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MacLaren: Agriculture in the Uruguay Round

Forum
Agriculture in the Uruguay Round: A Perspective
from the Political Economy of Protectionism

Donald MacLaren *

1. Introduction

Agricultural trade issues have along and somewhat
inglorious history within the General Agreement
on Tariffs and Trade (GATT). During the past
decade the conditions under which agricultural
trade has taken place have increased international
tensions. Over the same period the economic costs
associated with national agricultural policies have
escalated. Asthe growth of agricultural production
has tended to outstrip that of consumption, trade
flows have become more distorted through the use
of export subsidies and increasingly restrictive
import arrangements. Moreover, trade in agricul-
tural products has become subject to greater politi-
cally-induced uncertainty.

International discussions to attempt to solve this
hitherto intractable problem took place at the Or-
ganisation for Economic Cooperation and Devel-
opment (OECD) Ministerial Meeting of 1982, at
the Tokyo Economic Summit of the G-7 group of
countrics in 1986 and culminated in the Punta del
Este Declaration of the same year which estab-
lished the Uruguay Round of mululateral trade
negotiations in the GATT. Included in that Decla-
ration was the following statement dealing with
agriculture: ‘“Negotiations shall aim to achieve
greater liberalization of trade in agriculture and
bring all measures affecting import access and
export competition under strengthened and more
operationally effective GATT rules and disci-
plines...” (GATT 1986, p.11; Miller 1986, p.113).
This aim was to be achieved by: a reduction of
import barriers; an improvement in the competitive
environment through reductions in the use of “all
direct and indirect subsidies and other measures
affecting directly or indirectly agricultural trade ...”
(GATT 1986, p.12); and minimising the effects of
sanitary and phytosanitary regulations. Implicit in
the second of these steps was an acceptance, for the

first time, that domestic agricultural policies were
to be subjected to negotiation. This was an impor-
tant break with tradition. In earlier negotiations
national sovereignty on domestic agricultural policy
had taken precedence over international obliga-
tions and the external effects of these policies. In
particular, the size of income transfers to farmers
was regarded exclusively as a national matter re-
gardless of the impact on foreign countries.

During 1987 and 1988 certain of the Contracting
Partics tabled proposals to initiate negotiations to
give effectto the aims of the Declaration. Five were
submitted and in essence they were as follows
(Mikinen 1990, Josling et al 1990). From the
United States (US) the proposal was to eliminaie all
trade barriers over a ten-year period, to remove
agricultural subsidies that were coupled with pro-
duction levels, and to use an aggregate measure of
support (AMS) for monitoring purposes. The OECD
has been instrumental in implementing work on an
AMS using the formulation developed by Josling
(see FAO 1973). In addition, much of the empirical
work on the economy-wide benefits from agricul-
tural trade liberalisation have also been conducted
in OECD (see OECD 1990). The Europcan Com-
munity (EC) proposed short-term action to stabi-
lise markets and to reduce further imbalances be-
tween commodity sectors, and longer-term action
to cut support over an agreed time period using an
AMS to monitor progress. The position adopted by
the Caimns Group had three elements: an immediate
frecze on trade distorting measures; reductions in
support levels over a ten year period towards some
agreed target level using an AMS; and over the
longer term a strengthening of the rules and disci-
plines of GATT together with a move towards
transparent, tari{f devices to control imports. The
proposals tabled by the Nordic countries and Japan
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contained similar but not identical elements. The
Montreal mid-term review in December 1988
foundered on the impasse over the agricultural
negotiations but some progress was made in Ge-
nevain April 1989. Subsequently, the US proposed
that all protective instruments be converted to tar-
iffs, which would be bound and then reduced over
time through negotiation.

