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Does the 

GATT Agreement 
Promote Export .$ubsidies 

A case of unintended consequences 

by Robert L. 
Paarlberg T

he Uruguay Round GATT agreement was 
intended to restrain the use of export sub
sidies, yet now it is being used, especially 

in the United States, as a justification for continu
ing those subsidies. The language of the agreement 
gives both the European Union and the United 
States a GATT-legal enridement to subsidize ex
portS up to a specified volume and value, and is 
now being invoked by subsidy advocates on both 
sides of the Adantic as a reason to subsidize more 
than market or budget conditions would otherwise 
allow. A comb ination of changed market condi
tions and clever farm lobby rhetoric has transformed 
the GATT agreement from a subsidy-restraining 
device into a life-support system that helps keep 
export subsidies in place. How could this happen? 

Export Subsidies in the Uruguay 
Round 
In the 1986-94 Uruguay Round, the agricultural 
negotiators pulled their punches in several acknowl
edged respects: they excluded important produc
tion-distorting policy instruments (i ncluding cash 
payments) from their measures of aggregate do
mestic support, they weakened market access guar
antees with special protectionist safeguard provi
sions, and they allowed a process of tariffication 
that in some cases saw permitted levels of border 
protection rise. Important reform gains were writ
ten into the final agreement, but most were based 
on policy reforms which by then had already been 
undertaken by governments unilaterally, for rea
sons (such as internal budget pressures) largely be
yond the dynamic of the n ego ti at ion. Fred 

anderson, a veteran farm negotiator and now a 
enior analyst at the National Center for Food and 

Agricultural Policy, summarized the overall result 

early in 1994: "essentially, the agreement does litde 
more than ratify the recent unilateral reforms in 
the EC, the U.S., Canada, and Japan ... and will, 
therefore, barely make a dent in the cost of farm 
support to OECD [Organization for Economic 
Cooperation and Development] consumers and tax
payers." 

Defenders ~f the agreement have admitted these 
overall weaknesses, bur frequendy claim that in one 
key area-direct export subsidies-real disciplines 
were added. The terms of the agreement do place a 
tightening cap on subsidized exports: they are to be 
reduced 21 percent by volume and 36 percent by 
value over the six-year life of the agreement (1995-
2000), as measured from the base levels that pre
vailed in 1986-90. Also, products not subsidized 
during this base period are not to be subsidized at 
all during the implementation period. These quan
tified restrictions do go well beyond GATT's pre
viously existing "equitable share" rule, which had 
proved impossible for GATT panels to 

operationalize or enforce, and the fact that Euro
pean officials resisted setting any quantity limits at 
all on export subsidies during the first six years of 
the negotiation seems further evidence that these 
new restrictions will surely bite. 

Yet little bite will be felt during the 1995-
2000 implementation period, as it turns out, 
since the export subsidy cuts required by the 
agreement will probably be smaller than those 
that would have been made voluntarily anyway 
for reasons unrelated to the agreement. In the 
United States especially, the net impact of the 
agreement may even be to help keep alive ex
port subsidy programs-such as the Export En
hancement Program (EEP)-that would other
wise have been terminated. 



Will the Terms of GATT Limit EU 
Export Restitutions in Practice? 
Prior to 1992, EU officials had not been willing to 
accept any quantitative disciplines on export subsi
dies in the Uruguay Round. They were able to 
change their minds at the Blair House negotiation 
late in 1992 because by then they had undertaken 
a unilateral internal reform of the Corrunon Agri
cultural Policy (CAP)-the 1991-92 MacSharry 
Reform-which was certain to reduce the need to 
subsidize exportS. This reform reduced internal CAP 
cereal price guarantees by 33 percent over three 
years and obliged larger EU farmers to leave 15 
percent (initially) of their arable land idle, while 
protecting the income of farmers with direct cash 
"compensation" payments. The MacSharry Reform 
was undertaken largely outside the context of the 
Uruguay Round (EU GATT negotiators did not 
originate the plan, and the Uruguay Round was 
not even mentioned in the final commission docu
ment recommending the plan for approval). Still, 
this reform greacly facilitated acceptance of the sub
sequent Blair House agreement on export subsidy 
restraint because it implied enough reduced depen
dence on export subsidies, at least in the short rWl, 
to make the restraints accepted at Blair House easy 
to attain. This was particularly so after those re
su·aints had been further weal<ened through a final 
set of U.S.-EU agreements late in 1993, which al
lowed the EU to avoid large export subsidy cuts 
early in clle implementation period. As EU Agricul
tural Commissioner Ray MacSharry argued at the 
time, "clle Blair House deal was not a disadvantage 
for EC farming but an advantage because it consoli
dated the reform of the CAP internationally." 

