
and such withdrawal shall take eflect upon the sixtieth day following th
day on which such notice is reccived by him.

Article XXVHI *
Modification of Schedules

. On the first day of cach three-year period, the first period beginnin
on | January 1958 (or on the first day of any other period * that may b
specified by the CONTRACTING ParTIES by two-thirds of the votes cast)
contracting party (hereafter in this Article referred to as the “applican
contracting party”) may, by negotiation and agreement with any contractin:
party with which such concession was initially negotiated and with an
other contracting party determined by the CONTRACTING PARTIES to have :
principal supplying interest* (which two preceding categories of contracting

"'Since changed to Director-General.
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parties, together with the applicant contracting party, are i this Article
heremafier referred o as the “contracting partics primarily concerned™),
and subject to consultation with anv other contracting party determined by
the CoNTRACTING ParTis 1o have o substantial interest™ in such coneession,
modify or withdraw a concession® included in the appropriate Schedule

annexed to this Agreement.

2. Inosuch negotiations and agreement. which may include provision
for compensatory adjustment with respect to other products, the contracting
parties concerned shall endeavour 1o maintain general Tevel of reciprocal
and mutually advantageous concessions not less fvourable to trade than

that provided for in this Agreement prior to such negotiations.

3o Gy I agreement between the contracting parties primarily con-
cerned cannot be reached before 1 Juary 1958 or before the expiration
of tw period envisaged i pareeraph 1ot this Article, the contracting party
which proposes o maodify or withdraw the concession shall, nevertheless,
be free o do o and it such action is tiken any contricting party with which
such concesson was mitally negotiaed. any contracting party determined
under paragraph I to have principal supplving interest and any contracting
party determined under paragraph 1o have a substantial interest shall then
de free not Later than wix months alter such action is taken, to withdraw,
upon the expiration of thirty davs from the day on which written notice of
such withdrawal i veceived by the CONTRACTING PARTIES, substantally
cqunvalent concessions initially negotiated with the applicant contracting
party.

(F) I agreement between the contracting parties primarily con-
cerned is reached but anv other contracting party determined under para-
graph 1 ol this Article to have a substantial interest is not satisfied, such other
contracting party shall be free, not Liter than six months after action under
such agreement is taken, to withdraw., upon the expiration of thirty days
from the day on which written notice of such withdrawal is received by the
CONTRACTING - PARTILS,  substantially equivalent  concessions  initially
negotiated wi the applicant contracting party.

4. The CONTRACIING PaRTIES may, at any time, in special circumstances,
authorize™® a contracting party to enter into negotiations for modification or
withdrawal of & concession included in the appropriate Schedule annexed
to this Agreement subject to the following procedures and conditions:

(@) Such negotiations* and any related consultations shall be conducted

in accordance with the provisions of paragraphs 1 and 2 of this
Article.
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(h)

(c)

(d)

5.

If agrcement between the contracting parties primarily concerned
is reached in the negotiations, the provisions of paragraph 3 (b) of
this Arucle shall apply.

If agrecement between the contracting parties primarily concerned
is not reached within i period of sixty days* after negotiations have
been authorized, or within such longer period as the CONTRACTING
PARTIES may have prescribed, the applicant contracting party may
refer the matter to the CONTRATTING PARTIES.

Upon such reference, the CoNTrRACTING PArTiES shall promptly
examine the matter and submit their views to the contracting parties
primarily concerned with the aim of achieving a settlement. If a
settlement is reached, the provisions of paragraph 3 (b) shall apply
as if agreement between the contracting parties primarily concerned
had been reached. I no settlement is reached between the eontracting
parties primarily concerned, the applicant contracting party shall be
free to modify or withdraw the concession, unless the CONTRACT-
ING Parties determine that the applicant contracting party has
unrcasonably failed o offer adequate compensation.® If such action
ts taken, any contracting party with which the concession was
mitially negotiated, any contracting party determined under para-
graph 4 (¢) to have a principal supplyving interest and any contracting
party determined under paragraph 4 () to have a substantial
interest, shall be free, not Luter than six months after suea action
s taken, to modify or withdraw, upon the expiration of thirty days
from the day on which written notice of such withdrawal is received
by the Contracting Pariies, substantially equivalent concessions
mitially negotiated with the applicant contracting party.

Before T January 1958 and before the end of any period envisaged

in paragraph I a contracting party may clect by notifving the CONTRACTING
PARTIES to reserve the right, for the duration of the next period, to modify
the uppropriate Schedule in accordance with the procedures of paragraphs |
to 3.
the righy, during the same period, to modify or withdraw, in accordance
with the same procedures, concessions initially negotiated with that
contracting party.
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Interpretative Notes to the Articles

Ad Article VI
Paragraph |

I, Hidden dumping by associated houses (that is, the sale by an importer
at a price below that corresponding to the price invoiced by an exporter with
whom the importer is associated, and also below the price in the exporting country)
constitutes a form of price dumping with respeet to which the margin of dumping
mity be caleulated on the basis of the price at which the goods are resold by the
importer,

Zo Teis recognized that, in the case of imports from a country which has a
complete or substantiatly complete monopoly of its trade and where all domestic
prices are fined by the State, special ditticnltics may exist in determuining price
comparability for the purposes of paragraph 1, and in such cases mporting
contracting parties may find it pecessary to take into account the possibility that
asstrict comparison with domestic prices in such a country may not always be
appropriate,

Paragraphs 2 and 3

1. As in many other cases in customs administration, a contracting party
may require reasonable seeurity (bond or cash deposit) for the payment of anti-
dumping or countervailing duty pending final determination of the facts in any
case o suspected dumping or subsidization,

2o Multiple currency practices can in certain circumstance, constitute a sub-
sidy to exports which may be met by countervailing duties under paragraph 3
or can constitute a forny of dumping by means of « partial depreciation of a
country’s currency which may be met by action under paragraph 2. By multiple
currency practices ™ is meant practices by governments or sanctioned by govern-
ments.

