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Preface

The present position paper by the Internationa Policy Council on Agriculture, Food and Trade (IPC)
on agenda options for the Seettle Round of WTO negotiations wasinitidly prepared for discusson a
the 2nd Annua 1PC Agri- Forum and 22nd |PC Plenary Meeting, September 24-25, 1998, in The
Hague. A revised draft was then discussed at the 23 IPC Plenary Mesting, June 13-15 in Florence,
Italy. Thefind verson received the gpprova of the IPC membership soon theresfter. The paper is
designed to provide an assessment of options for the Seattle Round that the |PC thinks will be useful for
trade negotiators.

The IPC would like to thank Tim Joding for writing and editing the paper and Peter Lacy for
editorial support. The paper reflects the views of the IPC on agricultural policy reform in the 1999
WTO trade round and should not be attributed to any other organization or individual.

The paper reflects the views of the IPC on agriculturd policy reformin the 1999 WTO
trade round and should not be attributed to any other organization or individud.



Overview

To achieve an abundant and affordable food supply of increasing qudity, variety and rdiability will
require ever gregter efficiency in the world' s agri-food system. Y et this efficiency must be achieved
while protecting the environment and building viable rurd societies around the world. The challenge of
the Seettle Round of WTO negotiations that is set to begin before the end of 1999 isto complete the
agenda of the Uruguay Round while addressing the new requiremerts of the emerging globa food
sysem.

In this position paper, the Internationa Policy Council on Agriculture, Food and Trade (1PC)
andyzes the various methods which might be used to continue the reforms that were begun in the
Uruguay Round, and concludes with policy recommendations based on that andysis that show the way
forward regarding the variety of issueslikely to come up in the Seettle Round. All Sgnatoriesto the
Uruguay Round accepted the built-in agendato continue to reduce barriers to tradein agricultura
products. The IPC endorses that god and argues that the trade liberalization approach adopted by the
Uruguay Round must continue and be expanded to include a smultaneous reform of state trading
activities.

The IPC recognizes that the Seattle Round negotiations must aso take into account other non-
trade concerns—such as internationa development, rural development, consumer demands, food
security and preservation of the environment—which will come into play in the negotiations. However, it
isthe IPC s bdief that these concerns can be addressed satisfactorily in ways that do not unduly distort
globa trade, nor undermine the drive towards a globa food system. The paper supports for example
the WTO' s gpproach to relying on sound science for decisions regarding food safety and the
environment. The IPC suggests that any costs incurred due to environmenta or other regulations should
be reimbursed through direct payments from governments and not through border protection measures.

The paper aso urges nations to work towards greater harmonization of divergent nationa
standards and to implement increased trangparency and labeling requirements to provide more
information for consumers,

The Sesttle Round negotiations must take into account the importance of trade to agriculture in
the developing countries, as well as the importance of the agriculturad sector to the economic
development of these countries. Regarding specid preferences for certain low-income countries, the
paper argues that tariff preferences may be less relevant to economic deve-opment today and may in
fact cause more harm than good to the recipient countries. Other means of providing devel opment



assistance may be more effective and beneficid under current economic circumstances. The drive
towards trade liberalization must therefore be balanced againgt the very red needs of developing
countries.



Introduction

Initsfirst paper on the forthcoming WTO negotiations (Building a Global Open Food System—The
Case for Further Agricultural Trade Reform, August, 1998), the |PC envisioned the agenda of the
negotiations not only as a continuation of the Uruguay Round, but as away to serve the emerging globa
food system, while taking care of the specid problems of the developing countries. The “old world” of
commodity-based nationd agriculturd policiesis being rapidly transformed by an integrated globa food
economy, the IPC argued. A globd food system is emerging to meet the increasingly urgent task of
feeding a growing world population, one with an emerging middle class dl over the world.

Four principd forces are creating this globa food system:

The need to provide food security for the world' s poor;

The need to raise agricultura productivity and simulate diversified rura development;
The need to meet rising dietary expectations of a growing urbanized middle class, and
The need to meet the demands of the world' s wealthiest consumers.

An abundant, accessible, affordable food supply of increasing quality, variety and rdiability requires
ever greater efficiency in the world' s agri-food system. Y &, efficiency must be achieved while protecting
the environment and building viable rural societies around the world.

The present IPC position paper andyzes various methods which might be used to continue the
reformslad out in the Uruguay Round, followed by a set of policy recommendations which the IPC
believes show the right way forward in the coming round. In making these recommendations, the IPC
recogni zes that the negotiations must adso take into account other factors—such asinternationd
development, rural development, consumer demands, and preservation of the environment—which will
come into play in the negotiations. However, it isthe IPC's belief that these concerns can be addressed
satisfactorily in ways that do not unduly distort globa trade, or undermine the drive towards a globa
food system.

Any trade negotiation requires abaancing of politica demands and policy preferences. Nowhereis
this more true than in agriculturd trade negatiations. Food and agriculture are vita to the culture, politics
and economics of every nation, whether afood exporter, afood importer, adeveloped or a developing



country. Each country, whether developed or developing, has a number of non-trade concerns, such as
preserving the naturd environment, maintaining the quaity of the nation’s agricultura patrimony,
preserving ecologica systems, and preserving rura landscapes and rura ways of life. Desirable policy
objectives will need to be shaped to meet the palitical demands of farmers, agribusiness and consumers.

