|

7/ “““\\\ A ECO" SEARCH

% // RESEARCH IN AGRICULTURAL & APPLIED ECONOMICS

The World’s Largest Open Access Agricultural & Applied Economics Digital Library

This document is discoverable and free to researchers across the
globe due to the work of AgEcon Search.

Help ensure our sustainability.

Give to AgEcon Search

AgEcon Search
http://ageconsearch.umn.edu
aesearch@umn.edu

Papers downloaded from AgEcon Search may be used for non-commercial purposes and personal study only.
No other use, including posting to another Internet site, is permitted without permission from the copyright
owner (not AgEcon Search), or as allowed under the provisions of Fair Use, U.S. Copyright Act, Title 17 U.S.C.


https://makingagift.umn.edu/give/yourgift.html?&cart=2313
https://makingagift.umn.edu/give/yourgift.html?&cart=2313
https://makingagift.umn.edu/give/yourgift.html?&cart=2313
http://ageconsearch.umn.edu/
mailto:aesearch@umn.edu

Economics, f&gnigultur\é: and the Gatt
Donald MacLaren

School of Agriculture and Forestry
University of Melhoume
Parkville, VIC. 3052

Abstract

It is tempting for economists o believe that the ohjectives of the GATT were founded
in the theorems associated with the gains from trade. In this paper it is argued that the
Articles of the General Agreement and the structure of the aegotialions owe more to
political economy and to law than to economic theory. This argument is iHustrated
through reference to the Asticles in which international trade in agriculural products is
accorded special status, The proposals contained in the Draft Final Act which deal with
dispute settlement procedures are also reviewed.

Paper prepared for the 38W Annual Australian Agricultural Economics Saciety
Conference, Wellington, New Zealand, 7-11 February 1994,



Economics, Agriculture and the GAT:

Donald MacLaren

1. Introduction
During the Urnguay Round (1986-1993), negotiations on agriculture again
proved vé‘ry difficult, just as they had done in the Tokyo and Kennedy ’Rﬁun(ls.‘
However, in the Uruguay Round the stakes were higher because not only were
agrienltural tade measures the subject of the imgotimions- but, unlike the carlier
Rounds, so too were domestic agricullural palicies. In the Ministerial Declaration on
the Uruguay Round it was stated that “{njegotiations shall aim to achieve greater
liberalisation of Lmdc in pgriculture and bring e/l measures affecting import access and
export competition under strengthenced and more operationally effective GA'T[’I‘ rules
and disciplines ...” [emphasis added ] (GATT 1986). Having the more comprehensive
set of policies on the table removed one of the deficiencies of the agendas for
agriculture in these carlier Rounds and established one necessary candition for a
fundamental change in the conditions under which agricultural trade would take place,
Since agricultural trade policies o a large extent are merely an adjunct Lo domestic
policies, negotiations on the former make lile difference to trade outcomes. As Dam
observed: “GATT has been ineffective in agriculture hecause it has tried to separate the
international trade aspects of agriculture from the internal policies which lead to

restrictions on international trade in agricultoral products.” (Warley 1976, p.339),

A second necessary condition for success was a change in government attitudes
owards the consistency of their agricultural policies with the rules of GATT. The
unplanned extension to the Round from 1990 to 1993 gave the segion most responsible
for the delay, namely, the Eoropean Community (EC), the opportunity 1o undertake
substantial reforms of the Comimon Agricultural Policy which then enabled the EC o

.

reduce the levels and nature of income support for fariners and w make them more




consistent with the content of the Draft Final Act (Anon 1993). The EC’s main
protagonist, United States, once again survived A GATT Round without having its own.
‘baimvifmmumckﬁd in any substantive way, Fa)f example, the "th maintained ﬂh
infamous waiver granted ﬂ)ﬁgi‘naﬂy in 1955, it continued its Meat Tmport Law and its

Export Enhancement Program.

' The bilateral tension hetseen the US and the EC over agriculture has been on-
going for three deeades. However, the source of that tension is to found at leasta
decade earlier when the US government allowed its domestic farm lobby to override the
country’s international obligations in the GATT system. In uying to understand why
the agriculiural component of the Uroguay Round negotintions proved 1o be so
protracted, despite the mounting empirical evidence of the costs of unchanged policies.?
itis necessary to consider the way in which the Articles of the GATT and the

economices and politics of agriculture interact.

