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UK Agri-Environmental Poliéy and the GATT Green Bax* :
Keeping the Lid on Pandora’s Box,

‘ Abstract ,

In this paper, the consistency of UK agri-environmental policy th relation to e requirements of ;he
GATT Agreement on Agriculture is examined with mrﬁuulnr‘mrcmﬁce‘to the general and specific
criteria within Aniex 2, Jointness fu the pmduction of agricultural anc. environmental output is used
to explain tie form of agri-cnvironmental policy, UK Ervironmentally Sensitive Arcas are examined
and the trade distorting effects of agrisenvironmental palicy considered. Tt is argucd that the appropriate
test of trade consistency of agri-environniental policy is souial cost-benefit analysis and not cﬁa'ng‘cs fn
the composition of agriculiwral production, ‘ : ‘

JEL Chsmrcalmu Q1, Q2, Fo.
Key Words ; agri-environmental policy; GATT; Agreenmnt on t\gnmlwrc. jointness.

1. Introduction

With the conclusion of the Urnguay Round (UR) of the GATT in 1993, the p.mcess of unravelling existing
agricultural price support regimes began, The UR was the first time that agricullure was included and specific
details relating to agriculture are found in the Agreement on Agriculiure (AA) (GATT, 1994, pp 39-68). An
important pat of the AA is the aceeptance of specific policy initiatives and instruinents which pro(ridi:
government support payments to farmers and do not have to be included in a i:ounuy‘s Aggr.cgaié Measure of
Support (AMS).! The criteria and conditions which a policy offering support payiments needs to satisfy to be
cxempt fiam inclusion in the AMS are detailed in Part 1V, Asticle 6.5 (Blue Box) and Annex 2 (Green Box) of
the AA?  An important area of policy accommodated within the green box and the focus ef this paper, are the
incentive based farm level enivirohmental programmes.

The name typically gwcn to policies uovcred by this sub-section of the GATT fs agn-envnmnmenlal. Agri-
environmental policy is relatively new and the UK has been particularly active in develnping this type of
mechanism,  Indeed, the recent UK government nwral white paper (HMSO, 1995), firmly placed agri-
environmental objectives at the top of the tural policy agenda, The reason for the introduction and Jdcvelbismem
of agri-environmental policy is that over the last three decades, the drive for productivity growth lias seen 4

' The AMS is a country specific meastire of domestic support of the agricultural sector,

# Inthis papcr Green Box policles refers only to Lhose in Annex 2. 'The Blue Box conifains EU set-uside
and US deﬁciency payment policies. For more on the tenxﬁnomgy of the UR AA see JATRC (1994).
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significant intensification of égticu'ltuml production {eg. more intensive grazing systems; higher stocking
densities: and greater input use). Intensification hes lead to the destruction-of flora and fauna at g hitherio
unprecedented rate (Winter, 1996), Policy aims to prevent excessive environmental degiradation and dé‘s,tructi‘gn,
by promoting agricultural practices that ars environmentally friendly, ~

In this paper, the focus of interest is the general and specific eriteria of the AA i relalion to agri-cnvimnmenial
policy. Annex 2 of the GA'IT AA contains buth sets, criteria thet relate to the specific policy éatego:l’cs, such
as agri-environmental poricy, and general criteria that apply at a more fundamental international trade distorting
level. Wt the existence of both sets of eritersa it is feasible that national policy initiatives will conformto the
policy-specific criteria but that they may uamgréss the general criteria. However, this depends upon how agki*
environmental policy is assessed and the meaning and ‘measure of trade distortion that is vsed b, ev.'uale
policy?  To examipe these mssues, UK agri-environmental policy is examined and, in. par;xcui.;; B
Environmentally Sensitive Arcas (ESAs) scheme is consider=d in detail. It will be argued that ag

environmental pohicy sheuld be evaluated on the basis of social coct-benefit analysis and not simple production

volume effecis.

The paper begins with a consideration of the GATT AA, particolarly Anhex 2 and the green box. and the general
and specific Jriteria that need to be satisfied by pom) Then the literature mat has assessed me environmental
aspects of the GATT is reviewed  Next UK agri-environmental policy is considered and, in order o facititate
the analysis, 4 theoretical description ol the relationship betwern agriculture xnd e environment is provided.
This allows for an intuitive appreciation of the operational form that agri-cavirovmental pﬁ!ic{ takes. A réview
of findingz about the implementation of ESAs is provided and the implications for the AA discussed.

