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Preface

The IPC has been discussng the issue of regiond trading arrangements within the context of the multilatera system ¢
The topic was featured a the 17th IPC Plenary Mesting in Brussals, Belgium in May of that year, and was part of th
discussons at its 18th IPC Plenary Meeting and Seminar in Cagary, Canadain October. The subject took front ste
deliberations when the Council held the 19th IPC Plenary Meeting and Seminar in May, 1997 a thetime of the IV E
of the Americasin Belo Horizonte, Brazil, held to discuss the Free Trade Area of the Americas (FTAA).

A draft paper was then developed in the early months of 1998 and presented for discussion &t the |PC semi
FTAA, APEC and Agricultural Trade Reform, held May 21, 1998 in Washington, DC. Thefind draft received tl
the IPC membership at the 21st IPC Plenary Meeting, May 22, in Washington, DC.

The IPC isvery grateful to Tim Joding for writing and revisng the paper. It would dso like to thank Rolf M
Zeeuw, Sir Michad Franklin and Peter Lacy for their help editing it. The paper reflects the views of the IPC on regi
should not be attributed to any other organization or individud.



Overview

Regiond trade pacts are emerging in every corner of the globe, raising numerous questions
about their effect on regiona and internationa agricultura trade. The most significant of these
are whether they threaten to detract attention from the more important task of multilaterd trade
liberdization in agriculture and whether such arrangements risk encouraging high-cost trade
within the regionsinvolved. With ancther round of trade talks scheduled to start soon inthe
WTQO, it isimportant to ensure that regiond FTAs complement these negotiations and that the
multilaterdl system isgiven highest priority.

The present position paper by the International Policy Council on Agriculture, Food and
Trade (IPC) attempts to set out a strategy for the incorporation of regiond trade pactsinto the
ongoing process of trade liberdization. It reviewsthe progressin agriculturd trade liberdization
a theregiond leve, with specid attention given to APEC, the FTAA, the EU and the
Transatlantic Agenda, and makes recommendations for how the regiond and mulltilateral
gpproaches can develop in acompatible fashion.

The paper argues that agriculture must play its full part in regiond trade liberdizaion,
while avoiding conflict with the WTO. Quarntitative redtrictions on internd trade within FTAS
should be removed and the use of export subsidies and internal supports should be restricted.
The question of the complimentarity between the two approaches can be addressed by applying
more rigoroudly the existing WTO rules on the acceptability of free trade areas and customs
unions; requiring countries participating in FTAs to ensure that third parties are not adversely
affected; binding the common externd tariffs of trade blocsinto the WTO schedules of
commitments; and having the WTO Committees on Agriculture and Regiond Trade Agreements
closgly monitor the activities of theseblocs. The multilateral systlem must make use of the
potentid inherent in the recent phenomenon that has seen networks being set up between
regiond FTAS, while avoiding therr pitfalls.

In these ways, and by respecting the priority of the multilaterd system, the IPC bdlieves
that regiond trade liberdization can play a congdructive role in helping bring aout amore libera
trading system in agricultural and food products.



Introduction

The recent growth of regiona trade pacts poses asignificant chalenge for agriculturd trade
policy and for the process of mulltilaterd trade liberalization. These regiond pacts threaten to
detract attention from the task of multilaterd trade reform. In addition, there is the danger that
they encourage high cost trade within regions. In the past, most regiond trade agreements left
agicultura goods out of their free-trade provisons, or included them only in limited ways, in
deference to the political sengtivity of the sector and the potentid for conflict with domestic
policy objectives. Under these circumstances they had lessimpact on the multilatera system.
However, this Stuation is changing, with the newer agreementsincluding agriculture to an
increasing extent. The potentia for conflict with the globa trade system is thus increasing. With a
new set of trade talks starting soon in the WTOQ it isimportant to ensure that the regiond
agreements complement rather than compete with these negotiations.

In the Americas, the change to include agriculture in regiond trade pacts is most
noticesble. MERCOSUR, the Andean Pact and CARICOM dl include agricultureintheir free
trade provisons, with relatively few exceptions. NAFTA aso envisages afree market in
agricultural goods between the US and Mexico, though for severd products Canada would not
be part of this market. The Free Trade Areafor the Americas (FTAA), which isintended to
consolidate these and other regiond pactsin the Western Hemisphere, o is scheduled to
include agricultura products and thus lead toward a single market in the hemisphere by the year
2005.

In Europe, the trend is less noticeable. The countries of Centra Europe have included
agriculture fully in the Bdtic Free Trade Area (BFTA) and in amore limited way in the Centra
European Free Trade Area (CEFTA). In dl agreementsinvolving the EU, agricultureis Hill
treated as being outside the realm of unrestricted free trade. The Europe Agreements, which aim
for free trade between the Central and Eastern European countries and the EU, include
agriculture but with quantitative limits on the most importart products in order to preserve the
operation of the Common Agricultura Policy (CAP). When these countries become members
of the EU they will fdl within the orbit of the CAP. Thereis no free trade in agriculture under the
customs union with Turkey, the Euro-Med agreement with countriesin North Africa, the
discussions with South Africaand MERCOSUR on free trade agreements, and the re
negotiation of the current Lomé agreement with the African, Caribbean and Pacific countries
(ACP). Moreover, proposals for US-EU free trade talks have thus far excluded agriculture.
The main reason why the incorporation of agriculture is more difficult than in the Americasis
because of the CAP. The bendfits of the high levels of support are limited to members and to
certain developing countries.

In Asa, the process of including agriculture in freer regiond trade has gone even lessfar:
The countries of ASEAN have to date been unwilling to incorporate primary agriculture as an
integra part of their planned free trade area (AFTA), though some food commodities are
included in the preferentid tariff scheme. Smilarly, the South Asan Regiond Cooperation
Council (SARCC) has not succeeded in opening up agriculturad tradein that part of the world.