The aims in this paper are: first, to argue that the original ohjective of the
GATT was not {ree trade hased on economic theory but the establishment of an
international legal framework within which international commeree could oceur with
minimal international tension (Section 2 second, to illustrate the producer biss in the
GATT (Section 33: third. to identify where the origins of the difficulties Tie with
respect to agricultural trade (Section 4 and fourth, to assess the extent to which the
outeame of the Uruguay Round is likely to ensure thar agricultural trade issues do not

dominate the rade agenda in the next Round (Section 5).

2. GATT Articles and Agriculture
“The GATT is an international Jegal document whose primary purpose is (o

promote or protect certain political goals of nation-states” (Baldwin 1980, p.83). In the

B Fora survey of some of these resplis see Anderson gnd Tyors (Y991 angd Blandforg {1990
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case of agriculture these goals have been }au?gel%y internal and to the detriment of
international relations. “It appﬁmm thatin ;wnuth al trade, ... many goverhments do
not hesitate o violate both the letter and the spirit of the General Agreement if they feel
that dotmestic political life is casier that wuy f’l‘an,gurmnn i 1987, 0.249). 1t is often
stated zlm awt:uhnml irade has mmaiml outside the GATT, To the extont that this
has been u'uu. it has stemmed Trom an unmsulvmi ambivalence on the part of
governments about the status of the agricultural sector and of agricultural tade. At one
extreme there have been governments which ha-e advocated the standard neo-classical
position that agriculture should be treated as any other sector: there should be the
progressive removal of wade barriers with the consequent structural adjustment forced
by interpational competition, moderated as required by adjustment nssislémac

»: w,lw

programmes. From this standpoint, the Articles of GATT are appropriate for
agriculture and the problems have lain with the tack of will of governments o adhere to
the rules. At the other extreme are governments which have advocated the position that
agriculture is difTerent from other sectors, that it has a special status requiting different
rules for trade: the cstablishment of regulated and managed international markets
which would penmit harmonised national production and price policies are seen as the
appropriate policy environment (Warley 1976). 1n principle, the United States has been
associated with the former position, the European Community with the latter,

However, in practice, the US has also been assoctated with the fatter: = .. from the very
cutset, the trade rules of the GATT were tailored o it domestic farm progranimes

rather than the reverse”™ (Hathaway 1987, p.104),

Those who framed the GATT recognised that in many sectors, but particularly
in agriculure, there were pre-existing domestic and trade policies for which allowance
had to be made. 1t was accepted that governments had legitimate amms for agriculture
and that ceonomic efficiency was hot one, and perhaps even a minor one. ! Other aims

! Yor a recent discussion of the nonseconomic ohjectives for agricutture and a catcism of the teem “tion-
eeonomic’, see Winters (1996




have included the pmviﬁfmi of higher and more stable incomes for farm families, the
conservation of the social fﬂhric of rural areas, assistance with the modernisation of the
sector, the provision of food security, and the protection of the sector lmm mtmmxmml
~market instability.2 To this list of traditional objectives should now be added the
preservation of the rutal environment, Nevu theless, under the leadership of the US,
only three Articles make special provision for policies towards agriculture, namely,
| Article X1 on quantitative import reswictions, Article XV on export subsidies and

Atticle XX on commodity agreements.

Throughout the Tast three decades, governments in the developed countries, with
very few exceptions, have continued w pursue agriculture policy objectives which are
inconsistent with the notion of the gains from trade. The assumptions on which the
gaing from trade (iepmd are implicitdy assumed by governments not (o be relevant.
Maoreover, to achieve some of these ohjectives, policy instruments have had o be used
in ways which are inconsistent with the roles of GATT. For example, the international
stability of internal markets has been thought to necessitate the use of import guotas
rather than tariffs.* Ttis no surprise that international negotiations over the rules for
agriculwural trade should have heen so protracted: the liberalisation of agricultral wrade
would have undermined the ability of governments w achieve nationat economic and
social goals for agriculture, goals which are pcxwiwzd 10 more easily achieved, the
more insulated the domestic sector is from international competition. In addition, until
the 1980s, the economic costs and distributional effects of farm programmes. although
well enough understond, were of insufficient political status o cause governments 1o
alter cousse, However, for several countries, including those of the EC. the pursuit of
these goals has been modified over the past decade because of rising and unsustainable
budgetary costs and hy public perceptions of the environmental damage done by
¢ Phuring the 19805, the governments of Austatia and New Zeatand have attached much Jower Mq,lm
1o these priorities, in some cses appearing (o give then a weight of zero.