In particular, the negotiations must take into account the Stuation facing developing countries. It is
these countries whose farmers are most exposed to the harm caused by export subsidies on the one
hand, which lower world prices for raw commodities, and import barriers on the other, which deny
them market access for raw materias and more highly processed food products. It is aso these
countries which most heavily rely on the globa food system for their food security, and which are most
heavily affected by hunger and manutrition. Moreover, the WTO must recognize that agriculturein
developing countriesis vital to overal economic development, asit provides rurd employment, income
and basic nutrition. Consequently, the drive towards trade liberdization must be balanced againgt these
very red needs of developing countries.

The negotiations must aso recognize the varied role agriculture plays worldwide. Whatever the
traditions in each country, agriculture plays amagor role, whether in providing rural employment and
semming rurd-urban migration, maintaining the environment and naturd landscape, or in providing a
desrable qudlity of life. These traditions do not fit neetly into Green, Amber or Blue Boxes.

Smilarly, citizens attitudes about food and the environment vary from one country to the next. It is
difficult to sandardize these gpproaches. Certainly, basing decisons on science, as caled for by the
WTO, and working towards harmonization, are movesin the right direction. However, thereis dill a
need for grester trangparency of information for consumers, without cresting trade barriers.

Finaly, the cross-border movement of goods is necessary but no longer sufficient for internationa
business or the globa marketplace. Thus, it is no longer adequate to focus primarily on trade barriers as
the principle impediment to doing business across borders. Market access needs to be redefined,
widening its scope by rdating it to other eements such as foreign direct investment and intellectua
property rights, aswdll as the interaction between trade and competition policy. The coming agriculturd
negotiations must therefore include a compre-hensve perspective that covers al these issues.

Optionsfor the Negotiations

The Uruguay Round Agreement on Agriculture put in place a set of rulesthat have subgtantialy
improved the conditions under which agriculturd goods are traded. These new rules are very important



because they represent the genuine incorporation of agriculture into the multilaterd rules system for the
firg time.

In view of the scope of the rule changes, it is not surprising that the Uruguay Round Agreement
actudly did little to liberalize trade in agricultura products and improve market access. The process of
converting non-tariff barriersinto tariffs produced a number of tariffs bound & very high levels, because
they were based on areference period in which world prices were quite low. Even with the agreed
reductions many of them are high enough top prevent imports. In those cases, the agreed growth of tariff
rate quotas helped somewhat but has often led to greater intervention in the market rather than less. The
larger part of export subsdies fill exigt, and are effectively sheltered from chalenge under anine-year
“peace clause.” Support under domestic farm policies of the mgor industria countries has been shifted
rather than reduced.

The Uruguay Round Agreement on Agricultureitself has dready lad out the next stepsfor the
multilateral process of trade liberdization in agriculture. The Agreement declares “the long-term
objective of substantia, progressive reductions in support and protection resulting in fundamenta
reform,” and callsfor taksto be initiated no later than 1999. The Uruguay Round Agreement aso
caled on the next round to take account of “non-trade concerns.”

The chdlenge of the next round is to complete the agenda of the Uruguay Round while adding
those new ements that the emerging globa food system and the experience with trading rules require.
This gpproach conforms to the Agreement on Agriculture that mandatesthe continuation of the reform
process launched by the Uruguay Round. It isdso in compliance with the requirements of the globa
food system. Thus, the agenda should encompass the dements of the Uruguay Round Agricultural
Agreement, namely market access, export compe-tition and domestic support. It should aso cover
internationd rules on food safety, anima and plant hedlth, the protection of the environment, regulatory
cods and labdling.

Theinitid task isto devise an gpproach to each of these items that will give a baanced package
on which to negotiate. Other issuesfdl conveniently within this framework. The adminigration of TRQs
is clearly one of market access. State trading in agriculture can be separated into the components of
market access (dtate trading importers) and export competition (state trading exporters). Export
restraints can be subsumed under the heading of export competition.

M ar ket access remains the keystone of any trade negotiation. Thiswill be the first set of
agriculturd negotiations where the level of agricultura protection at the border isvisble and quantified.
Taifficaion, asintended, has made the conditions of market accessin agricultura trade sgnificantly



more trangparent. What is now visible isthe high leve of protection that was for long hidden by non
tariff barriers. The question for the next round iswhat process can be initiated to reduce tariffs so they
are no longer prohibitive. It has dso become obvious that dtate trading is a means of circumventing the
impact of tariffication. Thisissue needs to be addressed directly in the next round.

The Uruguay Round Agreement indtituted TRQs in those Stuations where tariffs replaced non-
tariff barriersto provide at least amodicum of market opening. But, however laudable the am, the
exisgence of a TRQ till does not guarantee that leve of imports. High in-quota tariffs, the manner in
which TRQs are administered, and the existence of STES can ill restrict trade below that levdl. Asa
consequence, additiond disciplines may be necessary to ensure access as agreed by the schedules.