However, the Closer Economic Relations Agreement (CER) between Austrdiaand New
Zedand now fully includes agricultura goods, even reguiring some changesin domestic policy to
make it possble. And the Asia Pacific Economic Cooperation process (APEC) does seem to
be having some impact in persuading countries in Asia to contemplate the opening up of
agricultural markets.

African free trade agreements have generaly included provision for freer trade in
agriculturd goods, as these cover alarge share of trade for the countrie sinvolved. However a
variety of revenue duties and informa restrictions to trade, coupled with extensive parastatal
control over many of the export commodities, have made agriculturd trade less than free, even
when no tariff restrictions apply. Thus the longer-established agreements such as the Economic
Community of West African States (ECOWAYS) have not had a greet ded of impact on trade
flowsin the region. One emerging group, those participating in the South African Development
Community (SADC), may have the potentid to stimulate profitable regiond trade asa
complement to liberal access for low-cost food and feed from outside the region.

Whether or not agriculture isincluded in such regiona agreements has therefore become
animportant issuefor the globd trade system. To the extent that these agreementsinclude
agriculture, this gives them a new sgnificance in the process of liberdizing agriculturd trade. It
a0 necessitates a sustained effort of coordination with the multilateral processin order to avoid
detracting from the more fundamenta objective of multilateral trade liberdization. To the extent
that agriculture is excluded from these agreements, different concerns apply. In such cases, the
sector is likely to remain protected by domestic and trade policies for even longer if it can resst
improved access to regiond trade partners. Moreover, the agricultural and food processing
system will tend to remain localized, servicing domestic production often a a high cost and
being protected from international competition.

To the extent that multilatera trade negotiations continue to bring down leves of
protection in agriculturad markets, both the benefits and disadvantages of aternative treatments
of agriculture within free trade areas will be diminished over time. With free internationd trade
theissue of regiona preferencesismoot. However, the level of protection for agricultural
goodsislikely to remain high for some time to come. The question of the treatment of
agriculture within FTAs is therefore very relevant for the next round of trade negotiations. Now
isthetimeto set a strategy for the incorporation of regiona trade pactsin the ongoing process
of liberdization.

The Internationa Policy Council on Agriculture, Food and Trade (IPC) has been
actively involved in both regiona and multilaterdl strategiesfor liberdization of agriculturd trade.
In May, 1997, at the time of the Belo Horizonte, Brazil meeting of the trade ministers of the
Americas, the IPC issued a statement urging countries in the Americas to ensure that agriculture
was fully included in discussons for such regiond initiatives as the Free Trade Areafor the
Americas. Later that year, at its annua meeting in the Hague, the | PC reinforced this message
by pointing out that trade liberdization within regions should proceed within the framework of
the WTO, which has rulesfor such deviations from the principle of non-discrimination. This
statement also emphasized that the process of negotiating regiond FTAS should not undermine



the globa trade talks nor detract attention from them. The IPC argued that agriculture must
play itsfull part in both types of trade liberdization.

The IPC believes that the process of regiond free trade negotiations will continue, for
reasons largely unconnected with agriculture. Given that regiond markets will tend to
consolidate, it isindeed desirable to make sure that agriculture is not left outside this process.
To do so would reinforce the isolation of nationd agricultura sectors. A fundamenta 1PC
objective isthe deve opment of an efficient and effective globd food and agriculturd system
which will best serve the needs of dl countries. Such a syslem must be built on sound global
rules which do not perpetuate costly regiond discrimination. The purpose of the present paper
thereforeisto review the progressin agriculturd trade liberdization at the regiond level and to
make recommendations for how the regional and multilatera gpproaches can develop ina
compatible fashion, with specid attention given to the FTAA, APEC, the trade network of the
EU and the Transatlantic Agenda.

The Dilemma of Regionalism and Agriculture

The heart of the dilemma posed by regiond trade pacts is the question of trade creation versus
trade diverson. The costs and benefits of including agriculture rest in large part on the magnitude
of these two effects. To the extent the reduced protection cregtes trade, it is an improvement.
The potentia drawback lieswith the risk that the new supplier may not be the most efficient
supplier. Thisdiverson of trade away from other suppliers limits the benefits to the importing
country and may even negate any economic advantage from the liberdization measure. The
potentiad digtortions in trade patterns arising from trade diversion have been the main reason

why regiond trade agreements are treated with caution. However, these regiond trade pacts are
alowed under the rules of the WTO.! Most of the current WTO members belong to such
pacts, and their number and scope isincreasing.

There are many reasons why countries engage in regiond trade agreements:. for security
and foreign policy considerations, as part of a process of politica integration, in order to
preserve good trade relations with countries from which they are separating their economies
after aperiod of politica integration, to expand markets and derive some degree of security of
access, or out of fear of being left behind as other countries join such groups. Given the range of
motives and circumstances it would clearly be paliticaly unwise for the multilateral sysem to
ignore such regiond initiatives. It can and should, however, define clearly the conditions under
which such regiond market integration should take place so asto avoid conflicts with broader
trade liberdization.

Agriculture: Inor Out?

' Article XXIV of the GATT (now part of the WTO rules) allows free trade areas and customs unions as
exceptions to the Most Favored Nation rule (MFN) so long as the free trade covers substantially all trade
and does not put up trade barriers with other countries. When tariffs are raised as a part of moving to a
customs union, compensation can be negotiated between the parties concerned.



Assuming regiona trade blocs continue to flourish, an important issue is whether the
agricultura sector should be included in the arrangements. To leave out such an important sector
of the economy would have serious implications, but to include it may threaten the viability of the
trade bloc itself. There are four mgor reasons to include agricultura commodities in the
provisionsof an FTA:

Exporters within the region will demand improved access to import markets for their
agriculturd goods;

Food cogt differences among countries within an FTA will both digtort trade and investment
patterns and cause problems of wage comparability. Such cost differences will eventualy
become a cause of contention between the partners,

If agriculture is excluded, the food sector will tend to remain nationd in scope and have less
reason to become internationaly competitive; and

To exclude agriculture leaves countries open to challenge under the WTO (Article XXI1V of
the GATT, incorporated in the WTO, requires that such agreements cover essentidly dl
trade among the partners).

