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1. Introduction

The Uruguay Round’ (UR) was the first GATT negotiation that involved the
whole agricultural sector, and for this reason it is often recalled as the round of
“Bringing Agriculture into the GATT”. Why after so many years of special
regime of trade protectionism it was decided to reconcile agriculture with
some international discipline on tariff and trade? Was this a spontaneous
evolution or was something forced by the events? In other words, between
agriculture and the GATT was true love or a shot-gun wedding?

In reality at the beginning agriculture was forced to enter into some discipline.
During the late Seventies, early Eighties, international markets were
challenged by a strong period of economic turbulence, and the impact of the
global recession on trade balances was increased by the arising EU-US trade
conflict, when the international hegemony of the US was challenged by the
growing role of the EU.

All the participants in the meeting launching the Round in Punta del Este in
1986 agreed that there was an urgent need to reduce the uncertainty and
instability that plagued world agricultural markets. The main goal was to
correct distortions, especially those linked to structural surpluses, and have
market access governed by strengthened and more operationally effective
GATT rules and disciplines.

The EU and the US marked the round from the start, and three major topics
remained present throughout the 7 years of negotiations: Internal Support to
agriculture, Export Subsidies to domestic exporter of agricultural
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commodities, and Market Access concerning the different issues of border
protection. (Mainly “most favourite nation” tariff and import access through
Import quota at preferential tariffs).

The EU and the US started out the negotiations on opposite positions. The US,

supported by the Cairns Group4 leaded by Australia and New Zealand,
launched a propagandistic proposal, so called “zero option”, of a total
elimination of any support to agriculture. The EU, followed by Japan and the
Scandinavian countries, defended a gradual reduction of domestic support, up
to the level required to restore market equilibrium, and to be implemented in
parallel so to avoid that stocks would pile up.

A common understanding was reached after 2.643 day of negotiations. The
Uruguay Round came to a close with an Agreement on Agriculture
encompassing the progressive reduction of internal support, export subsidies
and tariff, and for the gradual opening of import quota at preferential tariffs.
The implementation period of the agreement was decided to be the 6 years
between the 1995 and the 2000.

Now that this time is almost expired we are confronted with crucial questions
regarding the future. In November 1999 a new round, labelled “The
Millennium Round” was meant to be launched in Seattle at the 3rd WTO
Ministerial Conference. The EU Agriculture Council of 27 September 1999
adopted a series of conclusions on the Millennium Round. Although Seattle
failed to launch a full round, we learned from that experience that society is
worried by the impact of globalisation on the environment, health, social
standards and cultural diversity. The EU has for a long time shared these
concerns and made clear that a fresh round of agricultural negotiations cannot
deal only with the traditional agricultural trade issues.

The aim of this paper is to give a little contribution to the understanding of the
WTO issues relating to the agricultural sector. In the first chapter the results
achieved with the UR agreement on agriculture will be recalled, together with
a qualification of the main issues which accompanied the implementation of
the commitments. The second chapter is dedicated to a reflection, from a
European perspective, on the possible and desirable developments of the
future negotiations.

2. The Uruguay Round and the Agreement on Agriculture of 1994

4Argentina, Awustralia, Brazil, Canada, Chile, Colombia, Fiji, Hungary, Indonesia, Malaysia, New Zealand, Philippines,
Thailand and Uruguay



As it was briefly mentioned before, at the end of the UR Agriculture was
committed on three main areas: Internal Support, Export Subsidies, Market
Access. The chart below offers a synthetic picture of the Agreement on
Agriculture of 1994.

GATT COMMITMENT
Uruguay Round Agreerment (1994)

i

INTERMAL SUPPORT EXPORT SUBSIDY MARKET ACCESS

Yellow Box Blue Box Green Box Quantity Value Minimum Access -TRQ Tariffication
(AMS) f

o o
Frozen at Free subsided export | export subsidies -32% of basic duty -36% on the average of all tariffs
-20% 1992 level (3% of consurnption in 1985-85

1995-2000 -21% -36% 5% by the year 2000) (-15% min. each tariff)

The presentation in this chapter has been structured in order to offer a briefing
of the different issues linked to the implementation of the UR in these three
areas and to highlight the specific problems encountered when putting into
force the different part of the Agreement. Of course, not all the commitments
were equally binding, and not all the countries experienced the same
problems. For obvious reasons, in the following analysis a particular attention
Is dedicated to the Agreement seen from the point of view of the EU with
some comparisons to the US situation.

