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Agriculture in GATT Negotiations
 
and Developing Countries
 

NurulIslam 

The Uruguay Round of trade regotiations, under the auspices of 
GATT, is distinguished from the previous rounds in a number of ways. 
First, for the first time agriculture is high on the agenda, unlike in 
earlier rounds when agriculture enjoyed exceptions and waivers, 
Second, as a central concern in tho negotiations during this round, not 
only import restrictions but also export subsidies, as weil as various 
direct and indirect measures, including domestic agricultural support 
policies with a trade distorting effect, are included. Third, the 
developing countries are expected to play a more active roie. In the 
past, they played, on the whole, a passive role, and whatever benefits 
they derived from trade liberalization were a result of bargaining and 
negotiations among the developed countries. Fourth, in view of the 
current state of disarray in world agricultural trade, including threats 
of trade war and tension among the major trading partners, and given 
the high hopes placed on GATT negotiations for agricultural trade 
liberalization, success in negotiations on agriculture may be crL:cial to 
,he success of the overall GATT negotiations. 

How are the diffcrent groups of developing countries affected by 
the liberalization of trade in agricultural commodities? In which 
commodity groups have they special interests? Are there losses to set 
against gains from trade liberalization? Should th'e3, offer reciprocal 
concessions, and how effective ,,,il! they be in GATT negotiations if 
they-or at least some among them -do not offer reciprocal 
concessions? Should the developing countries receive special and 
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more favourable or differential treatment in the GATT negotiations?
What are the essential components of special treatment fbr developing
countries?l This paper seeks to examine these and related questions
about the interests of developing countries in the Uruguay Round of
Agricultural Trade Negotiations.

Developing countries have an important share in world exports
and imports of agricultural commodities. They accounted for about 30to 33 per cent of the world trade in agricultural commodities duringthe early 1980s. Moreover, agricultural exports constituted 37 
cent of non-oil exports of developing countries as a 

per 
whole in 1980-82:

agriculture's share in Africa and Latin America was 58 to 56 per centof their total exports, and in the Near East and Far East the shares 
were 32 and 25 per cent respectively. Agricultural imports
constituted about 19 per cent oftheir total imports.

One can distinguish between two groups of commodities as far asthe interests of developing countries are concerned. The first group
consists of those commodities in which developed and developing
countries compete in world markets as well as in the national markets
of each. Developed countries are major producers and exporters of many of these commodities. The group includes cereals, livestock,
dairy products, sugar, oilseeds and vegetable oils. The second group of
commodities are those produced predominantly by the developing
countries, i.e., tropical products such as beverages, agricultural raw
materials, cotton, jute, rubber, and tropical horticultural products.
Fish and forest products cut across both groups.

The agricultural commodities of interest to developing countries 
are allocated to a number of different GATT committees. These are
expected to conduct simultaneous negotiations in commodities
assigned to them, and any trade-off(i.e., concessions in one committee 
to be offset by concessions in another) will take place at the end whenthe results of the negotiations in different committees will be brought
together. 

Effects of Trade Liberalization on LDCs 
The developing countries face tariff and non-tariff barriers of variouskinds on their agricultural exports to developed countries. The 
average tariff rate facing their exports in 1983 was about 5.5 per centfor food and 0.5 per cent for agricultural raw material, as against 2.7 
per cent for all items (3.7 per cent for chemicals and 6.7 per cent formanufactured goods. Of 20 selected agricultural imports (raw andprocessed) by the EEC from developing countries with average tariff 
rates above 5 per cent, 10 items had tariff rates higher than 10 percent and 2 were higher than 20 per cent. Among 41 items imported byJapan, 33 had rates higher than 10 per cent. and 6 higher than 20 per 
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cent. Out of 18 items of imports by the United States, 8 had tariffs 
greater than 10 per cent and 2 were over 20 per cent.2 At the same 
time, the percentage of all agricultural imports from developing 
countries that was subject to non-tariff barriers of all types in 1983 
ranged from 67 per cent for Switzerland to 15 per cent for Norway, 
with 27 per cent for the EEC, 25 per cent for the United States and 53 
per cent for Japan.3 

Various studies of the effects of liberalizing world agricultural 
trade have focused attention on a few salient aspects: the effect on the 
level of world prices of commodities in respect of which trade 
liberalization occurs; the effect on the stability of prices in the world 
market; the effect on the export earnings of various groups of 
countries; and the effect on producers, consumers, tax payers and on 
the net welfare of the countries which undertake liberalization. 

The effects of trade liberalization would depend on (a) which 
countries liberalize, i.e., OECI) countries, or all countries including 
developi~ig countries, and (b) which commodities undergo liberaliza
tion. Also, because of linkages between commodity markets, com
modity price results depend upon whether liberalization is under
taken simultaneously or not. The effect of liberalization in wheat 
markets, for example, would be different depending on whether it is 
accompanied by liberalization in livestock markets. The degree of 
protection, the extent of I iberalization, and the supply and demand 
elasticities of individual commodities - all influence the outcome. 

Even though the various studies of the impact of trade 
liberalization are not comparable because of differences in commodity 
coverage, methodology and the degree of liberalization envisaged, the 
orders of magnitude are vdely agreed upon. Generally speaking,
world prices of most commodities would rise in varying degrees. In 
the case of sugar, red meats and dairy products, i.e., commodities 
where the degree of protection in the major producing and trading 
countries is significant, price increases of as much as 10 to 30 per cent 
have been suggested 4 

Second, price instability is likely to be reduced, especially in 
cereals and livestock products, the extent of such reduction varying 
widely between individual commodities. To date the analysis of the 
impact of trade liberalization on price stability has been carried out in 
respect of complete trade liberalization. The estimates of the impact 
of partial liberalization are not available; a reduction in the level of 
variable import levies, for example, does not by itself reduce the 
degree of price variability in world markets even though it reduces the 
gap between domestic afnd world price. 

