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Prabir Sengupta

ONE of the significant outcomes of Hong Kong
Ministerial was that it managed to forge a
consensus for a total phase out of export subsidies
in agriculture by 2013.  Although the negotiating
mandate for the current round of agriculture
negotiations had provided for elimination of
export subsidies developed countries, in particular
the EU, have not been quite forthcoming thus far.
The agreement on an end date for the elimination

of export subsidies has given some hope to the WTO Members
steps can now be taken to discipline measures such as export
credits, international food aid and State Trading Enterprises
(STEs), all of which have contributed to the prevailing distortions
in the global markets for agricultural commodities. This
expectation stems from the fact that at the end of the Hong Kong
Ministerial Conference, WTO Members agreed for “parallel
elimination of all forms of export subsidies and discipline on all
export measures with equivalent effect …by the end of 2013.”

The Declaration has indicated the steps that may be required to
“discipline” export credit, international food aid and STEs. As
regards export credits, credit guarantees and insurance
programmes, the Declaration has indicated that efforts must be
made by WTO members to ensure that such programmes are “self
financing, reflecting marketing consistency.” The period for
determining whether a programme is self financing must also be
a “sufficiently short duration” so as not to circumvent “real
commercially-oriented discipline.”

The trade distorting activities of STEs may be eliminated by
establishing disciplines on future monopoly powers so that such
powers aren’t exercised in a manner that would circumvent the
direct disciplines on STEs on export subsidies, government
financing and underwriting of losses.

Lastly, as food aid is sensitive in nature, a balanced approach is
required for imposing disciplines. On one hand, the rules should
not be so strict to deprive the genuine recipient to suffer, on the
other a mechanism may be developed to curb the abuse of food
aid and check the resultant distortions in agricultural trade.
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One of the achievements of the
Hong Kong Ministerial meet was
that it managed to arrive at a
consensus on the date of
elimination of farm export
subsidies in developed
countries. Export subsidies are
considered to be the most trade
distortive form of subsidies and
efforts were on in the Doha
Development Round of trade
talks to put an end to these
subsidies. It is generally
perceived that the Paragraph 6
of the Hong Kong Ministerial
Declaration has taken some
major strides towards disciplining
all forms of export supports. This
paper takes a look at the
Paragraph 6 of the Hong Kong
Declaration and analyzes its
implications for international
agricultural trade.

I. Introduction

IN the Doha Development
Round of trade talks,

agriculture has emerged as the
most contentious issue for the
negotiators. The debate in
agriculture is mostly centered on
the issue of huge domestic and
export subsidies given by
developed countries to their farm
sectors. During the Hong Kong
Ministerial, there was hardly any
convergence among the WTO
Members on the reduction of
domestic subsidies. But progress
has been made about disciplining
export competition. It is generally
perceived that the Paragraph 6 of
the Hong Kong Ministerial
Declaration1  has taken some
major strides towards disciplining
all forms of export supports. This
is considered to be one of the
biggest achievements of the Hong
Kong Ministerial.

This paper takes a look at the
Paragraph 6 of the Hong Kong
Declaration and analyzes its impli-
cations. The Paragraph 6 of the
Hong Kong Ministerial Declaration
deals with four broad areas of
export competition, these are:
export subsidies, export credits,
food aid and state trading
enterprises (STEs). These issues
will be discussed below in more
detail. Also, Paragraph 11 of the
Declaration has some reference to
export subsidies on cotton. It will
also be analyzed in this paper.

II. Export Subsidies
Widespread use of domestic

and export subsidies is perhaps
the most disruptive element in the
global agricultural trade.
Agriculture is unique in this
respect, as export subsidies are
prohibited in WTO in all other
sectors. Export subsidies lead to
inefficiencies and high costs that
have to be borne by consumers
and tax-payers in the subsidizing
country. Countries which do not
subsidize their exports get
affected in several direct and
indirect ways. In general, export
subsidies increase the share of the
exporter in the world market at
the cost of others; they tend to
depress world market prices and
make them more unstable because
decisions on export subsidy levels
can be changed unpredictably.