2.1 Internal Support

Following the UR Agreement domestic policies for agriculture were classified
in three boxes according to their degree of trade distortion. A first group in the
so-called green box, included policy measures labelled “minimally trade
distortive”, that is addressed to the agricultural sector but clearly targeted to
agri-environmental, social and rural development objectives. These policies
were not committed to any reduction, and WTO Member Countries were free
to increase this kind of payments. A second group, classified in the blue box,
encompassed internal support targeted to farmers, but not coupled to
agricultural prices and production level. Also for this kind of support there are
no commitments on reduction, but the idea was that the blue box should be a
transitional tool to allow compensatory payments to agricultural producers
meanwhile they adapt to price reductions.

Finally, policies directly influencing the level of production and trade (e.g.
price support, output subsidies, etc.) were measured by the Aggregate
Measurement of Support (AMS) reported in the amber box. The WTO
members were committed to reduce the value of the AMS calculated for the



base period (1986/88) by 20% over the 6 years of the implementation period
(1995-2001).

In the case of the EU, the 1992 CAP reform, by moving part of the price
support into blue box type direct payments, had already reduced the AMS
below the target when the Uruguay Round was signed. Later on, with the
FAIR Act 1996 also the US reformed their domestic support for agriculture
and moved all their blue box policies into the green box. As a result, in general
the level of commitments relating to the internal support did not prove to be
binding.

The following table and graph offer an opportunity to visualise a colourful
synthesis of the evolution of domestic policies in the EU and the US, as
classified in WTO terms, during the implementation period. The year 1997/98
is the latest official notification available in both countries.

base year base year
base y:

1995/96 1996/97 1997/98 1998/99 1999/00 biouss ~ Paseyear
1986/88 1995/96 1996/97 1997/98 1998/99 1999/00
1986/88

Amber box commitments Amberbox commitments

81 67 22 17

It is worthwhile to recall that the notable amount of blue box support

implemented by the EU was increased from the 1% of January of the current
year to compensate farmers for the further price cut operated by Agenda 2000.
Thus, if we want to imagine how the EU notification would look like after the
full implementation of the new reform, we should think about three boxes of
similar size (approx. 25-30 bio € each) providing various payments and
support to agriculture, environment and the rural sector. To mention this point
Is important for the implications it could have on future negotiations. Despite
economic understanding suggests that moving from price support to direct
payments reduces markets distortion, there is already a strong pressure in



international debate for the elimination of the blue box on the basis of the fact
that it was originally meant to be transitional tool.

Opposite to the progressive tendency of the EU to evenly distribute the
support among the three boxes, it is the attitude of the US that classifies about
90% of domestic agricultural policy in the green box. This big amount of this
support (about 45 bio US$) stresses the importance of deepening into the
analysis of individual measures to ensure that policies classified as green are
appropriate to this category. An important question here would be to
investigate up to what extend measures like "Domestic food aid" -which
covers about 70% of the total value of the US green box- have spillovers
effects on the market and grant a domestic outlet for agricultural producers.
Further, all the ad hoc extra-payments that the US implemented in the latest
year for several bio $ are probably going to be notified as green in the future,
although no serious analysis has been made yet of their real impact on

production and trade.”

2.2 Export subsidies

The commitments agreed in the area of export competition were the linear
reductions, over the implementation period, of 21% of volume of subsided
export, and 36% of value of export subsidies, calculated with regard to the

1986/90 base period.6

In the EU, like in other countries, export subsidies commitments were the
most binding constrains among the outcomes of the Uruguay Round. The
extent to which this was the case, though, differs significantly among products
and years. The next table shows the evolution of the use export subsidies,
against the commitments, for the 20 categories of products defined in the
GATT agreement 1994. Also in this case, being the source the official
notifications to the WTO, the latest year available is 1998.

