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Abstract

State trading enterprises are far more prevalent in agriculture than in other
industries. STEs account for significant shares of world trade in grains, dairy
products, and sugar. Attempts to measure the impacts of STEs and their activi-
ties on international agricultural trade have just begun. This report presents a
classification scheme for STEs that provides a qualitative index of an STE’s
ability to control domestic markets and its ability to influence external trade. We
applied the classification scheme to nine major agricultural STEs and concluded
that only a few of them are able to affect international trade substantially.
Recent policy reforms have eroded some of the nine’s powers to influence trade.
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Summary

State trading is more prevalent in agriculture than in other industries because
many countries use state trading enterprises (STEs) as a means to achieve policy
objectives such as domestic price support, efficiencies in agricultural marketing,
and affordable food supplies for low-income populations. STEs account for sig-
nificant shares of world trade in grains, dairy products, and sugar.

In 1995 and 1996, more than 30 countries notified the World Trade Organization
(WTO) of almost 100 agricultural enterprises or other agricultural organizations
that could be defined as STEs. Some of the largest export STEs reported to the
WTO are in Australia, Canada, Indonesia, Japan, South Korea, and New
Zealand. Countries seeking accession to the WTO (like China) also control their
agricultural trade through STEs.

STEs are government or private enterprises that have been granted special or
exclusive privileges by their governments, such as exclusive trade authorities
and government underwriting of operational costs. The special domestic market,
trade, and financial authorities allow STEs to influence, through their purchases
or sales, the level or direction of trade in their commodities.

STE activities affect trade by influencing domestic and international prices. An
STE that restricts imports into a country will have an effect on the domestic
price just like that of an import tariff. Similarly, an STE that expands exports
will have an effect on domestic price that resembles an export subsidy. Several
factors influence the tariff/subsidy equivalents associated with an STE, includ-
ing its degree of control over the domestic market, its policy objectives, the
extent of its international market power, and its range of authorities and govern-
ment support.

Attempts to capture the quantitative impacts of STEs and their activities on
international agricultural trade have just begun. Such information, when avail-
able, will show what types of activities are most trade-distorting and would
require disciplining. An alternative means of understanding and analyzing quali-
tatively the market effects of an STE is to develop a classification scheme for
STEs. This report presents a classification scheme for STEs based on their abili-
ty to control domestic markets and their ability to influence external trade.

Four general types of STEs are established under our classification scheme.
Type I STEs control neither the domestic market nor trade and have little, if any,
capacity to affect the market. Type Il STEs control domestic markets only and
their potential to distort trade is low. Type 11l STEs allow competition in the
domestic market but not in external trade, giving them the potential to moder-
ately distort trade. The actual extent of their trade distortion depends on the
extent of their international market power, the range of their exclusive privi-
leges, and the importance (share) of external trade in domestic consumption and
production. Type IV STEs have exclusive or special authorities over both trade
and the domestic market, which give them a greater capacity to distort trade
than the other three groups. However, a Type IV STE which has a small share of
the global market may distort trade less than a Type III STE which is a big play-
er in world trade.
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For illustrative purposes, we applied the classification scheme to four major
export-oriented STEs, four major import-oriented STEs, and China’s state con-
trol of grains. All the STEs used as illustrations for this paper were classed as
Types 111 or IV, although recent policy changes eliminated exclusive trade
authorities for three of the import-oriented STEs, effectively changing their clas-
sifications to Type I. As countries unilaterally dismantle their STEs’ trade-dis-
torting authorities, more STEs will move into the Type I and Il classes, which
have little, if any, capacity to distort external trade.

State trading as an issue will continue to garner attention. These enterprises
form the cornerstone of the agricultural systems of many countries, and abolish-
ing them—either through further trade reform in the WTO or under the structur-
al reform programs of international institutions like the International Monetary
Fund or the World Bank—is not likely to occur soon. Consequently, discussions
on STEs are likely to revolve around strengthening WTO rules governing these
enterprises and imposing additional disciplines on their exclusive authorities and
the policies they implement.

If the objective is to minimize global trade distortions arising from the activities
of STEs, what goals might policymakers pursue for STEs? Clearly, Type I
STEs have little, if any, capacity to distort external trade and hence might not
require scrutiny vis-a-vis current rule violation. Type Il STEs also operate with-
out the support of trade controls. Hence, scrutiny vis-a-vis current rules viola-
tions, especially as they relate to international trade, is not necessary, although
an examination of domestic competition policy might be desirable.

Type Il STEs can moderately distort trade but are not as distortionary as Type
IV STEs. The policy goals for Type III STEs might be to examine the extent of
market control they exercise and how their institutional characteristics might
contribute to additional trade distortion. Type IV STEs, which maintain control
over both the domestic and external markets, can distort trade the most because
of their exclusive marketing authorities in both markets. The policy goal here
might be to address entry restrictions into the markets. Institutional characteris-
tics, while important for Type IV STEs, do not necessarily constitute the over-
riding impediment to a move toward free trade.

STEs extend well beyond agriculture, and the issue is likely to get added atten-
tion when other sectors, such as services, come to the forefront of negotiations.
If this were to occur, chances are that STEs will also be discussed under rules
on competition policy for private firms. Clearly, the scope for future work on
STEs is vast; the challenge before us is to use simple tools to enhance our
understanding of state trading and elucidate alternative schemes to curtail the
trade-distorting capacity of such enterprises.
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An Introduction to State
Trading in Agriculture

Karen Z. Ackerman
Praveen M. Dixit

Introduction

State trading enterprises (STEs) have been an impor-
tant part of world agricultural trade for decades. The
General Agreement on Tariffs and Trade (GATT),
which governs global trade in goods and services, first
recognized state trading enterprises as legitimate par-
ticipants in international trade in 1947 when state
trading was widespread in agriculture. State trading
has been more prevalent in agriculture than in other
industries because many countries use it as a means to
achieve agricultural policy objectives such as domes-
tic price support, efficiencies in agricultural market-
ing, and availability of affordable food supplies for
low-income populations (WTO, 1995a).

In the mid-1990’s, policymakers focused again on
agricultural state trading enterprises after the Uruguay
Round Agreement on Agriculture (URAA) eliminated
many of the exceptions from GATT rules for agricul-
tural trade. Prior to implementation of the URAA,
countries could restrict imports and exports of agricul-
tural products to support domestic policy objectives.

Economic Research Service/USDA

Now that stricter GATT rules apply to agriculture,
interest in STEs has been growing. There are concerns
that some countries might use STEs to circumvent
rules forged in the URAA. And China’s impending
accession to the World Trade Organization (WTO) has
heightened discussion on this topic.

This paper will discuss some of the difficulties
involved in applying current definitions of state trad-
ing to agricultural institutions. The paper also will lay
out the importance of state trading to agricultural
trade especially in the context of a rapidly changing
policy environment. Countries’ objectives for choos-
ing a state trading enterprise rather than another poli-
cy regime will be weighed. An economic framework
will explain how state traders might distort trade, and
a classification scheme is developed to assist trade
policymakers in determining which state traders have
the greatest potential to distort trade. The behavioral
factors were applied to four export-oriented STEs,
four import-oriented STEs, and China’s state control
of grains to illustrate qualitatively how STEs influ-
ence trade.
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I. What Is State Trading?

There are several ways to define state trading (Lloyd,
1982). Early definitions focused on state conduct (or
operation) of foreign trade (Hazard, 1959), on govern-
ments monopolizing foreign trade (Baldwin, 1970),
and on government ownership of an enterprise (Ghai,
1973). A functional definition gradually replaced these
approaches, with Kostecki (1982) arguing that state
trading occurs when a government or a government-
backed agency determines the essential conditions
(including prices or quantities) on which exports and
imports have to take place. Kostecki emphasized gov-
ernment control of trade rather than the creation of
specialized institutions, since it is primarily the direct
government control that makes state traders behave
differently from private entrepreneurs.

Sorenson (1991), picking up on Kostecki’s theme,
asserted that the impact that governments exercise
over individual transactions is particularly important.
He argued that state trading exists when a govern-
ment, an agency of the government, or an institution
granted exclusive rights by the government controls
trade or materially affects the conditions of trade on a
transaction-by-transaction basis. Sorenson’s definition
suggests that the use of tariffs, quotas, and other tradi-
tional trade instruments does not constitute state trad-
ing, while trade by government-chartered marketing
boards with monopolies does. Sorenson classified the
European Community’s (EC) export tender system
and U.S. exports under the Export Enhancement
Program (EEP), food aid, and export credit guarantee
programs as state trading because, in these cases,
“decisions are made on a case-by-case basis [by the
government] whether to export more or less, whether
to influence the price, or in other ways to affect the
terms of sale” (Sorenson, 1991).

Defining STEs in the WTO

The General Agreement on Tariffs and Trade (GATT
1947) defined STEs as government or private enter-
prises that had been granted special or exclusive privi-
leges by their governments. The Understanding on
Article XVII of the General Agreement on Tariffs and
Trade 1994 expanded the 1947 definition to help
countries decide which of their enterprises to report to
the WTO’s Council on Trade in Goods. The 1994
Understanding defines STEs as:

2 An Introduction to State Trading in Agriculture /| AER-783

... governmental and nongovernmental enter-
prises, including marketing boards, which
have been granted exclusive or special rights
or privileges, including statutory or constitu-
tional powers, in the exercise of which they
influence through their purchases or sales the
level or direction of imports or exports.
(World Trade Organization, The Results of the
Uruguay Round of Multilateral Trade
Negotiations: The Legal Texts, 1994, pp. 509-
511.)

This definition raises three major questions. First,
how are STEs structured? Second, what are the
“exclusive or special privileges” granted to STEs?
Third, must the enterprise make purchases or sales to
qualify as an STE?

How are STEs structured? Ownership structure is an
important factor in explaining STE behavior, especial-
ly their influence on trade. Many of the enterprises
reported to the WTO are government agencies or cor-
porations. Some are fully integrated into government
administration (departments, ministries, etc.), and the
government guides their day-to-day management; oth-
ers manage themselves autonomously even though the
government may subscribe to their capital stock whol-
ly or partially. Many combinations lie in between,
including STEs that are subsidiaries of parastatal
organizations or institutions where the government
may hold minority shares but exerts influence through
other means. Consequently, large differences exist in
the ownership structure of entities that are notified to
the WTO.

What are the “exclusive or special rights or privi-
leges” granted to the STE and their relevance to
trade? Government privileges may be statutes or
decrees that establish the agency or firm as sole
exporter/importer for the country or as chief adminis-
trator of import/export licenses. The government may
authorize the firm to export government surpluses or
import for government inventories. STEs operating in
domestic markets may set producer or consumer
prices in the home market or act as exclusive marketer
or distributor of domestic production or of imported
goods. Some “privileges” are financial—government
grants, loans, loan guarantees, underwriting of opera-
tional costs, or priority for obtaining foreign curren-
cies. Clearly, given the variety of special rights or
privileges that are possible, trying to define STEs with
respect to all of them is difficult.

Economic Research Service/USDA



Must the enterprise make purchases or sales to qualify
as an STE? Can institutions that are not physically
involved with sales but contract with exporters or
importers or require applicants to demonstrate that
exports or imports meet standards set by them be
named as STEs? Must the STE own or buy the com-
modity? Regulatory boards, fiscal monopolies, and
other types of agencies use financial or statutory privi-
leges described above to affect the level and direction
of exports or imports, but generally do not themselves
engage in trade.

Comparing Economic and Legal
Definitions of STEs

The economic and legal definitions of STEs acknowl-
edge government control through a government

Economic Research Service/USDA

agency or an enterprise that receives an exclusive
trade authority from the government. They also recog-
nize an STE’s potential to affect traded quantities and
prices. The economic definitions are broader in scope
than the legal definitions because they focus on the
trade and price behavior associated with state trading
rather than the institutions that conduct such trade and
their relations with government. Throughout this
paper, we attempt to distinguish between government
regulation of private trade and trade by STEs. We
adhere to the WTO definition to define the types of
enterprises that can be classed as STEs, but develop a
framework for analysis from economic definitions of
state trading.

An Introduction to State Trading in Agriculture | AER-783 3



II. How Prevalent Is State Trading in
Agricultural Trade?

STEs regulate the marketing and pricing of agricultur-
al products by purchasing or selling domestic produc-
tion, exporting, or importing. However, governments
also regulate agricultural marketing and trade through
export subsidies, tariffs, quotas, administered domes-
tic prices, and import restrictions such as quotas and
tariff-rate quotas (TRQs). The two types of govern-
ment intervention are intermingled when STEs admin-
ister agricultural policies. For example, when a coun-
try designates an STE as sole importer under a TRQ,
the STE has full discretion over imports within the
quota.

We attempted to determine the prevalence of STEs
for heavily regulated commodities—wheat, feed
grains, rice, dairy products, and sugar. We also exam-
ined STEs’ marketing of agricultural commodities in
specific countries based on countries’ notifications to
the WTO Council for Trade in Goods and other
information.

State Trading in Wheat

State traders are important players in the world wheat
market. STEs account for roughly 40 percent of world
wheat exports. From 1993/94 through 1997/98, two
large STEs—the Australian and Canadian Wheat
Boards—handled 32 percent of global wheat exports
(fig. 1). The governments of Poland and other Central
European countries (which held a 3-percent share of
world exports) authorize their STEs to export subsi-
dized wheat, but private traders also can export wheat.
Kazakhstan, which held a 4-percent share of world
wheat exports from 1993/94 to 1997/98, used an STE,
the State Food Contract Corporation, as its sole export
agency, but opened trade to private firms in the
1990°s. The State Food Contract Corporation contin-
ues to handle government-to-government transactions,
about 60 percent of Kazakhstan’s wheat exports,
while large private grain producers and traders handle
the remaining 40 percent of Kazakhstan’s exports.