There are in essence only two reasons to exclude agriculture from FTAS. In the past,
much of the trade in agricultural goods came from other continents where climatic and naturd
resource conditions are different. Though thisislesstrue now, it is il the case that agricultura
goods tend to travel longer distancesin trade. If al “efficient” suppliers of a commodity are
outside the proposed FTA then it may be economicaly sensible to exclude that commodity from
freeinterna trade. But the danger is that the sector may then be even less prepared for
competition from third countries. Excluding it on these grounds should go hand-in-hand with
reducing trade barriersto agricultura imports from third countries. In practice thisis probably
not the main reason why governments have sought to exclude agriculture from the provisions of
free-trade areas.

The second, more important, reason has to do with the administration of policies. Most
domestic agriculturd price policies require protection at the border in order to be effective. Asa
consequence, regiona free trade poses a thresat to the operation of such programs. Negotiations
of freer trade are therefore likely to be complicated or even derailed by domestic farm policy
consderations.

If the incluson of agriculture isindeed athreat to the workings of domestic policy, then
one can legitimately ask whether this “threat” is not itsdf a constructive pressure for change.
There are certain direct effects of regiond trade agreements on domestic agriculturd policies
which help to push the countries concerned in the direction of policy reform. Once tradeis
liberdized within aregion, the degree of competition becomes a matter of interest for the
member countries. Subsidies clearly distort competition and are unpopular, leading to pressures
to remove them, at least on goods marketed within the region. Different marketing systems may
create problems, in particular if some of them appear to offer the possibility of hidden subsidies.
This may put pressure on some countries to modify their parastatal marketing ingtitutions. Thus,



thereisacase for indsting on freer regiond agriculturd tradein FTAs partly to chalenge the
ability of countriesto distort their domestic market.

However, many countriesin recent years have moved away from the management of
agriculturd commodity markets in favor of such instruments as direct paymentsto farmers.
While this has removed some of the obstacles to the incorporation of agriculture in FTAS, the
decision taken in the Uruguay Round trade negotiations to implement TRQs in conjunction with
tariffication, as away of opening up markets, complicates the process of improving access
within free trade aress.

Long-term Effects on Domestic Policies

In addition to the chalenge posed to agriculturd market management by free regiond
trade, regiona agreements also have an indirect effect on agriculturd policy reform through the
impact of liberdization on the effectiveness of policy. Theresult of thisimpact may be
harmonization, common policy ingruments, or even the abandonment of policies.

Harmonization could result because countries would want to avoid customs difficulties
and develop common externd tariffs to prevent trade deflection. Common policy instruments
may develop since having afree border with alarge neighbor isin effect to take on thelr tariff
structure when lower than one' s own. Moreover, it has long been recognized that some form of
border protection (usudly in the form of an import quota) is needed to make supply control
effective. If the regiond trade agreement removes such exterrd protection, then such control is
rendered ineffective. Such policies are made less effective or more costly by the existence of a
freeintra-regiond market. Thisindirect impact may in the longer run prove to be the most
sgnificant link between regiord trade agreements and the changes in domestic agriculturd
policies

The Response of the Multilateral System

The interaction between the regiond and the multilaterd trade liberdization processis clearly
one of the most important structural issues facing the WTO. It was initidly feared that the
spread of regiona trade pacts would threaten the multilateral system. At thelow point of the
GATT negatiations, in 1991, there appeared to be a digtinct possibility that the world trading
syslem was moving towards one of competing trade blocs. The most common scenario
projected a European Bloc, based on an expanded European Community, an American Bloc,
built on the US, and an Asian Bloc, with Jgpan as the key economy. The prospect of such a
scenario caused condderable concern that it might jeopardize the Uruguay Round itself by
holding out the prospect of an dternative to the GATT system. One negative festure of such
blocs was their presumed propensity to exclude or discriminate againgt trade or investment
flows from each other. Trade wars could easily erupt under such circumstances, to the particular
disadvantage of the smdler countries within the blocs. Countries outside the blocs would
presumably hasten to be included, to at least get some shelter from the trade hodilities.



Success in the Uruguay Round has eased the fears on this score; the strengthened
multilateral system represented by the WTO offers some defense againgt the possibility of
warring continental blocs. Despite the risks associated with setting up regiond preferences, the
consensus now appears to be that no great damage has yet been done. Most of the recent
regiond trade agreements, in particular those conceived under the rubric of “open regionaism,”
conform with the requirements in the WTO that they cover most traded commaodities and do not
involve an increase in tariffs applied againgt non-members.2 As most of them have been formed
in conjunction with liberaization of externd trade, they might reasonably be expected to
promote efficiency rather than shelter inefficiency. However, concerns remain that the
proliferation of such agreements can impede multilaterd liberaization and impede world trade.
Furthermore, such technica devices as“rules of origin® can be used for protectionist purposes.
Thereis therefore a strong case for examining the conditions under which the two trade policy
drategies of regiondism and multilateralism can be made to work in harmony in the direction of
an improved globa system of agriculturd trade.

Maximizing the Benefits and Minimizing the Costs

One way to maximize the chances of trade creation and to minimize the chance thet a
trade agreement divertstrade is to encourage a reduction of externa protection for both the
importer and the exporter at the sametime astheinclusion of agricultureinthe FTA. Thiscan
ether be donejointly through agreement with other members on externa protection, in the case
of acustoms union, or independently through unilaterd liberdization in the case of afreetrade
area. Multilatera negotiations become the best way to keep down the level of protection against
nor partner imports so asto avoid trade diversion. If both interna and external protection are
progressively removed the regiona and the multilaterdl pathsin effect go hand-in-hand toward
the same god.

