HOW CAN MULTILATERAL GOVERNANCE OF AGRICULTURAL SUBSIDIES
CONTRIBUTE TO SUSTAINABLE DEVELOPMENT?

by Santiago Perry

1. Introduction

Most countries in the world have designed and implemented active agricultural
policies in order to face the problems that have emerged with the development of
their agricultural sector'. Maintaining or increasing the level of income and
purchasing power of rural producers, achieving reasonable levels of food security,
the development of marginal areas, the fight against poverty and backwardness of
the rural areas, the containment of migration to the large cities, and preventing the
degradation of natural resources and the environment, have been the major
concerns of governments, which have led them to intervene with sector-specific
policies for agriculture.

Different types of subsidies and support have formed part of such policies. Some
have been put in place to keep prices of agricultural goods at profitable levels for
producers, others have been designed to facilitate access to inputs and other factors
of production - and/or to make them cheaper -, still others have aspired to improve
and sustain producers’ income in spite of the market or climatic conditions that could
affect them negatively. Some subsidies have also had the specific objective of
increasing exports of agricultural produce.

Over time, the design of agricultural policies has become more complex, budgets
required for their implementation have grown very rapidly and their effect on different
sectors of society has escalated. Furthermore, with the increasing globalisation of the
world economy, the impact on producers, tax-payers, consumers and the
environment of national agricultural policies has not only increased in their country of
origin, but also in many regions and nations across the world. Nowadays, subsidies
granted to farmers in one of the main players in world trade can have a considerable
effect on the income of a large number of producers from different nations, on the
balance of trade of poor countries, or on the environment and the biodiversity of
various regions.

For these reasons conflicts and tensions caused by agricultural policies and
subsidies have been on the increase, creating the need to establish rules that
contribute to reducing their adverse effect. At international level, the centre-stage of
the discussions and efforts made to this end has been the World Trade Organisation
(WTO), in particular the Uruguay Round of GATT, in which the agricultural issue
played a key role during the negotiations. Indeed, agriculture became the Gordian
knot of the entire Round.

! See ABARE (1985, 1988 and 1989); Misién Paz (2001); Perry, Santiago (1990 and 1994) and USDA
(1984), et al, on the evolution and the objectives of the agricultural policies of various countries.



The WTO is not, however, the only international forum in which issues regarding
agricultural policies and their impact on the world population, development and the
environment are discussed. Increasingly, other fora and organisations are host to
discussions taking place on such crucial issues.
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2. The obvious failure of the current trade system

As already mentioned, it was in the former GATT — today the WTO — where the most
ambitious attempts to establish rules for regulating national agricultural policies were
first made. In view of the increasing impact that agricultural subsidies and policies to
protect agriculture were having on producers and the economies of many other
nations, a significant group of countries started to apply pressure in the 1980s to put
agriculture under the discipline of GATT rules. As it is well known, agriculture was, in
practice, exempted from the General Agreement on Tariffs and Trade (GATT) rules,
which aimed principally to liberalise world trade, eliminate subsidies and other less
transparent forms of market protection (e.g. import quotas), as well as apply, in a
non- discriminatory way, prevailing protection mechanisms.

In the Round of negotiations initiated in 1986 in Punta del Este (Uruguay) and which
concluded in Marrakesh in 1994, agricultural support and protectionism were the
critical issue. Both the failure of the ministerial meeting in Montreal in 1988 — known
as the Mid-Term Review, which should have been an important step forwarding the
negotiations - and of the meeting in Brussels in 1990 — which should have been the
end of the Round - were caused by disagreement on agricultural issues.

The Uruguay Round eventually ended four years later than planned, with a modest
agreement on agriculture, which failed to fulfil the expectations of those interested in
imposing disciplines on it. None of the three areas of negotiation on agriculture
achieved substantial progress, but the smallest advances were in the area of
domestic support. In the market access talks it was agreed to convert all non-tariff
import restrictions into tariffs and then reduce all tariffs by 36% on average within five
years, with a minimum reduction of 15% per tariff line. In the “export subsidy” talks it
was agreed to reduce by 36% in terms of value and by 21% in volume over the same
period of time. As for domestic support, it was established that there would only be a
reduction of 20% of the most trade-distorting measures (amber box), whilst the
supposed non-trade-distorting measures (green box) could be maintained, and some
of the distorting measures could continue to be applied if subjected to moderate
production control restrictions (blue box). Developing countries were given a longer
period of time and fewer commitments to reform, as well as other few concessions,
by virtue of the “special and differential treatment” conferred upon them.

These commitments, besides being modest, were applied in such a way as to limit
even less the distortions caused by agricultural policies on the production and trade
of agricultural goods®. The tariffication of non-tariff barriers was done in such way as
to allow commitments to improve real market access to be avoided. Many analysts
went on to refer to it as “dirty tariffication” 3. Numerous domestic support measures
which can hardly be categorised as “green box” or “blue box” were included in these

% For an analysis of results of the Uruguay Round on agriculture see, et al, Goldin and van der
Mensbrugghe (1995); Ocampo and Perry (1995); Perry, Santiago (1997), and Sumpsi and
Barcel6 (1996).

® See Sumpsi and Barcel6 (1996) among others.
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categories to avoid any commitment to dismantle them*. Many other issues were
handled in an equally dubious way® and, as a result, the achievements of the reform
became even less tangible.