2. The AA and Agel-Environinental Policy

Until the UR, agri-environmental policy has been able io evolve without taking actount of international trade
issues.  With the advent of the UR this is ro longer true, There is now the fised (o assess policy ta ensure
comphance with the conditions of the AA. The important part of the AA relation to agri-cnviranmcn.tal
policies is covered by the green box. The preen box contains polinies which can continue to receiveé support
payments and are exempt from the AMS reduction commitments, These policies are protected from international
challenge by the GATT. If a policy is not automatically accc'pte,sd into the green box (enters the "amber” box),
it becomes subject to the reduction commitmenis as part of a country's AMS, To qualify Yor gréen box stats
policy has to be judged not to stimulate production or to distort iradép ‘This aspect of the AA has o counterpart
in GATT treatment of policies outside agriculture, an implicit recoghition of the difﬁcu‘lﬁe@ gncouniered in

: MacLarcn (1996) pmwdes an imcresting di scuss‘t\:n on the bigader mwm:w iswcs on the meaning'
and measurement of trade distortions and agricultugal pohcyr



reaching agreement,

The details of green box qualification are fn Annex 2 - Domestic Support* The Basis for Exemption from
Reduction Commitments » of the AA The general tonditions that must be satisfied, described in Sub setion:
1, are as follows:
“Domestic support measures for which exemption from the reduction. cammixmcms is clauned shall meet
the fundamental requivement that they have no, or at most minimal, trade-distorting effects or effics

on production. Accordingly, all measures for which exemption is claimed shall conform to the following
basic criteria:

{a) the support in guestion shall be provided through a publicly-funded government programme
{including government revenue Joregone) not involving transfers from consumers; und,
(b) the support in guestion skall not have <he effect of providing price support (o producers;

plus policy-specific criteria and conditions 4 set ot below.” (GATT, 1994, pp 56).

These criteria essentially allow for dccoupli:d support payments funded by tax revenue! This type of policy is
allowed because income support is still a primary objective of domestic agricultural support programmes, The
approach recognises that trade distortions are by-product of the instrument - price suppott - previously used
to achieve income support,  With 2 public intereést so- -2l welfare function, it is in the interest of all countries
to reduce the distortions of support, but niot necessarily to slop supy urt paymam to farmers.”

The specific conditions that environmental programmes must satisfy are covered in sub-section 12 - Payments
Under Environtnental Programmes - are as follows: ' '

(a)  Eligivility for such payments shall be determined as part of a clearly-defined government
environmental or conservation programtme and e dependent on the fulfilment of specific:
conditions under the government programma. including conditions related to production
methods ar inputs,

(b) The amount of payment shall be limited 10 extra costs or loss of income involved in camplying
with the goverminen! programme. (GATT, 1994, pp 62)

Under the specisic conditions, payments that accompany approved agri-cnvironmental scherss auid pay farmers
the full cost of complying with environmental requirements are sllowed,

Already there is a large literature that dealé with the impact of the UR on ag‘rit:’uklmm However, litte at(ctiiion
has been given to agrisenvironmental policy allowed under the green box, Analysis tends to consider the green
box without analysing a;,rhcnwronmcnta! fssues explicitly. For example, both Anderson (1995) and Tanner
(1996) note that many forms of support do ot nced o be included by a countey in its calculation of AMS ag
a result of the green box, Both note that he use of the policy instruments allowed under these conditions will

‘' Sub-section 6 of Annex 2 details daoupled income support payments, See Rcmsc! (1959) for a
historical overview of the concept of dwoup!ed spport, ’ :

S de Gorter and Hatvey (1990) cxplain why dis(oruon and support are nut the same thmg- ‘
s ‘



increase as transfers to agrmultﬁm via price supparts become more difficult, MacLaren (1995) provides an
overview of the jmplications of the GATT for Australla and New Zealand, The environmental issues sonsiaered
by MacLaren relate to the Agreement an Sanitary and Phytosanitary Measures, There 1 nothirg directly refated
to the likely trade implications of the agri-cnvironmental policies allowed under Annex 2. Josting 1994) notes
that envi: umgntal payments provide a neat method by which 1o offer decoupled income éuppart paynients.®
Harvey (1995) also recognises this possibility, but as he points mu, there is no logical relationship vetween
income support and environmental output: the frequency distribations of compengition paymeiits apd
environmental cutput payments will be different. e