If the high level of protection sets agriculture apart, export competition in agriculture is another
disruptive element in the operation of world markets, and therefore of the global food system. In the
next round of negatiations, it will be more difficult than ever to persuade countries exporting agricultura
goods with little or no subsidy to alow countries such as the EU and the US to continue their market-
digorting practices. Similarly, the use of export credits has continued despite efforts to negotiate within
the OECD redtraints on the benefits that some exporters get from such schemes.

Single-desk sdlling agencies and the use of export taxes and export restraints can all
conveniently be included under the heading of export competition. The WTO prohibits quantitative
export restrictions but makes an explicit exception for “export prohibitions or restrictions temporarily
gpplied to prevent or relieve critica shortages of foodstuffs or other products essentid to the exporting
contracting party.” Within the WTO export taxes are deemed innocuous. Thereisaclear conflict,
however, between the ability of exportersto withhold supplies to address domestic shortages and the
reliability of the world market as a source of supplies for importers. It is aso inconsstent to ask
producersin exporting countries to absorb the risks of low prices without subsidy but then deny those
producers the rewards of satisfying amarket in times of high prices.

Export taxes should be included under the same qualifications as quantitative restrictions. The
emerging globa food system cannot function properly unlessit congtrains the ability of exportersto
restrict supplies. After dl, restraints on exports are no less inconsistent with an open trade system than
restraints on imports.

It isironic that the biggest conceptua breakthrough in the Uruguay Round was the recognition
that domestic policies were alegitimate concern of trade talks, yet the actua disci- plinesimposed on
those policies were rather weak. However, the fact that the Uruguay Round congiraints have not in the
end affected the large mgority of countries does not mean that the congtraints on domestic support have



been ineffective. By exempting nonttrade distorting policies from the caculation of the Aggregate
Measurement of Support (AMS), the Uruguay Round Agreement has encouraged countries to shift their
domestic support programs away from those policies that most impede trade toward less trade-
digtorting policies. The requirement to reduce the AMS for trade-distorting domestic policies has put
useful pressure on countries to continue this process.

The attraction to countries of adopting non-trade distorting, or so-caled “ Green Box,” palicies
is both to guard againgt chdlenge from trading partners and to avoid having those policies count toward
the AMS. This suggests that the AM S congraint should in fact be tightened, while alowing govern
ments to support the environment and rurd communities, or to compensate farmers for higher regulatory
burdens under the “ Green Box.” This would make the Green Box more effective.

The Sanitary and Phytosanitary Agreement will be another focus for negotiations. Many
countries will be reluctant to tamper with a hard-won agreement that has science at its core. However, it
isnot clear whether the SPS Agreement, which was designed to prevent countries from using technica
regulations to protect domestic producers under the guise of plant, anima and human hedth
consderations, can handle regulations designed to assuage consumer concerns about production
processes (e.g., biotechnology) that may aso impede trade.

The trade system should be based on rules that are understandable, transparent and reasonably
congtant. Scientific judtification provides that basis, since the relevant scientific evidenceisavalableto dl
and can be widdy understood. Scientists are often respected by the public asimpartiad and non-
palitical, and groups of scientists from different countries will tend to agree on issues related to their
fiedd. However, consumersin different countries have different levels of confidence in their regulatory
systems, different attitudes about risk, and different attitudes about food production processes. Without
consumer confidence in regulatory systems, the trade system itself may lose the confidence of the public
it is designed to serve.

Thereisaso a case for the review of itemswhich are not covered by the SPS Agreement but
which require attention under a globa food system. This should include the issues of the environment
and animd wdfare.

Modalitiesfor Negotiations. An Analysis of Various Options



The gpproach taken to meet the objectives under each item islikely to set the tone for the negotiations.
The following is an assessment of the various methods which might be used to provide an operationd
approach for the agenda.

1. Market Access

Severa techniques can be used for improving market access.

Continuing tariff reductions from the same base

One way to improve market access is to stress the continuity of the process. Indeed, one could
repeet the percentage reductions agreed in the Round, using the same base which was established in the
Uruguay Round for the next set of tariff cuts. A further 36 percent cut in the average leve of tariffsfrom
the same base would imply a 72 percent cut over the two reform periods, a rather significant reduction
over adozen years.

In addition, the effect on trade would accelerate over time: the same percentage cut would have
greater impact the higher the base tariff used. Using the same base smplifies negotiations, snce
reopening the issue of the base would itsalf cause controversy. But perhaps the strongest reason for
supporting such an approach isthat it smplifies and clarifies the question of “credit” for unilatera moves
taken during negotiations. Countries would no longer need to delay unilaterd reductionsin border
protection for fear of “paying twice.” That is, any unilatera policy change would count towards this
reduction, asit would occur after the base period.

However, the continuation of the same schedule of cuts poses some problems. Firg, the
Uruguay Round Agreement alowed countries to lower sengtive tariffs by only 15 percent while cutting
less senditive (and often less sgnificant) commodity tariffs by more than 36 percent to maintain the
(unweighted) average. The net effect on trade was therefore somewnhat less than might beimplied by a
36 percent tariff cut. Consderation should be given to changing the unweighted average into aweighted
average, which would limit the ability of countries to protect sengtive commodities.

Across-the-board cuts

Alternatively, countries could agree on an “across-the-board” tariff reduction. This would be
smple and transparent. For example, aone-third tariff reduction over five years could be combined with
the technique of using the same base period, or it could apply to the bound tariffs as of an agreed date
(i.e., the year 2000). In the past, such across-the-board cuts have often been riddled with exceptions,

10



and this would need to be kept under control. An across-the-board cut would, however, Hill leave
some tariffsa avery high leve.