As a result, developed countries slightly reduced subsidies and other protection
measures and developing countries did not see the alleged benefits of the reform
and of their “special and differential treatment”. Access to markets continue being
difficult as a result of the high level of tariffs applied after the tariffication process, the
maintenance of high specific tariffs — which in many cases surpassed the 100% ad
valorem equivalent® -, the continuity of tariff escalation and the distribution of the tariff
quotag in accordance with previous agreements’. Subsidies were kept at very high
levels®.

The discontent that became manifest at the end of the Uruguay Round and which led
to the provision in the text agreed in Marrakesh obliging a continuation of the
negotiations once the reform period expired, increased when the parties realised how
little this initial reform had achieved. This discontent has marked the development of
the new round of negotiations — the much-heralded Millennium Round — in which the
agricultural policy issue has been, once again, top of the negotiation agenda and has
caused the successive failures. Currently, nobody is happy with the “reform” on
agriculture: both the developing countries and some of the developed countries
consider that the level of subsidies and protection continue to be too high in the
countries that are the main players in world trade, thereby causing great deal of harm
to the former, and some farmers in the latter, for whom the reform has affected their
standard of living.

* An example are direct payments linked to the flexible production contracts, which the US classified
as “green box"“; the WTO clearly pointed out - in the decision taken by the dispute panel on
cotton between Brazil and the US — that this should not be the case. For a more detailed
analysis see Watkins, Kevin (2004).

® As, for instance, tariff quotas or “de minimis”, or measures listed as export subsidies. For analyses
on these issues, see WTO (2001) and OECD (2001).

® For example, Ingco et. al. (2002) reveals 350% for tobacco in the USA, 555% for ground-nuts in
Japan and 84% for corn in the European Union. Also see UNCTAD (2000).

" With the Agreement on Agriculture, developed countries established import quotas to guarantee
access to their markets, access which could become difficult once the “tariffication” process was
applied to imports which previously were not restricted by quotas due to the high tariff levels
foreseen. Although it was thought that all countries could have access to these quotas, the USA
and EU, in a last-minute agreement, ruled that these quotas were to be distributed to countries
which had historically enjoyed preferential access to their markets, thereby limiting market
access to those countries which did not enjoyed such access.

® The Aggregate Measure of Support that OECD countries granted to their farmers increased yearly
from 302,251 million dollars on average in 1986-1988 (“base period” for the reforms agreed in
the Uruguay Round) to 315,045 million dollars yearly on average in 2000-2002. Although the
Producer Support Equivalent (PSE) was moderately reduced during the period mentioned (from
240,859 million dollars on average per year in 1986-88 to 234,686 in 2000-02), the PSE per full-
time farmers increased in the major suppliers to the world market (from USD 10,000 to USD
15,000 in the European Union and from USD 16,000 to 19,000 in the US). The PSE per ha of
agricultural land did not change substantially (it went down from USD 709 to USD 670 in the
EU, whilst in the US it went up from USD 98 to USD 112) (Based on OECD (2003).
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Increasingly, however, criticism has started to be aimed at the basis of the reforms
themselves. It is thought that not only have the reforms done little to improve
competition or achieve an effective allocation of resources and transparency in world
agriculture, but also that aspects related to sustainability’ and equity’® have hardly
been taken into account. Apart from some marginal considerations on environmental
iIssues, in accordance with the criteria that categorise some subsidies and support as
“non-distorting” (or green box), or to an even lesser degree the issue of equity in the
support permitted to developing countries, only supposedly trade-distorting criteria
have been taken into account in the discussions of what is permitted and what is not.

° The relationship between agriculture and the environment is very close: most biodiversity lies in the
soil or in areas used for agricultural, more than half of the world’s habitable land is dedicated to
agricultural production and around 70% of water is tapped for agricultural use; see Clay, Jason
(2004). For these reasons, agricultural activities can have a substantial impact on the
environment and on biodiversity, and the conservation of these two is fundamental for the
performance of the former. See Perry (2002) et. al.

19 Agriculture has a fundamental role in combating poverty. More than 60% of the world’s poor
population live in rural areas (Khan (2000)), and over half live in rural areas that are
environmentally sensitive (OECD (2001a)). For a review of the strong statistical evidence that
exists on the significant impact that agricultural growth has on the reduction of poverty, see
Thirtle, et al (2001). There is also a substantial literature that explains why the development of
agriculture has a disproportionately positive impact on the fight against poverty; this relates
essentially to the effect that it has on other economic sectors vital to the poor (see Green and
Morrison (2004)). Studies undertaken by the International Food Policy Research Institute
(IFPRI), in the Sub-Saharan region reveal for instance that for every dollar generated in
agriculture another three are generated in other sectors (Watkins, 2004).
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3. What political opportunities exist to take into account the complexities of
subsidies?

In the past few years some positive changes have begun to create the right
environment for a radical change of direction in the current discussions on
agricultural policies and on two of their key instruments: subsidies and protection
measures. These changes are visible both within and outside the WTO.

The following are some of the main changes that have taken place outside the WTO:

The definition of the Millennium Goals by the heads of state and governments
of 189 nations at the General Assembly of the United Nations, whose first
objective is to combat poverty, placing again this overriding issue centre-stage.
The Rio and Johannesburg summits, which put global sustainable
development on the agenda, and called for the elimination of subsidies that
harm the environment and are incompatible with sustainable development™!,
The completion of international trade-related and subsidy-related
environmental treaties (e.g. the Convention on Biological Diversity, the
Cartagena Protocol).