The other two large wheat exporters, the United States
and the European Union (EU), accounted for 31 and
17 percent, respectively, of world wheat exports.
Neither uses an STE to export wheat, but both coun-
tries” governments have regulated their wheat exports.
The United States maintains a government corpora-
tion, the Commodity Credit Corporation (CCC),
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which it reported to the WTO Council on Trade in
Goods in 1995 and 1996.! The CCC operates as the
financing agent for U.S. export programs, including
the Export Enhancement Program (EEP), which oper-
ated for wheat from 1985 through 1995. Under the
EEP, the CCC paid generic certificates redeemable for
commodities in CCC inventories (until November
1990) and cash bonuses (after November 1990) to pri-
vate exporters, allowing them to sell wheat to targeted
countries at prices below the exporters’ costs of acqui-
sition. The CCC did not itself export the wheat. The
EU continues to approve export subsidies to private
sector exporters through the European Commission’s
Grains Management Committee, which also issues
orders for the export of grains from intervention
stocks in EU member countries. The EU did not

IThe United States reported the CCC as an STE to the WTO
Council for Trade in Goods in 1995 and 1996, including lists
of the programs which it administers and the commodities
procured and exported under its programs. The United States
also reports its export subsidies to the WTO Committee on
Agriculture in accordance with its commitments to cap and
reduce export subsidies under the Uruguay Round Agreement
on Agriculture. For more discussion about the CCC, see box,
p- 19, “Does the U.S. Commodity Credit Corporation Function
as an STE?”

Figure 1
The Australian and Canadian Wheat

Boards account for a third of world
wheat exports

Average for 1994-97 marketing years

Australia (13.1%)
Canada (20.2%)

Others (6.1%)

E. Europe (3.0%)

Kazakhstan (3.0%)
U.S. (30.3%) |

Argentina (8.1%)

Source: USDA, Economic Research Service.
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report the European Commission and its member
states’ intervention agencies to the WTO as one or
more STEs.2

STE imports account for between one-third and one-
half of 1993/94-1997/98 global wheat imports. Twelve
countries account for just over half of world wheat
imports, which are far less concentrated than exports
(table 1). China and Japan import wheat through
monopoly agencies, while STEs in Egypt, Morocco,
Pakistan, Turkey, the Eastern European countries, and
others co-exist with private traders. Indonesia’s Badan
Urusan Logistik (BULOG) opened trade in wheat to
private traders in 1998, following in the footsteps of
Israel, Mexico, the Republic of South Korea, the

2The EU Commission has the exclusive right to determine the
amounts of export subsidies, without which exports of wheat can-
not take place; to authorize sales from intervention stocks; and to
grant export and import licenses required for trade of some com-
modities. However, the Grains Management Committee does not
directly purchase or sell commodities. Intervention agencies in
EU member countries, acting as agents of the Commission, pur-
chase products for intervention and sell them with the authoriza-
tion of the Commission. Private traders carry out all exports and
imports. The EU also agreed to reduce its export subsidies for
wheat and other commodities under its URAA export subsidy
commitments.

Philippines, and others who opened their wheat
imports to the private sector in the 1980°s and 1990°s.
Algeria’s state import agency has been an import
monopoly in the past, but recently began to allow pri-
vate traders to import wheat. Pakistan banned private
sector imports in June 1999 after allowing private
firms to import since late in 1991.

State Trading in Other Grains

The profile of world barley exporters closely resem-
bles that of world wheat exporters, although the
United States holds a much smaller share of world
barley trade. The Canadian Wheat Board and Aus-
tralia’s state-level STEs handled 38 percent of world
barley exports from 1993/94 through 1997/98. Other
smaller exporters (the Eastern European countries,
Russia, Syria, and Turkey) exercise some degree of
state control over their barley exports. The U.S. and
EU barley export regimes are similar to those coun-
tries’ export arrangements for wheat. The EU, the
largest barley exporter, held a 30-percent share of
world barley exports over the 5-year period, while the
United States accounted for only 8 percent of world
barley exports.

Table 1—Top 12 wheat importers account for over half of world wheat imports

Type of import

Average imports, World market share,

Importing country arrangement’ 1994/95-1997/98 1994/95-1997/98
1,000 metric tons Percent
China monopoly 6,356 6
Egypt coexists 6,340 6
Japan? monopoly 6,174 6
Brazil private firms 5,829 6
Algeria monopoly 4,554 5
Iran monopoly 4,135 4
Indonesia® monopoly 3,723 4
Rep. of South Korea private firms 3,972 4
Pakistan coexists 2,625 3
Russia coexists 3,180 3
Tunisia monopoly 2,726 3
Eastern Europe coexists 2,670 3
Top 12 importers 52,284 52

1A state trading enterprise (STE) that is the sole importer for its country is classed as a “monopoly.” If the STE is an importer, but private firms
also are allowed to import, the import arrangement is termed “coexists.” If imports are conducted by private firms only, the import arrangement
is “private.” The “coexists” category can be applied to many countries where trade has been opened to private trade, but where the STE may

import under certain conditions.

2Japan allowed private firms to import feed wheat through a Simultaneous Buy-Sell tender system in the Japanese 1999/2000 (April/March)

fiscal year.

3Indonesia terminated Badan Urusan Logistik’s, Indonesia’s import STE, monopoly import authorities over several agricultural commodities in
September 1998. Change also is underway for Algeria’s wheat import STE. Pakistan opened trade to the private sector in 1991, but government
pricing policies restricted trade until 1998, when the private sector imported 1 million tons of wheat. However, in June 1999, Pakistan imposed a

ban on private sector wheat imports.

Source: USDA, Foreign Agricultural Service, Grain: World Markets and Trade, Jan. 1999.

Economic Research Service/USDA
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Saudi Arabia’s Grain Silos and Flour Milling
Organization (GSFMO) handled 27 percent of world
barley imports from 1993/94 through 1997/98. STEs in
China and Japan held 10 and 9 percent, respectively, of
world barley imports over the same period. Saudi Arabia
allowed private traders to import barley for the first time
in 1998, and Japan will open import tenders for feed
barley to private importers for the first time in 1999.

Rice, a staple food commodity for many Asian coun-
tries, is heavily regulated by government policies to
restrict exports and imports, which STEs often admin-
ister. STEs account for about half of world rice
exports and nearly a third of rice imports. Private
traders export rice from Thailand, the largest rice-
exporting country with over one-quarter of world rice
exports, but rice exports from Vietnam, the second
largest rice-exporting nation (14-percent share of
world exports from 1994 through 1998), are handled
by state agencies and are restricted by the
Government of Vietnam. Rice producers in New
South Wales, Australia, use an STE to export their
rice, and the Chinese Government controls rice
exports. Australia and China have global rice market
shares of 3 and 6 percent, respectively. Imports by
Indonesia’s BULOG accounted for 12 percent of
world rice imports from 1994 through 1998. BULOG
lost its exclusive authority to import rice in 1998, but
continues to import rice as needed. Other import-ori-
ented rice STEs are the Philippines’ National Food
Authority (4 percent of world imports), China’s
COFCO (4 percent), the Iranian Government (5 per-
cent), and Malaysia’s Bernas (3 percent).

State Trading in Dairy Products

The chief dairy export STE, the New Zealand Dairy
Board, handles about 30 percent of world dairy prod-
uct exports. Smaller dairy export STEs—the Austral-
ian Dairy Corporation, the Canadian Dairy Commis-
sion, and the Polish Agricultural Marketing Agency—
handle some, but not all, of their country’s exports.
The largest dairy exporter, the EU, does not use an
STE to export dairy products, but the EU Commission
administers export subsidies for private sector sales of

6  An Introduction to State Trading in Agriculture /| AER-783

dairy products, particularly butter, milk powder, and
cheese.3 Mexico’s Compania Nacional de Subsisten-
cias Populares (CONASUPO) largely handled
Mexico’s milk powder imports, which accounted for
about 31 percent of global nonfat dry milk imports
from 1993 through 1997, until private firms began to
import large quantities of milk powder in 1998. After
announcing that it would close CONASUPO on
March 31, 1999, the Mexican Government permitted
another federal agency, LICONSA, to import milk
powder for the government’s social programs, and
began auctioning import permits for milk powder to
the private sector July 7, 1999.

State Trading in Sugar

Governments heavily regulate the pricing, marketing,
and trade of sugar, although STEs are not the sole
administrators of national policies, and the STE with
the largest share of world exports, the Queensland
Sugar Corporation (QSC), is owned by its producers.
In addition to QSC, which accounted for 11 percent of
world sugar exports from 1994 through 1998, Cuba (8
percent of world exports) and Ukraine (4 percent of
world exports) also use STEs to export their sugar.
Exporting countries that do not use STEs to administer
their pricing policies are the European Union, Brazil,
and Thailand, although the EU and Brazil heavily reg-
ulate the pricing and marketing of sugar. India, a net
exporter in some years but a net importer in others,
allowed private firms to export sugar in 1997. Among
the much larger number of importing nations, China
uses an STE to import its sugar, as do other smaller
importers such as Morocco. The European Union,
Canada, and the United States heavily regulate sugar
prices and imports through tariff-rate quotas, but do
not conduct trade through STEs. Indonesia revoked the
exclusive sugar import authorities of its chief agricul-
tural STE, BULOG, in September 1998.

3U.S. private firms export U.S. dairy products, although the
CCC exported dairy products from its inventories prior to
1996. The CCC also continues to approve direct export subsi-
dies on sales of eligible dairy products under the Dairy Export
Incentive Program (DEIP).
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Countries Reported a Wide Range of
Agricultural STEs to the WTO

Countries must report their STEs to the GATT, now
the WTO.# More than 30 countries reported close to
100 agricultural enterprises or other agricultural organ-
izations to the WTO in 1995 and 1996. The notifica-
tions covered many different types of STEs and a large
number of traded agricultural products. (See box,
“What Types of STEs Are Reported to the WTO?”)

The largest export-oriented STEs reported to the WTO
in 1995 and 1996 were the Canadian Wheat Board,

4Until this year, countries reported information about their
STEs to the GATT and its successor, the WTO, on the basis of
a questionnaire that was adopted in 1960. Reports of STEs,
called notifications, are due to the WTO’s Council for Trade in
Goods once every 3 years. After several years of intense de-
bate in the WTO’s Working Party on State Trading Enterpris-
es, negotiators updated and expanded the 1960 questionnaire
in 1998. Countries were required to follow the revised ques-
tionnaire as they reported their STEs to the WTO by Septem-
ber 30, 1998. Most countries did not submit notifications, and
not all of the submitted notifications responded to the more
detailed questions of the 1998 questionnaire. A more compre-
hensive listing of WTO country notifications for agricultural
STEs can be found in Appendix B.

the New Zealand Dairy Board, the Australian Wheat
Board, and the Queensland Sugar Corporation (see
table 2). The four largest STEs each exported more
than $900 million annually of their designated agricul-
tural commodities between 1992 and 1995. Other
export-oriented STEs marketed grains, dairy products,
meats, sugar, fruits, and vegetables.

Australia, Canada, New Zealand, and South Africa
reported numerous marketing boards. Australia’s
States maintain marketing boards for commodities
such as barley, sugar, and rice, although the Australian
Wheat Board is a federal-level board.” Canada
reported federal-level marketing boards for grains and
dairy products, as well as numerous provincial-level
boards for beer, wine, and distilled liquor. New
Zealand’s farmers also marketed livestock, dairy, and
an extensive list of horticultural products through
marketing boards, although internal reforms in the
past two decades reduced many of New Zealand’s

SMany of the export marketing boards in Australia and New
Zealand are not government agencies, but are owned by their
producers. However, their governments continue to grant them
authority to act as sole exporters of one or more commodities
for their State or country.

Table 2—STEs in Canada, New Zealand, and Australia dominated the list of export-oriented STEs from

1992 through 1995

Average annual

Country STE Commaodity(ies) export value
$ million

Greater than $1 billion:
Canada Canadian Wheat Board Wheat, barley 3,213
New Zealand New Zealand Dairy Board Dairy products 1,805
Australia Australian Wheat Board Wheat 1,401
More than $500 million - $1 billion:
Australia Queensland Sugar Corporation Raw sugar 925
$100 million - $500 million:
Australia New South Wales Rice Marketing Board Rice 361
South Africa* Unifruco for the Deciduous Fruit Board Apples, apricots, grapes,

nectarines, peaches,

pears, plums, prunes 286
New Zealand New Zealand Kiwifruit Board Kiwifruit 237
Turkey Soil Products Office Wheat, barley 194
South Africa* Maize Board Corn 194
New Zealand New Zealand Apple and Pear Marketing Board Apples, pears 192
South Africa* Citrus Board Citrus fruits 184
Israel Ornamental Plants Board Cut flowers 129
Australia Australian Dairy Corporation Dairy products 128

* South Africa terminated the authorities and operations of its marketing boards in 1997.
Source: Member countries’ 1995 and 1996 notifications to the World Trade Organization (WTO) of their State Trading Enterprises. Australia and
Israel reported their STEs’ exports for 1993 through 1995. Canada, New Zealand, South Africa, and Turkey reported for 1992 through 1994.
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marketing boards’ domestic market and trading
authorities. Many New Zealand boards have relin-
quished their exporting activities to private firms, but
coordinate exports through export licensing to import
markets regulated by tariff-rate quotas such as the EU,
Japan, and the United States, and continue to conduct
market promotions. South Africa dismantled its many
marketing boards in 1996 and 1997 and ended its
export subsidies in July 1997. Among the products
marketed by some of South Africa’s largest boards
were apples, grapes, citrus fruits, and corn.

The list of import-oriented STEs reported to the WTO
is far less complete than that of the exporters (see
table 3). Asian countries house the most numerous
and largest net importing STEs. The top import-ori-
ented agricultural STEs in WTO member countries
were the Japan Food Agency and Indonesia’s Badan
Urusan Logistik (BULOG). Both imported agricultur-

al commodities valued at more than $1 billion annual-
ly on average from 1993 through 1995. The Japan
Food Agency is the largest Japanese agricultural STE,
although other STEs in Japan import and resell tobac-
co, silk, and some dairy products.