The number of countries thet are involved in afree trade area dso makes a difference
for the likelihood of trade diverson. The wider the geographical range of the regiond trade bloc
the morelikely it isthat “natural” trade partners (i.e. those that can supply goods at the lowest
cost without the aid of subsidies or preferences) will beincluded in the same bloc, and hence
trade diverson will not be a problem. Trade blocs should therefore pursue expansonwhen
acceptable candidates present themsalves.

Making Use of Regional Opportunities

Jugt asthe globd system has to search for rules which encourage efficient agriculturd
production to the ultimate benefit of consumers, so regiond trade has to come to grips with
trade rulesinternaly which avoid conflict and promote “ efficient” production and distribution.
Though tariffs are usudly set a zero on trade within the region, other trade impediments can

2. Open regionalism” is aphrase that has come to be used for some combination of low external protection and
open membership and in addition meets the demands of the WTO, namely conformity with Article XXIV of the
GATT (Bergsten, 1997).



persst. The question is whether the regiond agreements can solve these trade conflicts, and if so
whether the solution is likely to be in the interests of the multilateral system. It would seem that
the range of solutions to problems within free trade areas are very smilar to those which would
srengthen the multilateral system. These include converting non-tariff import barriersto tariffs,
restricting the use of export subsidies, limiting domestic subsidies to those that do not distort
trade, and improving the compatibility of standards and regulations so as not to congtitute undue
impediments to trade.

Some of these can indeed be tackled effectively at the regiond leve. Quantitative
redrictions on interna trade have usualy been removed within free trade areas as they are seen
as preventing the development of integrated regiond markets, astook placein NAFTA. But
such QRs are now aso outlawed by the WTO, and so should no longer pose a problem. In
their place have come the TRQs, both in regiond trade agreements and as a result of the
Uruguay Round, where they often accompanied tariffication to preserve or create some market
access. These TRQs need to be expanded steadily over timeto alow trade to increase. To the
extent that they are increased within regiona blocs the degree of preference will tend to rise.
TRQs on third country imports should aso be increased so asto avoid potentia distortions of
trade?

The need for regiona trade pactsto ded with internd export subsdiesisthat internd
competition will be distorted by the use of such subsidies. There will thus be a tendency over
time to phase these subsdies out regiondly. However thisislikely to be a dow and uncertain
way to dedl with the problem of export subsdies, and so thisis an area where strong multilaterd
action islikely to be more effective.

By contrast, domestic subsidies may well be easier to ded with at theregiond level. As
these subsidies tend to distort competition within the region, there will be pressure to remove
them or make them trade reutrd (i.e., decoupled from output). Thiswill bring them in line with
the WTO green box criteria. In other words, both regiona and multilatera pressures act in the
same direction and their resolution is mutudly reinforcing. Unless countries try to devise waysto
distinguish payments from production destined for the regiona market from that competing with
third countries, a scheme which would be difficult to enforce and of dubious legdity under the
WTO, the regiona approach in this case poses no threat to the multilatera.

Asfor sanitary and phytosanitary standards, it seems very likely that regiond trade
blocswill be tempted to increasingly develop their own rules on standards and hedlth and safety
regulations. Not only are differences in these standards a potent source of trade conflict, but
companieswill ingst on the reduction of unnecessary duplication of paperwork, product testing,
and regulaory gpprova which follows from having different sandardsin afree trade area. This
could be detrimenta to the eaboration of globa standards and could disrupt internationa trade.
Hence the further development of international standards remains important, to avoid competing

*The importance of expanding TRQs in the context of the next Round of trade negotiations is emphasized in
Josling (1998).
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gandardsin different trade blocs. Although in the absence of internationa standards, however, it
islikely that some of the regiona standards will becomede facto globa norms, thisis another
case Where international leadership is desrable to forestal any discrimination among regiond
blocs.

Srengthening the Multilateral Response

Four possible ways can be distinguished to strengthen the complementarity between
regiond and globa trade rules. Each of these steps supports the multilateral system without
provoking adirect clash with the forces which are working for regiond trade integration.

Firg, the existing WTO rules on the acceptability of free trade areas and customs unions
should be applied more rigoroudy. The requirement that “ substantialy dl trade” be covered
should be darified. Omitting amajor sector of the economy such as agriculture should not be
possible, and even omitting a handful of sengtive commodities should only be dlowed if the
exiging (and potentia) trade in those products is negligible. Moreover, the rule could be further
srengthened by agreeing that the exemption is of atemporary nature, and that in time dl trade
would be covered. In this way the waiver from the gpplication of “most favored treatment” for
free trade areas and customs unionsin Article X X1V could be seen as depending on a
comprehensve merging of nationa markets rather than a selective liberaization of those that are
less sengitive.

Second, as a condition of the free trade area or customs union being accepted by other
WTO members, the countries participating should be required to ensure that other countries are
not adversely affected. This should be done primarily through reductionsin the tariff levels
againg third countries. Presently, countries can ask for compensation if tariffs go up, but the
most common cause of trade diversion arises from a switch in suppliers which can take place
even if no tariffsincrease. It would be useful to require reduction in gpplied tariffs when regiond
trade blocs are set up or expanded.

The third ussful step involves economizing on scarce resources. [N most cases,
countries which are members of regiona trade groupings, even cusoms unions, still negotiate in
the WTO asindependent countries. Tariff schedules bound inthe WTO arein dmost dl cases
aso nationd.* It might help to reconcile global and regiond trade liberdization processes if
countries bound the common externd tariffs of their trade blocs (where they exist) in the WTO
schedules of commitments. These are often lower than the tariffs bound in the schedules for the
individua member countries. Thiswould help build the regiond process into the mulltilaterd, by
giving the common externd tariffs some internationa Sgnificance.