The growing concerns amongst civil society in developed countries about the
effect and the beneficiaries of their large quantity of subsidies, including those
subsidies that are “environmentally harmful” and run counter to sustainable
development'?, and generally the growing awareness of the impact of
agriculture on the environment™3.

The increasing resistance in developed countries to subsidies, even amongst
farmers who benefit from them, because they generate poverty in developing
countries.

The increasingly larger number of seminars, fora, dialogues and debates
taking place on the link between poverty, the environment and trade, backed
by interesting and well-documented studies that criticise the basis of the

1 C. van Beers and A. de Moor estimated that by the end of the 1990s OECD agricultural subsidies
that were harmful to the environment exceeded the 300,000 million dollar mark (See C. van
Beers and A. de Moor, 2001, quoted by Vitalis, op. cit.).

12 See, for instance, OECD documents from the Workshop on Environmentally Harmful Subsidies, that
took place in Paris in November 2002, and especially those by Pearce, David.

'3 See OECD (2004) et al.

4 See for example the article: “In Fight against farm subsidies, even farmers are joining foes” by Scott
Kilman and Roger Thurow, published by Wall Street Journal on 14 March. It reports on a
movement that campaigns against subsidies and brings together unlikely bedfellows such as
rock star Bono, farmers from lowa and other US states, housewives, Oxfam International,
Environmental Defence, the National Taxpayers’ Union, the Cato Institute, university students
and the William and Flora Hewlett Foundation. The article even quotes Jerry Moran, a Kansas
Republican who sits on the Standing Agriculture Committee at the House of Representatives,
as saying: "There are a growing number of people who want to weigh in on farm policy," says.
"They care about Africa. They care about the environment. They care about nutrition."
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predominant agricultural policies and current trade negotiations®. Many of
these are publishing new material and contributing new ideas to this debate.
The increasing knowledge of the inequity of rich countries’ farm subsidies™®.

Favourable winds have started to blow even in the deadlocked environment of the
WTO, as the following facts indicate:

A growing awareness by developing countries about the need to have their
own agenda which takes into account, in an appropriate way, their interests
and characteristics, and which enables them to assert their agenda in the
international negotiations®’.

The emergence of a large group of developing countries that has become one
of the main actors in the negotiations (the so-called G20) and the crucial role
that African countries played in Cancun and in other meetings.

Attempts to transform the negotiations into a “Development Round” and to
establish specific measures — whether right or wrong — aimed at achieving
such development (e.g., the “development box”, “special products” and the
“special safeguard mechanism”).

The adverse rulings against subsidy policies in industrialised countries, which
have already produced concrete results by pushing through a substantial

'* The United Nations’ Development Programme (UNDP), the Heinrich B6ll Foundation, the
Rockefeller Foundation, the Rockefeller Brothers’ Fund and the Wallace Global Fund (2003)
said in this respect: “As a result, a wide range of international experts, policy-makers and civil
society organizations have called for an independent review of the global trade regime from a
human development perspective.”

'® various studies reveal how the major beneficiaries of subsidies are the largest agricultural
companies in developed countries; see for instance OECD (1995). In addition, the Gini
coefficient for the distribution of agricultural subsidies is 77 for the EU and 79 for the US, see
Watkins, Kevin (2004). The World Bank (2004) points out in this regard that: “More than 70
percent of subsidies in rich countries are directed to large (often corporate) farmers. These
farmers have incomes that are higher — often substantially so — than average incomes in
Europe, Japan, and, to a lesser extent, the United States. The net effect of subsidizing the
relatively rich in wealthy countries at the expense of adverse price penalties for the products of
the relatively poor in developing countries is to aggravate global income inequalities. Said
differently, subsidies make the relatively rich even richer and the poor even poorer”. More
concretely, it specifies that: “In the United States, the largest 25 percent of farms have average
gross farm receipts of more than $275,000 and average farm net worth of more than $780,000.
They receive 89 percent of all support ... In the European Union the largest 25 percent of farms
have average gross farm receipts of more than €180,000 and average farm net worth of almost
€500,000. They receive 70 percent of support ... In Japan and Canada 25 percent of the larger
farms receive 68 percent and 70 percent of support payments, respectively.” Likewise, it
mentions that: “Only one-quarter of every dollar of producer support actually finds its way into
the producer’s pocket—the rest goes to input suppliers and owners of other factors of
production”. And concludes that: “In short, the subsidy programs prominent in current food and
agriculture policy are not targeted to keeping small, struggling family farms in business but
instead provide hefty rents to large farmers. Nor are current production based policies effective
in achieving their various other objectives (such as environmental sustainability and rural
development).”

7 On this issue, see Cosbey, Aaron (2004) amongst others.
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reform of the European Union policy on sugar'®, and the expiry of the “Peace
Clause” which limited actions against subsidies.

Environmental considerations being introduced into the discussions on fishing
subsidies.

The vision of the Group of 20 in particular seems to transcend mere commercial
objectives and to aim to improve the situation in developing countries and reduce
poverty. In the actual words of its spokesperson: “The G-20's view is predicated on
the fundamental linkage between agricultural trade and development and the belief
that the reform of agricultural trade can unlock the potential of agriculture in the
developing world with direct effects on rural populations’ livelihood but also benefit
workers in other sectors contributing to our shared goal of poverty eradication™®.