One of the major achieve-
ments of the Hong Kong
Ministerial was that it managed
to arrive at a consensus on the
date of elimination of farm export
subsidies in developed countries.
Export subsidies are considered
to be the most trade distortive
form of subsidies and efforts
were on in the Doha Develop-
ment Round of trade talks to put
an end to these subsidies. During
the meeting of WTO negotiators
in July 2004, in the so-called “July
Framework”2 , Members agreed
to “eliminate all forms of export
subsidies and disciplines on all

Hong Kong Ministerial Declaration
and Export Competition in Agriculture
What has it Really Achieved?
Parthapratim Pal and Deepika Wadhwa
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export measures with equivalent
effect by a credible end date”. But
the end date was not specified in
the July Framework and
negotiations were on to arrive at
a consensus on this issue. In the
Hong Kong Ministerial, the
negotiators have agreed to
eliminate export subsidies by the
end of 2013. Paragraph 6 of the
Hong Kong Ministerial
declaration says:

“We agree to ensure the parallel
elimination of all forms of export
subsidies and disciplines on all
export measures with equivalent
effect to be completed by the end of
2013.”
– Paragraph 6, Draft Ministerial

Declaration, WT/MIN(05)/DEC
dated 22  December 2005.

Reaching a consensus on this
issue is a positive step towards the
reduction of trade distortion in
agriculture. However, there is
also a sentence in the same
paragraph which makes this
deadline conditional. It says:

“The date above for the elimination
of all forms of export subsidies,
together with the agreed progressivity
and parallelism, will be confirmed only
upon the completion of the
modalities”.

This means that the 2013
deadline for abolishing export
subsidies is still a tentative date
and will only be confirmed when
agreements about the modalities
are reached. The Ministerial text
suggests that modalities are to be
established by April 2006. Here it
must be mentioned that the
original deadline for finalizing the
modalities text was 31st March
2003 and lack of convergence on
key issues have pushed the
deadline back by more than three

years. Given the fact that
fundamental differences still exist
among the Members on a number
of issues, one should remain open
to the possibility that the April
2006 deadline may not be met.

The Hong Kong Ministerial
text also mentions that elimination
of export subsidies should be
carried out in a “progressive and
parallel” manner so that a
substantial part of the reduction
is realized by the end of the first
half of the implementation period.
Assuming that the implemen-
tation period starts in 2007 and
lasts for ten years, this implies that

"substantial" reduction in export
subsidies is required only by 2012.
As the date to end all export
subsidies is 2013, this additional
criteria of progressivity does not
appear to be too imposing. In fact,
it is actually possible that this
clause may lead to back-loading
of export subsidy reductions
during the implementation
period.

As a part of special and
differential treatment, the HK
Ministerial text allows developing
countries to provide certain types
of export subsidies for a period
of five years after the date of
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BREAKUP OF FARM SUPPORT – AS NOTIFIED BY WTO MEMBERS

Breakup of Farm Support – All WTO Members, 1995

Breakup of Farm Support – All WTO Members, 1998

Notes: 1998 is the latest year for which majority of WTO Members have filed their subsidy
notifications. Compliance regarding notifying domestic and export subsidies to WTO
has been very poor.

Source: Members’ Usage of Domestic Support Categories, Export Subsidies and Export Credits,
Background Paper by the Secretariat, WTO Document Number TN/AG/S/1, dated 5
March 2002.
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abolition of export subsidies. The
Article 9.4 of the Uruguay Round
Agreement on Agriculture allows
developing countries to subsidize
certain marketing and transport
costs of farm exports. The HK
Ministerial Declaration permits
developing countries to continue
these export subsidies till 2018 (or
five years after the abolition of
farm export subsidies).