However, Tobey and Smets (1996) argue that it is difficult to distinguish between agricultural paymenis fur
environmental output and subsidies for other purposes. The way Lo avoid arguments over the objectives of policy
15 to make sure that the objectives arg properly mtrgetéd, It would be bieneficial if the green box was truly that «
payments Dassing a test of being positively correlated with environmental jmprovement. Paljcy will be more
effective if it is transparent, with clear, simple objectives and no room for ambiguity, But, mc size of an
improper envirormental subsidy that constitutes a trade distortion is not-elear. The AA (Article 6.4) views 4
5% subsidy of total production of a basic agricwl*wal product as a threshold, as this is considered m cause
serious preqwlice. Tobey and Smets {(1996) founa that payment Tevels at present in agriculire do not exceed
5%, but this is likely to inceease as more prolicy and payments are made through the areen box.

3. UK Agri-Environmental Policy

Given the focus of this paper on the general and specific eriteria of Annex 2 in relation 1o the implementation
of agri-environmental policy, 1t is useful 1o base the analysis on policy presently in operation, In the UK at
present the most important agriscnivironmental policy fs the ESAs scheme. In this section the basic operational
features of ESAs are described and the findings of the socio-economic monitoring of ﬁciicy assessed in terms
of the general and spéciﬁc criteria. However, before ESAs are analysed it is useful to provide a conceptual
justification for the form that policy takes. This will not only hielp to explain the reasons behind the ;;o:gstructiu.a
of policy, it will also assist in the subsequent discussion. |

3.1 The Relationship Between Agriculture and the: Environment

Ensironmental externalitics occur indirectly as a result of input and ouiput decisions by .fnrm‘?fsﬁ Because of the

¢ The quesnou of‘ Bow to ﬂctcnmm thie allocation of decoupled payments is not new (Grf‘nnes, 1988 and
OECD, 1990). Typical problems are; unattractive to policy makers as degree @tbmjgdary mippbrt s
explicit; and there is 2 welfare stipma mtached to éirecL paymeits,



jointness in the production _brﬁccesscsf whilst agricultural practices remain relatively exiensive t,hé relationship
between agriculture and the cnvi’mnmén‘;”' is complementary. With inémh,sing intensity of production this
changes to 4 competitive mlmibnsmp - more agricultural output is derived at the expense of the envitonment.
Society is demanding ever greater environniental quality and amentsy value from the couniryside and economic
efficiency requires that agriculture functions consistently with this demand. Less intensive agricultural practices
are necessary 10 produge the desired environmental habitat » semi-natucal. That is, agri-cnvironmental policy
does not require Jond abandonment, but rather less intensive land use, ‘

An example of agricultural intensification is the signiticunt growth in silage production for 'm'zding livestock,
This has lead to a decline in the population of ground nesting virds, which are vulnerable to the eatlier, more
frequent cutting regime of silage production, compared to traditional haymaking, Moded grazing systems also
produce 2 more wniform swand, allowing ?higher stocking densities but contributing 10 the lack of bigeding
success and population declines of many bird species {ep. redkite), 'nu,ra ims also heen habitat modification with
the disappearance of "tradwonal” farming methods, Examples of this are the removal of hedges, copses and
tress, and the improvement af rough grazing areas such as moorland, downland and wetland (swamp), These
envirunments previously maintained 4 rich composition of flora and fauna dependent upon long established
methods and intensity of land management. The new iniensive Jand management practices have produced an
environment of low ecolpgical and scenic value, ‘ '

Cerain agr-environmental policies concentrate on the retention of extensive agricultural systems, athers the
reinroduction of less intensive agriculiural management systems.  Some provide ingentives for explicit
environmental outputs, such as hedpes, stone walls, native orchards and other desirable environmental and
conservation features, Most recognise the joinmess in produmion that exists between extensive agricultural
production and the environment. A simple way 1o describe the jointness i in pmducﬁon‘ between agricultural
output and the environment is provided by Russell (1993), Consider the relationship shown i figure 1 below
between A, anpual agricultural output and F, the annual ﬂow of rural envwonmcntal goods and services.