How far should one go in supporting the legitimacy of the regiond trade bloc externd
policies? Should trade blocs be encouraged to negotiate as single units? If so, the impact on the

*The European Union has a single tariff schedule, and negotiates as a unit. But members of other trade blocs
behavein Genevaasif they had no obligationsto the bloc.
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negotiations would be two-fold. It would reduce the number of participantsin the talks,
presumably making progress easier. But it would put a premium on the blocs being able to
come to a common position and being able to change that position as negotiations proceeded.
But the direct negotiation on the policies of groups would have the very sdutary effect of putting
the spotlight on them rather than on the individua countries that make up these blocs. Eventualy
this type of recognition of their sgnificance in the multilateral system isineviteble.

The fourth step that could usefully be taken at the multilaterd leved isto ask the
Committee on Agriculture, in conjunction with the Committee that oversees free trade areas and
customs unions, to report on the activities of these blocsin the light of the process of multilatera
trade reform. Such reporting could include monitoring of trade flows and preference levels, as
wel as palicy changes which have sgnificance for the multilaterd system. Circumstances where
aconflict between regionad and globa liberdization and trade reform is likely could be identified
and discussed. Trade blocs would in thisway be obliged to defend their actions in the light of
the application of global rules and objectives. Other countries would have an opportunity to
guestion such developments rather than relying exclusively on the dispute settlement process to
challenge cases of conflicts. Such additiona ongoing scrutiny would greetly improve
understanding about the magnitude of the conflict between regiond and multilaterd trade
processes and rules in agriculture.

The Contribution of Free Trade Networks

A new set of trade pacts emerged in the 1990s which could be called free-trade networks
(FTN), with the characterigtic that they were not confined to single geographic regions. This
new breed of supra regional FTNs includes both APEC and the FTAA. These are different
from traditiond regiona trade blocs in that they have overlapping membership (severd countries
participate in both) and hence join rather than isolate continents. Moreover, they can include
both countries and existing trade agreements as components. In thisway they build on current
agreements (FTAA) or are neutra toward them (APEC, which includes members of ASEAN,
the CER, Mercosur and NAFTA). Though they differ among themsalvesin certain crucia ways,
in particular in their trestment of trade with third countries, the FTAA and APEC both represent
new ways of negotiating reductions in trade barriers.

Onerather less formd variant isthe “New Transatlantic Agenda’ agreed in 1995
between the EU and the US, which at present is concerned with such issues as mutud
recognition of standards and testing. This could over time become a pre-cursor to a more
formd trade agreement between the US, Canada and the EU. The EU and the ASEAN
countries have dready been discussing informd trade agreements of their own, and the EU and
MERCOSUR have been actively discussing afull free trade agreement.®

® A free trade agreement between MERCOSUR and the EU could be signed in 1999, but several issues remain
un-resolved. The extent to which agricultural goods are included is an obvious sticking point in these talks.
To expect the EU to grant preferential access to Argentine and Brazilian farm products is unrealistic, but to
exclude such goods would not satisfy the MERCOSUR countries and would be of dubious legality within
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FTNs go some way toward addressing many observers objections to the narrower
regiond blocs. They arelarge enough to contain low- cost suppliers of most products; they can
absorb new members easily; and so far each has endeavored to comply with the WTO. In this
sense they are each examples of “open regiondism.” They do, however, Hill provide achdlenge
for the multilaterd trade system, summed up in their gpplication of the “most favored nation”
principle. This chalenge is even stronger than that of more limited regiond groups because of
their wider geographical reach. If they negotiate free trade among members and do not
“multilaterdize’ the tariff reductions to other countries then they are behaving as regiond blocs
writ large. The FTAA isin this category, as are the networks being negotiated by the EU. But if
they do extend the benefits to dl WTO membersthey are in effect conducting multilatera
negatigtions, to the delight of “free riders’ who pick up the gains but don't have to contribute to
the tariff reductions themsdalves. Some have suggested that APEC adopt this * unconditiona
MFN" pogtion. In redlity, it is more likely that the MFN treatment will remain conditiond on dl
beneficiaries contributing to the reduction of tariffs®

Whatever the moddity of negatiations, FTNSs seem to have gavanized countries into
meaking fairly precise commitments to future liberdization. For this reason the multilateral system
needs to come to terms with free trade networks and make use of their potentia to go further
than each of the component countries and trade blocs.

Free-Trade Networks and Agriculture

This new supra-regiona FTN architecture is particularly interesting from the perspective
of internationd trade in agricultural goods. Networks which span the regiona blocs will not be
able eadly to dodge the issue of agriculture, as the problems of agriculturd trade will tend to be
interndized by the nature of the processes. The US, for example, could become a member of at
least three trade pacts (the Americas, Asa-Pecific and Transatlantic) together covering dl the
maor markets for its goods. One can hardly imagine political support for any agreement that
excluded such amgjor sector of US exports.

Supra regiond trade networks do not in themsalves solve the problem of the reluctance
of importers to open up their markets. However, the politica caculus might change enough for
some serious liberdization to occur in agriculturd markets as a result of such blocs. The US, for
ingtance, will bein astronger position to suggest mgor changesin farm product accessin Asan
countriesif it offered benefits negotiated in APEC. Even domestic subsidies may be forced to
conform with subsidy and competition rules within supra-regiona agreements such asthe
FTAA. In each case the threet is of excluson, and the cost of such exclusion could be high.

the WTO.

® Thus APEC will offer to extend negotiated trade access to (say) Europe so long as Europe offers similar
liberalization. If Europe agrees (along with other non-APEC countries) then the liberalization will have
become “multilateral”: if Europe declines the liberalization will have proved to be regional (and hence
discriminatory) in scope. (See Bergsten, 1997b).
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Despite some obvious dangers in this emerging trade architecture, it offers opportunities for
freer agricultura trade on aregiond basis. The chalenge it providesis how to ensure that it
leadsin the end to freer agricultura trade world-wide.