The progress on export
subsidies is a positive outcome of
the Hong Kong Ministerial.
However, it may not substantially
reduce the distortions in
agriculture substantially as little
headway has been made on the
issue of domestic support in
agriculture. Domestic farm
subsidies in developed countries
are the main source of distortion
in international farm trade and
these subsidies amount to about
US$300 billion. In comparison,
total export subsidies given by
developed countries sums up to
less than US$10 billion (Figure 1).
Hardly any progress has been
made on the issues of reduction
of domestic subsidies in the HK
Ministerial.

It is also important to
understand that over the years,
the necessity to provide export
subsidies has gone down. Earlier,
in developed countries, a very
high proportion of domestic
support was provided through
market price support. Market
price support raises the domestic
prices of agricultural commodities
and induces overproduction.
Export subsidies were used to
dump the surplus in the
international market by bridging
the gap between higher domestic
prices and lower international
prices. However, domestic farm

supports in most developing
countries are moving away from
price based support instruments
(which fall under the Amber Box
subsidies) to direct payments
(Blue and Green Box subsidies).
This is being done to bypass the
WTO reduction commitments on
Amber Box subsidies.3  As a result,
the need to use export subsidies
is also coming down.

Therefore, it can be said that
though the Hong Kong
Ministerial has scored a point by
freezing a date for elimination of
export subsidies, its real impact
on global agricultural trade will
be limited.

III. Export Credits
Export credits are

concessional loans which can come
in the form of direct credit,
guarantees or insurance for loans.
The exporting country gives these
loans to importers of an item. The
importer receives a loan at an
interest rate below the market
rate. This effectively lowers the
cost of export and acts as an
export subsidy. Additionally,
officially supported export credits
may incur losses over time if the
debts are not fully repaid by the
importers. This adds another
subsidy element and has a
potential to distort trade even
more.

One of the shortcomings of the
UR AoA is that export credit
programmes are not specifically
listed as subsidies which are
subject to reduction commit-
ments. Mainly on insistence of the
USA, export credits are given a
special status that exempted them
from such commitments.
Although not explicitly mentioned
in the agreement, it was agreed
that the talks on export credit
would continue in the OECD, and
an arrangement placing limits on
export credit conditions and terms
and the length of credit extension
would be negotiated. Though
some progress has been made in
the OECD regarding disciplining
export credits, till date no formal
agreement has been signed on this.

USA is the biggest user of
export credits in agriculture and
according to US Department of
Agriculture, outlays for different
forms of export credit sum up to
around US$5-6 billion (Table 1).
According to OECD (2000), USA
is not only the biggest user of
export credits, its export credits
are calculated to be almost twice
as distorting on a per unit basis
as any other countries and given
USA’s relatively large credit
allocation, it accounts for the
majority of the distortions in
world markets caused by officially
supported export credits. In the

TABLE 1

BREAKUP OF US EXPORT CREDIT PROGRAMMES

Export Credit Programmes Duration Outlays (2005)

GSM-102 Export Credit Guarantee Programme Up to 3 years $ 4,484 million

GSM-103 Intermediate Export Credit Guarantee Up to 10 years $ 99 million
Programme

Supplier Credit Guarantee Programme Less than 6 months $ 1,542 million

Facility Credit Guarantee Programme Unspecified $ 187 million

Source: Monthly Summary of Export Credit Guarantee Programme Activity, USDA,
http://www.fas.usda.gov/excredits/Monthly/ecg.html
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current round of negotiations,
efforts are on to impose strict
disciplines on widespread use of
export credits by USA.  The Hong
Kong Ministerial declaration says:

“We note emerging convergence
on some elements of disciplines with
respect to export credits, export credit
guarantees or insurance programmes
with repayment periods of 180 days
and below.  We agree that such
programmes should be self-financing,
reflecting market consistency, and
that the period should be of a
sufficiently short duration so as not
to effectively circumvent real
commercially-oriented discipline”.