Paragraph 6 (b)

Waivers under the provisions of this sub-paragraph shall be granted only
on application by the contracting party proposing to levy an anti-dumping or
countervailing duty, as the case may be.

Ad Artictes X1, XTI, XTI, XTV and XVII
Throughout Articles X1, XII, XIH, XIV and XVIIIL the terms © import

restrictions ™ or " export restrictions ™ include restrictions made cffective through
state-trading operations.

95



Ad Article X1
Paragraph 2 (¢)

" [}

The term * in any form: ™ in this paragraph covers the same products when in
an carly stage of processing and still perishable, which compete directly with the
fresh product and if treely imported would tend to make the restriction on the
fresh product ineffective.

Paragraph 2, Last sub-paragraph

. 1

The term ™ special factors ™ includes changes in relative productive cificiency
as between domestic and foreign producers, or as between different foreign pro-
ducers, but not changes artificially brought about by means not permitted under
the Agreement,

Ad Article XV

The exemption of an exported product from duties or taxes borne by the like
product when destined for domestic consumption, or the remission of such
duties or taxes in amounts not in excess of those which have accrued, shall not
be deemed to be a subsidy.

Section B

1. Nothing in Scciic B shall preclude the use by a contracting party of
multiple rates of exchange in accordance with the Articles of Agreement of the
International Monetary I'und.

2. For the purposes of Section B, a * primary product ™ is understood to be
any product of farm, forest or fishery, or any mineral, in its natural form or which
has undergone such processing as is customarily required to prepare 1t for
marketing in substantial volume in international trade.

Paragraph 3

. The fact that a contracting party has not exported the product in ques-
tion during the previous representative period would not in itself preclude that
contracting party from establishing its right to obtain a share of the trade in the
product concerned.

20 A system for the stabilization of the domestic price or of the retusn to
domestic producers of a primary product independently of the movements of
export prices, which results at times in the sale of the product for export at a
price lower than the comparable price charged for the like product to buyers
in the domestic market, shall be considered not to involve a subsidy on exports
within the meaning of paragraph 3 if the CONTRACTING ParTIES determine that:
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(a) the system has also resulted, or is so designed as to result, in the sale
of the product for export at & price higher than the comparakle price
charged for the hike prodect to buvers in the domestic market: and

(b) the system is so operated, or ie desiod <o to operate, cither becauss
of the ¢fective regulation of production or otherwise, as not 1o stimulate
exports unduly or otherwise seriously to prejudice the inierests of otner
CONracting paviics,

Notwithstandine ~uch determination by the CoNtracting Pakrss, operations
vnder o such o svstem shdl be o subject to the provisions of parseranh 3 where
they are whelly or partly hnancea out of government funds in addition to the
funds collected from prodicers 1 respect of the product concerned.

Faragrapa

The: mtention of paragraph 4 is that the cortraciing parties should seck
bef&e: the end of 1957 to rcach agreement to abolish all remaining subsidies as
from 1 January 1958: or, failing this, to rcach agreement 1o extend the applica-
tion of the standsull until the earliest ¢.te therea’ter by which (hey can expect
to reach such agreement.

Ad Article XV
Paragraph |

The operations of Marketing Boards, which are established by contracting
parties and are engaced in purchiosing or selling. are subsect to the provisions of
sub-paragraphs (o) and (h).

The activities of Marketing Boards vhich are established by contracting parties
and which do not parchase or sell but Jay down regalevons covering private trade
are voverned by the velevant Articles of this Agreement.

The charging by a state enierprise of different prices for its sales of o product
in different markets is not nrecluded by the provisicns of this Article, provided
that such duferent nrices are charged for commercial reasons, to meet conditions
of supply and demand in export markets.

Paragraph I (1)

Governmentul measures imposed to ensure standards of quality and efliciency
in the operation of esternal trade, or privileges granted for the exploitation of
rational naturat resources but which do not empower the government to exercise
control over the trau’ng wactivitics of the enterprise i question, do not constitute
*exclusive or special privileges 7.
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Paragraph 1 (b)

A country receiving a * tied joan ” is free to take this loan into account as
a " commercial consideration ™ when purchasing requirenients abroad.

Paragraph 2

’

The term ™ goods ™ s limited to products as understood in commercial prac-
tice, and is not intended to include the purchase o1 sale of services.

Paragraph 3

Negotiations which contracting parties agree to conduct under this paragraph
may be directed towards the reduction of Juties and other charges on imports
and exports or towards the conclusion of any other mutually satisfactory arrange-
ment consistent with the provisions of this Agreement.  (See paragraph 4 of
Article 1T and the note to that paragraph.)