Formula cuts

Agriculturd tariffs could aso be reduced on aformula bass, with higher tariffs being reduced at
agreater rate. The * Swiss Formula , which was used for tariff reductionsin industrial goods in the
Tokyo Round, could be an gppropriate technique to use. This could be afaster and fairer way to
achieve liberaization than the across-the-board cuts. In particular, the problem of prohibitively high
tariffs, which resulted from tariffication on the bass of very low world market prices, could be
addressed. But formula reductions appear to put more burden on those countries with dispersed tariff
rates. As an dternative approach to the problem of tariff dispersion, amaximum tariff level could be
agreed to which dl higher tariffs would have to be reduced over an agreed period. This could also be
combined with an across-the-board cut to give both a genera reduction aswell as a consolidation of
rates.

Binding the actual rates

In afourth gpproach, to remove unused protection, countries could €iminate the present gep
between bound and actua rates. Bindings could be reduced to no more than the maximum applied tariff
in an agreed historica period (eg., 1993 to 1998). This gpproach would till lock in agriculturd trade
reform more effectively than at present. It would not remove the eement of very high protection dueto
the process of tariffication based on low world market prices. It would only remove the discretionary
element of protection that countries were able to build into the Uruguay Round tariff bindings.

Zero-for-zero reductions

The zero-for-zero gpproach has had some success in other areas of trade, such as information
technology. This approach would diminate dl tariffs, aswell as unfair export practices, on particular
categories of goods. Clearly there are advantages as wdll as disadvantages to such an gpproach.
Political sengtivities restraining liberdization in certain products such as dairy and sugar could not hold
up amove to competitive markets in other products such as oilseeds and pigmest. Trade could
therefore be expanded in the latter markets as protectionis reduced. However, the benefit of this
approach from the point of view of both the importing country and the world at large would be offset by
the cogts of trade diverted as zero-tariff items replace the lower-cost but higher-priced goods il
subject to tariffs. The EU knowswell the problem of “unbalanced” protection as aresult of the easy
access to oilseeds that was negotiated in the Dillon Round.
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Expanding the tariff-rate-quotas

Y et another technique for improving market access would be to expand the guaranteed access
that forms part of the schedules. Expanding the TRQs is one smple way of reducing their impor-tance,
while a the same time lessening the impact of the high *above-quota tariffs. Doubling the minimum
access volumes, for ingtance, would make many of the high bound over-quota tariffs irrelevant.

One gpproach could be to continue the process of expanding minimum access as a proportion
of consumption. Increasing TRQs by one percent of the level of domestic consumption in each year
over afive-year period would remove much of their restrictive effect. A way could be devised to dlow
countries to choose between TRQ increases or tariff decreases, since as both achieve the same desired
result. The main political objection to thisideaisthat the within-quota tariffs were generdly Ieft to the
discretion of the importing country to fix a levels which they judged would attract the guaranteed access
quantity. Thisimplies that some form of re-negotiation might have to take place on the level of these
tariffs. Thisdso offers a possihility to set such tariffs for within-quota trade at areasonable leve in
relation to other goods. For example, al within-quota tariffs could be bound at perhaps 20 percent,
and not be reduced until they became the operative tariff for the bulk of agricultura trade.

The problems arising from the dlocation of TRQs have recelved atention recently. Not only has
the alloceation varied across countries, in some cases the method chosen seems to have been calculated
to counter the market opening. It may not be possible to agree on a single method of dloceation, but a
set of acceptable methods could be agreed. These could range from such economicaly efficient
methods as auctioning quotas to the adminidratively efficient methods as alocating trade based on
hitoricd patterns.

Sate trading importers

State trading enterprises that have specid or exclusive rights in import markets are essentidly an
extension of the problem of market access. Under WTO articles, Sate trading importers are not
supposed to grant more protection than that given by the bound tariff. This was dready difficult to
enforce when non-tariff barriers were dlowed in agricultural markets, snce in many cases Sate trading
enterprises were effectively administering such anon-tariff barrier. State-trading importers fill have
many possihilities to obscure their operations. Even if TRQs administered by state traders are converted
into an obligation rather than an opportunity, the state traders will ill be in a pogtion to discriminate
amongst suppliers. In any case, sate trading importers are becoming increasingly inconsistent with the
internationa trading system as shagped by the Uruguay Round and necessitated by the globa trading
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system. They should eventualy be phased out or, at the least, Article XV 11 of the WTO should bere-
interpreted so that it does not alow international agricultural trade to be distorted.

2. Export Subsidies

Continuing export subsidy reductions from the same base

As with market access, the smplest way to continue the process of reducing export subsdies
would be to extend the schedule of reductions agreed in the Uruguay Round. This could be done using
the same base. 1t would involve congtraining expenditures by another 36 percent, thus removing 72
percent of the subsidy expenditure that was used in the base period. Continuing the quantity restriction
would imply that 40 percent of the volume of subsidized exports would have been removed from the
market over the two periods of reform. But since the remaining 60 percent of that volume could be
subsidized with only 28 percent of the expenditure, the potentid disruption would be significantly
reduced.