Indonesia’s BULOG, established as a government
agency in 1967 to stabilize agricultural commodity
prices at the producer and consumer levels, was
authorized in the 1993-95 reporting period to import
several agricultural commodities, export rice, admin-
ister the marketing and processing of selected domes-
tically produced and imported agricultural commodi-
ties, procure domestic rice production, and manage
rice stocks. A government edict revoked BULOG’s
exclusive trade authorities in September 1998, but the
agency has continued to procure commodities, man-
age stocks, and import rice during Indonesia’s finan-
cial crisis.

Table 3—Japan and Indonesia topped the list of import-oriented STEs from 1993 through 1995

Average annual

Country STE Commodity(ies) import value
$ million
Greater than $1 billion:
Japan Food Agency Barley, wheat, rice 2,003
Indonesia Badan Urusan Logistik1 Garlic, rice, soybeans,
sugar, wheat, wheat flour 1,335

More than $500 million - $1 billion:
Egypt? General Authority of Supply Commodities

(GASC) Wheat 713
Japan Japan Tobacco Agency Leaf tobacco 593
$100 million - $500 million:
Korea Livestock Products Marketing Organization3 Beef 432
Pakistan Ministry of Food, Agriculture, and Cooperatives* Wheat 378
Mexico CONASUPO? Milk powder 329
Tunisia Grain Board Wheat, barley, maize 227
Morocco National Sugar and Tea Office Raw sugar 125
Malaysia Padiberas Nasional Berhad (Bernas) Rice 121

1Indonesia terminated Badan Urusan Logistik’s (BULOG) monopoly over imports of garlic, soybeans, sugar, wheat, and wheat flour and
opened imports of those products to private firms in 1998. BULOG imported rice for the first time through an open import tender in September
1998, but BULOG's future role in rice imports and marketing is unclear. 2Egypt opened imports of wheat to private firms in 1993. GASC handled
an estimated 60 percent of wheat imports in 1997, but its imports as a share of total Egyptian wheat imports for prior years are not known. 3The
LPMO purchased 90 percent of Korea’s beef imports in 1993, 84 percent in 1994, and an estimated 70 percent in 1995. The Korean
Government allocated up to 60 percent of the beef tariff-rate quota to private traders in 1998. 4Pakistan opened imports of wheat to the private
sector in 1991, but government pricing policies restricted private sector imports until 1998 when the private sector imported 1 million tons of
wheat. In June 1999, the Government of Pakistan imposed a ban on private sector wheat imports. SMexico's CONASUPO was a monopoly
importer of milk powder until 1998 when the Mexican Government issued import licenses equal to about 20 percent of Mexico’s milk powder
imports to a multinational firm. The Mexican Government closed CONASUPO on March 31, 1999.
Sources: STEs reported in member countries’ WTO notifications of their State Trading Enterprises and various USDA, Foreign Agricultural
Service attache reports. Egypt, Pakistan, and Mexico did not notify the above agricultural STEs to the WTO. Trade data come from WTO notifi-
cations, Korea and Japan’s national trade statistics, and U.N. Food and Agriculture Organization annual trade statistics.
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The Republic of South Korea designated 8 STEs to
import 18 agricultural products, including beef, citrus
fruits, and rice, under its WTO tariff quotas.® STEs
for several agricultural commodities also were report-
ed by Malaysia (rice), the Philippines (rice and corn),
and Thailand (potatoes, tea, and tobacco). Appendix B
contains a list of agricultural STEs reported to the
WTO in 1995 and 1996.

The WTO notifications provided an incomplete pic-
ture of the prevalence of state trading in world agri-
cultural trade. WTO members reported their enterpris-
es based on their individual interpretations of the 1994
GATT working definition. Many countries such as
Egypt, Mexico, and Pakistan reported that they had no
STEs for agricultural products, although these coun-
tries did use STEs to import agricultural commodities
during the reporting period (1992 through 1995).
Egypt opened imports of wheat to private firms in
1993, although it maintained the General Authority of
Supply Commodities (GASC) as an importer. GASC
handled an estimated 60 percent of Egyptian wheat
imports in 1997. Pakistan opened imports of wheat to
the private sector in 1991, but the government han-
dled all of Pakistan’s wheat imports until 1998. After
wheat imports by private firms boomed in 1998, the
Government of Pakistan banned private sector imports
in June 1999. CONASUPO was Mexico’s designated
importer of milk powder until 1998 when the Mexican
Government issued a large block of import licenses to

6The Republic of South Korea designated STEs to administer
some of its WTO tariff-rate quotas (TRQs) to serve the following
objectives: (1) to stabilize domestic markets faced with low-
priced imports; (2) to fulfill Korea’s Uruguay Round Agreement
market access commitments; and (3) to use the revenue from dif-
ferences between domestic and import prices for public objectives
such as research and market development (Choi, Sumner, and
Song, 1998).

Artificial honey and cocoons were removed from Korea’s list of
state trading items in June 1996, and silk was removed from the
list in June 1997.

Economic Research Service/USDA

a multinational firm. The Government officially
closed CONASUPO March 31, 1999.

STEs in Countries Seeking Accession to the WTO

Many applicants to the WTO conduct their trade of
grains and other agricultural products through state
agencies. In principle, STEs in the former Soviet
republics have been eliminated, but regional and
national governments continue to procure commodi-
ties from farmers and restrict commerce between
regions. Foreign trade companies in these countries
continue to be directly or indirectly controlled by the
government and are akin to state traders. STEs main-
tain control over grain trade in other countries seeking
accession to the WTO, including Algeria, Saudi
Arabia, and Vietnam.

China, the largest country seeking accession to the
WTO, has several enterprises that fit the WTO defini-
tion of state trading enterprises (table 4). In 1978,
China “decentralized foreign trade rights beyond the
handful of centrally controlled foreign trade corpora-
tions” (Martin and Bach, 1998, page 290). However,
China maintained its agricultural STEs—China’s
National Cereals, Oil and Foodstuffs Import and
Export Corporation (COFCO) and China National
Textiles Import and Export Corporation (Chinatex)—
to conduct foreign trade in grains and cotton.”
China’s state control of grain trade is defined more
explicitly in Section V, “Ranking STEs with Respect
to Their Capacity To Distort Trade.”

7If China accedes to the WTO, China’s leaders have agreed to
expand import access for many sensitive agricultural commodi-
ties, including soybean oil, wheat, corn, rice, cotton, and barley;
to designate and expand shares of the proposed TRQs for private
sector importers; and to open state trade shares of the TRQs to
private importers of wheat, corn, and rice if the state traders do
not fill the TRQ during the year (Office of the United States Trade
Representative, “Market Access and Protocol Commitments,”
http://www.ustr.gov/release/1999/04/ch-memo.pdf, April 1999).
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Table 4—China’s state enterprises dominate trade in some agricultural products

STE Commodity Average export/import value,
1993-95
$ million

Exports:

China National Cereals, Oil and Foodstuffs

Import and Export Corporation (COFCO) Corn 704
COFCO, other state-owned enterprises (SOE’s) Sugar 368
Native Products and Animal Byproducts Company Tea 308
COFCO Rice 261

Imports:

COFCO Wheat 1,268
COFCO, other SOFE’s Vegetable oils 1,140
Chinatex Cotton 758
COFCO Corn' 272
COFCO Rice 203

TMost of China’s 1993-95 corn imports took place in 1995.
Sources: USDA, FAS information about China’s STEs. Trade data are from the UN Food and Agriculture Organization.

What Types of STEs Are Reported to the WTO?

In a 1995 working paper, WTO staff reviewed the types of STEs reported by WTO member countries from
1960 through 1994, including statutory marketing boards, regulatory marketing boards, fiscal monopolies,
canalizing agencies, and foreign trade monopolies (WTO, 1995b). In agriculture, statutory marketing boards
combine a monopoly of foreign trade with management of domestic procurement, pricing, and distribution.
Their typical functions include control over the pricing, quality standards, and the marketing of agricultural
products that they cover. Regulatory marketing boards perform many of the same functions as statutory market-
ing boards, but do not themselves engage in trade. Canalizing agencies channel imports or exports through a
designated product-specific agency to obtain better terms of trade for large volume sales or purchases and to
recognize economies of scale in trade operations. Regulatory boards and canalizing agencies tend to be govern-
ment agencies or corporations, while agricultural producers own some statutory marketing boards.

A large group of STEs falls under the definition of fiscal monopolies. Governments establish fiscal monopolies
to control trade in goods for which domestic demand is relatively inelastic but foreign demand is relatively
elastic (WTO, 1995b). The fiscal monopoly controls imports, and may support domestic production (for
instance, national cigarette manufacturers in some countries). This allows the government to garner funding for
the national treasury from markups on imported products. In agriculture, alcoholic beverages and tobacco are
the chief products imported by government fiscal monopolies.

The last large group of STEs, foreign trade enterprises, were established by centrally planned economies to
import products as ordered by other government agencies. Foreign trade enterprises shielded centrally planned
economies from world market influences because they imported only as ordered by central government plan-
ners according to plan targets, which determined the level and direction of trade. Central planning no longer
dictates levels of trade in most transition economies, but continues as a major influence on agricultural trade,
particularly in China and some other countries seeking accession to the WTO.
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III. Why Do Countries Pursue State
Trading of Agricultural Products?

Both developed and developing countries establish
state trading enterprises to attain domestic policy
objectives. Countries cite support for domestic produc-
ers, price stabilization for producers or consumers, and
the assurance of reasonably priced food supplies as
major policy objectives for STEs in their reports to the
WTO (WTO, 1995b; various countries’ Article XVII
notifications to the WTO in 1995-96). Among devel-
oped countries, support for domestic producers appears
somewhat more frequently as an objective of state
trading, while among developing countries, the assur-
ance of reasonably priced food supplies for consumers
ranks high. (See box, “Objectives of Selected STEs.”)

Governments of developed countries attempt to boost
domestic producer prices by granting exporter STEs
monopsony power to procure domestic production
and by giving them exclusive authority to export.
Importer STEs may be established to increase produc-
er returns by restricting imports. To stabilize producer
prices, an STE may purchase or sell stocks, pool
returns for domestic and/or export sales (for STE
exporters), or charge markups on imported products
(STE importers).

In developing countries, STEs may administer domes-
tic food policies that hold retail prices below producer
and/or world price levels. In these cases, producers
are taxed to subsidize consumers. Price stabilization
policies in developing countries may subsidize both
consumers and producers (and all of the participants
along the marketing and processing chain for the sup-
ported commodities). The STE controls the procure-
ment, distribution, marketing, and processing of the
covered commodities either by procuring, processing,
and distributing the products itself or, more frequent-
ly, by contracting with or licensing traders and proces-
sors. Generally, the STE has authority to choose its
suppliers, customers, and processors.

Other reasons countries pursue state trading include
achieving economies of scale in trading operations
(for example, transportation, insurance, foreign mar-
ket development, and quality control),® improving

81f marketing costs account for a relatively important part of
the export price, pooled arrangements can have an impact on
the market.
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terms of trade, and fulfilling international commit-
ments on quantity, price, and credit requirements.
Economies of scale in trading operations reduce costs
to producers in exporting countries and to consumers
in importing countries. Improvements in terms of
trade raise prices received by producers when an STE
exporter achieves higher prices on the world market
or an STE importer restricts imports. Improvements in
terms of trade benefit domestic consumers when an
STE importer can command lower import prices.
Agricultural trading countries argue that, by designat-
ing an STE to export into a higher value market regu-
lated by a tariff-rate quota, producers benefit from the
higher prices.

Governments also establish STEs to provide capital
funds to initiate entrepreneurship, ration foreign cur-
rency reserves, and generate revenue for the treasury.
Monopoly rents garnered by STEs may fund other
government programs. For example, several govern-
ments that hold a monopoly on imports of alcohol and
tobacco use the markups from domestic sales of these
products to finance health and education programs.
Though not stated explicitly in any of the country
notifications, many governments prefer STEs because
STEs allow them flexibility to carry out political man-
dates expeditiously. Hence, it is not uncommon to see
governments use STEs to implement policies that
would otherwise receive parliamentary scrutiny (treas-
ury-financed subsidies). Similarly, state trading is
often preferred to taxes/subsidies for redistributing
incomes among different groups because it is more
convenient and less likely to give rise to political
protests. Indeed, it is the nontransparent nature of STE
activities that makes them preferable over other policy
instruments.

While state trading is one means of attaining various
domestic and trade policy objectives, it is not the only
means. Income support for producers, for instance,
can be accomplished through decoupled payments, an
approach that may minimize trade-distorting effects.
Similarly, governments can provide affordable food
supplies to their lower income citizens by targeting
specific populations for either income supplements
(food stamps) or specific staple commodities instead
of operating government price controls and processing
programs.
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Some argue that the goals of STEs—including the
management of price risk, economies of scale associ-
ated with marketing, and development of niche mar-
kets and new customers through market develop-
ment—can be accomplished just as efficiently, or even
more efficiently, by the private sector. Carter, Loyns,
and Berwald, for example, demonstrated that the
Canadian Wheat Board provides more marketing serv-

ices than is economically efficient (Carter, Loyns, and
Berwald, 1998).

9Carter, Loyns, and Berwald cite the following as marketing
costs that might be reduced if the private sector carried out
marketing activities: excessive handling charges, overage
credits (credits paid out of the pools by the CWB because the
average quantity of grains company terminal sales marginally
exceeded purchases), demurrage costs (costs levied against the
shipper when a ship is not loaded on time), excess grain clean-
ing, and free barley storage for maltsters.

Objectives of Selected STEs

Net exporters:

Australian Wheat Board (AWB)

Maximize net returns to growers (Wheat Marketing Amendment Act of 1997).

Canadian Wheat Board (CWB)
1. Maximize producer income.

2. Market grain grown in Canada in "an orderly manner in interprovincial and export trade"

(CWB Act of 1989 as amended).

New Zealand Dairy Board (NZDB)

Maximize the income of New Zealand dairy farmers through excellence in the global marketing of dairy prod-

ucts (Dairy Board Act of 1961).

Queensland Sugar Corporation (QSC)

Maximize net returns to growers (Queensland Sugar Industry Act of 1991).

Net importers:

Indonesia's Badan Urusan Logistik (BULOG)

Stabilize the price of agricultural commodities at both consumer and producer levels

(Presidential Decree of May 10, 1967).