A first thing to note is that, with the main exception of wine, the quantity limit
IS proving to be more restrictive than the limit on the outlay. For products like
olive oil, cheese, other dairy, beef, poultry meat, wine and fresh fruit and
vegetable, exports refunds came in the first year very close to commitments
level.

During the following years these products -with the addition of rice- needed in
many cases all the allowed restitution plus the credit they accumulated from

5As a consequence of these kind of concerns some countries of the Cairns group, and in particular Australia, started to
ghallenge the rules and the possible distortive impact of green box payments.

A certain amount of leeway in choosing the base period for calculating the progressive amounts of reductions was
granted by the so called front loading arrangement which enabled the EU to export additional amounts of a number of
commodities like wheat, cheese, beef, poultry, eggs, and tobacco.



the unused subsidies in previous years. Further, for the need to respect
commitments the EU reduced or eliminated for certain destinations export
subsidies for a number of dairy products, as well as certain types of poultry
and pork products.
For cereals the favourable international prices in 1995/96 meant that only part
of the EU export required subsidisation. However, already in the second year
the amount of subsidised export came closer to the commitment level.

Export Subsidies Quantities Outlays

% use of annual

Since allowable quantities and outlays decline over the implementation
period, and taking in account that in 2000 no credits from previous years are
allowed, the export subsidies constrains tended to become more and more
binding. This is especially the case for those products that utilised the front
loading arrangement. Knowing the situation on internal and international
markets it is easy to guess, although notifications are not yet available, the



difficulties that products like cheese, beef and other, are encountering to meet
their final commitments.
2.3 Market Access

One of the main result reached during the Uruguay Round was that non-tariff
barriers (e.g. import quota, voluntary export restraint or technical barriers)
were transformed into tariff equivalents calculated as the difference between
domestic and international prices in the 1986/88 reference period. This
operation was labelled tariffication. These new bound tariffs (as well as other
tariffs) must be reduced over the implementation period by 36% of the simple
average of the entire set of tariff equivalents, with a 15% minimum rate of
reduction for each tariff line.

It is widely recognised that this part of the agreements did not prove to create
real troubles during its implementation. The main reason for such a mild
impact is that in the years chosen as reference period for tariffication
(1986/88) domestic prices were very high and international prices very low, so
that the new bound tariffs obtained were the largest possible and their

reduction not harmful.”

In addition to the agreement on tariffs, the UR agreement provided also
commitments on minimum access opportunities for import under tariff
reduced by 32% of the basic duty (TRQ). The TRQ must be 3% of
consumption in 1986/88 for each group of products, raised to 5% by the end

of the implementation periods. Further, the preferential import tariff
concessions granted before the UR, labelled current access, must be
maintained at least at the 1986/88 levels.

On the basis of the classification proposed by the WTO for minimum and
current access the EU schedules include 85 TRQ. Following the information
supplied by the WTO secretariat he average filling rate for the whole
aggregate of EU TRQs was about 75% at the beginning of the implementation
period (against a 65% on the average of all WTO member countries) and
increased in the following years.

The next table breakdowns the implementation between 1995 and 1999 of
TRQ grouped by similar products in the EU and the US. The data show that
the EU filling rate for TRQs has been high for cereals, dairy products, meat,
and for fruit and vegetables, and that in respect with these important products,
the EU behaved better than the US. And in general terms the problem of a

7TmspmmmemmsMbMMdmnymﬁﬁmmmnandmeovmeaMmmdpanofmedMymmsdﬁkmdasmeamomnofwamrm
the tariff. Further, countries managed reductions such that tariffs for particularly sensitive products were reduced by the
5% minimum allowed. In many cases new bound tariffs are prohibitive like the old non-tariff barriers.
Exceptions to the discipline of market access are applied if the import volume exceeds a specific threshold level or
import prices fall below a trigger level (safeguard clause). The EU, was invoked this clause in the price form, for example
in the case of

sugar.



more substantial use of preferential import quotas is still an important issue
for several WTO member countries. Many elements influence the rate of
filling of TRQs like the level of competition in the markets, the level of
tradability of quotas and licenses between exporting and importing
countries/firms, the amount and the distribution of the rents generated by the
TRQs”.
An issue that proved to be problematic along these years, and has been used to
explain why quotas remain often unfilled, is the complexity of TRQs
administration procedures. Although some attempts to analyse this question
and to propose some solution has been recently done, it still has to be agreed
between members a neutral and economically satisfactory method of
allocation of TRQ licenses (Auctioning, First-come-first-served, etc.).