Theissue of “unused” export subsdy alowanceswill certainly be on the table. Under present
rules, any subsidy not used in a particular year can be held over. This possihility expires at the end of the
trangition period in 2000 and the accumulation of export subsidy rights should not be encouraged. The
rules can therefore be eaglly tightened by removing this possbility.

Elimination of export subsidies

Eliminating export subsdies dtogether has Sgnificant advantages. The prerequidites for
dispensing with export subsidies are a renewed confidence in world markets, and a reduced
dependence on market price support in domestic policies. Given that the US and the EU have
reformed their domestic policies, it might be politically essier to get effective curbs on the use of export
subgdiesin the next round. The next negotiations could for example phase out export subsdies—at
least for crops—over afive to ten year period.

Export credits

In the Uruguay Round, export credits were found to be aform of export subsidy, but it did not
prove possible to agree on constraints. The OECD countries have negotiated a code for norn+
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agricultura export credits that puts limits on credit terms and the length of credit extension, and have
discussed a smilar agreement in agriculture. It should be possible to agree on the dlowable terms for
such credit, and hence be able to caculate the magnitude of the subsidy that isinvolved if softer credit
terms are offered. The subsidy equivaent of such concessionary credit could be charged against the
export subsidy congtraints in the schedules.

Sate trading exporters

The quantification and reduction of export subsidies has made more visble the ditinction
between countries where exports are privately sold and those using a parastatal. There is widespread
concern in those countries where private firms conduct trade that state trading enterprises can obtain
chegp credit from their governments, offer better termsto buyers, and generally compete unfairly with
private traders. To the extent that these practices are export subsidiesit is difficult to quantify them.
State trading exporters—as with sate trading importers— do not belong in an emerging trading system
that is meant to serve a global food economy, and they too should eventualy be phased out or
otherwise kept from digtorting trade in any way.

Curbing export taxes and export embargoes

Redtricting exports in times of high prices distorts the trade system as much as subsidies that
operate when prices are weak. Such restrictions can be enforced using taxes or quantitative
redrictions. Quantitative restrictions are currently alowed in cases of supply shortage in the producing
country. If export restrictions and taxes cannot be abolished atogether in the coming round, average
export volumes or tax levels over areference period could perhaps be guaranteed. Moreover, export
embargoes and sanctions on food heighten concerns in importing countries about the reliability of the
world trading system.

3. Domestic Support

Continuing the AMS reduction from the same base

The condiraints on domestic support through the Aggregate Measure of Support (AMS) are the
least effective of the Uruguay Round bindings. But this does not mean they will not be useful in the future
or that a continued reduction would not be appropriate. A continuation from the same base would be a
relaively modest move, yet even that would remove 40 percent of the “coupled” domestic support. But
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it would be even more effective to “catch up” with the reductionsin import barriers and export
subsidies. Negotiations could also focus on achieving reductions of a certain percentage for each
product or group.

Digressive reduction of income compensation for lower price supports

The Blue Box contains US and EU direct payments that were exempted from the AM S cuts under the
Blar House Agreement. It was a creature of itstime, necessary to get agreement to go ahead with the
broader Uruguay Round package. However, the policies of the US and the EU themselves are evolving
for interna reasons. The recent US Farm Bill goes further than ever before to make the payments to
farmers decoupled from output and therefore compatible with the Green Box. It is questionable
however to alow permanent income support as compensation for reductionsin price support. Thiskind
of compensation support could be digressive, and be diminated after a certain period to be agreed in
the new round. The task for the new round will be made much essier if the EU and US have both
modified their payments so that they meet the conditions laid down in the Green Box. If this occurs, the
Blue Box could essentidly be emptied and locked.

Redefining the Green Box

The Uruguay Round identified a number of support measures known as the Green Box, which
have “no, or a most, minima” trade-digtorting effects. All domestic support measures not listed in the
Green Box—market price support and direct payments linked to actual production factors—are subject
to the reduction commitment. One can argue that the Green Box presently contains anumber of policy
ingruments which at least give the possibility to continue inefficient production, in particular through
direct income support. But as long as this kind of support isnot given as a compensation for price
reductions, but as atool for revitdizing rurd areas, encouraging sound farming practices, and presaerving
the environment, it should be acceptable. Using direct income support for these goa's, and not for price
compensation, may even comprise other payments that could fal under the Green Box.

Changing the AMS coverage

More effective sill could be adecison to make the AM S specific to individud commodities, as
was the origind intention in the Uruguay Round. The AM S could be made more binding at a stroke by
defining commodity specific amounts of “coupled” price support expenditure which could then be
reduced over time.
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4. Refining the Rules to Meet New Challenges

The Sanitary and Phytosanitary Agreement

The SPS Agreement is grounded in the use of scientific evidence as the basis for determining the
appropriate level of sanitary and phytosanitary protection by Contracting Parties. It includes an
obligation for risk assessment. It promotes international harmonization of sandards where possble,
while alowing countries to adopt higher levels of protection if scientificdly judtified. It dso suggeststhe
regiondization of disease control measures and the establishment of equivaence of different measures.
The fundamenta nature of the Agreement should not be changed, though countries may wish to discuss
the interpretation of certain provisions.