Japan Food Agency (JFA)

Stabilize supply and demand situations and prices for staple foods such as rice, wheat, and barley to promote
the stability of national life and the economy (Law for Stabilization of Supply-Demand and Price of Staple

Food).

Livestock Products Marketing Organization (LPMO-South Korea)

Stabilize the livestock market (1988-Civil Code).

Mexico's Compania Nacional de Subsistencias Populares (CONASUPO)
Support farm prices and incomes and guarantee consumers an accessible, reasonably priced food supply.
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IV. Evaluating the Market
Impacts of STEs

To study the market impacts of state trading activities,
one approach would be to examine the effects that
such enterprises have on domestic and international
prices. For instance, a state trader that restricts
imports into a country will increase domestic prices in
the same way an import tariff does. Similarly, an STE
that expands exports will have an effect on domestic
price that resembles an export subsidy. Thus, we can
explain the market effects of STEs by expressing their
impacts on prices in terms of tariff or subsidy equiva-
lents. This tariff/subsidy equivalent approach dispens-
es with the need for a special theory of state trading.

The analytical framework for measuring the tariff/sub-
sidy equivalent of state trading enterprises is well
established in the literature (Dixit and Josling, 1997;
Lloyd, 1982). Consider an STE that faces an import
demand function represented by ED and an excess
(export) supply function ES that is perfectly elastic
(limitless availability of the commodity) at the world
price P, (fig. 2). If the STE sells at the same price
(account being taken for handling costs and tariffs
applicable to all firms), then the tariff equivalent—
represented by the gap between domestic and world
prices—is zero. Consumers can obtain an unrestricted
volume of imports at the world price and the existence
of an STE importer has no additional effect on market
prices or trade. The STE behaves no differently than a
private firm under competitive market conditions. If

Figure 2
Tariff equivalent for STE importer
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the STE sells at a price higher than the world price,
then the market effects of the STE can be represented
as the difference between the domestic and world
prices (P _-P,). In other words, the existence of an
STE leads to a domestic price that is greater than
world price by t, the tariff equivalent. The trade
impact of the STE is the reduction in import volume
(M,-M,) that would be caused by the tariff equivalent
(t). If the STE sells at a price lower than the world
level, then the trade effect is the increase in imports
from the subsidy equivalent.

A similar approach can be used to represent a state
trading exporter. Consider an STE exporter that
exhibits an excess (export) supply schedule ES and
faces an excess demand (import) schedule ED that is
perfectly elastic (limitless demand for the commodity)
at the world price P, (fig. 3). At a domestic price of
P, the STE is willing to export X, quantity of the
commodity. But this can be done only if the STE
offers an export subsidy of s in the world market. The
per unit subsidy s is analogous to the tariff equivalent
of the STE importer, and the trade effect is X;- X, the
amount by which export expands beyond levels corre-
sponding to price P,. The level of export subsidy
equivalent multiplied by the quantity of exports equals
the total expenditure on export subsidies.!? If the
domestic price offered to producers is lower than the

101t is worth noting that the WTO Agreement on Agriculture

disciplines export subsidies in terms of total expenditures and
not on a per unit basis as with tariffs.

Figure 3
Export subsidy equivalent for STE exporter
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world price, then the trade impact is the reduction in
exports caused by the tax equivalent.

Although we focus on the trade impacts of STEs, we
should not lose sight of the associated effects of STEs
on the domestic market. An STE that curtails imports
is likely to induce expanded production and reduced
domestic demand compared with free-market levels.
Conversely, an STE that pursues policies that subsi-
dize food consumption is likely to cause decreases in
domestic supply and increases in consumption beyond
free-market levels. Each of these can have far-reach-
ing income and welfare implications.

Preconditions for State Traders To Influence
Domestic Prices and Trade

A state trading enterprise can maintain a price gap
between domestic and world prices (tariff/subsidy
equivalent) and affect external trade if it is able to
influence domestic prices by altering the volume of
the product available in the market.!! Thus, an STE
importer that attempts to raise consumer prices by
holding back sales will succeed only if it does not
face competition from domestic sellers. Similarly, an
STE exporter seeking to maximize its profits might
want to lower the price it offers to producers by
restricting the volume of purchases. But again, for this
to succeed, the STE exporter must be able to control
domestic purchases of the product. Otherwise, domes-
tic producers could sell their product to competitors
and acquire better prices. Domestic market power, or
the ability to control the volume of products bought
and/or sold in the internal market, is an essential pre-
condition for STEs to influence the market.

To exercise domestic market power, an STE must also
be able to control commodity trade in and out of the
country. Consider again the STE importer that seeks
to raise the price paid by domestic consumers by
restricting sales volume. If the STE has no quantita-
tive controls over imports, then buyers can always sat-
isfy their needs from imports even in the absence of
other domestic sellers. The STE importer will not be
able to sustain a higher price, and the quantity of
imports will be no different from that of a competitive
firm. A similar situation exists for STE exporters.

HThese represent some of the basic preconditions for STEs
to influence domestic prices and trade. They are by no means
exclusive, and other factors relative to the structure and
behavior of STEs also would influence the market. We point
out some of these factors when we classify major STEs later
in the report and in Appendix C.
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Take the case of the STE exporter that acts as the sole
buyer of domestic output (monopsonist) and tries to
minimize its purchasing costs. The monopsonist might
wish to purchase less than under competitive market
conditions. But this would require export controls (or the
compulsory purchase of all domestic products, which
implies a ban on exports). If domestic suppliers can
export, then the monopsonist loses its market power.
Export restrictions are, therefore, the key issue with
respect to the use of monopsony power on the domestic
market. Such restrictions are the vital link between the
use of monopsony power and impact on trade flows.

Another prerequisite for an STE to influence prices
and affect trade is its ability to regulate substitute
products. An STE importer may control the market for
a particular product, but its ability to influence prices
is greatly diminished if buyers can purchase substitute
products from other sources. For instance, an STE
importer may be unable to raise rice prices if con-
sumers are willing to eat wheat instead, which is
available under competitive market conditions.
Similarly, an STE exporter will have little market
power if sellers can offer substitute products over
which the STE has no control. For instance, the
monopoly power of an STE that offers rice producers
prices lower than world levels would be meaningless
if a substitute crop could be grown on the same land
and exported without restrictions. Clearly, the exis-
tence of nonregulated substitute commodities will
substantially affect an STE’s ability to influence the
market for regulated commodities.

An STE can affect trade if it can exploit differences in
price responsiveness, either between domestic and
international markets or among individual global mar-
kets (Houck, 1986, page 112). For instance, the
Canadian Dairy Commission can charge higher prices
for milk to be consumed at home than for dairy prod-
ucts destined for export because demand for milk in
Canada is relatively less responsive to price changes
than dairy product demand in Canada’s export mar-
kets. With exclusive authority over Australian wheat
exports but not over domestic wheat sales, the
Australian Wheat Board attempts to obtain price pre-
miums in less price-responsive markets like Japan
while selling at lower prices to other export markets
that are more price responsive. Exploiting differences
in price responsiveness can work as a pricing strategy
if there is no arbitrage between the two markets. Price
discrimination strategies also become costly when
exporters compete for the same markets.
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Factors Influencing the Tariff or
Subsidy Equivalent

Several factors influence the tariff/subsidy equivalent
associated with a state trading agency, including the
degree of control that the STE has over the domestic
market, the STE’s policy objectives, the extent of the
STE’s international market power, and the range of
privileges that are exclusive to the enterprise. These
factors not only influence the tariff equivalent associ-
ated with the state trader but also determine the type
of policy instrument the STE might use.

Degree of Control Over Domestic Markets

The principal factor that influences the magnitude of
the tariff/subsidy equivalent associated with an STE is
its degree of domestic market power. In general, the
greater the market power an STE possesses, the more
it can influence prices and the volume of products
traded. An STE’s domestic market power depends on
both the array of market activities that it controls as
well as the range of commodities that it regulates.

An STE’s control over four specific activities—
domestic marketing, procurement (i.e., sales and pur-
chases), imports, and exports—determines its capacity
to exercise domestic market power. There are several
possibilities in this regard. At one end of the spectrum
is an STE that maintains complete control over each
of these activities. All transactions, whether in the
domestic or international markets, have to be chan-
neled through the STE. The other extreme is an STE
that has no control over any of these activities.
Presumably, the STE in this situation behaves no dif-
ferently from a competitive private firm, and the pos-
sibilities for an STE to influence the domestic market
are very limited. Thus, an STE that controls the full
gamut of marketing activities will affect prices and
the tariff/subsidy equivalents much more than a state
trader that controls only one of these activities.

Similarly, an STE’s market power depends on its
capacity to differentiate products and regulate use of
substitutes. Hence, the larger the number of substitute
products over which an STE has regulatory control,
the greater its ability to manipulate the market and
influence the tariff/subsidy equivalent. This capacity
is likely to be even greater if the STE controls
upstream and downstream marketing and processing
activities and engages in transfer pricing as a conse-
quence of vertical integration.

Economic Research Service/USDA

Breadth of Policy Objectives

The policy goals of an STE influence the magnitude
of its tariff/subsidy equivalent. For instance, an STE
importer that seeks to maximize its own profits can do
so by exploiting consumers, producers, or both. The
tariff equivalent of the policy set in each case would
be different. If the objective is to maximize profits by
taxing consumers, the tariff equivalent is the differ-
ence between the world price and the higher price at
which imports are sold to consumers. Conversely, if
the objective of the STE is to tax producers, the tar-
iff/subsidy equivalent is the difference between the
world price and the lower acquisition price offered to
producers. However, if the STE importer controls
domestic marketing as well and decides to exploit
both consumers and producers to maximize its profits,
imports could be sold domestically at a high price and
domestic products could be purchased at a low price.
With market differentiation, the tariff/subsidy equiva-
lent would have to be calculated separately either as
producer and consumer subsidy equivalents (OECD,
1987), or from a combination of price differences
faced by producers and consumers (Roningen and
Dixit, 1991). This type of market differentiation ex-
isted in several countries of the former Soviet Union.

It is possible that a state trader is in place to support
the producer monopoly, working with producers to
exploit domestic consumers. If the entire rent is to be
distributed to producers through higher prices, then
the tariff equivalent of the STE is the gap between
domestic and world prices. If only part of the rent is
passed on to producers in the form of higher prices,
then the tariff/subsidy equivalent, as earlier, will
depend on the combination of prices faced by produc-
ers and consumers. Marketing boards in some export-
ing countries are examples of state traders that seek to
support producers by exploiting consumers.

If the state trader is in place to support consumers
through lower food costs, then it would keep domestic
prices below world levels. The trade impact of an
STE is measured by the subsidy or tax equivalent on
consumers only.

STEs may have access to a wide variety of trade
instruments to alter consumer and producer prices.
For instance, consumer prices could be increased
either through an import tariff or quantitative trade
controls, such as quotas or licenses. Similarly, produc-
er prices could be lowered by using import subsidies
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or export controls. While the tariff/subsidy equivalents
in either case would be the same, an STE that relies
on quantitative restrictions on imports (or exports) is
likely to distort international trade much more than an
STE that obtains its protection from tariffs/subsidies.
From a free-trade perspective, therefore, an STE that
is supported by tariffs/subsidies is preferred to one
that resorts to nontariff trade barriers.

Extent of International Market Power

The tariff equivalent is defined as the difference be-
tween domestic and world prices, taking into account
all associated transaction costs and tariffs. Hence, the
tariff equivalent attributable to an STE also depends on
the extent of its international market power. The ana-
lytical exercises presented in figures 2 and 3 assume
that a state trader cannot influence world prices. But,
this may not be the case. For instance, a few large sell-
ers dominate the global wheat market. Thus, an STE
exporter with market power could hold back sales in
the international market to achieve higher world prices
and increased total revenue.!? As before, the
tariff/subsidy equivalent of the STE is the difference
between the domestic price and world price, though
the difference is likely to be lower because the state
trader could raise international prices as well. Simi-
larly, an STE importer with international market power
could force purchases at lower prices by restricting
purchases.!3 The difference between the domestic and
international price is the tariff equivalent, and the gap
is likely to be greater with international market power
because of the STE’s ability to lower world prices. In
general, the greater the international market power that
a state trader enjoys, the more it can influence the tar-
iff/subsidy equivalent.

Range of Exclusive Privileges

The range of exclusive or special privileges available
to an STE can substantially affect the tariff/subsidy
equivalent. Special privileges might include the finan-
cial benefits that accrue to an STE as a result of gov-
ernmental association, such as underwriting of pro-
ducer payments, interest rate subsidies, tax benefits,
and preferential foreign exchange rates, or nonfinan-
cial privileges such as the authority to establish long-
term trade agreements with other governments. These

121 economic parlance, the trader would equate its excess
supply schedule with the export revenue function and impose
an optimal export tax.

13This is tantamount to introducing an optimal import tariff.
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privileges, in general, are likely to be affected by the
ownership structure of the STEs; that is, the extent of
managerial control that the government exercises over
the enterprise. For instance, an STE that is owned by
the government and has been established to provide
income and price stability may behave differently than
an STE owned by producers determined to maximize
profits. Or, an STE that is owned by the government
and is guaranteed against bankruptcy is likely to fol-
low different trading practices than a commercial firm
operating without government assistance.

Exclusive privileges, particularly financial support,
allow STEs to undertake pricing risks beyond what a
commercial enterprise might, especially if the state
trader has goals other than profit maximization. Such
privileges could lead to prices and tariff equivalents
different from those that would exist in the absence of
such privileges. The greater the array of privileges
available exclusively to the STE, the more it can
influence prices and the tarift/subsidy equivalent.