Average European Union United States
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tate 5 6 7 8 (¢ 5 6 7 8 9
of TRQs
Cereals 62 56 57 62 82% 65 18 21% 14 8%
% % % % % % %
Oilseeds - - - - - 98 100 100 100 100

% % % % %
Sugar 100 100 100 n.a. 100 53 53 80% 100 67

% % % % % % % %
Dairy 98 92 99 92 93% 45 64 62% 72 83
% % % % % % % %
Meat 84 78 71 76 73% 66 59 69% 71 74
% % % % % % % %
Eggs 44 49 43 na. 26% - - - - -
% % %
Beverag - - 8% 2% 2% - - - - -
es
Fruit, 58 65 68 64 91% n.a. 41 49% 44 41
Veg. % % % % % % %
Tobacco - - - - - na. 77 52% 49 n.a.
% %
Fibres - - - - - 14 2% 33 n.a.
% %

9
"Rents" refers to the excess profits created by the import quota above and beyond "tariff revenue™ that accrues to the
government.



Coffee, - - - - - 47 44 52% 58 66

etc. - - - - - A7 44 52% 58 66
% % % %

Further, in some countries State Trading Enterprises and Marketing Boards
actively involve governments in trade and this can have a major effect upon
the administration of a TRQs whether as an importer or exporter.

For all these reasons, TRQs are often indicated as the area of the agreement
that needs the most urgent revision for reducing the differences between
within quota tariffs and above quota tariffs and for developing a more uniform
system for the administration.

3. The launch of the Millennium Round: where do we go from Seattle?

Now the implementation period of the Uruguay Round is almost expired, and
despite the difficulties encountered during the Seattle meeting in November
1999, a new round of talks for agriculture has informally been launched.
Consequently, many questions are heating up in the interest of the researchers
and on political agenda. In this chapter we will try -again very briefly- to list
and discuss the main ones.

Probably the most classical question we can hear around during these days is
“does the EU have enough margins for a successful new round with a
negotiating mandate based on the Agenda 2000?” Needless to say this a
guestion that nobody at the moment can seriously answer. A lot of the future
developments will depend on the international economic and political
situation, and from the position taken by the other member countries in the
WTO arena, including the emerging group of developing countries, leaded by
India, which were basically absent in the previous round.

However, for the sake of speculation, we can say few words on what kind of
problems we can imagine the EU will encounter during the next negotiations.
A first step would be reasoning about the three “traditional” topics we
analysed before: market access, export competition and domestic support. To
play such an exercise we have to fix a number of assumptions. Let’s say that
they will be the following: i) Internal market prices will be at the level of
institutional price set in Agenda 2000. ii) The UR commitments will remain
fixed during the next round of negotiations at the level of 2000/2001, which
also implies that no institutional changes, such the enlargement to Eastern
Europe, will take place. iii) The international prices for the main agricultural
commodities will be those predicted by the main international sources
(OECD, FAPRI, etc...). iv) There will be no impact of A2000 on world



markets. v) Last but not least, that the exchange rate €-US$ will continue to
fluctuate around the current very low level - that is, EU export on third

markets will be facilitate.” It is clear that, given the big number of
assumptions and their crucial role, the probability that they will be all
simultaneously realised is small. However, the common sense suggests that
some reasonable indications about the general orientation of the future
negotiation can be drawn out of this picture.

Thus, following this approach, we can say that ceteribus paribus it seems that
the most problematic area will remain export subsidies, in particular for coarse
grains, dairy products and possibly pigmeat. The reduction in domestic prices
operated by Agenda 2000 in fact risks to be not sufficient to bring
unsubsidised exports up to a level that can avoid stocks to pile up. Of course,
this situation would be furthering aggravated if we consider that export
subsidies are not only our most sensitive area, but also the most challenged by
our partners in the WTO. Although we have good reasons to argue that other
similar instruments, e.g. the export credits used by the US, also distort
international markets and should be brought under the umbrella of the WTO
negotiations, it is likely that the EU will have to negotiate a reduction of the
amount of export subsidies currently used.