The G-20 tends in all its documents to defend the interests of developing countries,
insisting upon the importance of seeing the Doha Round as a real Development
Round and reiterating the relevance of its principles for fighting poverty. Part of the
Group’s way of operating is to coordinate activities with other groups of developing
countries such as the G-33 alliance on Special Products and SSM, the Africa Group,
the Africa-Caribbean-Pacific (ACP) countries, the Caribbean Community and the
Least Developed Countries. At the same time, it has persisted in its wish to
collaborate with all groups interested in defending similar development goals®.

Similarly, the Group has advocated not only that decisions and agreements should
be consistent with the interests of developing countries and with poverty reduction
objectives, but also that agreements should be implemented in ways that fully
respect these objectives. The Group has expressed concern over developing
countries’ inability to play an active role in the follow-up and monitoring of the
implementation of such agreements?’. With this in mind, it has proposed the

'® On the basis of the WTO decision, the EU initiated the reform of its sugar regime with a 36%
reduction of its support prices over the next four years, a reduction in domestic production
quotas - from 17.4 to 15 million tons for the 2006-2007 harvest, support for farmers for the
conversion of production through payments decoupled from production and support for
diversification.

9 G — 20 (2005).

2 As expressed in their Press Statement by Ministers representing the Group on the occasion of their
gathering in Dalian on 12 July 2005: “The G-20 reaffirms its commitment to cooperate with other
groups, especially of developing countries, to make progress in agricultural negotiations in order
to leveling the playing field by eliminating subsidies and opening up markets in developed
countries. These measures will help developing countries to combat poverty and inequality and
increase their integration into the international economy.”

Ina paper entitled Improving Monitoring and Surveillance Mechanisms, published in October 2005,
the Group said on this matter: “... the concerns of the developing country members must be
addressed and they refer to; a) the implementation of the S and D provisions and the degree to
which they are operationally effective and meaningful; b) the degree to which they are
operationally effective and being able to pursue agricultural policies that are supportive of their
development goals, poverty reduction strategies, food security and livelihood concerns; c) the
capacity of developing countries to monitor the developments in the agricultural policies of
developed countries; d) the ability of developing countries to comply with the enhanced
requirements in terms of monitoring and surveillance; e) the capacity of developing countries to
utilize the enhanced surveillance mechanisms” ...
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reinforcement of monitoring mechanisms and the linking of their activities to other
international organisations (such as the World Bank, regional development banks
and UNCTAD) which should contribute to achieving a greater degree of coherence
between the commercial goals of the WTO and development goals®.

The objectives, documents and positions of the G-20, its coordination and leadership
role vis-a-vis developing countries and the support for sustainable development
which several of its leaders have expressed at different international fora (as in the
case of Brazil), enable us to imagine the possibility of the G-20 coming out in support
of agricultural policy reforms geared to achieving objectives that go beyond purely
commercial goals and are compatible with poverty reduction and sustainable
development goals. Furthermore, because of its undeniably growing influence over
developing countries, the G-20 can play a leading role in bringing about such
changes.

However, in order to achieve this, it is indispensable that developing countries (those
which make up the G-20 as well as others®) stop viewing with mistrust the
discussion on environmental issues that take place within the WTO, recognise the
clear links that exist between trade and the environment and understand that any
differences that may exist over these issues can be resolved in ways that benefit
most of the world’s population — both in developing and developed countries — and
contribute to achieving poverty reduction goals and to the promotion of sustainable
development.

?2 In this regard, the G-20 submitted the following proposal:
“I) the establishment of a Subcommittee on Agriculture to conduct regular monitoring and
surveillance and to:
a) overview the process of natifications;
b) organize, on the basis of such natifications and of a report prepared by the Secretariat, the
review of the trade-related aspects of agriculture, in the light of the commitments achieved at
the end of the negotiations, in particular in developed countries;
i) a high level annual debate on the reform of agricultural policy and on the operation and
effectiveness of S and D provisions and the development concerns of developing countries;
i) the preparation of an annual report by the Secretariat on global developments in agriculture,
with special reference to developments in trade and the development concerns of developing
countries,
v) the preparation of a special report together with other international organizations to review
the relationship between trade and development aspects of agriculture.”

23 While in their declarations and documents the G20 explicitly lay out their objectives for combating
poverty and for the socio-economic development of developing countries, objectives concerning
environmental sustainability are not mentioned. It is probable that this omission reflects the
refusal of many developing countries to discuss environmental issues in the WTO, fearing that
developed countries want to use environmental issues to impose trade standards and
restrictions that will allow them to protect their agricultural sectors. However, many of the
members of the G-20 played an active role in environmental negotiations and fora before the
World Summit in Rio. Their concerns can be overcome if more thought is given to the way
sustainable development objectives can benefit developing countries and to how to prevent
environmental issues from being used as a pretext to block the exports of developing countries.
On this issue, UNDP et. al. (2003) point out that: “Empowered and informed developing
countries can promote a positive, human development-based agenda in a new round of
negotiations on trade and the environment.”
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For this to happen, developed countries must state and demonstrate that they are not
going to use environmental issues to justify setting up new protection mechanisms
in their agricultural sector or new forms of subsidies that artificially improve their
competitiveness or add further to over-production. Such mistrust will only be
overcome through developed countries demonstrating serious commitment on this
matter, through a common analysis of the links between trade, environment and
development and of the best way of resolving these issues, in line with the poverty
reduction and sustainable development goals which constitute an integral part of the
Millennium Declaration and the Doha Round.