Some Closing Thoughts on the Tariff/Subsidy
Equivalent Approach

The tariff/subsidy equivalent approach proposed here
captures most of the trade effects associated with
STEs. In Appendix C, we point out how this method-
ology takes into account the trade effects of STE
activities that evoke the most controversy, including
cross-subsidization across markets, price pooling, and
the competitive advantage such firms secure from
governmental association. From this perspective, the
methodology appears relatively robust. But, there are
several weaknesses with this approach. For instance,
data limitations may make it difficult to isolate the
trade impacts exclusive to the STE if other distor-
tionary forces exist. Similarly, the approach is geared
toward obtaining the trade impacts of STEs over a
period of time rather than assessing the distortionary
implications of state trading practices that involve
undercutting competitors on a transaction-by-transac-
tion basis or the use of predatory pricing to drive
commercial competitors out of the market.

For these special circumstances, the tariff/equivalent
methodology may be somewhat inadequate. But over-
all, we find this approach extremely appropriate for
measuring the trade distortion associated with STEs,
given its simplicity, elegance, and the ease with
which it allows comparisons across diverse parastatal
institutions.
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V. Ranking STEs with Respect to Their
Capacity To Distort Trade

One of the primary goals of the WTO is to move
toward freer trade while taking into account the exis-
tence of state trading enterprises. To this extent, quan-
titative measures of the trade impacts of such enter-
prises, as represented by tariff/subsidy equivalents, are
desirable. Such information shows what types of insti-
tutions are most distortive and what activities might
need disciplining. Attempts to capture the quantitative
impacts of such entities and their activities on interna-
tional agricultural trade have just begun. Progress has
been slow because of the proprietary nature of the
information sought.'* Besides, where the tarift/sub-
sidy equivalents have been calculated, it has been dif-
ficult to argue convincingly that they solely represent
the effects of STEs and not other factors that influ-
ence trade. An example is an STE that manages
import licenses and is responsible for implementing
health and sanitary measures.

A classification scheme—or taxonomy—that provides
qualitative indications (or ordinal ranking) of the trade
impacts of such enterprises is needed to understand
and to analyze the market effects of STEs. Such a
scheme, if based on a strong conceptual foundation,
can be useful in several respects. Most obviously, it
would provide a basis for evaluating state traders in
terms of their distortionary capacity. This would be
similar to approaches used in the WTO with respect to
the Agreement on Agriculture (green and amber
boxes) and the Agreement on Subsidies (permissible
or nonpermissible). Moreover, a classification scheme
can provide a snapshot of the similarities and differ-
ences among STEs in terms of their broad economic
traits. Policymakers might find it useful to know, for
instance, if the Canadian Wheat Board, the Australian
Wheat Board, or the Commodity Credit Corporation
are comparable with respect to economic characteris-
tics such as market power, use of trade policy instru-
ments, and their linkages to the government. Finally, a
classification scheme provides a framework for devel-
opment of a dynamic inventory of STEs as their pow-
ers and institutional structures change over time.

14For example, the Canadian Wheat Board (CWB) does not
make public information on transaction prices and quantities
of individual wheat and barley sales. Without these data, it is
very difficult to establish meaningful domestic and export
prices for Canadian wheat since the CWB publishes only its
pool prices derived from a combination of domestic and
export prices.

Economic Research Service/USDA

What might be an appropriate classification scheme to
understand the economics of state trading enterprises?
If the objective is to evaluate STEs in terms of their
capacity to distort trade, then our discussion on the
tarift/subsidy equivalent approach suggests there are
three basic preconditions that need to be taken into
consideration: the extent of control over the domestic
market, the ability to influence international trade, and
regulatory authority over substitute products. To keep
it simple, we will initially confine our classification
scheme to the first two characteristics, and later
explain how this might change in a multiproduct
environment.

Creating a Classification Scheme for STEs

Table 5 presents a simple classification scheme for
STEs based on their ability to control domestic mar-
kets and external trade. The classification scheme
helps policymakers to identify enterprises that have
the greatest potential to distort trade, to compare agri-
cultural STEs in terms of their broad economic traits,
and to provide a framework for the development of a
dynamic inventory of STEs as their powers and insti-
tutional structures change.

A Type I STE operates without any controls on either
domestic markets or international trade. In other
words, the STE is competing with private firms on a
level playing field. Clearly, Type I STEs have little, if
any, capacity to affect the market, and their potential
to distort trade is negligible.

A Type Il STE operates without any restrictions on
external trade but maintains control over the domestic
market. Market controls may take the form of price
regulation, supply control, procurement, and domestic
marketing. Domestic consumers (producers) can
resort to international markets for purchases (or sales),
suggesting that domestic controls without trade
restrictions do not significantly violate competitive
norms. The potential to distort trade for a Type II state
trader is low.

A Type Il STE competes with private firms to pro-
cure and sell domestic production in the home market,
but maintains quantitative controls on external trade.
These STEs have the potential to moderately distort
trade, but the actual extent of distortion would depend
on factors such as the extent of international market
power, the range of exclusive privileges available to
the firm, the policy objectives of the STE, and the
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Table 5—Classifying STEs based on their control of domestic markets and trade

Type Trade controls Domestic market controls Potential for trade distortion
Type | No No Negligible

Type Il No Yes Low

Type Il Yes No Moderate

Type IV Yes Yes High

Source: Dixit and Josling, 1997.

importance (share) of external trade in domestic con-
sumption and production.

A Type IV STE imposes quantitative restrictions on
imports or exports and maintains control over the

domestic market as well. These STEs are more able to

distort trade than the other three groups. But, whether
a Type IV STE distorts trade much more than other
types of STEs depends on factors that influence the
magnitude of the tariff/subsidy equivalents, similar to
those indicated for Type III STEs. Thus, a Type IV
STE that has a small share of the global market may
distort trade less than a Type III STE that is a big
player in world trade.

This classification does not account for the multiprod-
uct nature of STEs. We pursued a single-product
approach to keep the scheme manageable. But, if the
multiproduct element of the parastatal organization is
important, two points are worth noting. First, the four
types of STEs could be further disaggregated within
each group to create subgroups A (single product) and
B (multiple product), where Type B could be poten-
tially more trade-distorting than Type A. The disag-
gregation, though, might be realistically relevant only
for Types III and IV STEs because of their potential
for moderate to high trade distortions. Second, in a
multicommodity setting, the same STE might be clas-
sified differently, depending on the commodity under
consideration.

Classifying Eight Major State Traders

Can policymakers use the classification scheme to
determine which existing agricultural STEs have the
greatest potential to distort trade? To illustrate this
possibility, we examined the four largest export-ori-
ented agricultural STEs and the three major import-
oriented STEs reported by their governments to the
WTO in 1995 and 1996. The four export STEs are the
Australian Wheat Board, Canadian Wheat Board,
New Zealand Dairy Board, and Queensland Sugar
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Corporation, while the three largest import STEs
reported to the WTO in 1995 and 1996 are Japan’s
Food Agency (barley, rice, and wheat), Indonesia’s
Badan Urusan Logistik (BULOG) for several com-
modities, and the Republic of South Korea’s
Livestock Products Marketing Organization (LPMO)
for beef. We also examined a fourth import STE,
Mexico’s Compania Nacional de Subsistencias
Populares (CONASUPO) for milk powder, even
though Mexico did not report CONASUPO to the
WTO as an STE in 1995 or 1996. CONASUPO was
the largest single milk powder importer in the world
until March 31, 1999, when the Mexican Government
closed CONASUPQO’s doors. The Mexican
Government continues to import milk powder for
social programs through LICONSA, and began auc-
tioning import permits for milk powder to the private
sector July 7, 1999.

In addition, we applied the classification scheme to
the programs of the U.S. Commodity Credit
Corporation in the box on p. 19, “Does the U.S.
Commodity Credit Corporation Function as an STE?”
and to China’s state control of grains and oilseeds.

Tables 6 and 7 present important indicators of the
control of STEs over domestic supplies and trade.
Exporters are distinguished from importers because
their behavior can be expected to differ significant-
ly.!3 For each export and import STE, we compared
the STE’s share of exports or imports, its share of the
domestic market, its procurement of domestic produc-
tion, its export share of domestic production or import

I5Many of the major export STEs seem to follow export
expansion objectives, while STE importers are more interested
in restricting trade. The concern with exporting STEs is
whether they circumvent the Uruguay Round Agreement on
Agriculture export subsidy disciplines. The issue with import-
ing STEs is whether they use nontariff barriers to trade to pro-
tect domestic industries. A dichotomy between exporters and
importers, therefore, allows us to emphasize that the trade bal-
ance of an STE is an important element to consider in design-
ing rules and disciplines for such enterprises.
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Does the U.S. Commodity Credit Corporation Function as an STE?

The Commodity Credit Corporation (CCC), a government-owned and operated corporation within the U.S.
Department of Agriculture (USDA), was created to stabilize, support, and protect farm income and prices. The
1948 Commodity Credit Corporation Charter Act gives the CCC wide-ranging authorities to support prices of
agricultural commodities through loans, purchases, payments, and other operations, and makes available mate-
rials and facilities required in the production and marketing of agricultural products. The Act authorizes the
sale of agricultural commodities to other government agencies and foreign governments and food donations to
domestic, foreign, or international relief agencies. The CCC also is authorized to develop new domestic and
foreign markets and marketing facilities for agricultural commodities (G/STR/N/1/USA, September 29, 1995).
The CCC has an authorized capital stock of $100 million and is able to borrow up to $30 billion at any one
time.

Congress limits the authorities of the CCC when it defines the structure of domestic support and export pro-
grams in multiyear farm bills. The U.S. notifications to the WTO in 1995 and 1996 covered the CCC's activi-
ties from 1992 through 1995. Through USDA's Farm Service Agency (FSA), the CCC operated USDA price
and income support programs for numerous commodities, including wheat, corn, oilseeds, cotton, rice, tobac-
co, milk and milk products, barley, oats, sorghum, rye, honey, peanuts, and sugar. In carrying out the commod-
ity support programs, the CCC acquired inventory by taking title to producer loans which had not been
redeemed by loan repayment time and by purchasing dairy products to help support milk prices.

The CCC, through the Foreign Agricultural Service (FAS), has regulated the export prices and quantities for
eligible wheat, barley, and other commodities from the mid-1980's under the Export Enhancement Program
(EEP) and of eligible dairy products under the Dairy Export Incentive Program (DEIP). The CCC approved
sale prices and export subsidy levels for commercial sales under the EEP and DEIP, but did not itself make
sales under the EEP or DEIP. The CCC also sold dairy products directly from its inventories through 1995.
The United States reports EEP and DEIP subsidies and direct export sales to the WTO under its export subsidy
commitments. The CCC also administers the other major USDA export programs: the General Sales Manager
export credit guarantee programs, international food assistance programs, and the Food Security Commodity
Reserve.

The Federal Agriculture Improvement and Reform (FAIR) Act of 1996 eliminated commodity-specific price
and income support programs and replaced most of the programs with fixed farm payments to be phased out in
2002. The 1996 Act emphasizes income transfers rather than commodity price supports. As a result, the legis-
lation discourages the CCC from acquiring commodities as it did in earlier years. The CCC's major export
price subsidy program, the EEP, has not assisted export sales of wheat or other major commodities since July
1995 with the exception of a few barley and frozen poultry sales. CCC has continued to use the DEIP to help
U.S. dairy product exporters compete in selected export markets.

The CCC's agricultural commodity price support, commodity acquisition, and sales activities have declined
sharply since its massive interventions of the mid-to-late 1980's. Today, the CCC continues to act as a conduit
for Congressionally approved payments to farmers such as the 1998 crop loss disaster assistance and dairy
marketing assistance payments, but the CCC procures U.S. commodities chiefly for domestic food assistance
and for donation overseas (Sumner and Josling, 1998).

Classifying the CCC under our scheme is a bit difficult. The CCC does not have monopoly control over the
domestic market or trade. The CCC would vacillate between a Type I and Type II classification since its con-
trol over domestic markets and trade varies by programs authorized each year, by commodity, and by market
conditions. Since the major farm policy reforms of 1996, Type I would be the most appropriate classification
for the CCC.
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Table 6—Major export-oriented state trading enterprises are types lll or IV

STE characteristics

Australian
Wheat Board

Canadian
Wheat Board

New Zealand
Dairy Board

Queensland
Sugar Corporation

I. Commodities

Il. Trade attributes

STE share of country’s exports

Export share of production

Country’s share of world trade

Exclusive or special authorities

STE control of imports

Imports as a share of domestic

consumption

See notes at end of table.

Wheat

100 percent

79 percent

13 percent

Exclusive authority to
export wheat.

No STE control, but imports
are subject to quarantine and
transportation regulations.

0.7 percent

Western Canadian
wheat and barley

Wheat: 96-99 percent
Barley: 100 percent

Wheat: 75 percent
Barley: 22 percent

Wheat: 19 percent
Barley: 18 percent

Exclusive authority to
export Western wheat
and barley.

No STE control, but imports
are subject to varietal licensing
and some phytosanitary
barriers.

Wheat: 1.5 percent
Barley: 0.1 percent

Dairy products (butter,
milk powder, casein, others)

100 percent

Butter: 88 percent
Cheese: 82 percent
Nonfat dry milk: 93 percent

Butter: 22 percent
Cheese: 9 percent
Nonfat dry milk: 12 percent

Exclusive authority to

export dairy products.

None

Butter: 0 percent
Cheese: 0.45 percent
Nonfat dry milk: 0 percent

Raw sugar

100 percent of Queensland
raw sugar or 100 percent of
Australian raw sugar until
1996 and 1997, when New
South Wales and Western
Australia exported very
small amounts of sugar.

83 percent

11 percent of world sugar
(raw and refined) exports.

Exclusive authority to
export Queensland raw
sugar.

None, but the Australian
Government imposed a tar-
iff on imported sugar until
July 1997 that priced raw
sugar higher for the
domestic market than for
export.

0.2 percent

Continued—
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Table 6—Major export-oriented state trading enterprises are types lll or IV—Continued

STE characteristics Australian Canadian New Zealand Queensland
Wheat Board Wheat Board Dairy Board Sugar Corporation

lll. Domestic market attributes

STE share of domestic market No exclusive authority, Markets Western wheat None Exclusive authority to market

Procurement of production

IV. Ownership/financing

V. Type

but holds an estimated
50-percent share of
the domestic market.

Domestic production
for export and for some
of the domestic market.