Protection of the environment

Since the conclusion of the Uruguay Round, two key questions have arisen that require a
response a the next round. Thefirg is whether the additiona costs of protecting the environment or
anima wefare in some countries or regions justify higher import protection (and, if necessary, export
subgdies). The second is whether the Technical Barriers to Trade Agreement can dedl with technica
barriers resulting from environmenta legidation.

The answer to the first question can only be no, if protection of the environment is not to
become an excuse for import protection in generd. It would be amgor setback for dl attempts to
reduce import barriers if the protection of the environment could justify import barriers. rotecting the
environment is crucid for the globa food system. But additiond costs incurred due to environmenta or
other regulations should be reimbursed through direct payments from governments, not through border
protection measures.

Technical regulations to protect the environment, which aren’t covered by the SPS agreement,
are subject to the rules st by the TBT Agreement. This means that the regulations amed a human,
animal and plant hedlth effects of geneticadly modified products are matters that fall under the SPS
Agreement, but the regulations that congtrain the effects of GM products on the environment do not. To
submit the technica regulations that protect the environment to quite different rules from those protecting
human, anima or plant hedth seems ingppropriete.

Labeling
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Modern agricultura technology and consumer reaction to it in some countries has raised the
issue of process labeling to much greater prominence. It is hard to see how the globa food system will
find acceptance by consumers, if it does not provide them with sufficient information to make an
informed choice. Thisisvery clear in the discusson in Europe regarding labeling of products that
contain or are made from GM materials. The revant internationd rules are found inthe TBT
Agreement, in particular the provision that technica regulations “ shal not be more trade retrictive than
necessary to fulfill alegitimate objective’ (i.e., the provison of adequate information to consumers).
However, given the importance labeling will have in preserving trade of products using bictechnology it
could be useful to work out a code of conduct or an agreement on labeling at the WTO. (Seethe IPC
position paper Plant Biotechnology and Global Food Production—Trade Implications, released in
October, 1998, for a more in-depth discussion of these issues)

Labeling could dso be a solution for Stuations in which groups of consumers persuade
governments to reject the outcome of dispute settlements in SPS cases. The emotions generated in such
cases could cregte the necessity for mandatory |abeling.

5. Timing and Procedure

The need for an early start

It would be useful to get the talks in the next round off to afast gart. To this end, discussions
have been proceeding in the Anadlysis and Information Exchange (AIE) process centered around the
mesetings of the Committee on Agriculture. The negotiations should move quickly to identify common
ground and define the areas of conflict.

The expiration of the peace clause

In 2003 the Peace Clause expires. Theresfter, the WTO rules about impairment of concessons,
subsidies and dumping will apply to domestic support in agriculture. Thiswill presumably give a useful
boost to negotiationsif they are not completed by that date. The possibility of renewing the Peace
Clause may aso be auseful incentive for countries otherwise reluctant to continue reforms.

Widespread participation of countries
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The next stage of the agricultura negotiations will both require and benefit from the participation
of awider group of countries. Not only are there more members of the WTO now that there were
GATT contracting partiesin 1986, but many more developing countries have open economies now and
consder themsdves to have amgor interest in the talks. These countries should take a pro-active
approach, combining requests with offers of concessions. Moreover, China and Russia could aso be
members either near the start of negotiations or before they conclude. If so, thiswill bring in two
important agricultural traders with considerable influence on world market conditions. The entry of
Chinaand Russia could pose red problems for the WTO if they are not brought in under the same rules
as other traders, particularly with regards to state trading. State trading is dso of mgjor interest to
developing countries, whaose food security concerns will have more vishility in these taks. Though
gpecid and differentid trestment traditiondly has excluded many countries from having to make
liberdization offers, tariffi-cation hasin itsalf meant thet al countries Sart with a schedule of tariffs that
will be subject to reduction.

6. The Matter of Preferences

The Generdized System of Preferences (GSP), the tariff prefer-ences provided under the EU
Lomé Convention and the US Caribbean Basin Initiative (CBI), and certain other arrangements,
provide preferentid tariff treatment to participating developing countries that is designed to assist their
economic development. In generd, these arrangements give selected countries nont-reciprocal free
access to the markets of participating developed countries.

Since these arrangements do not cover substantidly al trade, nor provide for reciproca
treatment, they do not meet the WTO requirements for free-trade aress. As preferentid tariffs
discriminate in favor of a pecific group of developing countries, these arrangements al'so do not
represent specia and differentia trestment under the WTO Agreements. Most preferentid tariff
arangements operate under awaiver from the obligation to conform to WTO rules. However, waivers
will now be subject to annua review in the WTO. (The European Union is now moving towards free
trade agreements with the countries covered by the Lomé Convention.)

Arrangements to provide preferential duty free access for the exports of least-devel oped
countries are among the initiatives being taken to follow up the Marrakech and Singapore Minigteria
decisons. The WTO Plan of Action for Least-Developed Countries el aborates a comprehensive
gpproach that includes macroeconomic policies and measures affecting the supply-side of these
€CoNoMmies.
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The Agreement on Agriculture recognizes that specia and differentid trestment is an integra
part of the negotiations, and is specificaly provided for in respect of certain commitments. The
Uruguay Round Decision on Measuresin Favor of Least- Developed Countries al so recognizes that
continued preferential access remains an essentia means of improving the trading opportunities of these
countries. However, the provision of tariff preferences, whether covered by derogation from MFN
treatment or not, has the potentid to influence the balance of benefits and concessions under the
Agreement on Agriculture.

