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IMPLICATIONS OF WTO ON AGRICULTURE

DR. P. K. VASUDEVA

One of the most important agreements of the WTO is Agreement on Agriculture (AoA).  The implementation of the AoA started    on January 1, 1995 along with other agreements at the inception of WTO. The AoA established a new set of rules regarding international agriculture policy development. The objective is to liberalize agriculture trade and improve market access.  The negotiations are now underway, under the terms set at the fourth WTO ministerial conference in Doha, 2001 and the Framework Decision agreed at the WTO General Council on August 1, 2004.  

The products, which are included within the purview of this agreement, are what are normally considered as part of agriculture except that it excludes fishery and forestry products as well as rubber, jute, sisal, abaca and coir.

The objective of AOA is to reform trade in this sector and to make policies more market oriented. The new rules and commitments apply to:

1. Market access and setting various restrictions confronting imports

2. Domestic support subsidies and other programmes, including those that raise or guarantee farm prices and farmers incomes.

3. Export subsidies and other methods used to make exports artificially competitive. 

Under the agreement, members commit themselves to reducing import tariffs, export-promoting subsidies, and total aggregate support to agricultural producers. The agreement also takes into account the particular needs and conditions that developing countries face and allow them a more gradual course of liberalization. The agreement allows governments to support their rural economies, but preferably through policies that cause minimum distortion to trade. Developing countries are given special and differential treatment regarding reduction in subsidies, and they are given a longer   transition time to complete their obligations. 

Another legacy of the AOA is the ‘Peace Clause,’ which protects the US and EU from being challenged by other WTO members on certain subsidies that could be seen as violating WTO rules. Since the clause expired in December 2003, members will be able to file suit against nations that have ‘trade distorting’ subsidies in place. The US and EU had hoped to extend the ‘Peace Clause’ at Cancun, but the talks ended before they had a chance to negotiation on this issue

SAILENT FEATURES 

The WTO Agreement on Agriculture contains provisions in 3 broad areas of agriculture and trade policy: market access, domestic support and export subsidies.
Tariffication

The Agreement on agriculture requires that all Non tariff barriers (NTB) on the import of an agriculture product be replaced by a single tariff rate, which offers the same level of protection as the existing NTB which is called the bound tariff rate. This rate acts as a ceiling rate. Members are not allowed to increase the bound tariff without re – negotiating with other member countries. After this bound tariff rate is fixed AoA requires that the tariffs should be reduced over a period by the developed and developing countries.

According to the agreement the Un-weighted average reduction of bound rates must be 36% (24% for developing countries, with a minimum cut of 15% for each commodity) over a period of six years. and (10% for developing countries) the period for developing countries is 10 years. The least developed countries are exempted from tariff reductions. 

The developing countries are exempted to quantify tariff quotas in case of balance -of -payment difficulties. However they are required to bind their tariffs.  

Results of Negotiations on Tropical and Temperate Zone products  

Tropical Zone products are (predominantly produced in developing countries) as beverages (tea/coffee), hard fibers (cotton, jute) and fruits (bananas, mangoes) etc among others. In view of the importance of tropical products to the export trade of developing countries, negotiations on the reduction and elimination of tariffs and other restrictions  applicable  to  these products were given priority and held separately.

Temperate Zone products are (predominantly exported by developed countries) wheat and other grains, meat and dairy products. Most developed countries maintained high levels of tariff, variable levies and other QR to import tropical products. In some countries these tariff lines are as high as 300% to 350%. Many developed countries also heavily subsidized the temperate zone agriculture produce to guarantee high returns to the domestic producers. Thus the agriculture is the most distorted sectors of trade.

One of basic objectives of requiring countries to tariffy their non tariff measures was to add transparency to the protection granted. The objective has not been fully achieved, as for a number of products, countries have imposed ad volerem duties instead of specific duties.

For some products with a high protection level, there was a danger that the tariffication process by itself would not have a significant liberalizing effect even after implementation. The techniques of current and minimum access commitments were therefore, adopted to complement the tariffication process.

Minimum Access Commitments 

For products for which little or no imports took place in the past because of highly restrictive nature of the products then exiting, countries were required to give minimum market access opportunity commitments. The commitments provide for the establishment of tariff quotas equal to 3% of domestic consumption in the base period 1986-1988 and rising to 5% by the end of 2000 for developed countries and 2004 for developing countries. As a result of these minimum market access commitments, countries will have to import modest amounts of their most restricted   products.