The changes listed above demonstrate that there may be light at the end of the
tunnel. This would permit agricultural policy reforms, which can no longer be
postponed, to emerge from the labyrinth in which they had been placed by the private
interests of a small number of large companies in developed countries and in quite a
few developing countries. At the same time, a favourable environment is starting to
emerge in which agricultural policies and agricultural support are guided by the
ambitious objectives of poverty reduction and sustainable development that are in the
interest of the entire global population, and which involve making a commitment for
the future.

10
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4. How to achieve the “awkward balance” in the use of subsidies

Most probably nobody would be opposed to governmental intervention and policies
aimed at promoting the efficiency and competitiveness of the agricultural sector,
enhancing the environmental sustainability of its productive processes and seeking to
ensure that agricultural development benefits and includes the majority of the world’s
population. However, these aims have not always been part of the objective of the
policies set in different countries, neither has the impact that government intervention
can have on competitiveness, sustainability and equity at global level been taken into
account in their design.

On the contrary, some of the policies preferred by developed countries have a
harmful effect on both those countries themselves, as well as on the developing
nations. In particular, policies aimed at maintaining prices and most of the policies
aimed at maintaining incomes (e.g. payments per tonne produced or per hectare
cultivated) encourage — in their country of origin — an intensive use of machinery and
chemicals, foster monoculture, favour the expansion of agriculture into fragile
ecosystems®* and lead to a situation where consumers and/or tax-payers are
subsidising a few large agribusinesses, which are the actors benefiting most from
support payments. Similarly, subsidies push down international prices of agricultural
goods and force farmers from poorer countries into a situation of unequal
competition, making it more difficult for them to export and thereby undermining their
development potential®. Furthermore, they oblige them to intensify their agricultural
production and force many peasant families to migrate and settle in tropical rainforest
areas, inflicting, as a consequence, a double blow to biodiversity?®. In this way, as
well as leading to an inefficient use of resources, subsidies also undermine
sustainability and equity?’.

GATT, and later the WTO, became the forum in which such policies are discussed
because it was not reasonable to contemplate trade liberalisation if those agricultural

" See OECD (2004) among others.

A growth of 1% in exports from developing countries can generate a 12% per capita income in
South Asia, 4% in Latin America and South East Asia, and over 20% in Sub-Saharan Africa
(Oxfam, 2002). In turn, this would represent a reduction in the number of people living in poverty
of about 130 million, i.e., 12% of the world’s total poor (Hanmer et. al., 2000). The United States
Department of Agriculture (USDA) estimated that, if subsidies are eliminated and agricultural
trade liberalized, the food aid needs of “low-income developing countries’ would decline by 6%
as their domestic food production expands in response to higher world prices” (Burfisher et. al.
2001).

?® The downward pressure on international prices in many cases means that small producers no
longer derive any benefits from growing traditional crops. As a result they are no longer able to
survive from their farming activities, pay their debts to credit institutions or meet other
obligations. Small producers often see themselves forced to hand over their plots in lieu of debt
repayment or sell them in order to survive. In the face of this they are left with two alternatives:
either to migrate to a large city, contributing in this way to swelling the poverty belts that
surround cities or to settle in forest areas, cutting trees to sell wood and grow food or illegal
crops to survive.

" It is worth pointing out that US agricultural subsidies are higher than the GDP of some countries,
such as Burkina Faso or Mali.

11
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policies that radically affected the conditions of competition between members, were
to be maintained. Countries which produced certain agricultural goods more
economically were not willing to lose their competitive advantage in the markets —
and thus give up their opportunity to develop their agricultural sector — to those
countries which produced at higher cost, but exported at lower prices, thanks to huge
subsidy payments. For this reason, trade liberalisation in goods and services began
to be conditioned upon the dismantling of policies that hindered the economic
development of poorer and non- subsidised countries’ activities in agriculture and of
their agricultural industry.

However, the WTO has not only been incapable of stopping this type of policy, but
also appears to have rendered them legitimate in many cases. The lack of discipline
over the “green box”, the creation of the “blue box”, the “de-minimis” rule, the “peace
clause” and other clauses established by the Uruguay Round — many of them defined
in the bilateral negotiations between Washington and Brussels, enshrined principally
in the “Blair House Agreement” — created a series of “grey areas” that have permitted
the maintenance and redesign of subsidies from which large-scale farmers from the
exporting sectors can benefit (subsidies which push down prices further and make
international prices even more instable).

The very format of the negotiations has contributed to this situation. The distinction
between “non-distorting” measures (green box), “less distorting” (blue box) and “more
distorting” (amber box), has facilitated the game of shifting policies from one box to
another to avoid commitments to reform. It also detracted the attention away from
their genuinely harmful effects. The division into three main negotiating pillars and
the minimal commitments made to reform “domestic support”, have led to a growing
shift of support instruments from export subsidies to domestic subsidies for exporting
sectors, which have the same effect on world markets®. The final agreement of the
Uruguay Round on market access facilitates more frequent use of tariff peaks and
tariff escalation, and methods of allocation and administration of tariff rate quotas that
circumvent the rules.

The same old format and the same themes continue to be used in the current round
of negotiations, leading to a general feeling of frustration and mistrust. Issues of
priority on the international agenda, such as the fight against poverty and the
protection of biodiversity and the environment, have scarcely attracted the attention
of the negotiators, who seem caught up in defending particular commercial interests.
Their occasional calls to protect the environment are viewed with suspicion by some
of the other negotiators, who are unconvinced of the real environmental interests of
the former®®. Perhaps the only area in which the damage to natural resources has
been taken seriously into account by most negotiators is subsidies to fisheries®.