Ended government
underwriting of pool
payments and status

as a government
corporation July 1, 1999.

Type llI

and barley for human
consumption.

--Human consumption/
(total food+feed use):
Wheat: 67 percent
Barley: 52 percent

Procures domestic
production for export
and for human
consumption in the
domestic market.

As of January 1, 1999,
the CWB is composed
of 2/3 producers and

1/3 government-appointed

directors. The Canadian

Government will continue

to underwrite CWB
operational losses.

Type IV

Procures manufactured
products from domestic
cooperatives for export.

Producer-owned and
financed.

Type llI

raw sugar in Queensland, but
not in other Australian

States. Queensland produces
95 percent of Australian

raw sugar.

Procures cane from Queens-
land growers for processing
and export.

Producer-owned and
financed.

Type llI

Notes: The Australian Wheat Board (AWB) and Queensland Sugar Corporation (QSC) shares of their countries' trade are for 1993-95 and come from Australia's WTO notification. The Canadian
Wheat Board (CWB) and New Zealand Dairy Board (NZDB) shares of their countries' trade are for 1992-94 based on their countries' WTO notifications. Exports as a share of world trade for

wheat and barley are averages for the 1993/94-1997/98 marketing years and do not include intra-EU trade. Export shares of production and import shares of domestic consumption plus feed are
averages for the 1993-97 local marketing years.
Sources: STE shares of trade come from WTO notifications for 1995 and 1996. Other trade statistics are calculated from USDA/FAS, various commodity circulars and USDA/ERS, TS View.
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Table 7—Reforms have reduced potential trade effects from import-oriented state trading enterprises

STE characteristics

Badan Urusan Logistik
(BULOG)—Indonesia

Compania Nacional de
Subsistencias Populares
(CONASUPO)—Mexico

The Food Agency—
Japan

Livestock Products
Marketing Organization—
Republic of
South Korea

I. Commodities
Il. Trade attributes

STE share of country’s imports

Imports as a share of domestic
consumption plus feed

Country’s share of world trade

Means of control

Export authority

See notes at end of table.

Garlic, rice, soybeans,
sugar, wheat, wheat flour

100 percent of above
commodities until
September 1998.

Rice: 3 percent
Wheat/flour: 100 percent

Rice: 12 percent
Soybeans: 2 percent
Sugar: 2 percent
Wheat: 4 percent

BULOG’s exclusive

import authorities were
terminated in 1998.
However, BULOG has
continued to sell from its
earlier accumulated stocks
and imports rice as
needed to stabilize rice
prices.

Exclusive authority until
September 1998.

Milk powder

100 percent until 1998
when licenses were
issued to a multinational
firm. CONASUPO was
closed March 31, 1999.

Nonfat dry milk: 74
percent (1993-97)

Nonfat dry milk: 31
percent (1993-97)

CONASUPO received
all licenses for imports
of milk powder under
Mexico’s WTO and
NAFTA TRQ’s until

1998 when the Mexican
Government issued a
large number of licenses
for milk powder imports
to a multinational firm.

None

Barley, rice, wheat

Rice: —100 percent (1993-95)
—80 percent (1998-99)

Wheat: 100 percent

Barley: 100 percent

Rice: 4 percent
Wheat: 98 percent
Barley: 48 percent

Rice: 4 percent
Wheat: 6 percent
Barley: 9 percent

Food Agency has exclusive
authority to import under

Japan’s minimum access quota

for rice and TRQ’s for barley
and wheat. The Food Agency
allows the private sector to
import small quantities of rice
and of feed wheat and barley
under SBS tenders.

None

Beef

From 1993-95, an average
of 80 percent of the TRQ;
in 1998, 40 percent of the
beef import TRQ. The
remainder of the TRQ
goes to the private indus-
try Super Groups.

Beef and veal: 41 percent
(1994-98)

Beef and veal: 3 percent

(1994-98)

See above

None

Continued—
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Table 7—Reforms have reduced potential trade effects from import-oriented state trading enterprises—Continued

STE characteristics

Badan Urusan Logistik

(BULOG)—Indonesia

Compania Nacional de
Subsistencias Populares
(CONASUPO)—Mexico

The Food Agency—
Japan

Livestock Products
Marketing Organization—
Republic of
South Korea

lIl. Domestic market attributes

STE share of domestic market

Procurement of production

IV. Type

V. Major reforms

Until September 1998,
controlled the distribution
of imported commodities
to processors and retailers

through restrictive licensing.

Procured rice for national
stocks. Maintained
administered price systems
for wheat flour and sugar.

See above

Type llI-IV until
September 1998

See above

None, resold imported
milk to private firms.

None

Type Il until 1998

The Mexican Government
closed CONASUPO
March 31, 1999, and
started auctioning import
permits to private firms

in July 1999.

Resells imported rice,
wheat, and barley;
100 percent control
of domestically
produced wheat and
barley.

Procures domestic
production of barley
and wheat.

Type lll for rice
Type IV for barley
and wheat

For 1999/2000, the Food

Agency will allow
private firms to import
some feed wheat and
barley under a
Simultaneous Buy-Sell
system.

None

None

Type Il until 1998

See above

Notes: Some information comes from WTO Article XVII notifications for Japan, Indonesia, and South Korea for 1995 and 1996. Information about Mexico's CONASUPO comes from FAS,
Mexico City, and other publications. Imports as a share of world imports for wheat and barley are averages for the 1994/95-1997/98 marketing years and do not include intra-EU trade. For rice
and beef/veal, average imports as a share of world imports are for 1994-98. For nonfat dry milk, average imports as a share of world imports are for 1993-97. Import shares of domestic con-
sumption plus feed are averages for the 1993-97 local marketing years.
Sources: Food Agency, BULOG, and LPMO shares of trade come from WTO notifications for 1995 and 1996. CONASUPQ's shares of trade come from USDA. Other trade statistics are calculat-
ed from USDA/ERS, “Production, Supply, and Demand” database for barley, beef and veal, nonfat dry milk, rice, soybeans, and wheat.



share of domestic consumption, the policies that help
the STE maintain or reinforce its authorities, govern-
ment financial support for the STE, and the structure
of the STE (government or private).

Export-Oriented STEs

The Australian Wheat Board (AWB) can be classified
as a Type III STE because it has exclusive authority
over exports, but not over imports or the domestic
market. The Australian Parliament established the
AWRB as the sole marketer of Australian wheat domes-
tically and for export in 1939. The AWB will undergo
a National Competition Policy review of its single-
desk export authority in 2000 (next year). The
Australian Government publicly supports the AWB's
single-desk authority until 2004, subject to a favorable
National Competition Policy review. The AWB plays
a pivotal role in Australia’s wheat marketing since
wheat exports accounted for 79 percent of Australian
wheat production in the 1994-97 marketing years.
Australia also held a 13-percent share of world wheat
exports for the 1993/94 through 1997/98 international
wheat marketing (July/June) years, ranking Australia
behind the United States, Canada, and the EU. The
AWRB does not control imports, which accounted for
less than 1 percent of domestic supplies from 1993
through 1997 but are subject to strict quarantine and
transportation procedures.

The AWB lost its exclusive authority over the domestic
wheat market in 1989 and now must compete with other
marketers to sell wheat in Australia. The AWB holds an
estimated 50 percent of the Australian wheat market. In
1989, the AWB also gained the right to market other
Australian grains and grains of other origins (countries).

The AWB was an Australian Government corporation
until July 1, 1999, when Australian wheat producers
took over ownership of the new AWB Limited. The
Australian Government also eliminated its guarantees
of the AWB’s initial pool payments to its growers at
the same time. The new corporation, AWB Limited,
will issue one set of shares valued at about A$600
million to its member-growers and a second set of
shares to other investors.

The Canadian Wheat Board (CWB) is sole among the
four export STEs to be classed as Type IV because it
exclusively procures and markets domestically pro-
duced Western wheat and barley in Canada for human
consumption and exports all Western Canadian wheat
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and barley. Exports are far more important to
Canadian wheat than barley. Exports account for 75
percent of Canada’s wheat production, but only 22
percent of barley production. Canada’s share of world
trade, which averages 19 percent for wheat and 18
percent for barley for the 1993/94-1997/98 marketing
years, ranks Canada behind only the United States in
world wheat trade and behind the EU and Australia in
world barley trade. The CWB’s marketing of Western
wheat and barley for human consumption accounted
for an average of 67 and 52 percent, respectively, of
total domestic consumption (consumption plus feed
use) from 1994 through 1997.

The CWB does not control imports of wheat or bar-
ley, but Canadian Government regulations on wheat
and barley varieties, phytosanitary standards, and
transportation regulations tend to restrict imports,
which accounted for less than 1 percent of domestic
supplies for the 1993/94-1997/98 marketing years. In
a Memorandum of Understanding of December 1998,
Canada and the United States agreed to work together
to facilitate access for U.S. wheat into Canada.

The Canadian Government continues to support the
majority of its grain producers’ demands to maintain
the statutory export and domestic market authorities of
the CWB. The CWB relinquished its status as an agent
of the Crown late in 1998 after electing 10 producers
as new board members in addition to 5 government-
appointed board members. However, the Canadian
Government has continued to underwrite CWB opera-
tions (estimated at $6 billion Canadian in 1998),
including the CWB’s initial pool payments to growers.

The New Zealand Dairy Board (NZDB) fits the
description of a Type III STE because it has statutory
authority to act as sole exporter of New Zealand dairy
products, but does not control domestic marketing or
imports. Exports accounted for 88 percent, 82 percent,
and 93 percent of New Zealand butter, cheese, and
nonfat dry milk production, respectively, from 1994
through 1998. New Zealand commanded 38 percent
of world butter exports, 20 percent of world cheese
exports, and 19 percent of world nonfat dry milk
exports for the same period. In addition to basic dairy
commodities, the NZDB is world renowned as an
exporter of branded and higher value dairy products.
Overall, New Zealand is the second largest world
dairy product exporter, accounting for over 30 percent
of world dairy product exports. The NZDB has no
control over imports, which account for less than 1
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percent of New Zealand cheese consumption. New
Zealand does not import butter or milk powder.

The NZDB is owned and financed by its member
dairy cooperatives. The New Zealand Government
announced in its budget submission of May 1998 that
its agricultural marketing boards, including the
NZDB, would be required by mid-November 1998 to
develop and submit for approval marketing strategies
to replace the exclusive export authorities of their
industries’ export marketing boards. In mid-June
1999, the New Zealand dairy industry applied to the
New Zealand Commerce Commission to merge the
NZDB and nine New Zealand dairy companies. If ap-
proved by the Commission, the proposal would create
a huge cooperative to market New Zealand dairy
products at home and overseas. In a preliminary deci-
sion of August 27, 1999, the Commerce Commission
rejected the dairy industry proposal. The Commission
accepted written submissions on the proposal until
September 17 and will hold a public conference on
the issue in early October 1999. The formation of the
new dairy company also will require the financial
agreement of the dairy companies to be merged, the
approval of New Zealand dairy farmers, and the New
Zealand Parliament’s implementing legislation. If
approved, the new firm could be the largest corpora-
tion in New Zealand.

The Queensland Sugar Corporation (QSC), a state-
level marketing board, is classed as a Type III STE
because the Queensland government has given the
QSC a statutory monopoly over Queensland raw sugar
exports. The QSC exported all Australian raw sugar
until 1996, when New South Wales and Western
Australia began to export very small quantities of raw
sugar. The QSC also has exclusive authority to market
Queensland raw sugar to Queensland refiners.
However, it has no exclusive control over raw sugar
marketing in other Australian States. Producers from
New South Wales also sell raw sugar to domestic
refiners, although Queensland continues to produce 95
percent of Australia’s raw sugar.

The Australian Government lifted its embargo on sugar
imports in June 1989. Imports climbed to 13,716 tons
in 1992, fell sharply between 1993 and 1995, and sta-
bilized at 2,000 to 3,000 tons from 1995 through 1999.
After lifting the embargo in 1989, the Australian
Government imposed a tariff on imported sugar.
Australia maintained the tariff on raw sugar imports
until July 1997. The tariff permitted the QSC to main-
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tain two price pools—one for sales to the domestic
market and a second for export sales. The removal of
the tariff has allowed Australian sugar refiners to
access raw sugar at export parity (world) prices.
Queensland sugar growers own and finance the QSC.

Import-Oriented STEs

Japan's Food Agency would be classed as a Type 111
STE for rice because it controls rice imports, but not
the marketing of domestically produced rice. For bar-
ley and wheat, the Food Agency would be classed as a
Type IV STE because it controls imports and the mar-
keting of domestically produced barley and wheat.

Until 1995, Japan granted the Food Agency exclusive
authority to import and export rice. The Food Agency
imported rice only if domestic production failed to
satisfy consumption needs. In the Uruguay Round
(UR), Japan agreed to provide minimum access for
rice equal to 4 percent of the average consumption in
the UR base period, 1986 through 1988. This would
rise in annual increments of 0.8 percent of the base
period consumption until it reached 8 percent in the
final year, 2000, when Japan agreed to import 758,000
tons of rice.10

Food Agency rice imports are subject to a markup of
292 yen per kilogram. However, most rice imported
by the Food Agency is used for feed, by industries, or
for food aid. The Japanese Government also initiated
a Simultaneous Buy-Sell (SBS) system for rice
imports in 1995. In the Japanese rice SBS, buyers and
sellers propose a quantity of rice to be transacted, a
cif import price (basically, the seller’s price), and a
price for purchase by the buyer. The Food Agency
then examines all the bids and chooses those that have
the widest margin between the selling and the buying
price. The Food Agency keeps this margin, which can

16Japan established an over-quota tariff for rice on April 1,
1999, in accordance with Annex 5 of the Uruguay Round
Agreement on Agriculture, which allows a developed country
(Japan) to ‘tarrify’ its barriers at the beginning of any year.
According to Annex 5, Japan must continue to meet its existing
minimum access amount (in this case, 606,000 tons in 1998),
but annual increases in 1999 and 2000 are allowed at 0.4 per-
cent of base period consumption, rather than 0.8 percent. This
means that imports in 1999 will be 644,000 tons (instead of
682,000) and in 2000, they will be 682,000 tons (instead of
758,000). Until another agreement is made, Japan’s annual
minimum access after 2000 will remain at 682,000 tons (Dyck,
Childs, Ackerman, Skully, and Hanson, Agricultural Outlook,
April 1999, pages 13-16).
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also be considered the markup. Japan’s use of the SBS
for rice has risen from 3 percent of rice imports in
1995 to almost 20 percent in 1998.