7 ’I’be environment herc is dcﬁncd inits bmadcs; $CHSE - Mclncmcy (1986) coincd the phmsﬁa, CARE
goods (conservation, amenity, recreation and cnvimnmenta))

5 See Wcavcr (1996) for a theoretical characterisation of the relaﬁdnship,
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Figure | «

Agei-Environniental Trade-Off Frontier |




The flow of enviranmental goods and services changes the stock of rural environmenzal capital which consumers
demand. There is a brake-even point, k, where agriculiural output does not alter the existing capital stock of
the rural environment. However, if F » & the stock is bemg'augnicnwd and if F < k the stock is ba{iﬁg depleted.
There are several agricultural technologies available for produciag output and as the technology becomes more
witensive the impact wpon the fow of environmental goods and services is negative, Following'Russcu, three
possible technologies are dc;sii:ted in figure 1; intensive (aa”); traditional (bb') and extensive (cc’). There is a
curve that describes the fimit of the available production set, the agri-environmental production frontier ad, ad
15 assumed 0 be nepatively sloping and concave thus deflining a convex production technology. - Point ¢
represents the idea of Jand abandonment whici is considered 1o lead to some deterioration in the capital stock.
This is because, as already noted, the preferred environmental state is semi-natural and this depends upon the
continwed existence of fanming. ‘

Conceptually, agri-environmenial policy s n:lcmptmg to move Tarmers 1o 8 level of production that yields a non-
negative environmental flow fe. F2 k. Thus can be achieved in two ways; either by moving to 3 less iitensive
production technology or by employing existing technology less intensively. In figure 1 this could be moving
frorm aa' to bb'. Examples of this 5 going from sitage w haymaking, or the conversion of arable land 1o
grassiand  Altemativety, a farmer might be employing technology bb" in figore 1, but operating near to b which
might be equivalent to over-grazing mondand.  In thns case extensification of existing practices is all that is
necessary 4 bring ébmt the requires? changs.  Tdeally, for the chosen production technofogy it would be
preterred if a farmer was operating o or near the apei-environmental production frontier,

22 Emvronmentally Sensitwee Areas’
121 Pohcy Description

In the UK the most impvkmm agri-environmental policy is the ESAs scheme.® They ate the Jagship 0t UK sgriv
environmental legistation (Whithy and Lowe, 1994) v/l an expected ‘Budgm of £45 million in 1995/96, They
are designatesd geographical areas, associated with 2 partcular farming system or Jandscape type such as lowland
heaths, grassiand and varied upland farming areas, What they have in commton Is a Jandseape and ceology
criucally dependent on the existing agricultural systems, typically livestock based, There are 30 ESAs operaling
“n the UK, a further 9 have been propased and there are nearly 100 throughout Europe as a whole.

The fundamental objectives nf ESAS are the conservation and maintenance of the landscape, wildlife and historic

* ESAs came mto existence under Article 19 of Coungil Regulaﬁan 757185 - Impr;w;ng the Efﬁcxency
of Agricultural Structures,

' or a genieral review of K agri-environmenta. poliey see Fraset and Russell {'ﬁ 0.



values via the implementation of appropriale agricultural management pragtices, Participation is voluntary with
stavdard incentive payments, taking account of profils foregone, Payments are prespecified and are offered on
a pes hectare or per unit of work perforined basis and are the saine for all eligible farms. Payments are made
anpually I return for following Speciﬁcd environmental management guidelines. ‘The guidelines encompass a
range of daily and seasonal farming sctivities such as input resteictions on fertiliser and pesticides, stocking rate.
limitations and the maintenance of existing features such as hedges, walls, woods, ef¢. ESAs are becoming
progressively more sophistizated with miore resirictive or demanding the options. ESAs now opcram for ten
years compared o five when nngmauy introduced.

The operational advantage of ESAs is the coverage of a sighificant continuous area of land with the possibility
of having an impact on landscape quality.  Standard paymcms in combinalion with gencral manageinent
requiremenis make administration anid operation stmple. The main drsadvunmgc i the fixed payment » the
scheme often overcompensates farmers where individual compliance costs are low. Crabtree (1991) noted that
most entrants intp he scheme are :zvc,mompemzcd and the coroltar «y of this 35 a hiph marginal cost of securing
additional uptake. ‘There is no effort to offer contracts to farmers that are incentive compatible (Chambers,
1992) 'Thus, for efficiency, it is imporiant 1o ensure that the fasms in an ESA have i homogenous opporinity
cost of participation, producing a more cost effective take-up.  Als the targeting of payments & imperiant 1f
the correct farms are o enter.”!