Domestic support

Domestic policies that do have a direct effect on production and trade had to be cut back. The WTO Members have calculated as to how much support of this kind they where providing {using calculations known as “total aggregate measurement of support” or “total AMS”} for the agriculture sector per year in the base years of 1986-88. Developed countries to reduce these by 20 percent over six years starting 1995 and developing countries 13 per cent cuts over 10 years (B0x A).
In WTO terminology, subsidies in general are identified by “boxes” which are given the colours of traffic lights: green (permitted), amber (slow down — i.e. be reduced), red (forbidden). In agriculture, things are, as usual, more complicated. The Agriculture Agreement has no red box, although domestic support exceeding the reduction commitment levels in the amber box is prohibited; and there is a blue box for subsidies that are tied to programmes that limit production. There are also exemptions for developing countries (sometimes called an “S&D box”).

The ‘amber box’

For agriculture, all domestic support measures considered to distort production and trade (with some exceptions) fall into the amber box. The total value of these measures must be reduced. Various proposals deal with how much further these subsidies should be reduced, and whether limits should be set for specific products rather than having overall “aggregate” limits.

There are 34 WTO members who have commitments to reduce their trade-distorting domestic supports in the amber box (i.e to reduce the “total aggregate measurement of support” or AMS). Members without these commitments have to keep within 5% of the value of production (i.e. the “de minimis” level) — 10% in the case of developing. These countries are -  

Amber Box Subsidies Reduction Countries

	Australia
	Colombia
	EU 
Hungary

	Brazil
	Costa Rica
	Iceland

	Bulgaria
	Croatia
	Israel

	Canada
	Cyprus
	Japan

	Chinese Taipei
	Czech Republic
	Jordan

	Korea
	New Zealand
	South Africa

	Lithuania
	Norway Papua New Guinea
	Switzerland-Liechtenstein

	Mexico
	Poland
	Thailand

	Moldova
	Slovak Republic
	Tunisia

	Morocco
	Slovenia
	United States


The ‘green box’ 

In order to qualify for the “green box”, a subsidy must not distort trade, or at the most cause minimal distortion. These subsidies have to be government-funded (not by charging consumers higher prices) and must not involve price support. They tend to be programmes that are not directed at particular products, and include direct income supports for farmers that are not related to (are “decoupled” from) current production levels or prices. “Green box” subsidies are therefore allowed without limits, provided they comply with relevant criteria. They also include environmental protection and regional development programmes (for details, see Article 6 and Annex 2 of the Agriculture Agreement). Canada has proposed setting limits on all “boxes” combined, which would mean limits on green box subsidies as well.

The ‘blue box’   

The blue box is an exemption from the general rule that all subsidies linked to production must be reduced or kept within defined minimal (“de minimis”) levels. It covers payments directly linked to acreage or animal numbers, but under schemes which also limit production by imposing production quotas or requiring farmers to set aside part of their land. Countries using these subsidies — and there are only a handful — say they distort trade less than alternative amber box subsidies. Currently, the only members notifying the WTO that they are using or have used the blue box are: the EU, Iceland, Norway, Japan, the Slovak Republic, Slovenia, and the US (now no longer using the box).

At the moment, the blue box is a permanent provision of the agreement. Some countries want it scrapped because the payments are only partly decoupled from production, or they are proposing commitments to reduce the use of these subsidies. Others say the blue box is an important tool for supporting and reforming agriculture, and for achieving certain “non-trade” objectives, and argue that it should not be restricted as it distorts trade less than other types of support (see non-trade concerns). The EU says it is ready to negotiate additional reductions in amber box support so long as the concepts of the blue and green boxes are maintained.

	Box A

	Market access (articles 4 and 5 and annex 5)



	Developed Countries                                                  Developing Countries 

	· Developed and developing countries to convert all non-tariff barriers into simple tariffs (a process known as tariffication).


	· For developing countries, the value and volume of export subsidies to be reduced by 24% and 10% respectively from the base period 1986-1990 over a ten year period.

	· All tariffs to be bound (i.e. cannot be increased above a certain limit).
	· Domestic Support (article 6 and annexes 2, 3 and 4)

	· Developed countries to reduce import tariffs by 36% (across the board) over a six year period with a minimum 15% tariff reduction for any one product.
	· All forms of domestic support are subject to rules. The WTO classifies domestic subsidies into three categories known as the Amber, Blue and Green Boxes. Only the Amber Box is subject to reduction commitments.