This sentence indicates there
has been some convergence on
disciplining short-term export
credit. If one looks at USA’s
export credit programme, there
are four programmes – GSM-102,
GSM-103, Supplier Credit
Guarantee Programme (SCGP)
and Facilities Guarantee
Programme (FGP). GSM-102
guarantees repayment of short-
term financing (six months to
three years) which is extended to
eligible countries that purchase US
farm products. GSM-103
guarantees repayment of
intermediate-term financing (up
to 10 years) to eligible countries
that purchase US farm products.
Under SCGP, the duration of the
credit is short, generally up to 180
days. The duration of FGP is not
specified. Thus except for SCGP,
other schemes are targeted
towards longer term export
credits. It appears from the
Ministerial text that the GSM-102
programme is targeted for
reduction. As Table 1 shows, the
GSM-102 programme is the
largest among the export credit
programmes of USA.

However, there are two
caveats which are important here.
First, the ministerial text has not
mentioned any reduction schedule
or an end-date for elimination of
export credits. Experience with
implementation of the UR has
repeatedly shown that unless
legally tight reduction
commitments are imposed on
countries, effective reduction of
subsidies does not take place. It
remains to be seen how effective
WTO rules are going to be in
reducing or eliminating trade
distorting US export credits in the
farm sector.

And secondly, as far as export
credits are concerned, the Annex
A (Report by the Chairman of the
Special Session of the Committee
on Agriculture to the TNC) of the
Hong Kong Ministerial text,
indicates that a number of
unresolved issues are still there.4

Particularly, there has not been
much convergence on the S&D
aspects of export credits. These
include the treatment of inter-
developing country export credits

or export credits extended to
least developed and net food
importing developing countries.

IV. Food Aid
One of the more contentious

issues discussed during the Hong
Kong Ministerial is international
"Food Aid". The main debate was
between the USA, which is the
biggest provider of food aid in the
world (Figure 2), and the EU. The
EU is of the opinion that strict
disciplines on food aid are
required as it is frequently used
as a tool of surplus disposal, while
USA was of the opinion that
“flexibility in Food Aid is critical
to addressing world hunger”.5

Food Aid, per se, is a noble
concept where the donor country
provides food to the recipient
country for free or at a highly
concessional rate. Food aid, if
properly utilized, can help
improve the nutritional status and
support specific developmental
activities of vulnerable sections of
the population in poor food
importing countries.
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However, it has often been
found that countries are using
food aid to dispose of their
surplus production in other
countries. In fact, this is not a new
phenomenon and if one looks
back at the history of food aid,
during the early 1950s, food aid
was used to dispose of structural
surpluses of cereal products which
appeared in the USA. This trend
continued till the 1990s and
allegedly it still continues. The
problem with this form of food
aid is that in the extreme case6 , it
acts like a 100 per cent export
subsidy and leads to price
depression and displace-ment of
local producers in the recipient’s
market. Many countries have
alleged that in the garb of food
aid, donor countries actually try
to dump their surplus and capture
the markets in the recipient
countries. There are also
evidences showing that food aid
is sometimes tied to commercial
exports of agricultural products to
recipient countries.

As argued by Hoda and
Gulati (forthcoming), a priori it can
be expected that genuine food aid
for humanitarian reasons should

respond to the international price
situation and the volumes must
increase when prices are high and
vice versa. However, data on US
wheat prices and the US
donations of wheat and wheat
products show an opposite trend
(Figure 3). This evidence streng-
thens the hypothesis that food aid
is often used as a surplus disposal
mechanism rather than as a
genuine humanitarian response to
the problem of hunger in poor
countries.

Given the sensitive nature of
the topic, it is recognized by the
WTO negotiators that a balanced
approach is required for imposing
disciplines on food aid. On one
hand, the rules should not be so
strict that genuine food aid comes
down or deserving recipients of
food aids suffer, but on the other,
it is important to address the
abuse of the food aid mechanism
and check the resultant distortions
in global agricultural trade.

