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o Geneva Via Uruguay:
Journey Been Worth [t?

Donald MacLaren

School of Agriculture and Forestry
University of Melbourne
Parkville, VIC 3052

Abstract

The Catrns Group was one of the participants in the agricultral negotiations which in
1987 submitied specific proposals for agricultural wrade liberalisation, In the paper these
proposals are compared with those contained in the Draft Final Act. Using a computable
general equilibrium model of world trade, simulation results are obtained in which
compdarisons are made between what was originally proposed hy the Caimns Group and
what was agreed at the end of the Round. An assessment is provided of whether the
journey from Cairns to Geneva via Uruguay has been worth it for Australia and New
Zealand as members of the Cairns Group., ,

Paper prepared for the 381 Amual Conference of the Austradian Agricuttural Economics
Society, Wellington, New Zealand. 7- 11 February 1994,




From Cairas to Geneva via Urupuay:
Was the Journey Worth 1t?

Donald Maclaren |

1. Introduction

The Uruguay Round was the {irst negotiating round in which domestic
agricultural pelicies as well as trade policies were on the table, 1t was also the first round
in which there was agreement on the use of a guantitative measure of support to monitor
assistanee to the farm sector, Although in the concluding stages of the Round, the shape
of the final agreement on agriculture was once again determined bilaterally by those long-
time protagomsts, the United States and the European Union, the Cairng Group countries
can feed satisfied that they bad been influenual in shaping the agenda for the Negotiating
Group on Agriculture group i the Round. The Cairns Group proposal in 1987 was one
of six such sets which formed the basis of the negotiations. Itis now possible to loak
| back at the proposals, to compare them with the agreed outcome and to judpe whether

this agreement could be judged w be a success from the viewpaint of the Cairns Group.

The aim in this paper is to present highlights of the 1987 Cairns Group proposal
 the GATT and to conteast them with the agreement arrived at in December 1993
tSection 23, Using an applied general equilibrium model, two experiments are evaluaied:
the first invelves the simubtancous removal of domestic and agricultaral trade policies in
hath the United States (US) and the European Union (EU) in order to approximate the
spanit, 1 not the lever, of the Cairns Group proposal: and the second is an approximation
of the three main components of the December agreement (Section 33, The results of

these two policy experiments are then discussed (Section 4).
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2. The Cairns Group Proposal and the Uruguay Round Quteome ‘

The Cairs Group praposal which was submitted (¢ the G‘A T in October 1987
covered three time horizons (GATT 1987, Rossmiller 1988), Phase I was o cover the
period until the end of 1988 and was o involve, inter alia, a freeze on import barriers,
subsidies which affeet trade, and sanitary and phytosanitary regulations which were
acting as non-tariff barriers. Phase 1T was to involve adjustment over a ten-year period to
caver, inter afia. targets for reduced levels of overall support, and concentration on a
reduction in the use of the most trade-distorting measures. It was aceepted in the
proposal that some forms of assistance, ¢.g. decoupled income summr; and aids for
structural adjustment, could be exempied. Phase I covered more general aspﬂm of the

‘way i which GATT was applied to agriculture and the ways in which governments
should be bound by the diseiplines of the Cieneral Agreement. The proposal focussed on:
the profubition of “grey area”™ measures such as variable import levies; the prohibition of
the special treatment of waivers sought on the basis of domestic policy instruments, e.g
the US waiver for its Section 22 legislation under Article XXV the binding of alf tariffs
at zero or low rawes; the banning of agricultural subsidies which affect agricultural trade;
the harmonisation of samiary and phytosanitary regulations; and the provision of
exempuions lor decoupled income support measures and infrastructural support, The
proposal also gave support o the use of an aggregate measure of support based on

producer subsidy equivalents.

The main thrust of the Caimns Group proposal was the reduction i domestic
support levels, improved market access through the converston of “grey area” import
maasures 10 GATT-consistent measures and the removal of export subsidies, For
countries such as Australia and New Zealand these proposals could easily have been
accommadaied becayse the consequent changes in thew own agricultaral policies would
have been relutvely minor m comparison with those that would have heen required in
most mher OECD vountries. However, they posed a major dilemma $or Canada which,

although supporting the Cairns Group as a member, could not have complied with the

¥a
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proposal because of ber domestic supply management programmes and it the end she

submitted a proposal independenily.!