With regard to market access the situation is somehow ambivalent. On one
side, any expansion in the preferential import quotas for the products already
experiencing export difficulties would further increase the pressure on the
internal markets (and negotiations to increase TRQs can also be expected). On
the other hand, there would seem to be room for further reductions in the level
of bound tariffs for dairy and meats, although a detailed analysis to detect
possibly sensitive products would be needed. Further, within the issue of
external tariff it must be mentioned the case of the crop sector. In the case of
cereals, in fact, the price reduction realised with Agenda 2000, in combination

with the Blair House Agreement“, may slightly reduce the margin of border
protection and consequently complicate the negotiation on bound and applied
tariffs under the current intervention system.

Finally, on domestic support the EU should have, in principle, large room of
manoeuvre, but a number of issues remain to be clarified. First, although the
shift between the amber and the blue box under Agenda 2000 will reduce the

1 The hypothesis on the exchange rate is crucial and very sensitive. Even a small change in the €-US$ exchange rate can
have a big impact in the amount of export subsidies needed.

During the Uruguay Round after the introduction of the 1992 CAP reform discussions were launched between the US
and the EU to reach a bilateral agreement as a prelude to a final agreement. These discussions culminated in the Blair
House Agreement that was reached in Washington in November 1992. One of the point of this package was that,
whatever was the level of the MFN tariff the EU would calculate by the tariffication exercise, the actual applied tariff on
cereals would not have been higher than 155% of the intervention price. As a consequence, by lowering the level of the
internal price, Agenda 2000 also reduced level of the external border protection.



overall level of support to agriculture, it remains to be cecked if implementing
the reform at the level of single product we will still comply with the ruling of

the peace clause.” Second, even if the support in the amber box is already far
below the commited level and will decrease further, the increase in
compensatory payments will force the EU, as it was already mentioned, into a
difficult negotiations for defending the blue box.

But, if the CAP still present some open questions regarding the attribution of
different policies to the right boxes, some substantial problems is also
affecting domestic policies implemented in other countries.

During the five years of implementation of the UR, for example, nobody was
able to demonstrate that there is a real difference in the impact of the direct
payment provided to the US farmers through the flexibility payments and to
the EU farmers through compensatory payments. The fact that, following the
rules of the UR agreement, the former is classified as green and the latter as
blue only relies on their different implementation systems and ex-ante
payments’ requirements. An increasing number of researches show that these
conditions are not sufficient to assess the actual level of distortion associated
with agricultural policies, and real evidence seems to confirm that
implementation system is not even the most crucial variable affecting the
degree of decoupling of various direct payments. Furthermore, the US are
currently claiming that also the big amount of payments adopted in the latest
years in the framework of the so-called relief packages, will be classified as
green, according to their implementation rules. These payments, which still
have to be notified to the WTO, were estimated for the year 2000 in an
amount of about 8,7 bio $, that is more than the entire US amber notification
for1998. The main parts of these policies were used to counterbalance adverse
market conditions, and basically “recoupled” of a notable portion of US
agricultural policylg. This means that wherever the US would manage to
classify these payments in formal WTO terms, they marked a clear step back
In respect to the objectives of the Fair Act which was advertised in 1996 as a
new era of totally decoupled and progressively phasing down US agricultural
policy.

Although it is easy to understand the reasons forcing US politicians into such
generosity towards agriculture when getting closer to the presidential election
scheduled for the end of this year, it is difficult to guess what will happen

r The so called “Peace Clause” (art. 13 of the Agreement on Agriculture) grants a legal protection for internal policies
and export subsidies if the support granted to a specific commodity do not exceed the level decided during the 1992
marketing year. In the UR agreement it was decide that clause will expire two years after the end of the implementation
3eriod (2003) to allow some peaceful time for new negotiation.

Following a term recently invented in the US academic by Prof. H. De Gorter, because of their high degree of coupling
with the evolution of market they should in principle classified as “flashing” amber.



afterwards, when the WTO negotiation will enter in its core phase. At the
present moment the US negotiation proposal put on the table in Geneva last
June is calling for “...correcting and preventing restrictions and distortions in

world agricultural markets™*, How the US will make this seriously consistent
with the attitude of increasing support to agriculture they shown in latest
years, is hard to say.