EU officials knew cllat meeting the watered-down 
Blair House export subsidy limits would be made 
even easier once Finland, Sweden, and Austria be
came members in 1995. These European Free Trade 
Area (EFTA) countries had maintained internal 
farm price supportS even more lavish than those of 
the CAP, so following entry clley could be expected 
to produce less, and begin absorbing some of the 
EU-12 grain production that othelwise would have 
required subsidies to export. In 1993, at the time 
of the final Uruguay Round agreement, Kym Ander
son estimated that all the EFTA countries together, 
if tal<en into the CAP, might reduce their produc
tion and exports and expand their imports enough 
to absorb about one-seventh of the total volume of 
EU-12 food exports by the year 2000, easing sub
stantially the problem of meeting the terms of Blair 
House. 

A further enlargement of the EU to include cen
tral and eastern European states, such as Poland 
and Hungary, would have the opposite effect of 
adding to the EO's total grain surplus, bur prob-
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ably not until after the end of the six-year period 
covered by the Uruguay Round agreement. A 1994 
study done for the EU Commission concluded that 
a full enlargement of the Union to rwenry-one states 
would make additional CAP reform necessary, but 
perhaps not for a decade. Franz Fischler, the EU 
agricultural commissioner, claimed in 1995 that 
under projected market conditions an eventual en
largement to include central Europe would not 
oblige the EU to undertake any "further reform of 
the reform" to stay within GATT parameters. 

When the GATT implementation period actu
ally began, in July 1995, the EU therefore had no 
problem staying within clle new limits on export 
subsidy use. The 1992 MacSharry reforms by then 
had helped boost internal consumption and reduce 
EU cereals production (down to 162 million tons 
in 1994-95, compared to 182 million tons in 1991, 
the year before the reform), leading to a rapid 
shrinkage of surplus intervention stocks, thus re
ducing the need for subsidized exports. These ex
ports were down so much before the implementa
tion period began, in 1994-95, that the EU could 
have exported 12 percent more wheat and 25 per-

The Uruguay Round agreement, 
designed as a ceiling on subsidy use, 

was thus threatening to function 
more like a floor. 

cent more coarse grains with subsidies in 1995-96, 
clle first year of the agreement, and still have been 
within its GATT limits. GATT limits on subsi
dized tonnage for the EU in 1995-96 were 19.1 
million tons of wheat, wheatflour, and durwn, and 
12.2 million tons of coarse grains. Actual subsi
dized exportS in 1994-95 were 17.1 million tons 
and 9.8 million tons, respectively. 

While the EU would have been entitled under 
GATT to expand its volume of subsidized exportS 
in 1995-96, it decided instead, in July 1995, to 
suspend subsidized wheat exportS entirely for rwo 
months (later extended to at least three months), as 
lower internal prices and stock conditions, as well 
as higher world market prices, were by then mak
ing subsidies unnecessary. Subsidy advocates inside 
the EU did not like this decision, and the Euro
pean grain lobby-which had earlier fought against 
the Blair House agreement-began invoking that 
agreement as a reason to keep subsidizing. The Blair 
House subsidy limits were now depicted as a mini
mum subsidy "entitlement. " The EU grain traders' 
association, COCERAL, tried to argue that the 
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commission's decision ro suspend subsidies was "in
co mpatible with the new rules pu t into place by 
the GATT." T he U ruguay Round agreement, de
signed as a ceiling on subsidy use, was thus threat
ening ro fun ction more like a floo r. 

Will GATT Save the Export · 
Enhancement Program? 
T he GATT agreement has produced even more 
powerful unintended effects on the U.S. side of the 
Atlantic, though this should not have been a sur
prise. From the starr, U.S. farm lobbies-especial ly 
wheatgrowers-used the negotiation ro justifY larger 
ratll er than smaller export subsidies. As early as 
March 1987, when U.S. GATT negotiarors were 
about ro put fo rward their initial proposal for elimi
nating trade-disrorring subsidies entirely (the so
cal led Zero Option), advocates of export subsidies 
persuaded U .S. T rade Represe ntative Clay ton 
Yeutter ro endorse expanded use of the new Export 
Enhancement Program (EEP) as a "tactical rool" ro 
hurry EU negotiarors ro the bargaining table. In 
the next fiscal year, U.S. whea t ronnage sold un
der EEP was increased by roughly 90 percent. 
Cynical observers of arms control negotiarions 
would recognize tllis as "arming in order to 
disa rm ." 