?® This issue has even been discussed within the WTO. In this regard, the report of the Panel on the
Canadian dairy sector dispute said: ‘We consider that the distinction between domestic support
and export subsidy disciplines would be eroded if WTO members were entitled to use unlimited
domestic support to provide support for exports.’

9 See, for instance, Vitalis, Vangelis (2004).
% See, amongst others, Vitalis op. cit.

12
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The question that more and more people are now asking themselves is: will an
organisation whose exclusive concern has been particular commercial interests, in
which all government negotiators represent their trade ministries, ever be capable of
taking sufficiently into account issues of global public interest (such as the fight
against poverty and sustainable development), thereby pumping fresh air into the
negotiations? Put in another way, should decisions on what is permitted and what is
not in respect of agricultural policy — where so many important public goods are at
stake - be taken up by a forum that is exclusively trade-focused?

There seems to be a growing awareness in the international arena that discussions
and decisions on agricultural policies and, in particular, on support and protection,
should take into adequate account the global concerns of humanity already
mentioned. But in order for this to happen, it is fundamental to define the appropriate
forum and its main actors. The current WTO does not seem sufficiently qualified to be
this forum, unless it undergoes fundamental changes®! that would allow a greater
representation of civil society and of other governmental bodies in the deliberations.
From being an exclusive club of governmental trade representatives, it would need to
become a platform where other sectors and civil society in particular have adequate
space to play a more active role.

The implications of agricultural and rural development policies undoubtedly extend
well beyond the sphere of international trade®. Policy reform should therefore be
dealt with in an international forum with a broader vision and objectives, that includes
the participation of most of the world’s nations and is equipped with the tools needed
to make its decisions binding — that is to say compulsory — for their members®. The
best option would be, most probably, a body that is already in existence®'. However,
it seems that there is no such body capable of fulfilling this much broader function.
Whatever the case, substantial institutional changes are required. These changes
should take into proper account poverty reduction goals, the relationship between
such a body and Multilateral Environmental Agreements (MEAS), the representation
of different sectors and interests and the participation of civil society organisations.

The “ideal” solution would probably be the creation of a new international body that
advocates agricultural policy reforms that aim to achieve poverty reduction and

% Extensive consultations were made with experts on this issue for the preparation of the UNDP et. al.
document (2003) op.cit. The document points out that: “Those consulted made it clear that a
number of reforms are required to put human development at the centre of the multilateral trade
regime.”

%2 A similar situation certainly arises in other heavily subsidised economic sectors, such as the energy
sector.

* These are, without a doubt, two advantages that the WTO enjoys vis-a-vis other international bodies
and treaties, including most of the MEAs. Some of these bodies, however, have much broader
participation by civil society than in the WTO.

% It seems that there is neither room nor the political will to create new international bodies. The
UNDP document as well as other organisations express the view that most developing
countries believe they do not possess the skills which the WTO has to tackle such a “large,
diverse and complex agenda in international trade negotiations” (see UNDP et. al. (2003)), let
alone manage adequately a new organisation given their financial and technical limitations.
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sustainable development on a global scale. However, since this solution appears to
be politically impossible, it seems better to think in terms of reforming one of the
existing bodies.

In spite of the evident problems that the WTO poses, of all the bodies that exist, it is
perhaps the one which is most capable of taking forward discussions on the reform of
agricultural policies - so long as fundamental changes take place to allow a more
balanced and fairer representation and participation of countries and sectors in these
discussions.

Some United Nations organisations could and should play a role in these discussions
and negotiations but it is likely that none have the mandate or are equipped with the
appropriate institutional fora to do so. Although MEAs explicitly include sustainable
development in their objectives, they have a very specific mandate® in which there
seems to be no room for broader issues such as the reform of agricultural policies or
for a global vision that integrates poverty eradication and sustainable development
goals. Trade constitutes an important tool for achieving these goals. In addition,
some of the countries which play a key role in agricultural policy reform, development
and trade worldwide are not signatories to the MEAs.%.

There are some substantial advantages to choosing to reform the WTO. Most of the
world’s nations are represented in the WTO and its governance structure is more
democratic that in most other inter-governmental organisations, since each country
has a vote regardless of its size and economic power. It is a member-driven
organisation whose decisions are binding on members and its dispute resolution
mechanism is quite advanced. Nevertheless, the institution would need to undergo a
series of important reforms if these advantages are to be fully used.

% The main Multilateral Environmental Agreements (MEAs) analysed were: the International Plant
Protection Convention, the International Convention for the Conservation of Atlantic Tunas, the
Convention on International Trade in Endangered Species of Wild Fauna and Flora, the
Convention on the Conservation of Antarctic Marine Living Resources, the Montreal Protocol on
Substances that Deplete the Ozone Layer, the Basel Convention on the Control of
Transboundary Movements of Hazardous Wastes and their Disposal, the Convention on
Biological Diversity, the Cartagena Protocol on Biosafety, the United Nations Framework
Convention on Climate Change, the Kyoto Protocol, the International Tropical Timber
Agreement, the UN Fish Stocks Agreement, the Rotterdam Convention on the Prior Informed
Consent Procedure for Certain Hazardous Chemicals and Pesticides in International Trade and
the Stockholm Convention on Persistent Organic Pollutants. All of them address very important
though specific environmental issues, some tackle trade-related issues. Probably the one with
the most general mandate is the Convention on Biological Diversity, the aim of which is: “the
conservation of biological diversity, the sustainable use of its components and the fair and
equitable sharing of the benefits arising out of the utilization of genetic resources”.