Paragraph 4 (b

.

The term ™ import mark-up 7 in this paragraph shall represent the margin
by which the price charged by the import monopoly for the imported product
(exclusive of nrernal tanes within the purview of Article 111, transportation,
distribution, and other expenses incident o the purchase, sale or further pro-
cessing, and & reasonable margin of profit) exceeds tie landed cost.

Ad Arvcle XX
Sub-paragraph (h)
The exception provided for in this sub-paragraph extends to any commodity

agreement which conforms to the principles approved by the Economic and Social
Council in its resolution 30 (IV) of 28 March 1947.

Ad Arrcle XXV

The CoNTRACTING ParTIES and cach contracting party concerned should
arrange to conduct the negotiations and consultations with the greatest possible
secrecy in order to avoid premature disclosure of details of prospective tariff
changes.  The CoNTRACI'NG PartTieEs shali be informed immediately of all
changes in national tariffs resulting from recourse to this Article.

Faragraph 1

L. If the ConracinG PARTIES specify a period other than a three-year
period, a contracting party may act pursuant to paragraph 1 or paragraph 3 of
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Article XXVIII o~ the first day following the expiration of such other reriod and,
unless the Cont. .CTING ParTIEs have again specified another period, sub-
sequent periods will be three-vear periods following the expiration of such speci-
ficd period.

2o The provision that on 1 January 1958, and on other days determined
pursuant to paragraph 1, a contracting party “may ... modify or withdraw a

Y

meuns that on such day, aad on the first dav after the end of each
period, the leeal obligation of such contracting party under Article 11 is altered;
1t does not mean it the changes in its customs tarit! should necessarily be made
ceffective on that dav. 1 a4 tarifl change resulung from nerotiations undertiken
pursuant to this Article 15 delaved, the entry into foree of any compensatory
concessions may be simifarly delaved.

concession

3. Noteartier thar six months, nor later than three months, prior to | January
T95R, or to the termmation date of any subsequent period, a contracting party
wishimg to modity or withdraw anyv concession embodied in the appropriate
Schedule, should notfy the ConrractinG Partiis to this effect. The Con-
TRACTING Parais shall then determine the contracting party or contracting
parties with which tie nezotiations or consultations referred (o in paragraph |
shall take place.  Any contracting party so determined shall participate in such
negotiations or consultations with the applicant cantracting party with the aim
of reaching agreement before the end of the period. Any extension of the assured
life of the Schedules shadl relate to the Schedules as moditied after such negotia-
tions, in accordance with paragraphs 1, 2 and 3 of Article NNV 1 the Cox-
TRACTING Partns are anging for multilateral tacitl negotiations to take place
within the pertod of siv months before | January 1958, or before any other day
determined pursuant o paragraph 1. they shall include in the arrangements for
such negotintions suitable procedures for carrving out the negotiations referred
to in this paragraph.

4. The object of providing for the participation in the negotiations of any
contracting party with o principal supplyving interest, in addition to any contract-
ing party with which the concession was initially negotiated, is to ensure that a
contriactng party with a fareer share in the trade aflected by the concession than
acontracting party with which the concession was initially negotiated shall have
an ceffective orportunity to protect the contractual right which it enjoys under this
Agreement.  On the other hand, it is not intended that the scope of the negotia-
tions should be such as to make negotiations and agreement under Article XXVIII
unduly difticult nor to create complications in the application of this Article in
the future to concessions which result from negotiations thercunder.  Accord-
ingly, the ContrRACTING PARTIES should only determine that a contracting party
has @ principal supplying interest if that contracting party has had, over a reason-
able period of time prior to the negotiations, a larger share in the market of the
applicant contracting party than a contracting party with which the concession
was initally negotictea  r would, in the judgment of the CONTRACTING PARTIES,
nave had such a share in the absence of discriminatory quantitative restrictions
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maintained by the applicant contracting party. It would therefore not be appro-
priate for the CONTRACTING PARTIES to determine that more than one contracting
party, or in those exceptional cascs where there is near equality more than two
contracting partics, had a principal supplying interest,

5. Notwithstunding the definttion of a principal supplying interest in note 4
to paragraph 1, the CoNTRACTING Parties may exceptionally derermine that a
contracting party has a prcipal supplying interest if the concession in guestion
affects trade which constitutes o maor part of the total exports of such contract-

Ny party,

6. Ttis not inteaded that provision for participation in the negotiations of
any contracting party with i principal supplyving interest, and for consultation
with any contracting party having i substantial mnterest in the concession which
the applicant contracting party is seeking to modify or withdraw, should have the
eflect that it should have to pav compensation or sutlfer retaliation greater than
the withdrawal or moditication sought, judged in the lLight of the conditions of
trade at the time of the proposed withdrawal or modification, making allowance
for any discriminatory  quanttative restrictions matintained by the applicant
contracting party.

7. The cxpression © substantial interest 7 s not capable of a precise dehini-
tton and accordingly may present difficulties for the CONTRACTING PARTIES,
[t is, however, imtended to be construed to cover only those contracting partics
which have, or in the absence of discriminatory quantitative restrictions affecting
their exports could reasonably be expected to have, a significant share in the market
of the contracting party seeking to modify or withdraw the concession,

Paragraph

1. Any request for authorization to enter into negotiations shall be accom-
panied by all relevant statistical and other data. A decision on such request
shall be made within thirty days of its submission.