U S. GATT negotiarors acquiesced in 
this expansion of EEP, even though it 
meant greater nego tiating difficulti es with 
Cai rns G roup members such as Austral ia 
and Canada, and even though the coercive 
impact on the EU was neither significant 
nor cost-effective. According ro calculations 
made by Stephen H aley in 199 1, for evelY 
additional dollar the US. government spent ex
porting wheat under EEP, the EU had ro spend 
only about 23¢ more on its own wheat and coarse 
grai n export res titutions to offset EEP's impact. 
T he Australian Bureau of Agricultural and Resource 
Economics calculated that the cost ro Brussels of 
offsetting the EEP was equal ro only about 1.5 
percent of the ro tal EU farm budget. 

US. leverage over til e EU on agriculture in the 
U ruguay Round came, not from the EEP program 
or from any o ther agricultural program, but from 
the threat that a contillLling deadlock with the U .S . 
over agriculture could block progress in more im
portant nego tiating areas, such as trade in manu
fact uring and services. For a US. audience, how
ever, EEP supporters found it co nvenient ro justi fY 
thei r program as a key "bargaining chip," needed 
by nego tiaro rs in Geneva ro ensure a successful 
GATT outco me. W hen that outcome proved elu
sive, they then began justi fY ing a bigger EEP as a 
mean ro punish the Europeans fo r their intransi
gence, and as a means ro co mpensa te U.S . farmers 

for their patience. In the fall of 1990, after four 
years of deadlocked negotiations, Congress attached 
a "GATT T rigger" provision ro that year's fin al 
domes tic budget reconciliation bill, obliging the sec
retary of agricuJ ture ro spend more on export sub
sidies in the event of a failed U ruguay Round. When 
a key GATT minis terial session soon thereafter 
failed in Brussels, Pres ident Bush increased export 
subsidy spending for 199 1 by $475 mi ll ion. Be
tween 1990 and 1993, annual spending on EEP 
bonuses for wheat increased from $24 1 million up 
ro $1.28 1 billion. 

If EEP had not been sold to Congress as a "bar
gaining chip" in the GATT negotiations, it prob
ably would have disappeared as U S. policy 
not long after the 1988 swn 
mer dro ught. W hen 
EEP was initi-
a ted In 
1985, 

Co m 
m o dit y 
C redi t Co rpora-
tion (CCC) wheat srocks 
rotaled nearly 1.2 billion bushels, but 
by 1988, due ro the combined effects of lower 
commodi ty loan rates, lower dollar exchange rates, 
massive wheat acreage diversions, and a severe North 
Am erican summer dro ugh t, government whea t 
stocks had plwnmeted ro JUSt 477 mi ll ion bushels. 
By 1992, srocks were so low (j ust 178 million bush
els) that the CCC was compelled to terminate its 
cusro maty bonus wheat fl our contributions ro the 
domestic school lunch program . At this point con
gressional hearings were co nducted ro ask why the 
EEP was still operating; the only official justifica
tion was, "as a bargaining chip in the U ruguay 
Round. " 



There were certainly few other convincing justi
fications for the program. Quantitative empirical 
studies (as reported by the Congressional Research 
Service in 1991) had revealed that between 70 per
cent and 90 percent of the wheat bushels exported 
with EEP subsidies would have been expo rted any
way, even wi thout any subsidy. This low level of 
additionality made the dollar cos t of disposing of 
u .S. surplus wheat through EEP prohibitive; it is 
cheaper to purchase wheat on the open market and 
burn it than to try to create additional interna
tional sales with EEP subsidies. 

EEP even fai ls as a cos t-effective way to subsi
dize U.S . wheat growers, since it is mostly a sub

sidy to foreign consumers. Roughly 40 
percent of the subsidy 

value goes directly 
to foreign 

co n-

s um ers 
(o r govern

men ts), who find 
themselves able to make nor

mal purchases at a lower-than-normal price. A 1994 
Government Accounting Office study found that 
the income of wheat farmers would increase about 
21 percent more from an added federal dollar spent 
on higher target prices than from an added federal 
dollar spent on EEP. Not even the U.S .-based ex
POrt companies that collect the subsidy are enthu
siasts for the program. Companies such as Cargi ll 
and Louis Dreyfus speal{ out agai nst EEP, arguing 
tl1at it distorts markets, creates an added layer of 
bureaucracy that slows trade, and even displaces 
some U.S. corn sales (by making wheat so cheap 
that it is fed to animals in place of corn). 
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Go ing into the 1995 farm bill debate, the time 
should have been right to eliminate EEP. The "bar
gaining chip" justification should have been moot, 
si nce the Uruguay Round negotiations had ended. 
EU restitutions were finally under an upper bound, 
and a combination of CAP reform and changed 
market conditions had moved EU policy away from 
an aggressive use of export restitutions in any case. 
Market and stock conditions in tl1e United States 
were also reducing the inclination to use export 
subsidies. Farm prices for wheat went above four 
dollars a bushel in July 1995, as total government 
and private wheat ending stocks for 1995-96 were 
projected to fall to the lowest level in more than 
two decades-only 443 million bushels. Farm bud
get pressures should have also been stacked against 
continuing the EEP program, since new budget 
accounting procedures finally ob liged Co ngress to 
count at least part of the money appropriated for 
EEP as a real outlay for budget planning purposes 
(before 1993, partly because of its origins as a pay-

ment in kind program, EEP had been considered 
"budget neurral"). The new chair of the Sen

ate Agriculture Commmittee, Richard Lugar 
(R-IND), added still more pressure against 

the program by publicly calling for its 
elimination. 