The FTAA and Agriculture in the Americas

The bold but optimigtic target st by the countries of the Americas at the Miami Summit
calsfor aFree Trade Area of the Americas (FTAA) by 2005, one that would include removing
agriculturd trade barriers. Thisis not out of line with the plans of the individud regiond trade
agreements. By the year 2005 there should be virtudly no agriculturd trade barriers left
between the US and Mexico, though Canada will have to catch up with that schedule by means
of steep reductionsin intrasNAFTA tariffs for some sengtive agricultural commodities. The
same would be truein Latin America, Centrd America and the Caribbean, if current timetables
for liberdization are followed.

The development of integrated regiond agriculturd marketsin the Americasisin generd
a hedlthy outcome of the process of nationd trade and agricultura policy reform in the region,
coupled with the formation or strengthening of regiond trade agreements of the “open” variety.
The degree of uneconomic trade diversion has been kept low by the reduction in externa
protection in many of the countries, particularly in Mexico and Latin America. Externd
protection is aso faling in the US and Canada, though this will need to be accelerated to assst
the process of developing competitive industries on aregiond basis. The region-wide
development of agriculturd marketsis finding ingtitutional expresson in the FTAA discussons
and the politica will for thiswill be put to the test during the negotiations which started in April
1998 in Chile. Freer trade within the region should itself have a profound impact over time on
the structure of the agricultural sector in the Americas and the policies that are employed to
regulate and support it.

The task ahead for the FTAA in the agricultural areawill involve some degree of
coordination of domestic policiesto prevent conflict in the region. But more important than
coordination is agreement on the overal strategy to be pursued. This agreement should perhaps
include the commitment to continue individua nationd reforms to free agriculture from the
excessve atentions of the state; to stick to or accelerate the timetables established for intra:
regiond trade liberdization; to pursue the path of integration of the individua trade agreements
in the Americas, and to develop a common approach to multilateral agricultura trade issues.
Theintegration of agriculturd marketsin the Americas are likdly to take imagination and politica
skill to line up support and overcome the opposition to such liberdization.

Integrating the Greater European Agricultural Market
The European agricultural market iswidening rapidly. Severd of the countries of Centra

Europe will become members of the EU around the year 2003. If the same “ingtant accession”
arrangements as were negotiated with the recent EFTA countries are followed, there could be a
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single market in agriculture comprising perhaps 21 member sates of the EU in Europe within
five years.” This market will expand further as more countries of Centra and Eastern European
Countries join the EU.

Clearly, the most difficult chalenge for the EU in the next decade is how to absorb up to
10 more countries from Centra and Eastern Europe. These countries have low incomes at
present (on average only eeven percent of the EU-15 average). But they have good potentia
for steady economic growth, and high expectations on the part of their consumers. The workers
in these countries are potentialy mobile and will undoubtedly come looking for jobsif none are
available & home. The population in these ten countries is about 29 percent that of the EU-15.
Thus the question is whether there will be enough economic growth in these economies thet they
become a source of employment, a magnet for both domestic and foreign investment and a
buoyant market for goods from the EU- 15.

All the changes will not be in the applicants economies. As integration takes place there
will be pressure by producers in the present EU for relief from imports from the CEEC. Such
‘sengtive’ importsinto the EU—induding sed, textiles and agricultural goods—are dready
controlled by tariff quotas under the Europe Agreements. Everyone agrees that the markets
must eventudly be opened. But for the EU the extenson of the CAP is a pre- condition to free
circulation of agricultural goods, and the CAP applies only to members. This should, however,
not prevent the EU from increasing access to its market. Too rapid an opening in advance of
membership could provoke a backlash which would delay accesson. Too dow amoveto
improve access to the EU increases the disillusion dready felt in Central Europe about the
willingness of the EU to take any poalitica risksfor the sake of securing democracy and
establishing security. The nature of this challenge was recognized by the Commission in the
Agenda 2000 report, which lays out a blueprint for adaptations in the CAP and other EU
policies in anticipation of enlargement.

Enlargement negotiations have aready started with those countries deemed to be most
reedy for accession. Trangtion partnerships have been devised for those not included in the first
wave of new members. The process of convergence among the agricultura sectors of Europe
will start well before entry. To this end, the Europe Agreements need to accelerate the increase
in quotas on imports from the CEEC and improve the adminigtration of those quotas o asto
avoid giving so much of the benefits to the importers. The EU is dready using the market access
guarantees negotiated in the Uruguay Round to increase imports from the CEEC. Theam
should be to move quickly to trede that is less restricted by quantitative barriers.

The tasks before the EU in preparing for entry are daunting, but feesible if the logic of
the 1992 reform is applied and if further reforms have been enacted. The cered priceleve for
the expanded EU need not be different from the future reduced leve for the current members. A

” Some form of transition period is likely to have to be agreed to avoid too sharp a change in national price
levels. But the Europe Agreements themselves are in effect allowing applicant countries to align their
policies with those of the EU in advance of accession. See IPC, (1997c) for a full discusson of the
agricultural issuesinvolved in enlargement of the EU.
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relatively light intervention system, a alow price leve, coupled with a set of bound tariffs (and a
maximum gpplied duty rate) for imports, should support the wider European market. The
srategy should be to achieve the creation of an integrated Europe-wide agriculture sector as
swiftly as possible, a aleve of protection compatible with the EU’ s growing responsibility in
world markets. Thisis one of the reasons why a continued reform of the CAP is necessary: to
dlow for areasonably rapid CEEC accession. From the point of view of multilaterd trade
liberdization, early CAP reform is aso the key to the EU taking amore positive and less
defensive position in the 1999 Round.