Third, developing countries are expected to achieve a sizable 
increase in export earnings, especially if liberalization covers all 
commodities, including tropical and other commodities of interest to 
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them, not just cereals and other temperate zone products in whichthey do not have large exports. (On the contrary, in a few of thesecommodities they netare importers.) The togain developing
countries will accrue mainly from sugar (the largest gain), beveragesand tobacco, meat, coffee, cocoa, vegetable oils and fats. 5 Somecountries may lose, especially those with heavy dependence onimports of commodities that currentlyare highly protected andsubsidized in exporting countries, such as cereals and livestockproducts, and that will record a greater than average rise in world 
prices after liberalization.
 

The gains in 
 export earnings by developing countries have allbeen variously estimated, ranging from $7 billion dollars for total foodand agricultural commodities in 1980 prices to a much higher figure of$15.8 billion for only sugar, beef and dairy products. This wide rangeresults mainly from widely different methodologies and priceselasticities of demand, as wefl as the different levels of protection onwhichi estimates ofthe effects of liberalization have been based.

Because gains from trade 
 liberalization will riot be distributedequally among the different groups of developing countries, theirinterests will not coincide. The middle-incone developing countriesstand to gain more because the commodity composition of theirexports is such that they gain substantially from trade liberalization.In many tropical products, such as tea and coffee, the gain in exportearnings will result more from price increases than from , ie

expansion of export volume. 
A few points of clarification may be needed regarding the variousanalyses of the effects of trade liberalization on world prices First,most analyze the consequences of complete rather than partialliberalization of'.rade, which is the more realistic possibility. Second,most of the studies are based on the nominal protection ratesprevailing in late 1970s or early 19 80s. In subsequent years the levelof protection in OECI)the countries increased, in some casessignificantly, and the extent of a rise in world prices followingreduction or elimination of this higher level of protection would begreater. For example, one study shows that if present policies persistin developed countries, average world prices of seven selectedproducts in 1995 would be 411 per cent below the levels 0' 

food 
1980-82. Ifthe protection levels in 1980-82 were eliminated, however, priceswould go up by 16 per cent from this depressed level. If liberalizationtook place in 1988 when protection levels were even higher, the worldprice levels reached in 1995, after long-term adjustment to effects ofliberalization had taken place, would be 30 per cent higher than whatotherwise would have prevailed in its absence."

Third, most if not all studies of the impact of trade liberalization on world prices do not incorporate the impact of cost-reducing 
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technological innovations which have ]ed to the historically observed 
downward trend in world cereal prices. This doinward trend is likely
to continue, and the effects of trade liberalization will be super
imposed, so that prices are likely to be higher than what would
otherwise obtain vithout liberalization but with technological 
progress. At the same time, they could be lower than prices prevailing
today. lowever, an additional aspect of technological innovations is
induced or st inulated by domestic price support or incentives. A
red uction in price incentives following liberalization is expected to
slow down the rate of technological progress in the developed 
cou ntries, in d,'elopi ng countries, higher price ircentives, may speed 
up a rate of ech nologicaI progress The magnitude of such price
induced tecrio logical innovations is unknown. IIowever, study,one 
on the assumption that a 10 per cent rist: in prices leads to a I per cent 
rise in productivity, shows an increase in long-run supply elasticity of 
t) 5 but an insignificaint impact on the world price level. 7 

The loss that would he incurred by cereal-importing low-income 
food deficit countries as a result of a rise in world cereal prices has
often been emphasized in recent discussions. However, their losses 
may be partially or fully offse by benefits from trade liberalization in 
respect of other agricultural exports, including horticultural and 
processed agricultural commodities as well as manufactured exports.Furthermore, recovery in cerea! prices from today's depressed, heavily
subsidized levels would encourage domestic production in many
developing countries with comparative cost advantages in the
production of cereals that remain unexploited in the face of prevailing
low world prices Current low world prices are unlikely to obtain in
the future; past experience indicates that levels of domestic support
programs or subsidies in major developed countries or regions

fluctuate over tinme For developing countries to formulate food
 
production strategies with reference to current world prices would be
 
to sacrifice their long-term comparative advantage and to incur a loss 
of fixed investment resources that cannot easily he reallocated to 
alternate uses when Drices change.

To the extent that a more efficienl allocation of resources in the
developed countries, resulting from trade liberalization, stimulates 
their long-run growth, demand and markets for developing country
exports over a wide range of'products should receive a stimulus. If
developing countries also undertake domestic agricultural and trade
policy reforms, there will be gains from increased efficiency in the
allocation of resources in their economies not only within the 
agricultural sector but aiso between agriculture and rest of the 
economy, tioset against the possible terms of trade loss incurred
through a rise in import price. One of the principal advantages that
the developing countries should expect to gain from trade 
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liberalization woukd be opportunities to diversify and to develop new 
agricultural exports In a dynamic context, trade restrictions not only
limit the expansion of existing exports but also inhibit long-term
investment in the development of new exports, which requires
predictable market access and an open trading environment. The 
uncertainty of market access, or the possibility that market access 
would be closed abruptly, act as disincentives to the diversification of 
productio. and trade. Ior example, the developing countries have an 
increasing interest, in high-value agricultural exports like 
horticultural products, some of which are and can be produced in a 
labour-intensive way in developing countries with labour surpluses
To ensure a widespread interest among developing countries in the 
GATT, it, is necessary to liberalize trade in a very broad range of
commodities that are of export interest to all or the majority of 
developing countries, so that gains and losses can be offset and are 
widely distributed 

Apart from tariff and non-tariff barriers, the developing
countries have considorable interest in the sanitary and 
phytosanitary regulations and standards affecting their agricultural 
exports, particularly livestock, dairy and horticultural products.
First, there is the problem of harmonizing the diverse standards or 
regulations imposed by developed countries. Second, the developing
countries need technical assistance frorn countries imposing such 
regulations and standards to help thei overcome both the substantive 
and the adininistrative problems arising from these measures 

Food Aid and Trade Liberalization in Cereals 
Would the food aid-dependent dev',loping countries be affected 
adversely by liberalization of trade in cereals and by elimination or 
substantial reduction in surplus food stocks in developed countries? 