The content of these proposals indicates that the
major countries had accepted, at least in principle
and to varying degrees, that the reform of their
respective national agricultural policies was cru-
cial to the development of an international trading
system which would bring about the benefits pre-
dicted by neoclassical trade theory. In particular,
the new conventional wisdom was that the social
problems of the farm sector would be separated
from the economic aspects through the use of
decoupled and targeted income support, details of
which are given in Miner and Hathaway (1988).
Hence, market forces would be allowed to work in
a way consistent with comparative advantage. The
practical realities of the negotiating process, to-
gether with reluctance on the part of the EC and
Japan to embrace totally this neoclassical eco-
nomic position, have so far prevented the new era
from dawning. For example, there has been a
disagreement between the US and the Cairns Group
on the one hand and the EC and Japan on the other
over the size of the reductions in support levels and
export subsidies, and the time scale over which
these reductions should be implemented. More
fundamentally, however, there are basic differ-
ences in the economic principles which it is be-
lieved should apply to the agricultural sector and its
place in an industrial society.

2. A Sketch of the Political Economy
of Protectionism

The intellectual justification behind the trade pro-
posals outlined is that of the traditional trade model
of commercial policy. There are two features of this
model which are important to note: first, free trade
is the optimal policy, subject to some qualifications
connected with market failures; and second, gov-
emment is viewed as a passive planner implement-
ing recommendations which maximise social wel-
fare subject to the pursuit of some non-economic
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objectives. In this framework government is
exogenous to the model in which economic effi-
ciency is the goal. By contrast, the political economy
approach treats policy intervention as endogenous.
“Policy is seen as an outcome of the interaction of
rational policy-makers and trade-sensitive economic
groups” (Moore 1990, p.143). The objectives of
intervention and the choice of policy instrument are
explained within the model. Another difference
between the traditional and political economy ap-
proaches is that while the former is normative, the
latter is descriptive. It makes no judgements about
the desirability or otherwise of the actions of trade-
sensitive groups who lobby government in order to
influence policy outcomes.

Different sub-models provide different explana-
tions of reality and they can be placed in one of two
alternative categories. One group has been referred
to as the “social concerns”, “social insurance” or
“self-willed government” group: the other as the
“self-interest” or “clearinghouse government”
group. In the former, government is viewed as
providing social justice in order to prevent some
groups in society, eg. workers in declining indus-
tries, from suffering substantial income losses, or
to counteract the effects of international risk on
risk-averse groups. The basic idea is captured in
Corden’s conservative social welfare function (see
Corden 1974, p.107). Such concerns do not enter
into the neoclassical model, being assumed away
through perfect factor mobility and flexible prices.
In the specific-factors model of international trade
the importance of short-run income losses to im-
mobile factors is recognised. Moreover, the adjust-
mentcosts of moving from one trade equilibrium to
another are part of the costs and should be ac-
counted for (Milner 1985). In the second group of
models, economics and politics are combined to
introduce the rational self-interest of policy mak-
ers. In some developments the political system is
modelled as a direct democracy, or as a representa-
tive democracy, while in others the burcaucratic/
administrative process is also included. Politicians
are assumed to choose trade policies in such a way
as to maximise political support and re-election.

The degree of political support is also dependenton
the choice of policy instrument to achieve the
policy objective. In a neoclassical world it is well
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known that price and quantity border instruments
are equivalent in terms of their effects on prices,
quantities and, under some circumstances, the dis-
tribution of welfare effects. However, in the pres-
ence of imperfect competition, market growth,
uncertainty and imperfectinformation, import quo-
tas and various forms of border price protection are
no longer equivalent. The rational choice of instru-
ment does not rest on calculating the size of the
deadweight loss. Issues such as transparency be-
come important. If the losers from protection
cannot easily identify that they are losing, they will
not exert lobby pressure. Consumers and taxpay-
ers, who are the groups in society usually bearing
the costs of protectionism, are assumed to be in a
position of “rational ignorance”, ie. they have no
incentive to incur the costs of being informed on
issues over which they as individuals have very
litde influence. The work of the Australian Bureau
of Agricultural Economics in the early 1980s could
be interpreted as an attempt to dispel this ignorance
through the free provision to EC taxpayers, food
consumers and the manufacturing sector, of the
costs incurred from allowing the Common Agri-
cultural Policy (CAP) to continue in its then form.
On the other hand, it is in the self-interest of
producer groups in the import-competing sectors
whose income is dependent on the provision of
protection to be well informed, to lobby for protec-
tion or to lobby against its removal, and to lobby for
particular forms of protection.