The Article 10.47  of the
Uruguay Round Agreement on
Agriculture (AoA) tries to impose
some disciplines on food aid but
the language of the text has not
been stong enough and imple-

mentation experience shows that
it has not prevented the misuse
of the food aid provisions.

In the current round of
negotiations, there is a
convergence of opinion that food
aid for emergency situations
should be treated differently
from other food aids. There is a
consensus that donor countries
should be given sufficient
flexibility about food aid to tackle
such situations. Also most
Members agree that if food aid is
given in response to an appeal
from a relevant international
organization (such as the World
Food Programme, Food and
Agriculture Organization, etc.)
then WTO rules should not come
in the way of this type of
humanitarian aid. However,
Members have different opinions
about disciplining food aid for
non-emergency situations. Most
countries have argued that strict
disciplines should be imposed on
other types of food aid so that the
system is not abused.

On this topic, the Hong Kong
Ministerial declaration says:

“On food aid, we reconfirm our
commitment to maintain an adequate
level and to take into account the
interests of food aid recipient
countries.  To this end, a “safe box”
for bona fide food aid will be provided
to ensure that there is no unintended
impediment to dealing with emergency
situations.  Beyond that, we will
ensure elimination of commercial
displacement.  To this end, we will
agree effective disciplines on in-kind
food aid, monetization and re-exports
so that there can be no loop-hole for
continuing export subsidization.”

It can be seen from this text
that the Hong Kong declaration
on food aid has indeed
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earmarked the problems with
international food aid but the
provisions indicated in the text
are not very clearly defined. For
example, it is not yet clear how
the "safe box" is going to be
constructed. Neither is it clear
what qualifies for an “emergency
situation”.  Unless these two
concepts are clearly defined, the
operational effectiveness of these
provisions will be difficult to
assess.

V. State Trading Enterprises
In the last few years of WTO

negotiations, the topic of state
trading enterprises (STEs) has
gained importance. This has
happened mainly because a
number of centrally planned
economies (CPEs) have recently
acceded or are in the process of
accession to WTO. In these
planned economies, STEs used to
play a very big role. And even
now, STEs control a significant
share of agricultural trade in these
economies. STEs are viewed with
suspicion because during the
implementation of the Uruguay
Round it was realized that
importing STEs can act as implicit
non-tariff barriers and often it has
been found that export subsidies
given through the STEs do not
become very apparent. In other
words, there is a feeling that
WTO Member countries can
covertly provide trade distorting
measures under the operations of
STEs. Also, because of the
monopoly powers enjoyed by the
STEs, they are often in a position
to influence the market in favour
of their commercial interests. It is
often pointed out that large STEs
from developed countries (e.g.
Canadian Wheat Board,

Australian Wheat Board and New
Zealand Dairy Board) can
influence price and distort trade
in their respective areas of
operations.8 The counter-
argument is that as long as STEs
are operating on commercial
basis,  they should not be
restricted from their normal
operations. Also, given the fact
that a handful of multinational
firms control a very high
percentage of agriculture trade,
it is unfair to accuse only the
STEs of monopoly powers.

However, overall it has been
felt that disciplines on export
competition needs to be
supplemented by imposing
restrictions on potentially trade
distorting practices followed by
STEs. The Hong Kong Ministerial
text says:

“As a means of ensuring that
trade-distorting practices of STEs
are eliminated, disciplines relating
to exporting STEs will extend to
the future use of monopoly powers
so that such powers cannot be
exercised in any way that would
circumvent the direct disciplines on
STEs on export subsidies,
government financing and the
underwriting of losses.”

As it is evident from the text,
the Hong Kong declaration has not
suggested any concrete measures
to impose disciplines on STEs.
Currently, in WTO, the operations
of STEs are governed by the
Article XVII of GATT 1994 which
lays down a set of procedures to
ensure transparency of the
activities of state trading
enterprises. The implications of
this paragraph will only be
apparent if a new set of rules
introduced to replace or append
to the original Article XVII.

