i

Policy Brief 7

The Development Dimension of the
Agriculture Negotiations
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Executive Summary

In view of the role of agriculture in the social and economic development of
developing countries and their experience implementing rules and liberaliza-
tion commitments related to agricultural trade, the need to redefine the boun-
daries of the development dimension in multilateral rules governing agricultu-
ral trade has emerged.

Many developing countries view their development prospects adversely
affected by multilateral negotiations on agriculture and their outcomes. This
belief is rooted in the perception that these have resulted in painful conces-
sions for developing countries while at the same time, not effectively advan-
cing agriculture reform towards a fairer and more equitable global trading
system.

This Policy Brief identifies the development concern underlying in propo-
sals and positions presented by developing countries in the WITO negotia-
tions. These would have to be addressed, as a result of the ongoing Doha
Round, in order to advance agriculture reform towards a more fair and equi-
table global trading system.
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developing countries had implementing rules
and liberalization commitments related to agri-
cultural trade, the need to mainstream develop-
ment concerns into WTO Rules has emerged and
the enhancement of Special and Differential
Treatment (SDT) provisions has been suggested.

A.The importance of the agricultural sector
in developing countries.

Agriculture plays a central role in the well-
being of developing countries’” economies and
their people. In the developing world, an aver-
age of 50 per cent of people make their living
from farming and agriculture, and in some
countries, this figure rises to over 80 per cent.

There is an intimate relationship between
poverty and agriculture. Three quarters of the
1.2 billion people who live on less than a dollar
a day, work and live in rural areas. Repeated
studies have shown that agriculture is key in
the fight against poverty and must therefore
play a central role in achieving the Millennium
Development Goals.

Agriculture is key to future poverty reduc-
tion. Growth in the agricultural sector has a sin-
gularly more powerful impact on poverty re-
duction than any other economic sector.! A one
per cent growth in agricultural productivity re-
duces the number of people living on less than
a US$1 a day by up to 1.2 per cent.2

B. Special and Differential Treatment in the
current rules related to agriculture.

The WTO legal system recognizes the need for
differentiating commitments undertaken by de-
veloping and developed countries. Conceptually,
the rationale for SDT is the asymmetry in eco-
nomic power that results in unequal gains from
the trading system. In accordance with a six-fold
typology developed by the WTO Secretariat,® the
three legal instruments pertaining to agricultural
trade contain the following provisions:

In this respect, the Marrakesh Decision has not
led to specific actions, technical assistance provi-
sions were limited to best endeavour clauses and
flexibility of rules was limited to longer imple-
mentation periods. Hence, these provisions have
been ineffective in terms of enhancing the capacity
of developing countries to appropriate develop-
ment gains from liberalization.

C. The disbelief of developing countries in the
gains expected from multilateral liberaliza-
tion of agricultural trade.

The WTO Agreement on Agriculture (AoA) was
negotiated in the Uruguay Round (1986-94) and
included specific commitments to improve market
access and reduce trade-distorting subsidies in
agriculture. The long-term objective of this reform
process is establishing a fair and market-oriented
agricultural trading system. The preamble of the
AoA also mentions that these negotiations aim at

Agreement on Agriculture

Marrakesh Decision on Measures Con-
cerning the Possible Negative Effects of
the Reform Programme on Least-
Developed and Net Food-Importing
Developing Countries

Agreement on Sanitary and Phyto-
Sanitary Measures

Provisions aimed at increasing trade opportuni-
ties for developing countries

Provisions under which WTO Members
should safeguard the interests of
developing country Members

Provisions under which WTO Members
should safeguard the interests of
developing country Members

Transitional time periods

Technical assistance

Transitional time periods

Flexibility of commitments, of action, and use
of policy instruments

Technical assistance

Provisions relating to measures to Least -
developed Country Members
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correcting and preventing restrictions and distor-
tions in world agricultural markets by strengthen-
ing and rendering more operationally effective
GATT rules and disciplines on agriculture sup-
port and protection and substantially reducing
agricultural support. Negotiations for continuing
the reform process initiated with the Uruguay
Round began in 2000.

The 2001 Ministerial Conference in Doha,
Qatar incorporated these talks into the broader
negotiating agenda of the ongoing Round. The
Doha Ministerial Declaration broadly reflected
the concerns of developing countries stating:
“SDT for developing countries shall be an integral
part of all elements of the negotiations so as to be op-
erationally effective and enable developing countries to
effectively take account of their needs, including food
security and rural development”.