2. Itis recognized that to permit certain contracting parties, depending in
large measure on a relatively small number of primary commodities and relying
on the tarfl as an important aid for furthering diversitication of their economies
or as an mmportant source of revenue, normatly to negotiate for the modification
or withdrawal of concessions only under paragraph 1 of Article XXVIII, might
cause them at such a time to make medifications or withdrawals which in the long
run would prove unnecessary. To avoid stich a situation the CoNTRACTING PAR-
tees snall aathorize any such contracting party, under paragraph 4, to enter
inte negotiations unfess they consider this would result in, or contribute sub-
stantially towards, such an merease in tarifl fevels as to threaten the stability of
the Schedules to this Agreement or lead to undue disturbance ot international
trade,
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3. It is expected that negotiations authorized under paragraph 4 tfor modi-
fication or withdrawal of a single item, or a very small group of items, could
normally be brought to a conclusion in sixty davs. It is recognized, however,
that such a period will be inadequate for cases involving negotiations for the
moditication or withdrawal of a Lareer number of tiems and in such cases, there-
fore, it would be appropriate for the CONTRACTING PAR TS O preseribe a longer
period,

4. The determimation veferred 1o in paragraph () shall he made by the
ContraciNG Parros within thirty davs of the submission of the matter to them,
unless the applicant contracting party agrees to a longer period.

5o Indetermining under paracraph ) whether an applicant contracting
party has unreasonably fuled 1o offer adequate compensation, it is understood
that the Conmracting Parries will take due account of the speciad position of
acontracting party which has bound a high vroportion of its taritls o very Jow
rates of duty and o this extent Las less scope than other contracting parties to

make compensatory adjustment,
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APPENDIX 2:
SELECTED ARTICLES OF THE SUBSIDIES CODE

Article 8 Subsidies - Goneral Provisions

FooSignatones recognize that subsidies are used by governments o promote mpotant
objectives of socialand ccononmic policy Sinatones also recogmze that subsidies may

catse adverse effects o dhie mterests ol ather sienatories

|49}

SIEDAtOnes apree not to use export subsidies 1 g manner inconsistent with the pro-

vistons of this Agieement

3ooSignatones turther aynee that they shall seeh to avord coasing. through the use of any

subsidy

ooy to the domeste mdosty o another shnatory,

(- nuthficaton ormipans ool the benetits accuing ety or indir ety o another
stenatony under the General Avreement, b or

fC senous prepdice to the miterests of another spnaton

1o The adverse effeas o the miterests ot another signatony required o demonstrate

nullhcation o unpaiment o senons prepudice may anse thirogh

() the effectc ot the subsiazed anporns o the domestic market ol the importing
SEnatory,

thythe efecrs of the subsehy o deplacme o mipedig the impotts of ke products
e the markhet of the subsiding cotnty o

(G the eftecs ofthe subsaidized exports i deplacing the expotts of ke produdts of
another sienator from a third counny market.

Article 9 Fxpore Subsadies on Products Other than Certam Primary Products”

Lo Signatoties shall not grant expore subsidies on produces other than certam primary
products.

2. The practices Iisted inpoints (a) to ¢ in the Annex are ilfustratinve of export subsidies,

Article 100 Pxporr Subsidies on Certain Primary Prodics

Lo Inaccordance with the provisions of Artide XV of the General Agrecment, signa-
tories agree not to grant diredtly or idireatly any export subsidy on certain primary
products ina manner whinch resules e the signatory granting such subsidy having
more thatan cquiteble share obworld export tade mesuch product, account being
taken of the shares of the sipnatonies e tade e the product concerned during a
previous representative penod, and any special factors which may have attected or
may be attecnng trade o sach produa

1984, Institute tor Internanional Fconomics, Washington, D.C. Excerpts reprinted by permission from
Subsidies in International Trade by Gary Clyde Hufbauer and Joanna Shelton Erb.
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2. For purposes of Artcle XV of the General Agreement and paragraph | above:

(@) "mote than equaable share of world export tade shall indhude A1y Case in
which the effea of an export subsidy granted by o signaton s o displace the
exports of another signatonry bearing in mind the developments onworld markets:

thy with reeand 1o new markers tadhirional paiterns of supply ot the product con-
cerned o the world market, 1emon o countive o owhich the new market is
sttuated shall be token o account determirang “equitable share of world
enpot frade

QO Ta previons representatn e penod  shall novmally be the thiee most recent cal-
endar vears o which nommal market condinans existed.

3 Signatories turther auee not to grant export subsidies on exports of certain primary
products toa partcular market m a nanner which results in prices materially below
those of ather suppliers o the same marhet.,

Article T Subsidies Other than Faxpore Subsidies

LooSienatories tecognize that subsidies other than export subsidies are widehy used as
thportantmsitiments tor the promotion of sodial and economic policy objectives and
do notintend 1o restnct the nelhi of stunatonies to use such subsidies 1o achios e these
and other iporiant policy abjecives which they conander destrables Sigrotones nowy
that among such objecinves are
ta) the elmmanon of ndostial coonomic and sooal disadvantages of speaific regions,
(o Baaliate the restincunnge, mide sociallv acceptable conditons, of Certam
sectorsespectalh s here this as become necessary by reason of « hanees mnade
ared cconomee pohaes mcdudime menatonal agireemaeants resulting m fower
bartiers to uade

(O generalv o sustam cmploviment and 1o clivourage re-irming and change in
crupiovinent.