3.2.2 ESAs in Operation

To assess the consistency of ESAs in relation (o the general and specilic criteria it is necessary (o examine the
available information about the operation #° existing ESAs. In this paper The North Peak ESA is considered
in detail with the findings from other areas aiso assessed. "The findings for the North Peak ESAs analysed here
are based on the work of Froud (19943, |

The North Peak BSA in Derbyshire, approximately 50,000 hectares in size, was originally designated in 1988
and redesignated in 1993, 1tis an upland plateau made up of & mosaic of heather, shrub and grass covered peat
moorland of high canservation value in terms of both flora and fauna . Part of the ESA is enclosed land, often
improved pasture bordering the moorland (inbye). The mein agricultural activity ts the rearing and selling of
lambs with some cattle, Intensification of production - increased stocking rates and the production of sifage -
has lead 1o a serious impact upon the previously delicate baance between farming and the environmient,
Overstocking mostly affects the moorland especially during the winter and silage production has increased as
traditional haymaking has declined. k

" For this reason me Countrysmc Stewardship Scheme might be a more effective pohcy machanimt
because of its use of ms:;ruion in wrm‘; of paxﬁcipat‘xm #nd payxféms {Fraser, 1996) :
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Under the original scheme there were two tiers which land could beentered into. With tier 1, for moorland, the
main management restriction was that farmers needed 10 remove "’562 of their flock between the 31st of
December and the Ist of April. For the inbye, farmers could not increase c)usting levels of inputs (fertiliser)
without permission, For adhering to these resirictions a farmer received £10 per hectare per annum. For land
entered inte tier 2, it was necessary to remoye stock from the improved pasture 7 weeks prior 1o culting for
silage which could not commence before the 16th July. Stocking rates on this Jand could siot exceed more than
2 ewes and {ollowers ’per hectare per annum and input use (eg. drainage, Timing) avorded if possible. On the
moorland a stocking rate of 1 ewe and 1 follower per hectare was kequimd. For land entered in tier 2 a farmer
received £20 per heetare per antum. With Lhc redesignated scheme there are enhanced paymenis for more
specific and targeted management pressriptions.

Froud (1994} found that the fevel of participation in the onginal scheme was B6%. The average farmer joiving
the scheme conld expect an annual payment of £6650 and Whis could be vb*amt:d without having 1o chanpe
existing stocking levels. This was because the management presesiption was sel af a level equivilent to existing
pracuces  Tne effect on bvestiack numbers we & slighlfmdbctiun: m sheep. There was also a substitation of
sheep for catle, Instral environmental monitoring revealed Jitle change to flora and fauna, but wuch of the
uncertanty attached 1o s can be attributed to the short period of moniloring and the time period the seheme
had operated for,

Although the North Peak 55 not representauve of aff ESAS its results are typical of the basic impacts of the
scheme more penerally.  Most smportanly the fmpact upow Inestock numbers has only been marginal. For
example the Hreadalbane Scheme (Skerat, 1964) found that the ESA merely fasilitated 2 continystion of existing
agricuitural proctices  Seundess 1994) found 2 similer coleons i the Pesnine Dales ESA, In the Cambrian
Mountans (Hughes, 19845, 12 was founsd that aaly 17% of farmers weed 1o reduce averall fant siocking rates
as a result of joinming the scheme. The sigmficance of the payments sn the Cambrian ESA are also interesting.
It was esumated that average vet annual value of ESA payments was order £2200 which amounted {0 about 15%
of annual net farm Sncome. Given the vanability of income i this farning system the value of payments in any
year could range between 10 and 30 pereent.

For ESAs based in lowland areas such as The Suffolk tver Valleys, South Downs aud Breckland for example,
the change (o the mm mix of agricultusal output was dves more proncenced. Inmany lowland ESAs the
conversion of Jand to arable farming wat perceived either 1o be a threat or had already taken place. These
schemes aimed 10 prevent this conversion from happening and to positively encourage the reestablishment of
permanens ley pastures. -Not surprissigly 1 tis context the seheme had a si gniﬁcamt. impact upon the number
of ivestock. In the Suffolk River Valleys ESA for example, 5,136 hectares of land was converted from arable



to grasstand by 1991, with & 5,500 increase in the nuinber of sheep,”t

4, Discussion

Given jointness in the production of agricoltural and envirommental outpuls, the Implementation of agri«
environmental policy based upon sustinable masagement systems deeds to be pssessed carefully in relation 1o
the AA general and specific critersa, In his section e general and specific crileria are considered in terms of
the meaning of trade distottions esultng from the implenientation of agr-givironmental policy.