% The United States in particular is not a signatory of the following MEAs: the Convention on
Biological Diversity, the Cartagena Protocol on Biosafety, the Kyoto Protocol, the Basel
Convention on the Control of Transboundary Movements of Hazardous Wastes and their
Disposal, the Rotterdam Convention on the Prior Informed Consent Procedure for Certain
Hazardous Chemicals and Pesticides in International Trade and the Stockholm Convention on
Persistent Organic Pollutants.
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Although every country has a vote when a decision is being taken, in practice
agreement is reached behind closed doors, by groups composed of the major
players to which most small countries do not have access. This is due to various
reasons:

1) Many of the smaller countries do not have the economic resources to
participate on a permanent basis in WTO deliberations. The establishment of
mechanisms to facilitate their participation is fundamental if the WTO’s democratic
system of governance is to become a reality. In this regard, some of the
possibilities that should be looked into are: the formation of country blocs that
would be represented by one delegate per bloc, each delegate then voting on
behalf of its members (this would have the advantage of raising the size of the
quorum required in order to be able to make a decision); facilitating the
development of virtual voting systems (by video conference, electronic means,
etc); and providing financial assistance to poorer members so that they can afford
to be represented in Geneva.

i) A good number of developing countries do not have the economic and
technical capacity to study and analyse the main issues raised by the negotiations
and to formulate the positions that best represent their national interests. This
disadvantage is exacerbated by the fact that the WTO Secretariat is small as is
usually the case in member-driven organisations. Consequently, the participation
of experts from international organisations acting as advisers to developing
countries in the decision-making processes is fundamental to these countries
being able to exercise their rights on the basis of good information and
documentation®’. The participation of experts from organisations that have been
working on poverty and sustainable development issues — and their links to trade —
is crucial given the importance of such topics for developing countries and for the
global agenda. In this sense, institutions such as the World Bank, UNDP,

%" As mentioned before, this is one of the concerns of the G-20 which has proposed the participation of
other international organisations in WTO negotiations, especially when discussing the follow-up
and monitoring of the implementation of agreements.
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UNCTAD, the FAO®, the CBD secretariat (or those of other MEAs, including
UNEP) and many civil society organisations have an important role to play.

lii) Since country representatives are the trade ministers, who as a rule are
strongly influenced by the most economically powerful sectors from their
respective countries, civil society and vulnerable groups from developed and
developing countries do not consider that their interests are represented in WTO
negotiations®. To grant them participation in consensus building and decision-
making processes is fundamental to making negotiations more participatory*® and
to ensuring that the global objectives of poverty eradication and the promotion of
sustainable development influence the deliberations.

iv) Likewise, coordination with MEAs on trade issues that have an impact on the
environment is essential to maintaining sustainable development objectives in the
negotiations and to avoid further conflict between some MEAs and the WTO. In
this respect, a mechanism should be set up which would make consultation with
MEAs compulsory when the WTO is seeking to rule on a trade issue that falls

% These bodies are mandated to concern themselves with poverty and sustainable development
issues: the World Bank (WB) is one of the main sources of development assistance. Its aim is to
contribute to the fight against poverty. It is one of the main providers of finance for biodiversity
projects. The WB is allowing civil society to play a growing role in its work. The UNDP’s ultimate
goal is to contribute to the achievement of the Millennium goals which express a clear
commitment to poverty reduction and sustainable development. UNCTAD promotes the
integration of developing countries into the world economy within a framework of conditions that
favours development and advances activities in trade and basic products, supporting the
competitiveness and diversification of developing countries’ economies. In addition, UNCTAD
coordinates cooperation among less developed countries in their negotiations to enter the WTO.
The FAO mandate is to improve nutrition, increase agricultural production, improve the living
standards of rural populations and contribute to the growth of the world economy, with the
formulation of agricultural policy as one of its areas of work. All of these institutions have been
working on linking the issues that are at the core of their work to agricultural policy, as well as
on trying to adapt the liberalisation of world trade so it is more conducive to achieving the goals
of poverty reduction, the development and economic progress of developing countries and
environmental sustainability. Their publications provide interesting data and ideas which can
give a boost to WTO debates on the issue of agricultural policy and in particular on subsidies
and protection. They can also help developing countries in the analysis of the specific topics
addressed in the course of deliberations, in making proposals that favour their own
development and in following up and assessing the evolution of the negotiations and the way
these can affect them. Some of their most recent and interesting publications are listed in the
bibliography of this article.

% UNDP et. al. indicate that: “Global governance of trade not only needs to be made more fair, it also
needs to give greater voice to vulnerable populations not being represented by their
governments at the national and international levels.”

“° Fourteen of the main environmental organisations in the USA have insisted that negotiations on
trade liberalisation must include global, environmental and social issues and a reform of the
WTO so that it can give more room to public opinion and to the participation of civil society in
decision-making processes, this for the sake of greater transparency (see Burfisher et. al.
(2001)). This is also emphasised by experts consulted in the UNDP et. al. (2003) document
already mentioned: “The global trade regime’s mechanisms for accountability and transparency
to outsiders are considered inadequate by a wide range of policy-makers, academics and civil
society activists. As a result there are growing demands for increased public accountability and
transparency in the WTQO'’s functioning.”
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within the scope of its work or mandate concerning MEAs. This mechanism would
be similar to the one making consultations with the International Monetary Fund
compulsory in cases of “monetary reserves, balances of payments or foreign
exchange arrangements” (Article XV of GATT).