The Food Agency also imports most of the wheat and
barley under Japan’s tariff-rate quotas (TRQ’s) for
those commodities. Japan does not apply an in-quota
tariff to imports of wheat or barley, but the Food
Agency applies a markup of up to 53 yen per kilo-
gram to wheat imports, which will be reduced by 1.3
yen per kilo annually through 2000, and up to 34 yen
per kilogram for imports of barley, to be reduced by
0.9 yen per kilo annually through 2000. Private firms
are free to import barley and wheat at extremely high
tariff levels above the quotas. Import data show few
imports outside the quotas.!”

Imports are important to Japan’s wheat consumption,
but less important to barley and rice consumption.
Wheat imports averaged 98 percent of Japan’s wheat
consumption, 48 percent of Japan’s barley consump-
tion, and only 4 percent of Japan’s rice consumption
from 1994 through 1997. Japan held an 8-percent
share of world barley imports from 1993 through
1997, but only 5 percent of world rice and wheat
imports for the same period.

The Food Agency does not control the domestic mar-
keting of rice. The Ministry of Agriculture and
Foreign Affairs announces annual procurement prices
for farmers’ rice, but rice is marketed to consumers
through thousands of retail stores. The Food Agency
does control the pricing and marketing of domestic
wheat and barley. In May 1998, the Food Agency
announced several changes to its wheat and barley
policies to be implemented in the 2000 to 2002 crop
years. The Food Agency will allow private firms to
purchase domestically produced wheat, and intro-
duced an SBS for imported wheat and barley for feed
use.

Until September 1998, Indonesia’s Badan Urusan
Logistik (BULOG) would have been classed as
between a Type III and a Type IV STE. The
Indonesian Government granted exclusive authority to
BULOG in the 1960’s to import rice, wheat, wheat

17The Food Agency announced on June 7, 1999, that it
would introduce an SBS tender system for wheat for feed and
barley for feed in the April 1999/March 2000 Japan fiscal
year. The 1999/2000 SBS import tenders will cover 80,000
tons of wheat and 360,000 tons of barley.
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flour, soybeans, and sugar and to export rice. BULOG
licensed private firms to act as its agents and, in 1998,
conducted public tenders for wheat imports. Indonesia
applied very low tariffs to imports of agricultural
commodities, but was able to control imports through
BULOG’s exclusive control. Indonesia agreed in the
Uruguay Round to establish a TRQ for rice of 70,000
metric tons with an over-quota tariff bound at 160
percent in 2004. From 1994 through 1997, Indonesia’s
shares of global rice, soybean, sugar, and wheat
imports averaged 12, 2, 2, and 4 percent, respectively.

BULOG did not have a monopoly in the domestic rice
market, but stabilized domestic rice prices by procur-
ing some domestically produced rice (less than 10
percent) for government stocks and selling them in the
domestic market or for export. BULOG also owned
grain storage facilities and controlled the milling or
processing and retail of other commodities through
the licensing of approved firms. BULOG’s manage-
ment of the processing and sales of imported com-
modities went hand-in-hand with government price
controls on wheat, wheat flour, sugar, soybeans, and
garlic.

In September 1998, however, the Government of
Indonesia terminated BULOG’s exclusive authorities
over imports and exports and ended price subsidies
for wheat, wheat flour, sugar, soybeans, and garlic.
BULOG continued to import rice in September 1998,
but, instead of choosing its own suppliers, conducted
its first public tender for imports. Despite the termina-
tion of its exclusive trading authorities, BULOG con-
tinues to manage the stocks it accumulated prior to
September 1998, and continues to import rice as need-
ed to stabilize prices. The private sector has begun to
import sugar, wheat, and other commodities previous-
ly controlled by BULOG. It is not clear what
BULOG’s role will be in the future.

Prior to 1998, CONASUPO would be considered a
Type Il STE for milk powder since it was Mexico’s
designated importer of milk powder. CONASUPO
used the markups it obtained from selling the import-
ed milk powder to private firms to finance the
Government’s other operations, including the process-
ing and distribution of milk powder to low-income
populations. After the Mexican Government estab-
lished TRQs under the North American Free Trade
Agreement and Uruguay Round Agreement on
Agriculture, it continued to award almost all import
licenses for milk powder to CONASUPO. Mexico’s
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imports of milk powder averaged 31 percent of world
trade from 1994 through 1997.

In 1998, CONASUPQO’s monopoly ended when the
Mexican Government issued import licenses equal to
about 20 percent of Mexico’s milk powder imports to
a multinational firm for its dairy product processing
plant in the State of Chiapas. CONASUPO was the
largest single milk powder importer in the world until
March 31, 1999, when the Mexican Government
closed its doors. In July 1999, the Mexican Govern-
ment began conducting auctions of import licenses to
private sector importers. CONASUPQ’s sister agency,
LICONSA, will import milk powder for the
Government’s social programs.

The Republic of South Korea's Livestock Products
Marketing Organization (LPMO) had not had monop-
oly control of Korea’s beef imports since the early
1990’s. The LPMO became Korea’s exclusive beef
importer and enforcer of its import restrictions in
1988. In the following years, the Korean Government
agreed to reduce its protection for beef producers by
increasing beef imports and allowing the private sec-
tor to import increasing quantities of beef through
special industry groups (Super Groups). The LPMO
share of Korea’s beef import quota averaged about 80
percent from 1993 through 1995, but was reduced to
40 percent in 1998. The LPMO will be phased out as
an importer in 2001. However, the LPMO was the
largest Korean beef importer in 1998 when the private
sector allocation of the import quota was not filled.

Some critics of the LPMO argue that the organization
continues to control all imports of beef, despite TRQ
allocations to specific industry groups through the
SBS import system.!8 If true, this would imply that
the LPMO would be classed as a Type Il importer.
Otherwise, the LPMO would be classed as a Type |
STE. Korea is an important beef importer, accounting

18The United States filed a complaint with the WTO against
Korea’s beef import regime on February 1, 1999. The com-
plaint alleges that Korea discriminates against imported beef
by confining imported beef sales to specialized stores and by
limiting the display of imported beef. The United States also
alleges that Korea imposes a markup on sales of imported
beef, limits import authority to certain Super Groups (industry
organizations) and the LPMO, and provides domestic support
to the cattle industry in amounts that cause Korea to exceed its
aggregate measure of support as reflected in Korea’s WTO
schedule (WT/DS161/1). Australia also will ask the WTO to
establish a dispute settlement panel to examine its complaint
over import restrictions on beef exports to South Korea.
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for 3 percent of world imports of beef and veal on
average from 1994 through 1998.

Characterizing China’s State Trading of Grains

Since 1978, China has dismantled many of the large
foreign trade enterprises that were directed by the
national government. Despite massive reforms
throughout its economy, however, China maintained
its state control of basic agricultural products, particu-
larly grains. Prior to rural reform in 1978, China’s
specific agricultural policy goals were to “produce
ample and cheap food for urban residents and to
export farm products as planned to earn hard currency
for imports of advanced technology and equipment to
develop industries in urban areas” (Tuan and Ke,
1998). Over time, China’s national government shift-
ed its policy objectives to long-term food security and
self-sufficiency in agriculture. Recently, China’s
national government shifted its food policy objectives
to domestic price stability.

China’s state control of grain markets qualifies China
as a Type IV state trader in those commodities, but no
one government agency controls all aspects of domes-
tic marketing and trade.!® In the domestic market, the
Chinese Government controls domestic production,
procurement, storage, transportation, milling, and
sales of grain to urban residents and the military.
Central and Provincial governments set purchase
prices for wheat, rice, and corn procurement quotas.

Each year, government-owned and managed grain
bureaus, which are located within each administrative
unit (province, prefecture, or county) organize grain
supply and use tables to determine grain availability
and needs for each administrative unit. These tables
signal whether grain is in surplus, balance, or deficit.
For administrative units with surplus, the grain bureau
fixes the amount of grain to be purchased from farm-
ers at the fixed quota price (about 10 percent of total
grain production). The Grain Bureau also purchases
an additional 10 percent of each unit’s production at
above-quota prices for storage and planned distribu-
tion. Grain is transferred from surplus to deficit areas,
first from surplus counties within a Province (if appli-
cable) and then from other Provinces.

19The description of China’s state control over grain market-
ing is summarized from F.W. Crook, S. Langley, F.C. Tuan,
and H. Colby, “State Trading and Management of Grain
Marketing in China,” Agricultural Outlook, U.S. Dept. Agr.,
Econ. Res. Serv., June-July 1999, pp. 27-30.
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The national government determines import needs and
export opportunities. To plan imports and exports of
grains, the State Planning and Development
Commission (SPDC) consults with the State Council,;
the Ministry of Foreign Trade and Economic
Development (MOFTEC); the Ministries of
Agriculture, Internal Trade (Commerce); Foreign
Trade; and the Administration for Grain Reserves
(SAGR), an arm of the State Planning and
Development Commission. The SPDC passes the
import and export plans to MOFTEC, which delegates
the trading process to China’s National Cereals, Oil
and Foodstuffs Import and Export Corporation
(COFCO).

MOFTEC orders COFCO to import specified quanti-
ties of grain and transfer the imported grain to the
grain bureaus at government-fixed import prices.
MOFTEC also orders COFCO to export specified
quantities of grain from specific provinces.29 Both
import and export transfer prices are based on the
domestic government’s procurement prices.

20Prior to 1989, COFCO had exclusive authority to export
and import grains for the central government and exercised
autonomy in the logistics and pricing of traded commaodities.
COFCO also maintained branches throughout China to carry
out its marketing activities. After 1992, some of the Provincial
governments began to direct their Provincial branches of
COFCO to import grains. As provincial COFCOs began to
compete with the central COFCO, tensions arose. In 1998,
China’s central government sought increased control of its
grain production and marketing operations and has allowed
only the central COFCO to trade.
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COFCO exports corn and rice and imports wheat and
rice.2! China is a large but erratic trader in world
markets, controlling an average of 6 and 21 percent,
respectively, of world rice and corn exports from 1994
through 1998. China also accounts for an average of
6, 10, and 4 percent, respectively, of world wheat,
barley, and rice imports.

China’s state control of domestic marketing and trade
is strongest for grains. COFCO once was the sole
agent for imports of soybeans and soybean products.
In 1997, however, China’s leaders broke up COFCQO’s
monopoly and allowed four other companies to import
soybean oil within the import quotas announced by
the national government. China’s national government
does not control the domestic soybean market,
although individual Provincial governments have
restricted the movement of soybeans from one
Province to another. Thus, China’s state control of
soybeans and soybean products would be classed
more as a Type III than as a Type IV STE.

COFCQO’s role as import and export agent for the
Chinese Government’s grain and oilseed imports rep-
resents only a small part of its commercial activities.
COFCO, a diversified conglomerate, also has invest-
ments in hotels, food processing, and other industries.

2l1n March 1999, China’s central government allowed the

Jilin Province to set up its own export company to export corn
from Jilin and possibly other Provinces. The Chinese
Government will cap exports even once the company is estab-
lished since China’s high domestic corn prices require the
Government to subsidize exports.
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V1. Future Research Directions

This report is only a primer on the subject of state
trading in agriculture. Clearly, several activities need
further investigating. For one, considerable ambiguity
still exists on the definition of a state trading enter-
prise. The 1994 Uruguay Round Agreement
(Understanding on Article XVII) does not clearly
define “governmental enterprise” nor elaborate on the
interpretation of “exclusive or special privileges.” It
is also not clear whether these parastatal enterprises
must make purchases or sales to qualify as an STE.
Clarifying the ambiguities in the WTO definition of
STEs would improve international reporting.

Moreover, this report provides information on a limit-
ed set of STEs that operate in agricultural markets.
We would better understand how STEs influence mar-
kets if more information were available. Hence, a
comprehensive inventory of STEs, including those
which have not been reported to the WTO, needs to
be built.

Economic Research Service/USDA

Our study points out that attempts to assess empirical-
ly the quantitative impacts of such entities on interna-
tional agricultural trade have just begun. Progress has
been slow because of the proprietary nature of the
information required. Moreover, given that STEs are
typically just one element of a web of agricultural
policies designed to achieve a multitude of objectives,
data limitations may make it difficult to isolate the
trade impacts exclusive to the state trader if other dis-
tortionary forces are in existence. However, tariff and
subsidy equivalents for STEs that are important to
agricultural trade should be calculated.

Finally, STEs should be classified in terms of their
ability to distort trade. Modifications to the existing
classification scheme should be considered if empiri-
cal evidence supports the need for changes.
Combining these activities with the knowledge of the
institutional facets of individual STEs will best allow
us to understand the economics of state trading.
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Appendix A: STEs in the GATT

In 1947, GATT negotiators recognized that STEs
could distort trade flows the same way that govern-
ment policies regulating commercial trade affect
trade. GATT Article XVII acknowledges STEs as
legitimate participants in international trade, but
requires that STEs not discriminate among importers
or exporters and that they adhere to commercial con-
siderations when they make purchases or sales.

GATT rules on import and export restrictions also reg-
ulate trade by STEs. An interpretative note to GATT
Article XI, which prohibits countries from restricting
exports or imports, applies the rule to restrictions
made effective through state trading operations.
GATT Article 11:4 explicitly provides that an import
monopoly not operate in such a way that it affords
protection on the average in excess of the country’s
bound tariff rate (Davey, 1998, pp. 27-28). Article 11:4
is strengthened by a reference to the Havana Charter,
which requires that an import monopoly import and
offer for sale “such quantities of the product as will be
sufficient to satisfy the full domestic demand for the
imported product....” (Havana Charter for an
International Trade Organization, September 1948).