In this formulation, food aid is conceived predominantly as a 
surplus disposal program. In other words, food aid is a net addition to 
financial aid and does not compete with it. Under present conditions, 
this is probably to a large extent the case but not entirely so. It is 
difficult to quantify the extent to which it is additional. There seems 
to be a paradox; the pricc for providing food aid is to create such a 
large surplus that the world price is pushed down through competitive 
export subsidies, below the cost of production of the most efficient. 
producers. In a more rational world, it. should be possible to reduce the 
excess supply in the world market and to use the large production
capacity in the donor countries to produce enough food to meet the 
needs of both commercial exports and food aid. Moreover, food aid or 
grants can offset any possible adverse impact, through a rise in import 
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prices, on the poorir developing countries that are heaviIly dependent 
on food imports.

Is food aid inconsistent with atte.mpts to strengthen GATT rules
to eliminate export subides9 Food aid arimounts to concessional foodsales, and this compare-s with suhsidi,,ed exports It. may replace the
commercial imports that may otherwise have taken place; it may
reduce export sales by count ries with coimparative advantage in foodproduction. fowever, the replacement of coimnercial sales hy food aid
is comparahle to and is no diT'l'ercrit from replacement of other imports
hY nor-food aid When food aid is linked to development projects andto an eniphloyent oriente.d strategy for expanding income and food
coflsumpt ]o of the poor, an increase in demand for food matches the
increased sopplV To thei'Ntert that food aid is provided to the poorer
developing coontries, its denial would scarcely be suhstituted by an 
equivalent increas' In coillniercial imports.

There are two reasons why enough supplies would probably belivailahle f'or meeting food aid needs. First, as in the past, there will
be weather induced Iiuc tontions in cereal production that can be
matched partly Ihv variations in doie:itic stocks. These stocks can bemelanaged with a view to meeting food aid and commercial needs.
Second, under th, Food Aid Convention, the developed countries
agreed in the altermath of 1971 World Food Conference to provide 10million tons of' food aid annuall y. The commitment of tood aid under
this Convention fluctuated in the past, it is true, responsein to
variations in (omest ic sp1 pjIJlies in donor countries, hut it could haveheen arid car he in the fututre nore stahle over tine if donors make 
rllt i-year comiitluents 

''Technological progress in industrial countries will continue togenerate a high rate of growth in )rodu(ctivity in the cereal sector,
which can be malched partly y (a) a fl-ill in the real price of food, as
has been happening in the past decades, and (b) food aid to promote
development and alt viate poverty in developing countries. 8 Rather

than being a response to an unwanted 
 food surplus generated by a
distorted price system a nr consequent misallocation of resources in
the food sector, food can hfe asaid provided an instrument
development, and supply in 

for 
donor countries will respond to the 

provision of food aid, through the utilization of their large production
potent ial. 

Agricultural Policy Reforms in I)eveloping
Countries and GATT Negotiations 
ObvioIsly, developing countries gain from trade liberalization bydeveloped countri(es through enlarged market access for their 
agricultural exports Should they the ns.Ives also undertake trade 
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Jiberalization, io charge their border as well as their domestic 
policies affecting trad in agricultural commodities? low do their 
current policies, as well as concerns for rapid agricultural
development, fit in with the liberalization of trade under GATT 
auspices? 

Two aspects deserve serious consideration in this regard. First, a 
large number of developing countries tax their agriculture directly
and indirectly. Second, a few countries, for example, among the high
income developing countries in East Asia and Latin America, protect
their agriculture, especially in respect of'commodities that are import
substitutes. This tendency seems to he oil the increase. 

A distinction needs to be made between policies specific to 
agrculItore and economy-wide pomlicies with significant impact on 
agriculture in terms of the relative profitalbility of resource use inl 
agriculIt ure cornpared to non-agr'iculltural sectors. Sector-specific 
policies that discriminate against agriculture include export taxes onagricultural pioducts, low procurement prices offered by state 
marketing agencies with purchase monopolies or subsidies on 
agricultural output such as consumer Food subsidies In the case of
import su)stituting products, direct sector-specific policies have 
becc me less discriminatory against agriculture in the recent, years: ina 
fact, in an increasing number of instances they enjoy a positive
nominal rate of protection, i.e , domestic prices exceed world prices.
Average tariff rates on food and agricuIt urAI commodities in a Iarge
nunher of developing ci tint ries range between 16 and 25 per cent, and 
non -ta rif'harriers affected 37 to 48 per cent of the imports in 1985.9 

The economy-wide policies that discriminate against agriculture
include (a) overvalued exchange rates, and (b) high protection of the 
industrial sector The extent of discrimination against agriculture
involved in econom y wide policies frequently exceeds, sometimes by a 
considerable margin, the impact of sector-specific policies on 
agricltore. The negative impact of econorny-wide policies in many 
cases more than oflsets the positive nominal protection provided to
import substituting conm mod ities by sector specific policies. Inl the 
case of export commodities, in the majority of cases, both sets of 
policies reinforce each other and heighten the ext ent of discri mination 
against agriculture. 10 