In the longer run another set of issueswill confront Europe as it expands to the east. The
countries of the Former Soviet Union (FSU) have yet to take their full place in the globd trade
system. The trade rel ationships among these countries themselves are not yet settled, with
severd of the members of the Commonwedth of Independent States (CIS) agreeing to form a
customs union in 1995 but little tangible progress having been made. Agriculturd trade cur rently
does not flow fredy among these countries, hindering their attempts to develop competitive farm
sectors and reliable food supplies. A Partnership and Cooperation Agreement between the
Russia and the European Union has aso been concluded which promises Russamfn treatment
for its exports to the EU, but this does not extend to preferentid trade. Russia, the Ukraine and
other countries in the region are currently applying to join the WTO, and this should be
accomplished as soon as practicable in order to expand agreed trade rules to thisimportant part
of the world.

Agriculture and the Transatlantic Agenda

One of the mogt important tasks for the Transatlantic partnership may be to define and
improve commercid relationships between the US and the EU. Thisissue has recently been
revived by a Europe concerned that the US s drifting into isolationism or an obsesson with
Asa Asareault, there has been considerable discussion in the past decade on the need for a
new Transatlantic Treaty to keep the US engaged in Europe. This Treaty, by common
agreement, would have to have an economic component. What this economic component could
beisless clear. Some have argued at varioustimes for a Transatlantic Free Trade Area
(TAFTA), but governments have not been willing to go thisfar. Instead the EU and the US
sgned at the end of 1995 a joint declaration for a New Transatlantic Agenda, including an
Action Plan which promises action on economic as well as security issues. More recently the
issue has been raised again, with Sir Leon Brittan's cdl for a Transatlantic Marketplace and
Frost’ s suggestion of aNorth Atlantic Economic Community (NATEC), an economic
counterpart to NATO.® Thislatter formulation would apply the APEC approach to trade
negotiations, encouraging othersto join in the agreed liberdization to avoid the introduction of
preferences from which they would be excluded.

8 Presumably, the enthusiasm for a TAFTA would rise again if APEC were to achieve trade liberalization within
the Asia-Pacific region to the exclusion of Europe. The EU is unlikely to be willing to accept less favored
accessinto the US market than that enjoyed by Japan.

° See Frost (1997) and also Stokes (1996).
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Could such an agreement include anything meaningful on agriculturd trade? In
agriculture any discussion of US-EU rddions carries with it the fear of failure and frudtration,
borne of the experience with the Uruguay Round and the previous twenty years of tensgon. The
temptation to leave out agriculture from any transatlantic trade agreement will be grest.
Agriculture would obvioudy represent a possible sticking point in any FTA discussons. But
difficult trade issues must be faced rather than avoided if the transatlantic agendaisto be
credible. Political support for an agreement that omitted agriculture would be difficult to secure
inthe US. However, the opportunity should not be lost for an improvement in trade relaionsin
such an important area. Indeed, if domestic policy trends continue in both the US and the EU,
there could be the opportunity for dramatic change in trade rlations in agriculture in the not
too-digant future. This could take the form of an agreement to mutualy forswear the use of
export subsdiesin certain markets, an agreement on domestic policies that would make them
consstent with the Green Box category of “decoupled” support; and an agreement on the
mutua development of quality and hedlth standards and on mutua recognition of each others
sanitary and phytosanitary measures. However, care will have to be taken to resst the
temptation to establish new trade preferences across the Atlantic.

Agriculture in the APEC Process

In the ASa- Pacific region, the APEC (Asa- Pecific Economic Cooperation) process
cdlsfor “coordinated unilateral” trade liberdization, extended to non- APEC members thr ough
the “mog-favored nation” rule of the WTO, by 2010 for developed and 2020 for developing
countries. By that stage APEC itsdlf could have expanded to include several more Latin
American countries and may even have spread to South Asa Agriculture is deliberately not
excluded from this process, though some countries will have to change their levels of agricultura
protection rather rapidly if this target isto be met.

The potentid importance of APEC for agricultura trade reform should not be
underestimated. By setting adate by which freetrade isto be achieved, and by specifically
rejecting the attempts of some members to exclude agriculture from the commitment, the APEC
process has raised its sights beyond that of the WTO. When APEC was first dscussed, few
would have thought it likely that any meaningful agreement could have been negotiated in the
area of agriculture. The question thet therefore arises is how credibleisit as an indication of
what will actudly happen.

The decision to move to free trade and investment among APEC members represents a
triumph of collective courage by heads of government over the palitics of protectionism. Having
placed the issue a a broad drategic level, above that of specid interests and ministries on the
indugtrial Sde, it was logicd to include agriculture. But it till required significant soul- searching
on the part of Japan and Koreato agree to this step. The way in which the free trade god isto
be reached is even more unusud. The process relies heavily on coordinated unilaterd action (the
APEC Nationd Action Programs) rather than the bilateral negotiations (afterwards
multilateraized) of the GATT.

How does theincluson of agriculturefit in with this process? It implies, in effect, thet
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each APEC country will have to bring to the table plans for the unilaterd liberdization of
agriculture. So far, commitments under the APEC umbrella have not gone far beyond an
acceleration of Uruguay Round obligations and agreement on specific sector liberdization plans.
The food sector was identified as one of the fifteen areas where the voluntary program of
liberaization was to be pursued, dong with oilseeds and products. This at least suggests some
continued willingness to move into sendtive weters.

Why, if agriculturd policies are so difficult to shift, would one expect countries to be
ableto “give’ them away in an APEC-inspired negotiating sesson? Perhapsiit is the novelty of
the negotiating method that may give a glimmer of hope. If governments are determined to hold
onto protective policies and lay them rluctantly on the table one-by-one, only adow advance
will be possible. But if one starts with a commitment to remove dl trade barriers by a certain
time, then the issue becomes one of method rather than principle, and the need to balance
“requests’ and “offers’ is diminished. Of course, in the absence of a credible commitment to the
timetable, the process yields nothing more than loosdy coordinated unilateral action. Thisis not
likely to bea good position for agricultura liberdization. But if the god is credible, and countries
behave asif it is possble, then the technique may work. APEC would have successfully avoided
the confrontational aspects of trade liberdization by emphasizing the common property (public
good) benefits of aliberd trade and investment system over the desires of individual sectors for
protection.