	· Developing countries to reduce import tariffs by 24% (across the board) over a ten year period with a minimum 10% tariff reduction for any one product.
	· For developed countries, a 20% reduction in Total AMS (Amber Box) over six years  commencing 1995 from a base period 1986-1988.

	· Export Subsidies (articles 8,9,10 and 11). The commitments are:


	· For developing countries, a 13% reduction in Total AMS (Amber Box) over ten years commencing 1995 from a base period 1986-1988.


Subsidies: Exceptions

There are a number of exceptions to the domestic subsidy reduction commitments outlined above. The first exception is contained in the Blue Box. During the Uruguay round, the EU and other developed countries argued that reductions in Amber Box subsidies would have a detrimental impact on farmers. Blue Box subsidies were introduced to offset this impact

The second exception is the de minimis level of support (Article 6.4). For developed countries this exempts market price support if, in any year, the    aggregate value of this support does not exceed 5% of the total value of the production of that product, if their value is less than 5% of the value of total agricultural production. For developing countries, the de minimis level is 10%.

It also exempts non-product specific support, such as domestic 539 products, the US against 189 products, Canada against 150 products, Australia against 10 products and Switzerland against an astounding 961 products. W

TO Domestic Subsidy Boxes
The third exception (Article 6.2) concerns subsidies for development purposes in developing countries. These are measures of assistance, whether direct or indirect, designed to encourage agricultural and rural development.

The fourth exception (Annex 2) is contained in the Green Box. This allows subsidies that are deemed to have no, or at most minimal, trade-distorting effects. Unfortunately, given their complex administrative requirements and the fact that few developing countries have the financial resources to provide large subsidies, it is producers in developed countries that gain most from these exceptions.

Export subsidies

Export subsidies are government payments to the exporting firms directed to encourage use of inputs from the domestic resources. Export subsides are special incentives provided by governments to encourage increased foreign sales. The export subsidies on agricultural products are prohibited under the agreement unless the subsidies are specified in a member’s lists of commitments. Where they are listed, the agreement requires WTO members to cut both the amount of money they spend on export subsidies and the quantities of exports that receive subsidies. Taking averages for 1986-90 as the base level, developed countries also agreed to reduce the quantities of subsidized exports by 21% over the six years (14% over 10 years for developing countries). Least-developed countries do not need to make any cuts.

The amount of agriculture subsidy totally provided every year by OECD countries like Australia, Canada, European, Union countries and the USA, is estimated to be between $280 billion (World bank estimates) and $300 billion (Oxfam estimates). This amount is roughly six times the total development aid provided by these countries. US subsidies to its cotton-growers alone are three times its foreign aid to Africa. In 2007 the support provided to the farm producers by the OECD countries was estimated to be $258 billion. If their produce is allowed free entry into developing countries, they will arguably replace domestic produce. These are the issues, which has lead to disputes and failures in the talks.

India's Commitments

Market Access

As India was maintaining Quantitative Restrictions due to balance of payments reasons (which is a GATT consistent measure), it did not have to undertake any commitments in regard to market access. The only commitment India has undertaken is to bind its primary agricultural products at 100%; processed foods at 150% and edible oils at 300%. Of course, for some agricultural products like skimmed milk powder, maize, rice, spelt wheat, millets etc, which had been bound at zero or at low bound rates, negotiations under Article XXVIII of GATT were successfully completed in December, 1999, and the bound rates have been raised substantially.

India does not provide any product specific support other than market price support. Since our total AMS is negative and that too by a huge magnitude, the question of our undertaking reduction commitment did not arise. As such, we have not undertaken any commitment in our schedule filed under GATT. India’s aggregate AMS is below the de minimis level of 10 %. India's notifications on AMS are available at website address: ww.wto.org/wto/online/ddf.htm

Export Subsidies

In India, exporters of agricultural commodities do not get any direct subsidy. The only subsidies available to them are in the form of (a) exemption of export profit from income tax under section 80-HHC of the Income Tax Act and this is also not one of the listed subsidies as the entire income from Agriculture is exempt from Income Tax per se. (b) subsidies on cost of freight on export shipments of certain products like fruits, vegetables and floricultural products. We have, in fact, indicated in our schedule of commitments that India reserves the right to take recourse to subsidies (such as, cash compensatory support) during the implementation period.

Impact of WTO on Agriculture Trade.