Insofar as sector specific policies are concerned, the taxation of 
agricultural imports and exports, or profts of state trading agencies
engaged in agricultural commodities, are often the principal means
for' raising revenue in the developing countries. An' substantial 
reduction in such taxation will have to be offset bY alternative sources 
of revenue, such as various forms of direct taxation, which in the 
context of developing countries are not easy to devise or implement.
As economic development accelerates, reliance on taxes on floreign 
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-- trade: will-be reduced- Until- thattimi, relianc -on-this spurce 'o6 
reeu Wl otne However, efficiency consideration aranit a

rexduiction in theYcurretwide. dispersion of the,~ nomna rae ofprotection.i~ ~ 
Discriminiatory policie agisagriculture in devloping~

countries, which'discourage domestic prodiitioii p~nd'ipts and
~ham~pers exports, e'ven, though: theycauise, misallocation, and 

Sinefficient use of resources, does not engag th~fetin' GATT,
>w since they do not adversely affect the trd&of oth oeuntr'ies~itermis

of~market access of export, coptto..,oseunl'ecag
overvaluation which discourages expo'rts hai'not~beven thd rsIbject of
GATT's concern Ior~ concern of~traid ing ptners' een hgh
undervaluation which encourages exports has been.2 

In GATT niegotiationis,. trading partners are gralcocre 
atexport subsidies ; fewxot'L afford4developing countries useorcn

ubidis., Epor
demand misal locate domestic resources. However, export taxes are
often irnpos~ed with a view to reducing the cost of raw materials' to the
dlo'l'_," tic processing industry and strengthening its, omipetitive' 

exprt txes on commodities that face elastic word 

stren'gth in export markets. A reduction of import ,barriers in
dev'eloped countries on processed agricultural commnodities, 'whichi
escalate in direct proportion to the degree of processing, would obviat6
the need for such taxation. It is important to recognize that'reform of
trade policy in developing countries cannot be implemnented with.66
the developmient of a broad-based efficient taxation system.' In' fat 
many countries facing budgetary imbalances and the need to mobilize 
greater financial resources have been under pressure, often supported~
by international financing agencies, to raise rather thar wetxsg4on foreign trade, albeit reducin~g its dispersion. 



~To the extent developinig countries reduce the level of industial 
protection, they will reduce the, extent of discrimination agaist~,
agr~iculture, However, exchange policies, ar'elot partof theGATT negotiations, even th'ough 

rate 
they sinfcrti fet"h

relationship between domestic andJ world. prices. The prices of trdblcommodities, mostly agricultural,'are depr'essdelo
th ' would 'otherwise be in the ' ese'rc'e- f,'vh ti'iosl n
 
overvalufed exchange rate, ..This reiriforces 'rather than~ offsets or
 

<~ 
counterbalances the effect cf expoitssub~idiesprovide'd by the&
~ ?eve oped exporting co 'n'tries.: This e'mphasiie htato n 4 za~
Policies cannot be divorced fio 'sporig at6oro exchange rate 

-Should the developing' couintries reduce or, eliminate
discriminatin aint agricu ture as ~a part of GATT 'negotiations?'~ 

>'. ' This willk enable them~to exploit: their comparative advan~tage oun 
resource utilization, promoting overall develop'ri'm Urnid ugh 

4 Jr 
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intersectoral linkage;, especially i5 the non-trhdale sectors, and 
expanding foreign exchange resources. They will he able to take 
ad vantage of and gain maxi mum be nefit: from trading opportunities 
opened up by liberalizadion by developed cNiutries It will contribute 
to global efficiency in the allocation of resources hy encouraging low
cost sources of production. Therefore, ending discrimlination against 
agriculture is in the interests of' developin, countries as well as of a 
more efficient world nral (10MOiciIeoinlo' 

Agricultural development require-s more than the elimination of 
discriminti an ag ainst atgriculture: it requires positive measures of 
support.. In addition to providing market incentives, the state has a 
vital role to play in such arims is: ai)res;earch, extension and training, 
(b) development of infrastructrt., ioadl, transport and conmmunica
tion systemns, (c) marketing ai distrifntion systems, and (d) institu
tions for miohili.ing and allocating capital Subsidies for inputs like 
f,rtilier may-Nhe needed in the Varly stages to rediice the risks and 
tiucert ain ties involved in in'rducing a new techno logy. 
turthermre, so long as ecnomy wide policies such as overvalued
exchange rates conitinue, ti dfiscrimniinate agains, agriculture, subsidies 

on inputs ard diirct expenditurts by tle state on improving 
agricultural productivity nv partly offset the adverse impact of an 
Overvalued excladlLe rai, 

The various measure; o!,Uppjlu for i(,toest iCagriculture, which 
are included in the measurement of "pitioucers subsidy equivalents" 
but aire not directly trade distortirg, need much gieater emplasis in 
the c)ntext of developing countries In facl, the (airnis (roup of 
countries, whose 13 nemnbers incltle 9 f'unti the developing world, 
endorsed "support measures in relation to domestic economic 
programs to p'mote economit mad social development which are not 
explicitly linked to export measures" 'h'li pr)cess of' growth and 
structural adjustment hakes time, trade libeiralization and aissticited 
policy reforr is will need a longer time franme for imnplementation in 
develciping ountries arid need ti, be tecognized by all the parties 
concerned,. 