In December 1991 the Drafi Final Act was ;mhlis{md. T it the foeus for
agriculture was on market access, domesiic support levels and export subsidies,? Some
of the detail was subsequently modified through bilateral deals between the US and the
EU at the Blair House meeting of November 1992 but the basic theusi of the Duitke! text
remained. TOwould apprear thi lim‘agmenmm in December 1993 was close to that agreed
at Blawr House. On market access it was agreed that there will be the tariffication of all
barriers to imports and that the rates for the aggregate of commaodities will then be
reduced by 36 per cent vver a six-year period beginning in 1995 based on their vadues Tor
the base period of 1986-1989. There will also be a minimum reduction of 15 per cent per
commodity over the same perivd. On domestic support measures there will a
classification of policy instruments into “amber policies” and “green polices’. The former
represent production- and trade-distorting policies: the latter are those which do pot. All
amber policy instruments are w e part of the wial AMS caleulauon, It has been agreed
that this statistic will be reduced by 20 per cent over the six-year period from 1995 from
the base period of 1986-1989. On export subsidies, it was proposed in the Drafr
Final Acr that there would be a reduction of 36 per cent in subsidy owlays and a 24 per
cent reduction in the subsidised export solume. At the Blar House meeting. the later
figure was reduced o 21 per cont. As with adjustments in the other measures, reductions
would oceur over the six-period from 1995 from the base of 1986- 1990, There 1s also a
component of the proposal which is designed to prevent subsidised exports he shipped in
the guise of foud aid. In additon, there are special provisions for vartous categories of

developing countries,

b Vor a discussion of the Camadian position in fhe Catems € sromp, see Cooper (19482)

< Jor greater deil. see Anon (1993 and ABARE (19423,
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In comparing the Caims Group proposal with the main theust of the final
auteome, it is ¢lear that the Group achieved many of its objectives. However, what is
also clear is that the percentage red uctions are probably much smaller than those hoped
for originally, reflecting the very substantial lobby powers of the farm groups in the
United States and the European Union. To estimate the gap between the hope and the

reality, policy stmulations were run using 4 contputable general equilibrium maodel,

3. Policy Experiment

The computable general equilibrium model used for the polivy simulations was the
Global Trade Analysis Project (GTAP) model.® The particular aggregation used was the
one shown in Table 1. The two palicy simulations were run using a multi-region,

general equilibrivm closure.

Ins the first experiment, which was designed to capture the essence of the Cairns
Group proposal, the domestic agriculural policy and trade policy instruments of the
United States and the Ewropean Union were removed, i.e. there was liberalisation of the
agricultural and food sectors®. For these two regions, this was essentially the proposal
by the United Stawes in 1987 on which linde credence was placed at the time. The non-
agricultural sector was ot Biberalised at all nor were any of the policies in the other
regions. The second experiment was an anempt to simulate part of the final agreement,
In this experment mstead of complete liberalisation by the United States and the
Eurapean Union, the percentage reductions agreed to by the Contracung parties were
applied to domestic support, w the imphicit tarfT rates and 1o export subsidy rates. The
complhication of the mmimum 15 per cent reduction on any one commodity was ignored

and all rates were reduced by the full 36 pereent. In addition, on the export side, the

b Lor details of tis model, sev Hertel angd Tagas 1199%

¥ The fand set aside under ¢ xistng policies was fef( unchanged on the assumption that it weuld be added
T the comserviation reserve rather than being brought hack into production once the set-aside policy was
removed.
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restrietion on the volume of exports was ignored and onty the 36 per cent am;liad;, By
comparing the outcomes of these two experiments nelitive w the stars guoe, itis possible
10 pange how much was achieved in the Round for Australia and New Zealand as far as

- agriculture is enngerned,

Table 1 Regions and Commuodities in the GTAP Aggregation
Regions Traded Commuadities
Australia - Wheat
New Zealand Other grains
Canada Wool
Japan Rice
United States Meat products
European Union Milk products
Rest of the World Odher agricultural/food products