Yet political suppOrt for EEP re
mained surprisingly strong in 1995, 
in part because the new secretary of 
agri culture, the new Senate majority 

leader, and the new House Agriculture 
Committee chair were all from Kansas, 

yet also in part because of an important 
hold-over effect from the Uruguay Round 

process . In 1994, to secure the votes he 
needed from Congress to enact Uruguay Round 

implementing legislation , Pres ident Clinton had 
been coerced into malcing a number of promises to 
the House and Senate agriculture committees. 
Among these was a promise that he would request 
all of the funding for EEP that the new GATT 
agreement would allow, in all six years of the imple
mentation period. (Clinton also promised to ex
pand the permirred use of EEP to include more 
than JUSt countering unfa ir foreign trade practices; 
it would now be useable for the less discrimin ate 
purpose of general "market expansion and promo
tion.") 

To fulfill this promise, Cli nton had to send a 
fiscal year 1996 budget request to Congress early 
in 1995 which asked $959 million for EEP, all that 
the new GATT agreement would allow. T his re
quest was equal to 20 percent more than EEP's 
appropriated funding level for fiscal year 1995, and 
it was roughly three times the program 's recent 
level of actual usage. When the time came for the 
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president to justify this request to expand the EEP, 
at a national rural issues conference in Iowa in 
April 1995, he explained that he didn ' t want to 
"give up the comparative advantage we won at the 
bargaining table in GATT." 

... it is cheaper to purchase wheat 

on the open market and burn it 

than to try to create additional 

international sales 

with EEP subsidies. 

As of this writing, the fate of the EEP program 
in 1995 remains uncertain. Sentiments to fund the 
program at or near the maximum levels allowable 
under GATT remain strong within Congress . 
Wheat state legislators argue that if the United States 
does not spend all thar the new GATT agreement 
allows, ir will be guilty of "unilateral disarmament. " 
In Seprember, the House Internarional Relarions 
Comm ittee endorsed the view that EEP should be 
funded "to the maximum allowable under GATT." 
When the House Appropriarions Committee ar
rempred, in July 1995, to put an $800 million cap 
on EEP funding for fiscal year 1996 to prevent the 
program from expanding beyond the previous year's 
appropriarions level, whear srare representatives (led 
by Agriculrure Commirtee Chair Par Roberts) ob
jected, and the cap was lifted. In early October, 
Chairman Lugar's views notwithstanding, the Sen
ate Agriculture Commirtee passed a farm bill which 
authorized $767.2 million for EEP in fiscal year 1996, 
and $3.87 billion for the program over seven years. 

At a technical level within the U.S. Departmem 
of Agriculture (USDA), however, high market prices 
and shrunken U.S. whear stocks have made the pro
gram increasingly difficulr to operare. As world mar
ker prices strengrhened in 1995, bonus awards de
clined (bonuses for whear in June and July 1995 
averaged only a bir more than four dollars a ton, less 
than one-tenth rhe level of eighreen months earlier) , 
and actual spending rares declined to less than half 
of whar Congress had authorized (as nored above). 
USDA hinred that the program could, for the mo
ment, be suspended, and ren days afrer the EU pur a 
temporary halt on irs own export restitutions, in 
July 1995, USDA pur a halt on irs EEP bonus offer-

ings as well, alrhough ir larer broke thar moratorium 
in early Seprember with a 10,000 ton whear flour 
sale to Russia, subsidized ar $4l.47 per ron. 

Even if USDA establishes a remporary morato
rium on the actual use of EEP, ir is unlikely rhar 
legal or budget authority to operate rhe program 
will disappear any rime soon. Congress appears set 
to extend long-term legislarive aurhority for EEP 
in the 1995 farm bill, ensuring that this wasteful 
program will spring back into action once tempo
rary market conditions change. If so, a subsidy pro
gram that might have died a natural death will 
have been keep alive by the unlikeliest of support 
systems-an international agreement originally de
signed to reduce subsidy use. [!J 

An earLier version of this pap er was presented at the 
InternationaL Agribusiness Management Association 
meetings in May 1995. 
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