Trade liberalization and Structural Adjustment 
It is recognized increasingly by developing countries and the 
international community that the process of trade liberalization 
cannot he viewed in isolation from exchange rate policy, industrial 
protectioinism and t hitr inacriecnn) Ill i: policies bearing upon theaillocation tif re:sources tot and with in agriculture 

Ile mph mn,tation of p)oli,:y reforms following this recognition 
is carried out not in relat ion to GA[T negotiations, but in the context 
of negoti;iions in hIug tern developm-ent assistance and short-term 
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balance of payments support. Many countries, in agreement with 
bilateral and multilateral financing institutions, have embarked upon 
exchange rate adjustment or trade liberalization, including a wide 
variety of domestic agricultural policy reforms. The structural 
adjustment and stabilization programis required or currently 
undertaken in many developing countries, reduce investment and 
constrain economic growth in the short run, even though greater 
efficiency in resource use is expected to facilitate higher growth in the 
long run; also, they inflict losses on some sectors of the economy which 
are either vulnerable or vocal or both. This mayjeopardize the process 
of adjustment itself by endangering the social and political 
acceptability and hence the implementation of the adjustment 
programs themselves. Additional external assistance may ease the 
process of adjustment in developing countries, which in view of their 
low income or limited resources, are unable to maintain the growth 
mnlomentum or compensate the losses, relying on their own recourses 
only. 

There is, moreover, an asyminctry between developed and 
developing count ries in this respect. Whatever concessions developed 
couatries provide will be in the context of GATT negotiations or 
hila t ral trade negot iations outside GATT, such as the U.S.-Canada 
trade agreement and the U S and .Japun/EEC negotiations (later to be 
incorporated, it is hoped, in the GAT'I'T framework). To the extent, 
therefore, that developing countries are to bargain in the GATT for 
access to markets in developed countries, their prior and unilateral 
liberalization reduces their bargaining strength. 

In at, ideal world, unilateral liberalization, be it in a developed or 
a developing count ry, promotes its welfare and efficient allocation of 
resources, independently of what its trading partners do. Admittedly, 
welfare gains front world trade are greater if all liberalize, and the 
extent of read justnent in the allocation of resources within any 
produc.ion sector is also less following multilateral liberalization. 
However, in the real world, or at least in the GATT world, 
liberalization is considered a concession to the trading partners in 
return for reciprocal concessions. Furthermore, governments 
embarking on trade liberalization face stiff opposition from domestic 
pressure/interest groups that are hurt by the reduction of trade 
barriers ii the short. run and are obliged to readjust; exchanging 
concessions in export markets enables governments to win the support 
of the exporters who are Ihe gainers, thus offsetting pressure from the 
losers. l)evelopling col nries, especially the iniddle-income countries 
among them, to the extert, that they will be called upon to make 
reciprocal concessions, hou ld be able to claim credit for the trade 
liberalization that they have already introduced under various 
structural adjustment prograins in the last few years. The time period 
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for allowing credit for such liberalization measures can he linked to
the timing or their undertaking adjustment progra ins in agreement
with the World Bank or the IM These two ses of negotiations on the
part of developing countrie are also related in respect of policy
instruments, for exainph, the use of qtant itative controls for balance
of payments purpo y', where divehoing (unrivs traditionally have 
been giver gre tpr flexibility und:r Ile (,VAT rules. 

Stability in Ag.riculturA mle'idand Ilrices 
The L.'ru lay Round :main. Silent oIl the i.¢su of stability in world 
prices and o theIrelaled iS5w of lIltrnational CommodityAgreements Trad lih'raliatiIn contriluites toI reductiona of
instability, but 111ost fI'aanal ,ses decline in price instability are
baIed or, the assulnli on Iof, collnplete liberalization-an unlikely
possibility. Furthermore, even under complete trade liberalization, areduct ion inprice stahilitv, st rnglhened by future markets wherever
they are effective, Ina ; be 's than what is considered desirable by
developing cotrits 'Iis is orsoile importance to a large rnumber of
developing count ries heavily d'pendent on corlrldi ty exports.

Ideally, international c,.omnodity agreemeTts, based upon buffer
stocks Ind price ranges that clselv follow long. terni market trends,
should aeither "reate surplus nor ruisallocstte resoarves, but those
based 'it quotas art, likely to do so, unless quotas are revised
frequently to tollow changing market shares. Not. only are such ideal
conditions never met. but as past experience indicates, consensus onprice ranges, o1 00t a:; stMockor financing arrangements is extremely

difficult.to reach; ifcnnsensus is reached, it is rarely sustained for any
length of time Furthermore, 
at the level of individual countries,
exchange earnings iilctuale hecause of weather ind aced variations in
supl)ly. lags in supply respon.s,, and so on. 

The developing coo ,1trit's should therefore evince a greater
interest in the availahilit, of compensatorv financing facilities for
export shortfalls, a; well as for meeting a rise infood import prices, forexample, rather than in commodity agreements that seem continually
to elude their grasp These financing facilities as for example the IMFCompensatory rna nci ng Facilitv for export shortfal1s or Cereal
Financing Facility, with firIher improvements5 arid with enlarged
access, will help them meet the consequences of supply and price
fluctuations. 'To the extent, however, that they seek to stabilize 
domestic market p)rices for consiuniers or producers, they have no
option but to resM to domestic stock manigement supported by
border nmeasures such as taxes )inimiorts or exports. It may, however,
be possible to keep short-terin variations in border rneasures within 
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limits, while ensuring that long-term trends in domestic prices are in 
line with and do not diverge from world price trends 