(dr o encouragee rese o hoand development programmes, espeaially i the ticld of
high-technoloey madases

rerthe mplementation of cconomic progtammes and policies 1o promote the eco-
nomicand soacl development of developing countries.

e redeplovinent ofimdusty m onden tooanond congestion and envirtonmental prob-

len,

-

2o Signatones reconnze however that subsidies other than export subsidies, certain
objectives and possible torn of wihneh ane descnbed. respectivelyin paragraphs 1and
Voot this Artddes may cause o thicalen 1o Gause mjury to a domestic industry of
another signatony or serions prejudice to the mterests of another signatory or may
nullify or impair benelits acciumg: to another sinatorny under the Genesal Agreement,
i particolar where such subsidies would adversely atfect the conditions of normal
campetiion. Signatories shall thercetore seck to avoid catsing such effects throagh the
use ol subsidies. Tnpasticular, signatornes, when drawing up their policies and practices
m s fiekd in addinon o evatuatimge the essential sntemal objectives to be achieved,
shall also weigh, as Lor as pracicable, tahmg account of the nature of he particular
case, possible adverse effects ontrade. They shall also consider the conditions ol world
trade, production (ea price. capasity utdization ote.) and supply in the produda

concerned.
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Signatories recognize that the objedtives mentioned i paragraph 1 above may be
achieved, s adia, by means of subsidies yranted with the ann ol viving an advantage
to certam entterprises. Bxamples of posable forms ot soch sobsidies ares povernment
financang of conumercal enterprises anchodimg groants Toans o guarantees: govern-
ment proviston o doverinent financed provision of suhin . suppiv disinbuotion aod
other operational o support services o facdities: sovermment tnancmy of research
and developnient progranunes: fiscab meenives: and government subsciption to, o
provisioir of equiuiy capital

Stnatones note that the above torm ot subsidies ore normativ eranced cither remonally
or by sector The cnmerateon of fonms of sabsidies set out above ssoallusttatve and
non-eshaustve et retleor thesc correntiy pranted by a number of sinatones to this
Agrecement

Signatorios recovise noveriheless that the ennmeration of torms of subsdies set ot
above should e revien od penodicatiy and thocthis shonld be done throneh consul-
tations, s cordoroety soth the spont ob Aracle XV ab the General Agteement
Stetratoties recoane tirther that without prepedice to then nehes under thes Agree-
ment nothing o perectaphs 13 above and mparicular the cnumeration of forms
of subsidres creates e rsell any bases for action under the General Agrecement, as

mterpreted by s Astceinent

Aracle 12 Considiation

4l

wWhenever a signaton has reason to believe that an export subsidy s hemge granted o
maintamed by another signatory g manner moonsistent with the provisions of this
Agreement such senaton may reqoest consultations with such other sienatory,

A request tor consultations under paragraph T above shait mddude o statement of
avatable coadence sath revard to the existence and nature of the subsidy e question
Whenever o senetors has reaacn oo believe that any sobsdy s bemge vranted o
mantancd by oanee o sonarony andd that sach sobsidy crther causes oy to s
domestie midusiny ndhitication o mpanment of benefos accrimye toon under the
General Avrecment o senones prepadioe toos ierests such s iaaton o reqguest
consultatioroeath such other snaton

A request for corealianions under paragiaph 3 above shalt o mcbode g statement of
avarlable cvide e vohrevard tocas the exstence and anure ol the subsids snquestion
and by the oy cansed 1o the domestic ndusty o e thie case ol nalltfication or
nnpattment. ot seitois prepsdiee the adverse elfeces cansed to the mierests of (e
SIEHATONY Tequiesting carmdtations

Uipon request torconsultations mder paraviaph T or paractaph 3 above the sinatony
beltieved to be granting or mamtainmy the subsidy practioe nngueston shatl enter o
such consultations oy qurchkhy os posabie The puipose of the consaltations shall be o

clarity the facts of the sitaation and to arrve at o mntually acceptable solution

Article 13 Conciliation. Dispute Scrilewmeni and Antheorized Cowntermieasures

l.

104

1, in the case ot consultations under paragraph ol Artde 12, 0 mutually acceptable
solutiont has not been reached within thirey davs™ of the request for consaltations,



any signatory party to such consultations mav refer the matter to the Committee (o
conciliaton in accordance with the provisions of Part VI

20 1 i the case ot consultations under paragraph 3 ol Artidle 12, a mutually acceptable
solution has not been reached within sisty days of the request tor consultations, any
signatony party to sudh consultations may refer the matter o the Commitice {og
condliation in accordance with the provisions of Parg Vi

S any dispute aning under this Agreement is not resolyed as g tesult of consultations
or conaliations, the Commtee shall, upon request, teview the matier in accordance
with the dispure settfement procedures of Part Vi

Sl as aresult ot review s the Commitiee condudes that an export subsidy s being
granted moa manner mconsestent with the provisions ol this Agreement or that a
subsidvis bemng wranted or mamtamed msuch a manner as to cause myuny ., nallitication
ot mpainnent. o serious prejudice. 1 shall make sach recommendations ' 1o the
parties as may be approprate to resolve the issue and i the event the tecommen-
dations e not ollowed 10 may authonze such countermeasures as may be appro-
priate tak g mro account the degree and natre of the adverse effedts found 1o exist,
m accordance with the relevant provisions of Part V1