VI. Cotton
As far as the sectoral initiative

on Cotton is concerned, some
positive developments have taken
place in Hong Kong. If one recalls,
one of the highlights of the Cancun
Ministerial meet was a debate
about how high subsidies given
to cotton farmers by developed
countries are adversely affecting
cotton exporters from some West
African countries. Benin, Burkina
Faso, Chad and Mali pointed out
that as a result of subsidies given
to cotton in richer countries,
exports of these four West African
countries have suffered. They
argued that subsidies given to
farmers in developed countries
induce overproduction of cotton
in those countries. Data show that
between 1997 and 2002, inter-
national prices of cotton have
declined by 39 per cent and cotton
prices in 2002 were at a 30-year
low. Declining international prices
of cotton and increasingly lower
price realization from cotton
exports is hurting cotton
exporters from developing
countries.

It has been decided in Hong
Kong that all forms of export
subsidies for cotton will be
eliminated by developed countries
by 2006 (Paragraph 11 of the
Ministerial Declaration). The Hong
Kong Ministerial text also indicates
that there is a convergence towards
a more ambitious elimination of
trade distorting domestic supports
for cotton. In this Ministerial,
Members have agreed to reduce
trade distorting subsidies for
cotton at a faster rate and over a
shorter period of time than other
products. It is expected that
abolition of cotton subsidies in
developed countries will lead to a



FOCUS WTO, January-February 2006 7

Lead Article

reduction in dumping of cotton by
developed countries. For the cotton
exporting countries from Africa,
this agreement can bring significant
benefits by improving their price
realization and export revenues.

VII. Conclusion
To conclude, it can be said that

the Hong Kong Ministerial has
made some progress regarding
disciplining export subsidies. The
agreement to eliminate export
subsidies on cotton by 2006 is a
welcome move. The African
countries which are dependant on
cotton are likely to benefit from
this. Similarly, the agreement on
elimination of export subsidies,
even though it has been watered
down to some extent, can be
termed as an achievement.
However, it is questionable how
much real impact it is going to have
on global agricultural trade. As
export subsidies account for a very
small percentage of total farm
subsidies, its impact may not be
substantial.9  From the point of view
of developing countries like India,
it will be far more important to
impose strict disciplines on
domestic farm subsidies. Lack of
any progress on this issue is
definitely a shortcoming of the
Hong Kong Ministerial meet.

Also, it is important to
highlight that not much progress
has happened in other areas of
export competition, like export
credits, food aid and STEs. As this
paper highlights, the Hong Kong
Ministerial declaration has
identified the issues with each of
these areas but no formal
discipline has been announced. It
is now up to the negotiators to
formulate a legally tight set of
rules to ensure that export

subsidies are not covertly
channeled through these routes.
To prevent circumvention, it will
be extremely important to ensure
that all forms of export subsidies
are properly disciplined.

It appears that during the
Hong Kong Ministerial, the
negotiators have consciously kept
the level of ambition at a low level
to avoid a failure of the meeting.
The breakdown of the Cancun
Ministerial and the slow progress
of the Doha Development Round
of trade talks made the success of
the Hong Kong Ministerial
extremely important for
maintaining the credibility of the
Multilateral Trading System. That
is the reason why the contentious
and important issues like
reduction of domestic subsidies
were kept out of the table. A soft
approach has meant that the
tangible achievements of the Hong
Kong Ministerial were modest.
The negotiators from developing
countries should now press hard
to address the more substantive
issues to correct the distortions of
international agricultural trade.

NOTES
1 WTO Document Number WT/

MIN(05)/DEC, dated 22 December
2005.