¥ Foran interesting discnssion of the choice of policy instrument o achieve internal Jnarket stability in a
pelitical eceonomy {ramework, see Lloyd and Falvey (1986).




modern intensive agrienl re which hag been ﬁﬂM#mga{l”‘*liy sexmsiwﬂy generous price
support programmes. Both of these forees have Smﬁkmmd the political influence of the
farm lobby. Hence, by 1987 the ximiﬁ’ni&m of the OECD agrét:z:l that there should he a
‘recoupling of national and international prices, the *decoupling” of support for fam
incomes from production decisions and the argeting of support on clearly identificd

groups (Warley 1990, p.312),

3. Economics and the GATT

In the theory of infernational trade there is a certain symmelry between import
and export taxes and subsidies in their internal distorting effects, Yot in the GATT
these instruments are treated a8 if they were different, as indeed politically they are, a
point not lost on those who drafted the Articles. This asymmetry arises because of the
greater lobbying or rent-secking powers possessed by producers relative to those of
consumers. Hence, in the GATT, bnport and export taxes are permitted but are 10 he
negotiated away over time: export subsidies are banned altogether except in the special
case of primary produets: and there is 1to mention made of import subsidies (Baldwin
1980). OF these four cases, the two which are of greatest importance are import taxes
and export subsidics. Acknowledging the ineffectiveness or non-existence of consumer
power to overcome the resistance of producers, GATT permits time for adjustment to
lower levels of import taxes as well as reciprocal concessions. i.e. the request and offer
approach to tarill reductions. Crucial for the international exchange of coneessions is
the support of domestic producers in the export seetors who would gain from a
reduction in foreign wariffs, So long as domestic exporiers lobby for greater aceess to
Toreign markets and reciprocal trifl reductions are the only means of achieving the
outcomes, then governments have domestic producer support for redacing arifTs in the
import-competing sectors. Crucial 1o the maintenance of this mechanism is the
inability of governments to use export subsidies as a means of assisting domestic
exports, With the banning of export subsidies under Article X VI, exporters are a foree

for freer trade: with such subsidies, they ave not,




Itis in this context that the special provisions for agrri:&nlmml:@;‘::m:dur:w in Article
XVE3 are fundamental. Had px%i:m;nfy products ilirc;eri treated i the same way as other
products, then governments, pmicu[ﬁrly those inthe US and the L(: would have heen
foreed to act at a much carlier stage to curh ihe exeessive budgetary costs of their
agricultural policies bwaus&: unif storage ,aosts m*dganmlly much higher than unit
export subsidy costs. OF course the mechanism oudined above for reciprocal
coneessions would not have applied ofien (w agricultural trade beeause of the
 substantial use made of non-tariff barrers. Nevertheless, the banning of expont
subsidies for primary products would have prevented the present distortions in
international trade in agricultural products on the expart side and permitted at least
some s,ém:blmwa of trade patterns driven pwﬂ y by comparative advantage rather than

largely by government policy settings.

The producer bias inherent in the Articles is also found in the conduct of trade
negotiations, Krugman (1992) uses the term *GATT-think” to characterise the
mercantilist undertone of trade negotiations, e.g. the use of the term ‘cancessions’ in the
language of the negotiations. Underlying the term *concessions’ are the notions that
exports are good and imports are bad. Although such notions make no economic sense,
Krugman suggests that they do explain a great deal about the conduet of international
trade negotiations. By negotiating on the basis af concessions, cotmtries move towiards

freer trade without even acknowledging the economics of the gains from trade.

4. The Origins of Agriculture's Trade Problems

For international trade in non-agricultural products, the deafters of the Articles
of GATT provided governments with the means of trading off the interests of producer
groups one with another, thereby weakening each group’s ability to dominate the trade
policy agenda. To a Jarge extent this strategy has been suceessfuly wiill rates on

manufactures now average around five per cent. However, for agricaliral produets the
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strattepy has fafled. 1t has fuiled beeause of (he substantial -nnmh@rafsdxamsti::rpmj@:y‘ ‘

goals for agriculture and the support of these by both producers and eofsar
i&wum gm*rxs«mnmmhrs:m:nm chogen policy instumens based on the targeting rule
that was developed in the 1960s by have allowed ,;;c;)ﬁﬁmx’ eeonomy eonsiderations 1o
dictate the ehoice of insiruments; beeause imports of agricultural progluets are subject