Notes

23 Inpury to the domestie industy s used here i the same sense as it is used i Part Tof this Agreement.

24 Benehts accnny direcdy o imduecdy ander the Generat Agieement include the benefits of tarifl
concesstons bound under Artcte 1ot the Generdl Aureement

Y

250 senons prepedice to the mterests of another senatory s used 1o this Apreciment i the same sense
asatisased i Avtdde NV ot the General Avreement and i udes thieat of setions vrejudice

ShoSinatones seconnzc i hat onintoion or nopamnent of henetits may o anse through the taihare
ot snmaton ey out s oblnatons wneder the General Agreement or this Agreement Where such
faihire concermmy exporisabaadies o detenmmed by the Commiuttee 1o exiag adverse etfedts may, without
prefidice to paracaph ot Ve T8 bobows be prostmed 1o eaast The other stenatony sl be accorded
reasonable oppocimn o rebucthe presumption

2T The renm Cdiphacmy Shall Lo nrerpeered ma nanner sl fihes o o the trade and

developrment necds ot developame counties and i s connecnion s not mtended to fis tradinonal
tarket shiares

28 The problems arthand connins mark et o L s cettam prmany produoctes are concerned s deah
with oxchiv el pnder Avvncle 1o bl

29 Bar pirposc ot Arcoment certnn ponian products means the productyreterred o m Note
Ad il NV ot the teneral Agrcement Secton B pataateph 2 vt the deletion of the words “op
At el

YA tune peiods ientioned i die Artcde and i Artcle 18 may be extended by mutoal agrecment.

SEoIn ki such recommendations the Conumitiee shall take tito account the tade, development
and tinancal needs of developog cotnty sipnatanes,
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denominated in the same currency as the export credit), or the payment by them of
all or part of the costs incurred by exporters or financial institutions in obtaining
credits, i so far as they are used 1o secare a material advantage in the field of export
credit terms,
Provided. however, that b g signatony is g party 1o an intamational undertaking on
official export credits o which a least twelve onginal signatories” to this Agreement
are parties as ol Dlantarny 1979 o soccessor undertaking which has bea adopted
by those ongmal signatoriesr or il m practice o signatony apphies the interest rates
provisions ot the relevant undertab g an export aedit praciee which s in contormity
with those provisions shall not be consadered an export subsidy prohibited by this
Agrecment,

(h Ay other charge onthe public account comstituting an export subsidv in the sense of
Artcie XVT of the General Agreement.

Notes

Lo For the purpose of this Avreoment:

The rerm mdirect tases " shall mean e oy onowages, profits, interest, rents, royaltics,
ad all other o obmcome and taxes on the oswnership of real property;

Phe tenme vmpeat Charees shall mean tardds, duties, and other fiscal charges not
chowhere cnommerated methe note that are fevied on impaorts:

Phe e nndiect tes ~hadl mean sales exdise tunsover, value added, franchise,
stamp, transter v entorns and cqurpiient axes, border axes and all taxes other than

direct tases and mport haiees

CPoor stage” mduect taves are thoe e fevied i goods or services ased directdy o

indirectiy in makime the produc

CCamulative” mdaecr taves are mudiestaved tases levied where there is no mechanism
for subsequentaeditnmy ol the tv i the poods o senviees sabject o tax at one stage of

the producton e used mea succccedma staye of production:

CRemission” of taves nrcludes the refund on sebate of tases,

2 The sipnatenes tecognize that deteraal seed notamount to are export subsidy where, fon
example, appropoate micrest charees aie wolleced The signatories further recognize that
nothing i thas test prepidpes the disposiiion by the cosirac s parin s of the spedific
stes raised i GATT dosnment 220 The signatottes reatfiom the prindiple that prices
for goods i transacnons betseen exporting enterprses and torcign bavers under ther on
under the same contol should for tas purposes be the prices which woutd be charged
between mdependent enterprses acting at anm's fength Any signaion ooy dias (he
attention of another sipiaion to adnnstiatve o other proctices which may contravene
this prnciple ad which cosuftom aaenificant saving of direch Lases 1 cspott tansde ons.
nosuch diicunstances the siepatories <halb nommally attempt o vesolve then difterences
using the faclies of exastey: laterad tay treatios or other spedti interational mecha-
nisms, without prejude e otothe nghies and obhyations of signatories under the General

Agreement, including the tighe ol consaltation aeated m the preceding sentence,
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Paragraph (c) is notintended fo limit a signatory from taking measures to avoid the double
taxation of foreisn source meome carmed by its enterprises of the enterprises of another
signatory.

Where measures moompatibie with the provistions of paragraph (er exist and where majot
practical disficulties stand et sy of the sipnatory cencemed bringing such measures
promptly into conforany wirth the Aprecinent, the signatory concerned shall, withowt
prepudice to the nehe ob other aenatones woder e General Apreenient o, this Agreement,
examine methods of brongioy these messtre o mto conlormity sithin a reasonable period

ol e

Inthis connesion the Faropean Feonomie Commumity has deched that reland intends
tovthdrasy Dy b Januan T9S T s system ol preferential tas teastures tefated 1o CAPOLLS,
provided tor under the Corporation Tax Act of 1976, whalst contmmng nevertheless o
honour tegally bindimy conmiments entered e dunnge the litetme of this svsieni.