In addition to the transparency explanation for the
choice of instrument, uncertainty or international
price risk will also influence the form that protec-
tion takes. It can be shown thatrisk-averse produc-
ers will rank an import quota ahead of a specific
tariff and ahead of an ad valorem tariff. Consumer
groups would rank them in the reverse order but
these groups usually do not engage in lobbying.
Hence the political choice is likely to be for the
quota, inefficient though it may be (see Lloyd and
Falvey 1986). The self-interest approach can also
explain why voluntary export restraints are popu-
lar, namely, because they avoid the use of instru-
ments which are banned under the rules of GATT,
they circumvent bound tariff rates and they allow a
reduction in bilateral tensions caused by protec-
tionism (see Hillman 1989b).

In comparing the social-insurance and self-interest
explanations of trade policy, some economists have
rejected the former because in part it is based on
market failure arguments to justify government
interventon. It is argued that market failure is not
a convincing reason, given the problem of govern-
ment failure, ie. with the same information as
private agents, governments can do no better than
the laissez-faire outcome and, therefore, there isno
case for intervention. The role of moral hazard,
adverse selection, unobservable outcomes and the
effects of trade on risk sharing in determining
optimal trade policy intervention are discussed by
Dixit (1990) and Hillman (1989a, 1989b). If the
social-insurance model were appropriate and if
international price risk were a significant source of
uncertainty, then there should exist inter-govern-
mental agreements to pool that risk. There have
been instances of such schemes, eg. in the interna-
tional wheat, sugar, coffee, cocoa and tin markets,
but most have failed for a variety of complex
reasons, including disagreement amongst govern-
ments over the objectives. The dominant feature of
international trade is one of inter-governmental
conflict. This is consistent only with the self-inter-
est model, a model in which income distribution is
the main concern. However, the social-insurance
explanation also rests on altruism as a motivation
for policy intervention and this basis is more diffi-
cult to dismiss analytically.

In agricultural trade it is possible to find a reason
other than market failure to support a social-insur-
ance explanation of government intervention. It is
the more nebulous one of the “special” characteris-
tics of the agricultural sector. Whilst some econo-
mists tend to dismiss or to ignore such non-eco-
nomic matters in their advocacy for a free trade
regime, in some countries, eg. Japan and parts of
Europe, such characteristics are widely regarded as
important. These features include the role that the
sector plays in retaining people and economic ac-
tivity in the countryside, its ability to provide food
security and its slow pace of structural adjustment.
Perhaps the following quote, albeit from only one
of the major players in the current agricultural trade
conflict, will illustrate the point that economic
efficiency is not a policy goal: “What is a free
market? What we want is an orderly market and
prices that are not so bad. For this, you will have to
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have intervention, you will have to have stockpil-
ing. You will have food security.... In Europe, the
feeling of rural worth will remain ... people are
ready to keep farmers on the land. Consumers are
now paying. They can afford it. Why do we need
to change our policy?” (Souchon 1991). (Souchon
is currently a member of Comité des Organisations
Professionnelles Agricoles (COPA), the Commu-
nity-wide farmers’ union.) A general community-
wide acceptance of these special features of the
sector, rational ignorance on the part of taxpayers
and consumers, together with the lobby pressure
exerted by farm groups, combine to provide ra-
tional politicians with the political incentive re-
quired to maintain otherwise irrational policies.
Therefore, the social-insurance and the self-inter-
est models should be regarded, at least in the
agricultural context, as complementary explana-
tions of observed policy intervention. Neither on
its own is sufficient.

3. An Interpretation of the Current
Impasse

It is apparent from the way in which the trade
negotiations for agriculture have progressed in the
GATT that there are basic differences between
those countries which would seem to have a com-
parative advantage in agriculture and those which
do not. It is in the economic self-interest of the
Cairns Group and the US to push for agricultural
trade liberalisation to the greatest extent and at the
greatest rate possible. The groups in their societies
that have considerable lobby power are the pro-
ducer groups which, in general, will gain from freer
trade and expanded market access. In Japan and the
EC it is the politically-influential producer groups
which will lose from liberalisation and, at least in
the case of the EC, they are continuing to inhibit
progress in the negotiations.