In spite of these objectives, many developing
countries view their development prospects ad-
versely affected by multilateral negotiations on
agriculture and their outcomes. Their experience
with trade liberalization during the last decade
has shown that these have led to renouncing to
policy tools that can foster development while not
redressing imbalances that allow for massive sub-
sidization and protection of agriculture in major
developed countries.

Developed countries have faced less pressure
to open their markets. In fact, WTO rules have
not prevented developed countries from resorting
to trade-distorting domestic support and export
subsidies. On the other hand, developing coun-
tries (who mainly rely on tariffs and border mea-
sures to protect and support their agriculture)
have been encouraged to open their markets and
reduce their trade barriers to the entry of agri-
cultural products (as a result of ongoing trade
negotiations, as well as due to policy advice from
donors and international organizations). The mis-
guided notion that further agricultural trade libe-
ralization is appropriate and beneficial for all
countries is the basis for much of this pressure.

Many developing countries that expected agri-
culture sector gains, given their relative resource
endowments and export opportunities, have seen
their exports as a share of total world agricultural
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trade decrease, their agricultural imports in-
crease and their agricultural trade balances de-
cline after the Uruguay Round. The trend to-
wards a widening agricultural trade deficit is
more pronounced for the Least-Developed
Countries (LDCs). The LDCs became net impor-
ters of agricultural products in the mid-1980s
and by the end of the 1990s, imports were more
than twice as high as exports.

According to Food and Agriculture Organi-
zation (FAO),5 there is room to question whe-
ther liberalization of trade in agricultural pro-
ducts should be a key component of trade poli-
cy reform in countries with underdeveloped
agricultural sectors in the context of existing
market failures. For the Carnegie Endowment
for International Peace,® agriculture liberalisa-
tion will not benefit developing countries that
are net food importers, those that may lose rela-
tive advantages they now enjoy under special
preference programs and developing countries
that have widespread small-scale farming that
is often uncompetitive and suffers from low
productivity. In these cases, unskilled rural la-
bour cannot be easily and quickly absorbed by
other sectors, there will be a higher cost of ad-
justment (derived from liberalization) in par-
ticular in the case of less diversified economies.
Because of these reasons, liberalisation of these
countries” agricultural sectors can lead to sig-
nificant net losses - with the burden falling
heaviest on the poorest sections of their popula-
tions.

The arguments mentioned before suggest
that agriculture export expansion alone does
not necessarily provide a viable option for po-
verty reduction in all developing countries. In
this context, most developing countries do not
see export expansion as an end in itself but ra-
ther a means to achieve human development, if
it contributes to raising the standards of living
and to ensuring full and adequately remunera-
ted employment. Mainstreaming development
concerns in the WTO rules is a way of meeting
these expectations.
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III. What are the issues in the context of
the agriculture negotiations that de-
veloping countries consider critical
for their development?

In the ongoing WTO agriculture negotiations,
developing countries have identified several
issues of their interest and concern, which could
incorporate new elements to a development di-
mension to multilateral rules affecting agri-
cultural trade.

A. Market access pillar

The underlying development concern under
this pillar is related to the belief that indiscrimi-
nate trade liberalization in agriculture nega-
tively affects food security in developing coun-
tries and destroys the livelihood of the rural
poor, increasing poverty and inequality in the
developing world. In this context, the flexibil-
ities proposed seek to address concerns related
to food security and livelihood security and ru-
ral development, in accordance with the Doha
Ministerial Declaration.

« Lower tariff reductions, less tariff-rate
quota expansion and longer implementa-
tion periods.

In accordance with the SDT principle and WTO
practice, developing countries are expected to
contribute differently than developed countries
by means of lower tariff reductions and longer
implementation periods. In the context of ongo-
ing discussions, the outcome of the negotiations
should reflect this principle in the bands of the
tiered formula, in the reduction percentage per
band and in the average tariff reduction, taking
into account the tariff structures, capacity and
development needs of developing countries.

- Flexibility to designate Special Products
(SPs).
Members have already agreed that developing
countries could self-designate an “appropriate
number” of tariff lines, based on criteria of food
security, livelihood security and rural develop-
ment needs. Such provision will allow a more
gradual liberalisation of a limited number of

tariff lines. It is intended to provide developing
countries with a transitional period during which
governments can enable economically vulnerable
producers to adjust to a new market environment,
invest in productivity enhancing technology and
forestall the negative economic and social conse-
quences that might result from large numbers of
such producers being rapidly plunged into pov-
erty.