10 non-atift huriers which are more diffieult o mduw on a request and offer basis;
because of the ability of governments to use export subsidies o remove domestic
surpluses and (o shift the barden of struenural adjustment 1o other countries; and
because of the captue of governments by the Farm lobby. This caplure stens Do the
inability or unwillingness of governments to elfect fundumental changes in teir
domestie farm policy instruments because of the way in whicl interest groups interact
with vote-maximising governments. Therefore, if international trade in agriculiural
products is 1o hecome a reflection of comparative advantage rather than domestic policy

instruments, then this endogeneity has to be broken,

The existing Ariicles of the GATT, with the exception of Anticle XV1, provide a
set of rules which would have pumitted o government willing to break the shackles of
its domestic farm lohby to do so. However, for domestic political considerations,
governments have avoided this opportunity in 2 number of ways, These have included:
avoiding the use of Article X1:2 which permits the imposition of import quotas on
agriculural products, beeause of the proviso that domestic produogtion should alvo be
reduced simultanconsly, the very outcome which farm programmes are designed to

avoid:* and introduving “grey area” measures such minmum unport prices, variable

4 1t has twrned put 4o be unforunate that dleing the P50« the 1intied States allvedd its domesic fgm
labhy 1o gain snpremacy in e debate over whethur national legisiation (Seetion 22 of the 1933
Agricaitural Adjustient Act as Amended should take proecedence over intemational ohligations. The
oo was that the 1S sought & waiver under Article XX V.5 of s commitients concering inpos
quotas sader Article X1 Therelore mueleol 1% agricultuealarade poficy was removed from the rules of
GATT Tuis fromie, therefore, it in the 19005 when the CAP was being defined and implemented tha
the 1'S should demand ooretarn @ the ordginal intention of the GATT. However, by the 19605 the 15 hay
lost its nodisputed Teadership 1o this srea and the power to impose is will iWarley 19%6, p 353, From
this period stems the cominuing tension betwveen dhe U8 and the O oxer agrcolinral policy and trade
and; uhitately. the hilatendd deals struck Betseen thesm on agriculivre in the Urngaay Bound.




import levies, state trading and voluntary export restrainis, rather than using the
cantingeney protectivt provided under Article XIX on stxl?ﬁagjnasrd& Henee,
governments could have used the existing rules MGAI'I 10 proteet themselves from
domestic lobby pressure had they wished to do so. Therefore, what is mq‘uimd’ isa
strengthening of the resolve of governments to seck to achieve their domestic poliey
goals for agricutiure by instruments which are more xzfﬁtaikzm domestically, tess
:c,ii-sxftxptiw intternationally and which minimise rent-sceking by the f‘zmﬁ mmﬁn The
governments of Australia and New Zealand are ynusual amcmgs; the QBECD countries

- in having moved in this direction.

‘Th‘n‘ Subsidies Code which emerged from the Tokyo Round implicitly
acknowledged that governments required some outside help inorder to achieve greater
discipline in the use of subsidies. Part of the framewark was provided by strengthened
dispute setlement procedures under Article XX However, for agricultural trade
disputes the establishment of GATT Panels bas resolved very little as governments
have contested the interpretation of the Articles, particularly Articles VI and X VI,
There have two major difficultics, The first has heen that governments have n,l’tim
ignored or fuiled speedily to implement a ruling which has required them to modify
their policy. The second has been that Panels have had 1o use an outcomes approach
rather than a means approach to determine whether the use of an export subsidy has
caused more than an “equitable market shave™ w be achicved. In many instances, the
Panels have been unable to make a judgement because they have found it difficuli t be
certain what the trade flows would have been in the absence of the export subsidy and,
therefore, they were notin a position to judge what was equitable (Tangermann 1987,

p.258).
In vrder o avoid these difficuliies which the Dispute Panels have encountered.
three approachies could be adopted. The first approach would be w strengthen the

means approach hy hanning the use of certain troublesome domestic and trade policy
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instruments, e.g. domestic production subsidies and export subsidices. A&tcﬁ‘md ,
appiraamx would be to strengthen the Dispute Settlement's proceduse in such o way 4s (o
weaken the 'iibi‘my ol the ‘ﬂai‘enﬂab t' 1o :ig,ncw& rulings against them. And a third
approach would be to adopt a modified outcomes procedure which did not depend on

hypothetical trade flows.

For agriculture in the Uriguaty Round & hybrid af the first and third approaches

- was suggested carly on in the Round by a number of the countries which suhmitted

proposals.3 This hybrid was the Ag;grc:gau:‘i\»ﬂmww of Support (AMS) which had been
‘ revived by OECD in the mid-1980s following its otiginal development by Josli ng.ﬁ |
Through employing the AMS, it beeame possible to measure the amount of ingome
support being provided to the farm sector without being concerned about the different
trade distorting effects which different policy instruments impose. Al the same time,
the AMS enables changes in support to be measured and then monitored over an agreed
time period. While the AMS is nat perfeet in the context of trade negotiations, since
the focus is domestic transfers and not trade effects, nevertheless it provides a
pragmatic potential solution to a problem which has remained intractable for four

decades.?