Conclusons and Recommendations

The spread of regiond integration is likely to continue for the next few years. Mercosur, the
European Union and ASEAN dl have plans to expand membership, and other groups such as
the South Asian Regiona Cooperation Council could become established. The countries of the
Former Soviet Union are also expected to strengthen their mutua trade ties, through the CIS
and other agreements, as they develop thelr trade relationships. Agricultura goods should
benefit fully from the opening up of trade within these trade groups. To omit the agricultura
market could be counter- productive to attempts to develop competitive agricultura sectors.

The question of the treetment of agriculture within FTAsis very relevant for the next
round of trade negotiations. Now isthetime to st a strategy for the incorporation of regiona
trade pacts in the ongoing process of multilaterd liberdization. The IPC therefore makesthe
following recommendations for the further development of regiond trading arrangements within
the context of the multilatera trade system:

The negatiation of regiond free trade areas should not be dlowed to undermine the WTO; it
should therefore go hand in hand with a comprehensive mulltilatera negotiation in the WTO
as with the case in the GATT when the European Community was created and enlarged,;

Agriculture mug play itsfull part in regiond trade liberdization. But when FTAsinclude

agriculture, coordination is required with the multilateral processin order to avoid detracting
from the more fundamenta objective of multilaterd trade liberdization;
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Quantitative regtrictions on internd trade should be removed within free trade areas as they
prevent the development of integrated regional markets. This includes tariff - rate quotas,
which should be expanded rapidly to avoid distorting trade petterns;

The use of export subsidies should be restricted where possible within free trade areas. This
is however an areawhere strong multilatera action is aso likely to be needed,;

Domestic subsidies should be limited to those that do not distort trade. The regiond
approach poses no threet to the multilaterd in this ares; and

Particular emphasis should be placed on the eaboration of international veterinary and
phytosanitary standards and regulations in order to forestall the emergence of regiond
gandards which discriminate among regiond blocs.

In addition, there are four significant ways to strengthen the complementarity between
regiond and globa trade rules

Firgt, the existing WTO rules on the acceptability of free trade areas and customs unions
should be gpplied more rigoroudy;

Second, the countries participating should be required to ensure that other countries are not
adversdy affected;

Third, the common externd tariffs of trade blocs should be bound in the WTO schedules of
commitments; and

Fourth, the WTO Committee on Agriculture and the Committee on Regiond Trade
Agreements should monitor and report on the activities of these blocsin light of the process
of multilaterd trade reform.

Asfar as specific ongoing or emerging regiond arrangements and free-trade networks,
the IPC recommends:

The Free Trade Area of the Americas (FTAA) -- Agreement should include commitments
to continue individual nationd reforms to free up agriculturd trade, to respect or accelerate
the timetables established for intra regiond trade liberdization, and to pursue the path of
integration of the individud trade agreements in the Americas.

European integration to the East -- The Europe Agreements should accelerate the
increase of quotas on imports from the CEEC and improve their adminitration to avoid
giving importers too much of the benefits. The EU should move quickly to trade that isless
restricted by quantitetive barriers, cregting an integrated Europe wide agriculture sector as
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swiftly as possible. The CAP must continue to be reformed to alow for areasonably rapid
CEEC accession and to enable the EU to play a positive role in the next WTO trade round.

Asia Pacific Economic Cooperation (APEC) -- To date, agriculture has been included in
the coordinated liberdization approach. The credibility of this gpproach and its rdlevance
for the multilatera obligations of the countriesinvolved has yet to be determined. Further
willingness should be demongtrated to address such sensitive matters as agriculturd trade
liberdization.

The Transatlantic Agenda -- If discussions for a Transatlantic trade pact are to go
forward, agriculture must not be left aside. Agreements could be pursued in certain
important aress, including mutually developing qudity and hedlth sandards with the aim of
seeking broad international acceptance and alowing for mutua recognition of each others
sanitary and phytosanitary measures.

The multilateral system needs to come to terms with free-trade networks and make use of
their potentid to go further than each of the component countries and trade blocs. The pace of
liberdization of agricultura trade could be accderated by regiona agreements and processes if
incorporation of agriculture in the timetable of regiona agreements and supra- regiona networks
ismade on an mfn bass or goes hand in hand with an increase in market access for non-
participating countries, either unilateraly or as part of amultilaterd negotiation inthe WTO. [If
thisisin fact the case, regiond trade liberdization will have played amgor condructiverolein
multilaterd trade liberdization. But where there is doubt about the compatibility with multilateral
trade policy reform the priority should clearly be given to the multilaterd system.
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The Mission of the International Policy Council on Agriculture, Food and Trade

The Internationa Policy Council on Agriculture, Food and Trade (1PC) is dedicated to
developing and advocating policies that support an efficient and open globa food and
agriculturd sysem—one that promotes the production and distribution of food supplies
adequate to meet the needs of the world’ s growing population, while supporting sound
environmental standards.
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Founded in 1987, the IPC is an independent group of 35 leadersin food and agriculture from
over 20 developed and deve oping countries, including formerly centrdly planned countries.
Members are chosen to ensure the Council’ s credible and impartia approach, and include
influentid leaders with extensive experience in farming, agribusiness, government and academia
The IPC meets twice annualy to develop policy recommendations to address the critical issues
facing the world' s agricultura system. It then conveys its recommendations directly to
policymakers through its persond contacts and through a variety of papers and sudies. The
IPC aso convenes task forces and holds conferences and seminars.
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