Few developing countries established Tariff-
Rate Quotas (TRQs) as a result of the Uruguay
Round (UR) and hence, most of them rely on ta-
riffs to protect sensitive sectors, particularly those
characterized by a very large numbers of small
and often mainly subsistence farmers. In the con-
text of further liberalisation of agricultural mar-
kets, SP provisions will be fundamental for devel-
oping countries, in order to take into account their
structural disadvantages, the conditions of vulner-
able sectors and populations and avoid significant
disruptions in the rural areas that could compro-
mise the development prospects of agrarian popu-
lations for years to come.

o Establishment of a “Special Safeguard

Mechanism” (SSM) for developing countries.
Members have already agreed that developing
countries will have the right to have recourse to
an SSM based on import quantity and price trig-
gers.

The SSM was proposed as a short-term mecha-
nism to help developing countries cope with fluc-
tuations in prices and import surges. This is a jus-
tified mechanism because (a) not all developing
countries had access to the mechanism adopted
during the UR to prevent risks of import surges in
sectors where non-tariff measures were elimi-
nated and (b) reduction in tariffs will increase de-
veloping countries” vulnerability to import surges
and abnormally depressed import prices. This
mechanism should be simple and operational for
developing countries to implement.

« Preference erosion.

As a result of MFN liberalization, current duty-
free and quota-free special treatment will be ero-
ded. Some developing countries have undersco-
red that their heavy dependence on unilateral pre-
ferential schemes poses serious challenges for
their development prospects, in particular in
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connection with the diversification of their ex-
ports and strengthening of their competitiveness.
This issue is quite sensitive for LDC and African,
Caribbean and Pacific (ACP) countries and for
products such as bananas sugar, beef, fisheries
and textiles. Proponents of this issue seek to ob-
tain a response that effectively addresses the im-
pact of reform in this area.

These countries have proposed to mitigate
preference erosion through an appropriate tariff
reduction formula, taking advantage of the provi-
sions of sensitive products and delaying the im-
plementation of tariff reduction. It is worth no-
ting however that other developing countries be-
lieve that long-standing preferences and prefe-
rence erosion should not frustrate development
endeavors through MFEN tariff liberalization.

Another underlying concern related to deve-
lopment under this pillar relates to the extent to
which international trade can be used as an ins-
trument to facilitate development. In this context,
many barriers to exports from developing coun-
tries remain. Thus, developing countries have
voiced the following interests and concerns:

o Accelerated market access for tropical prod-

ucts and alternatives to narcotic products.
Some developing countries (Bolivia, Colombia,
Costa Rica, Ecuador, Guatemala, Nicaragua, Pa-
nama and Peru) have underscored that fullest li-
beralization for these products is key for their de-
velopment prospects.

These countries have proposed to achieve this
objective through complete elimination of tariffs
and no tropical product being eligible for desi-
gnation as sensitive. Several ACP countries,
whose bananas and sugar have preferential ac-
cess to the EU, strongly opposed both the inter-
pretation of fullest liberalization and the propo-
sed list of products to be liberalized.

« Sensitive Products.

Members have already agreed on establishing
sensitive products as means to address considera-
tions of sensitivities of a commercial nature,
raised primarily by developed countries. Based
on the provisions on SDT contained in paragraph
39 of the Framework agreement,” developing
countries should be entitled to a larger number of
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sensitive products and more flexible treatment
for such products.

Some developing countries have voiced
concerns for developed countries sheltering
key sectors of export interest for developing
countries using sensitive product designation
given (a) the highly skewed nature of agri-
cultural tariffs in some countries and (b) at-
tempts to improve market access conditions
through assigning country-specific quota enti-
tlements.

Some developing countries have expressed
that, in accordance with SDT provisions, they
should be allowed to backload tariff reduction
commitments on sensitive products or that
they should have an additional timeframe to
implement them.

o Reducing tariff escalation in products of
export interest to developing countries,
namely processed products.

Tariff escalation restricts the export of the hig-
her value, processed product and may prevent
exporters from developing new skills and ex-
panding employment in rural areas. Develo-
ping countries have listed products characteri-
zed by this problem and a formula has been
proposed, in case reduction through the tiered
formula does not address it.

B. Domestic support pillar

In this pillar, the underlying development con-
cern relates to unfair competition, faced by de-
veloping countries, in local and third country
markets because of farm support policies from
developed countries. Policies aimed at main-
taining domestic prices above world prices
have resulted in surpluses that were needed to
dispose of onto world markets. Other farm sup-
port programmes have insulated developed
country farmers from world price signals and
artificially encouraged production resulting in
price suppression in world markets.