Differential and Motw Favottrable Treatment
 
for Developirng Count'ie,!C
 

",oul develop1ing countr ie; rt-ceivt, "differen ial and more favourableI 
treatment"? Irhern are several aspects of this problem. One is the 
question of reciprocity. The gtray declaration confirmed that the 
"develope(l countries do niot - reciprrcity fAr commitments made 
1)y them in trade negotiati reduce or remove tariff's and other 
barriers to) trade of devek countries. Developed contracting 
parties shall, therefore, i,,iseek neither shall less developed
contracting parties be required to make concessions inconsistent with 
the latrfer's Jeviopmeri, financial and trade needs." It was agreed 
that the l:,ter's "capacity to make contributions or negotiated 
concessions or thk'.a other mutuaIlv agreed action [would] improve 
with the progresive development of their economies and improve
ment in their trade situation." and that special attention he-given to
'problems or least developed countries and to the rived to encourage 
positive measures L Fatilitate the expansion of their trading 
oplport uorties " 

Two other related aspects of the role of developing countries in 
the GATT system are (a)the Generalized System of Preferences for 
developing countries in trade concessions, and (b the creation among 
developing countries of preferential traing amrangements an either a 
regional or worldwide basis. 

Within the GATT framework of negotiations, trade liberal
ization and concessions are reciprocal. In the past., developing 
countries did riot, offer any concessions; concessions exchanged among 
developed cuntries were extended under the Most Favoured Nation 
clause to other contracting parties, including developing member 
countrics. 1lo,,ever, the developing countries are often obliged to 
make reciprocal concessions in bilateral trade negotiations or 
agreements, as for examplh, whea they agree to voluntary expoct 
constraint; sometimes concessions cut across sectors as, for example, 
when textile quotes are linked ic food imports from r.,ota giving 
country even if the latfter is not the cheapest source. Since concessions 
were exchanged among develped cot. ntries, the commodities involved 
were nee(ssa rilv those (o interest to them ard not to developing 
countries. Fiurtherim.re, developing countries faced discriminctory 
export restraint airranigerrierits in conmnidities where they 
demonstrated substantial comparative advantage. 

In the forthcoming negotiations, the developing countries can 
continue past practice and riot, grant reciprocal concession:;. Since 

http:Fiurtherim.re
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changes in the rules and procedures of GATT require agreement by allthe GATT member countries, their bargaining streng'th consists ofmerely slowing down or blocking such changes. But if rules cannot bechanged because of lack :f agreement by the developing countries, thedeveloped countries may resort to codes that require agreement onlyof the countries subscribing t) the codes. Moreover, such steps bydeveloping countries may encourage hilateral or plurilateral deals among developed countries-the beginnings of arewhich alreadyvisibie. The developed countries, faced with inmort competition frommiddle-income developing countries in specific sectors, woul be ableto fed off more successively domestic opposition by affected interest groups to multilateral trace liberalization if they secure seiereciprocal trade concssions. In the Ultimate analysis, if GATTnegotiations fail, the Most Favoured Nation Treatment in tradeconcessions will be jeopardized to the g-ea t disadvantage of the
developing countries 

The de 'eloping countries might find it more advantageous toparticipate on the basis of reciprocity-at least limited reciprocity-
and exercise their bargaining power, which could be greatly enhancedif they could act together in the (.'"I'T negotiations. Potentially theyprovide the expanding market of the future, if their state of economicgrowth is accelerated. Furthermore, active participation will enablethem t,-- obtain liberali..ation of trade in commodities of specialinte,'est to them. Most of them will be or are in the process ofliberalizing, because of efficiency consideraticas and/or in the courseof negotiations with lending agencies, so it would be to theiradvantage to link it up ith or do sO Linder GATT auspices. They mayoffer reciprocity ii terms of eliminating or substantially reducingdiscrimination agoinst agriculture, which will promote their owngrowth and is in their long-term interest The developi)g countrieshave a vi jal interest in trade liberalization in labour-intensive

manufactured goods, in which they are expanding production andhave comparative advantage; this is also true of lahour-intensive
agricultural commodities likc horticultural products Also, the
elimination of certain internal taxes in developed countries thatconstrain consumption ofcomniodities of export inter ,st to developing
countries will be helpful to the expansion of their commodity trade.They are likely to gain from c,'oss-commoditv/cross-scctoral concessions and nced skillful ba!ancing of one set of concessions against
another. 

While participating effec!,ively in (GATT negotiations, thedeveloping countries vill need to obtain recognition of their specialcircunmstances because of their relative U'nderdevelop men t thisincludes, among others, agreement on a broader range of domesticsupport measures for promoting their agricultural and rural 
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development, reliance on taxes on foreign trade for mobilizing
financial resources until economic development widens their tax base,
horder measures to support domestic price stabilization efforts, and 
credit, for uilateral policy reforms, both border and domestic policy 
measures affecting trade, tha' have already been or beingare 
undertaken. 

It needs to be recognized tOha growth in income and demand in 
developing countries is crucial for the expanding world trade in 
agriculture. It is necessary therefore, to put in proper perspective the 
role of trade liberalizatiop by de ,eloping countries in the expansion of 
world or developed country exports The largest portion of the trade of 
developed countries is with each cther. For the developing countries, 
on the other hand, the major sources of imports and major export
markets are the developed countries, Thus the liheralization of trade 
by developed countries is vital for the trade expansion of the
developing countries but the reverse is not true. ,1'or the majority of 
developing countries (the exceptions are a few high-income countries 
and selected .ectors) it is not, the level ;f th,.ir import restrictions as 
much as the sixe of their domestic market, as determined by low per
capita income and limited import capacity, that limits the expansion
ofagricultural imrports froan developed countries. 

!r-the light of the foregoing analysis, what will be the role of the 
Generalized Scheme of Preferences for deveioping countries? This is 
not a part of the GATT i;ystem of reciprocal trade concessions and 
hence is considered a voluntary measure, which can be changed at the 
discretion of the country giving preference in terms of coverage of both
the countries, aid the commodities eligible for preferential 
co acessions. 