3oParagach do does notapehe o value-added tasosystems and border tas adpoastmont in
lieu thereols the problem of the excesave remission of value- wdded tases is exdlusively

covered by patavraph (i

4. The signarones avree that nothinyg me thes paragraph shail projudee o influence the
deliberations of the panel established by the GATT Coundtl on 6 Tune 1978 (C AV L2060).

5. I evaluating the Tong-term adequacy of promium ates, costs and Tosses of insurance
programnes n poncple only soch vontraces shall be tahen into account that were con-
cuded after the date o eniy o boree ot this Agrecnient.

oo An origmal siinatory 1o this Apreement shall mean any signatory which adheres ad
referendun to the Agrecment on or betore 30 Tune 1970,
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APPENDIX 3:
MINISTERIAL DECLARATION
ON THE URUGUAY ROUND

PART

NEGOTIATIONS ON TRADE IN GOODS

AL GBIFECTIVES

Negotiations shall ann to:

()

(i1)

(i)

bring about turther liberatizavion and expansion of world trace to the
benetit of all countries, especialhy less-developed contracting parties, in-
cluding the improvement of access to markets by the reduction and elim-
mation of tartts, quanorative restrictions and other non-tarift measures
and obstacles;

strengthen the 1tole of GATT, improve the mualoilateral trading svstem
vased on the principles and rodes of the GATE and hrine abour a wider
coverage of world trade under agreed, effective and enforceable multi-
lateral disciphnes;

B. GENERAL PRINCIPLES GOVERNING NEGOTEATIONS

Negotiations shall be conducted i a transparent manner, and consistent
with the objectives and commitments agreed in this Declaration and with
the principles of the General Agreenment in order to ensure mutual ad-
vantave and increased benetits 1o all participants.

The taunching, the conduce and the implementation ot the outcome of
the Negouations shali be treated as parts of a single undertaking, How-
ever, agreements reached at an early stage may be implemented on a pro-
visional or a definitive basis by dgreemient prior to the formal conclusion
of the Nepotiations. Early agreements shall be taken into account in as-
sessing the overall balance of the negotiations.

Balanced concessions should be sought within broad trading areas and
subjects to be negotiated in order to avold unwarranted cross-secioral
demands.

Excerpts reprinted by permission of the Atlantic Council of the United States from 7he Uruguay Round of
Multilateral Trade Negotiations Under GATT: Policy Proposals on [rade and Services. Report of the Atlantic
Council's Advisory Trade Panel, November 1987,
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(iv)

(v)

(vi)

(vii)

CONTRACTING PARTIES agree that the principle of differential and
more favorable treatment embodied in Part 1V and other relevant provi-
sions of the General Agreement and in the Decision of the CONTRACT-
ING PARTIES of 28 November 1979 on Difterential and More Favour-
able Treatment, Reciprocity and Fuller Participation of Developing Coun-
tries applies to the negotiations. In the implementation of standstill and
roflback, particular care should be given to avoiding disruptive effects
on the trade of less-developed contracting parties.

The developed counities do not expect reciprocity for commitments made
by them i trade negotiations to reduce or remove tantts and other bar-
riers to the trade o developing countries, i.e., the developed countries
do not expect the developing countries, in the course of trade negotia-
tions, to make contributions which are inconsistent with their individual
development, financial and trade needs. Developed contracting parties
shall theretore not seek, neither shall less-developed contracting parties
be required to make, concessions that are inconsistent with the latter's
development, lnanciad and trade needs.

Less-developed contracting parties expect that their capaciiy to make con-
tributions or negotiated concessions or take other mutually agreed ac-
tion under the provisions and procedures of the General Agreement would
improve with the progressive development ot their cconomies and im-
provement in their trade situation and they would accordingly expect to
participate more fuily in the framework ot rights and obligations under
the General Agreement.,

Special attention shall be given to the particular situation and problems
of the least-developed countries and to the need to encourage positive
mieasures to Jactlitate expansion ol their trading opportunities. Expeditious
implementation of the relevam provisions of the 1982 Ministerial Declara-
tion concerning the least-developed countries shall also be given appro-
priate attention.

C. STANDSTILL AND ROLLBACK

Commencing immediately and continuing until the formal completion of the
Negotiations, cach participant agrees to apply the following commitments:

Stancdstill

(i)

(i1)

110

not to take any trade restrictive or distoriing measure inconsistent with
the provistons of the General Agreement or the Instruments negotiated
within the framework of GAST or under its auspices;

not to take any trade restrictive or distorting measure in the legitimate
exercise of its GA'TT rights, that would go beyond that which is necessary
to remedy specific situations, as provided for in the General Agreement
and the Instruments referred to in (i) above;



(if))  not to take any trade measures in such a manner as to improve its nego-
tiating positions.