The hey general conditions 16 be et by agrrenviconmental policy in order i qualify for green hox status dre
thar it has “no. ar af most mmsimal, trode disterting effects or ¢ffects on praduction.” (GATT, 1994, pp 56),
it 15 easy 10 understand why these conditions seecived support in the IR debate on defining acceptable forms
of inceme suppart Tor agrculte, ‘I‘hey nsrantse that any impﬁms of these pobicies on trade and markels are
mummased The effects are emall hecause the pulicis are quasi-lump sum, which means hey slse have the
advantage of bemg conssient with o siomic ¢ .mm;x ‘ :

Wihale lump-sumn characteristics with mininal effects on trade and production ase desirable » for eificiency and
for wteruational relations reacans ~ in policies intendes 1 segest form incames, the situation is different for
polivies directed 31 schieving envirnnmental nbiectives. Depending on the natire of the relationship betweeh
the output of agricultural and environmental goods, efficient environmental policies could resultin an increage
or decrease s ageicultural production. Liver when the relationship between agticulture and the environment Is
competitive, increasing the produckinn of environmental goods may require changes in ihe riature and
campaosition of zg,rirzul fural utput « substitution of livestock for arable as is the case with some lowland ESAs -
that exest downward pressure on prices for some outpuss of apricwltre but also upward pressure on ptliers.

There are therefore, necessary questions fo be raised about the Togic and the Jnwerpretation of thie requirements
for agri-environmenial policies to be included in the grean box. Two questions are most fundamental, What
conditions do agri-environmental policics need to meet if they are to be consistent with ecnnomk: cmcigncy? ‘
Do the conditons for inclusion of policies in the preen box ineet those conditions? '

Fisstly, an efficient agri-environmental poliey is one that targets the variable of interest directly, and which does
not have unwanied side-effects, Sometimes the target variabls is multi-faceted and complex « for example,
hedgerows or species rich meadows, may be valued for thelr visual effects and for the wildlife that they support,
In such cases, efficient policy making is especially difficult - the moreso if the value placed upon the

" For 4 discussion on the futuse prospeets for BSAs se= Whitby (1994) and Winter (1996),



environmental outputs differs across locations, Whethier ESAs allow efficient achievement of environmentl
benefits hos beed questioned, Whitby and Lowe (1994) argue that the environmental benefits remain uncertain,
although those benefits are the eriterion against which the scheme should be judged. Related o this concern,
for the Suffolk River Valleys ESA, Russel) (19%4) suggested that farmers might delay :m-étmry into the
redesignated ESA because they would like to boost the productive capa{;ily of their land ~ for example, by
topping up soil nutxient fevels. The guestionable m’ﬁcimmy with which ESAs have achieved their key policy
ohiectives raises another important issue. Should other countries be allowed 1= <sess the efficiency of policy?
Thes raises the question of national autonomy of pelicy choice and implemer.wn - a fikely spurce of tension, '
However, as Jong as the general criteria arg satisficd and all negative extemalities are internalised, does it really
matter to other wumrigs how a country treats it environmental capital stock?? ‘

Secondly, at a conceplual level, and for the purpose of cvahxiating the international guidelines for enviconmental
policy agreed to in the AA, the consistency of the requirements for green hox siatus with efficiency in
envircnmestal policy is of greater importance than whether UK agri-environmental policy accords with the
peneral critersa, There are three main pﬁinm to be made on this, "ﬁigtwr level” matter. First, the effect of agri-
environmentd pelicy on agricuitural production and cn trade - voluing effects - are inappropriate fests for
assessing the efficiency of policy.™ 'The appropriae test is social vost-benefit analysis, not compositional
volome eifects. The implementation of ESM Hustrates ths point. Although the cempositional change in ouspus
mereased the number of sheep sn many cases, eavironshental bmpm also inereased, thus leading to an
improvemcal i gocial welfare!® Second, while the generalisation £on be offered that the introduction of
efficient poleies 10 protect the environsmient will reduce fotal agriculirgl Iiménclion {2 clogkwise movenient
around the agri-gavironmem. anl under conditions of eampetiticn, the resulting changes in the composition
of aynculine may mean that some apri_alural putpas increase, Con.positiona) changes in agriculture will have
impacts wpon prices and on trarde, The effects would be in the apposite direction for outputs that were increased
and for those that wiete decseased. Third, there appears (o be 1o basis in the theory of economic poii"zy for
regarding 4 thanpe in agriculiu trade that results from an efficient agr‘i-emm:mmemali -p_oliszy as adistortion,
It should, rather, be viewed as 2 market mﬁsethum of correcting an grviranmental externality, As Tangermann
(1996) rightly concludes, much will turn on the interpretation of "minimal trade distoition” or "effects on
production”,