Within the GATT framework there is an asymme-
try, not recognised in trade theory, that domestic
producers have property rights to domestic markets
(Baldwin 1978, Hillman 1989a, Krueger 1990).
Granting foreigners access to a domestic market
requires a concession on their part, namely, the
exchange of rights of access. Should such an ex-
change subsequently cause injury to the domestic
sector, the GATT safeguards rule (Article XIX)
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may be used to control imports. Therefore, super-
ficially at least, it would be possible to make
progress on agriculture through the use of such
concessions on market access. However, to placate
domestic farmer groups would require some com-
mitment to transfer income to them from the do-
mestic gainers after liberalisation occurs. Since
such domestic transfers usually do not take place,
neither will rade liberalisation in the absence of
determination on the part of the political process to
resist the lobby pressure for continued income
protection,

To understand why that determination has so far
been lacking in the EC’s position on agricultural
trade liberalisation, it is necessary to note specific
features of the agricultural policy-making process
in the EC (for greater detail, see Harris et al (1983,
ch.2) and Marsh and Swanney (1980, ch.2)). First,
certain of the major economic powers within the
EC, namely, France, Germany and Italy, have a
long history of pursuing protectionist agricultural
policies (Tracy 1989). Asaconsequence, they have
well-established national farmer lobby groups.
Second, these national lobby groups influence de-
cisions taken by the Community-level farmers’
organisation (COPA) which is part of the formal
consultative process in agricultural policy making
of the CAP. Third, whilst the Commission of the
European Communities takes a Community-wide
view in making proposals for changes in the CAP,
itis the nationally-orientated Ministers of Agricul-
ture in their role as members of the Council of
Ministers who make the decisions. Fourthly, given
the veto power (until recently) of any one Minister,
policy proposals which are not in a member coun-
try’s national interest will not be implemented.
This provision has been crucial when linked with
the domestic political structure and the influence of
small rural groups in the coalitions which dominate
German governments. Moreover, the same veto
mechanism has prevented countries such as the
United Kingdom and the Netherlands from being
successful in arguing for a reduction in internal EC
support levels. And fifth, the French have a set of
non-economic objectives for agriculture which se-
verely constrain any moves towards reduced pro-
tectionism. These include maintaining small farm-
ers in remote and poor farming regions, and the
provision of an alternative source of food aid to that
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provided by the US.

It should be apparent that in such an institutional
structure, it would be most unlikely for the advo-
cacy of traditional, normative economic analysis to
succeed in bringing about the changes in interna-
tional trade which are sought. Indeed, the attitude
appears to prevail in Europe that the Community is
richenough to be able to afford the efficiency losses
incurred by the CAP.

4. Conclusions

During the 1980s it became obvious that interna-
tional trade in agricultural products was becoming
increasingly chaotic. Tensions between otherwise
friendly nations were rising and the domestic costs
of agricultural policy intervention were becoming,
to a greater extent, a function of policy settings in
other countries. The tabling of the agricultural
proposals as part of the Uruguay Round was an
attempt to move domestic agricultural policies and
trade policies towards more laissez-faire and free
trade positions, respectively. The economic argu-
ments on their own appear to economists 0 be
overwhelming.

Yet at the present time the entire negotiating proc-
ess is stalled because of lack of progress in the
Agriculture Negotiating Group. The EC is identi-
fied as the major culprit preventing a successful
outcome to the Round. The EC’s agricultural policy
process is highly politicised and is dominated by
the interests of farmers in France, Germany and
Ireland in particular. Consequently, to understand
the EC’s position, itis necessary to take cognizance
of the agro-potitical complex within Europe and to
find ways of helping it to make compatible its own
and the international community’s objectives by
means which are much less damaging to interna-
tional trade and international relations.

In order to do this it is important to accept the
objectives of the CAP, to remind the EC of its
obligations under Article 110 of the Treaty of
Rome which commit it to the harmonious develop-
ment of world trade, but also to find politically
acceptable policy instruments which intemnalise to
amuch greater extent than hitherto the impact of its
agricultural policy. The search for such instru-

ments will not be easy. However, in the long run it
will provide a better basis for negotiation than a
strictly economic rationalist approach on its own.
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