Preferentid tariff arrangements may digtort trade patterns, and discourage the development of a
far and market-oriented agricultura trading system. These arrangements may assst economic
development in developing countries in some circumstances, but such benefits may be gradually eroded
if they result in higher cogts, and less productive industries. Developing countries that do not receive
preferentid tariff treetment may be discriminated againgt through trade diversion and harmed by market
distortions. In cases where tariff preferences have been incorporated into tariff rate quotas, some with
designated suppliers, the arrangements may discourage further trade liber-dization for agriculture.

Taiff reductions through successve GATT negatiations, including the Uruguay Round
Agreement, and the emergence of regiond free trade areas, are reducing the benefits and the impacts of
tariff preference arrangements. In some circumstances these devel opments have broadened the impact
of preferentid tariff arrangements, or givenrise to reverse preferences which may increase trade
diverson and digtortion. The generd benefits of multilaterd trade liberdization should more than offset
the potentid impacts of eroding preferentid tariffs. In the current environment of globa merket
integration and freer trade, tariff preferences may have less relevance to economic development, and
may cause unintended harm to the economies of recipient developing countries. Other means of
providing development assstance may be more effective and beneficid in current economic
circumstances.

There are many forms of development assistance that do not interfere with trade. Both Lomé
and the US Caribbean Basin Initiative provide for direct development funding assstance. Where tariff
reductions may erode the benefits of a preferentia arrangement, development assistance could be
provided through direct assistance programs. There may be options to decouple preferentid tariffs or
tariff quota arrangements to alow grants or payments between WTO membersin lieu of preferentid
tariff arrangements. Such aWTO rolein deve-opment aid is recognized in the Marrakech and
Singapore Minigerid Decisons. Aid could dso come through the resources of internationd financid
inditutions, with the am of improving agricultura productivity, infrastructure and food availability, and of
facilitating adjustment programs.
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International Policy Council Recommendations

The Uruguay Round Agreement on Agriculture concluded in 1993 made significant progress in bringing
agriculturd trade under the rules of the multilaterd trading system and reducing barriersto trade in
agriculture. Moreover, that agreement established an architecture for pursuing further reductionsin the
barriers facing agriculturd trade, and for supporting agriculture and rurd  economies in ways that are
less damaging to global trade. Non-trade concernsin the rura economy for the environment and for
rura society, shared by developed and developing countries, food exporters and importers, must be
addressed in these negotiations, but in ways which do not distort trade.

The next round of trade negotiations in agriculture is scheduled to begin in November, 1999.
The Internationa Policy Council on Agriculture, Food and Trade agpplauds the continuation of
negotiations in agriculture, and believes they should begin in 1999, as pledged in the Uruguay Round
Agreement. The IPC, with members from developing and developed countries, and food exporting and
importing countries dike, and representing many sectors of agriculture, believes that the negotiations
should be shaped to meet the requirements of the emerging globa food system. An abundant,
accessible, affordable food supply of increasing qudlity, variety and relia- bility requires ever greater
dficiency in the world' s agri-food system. This cannot be achieved without continued trade liberdization
smultaneoudy across dl areas, including market access, export support, and domestic support and
STEs. Continued trade liberadization will bring benefits to the entire agricultura sector. The IPC
therefore offers the following recommendations for the upcoming negotiations:

1. Market Access— For many years, countries have used border measures to address non-trade
concerns. The Uruguay Round began the process of trangition from border measurers to domestic
policies. As the conversion of non-tariff barriersinto tariffs required under the Uruguay Round
Agreement has shown, tariffs on many agriculturd products remain high despite the reductions
undertaken in the Uruguay Round. Simply continuing the reductions caled for by the Agreement will
dill leave some tariffs a prohibitive levels. There are two ways to address thisissue. The IPC is of
the opinion that reducing these higher tariffs at afaster rate, while bringing the lower tariffsdown a a
dower rate, isamore rgpid means of opening trade. Tariff cuts should be based on atrade-
welghted average across commodities. This approach would result in amore even leve of
protection across dl products. A second approach could be to fix a certain percentage and to dlow
no exceptions, as was done in the Uruguay Round negotiations. In conjunction with such an
approach, the |PC recommends expanding the guaranteed market access agreed to under the
Uruguay Round by increasing the minimum access quotas by some percentage of domestic
consumption per year. Tariff quotas were established in the Uruguay Round as a method of
providing access for products undergoing tariffication. Despite the Agreement on Licenses, awide
variety of sysems have been put in place, some of which are trade distorting. Therefore, the
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Agreement on Licenses should be revised in order to improve the rules on the operation of tariff rate
quota systems.