It is noteworthy that GSPl includes only tariffs and excludes non 
tarilf barriers, whereas, non-ta-iff barriers are more rampant for
agricultural than for manufoctured goods. Moreover, commodities 
with higher tariff rates in the developed countries tend to have higher
non-tariff barriers as well, and GSP coverage is narrower on imports
with higher tariff rates. Secondly, GSP covers a 3maller proportion of 
agricultural commodities than of manufactured goods. For example,
the share of GSP-covered commodities in all MFN dutiable 
agricultural inpors in 1980 was 30 per cent for the EEC, 21 per cent
for Japan, 43 per cent for the United States, 30 per cant, for Canada;
the corresponding percentages for manufactured imports were 87 per
cent, 94 per cent, 55 per cent, and 55 per cent respectively.1 i The net
increase in exports, both agricultural and manUfactr red, of the GSP 
recipient countries rt.sulting from die implementation of GSP is
relatively sinall; ill 1983 it. was estimated at about $6.5 billion above
what would otherwise have taken place in the absence of GSP; this 
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compared with $280 billion in total imports by the preference giving
countries from the recipient countries.12 

With the flexibility and freedom of action allowed by the GSPscheme, the developed countries found it a better-less costlyalternative to (a) a commitnment of nor,-discriminatory treatment ofdeveloping countries and stricL adherence to MFN, and (b) asubstantial reduction in the tariffs on com modities that are important
exports of developing countries. Graduation is already bving
practised by changing the coverage and extent of concessions uinderthe GSP scheme according to the stage of development or leel ofincome of the recipient country. There is nothing in the current GATT
rules that prohibits or prevents such a policy.

A recent siudy found that if developed countries were to e.tend
GSP to all products and inplement them at zero rates, the countries now receiving preference would gain an increase in exports notsignificantly higher than what they would gain if developed countries 
were to eliminate all duties C-0 an MEN basis. i Particular groups of 
coun riv s may lose as a result of the termination of existing
preferential arrangements Such as the ACIP countries under the Lome
Convention of the EEC or preferen:tial quotas enjoyed by theCaribbean countries or the Philippine in the U.S. market. Theselosses are expected be more offsetto than by world-wide trade
liberalization. However, so long as tariff barriers remain, their 
elimination on a preferential basis in respect of all -xports fromdeveloping countries could result in a substantial increase if,theexports of developing countries-a most unlikely lossibility. If GSP 
were to yieid its expected benefit, it needs to t)b_a biading and
predictable obligation to be implemented iijfull through a substantial
redaction or elimination in tariff barriers It seems that, at most, such 
a rrajor preferential scheme could be only a part of much broa er
international action to transfer resources to the developing coontr;es,

and not just a part of GATT negotiations. 
 So long as this likelihood is very small, especially for the middle-income and high-ircume
developing countries, it may be more advantageous to opt for a
substantial reduct*Dn on an MFN basis of tariffs on commodities of 
special interest to developing countries. 

They may need to make coalitions with like-minded countries or
countries withi common interests. The Cairns Group of developing
countries has combined with a few developed countries for liberalizing
agricultural trade; the former should be able to receive the support of
the latter to liberalize trade in their manufactured exports as well.Developing countries can strengthen efforts of the United States toliberalize agricultural imports of the EEC and Japan, while securing
U.S. sup. t to liberalize manufactured imports of all industrial 
countries, including the United States. 

http:countries.12
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The least developed countries constitute a distinct category and 
have been recognized as such not only in the Uruguay declaration but 
also in other forms of international negotiations in the UN system.
They should continue to receive i)referential access at zero rate from 
developed countries; in most cases, they do so now. L is necessary not 
only to adhere to the strict, definition of least develot ed countries as 
accepted by the international community but also to rule out any
arbitrary change in the (efinition )y the preference giving country.
Secondly, the lease deve'oped countries should receive preference on 
all their exports without oxception. The sacrifice incurred by the 
preference giving countris is small, but the gair for the least 
developed countries will be considerable, given the mportan¢'e of 
agricultural products in their trade 

Conclusions 
The developing countries have a vital interest in GATT negotiations 
to liberalize of agricultural trade (i.e., eliminate both tariff and non
tariff barriers) in a broad range of agricultural commodities of interest 
to them. The countries heavily dependent on food imports may incur 
higher import costs as a result of a rise in world prices of cereals and 
livestock products, but this is likely to be compensated by a 
substantial reductin in restrictions on a wde range of their 
agricultural and manufactured exports, as well as by food aid so far as 
the poorer developing countries are concerned. 

It may be advisable for the developing countries, especially the 
high-income countries among them, to grant limited reciprocal
concessions in the GATT negotiations so as to exercise their 
bargaining strength and ensure trade liberalization in commodities of 
special interest to them. This does not preclude bargaining for a
speedier and greater redtction in barriers on their exports as 
worldwide or restrictions on an MFN basis are being lowered. The 
GSP for developing countries in it- present voluntary form does not 
bring much gain and is highly uncertain. 

Many develo,. ng countries are already engaged in liberalizing
trade and domestic agricultural policies, both because of efficiency
considerations and as part of negotiations with external financing
agencies. They should receive credit for such liberalization efforts in 
GATT negotiations. lowever, they should seek a longer time frame 
for implementation of reforms agreed to under GATT. They should be 
entitled, in view of their current state of underdevelopment, to a wider 
range of domestic support measures for promoiing their agricultural 
rural development, including, for example, a recognition of their need 
for reliance on taxes on foreign trade as a source of revenue ond for 
nleasures to stabilize prices and income in their nighly volatile 
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agricultural sector. At te same time, the special case of the least
developed countries needs to be recognized; the implementation of an
effective preferential scheme for k 1h tariffs and quotas on all their 
exports deserves high priority. 