The implementation of the AOA was supposed to bring structural change in the world agriculture trade, however, developed countries have not opened their markets in the post UR era. The average growth of developed country imports of agriculture products grew by about 1% in 1994-96.  

Special safeguards (SSG)

The special safeguard (SSG) provision was introduced to allow countries to impose additional duties in order to protect them from sudden import surges in terms of volumes or low prices. However, in order to qualify for SSG, countries had to have non-tariff barriers (quantitative restrictions on imports) in place at the time tariffication took place   under the Uruguay Round.

Development measures cover direct or indirect permitted (AoA article 6.2) assistance aimed at encouraging agricultural and rural development in developing countries and is allowed. They include investment subsidies generally available to agriculture such as research and development, extension programs, and soil and water conservation; and agricultural input subsidies available to low -income or resource-poor farmers such as fertilizer, water, and electricity. Under the de minimis provision, developed countries are allowed to use other subsidies with an aggregate value of up to 5 percent of the total value of domestic agricultural production in the case of developed countries and 10 per cent in the case of developing countries. 

Special safeguard provision allows the imposition of additional duties when there are either import surges above a particular level or particularly low import prices as compared to 1986-88 levels. It has also been stipulated that minimum access equal to 3% of domestic consumption in 1986-88 will have to be established for the year 1995 rising to 5% at end of the implementation period.

Special and differential treatment provisions are also available for developing country members. These include purchases for and sales from food security stocks at administered prices provided that the subsidy to producers is included in calculation of AMS. Developing countries are permitted untargeted subsidized food distribution to meet requirements of the urban and rural poor. Also excluded for developing countries are investment subsidies that are generally available to agriculture and agricultural input subsidies generally available to low income and resource poor farmers in these countries.

The agreement takes in to account that the reform program should be made in an equitable way among all Members, having regard to non-trade concerns, including food security and the need to protect the environment. In addition, there are provisions of Special Products and Sensitive Products, which are to be exempted from stringent discipline of the above provisions of the A-o-A

Special Products we mean that a certain number of products of the developing countries would be exempt from tariff reduction requirements and other disciplines in order to protect and promote food production, livelihood security and rural development. The key issues here are associated with the mechanism to decide on country-wise crops. In the case of developed countries also, certain products, based on political, social and cultural considerations are designated as Sensitive Products, which will be treated less stringently. Here the main dispute lies between the United States, which has proposed 1 per cent of the tariff lines for such products while the EU is asking for 8 per cent of the tariff line. 

 Under market access each member country has to cut tariffs    progressively to allow free trade.  As there is a clash between the interest of developed and developing countries in reducing  their tariffs, several harmonizing   formula such as Uruguay Round formula , Swiss formula, Girard formula , and Canadian “income tax” formula were suggested to cut tariffs in which steeper cuts are suggested on higher tariffs, so as to bring all the international tariffs closer to almost the same level.

Doha Round Agenda for Negotiations

Negotiations on agriculture began in early 2000, under Article 20 of the WTO Agriculture Agreement. By November 2001 at the Doha Ministerial Conference, 121 governments had submitted a large number of negotiating proposals. Negotiations have continued a number of times taking in to account the Doha mandate. Agriculture is now part of the single undertaking in which virtually all the linked negotiations were to end by 1 January 2005, now with the unofficial target of the end of 2010.

Without prejudging the outcome, member governments had committed themselves to: 

1. reducing Market access,
2. phasing out export subsidies step by step, and  
3. for domestic support.
 The aim is to substantially reduce for supports that distort trade (in the 1 August 2004 “framework”), developed countries pledged to slash trade-distorting domestic subsidies by 20% from the first day any Doha Agenda agreement is implemented. The Doha round provides for negotiations on improving market access for agriculture, non-agricultural market access (NAMA) and services. On negotiations relating to agriculture, members are committed to “comprehensive” negotiations in all three pillars. Negotiations are to be undertaken to achieve “substantial” improvements in market access; reduce “with a view to phasing out” export subsidies, and achieve “substantial” reductions in domestic support. 
Hong Kong Ministerial: Dec 13-18, 2005
The Hong Kong ministerial, which took place during 13-18 December was the sixth round of multilateral trade negotiations. The Cancún ministerial meeting (2003) ended without an agreement, largely thanks to dissension among the member nations. The developing nations asked the western developed counterparts to cut more than $300- billion annual subsidies which encourage dumping in developing countries. ). The Declaration at Hong Kong had set a deadline of April 30, 2006 for reaching a draft pact for the Doha round.