Manufactures & Services

4.  Results

Before discussing the results, it is important to aceept that these simulations are
fairly crude. firsi-shot approximations of the Cairns Group propusal and the final
agreement. For example. no attempt was made to lberalise agriculture in regions other
than the United States and the European Union. Moreover, the solution procedure used
was the Johansen method which is not as accurate as some others available, ¢.g. Euler
and Gragg, However, these more accurate methods require much greater amounts of
computer ime o generate solutions. Therefore the numbers presented below should be

treated with considerable caution,
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The results presented below are only 4 very few of those available. For example,
changes in the direction of bilateral trade flows and in prices for all regions are igmm:d;
swhile the welfare effects and production changes in regions other than Australia and New
Zealand are not prosented. For Australia and New Zealand changes in pmﬁtnaﬁnn and in
welfre are presented for Esperiment 1 in Table 2. For Australia, the most significant
pm*éﬁmafge mnereases in output occur for wheat (349, other gmixm (26%) and milk
products (15%). The output of waool declines (-0.6%). Surprisingly, there is little
increase in the output of meat products (1.6% ). Overall, per capita welfare rises (0.419%)
which amounts 1o an equivalent variation of $1128 million in 1990 US dollars. For
New Zealand. the same products experience the largest percontage increases, namely,
wheat { 145 1, other grains (12%) and milk products {55%). Again, the response for
meat products is mall (3.9%). The welfare effects are more significan, for Now Zealand
than for Australia as is to be expocted given the different structures of the two economies,

Per capita utility rises by 1.29% or an equivalent variation of $354 million in 1990 U8

dollars.
Table 2 Results from Experiment 1
Australia New Zealand
Production (% changes)
Wheat 335 13.9
Grain 251 12.0
Waouol (1.6 -(1.9
Rice 3.1 -6.5
Meat products 6 39
Milk products 15.1 55.3
Other ag/food 2.2 9.7
Welfare (% changes)
Per capita utility .41 1.29
(S 1990 US)
Equivalent variation 1128 354

fy
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Selected results for hpmimtmt 2 are shown in Table 3. For Australia the
groatest percentage increases oceir in the ix;mi;}ﬁi; of whear, other grains and milk
gr.mﬂmm The xsiut:pm of wool 18 the only pmﬂuu For which production comtracts. Ther
is & small percentage increase i per capita houselold utility of 0,12 per cent which
vonverts o an egmvalent varation of mMm in 1990 U8 dollats. For New Zealand,
the largest percentage increase acours in the ootput of milk ﬁmﬂum;x (19.6%). There are
sl mﬁmﬁxm in the suiput of wool. Per capila household vility increases by 0,38 per

cent, L. an equivalent vanation of $164m in 1990118 dallars,

Table 3 Results from Experiment 2

Austrahia New Zeaand

Production 15 vhangesi

‘Wheat 9.7 34
Crain 6.6 33
Woel A3 4.3
Rice .4 2.8
Meat products 0.3 1.4
Midk produets 53 tn
Other agffond b 1.8

Weltare 1% changes)

Per capita utility 0.12 0.38
($m 1990 US)

Equivalent variation 24 Ind

5. Conclusions
The purpose in this paper was to compare the Caims Group proposal to the

GATT in 1987 with the final outcome in December 1993, Qualitatively, it would appear
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w3

‘ that the i’&mp achieved several of its aims. H’{:}wwc:r; quantitatively, it did not. The
results from the policy simufations suggest that Australia and New Zealand each achieved
ap,mamm one hall of the income increase which would have aecreed under full
agricultural liberalisation by the United States and the European Union. Of course, such
a degree of !ibmlisaﬁmx in agﬁéuimm was never a realistic possibility given the stren gm
of the farm Tobby nat enly in the Eurapean Union but also in the United Smws, The
agreement by the Contraeting Parties to use an aggregate measure of support will he
crucial in ensuring that liberalisation to the extent agreed actoally takes place. Relative o
the meagre outcomes for agriculture in earlier negotiating rounds, and relative to the
content m the Cairms Group proposal both qualitatively and quantitatively, the journey

from Cairns to Geneva via Uruguay can be judged as a success,
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