The Uruguay Round Agreement on Agriculture
(URAA) eliminated many of agriculture’s exemptions
from GATT rules. Prior to the URAA, countries could
impose restrictions on imports and exports of agricul-
tural products to support domestic policy objectives.
Agriculture was exempt from GATT rules
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that made export subsidies illegal. The URAA applied
prohibitions on nontariff import restrictions to agricul-
tural state traders. Countries also agreed to consider
the effect of export restrictions on importing coun-
tries’ food security and to notify the WTO of potential
export restrictions for agricultural products.

The nature of STEs creates the possibility for the pro-
vision of an export subsidy (Horlick and Mowry,
1998, p. 101). If the government or an agency of the
government operates or controls the procurement and
the sale of the product, it would be ideally placed to
support producers by subsidizing exports over domes-
tic sales. The URAA substantively restricted coun-
tries’ use of export subsidies in agricultural trade, but
did not link the export-marketing practices of STEs to
those disciplines. Countries notified the GATT of their
agricultural subsidies contingent on export perform-
ance, including direct cash or in-kind export subsidies,
sales or disposal of noncommercial stocks at a price
lower than the domestic market price, and subsidies
financed by producer levies. Subsidized sales by agri-
cultural STEs were included in some countries’ export
subsidy notifications.

However, some of the export marketing practices of
agricultural STEs are not defined as export subsidies
in the Uruguay Round Agricultural Agreement, but
could allow countries to circumvent their export sub-
sidy commitments. Without more substantive GATT
rules on the marketing practices of STEs, the com-
plainant country currently has little recourse in coun-
tering their adverse trade effects.
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Appendix B: STEs Reported to the WTO
in 1995 and 1996

The following information represents individual coun-
tries’ notifications of their STEs to the WTO in 1995
and 1996. Countries are required to report their STEs
to the WTO’s Council for Trade on Goods under
Article XVII once every 3 years on the basis of a

questionnaire that was adopted in 1960 and revised in
1998. Some countries told the WTO that they had no
agricultural STEs, and others did not send in reports.

Some of the STEs reported to the WTO have been
dismantled or their responsibilities have been changed
since the 1995 reporting period. Countries are expect-
ed to report these changes to the WTO.

Australia:

Australian Dairy Corporation

Australian Dried Fruits Board
Australian Honey Bureau

Australian Horticultural Corporation
Meat and Livestock Australia

Australian Wheat Board

Australian Wine and Brandy Corporation
Australia-Wool International

New South Wales Rice Marketing Board
Queensland Sugar Corporation
Australian Barley Board

Grain Pool
New South Wales Grain Board

Barbados:
Barbados Agricultural Development Corporation

Barbados Dairy Industries, Ltd.

Canada:
Canadian Dairy Commission

Canadian Wheat Board
Provincial Liquor Control Authorities

Chile:
Comercializadora de Trigo, S.A. (COTRISA)

Colombia:
Departmental liquor monopolies

Cyprus:

Cyprus Potato Marketing Board

Cyprus Carrot and Beetroot Marketing Board
Cyprus Milk Industry Organization

Olive Products Marketing Board
Vine Products Commission

Exporter of some butter, cheese, milk powder, milk fat
Promotion board

Promotion board; issues export licenses

Promotion board

Promotion board; issues export licenses

Exclusive exporter of wheat

Promotion board; issues export licenses

Promotion board

Exclusive exporter of NSW rice

Exclusive exporter of Queensland raw sugar
Exclusive exporter of barley grown in South Australia
and Victoria

Exporter of grains

Exporter of grains

Exclusive importer of poultry parts, onions, and
refined and raw sugar
Exclusive importer of dairy products

Exports some butter, evaporated milk, and milk
powder; imports butter

Exclusive exporter of Western Canadian wheat and
barley

Some import and export beer and wine

Purchases small amounts of domestically produced
wheat, but does not export or import

Import wine and liquors

Exports potatoes

Exports carrots and beetroot

Issues production quotas to domestic producers; no
trade activities

Exports and imports olive oil

Exports raisins and raw grape alcohol
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Czech Republic:
State Fund for Market Regulation in Agriculture

European Union:
Tobacco monopolies in Austria and Italy

Iceland:
State Alcohol and Tobacco Monopoly

India:
Food Corporation of India

Indonesia:
Badan Urusan Logistik (BULOG)

Israel:

Groundnuts Production and Marketing Board
Production and Marketing Board of Ornamental Plants
Fruit Board of Israel

Vegetable Production and Marketing Board

Egg and Poultry Board

Jamaica:

The Cocoa Industry Board
The Coconut Industry Board
The Coffee Industry Board
Banana Board

Sugar Industry Board

Japan:
Agriculture and Livestock Industries Corporation
Japan Tobacco, Incorporated

The Food Agency

Republic of South Korea:
Agricultural and Fishery Marketing Corporation

Cheju Citrus Growers Cooperative
Ministry of Agriculture, Forestry and Fisheries
Livestock Products Marketing Organization

Exports butter, sugar, barley malt, grains, milk powder
pork, potato starch, potatoes, cheese, sugar, and beef

Exports and imports beer, wine, and liquor; imports
tobacco

Exports onions, gum karaya, and Niger seeds; depend
ing on the year, imports rice and wheat

Exclusive importer of wheat, flour, soybeans, sugar,
and garlic (until 1998); exclusive importer and
exporter of rice (until 1998)

Exports groundnuts

Exports ornamental plants
Exports noncitrus fruits

Exports vegetables

Exports eggs and poultry products

Arranges for exports of cocoa
Regulates exports of coconut
Exports coffee

Exports bananas

Issues export licenses

Imports dairy products (butter, butter oil, condensed
milk, milk powder, whey) for specific uses; imports
raw silk
Monopoly on tobacco production; imports and exports
leaf tobacco
Exclusive importer of wheat (food), barley, rice and
their simple worked products (flour, groats, pellets,
malt)

Imports beans, buckwheat, garlic, genus capsicum (red
pepper), ginger, groundnuts, onions, potatoes, sesame
seeds, and soybeans (food use)

Imports and exports citrus fruits

Exclusive importer of malting barley and rice

Imports beef
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National Ginseng Cooperative Federation
National Livestock Cooperatives Organization
Raw Silk Exporters Association

Malaysia:
Padiberas Nasional Berhad (Bernas)

Malta:
Medigrain, Ltd.

Mauritius:
Agricultural Marketing Board

State Trading Corporation
Tobacco Board

Tea Board

Morocco:
National Tea and Sugar Board
Tobacco Board

Namibia:
Namibian Agronomic Board

Meat Board of Namibia
Karakul Board

New Zealand:
New Zealand Apple and Pear Marketing Board
New Zealand Dairy Board

New Zealand Game Industry Board
New Zealand Kiwifruit Marketing Board
New Zealand Meat Producers Board
New Zealand Wool Board

Hops Marketing Committee

Raspberry Marketing Council

Norway:
Norwegian Grain Corporation

Philippines:
The National Food Authority

Poland:
Agricultural Marketing Authority

Exports ginseng
Imports honey
Imports raw silk

Exclusive importer of rice

Imports wheat, corn, and barley

Exclusive importer and distributor of potatoes,
onions, garlic, corn, turmeric, and cardamoms
Exclusive importer of certain types of rice

Exclusive purchaser of domestically produced leaf
tobacco; grants permission to manufacturers to import
tobacco

Issues export and import licenses

Imports sugar and tea
Exclusive importer of tobacco and cigarettes

Issues import and export licenses for corn, wheat, and
sunflowerseed

Issues export and import licenses for meat and live-
stock

Exports karakul pelts

Exclusive exporter of NZ apples and pears

Exclusive exporter of NZ butter, cheese, milk powder,
and other dairy products

Promotion board

Exclusive exporter of NZ kiwifruit

Issues export licenses; promotion board

Issues export licenses; promotion board

Exclusive exporter of NZ hops

Exclusive exporter of NZ raspberries

Imports grains and feedstuffs (oats, flour, wheat)

Sole importer and exporter of rice; authorized to
import and export corn

Depending on the year, imports and/or exports butter,
wheat, rye, potato starch, milk powder, and pork
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Slovakia:

State Fund for Market Regulation in Agriculture

Slovenia:
Commodity Reserves

South Africa (all boards were dismantled in 1997):

Maize Board

Meat Board

Wool Board

Oilseeds Board

Unifruco for the Deciduous Fruit Board
Dried Fruit Board

Cotton Board

Lucerne Seed Board

Outspan International on behalf of the Citrus Board

Milk Board
Sorghum Board

Switzerland:
Federal Office of Agriculture
Swiss Butter Supply Board

Thailand:
Public Warehouse Organization

Thailand Tobacco Monopoly

Tunisia:
Grain Board

National Edible Oils Board

Tunisian Trade Board
Tunisia National Tobacco and Matches Agency

Turkey:
Turkish Soil Product Office

Turkish State Monopoly

United States:
Commodity Credit Corporation

Depending on the year, imports butter, sunflowerseed
or oil, milk powder, grains, starches, poultry, eggs,
beef, potatoes, barley malt, pork, sugar, and cheese

Imports raw and refined sugar, and wheat

Imports bread flour and durum wheat meal
Imports butter

Allocates tariff-rate quota for seed potatoes and sells
domestically produced tea to importers
Exclusive importer of tobacco

Exclusive importer of barley, corn, and wheat (com-
mon and durum)

Exclusive importer of seed oil and exporter of olive
oil

Exclusive importer of coffee and tea

Exclusive importer of tobacco and cigarettes

Imports and exports barley and wheat (common and
durum)
Exclusive importer and exporter of beer, wines, and
liquors

Exports some butter and milk powder (through 1995)
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Appendix C: Complexities in Analyzing
State Trading Practices

The tariff/subsidy equivalent approach that has been
proposed to analyze the distortionary impacts of STEs
is relatively simple. It transforms the entire set of
policies and activities associated with state trading
into one easily understood summary measure that can
be compared over time, and across commodities, poli-
cies, and countries. But is the analytical framework
completely adequate for addressing the economic con-
cerns associated with state trading?

A primary concern with state trading enterprises is
their ability to distort trade by cross-subsidizing
across markets. Does the tariff/subsidy equivalent
approach capture this potential to distort trade? The
answer is yes, if the tariff/subsidy equivalents are
measured in two or more markets rather than in a sin-
gle market. Hence, cross-subsidization between the
internal and external markets could be measured as
higher protection (tariff equivalents) in the domestic
market and greater subsidization (export subsidy
equivalents) in foreign markets. The same would be
true for cross-subsidization across commaodities.
Tariff/subsidy equivalents could be measured in dif-
ferent markets.22

Price pooling, where the final price paid to producers
is a blended price based on the net revenue from all
sales in the foreign and domestic markets, is often
cited as another STE activity that distorts trade. Is the
impact of price pooling reflected in the tarift/subsidy
equivalent? We believe that it is because the analytical
issue is no different from cross-subsidization across
markets or products. Where the analysis becomes
more complex is in cases of price pooling across time
(between years). In this situation, the tariff equivalent
should be calculated over the length of time in which
the policy is applicable. Pooling across time may
affect stocks and hence trade. But even here, it is dif-
ficult to argue that pooling has an unequivocal effect
on the volume of trade.

Does the price gap capture the competitive advantage
that STEs might secure from governmental associa-
tion? Tax benefits, transport subsidies, and preferen-

22This section draws heavily on Dixit and Josling’s State
Trading in Agriculture: An Analytical Framework,
International Agricultural Trade Research Consortium
Working Paper No. 97-4, July 1997.
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tial exchange rates are some of the provisions that are
most often cited. If we assume that the objective of
the STE is to maximize profits with price as the deci-
sion rule, then conceptually these facilities do not
pose any problems for the analytical framework.
Clearly, if the STE sets prices to maximize its profits
taking into account the effects of these provisions,
then the price gap will capture provisions that facili-
tate STE activities. However, if profit maximization
is not the goal or if there are cases where the tariff
equivalent does not capture the effects of certain spe-
cial privileges, then it will be necessary to calculate
the tariff or subsidy equivalents of the policy and
come up with alternative measures such as producer
and consumer subsidy equivalents (OECD, 1987).
Input subsidies, or policies that are defined as part of
WTO internal support disciplines, may fall in this
category.

The use of so-called “hidden” or implicit subsidies
associated with certain STE activities has played an
important role in the debate on STEs. To the extent
that these are not reflected in either domestic or trade
prices, it could suggest that the tariff/subsidy equiva-
lent does not adequately represent the trade impacts of
STEs. For instance, it may be difficult to quantify the
benefits for STEs in making long-term agreements
with other public enterprises or governments. But
such cases are likely to be few and far between, and
the concerns relate not necessarily to the appropriate-
ness of the analytical framework but rather to the
availability of data about these activities.

The proposed tarift/subsidy equivalent approach
measures the effect on prices and quantities traded by
comparing the behavior of STEs against competitive
standards. Some would argue that this is not an ade-
quate description of agricultural markets and it may
be inappropriate to assume that these markets would
behave competitively in the absence of state trading.
Under these circumstances, they argue, the estimation
procedure will overestimate the subsidy equivalent
unless the removal of the state trading activity will
also change the structure of the market in question to
a perfectly competitive one (Veeman, Fulton, and
Larue, 1999). This suggests that our approach pro-
vides a more accurate representation of the benefits of
deregulating state trading activities in cases where
market concentration is minimal.

The tariff/subsidy equivalent approach is designed
exclusively to capture the overall trade effects of STE
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activities. It represents a summary measure of the
impacts of a multitude of objectives and activities,
and does not allow a one-to-one mapping between
objectives/activities and the trade impacts. But, we
know that state traders may pursue several
activities/objectives. For instance, some STEs have
been established to ensure price stability in the
domestic economy. Others may have been created to
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help implement health and sanitary guidelines, facili-
tate acquisition of rents for the government, or expe-
dite political mandates. The tariff/subsidy equivalent
approach cannot isolate the impacts of such specific

activities. Hence, alternative approaches would have
to be developed to measure the trade impacts of indi-
vidual objectives or activities.
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