. Export Competition — On the question of export competition there have been only modest
changes. In view of the importance of balancing interests between exporters and importers, aswell
asthe very red concerns of net food importers about food security, the I|PC believes this anomaly
should be addressed. With the reform of agricultura policies in the United States, and the recent
reformsin the EU, the need for export subsidies will diminish. The IPC cals on the forthcoming
negotiations to take decisve steps to eliminate export subsidies as soon as possible, in principle by
the end of the implementation period. If this does not prove possble, atimetable for their dimination
should be fixed. The Uruguay Round Agreement found export credits to be aform of export
subsidy, but did not come to any conclusion on gppropriate disciplines. The work done by the
OECD should prove to be a ussful basis for determining the subsidy element in export credit
programs. The IPC believes that the subsidy element in export credit and promotion programs
should be included in the export subsidy reductions in the next round.

. State Trading Enterprises — State trading entities with pecid or exclusve rights to import are
extensons of the market access problem. Smilarly, Sate trading entities with specid or exdusve
rights to export are extensions of the export subsidy problem. The IPC believesthat state trading
entities with specid or exclusive rights should be dismantled over time or, a the very leest, Article
XVII of the WTO should be re-interpreted so that they are not dlowed to distort trade in any way.

. Export Taxes, Licenses, Embargoes and Sanctions — Export taxes, licenses, embargoes and
sanctions on food are as disruptive to the globa food system and to internationd trade as export
subsidies. To the extent that they raise concerns in the minds of food importing countries about the
religbility of the internationd trade system, they perhaps do more damage than export subsdies by
giving substance to cals for protectionism and food sdlf-auffidency. The IPC recommends that
export regtrictions on food be outlawed and phased out on the same timetable as import tariffs and
export refunds.

. Domestic Support — While the congtraints on the level of domestic support through the
Aggregate Measure of Support have done little by themsalves to reduce the level of subsidies for
agriculture, they have played an important role in the evolution of agriculturd policy in the United
States, Canada, the EU and esewhere. It isimportant that the progressin converting trade
digtorting support for commodities into non-trade distorting support for farmers, trade distorting
policies. Both the United States and the European Union have made use of the Blue Box, for
example. While palicy reformsin many countries have partialy emptied it, the IPC fed s that the
Blue Box, which dlows countries to use support policies which are not completely decoupled from
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production, should be phased out over time or made subject to dtricter criteriawith the aim of being
integrated into the Green Box. Findly, the IPC recommends that reductionsin the Aggregate
Measure of Support continue at the same rate as under the Uruguay Round, but that the allowable
level of the AMS be made specific for certain commodities instead of averaged across rural areas
and the environment continue in the negatia-tions. The IPC recommends that environmental
preservation and rurd development godss be explicitly recognized to be vaid as Green Box palicies.
It must be clear that domestic policies which am to promote hedlthy rural economieswill continue to
be possible through Green Box measures. The WTO or affiliated bodies should develop WTO-
consstent criteriafor the use of domestic policy measures to protect the environment which would
fit into the Green Box. The Blue Box has dso helped countries as they trangtion to less dl
commodities. Thiswill continue to encourage countries to make use of the Green Box.

. Sanitary and Phytosanitary Regulations — The Agreement on Sanitary and Phytosanitary
Regulations is grounded, asit should be, in science. It isimperative that government regulations
covering the safety of food be based on verifiable, repesatable science. This scientific evidence
should be based on the work of internationaly recognized organizations such as the World Hedth
Organization, the Codex Alimentarius, et d. The |PC recognizes that regardless of whether a
particular food or production method is safe, consumers often want to know how their food was
grown and processed. Thisis not an issue of science, but an issue of labeling. The IPC believes that
voluntary labeling practices that are based on verifiable attributes are the best means of keeping
consumers informed. It would be useful for the WTO or affiliated bodies to develop genera
guidelines on how information (e.g., on GMOs or organic production processes) could be
communicated to consumers without unduly affecting food processors or retalers, and without
disparaging safe food produced by these methods.

. Scope of the Round — Findly, the IPC recommends that the next round be a comprehensive
round covering dl sectors of the globa economy. The cross-border movement of goodsis
necessary but no longer sufficient for the globa marketplace. Other issues, such asforeign direct
investmert, intellectua property rights and competition policy also determine internationa trade.
Thus, progress in areas such as investment and intellectud property rights will facilitate agriculturd
policy changes and assigt in the development of agloba food system that meets the needs of all
countries. On the other hand, the timetable for negotiations needs to be limited, to prevent undue
delays in reaching agreement and the implementation of desirable changes. The IPC would like to
stress the importance of deadlines and regular reviews to ensure the negotiations are concluded
expeditioudy.
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The Mission of the International Policy Council on Agriculture, Food and Trade

The Internationd Policy Council on Agriculture, Food and Trade (IPC) is dedicated to
developing and advocating policies that support an efficient and open globa food and
agricultural system—one that promotes the production and distribution of food supplies
adequate to meet the needs of the world's growing population, while supporting sound
environmenta standards.

aaa

Founded in 1987, the IPC is an independent group of 35 leaders in food and agriculture from
over 20 developed and developing countries, including formerly centraly planned countries.
Members are chosen to ensure the Council’s credible and impartiad gpproach, and include
influentid leaders with extensve experience in farming, agribusiness, government and academia
The 1PC meets twice annualy to develop policy recommendations to address the critical issues
facing the world's agriculturd system. It then conveys its recommendations directly to
policymakers through its persond contacts and through a variety of papers and studies. The
|PC aso convenes task forces and holds conferences and seminars.
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