The other aspect of the AMS is that, in conjunction with the categorisation of
policy instruments, it breaks the endogeneity of agricultural policies and forces
governments to adopt greater discipline in the use of these policies. 1tis well-known
from economic theory that income support is hest provided by direet mx}an& and not by
the manipulation of product prices. Henee, agriculural policies can be categorised as

either good or bad depending on whether they effectively deconple income support

5 Por a swinmary. sce Russiiller (1988).
b See ORCH (1990, pp 134D and FAD U073

T For n discussion of te dehate surrunding the use of tie AMS in e negotiabions, see Maglaren
11941, pp.254.256).
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fram decisions about production. Good policies can then be exempled from the AMS
caleulation whilst bad policies are not, In the Drafi Final Act, it was proposed that
agricultural policies should be classified as either *amber hox” policies, i.e. those which
influence production or trade decisions, and *green box® policies, i.c. those which do
not.8 Since ‘amber box’ policies hecome part of the AMS caleulation and the size of
the AMS has to be mclucéd over tume, there is an incentive for governments to change

their policy mstruments and to provide income support by less distorting means.

5. The Uruguay Round Quteome

At first glance, it would appear that the outcome of the Uruguay Round has heen
more successiul in agriculiure than any of the previous Rounds have been, First, there
was an agreement to convert all non-tarifl barriers to tarifT bayriers and then to reduce
the tarift rates by an agreed amount over a six-year period beginning in 1995. Second,
domestic policies which fall into the *amber box” are part of the AMS calculation and
the value of the total AMS has to fall by 20% of the base period value (1986- 19883 over
a six-year period beginning in 1995, Thivd, it was agreed that the use of export
subsidies would be curtailed such that the volume and the value of exports subject to
subsidics would be reduced from the base period (1986- 1990 over a six-year period
beginning in 1995, And fourth, some progress has been made on harmonising sanitary
and phytosanitary regulations. At the insistence of the EC, the AMS is measured across
all commodites .nd not on a commodity-by-commodity basis. This weakens the

agreed outcome as it provides scape Tor increased proteetion for some commuadities.

To buuress this timetable towards achieving more rational agriculiural policies.
there was also the proposal in the Draft Final Act w modify the Dispute Settlement's
procedure. This amendment may well turn out to be crucial., given the Jatitude which
still remaios for different interpretations of the time series of values of a country’s

AMS. The principal modilication proposed is that a strict timetable be established for

$ Sce ABARI: (1992, p.{9o).
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cach componerit of the dispute process. Inaddition, an appeaiﬁ p.‘mcedum will be
established which will allow the 'ﬂmbﬁdﬁmr’ the opportunity to appeal :igams; the ruling
on grounds ol law and legal interpretation. The outcome of the deeision by the
Appellate Body would then be binding unless the Dispute Seilement Body decides 'hy
consensus not to adopt the decision (Anon 1993), This chuange of emphasis will remove
the present effective veto which the Contracting Parties have over the findings of a

Dispute Pancl,

6, Conclusions

The Articles of the GATT make special provision for agricultural trade o only a
very limited extent, Yet the waiver granted to the US removed much of that country's
agriculture from the rules of GATT and, subsequently, has weakened US hegemony in
the three most recent negotiating Rounds, In addition, the special status of primary
products in Article XV has removed an important check on government policy and has
permitted governments to use export subsidies to avoid making the difficult political
decisions necessary to bring about structural adjustment in the farm seetor and freer
international trade in agricultural products. Tt appears that the outcome of the Uruguay
Round has dene nothing to alter this Article, although there has been agreement that the
levels of export subsidies will be reduced by modest amounts during the remainder of

this decade.

Ata fundamental level, it remains unclear whether in the minds of governments
agriculture remains a special sector with respeet w cconomics and the rules of GATT.
In some countries, ¢.g. Australia and New Zealand, it would appear that, at least for the
time being, agriculture will be subject to the normal operation of market forees; in
other countries, ¢.g. most of the other OECD countries. but particularly France and the
“Inited States, governments remain captured by the farm lobbies and, consequently,
agriculture wili continue to be protected from market forees. Hence. it is unfikely in the

near future that agricultural policies will be consistent with either cconomics or with the




sriginal intention of the GATT, namely, to have a rules-based rather than a powers

based framework for international trade,
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