Although it is true that the WTO dispute settlement mechanism is relatively well
developed — at least in comparison to the one previously used by the GATT — it still
has flaws which allow some WTO members not to comply with its decisions. One of
the main tools used in the dispute settlement process is the application of economic
sanctions and retaliation. Although members are obliged to comply with WTO rulings,
developing countries are hardly able to force major players to comply with decisions
passed in developing countries’ favour, because the trade sanctions that a minor
player can apply on a larger one can be relatively insignificant for the latter. It is
therefore indispensable to introduce into this process changes that will result in
developed countries being obliged to comply with the decisions taken by the dispute
settlement body. One of the changes suggested includes imposing a fine or the
payment of financial compensation on countries that do not implement the decisions
of the dispute settlement body in good time; another is the creation of a clause that
allows for collective action against them*..

Whether the decision is taken to reform the WTO, identify another organisation which
surely would also have to go through significant reforms or create a new international
organisation, it is essential that all players agree that the reform of agricultural
policies should be guided first and foremost by poverty reduction and sustainable
development objectives. These do after all occupy a prominent place in the global
agenda. With this in mind, the reform of agricultural policies should lean towards
providing farmers with support instruments which:

do not promote oversupply, particularly of products that are of special interest
to developing countries;

do not cause price instability or falling prices for agricultural produce,
particularly for products that are of special interest to developing countries;

do not constitute an obstacle to trade or unfair competition for products that
are of special interest to developing countries;

do not promote the concentration of production, marketing and processing of
agricultural products, nor support large company conglomerates through
incentives and public support;

do not encourage monocultural production, intensive agriculture or the use of
marginal land and fragile ecosystems;

encourage the application of competition rules and transparency on world
agricultural markets;

promote the use of sustainable practices in agricultural production, the
diversity of production and biodiversity conservation*;

*1 See UNDP et. al.(2003).

2 The use of subsidies and other forms of support that are compatible with these objectives as well as
the ones contained in the following two points should be fully allowed — as has already been
mentioned in the last two statements.
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support small farmers in the conservation of genetic resources®, rural
landscapes and natural resources;

provide incentives for the withdrawal of marginal land and fragile ecosystems
from agricultural production (eg through set aside)

This list should mainly guide agricultural reform in developed countries, which is
where the issues of subsidies, protection and overproduction have a significant
bearing. However, developing countries should also take this list into account in their
agricultural policies, although some very clear exceptions relating to the special
situation of these countries — or some of them — will have to emerge, most probably
as part of the special and differential treatment which they enjoy.

At the same time, in some specific cases there can be conflict between two or more
of these points. However, it is preferable to look for support instruments which
comply with all the above mentioned points, in such way as not to generate
disagreement, gray areas or possible loop-holes in the commitment to reform;
specifically, these instruments should not run counter to the fundamental objectives
proposed for this process. For example, environmental measures adopted by
developed countries should not contribute through subsidies to the artificial reduction
of production costs (e.g. for instance in water use) in ways that give rise to unfair
competition with farmers from developing countries.

As concerns this issue, a subject which no doubt should be looked again in the
negations is that of the rules of competition. Various studies demonstrate the
increasing concentration that is taking place on international agricultural markets, in
particular in the processing and marketing stages by agribusiness companies, and
the negative impact this is having**. Large companies are the main beneficiaries of
the subsidies granted to the agricultural sector in developed countries. They organise
strong lobbyies to defend distorting agricultural policies that generate additional
income and benefits for themselves, exercise oligopolistic power on the market to
depress the prices paid to farmers in both developed and developing countries and
often prevent the benefits of trade liberalisation from reaching the consumer by
increasing their profit margins rather than lowering the final retail price.

The reduction of their market power should therefore be a priority of agricultural
reform. In this sense, the competition rules and anti-trust laws that are in place in
member countries of the WTO should be reinforced and made applicable to the

43 Proposals have been made regarding the possibility of granting subsidies to small farmers who
preserve biodiversity in developing countries, financed in part by national subsidies and
transfers of resources from funds allocated to farmers in developed countries; see Perry (2003).

** See, among others, Murphy (1999), Vorley (2003), MacDonald (2001), Heffernan (2002), Heffernan
and Hendrickson (2002), Hendrickson, Heffernan et al. (2001), Hayenga and Wisner (2000) and
Wise (2004).
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agricultural and agribusiness sectors®. Their application should be as strict as
possible and the rules of transparency that apply to state marketing companies
should also apply to private corporations. Without a doubt, these measures would
benefit producers and consumers in both developed and developing countries, the
latter being sure to support such measures.

International organisations such as the World Bank, regional banks, UNDP,
UNCTAD, the FAO and CBD (as well as other MEAs), whose mandate and
experience can make a decisive contribution to the fulfilment of the above objectives,
should participate in evaluating the impact that different policies and instruments
have on poverty and sustainable development. Likewise, civil society should have
ample space for participating in such deliberations.

In spite of the size of the task to be taken on, it would be worth taking this path
provided that the political will to work seriously towards the eradication of poverty and
sustainable global development exists. This appears to be already the case, to judge
by the changes that have recently taken place in the international arena, and which
was briefly mentioned in the past section.

A large number of developed countries — such as Canada, the United States and the European
Union — have provisions which in one way or another exempt the producers and traders of
agricultural products from the application of competition rules and antitrust laws.
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