Agriculture

Agriculture was the main focus of negotiations at the Hong Kong

summit. But unfortunately, despite a lot of rhetoric by the developed

countries, not much was achieved. Developed countries agreed to phase out export subsidies by 2013. Domestic support issues remained largely un-addressed package is pitiful.

There has been some progress in Hong Kong in producing a framework that is clearer than earlier commitments. The framework agreed on the need for new disciplines to prevent the abuse of   food aid, and also allowed for the creation of a ‘safe box’ for exemption of bona fide emergency aid.

The Hong-Kong declaration provides for both price and quantity triggers to enforce ‘special safeguards’ against a sudden increase in imports. The fact that both price and volume triggers have been provided for imposition of    the Special Safeguard Measures is a positive development. Developing countries can declare an “appropriate number” of Special Products. But what treatment is actually given to these aspects, including deciding the number of special products will determine their practical importance something that remains to be negotiated in Geneva. The text also provides for an unspecified number of ‘Sensitive products’ for developed countries.

Subsidies to cotton growers in a developed country totaled US $3.7 billion last year, which is three time that country’s foreign aid to Africa. The net effect of subsidizing agriculture in developed countries at the expense of products of the relatively poor in developing countries is to aggravate global income inequalities. However, the WTO talks produced only vague promises of further consultations, with no mention of any deadline for phasing out export subsidies.    

 Position of India on Doha Round: Geneva Ministerial

Safeguarding the interests of India's low income and resource poor agricultural producers remains paramount for India. This cannot be traded off against any gains elsewhere in the negotiations.  

Self-designation of an appropriate number of Special Products guided by indicators based on the three fundamental and agreed criteria of food security, livelihood security, and rural development needs. The G-33 has proposed at least 20% agricultural tariff lines as Special Products, at least 1/2 of which must be exempted from any tariff cut. 

The G-33 and India remain firm that exclusion of any product, particularly SP from the ambit of the SSM cannot be justified or accepted. 

Substantial and effective cuts in overall trade-distorting domestic support by US (70 -75% cut) and by the EU (75%-80% cut), including resolving the issue of product-specific caps on AMS and in the new Blue Box were emphasised by the developing countries. 
The World Trade Organisation (WTO) agriculture negotiations were resumed on May 26, 2008 on the latest revised draft “modalities, but the mini-ministerial failed. In particular India and China have championed the cause of the developing countries, which fear material injury to their economies if they do not have proper safeguard mechanisms. As agriculture is the largest employer in these economies, if export subsidies are not reduced, their domestic produce have to compete with subsidized imported produce. Fearing injury, ministers from developing nations stead fast in favor of invoking safeguard mechanism in event of import surge and price fall, as they do not want to risk the life of millions of farmers in their countries.
The collapse of the Mini-Ministerial WTO meeting in Geneva on Doha Development Round after nine days of intense negotiations (July 21-29) confirms that the spirit of development among the developed and the developing countries is far from its legitimate objectives of level playing field and accommodation. 

The negotiations broke down as the United States rejected the demand made by India and China that developing countries should be allowed to make effective use of special safeguard measures (SSM) in order to insulate their farmers from the sudden decline in international prices or surge in import volumes of agricultural commodities.

The Commerce Minister, Mr. Kamal Nath, summed up the substance of the deliberations succinctly when he said that while such countries as the US were trying to get the best commercial deal, economies like India and China were fighting to protect the livelihood of their farmers.

Squarely blaming the US for collapse of the WTO talks in Geneva, India said it can return to negotiations but will not compromise on protection to farmers in an open market. 

The mini-Ministerial Meeting was ‘crucified’ on July 29 when the US refused to agree to proposals from India and China that they should be allowed to impose extra 25 per cent duties, if imports are up 15 per cent on farm products.  However, the US said, the trigger for extra duty should be given only after imports surge by 40 per cent over the average of the preceding three years. "By the time we have 40 per cent surge in imports our farmers would have committed suicides," said Nath.

Conclusion
It is unusual that the talks got bogged down on the single issue of safeguards for farm goods, undermining equally important issues concerning subsidies on cotton (where the US is the offending party and other products, NMA), and services.  

Given the election season that lies ahead for countries such as India and the US, there is now little chance of the Doha Round being resurrected till at least the end of next year. Even then, there may be little progress unless the development concerns of the Round are given due importance especially by the developed countries.
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