Changes to trade rules affecting agricultural

trade should not promote continued trade dis-
tortions in developed countries. In this sense,
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developing countries” positions have advocated
for:

Significant cuts in Overall Trade-Distorting
Supports (OTDS), to ensure that percentage
reduction agreed for OTDS will have a real
effect on reducing the total of the non-green
support. Studies have clearly demonstrated
that the US offer of a 53 per cent would be
equivalent to a nominal cut.

Tightening disciplines and criteria for Am-
ber Box: in order to avoid “box shifting” and
to establish product-specific caps to minimi-
zing the potential concentration of support in
few commodities. The July 2004 decision lea-
ding to relax Blue Box disciplines (expanding
its scope beyond production-limiting pro-
grammes) are a source or particular concern
in this respect.

A review and tightening of Green Box crite-
ria, to prevent its abuse and ensure that it tru-
ly encompasses only non-or minimally trade
distorting support. A recent study conducted
by UNCTAD-India® revealed that Green Box
subsidies do have significant distortive effects
on trade and production.

In addition, developing countries have also
advocated for SDT provisions in this pillar
that allow the use of policies that promote
growth and development in developing

countries, based on (a) their development sta-
tus, (b) the important role of the agricultural
sector in economic transformation and (c) the
limited extent to which their treasuries can
support their farmers, as compared with those
of rich industrialized countries.

C. Export Competition pillar

Developing countries” underlying concern under
this pillar is to achieve less distorted competition
in domestic and export markets. In this sense
they have called for an end to export subsidies
and measures with equivalent effects, provided
by developed countries. Under this pillar, deve-
loping countries have also called for:

« Appropriate provisions for LDCs and net-
food importing developing countries.

« Exempting state trading enterprises in develo-
ping countries (aiming to preserve domestic
consumer price stability and ensuring food
security) from application of any new discipli-
nes.

Box 1

Interests and concerns of cotton-producing countries. The problem of cotton subsidies and the harm
they cause to developing countries have become a symbol of the inequities of global trade rules, and a
litmus test of whether Doha negotiations will produce results for developing countries. Seeking a rule-
based solution to the cotton crisis that impoverished their countries, Benin, Burkina Faso, Chad and Mali
(C-4) submitted the sectoral initiative on cotton in the WTO in May 2003. The initiative aims at correcting

distortions in the international cotton market by:

¢ Immediate elimination of all forms of export subsidies on cotton;

o A more ambitious phasing-out of all trade-distorting domestic support, limiting Blue Box cotton ex-
penditures to one-third of the general ceiling, implemented in one-third of the normal time-frame;

o Immediate duty free and quota free market access to exports of cotton and its by-products from cot-

ton-dependent developing countries;

o Establishing an emergency support fund for cotton to compensate revenue losses resulting from cot-
ton price depression in international markets and provide technical and financial assistance for the

cotton sector in Africa.
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IV. Conclusions

Many developing countries view multilateral ne-
gotiations on agriculture and their outcomes as ad-
versely affecting their development prospects. This
belief is rooted in the perception that negotiations
have resulted in painful concessions and little
gains for developing countries while at the same
time, perpetuating imbalanced rules in favor of
developed countries.

Evidence suggests that agriculture export ex-
pansion does not necessarily provide for a viable
option for poverty reduction in all developing
countries. In order to advance agriculture reform
towards a fairer and more equitable global trading
system, developing countries have called for
mainstreaming development concerns in multilate-
ral trade rules related to agriculture. Unless the
underlying development concerns are taken on
board, the Doha Round runs the risk of causing
more disbelief in the system than the Uruguay
Round did. An outcome that would incorporate
these concerns would have to:

1. Provide developing countries with enough
flexibility in their market access obligations
related to the tariff reduction formula, given
the fact that these countries rely mainly on
tariffs and border measures to support their
agriculture, as opposed to developed coun-
tries, which can resort to measures under the
two remaining pillars.

2. Enable developing countries to promote the

interests of their small farmers and their deve-
lopment needs related to food security and
rural development through effective SP and
SSM provisions.

3. Address preference erosion
4. Increase market access opportunities for pro-

ducts of export interest to developing coun-
tries, addressing tariff escalation and provi-
ding real TRQ expansion.

5. Achieve significant and real reduction in do-

mestic support from developed countries
through (a) a significant cut of actual OTDS
levels and (b) effectively disciplining Blue,
Amber and Green Box subsidies, including ex-
penditure limits at the product level (c) elimi-

nation of export subsidies.
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