Rollback

(i) that all trade restrictive or distorting measures inconsistent with the pro-
visions of the General Agreement or instruments negotiated within the
framework of GATT or under its auspices, shall be phased out or brought
into conformity within an agreed time frame not later than by the du.e
of the formal completion of the regotiations, taking into account multi-
lateral agreemens, undertakings and understandings, including strength-
ened rules and disciplines, reached in pursuance of the Objectives of the
Negotiations:

D, SUBJECTS FOR NEGOTIATIONS

Tariffs

Negeotiations shall aim, by appropriate methods, to reduce or, as appropriate,
climinate taritfs including the reduction or elimination of high tariffs and tariff
escalation. Emphasis shall be given to the expansion of the scope of tariff con-
cessions among all participants.

Non-tarift Measures

Negotiations shall aim to reduce or eliminate non-tariff measures, including
quantitative restrictions, witkoat prejudice to any action to be taken in fulfill-
ment of the rollback commitments.

Tropcal Products

Negotiations shalt aim at the fullest liberalization of trade in tropical prod-
ucts, including in their processed and semi-processed forms and shall cover both
taritt and all non-taritt measures affecting trade in these products.

Natural Kescurce-Based Products
Textiles and Clothing

Agriculture

CONTRACTING PARTIES agree that there is an urgent need to bring more
discipline and predictability to world agricultural trade by correcting and pic-
venting restrictions and distortions including those related to structural surpluses
50 as to reduce the uncertainty, imbalances and instability in world agricultural
markets.

Negotiations shall aim to achieve greater liberalization of trade in agricul-
ture and bring all measures affecting import aceess and export competition under
strengthened and more operationally effective GATT rules and disciplines, taking
into account the general principies governine the negotiations, by:
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(1) improving market access through, nter alia, the reduction of import
barriers;

(i) improving the competitive environment by increasing discipline on the
use of all direct and indirect subsidies and other measures affecting directly
or indirectly the phaced reduction of their negative effects and dealing
with their causes:

(i) minimizing the adverse eitects dhat sanitary and phyvtosanitary regula-
tons and barriers can have on trade o agriculture, taking into account
the relevant internetional agreements.

I order to achieve the above objectives, the negotiating group having respon-
sibility for all aspects of agricutture witl use the recommendations adopted by
the CONTRACTING PARCIES at their Fortieth Session, which veere developed
m accordance with the GATE 1982 Ministerial Programme and take account
of the approaches saggested in the work of the Committee on Trade in Agri-
culture without pregudice to other atternatives that might achicve the objectives
of the Negotiations.

GATT Aracles

Participants shall reviev existing GATT articles, provisions and disciplines
dnrequestea by interested contracting parties, and, as appropriate, undertake
negcHations

Saieetards

() A comprehensive agreement o sateguards is of particnlar inportance
to the strengthening of thie GA'TE system and to proaress in the NN,

(1) Fhe agreerment on safeguards:
shaldl be based on the basic principles of the General Agreement:
= ~hali contain. inrer alia, the following elements: transparency, cov-
crage, objective eriteria for action including the concept of serious injury
or threat thereof, teniporary nature, degressivity and stiuctural adjust-
ment. compensation and retaliation, notifications, consultation, multi-
vateral survetliance and dispute settlement; and
== shall clarity and reintoree the disciplines of the General Agreement
and should apply e all controciing parties.

MTIN Agreements and Aerancemen::

Negotiations shallaim to improve, clurify, or expand, as appropriate, agree-
ments and arrangements negotiaed in the Tokvo Round of Multilateral Negoti-
aAtions.,

Subsidics and Cowntervaling \Measures

Negotiations on subsidies and countervailing measuies shall be based on a
review ol Articles VEand XV and the NN agreement on subsidies and counter-
vailing measures with the objective of improving GAT T disciplines relating to
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all subsidices and countervailing measures that atfect international trade. A ne-
gotiating group will be established 10 deal with these issues.,

Dispute Settlenmien

Inorder to ensure prompt and eftectine resolution of disputes to the benefit
of all contracting parties, negotiations shall aim to mimprove and strengthen the
rales and the procedures ot the dispuie settlement process, while recognizing
the contributien that would be made by more eftfective and entorceable GATT
rules and disciplines. Nevotianons shall include the des clopment ot adequate
arrangements for overseemy and monitoring ol the procedures that would fa-
cthtate compliance with adopted recommendations.

Trade Related Aspects of Intellectual Property Righis, including Trade in Coun-
rerfeir Goods

Trade-Reicied Invesiment Measures

Lo FUNCTIONING OF THE GATT SYSTEM
Negotiations shall aim 1o develop understandings and arrangements:

(i) to enhance the surverdlance in the GATT to enable regular moaitoring
ol trade policies and practices of contracting parties and their impact on
the functioning of the multilateral trading svstem:

(1) to mprove the overall effectiveness and decision-making of the GATT
as ananstutution, including, iwer alia, through involvements ot ministers;

(i1} toincrease the contribution of the GATT 1o achieving greater coherence
m eloba cconomic policy making through strengthening its relationship
with other mternational organizations responsible tor monetary and finan-
cral matters.

FoPARTICIPATION

G. ORGANIZATION OF THE NEGOTIATIONS

A Group of Negotiations on Goods (GMG) is established to carry out the
programme of negoiiations contained in this part of the Declaration. The GNG
shall, inrer alia:

(ii1)  establish negotiating groups as required. . ..
(v)  coordinate the work of the negotiating groups and supervise the progress

of the negotiations. As a guideline, not more than two negotiating groups
should nieet at the same time;
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