Notes 

I. 	 It is noteworthy that GATT, unlike in the United Nations 
system, does not have a clear definition of the category of 
countries called developing countries. The UN not only defines 
the developing COUntries but also a category of countries called
the least developed countries. This latter definition seems to be 
accepted by the GATT. 

2. 	 C Nogues, J. Olchowski, and L. Winters. "The Extent of Non-
Tariff Barriers to Imports of Industrialized Countries ' World 
Bank Working P'aper No. 789 (1986). 

3. 	 Protectionin Dev'elopedand D,,veloting Countries: An Overview. 
World Bank and Thai l)evelopment Research Institute 
Conference, Bangkok UNCTAID,(1986). L iberalization of
Barriers to Trade in Pritnary an(i Processed Commnodities, 
(January 1983). 

4, 	 A sample of estimates of the extent of increase in world prices for 
selected commodities following trade liberalization is as follows: 
meat (5-18 per cent), dairy products (8-27 per cent), wheat (5-18
per cent), sugar (8-29 per cent), roasted coffee (I per cent), cocoa
powder (14 per cent), tea (, per cent) and palm oil (3 per cent).
All estimates refer to protection levels of the late 1970s or early 
1980s. 

5. 	 J. Zietz and A. Valdes. "The Costs of Protectionism to 
)eveloping Countries: An Analysis for Selected )eveloping

Countries," World Bank Staff Working Paper 769 (Washington,
1).C., 1986); A. Valdes, " Agriculture in the Uruguay Round: 
Interests of Developing Countries," The World Bank Economic 
Review 1:A (1987); R. Tyers and K. Anderson, "l)istortions in 
World Food Trade: A Quantitative Assessment," Background
Paper for the World Development Report 1986. 

6. 	 It should he noted that price levels in these analyses refer to
world prices; not domestic prices. Protectionism shifts the
location of production to the high-cost producers, whose domestic 
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prices are raised in order to cover their high production costs, by 
driving a wedge between domestic and world prices. High
domestic prices in the protectionist countries restrain 
consumption, expand production, reduce import demand, and 
consequently have a depressing effect in the world market; 
furthermore, high domestic prices soon produce surpluses for 
export, as in the EEC, which can be sold in the world market only 
at subsidized prices. The cumulative effect of an excess supply in 
the world market is a fall in world prices. The elimination of 
protectionism therefore results in a fall in domestic prices as 
high support prices are reduced, but it leads to a rise in world 
prices through an expansion of demand and contraction of supply 
in the world market. The largest percentage fall in domestic 
prices would occur in the EEC and Japan, and the smallest in the 
United States. The self-sufficiency ratio of the EEC and Japan 
would be substantially reduced, and exports by low-cost 
producers like the United States, Canada and Australia would 
expand. 1R Tyers and K. Anderson, "Liberalizing OECD 
Agricultural Policies in the Uruguay iRound: Effects on Trade 
and Welfare", forthcoming in Journalof AgriculturalEconomics 
30:2 (May 1988). 

7. 	 R. Tyers, "l)eveloping-Country Interests in Agricultural Trade 
Reform," Conference on Directions and Strategies of 
Agricultural l)evelopment in the Asia-Pacific Region, Taipei, 
(January 1988). 

8. 	 This is not inconsistent with a rise in world prices following
trade liberalization. World prices following trade liberalization 
would be higher than what they would be in its absence, but at 
the same time could be lower than what they were prior to the 
cumulative rise in domestic support programs and competitive 
export subsidies that commenced in early 1980s. In other words, 
the long-run downward trend would be less than what would 
occur with the continuation of present policies. 

9. 	 Thes, figures relating to protection rates and non-tariff barriers 
are not strictly comparable to those given earlier for developed 
countries; first, the commodity coverage is not the same and 
second, for non-trade barriers the methodology is not exactly the 
same, even though in both cases the percentage of items subject 
to NT[is is weighted by the volume of imports. Utlthe orders of 
magnitudes are comparable Moreover, average tariff rates on 
agricultural products in developing countries ar, lower than on 
manufactured goods as it is in developed countries, whe:eas 
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NTBs are roughly comparable between agricultural and nonagricultural products in developing countries, but in developedcountries NTIBs on agriculture are higher than that on nonagr.ultural imports. UNCTA D. "The Profile of Protectionism
in Developing Countries." l)iscussion Paper 21. 

10. Ann Krueger, M. Schiff, and A. Valdes, "Measuring the Impactof Sector-Specific and Economy-Wide Policy on AgriculturalIncentives in 1lCs", Th ! World Bnk Economic Rev Vi
(forthcoming 1988) 

11. !n the case of the United States the figures refer to those importsthat actually received preference rather than only being eligiblefor preference. Imports eligible for GSP do not always actuallyreceive such preferences for exaimple, the rat'io of importsactually receiving preference to the total imports covered by GSPwas 57 per cent for the EEC (1980), 92 per cent for Japan (1980),66 per cent for Canada (1976). This is because in theimplementation of GSP scheme, restrictions or conditions areimposed regarding ceilings on imports, tariff quotas, maxi mumamount allowed per country, competitor stat us, etc., which limitthe amounts actually receiving preferences. U N CTA I),i'iberaizatiorzo/'tarri,,s to Trade, oi). cit. 
12. G. Karsenty and S. Laird, "The Generalized System ofPreferences-A Qualitative Assessment of the )irect TradeEffects and of Policy Options," UNCTAD, )iscussion Paper

No. 18. 

13. Ibid. 
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