On the other side of the ocean, the EU is continuing the slow but continuos
progresses for transforming the CAP in a comprehensive approach to rural
development and viable environment.

The development of the so-called second pillar of the CAP under Agenda
2000, brought a range of measures and programmes under a common rural
development regulation, - the accompanying measures to the 1992 reform
(agri-environment, early retirement and afforestation), aid for structural
adjustment and to young farmers, investment aids, processing and marketing
aids, diversification aids and the less favoured areas (LFA) scheme to promote
continued agricultural land use and low-input farming systems- and
strengthened the Community’s green box credentials.

But the effort of the EU is going further, trying to encompass in its policy the
interests of the consumers and the whole society above the simple concept of
“minimally distortive policy” expressed in the green box.

The main example in this direction is the attempt to launch a broader
reflection on the multifunctional character of agriculture. This concept has
been acknowledged internationally. The OECD Communiqué of the
Ministerial meeting of March 1998 states in paragraph 10 that “because of its
multifunctional character, agriculture plays a particularly important role in
the economic life of rural areas. There can be a role for policy where there is
an absence of effective markets for such public goods, where all the costs and
benefits are not internalised. The reform of agricultural policy... including
well-targeted policy measures, will enable the sector to contribute to the
viability of rural areas and address environmental issues, while enhancing
efficient and sustainable resource use in agriculture”. The EU already
submitted two informal papers to the WTO describing the concept of
multifunctionality from a European perspective and presenting the type of
policy instruments envisaged to achieve the different objectives. The effort for
developing this approach has been sometimes regarded as an attempt to trick
agricultural reform. However, nobody can deny that a seriously implemented
the concept of multifunctionality would be crucial in the EU where rural areas
and their irreplaceable cultural heritage cover over 80% of the territory, and

14
The official paper “Proposal for comprehensive long-term agricultural trade reform” submitted by the United States the
23 June 2000 is available on the web site www.wto.org.
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the levels of economic development vary significantly among these rural
areas.

Another example of the EU attempt to address broader issues than the ones
traditionally involved in the WTO is the discussion launched about
Genetically Modified Organisms (GMO). Although a conclusion on this
dispute is far to be reached, a serious analytical effort has been already
implemented by the services of the European Commission, to take into
account consumer concerns and assess the economic impact of these new
technologies.

Lastly, the EU fully recognises the need for a special and differential
treatment for the developing countries, in particular with regard to agriculture.
As regards access to its own market, the Community already plays a major
role through the GSP and the Lomé preferences. And it is prepared to go
further. Indeed the EC has proposed to ensure duty-free market access no later
than the end of the new round of negotiations to essentially all products
exported by the least developed countries.

Of course, many other questions could be mentioned among crucial variables
which are likely to influence the outcomes of the next WTO negotiation on
agriculture, but to be exhaustive was not certainly among the objectives and
the possibilities of this brief contribution. What we would like to stress
arriving to the conclusion of this paper is that to reinforce international
discipline in the agricultural sector and transform the shot-gun wedding into
true love, to write new and stricter rules will not be enough. To consolidate
the hectic honeymoon agriculture had with the attempt to liberalise trade
during the implementation period of the Uruguay Round, the most sensible
solution is to continue in the gradual long term process of transforming
domestic agricultural policy. Thus, more than dealing with unreliable
propositions of sudden and radical changes, which very shortly result in
failures and turnings back, the next negotiations should realistically aim at the
gradual deepening of the process of “Bringing Agriculture into the GATT”
started with Uruguay Round almost fifteen years ago.

With the Fair Act expiring in 2002, the US will be preparing the new internal
reform of their agricultural policy in parallel with the WTO negotiations. And
the same would happen in the EU for the concomitance with the mid-term
review of Agenda 2000 and with the enlargement to Eastern Europe. The hope
is that in both cases, the occasion offered by the Millennium Round of
progressing also at the international level in the creation of a new
comprehensive tool which will contribute to make economic development a
sustainable ISsue, will not be missed.
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