S In the GATT, dicrimination based upon production process and method (PPM) is not allowed, An
analysis of the US bar on yellowfin wna by Uimonen (1995) illustrates the difficulties maz tan be
encruntered n this area,

M Bul, this ix a potesial mwmd by which the frade distorsions of o) policy mi ghr be assessed,

' The sheep seclor is the most likely 1o be affecter) by any trage distortionary cffm:w wiifch might arse
from ESAs. However, recent changes 10 the UK sheep sector (Bursell, 1995) such as livestock headage
premiim limils and marketing mmenwms will minimise the potntial dxswmuns.




I terms of the $pecific eriteria, agii-environtental poffcy 1S requied 10 Himut payments o di asmotnt based Tipo
some measure of profit foregone or the opportunity cost of participation, With ESAs, m"amyr farmers who are
participating in a scheme are being over-compensaicd - paymeiits in excess of profit foregone + for the
rcsirictia;xSs placed upon them, However, if & country wishes to reward Its famers for the provision of
environmental output should this be the concern of niher countries? Tndéed with introduction of ESAS the impact
upon farm income has been positive and it can legitimately be claimed that the payments are rewarding farmers
for the production of a public good that has prcvinusiy gone unirewarded.

Finally, if there is reason to believe that an agri-environmental scheme is trade distorting, however defined or
measured, a possible solution might be to see apriculture as an intermediae input in the environmental
production procass, "This would constitute a dramatic and major revaluation of land use not only by society, but
also by farmers - their major objective becomes um pmducﬁon of the cnvvmnmcnt 14

5. Conglusians

In this paper the likely impact m’ the AA from the UR for apri-c -environmental policy has been examived,
,'l?amcular altention has been pad to the geneml ad spemﬁu eriteria in Annex 2 of the AA, Kt is suggested tat
many of the difficulties that may be encountered with the introduction and implementation of agri enviroumental
‘policy in terms of the criteria Jaid down in the AA will result t”mm the interpretation of what is a.trage distortion,
This pomt has been illustraten by consxdcnm ESAs, Itis the case that agn-anvironmema} schemes often opmte
on e bagis of the jointness in production between agriculture and the environment, 'mis in turn means hat
complying with the conditions of an agri-enviranniental scheme will hase efficts upon agriculiural production,
© These effects can take the form of a t:onipus‘uionn! change of putput such as, for exaniple, shifting fram cropping.
to livestock production. It is contended that this new halance of agricultural prodsztion which results from the
implementation of agri-enviropmental palicy is not trade distorting. I policy is examined in a social tost-benefit
ﬁ'mnewo:k then this change in the composition of production is welfare-enhancing. During the recent
preoccupation with distortions to pmduauon and trade caused by agncnllmaf support policies, the fact that
- welfare<improving domestic puhcncs «including agn-enwranmcmal policies - will also impact on production sind
trade has been ncgleawd }{ov/em whilst the environmental effects of UK agri-environmentai policy remain
ungertad, crities 50 s type of policy will lay the charge that the payments forthcoming 10 farmers are
agncunuml subsidics. ,:early. it is in te interest of the UK to show beyond doubt that schemes such a5 the
ESAs are delivening environmental improvements and therefore enhancing social welfare,

¥ Wot &l agri-cnvironmental production is dependent upon continued agricultural prodictic:s, Many
schemes require the explicit production of enviropmental benefits, v.g, The Fariii Woodland Premiuim
Scheme, The Countryside Accegs Selieniz und The Conservation Grants Scheme (Winters, 1996), These
“scheme are not based upon joininess = production is undertaken independently of agricultural production
process, e ‘
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