2 WTO Document Number WT/L/
579, dated 2 August 2004.

3 See Pal (2005) for a more detailed
discussion.

4 “This includes, but is not limited to:
exemptions, if any, to the 180 day rule;
whether the disciplines should allow
for pure cover only or also permit
direct financing;  the appropriate
period for programmes to fully recover
their costs and losses through the
premia levied from the exporters
(principle of self-financing - there

needs to be convergence between
position which range from one year to
fifteen years);  the disciplines
regarding special circumstances;  and
the question of special and differential
treatment, including whether, as some
Members argue, developing countries
should be allowed longer repayment
terms for export credits extended by
them to other developing countries and
the specifics of differential treatment
in favour of least-developed and net
food-importing developing countries.”
Note 5, Annex A of Hong Kong
Ministerial Text.

5 Office of the United States Trade
Representative, www.ustr. gov/
a s s e t s / D o c u m e n t _ L i b r a r y /
Fact_Sheets/2005/asset_upload
_file582_8531.pdf

6 That is, when food aid is given for
free.

7 “Members donors of international food
aid shall ensure:

(a) that the provision of international
food aid is not tied directly or
indirectly to commercial exports of
agricultural products to recipient
countries;

(b) that international food aid
transactions, including bilateral
food aid which is monetized, shall
be carried out in accordance with
the FAO “Principles of Surplus
Disposal and Consultative
Obligations”, including, where
appropriate, the system of Usual
Marketing Requirements (UMRs);
and

(c) that such aid shall be provided to
the extent possible in fully grant
form or on terms no less
concessional than those provided
for in Article IV of the Food Aid
Convention 1986.”

8 Vernon (1982) on how STEs can
distort trade: “Governments in many
of these countries had developed
programmes for stabilizing and
supplementing the income of their
farmers, and had created state trading
agencies to carry out some part of those
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programmes. These state traders in
agricultural products usually
exercised control over competing
imports, acted as discriminating
monopolists in the export of products,
and drew on the support of the public
treasury whenever their costs exceed
their revenues. Operating under an
explicit mandate from their
governments, these agencies as a rule
had no great difficulty in resisting the
application of the general trade
principles to their situation”.

9 Moreover, Dubey (2006) says: “The
elimination of export subsidies is
unlikely to result in either any
improvement in India’s competitive
position in the world market or in
lessening the impact of cheap imports
of agricultural products. The
elimination will help only those
countries, like Argentina, Brazil and
China, which by virtue of the efficiency
of their agricultural sector, have the
capacity to overcome the barrier of

domestic subsidies given by major
developed countries and thus place
themselves in a position of close
competition with these countries. For
them, even the little advantage
provided by the elimination of export
subsidies can make a difference at the
margin. But this marginal advantage
will be of no practical value to India,
which is a relatively high cost producer
of agricultural products.”
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The EU for Time-Bound,
“Balanced” Outcome of
WTO Talks
THE European Union (EU) is committed to a time-
bound and “balanced” outcome of the multilateral
trade negotiations but negotiations on agriculture
and non-agriculture market access (NAMA) issues
would be accorded as much significance as those
on services and rules, the Director-General Trade,
European Commission, Mr. David O’Sullivan, said
at the Interactive Meeting on India-EU Partnership
on WTO Issues.

Addressing a meeting organized by the
Federation of Indian Chambers of Commerce and
Industry (FICCI), Mr. O’Sullivan said, “We must
ensure a single undertaking in the Doha Round,”
adding that “agriculture liberalization is
important, and as India knows, too much market
access too quickly can be damaging to India’s
economy.”

He said that the EU has put on the table a
significant offer on agriculture, shifted 90 per cent
of trade-distorting subsidies from the Amber Box
to the non-trade distorting subsidies’ Green Box at
a great cost to its domestic constituency and it is
committed to eliminating all export subsidies.
Therefore, it is essential that this is accompanied by
new commercial opportunities in the services sector,
he pointed out.

The Additional Secretary, Department of
Commerce, Ministry of Commerce and Industry,
Shri G.K. Pillai, said, “We need to take on board
many countries as a number of them are yet to
understand the potential benefits arising out of the
negotiations.” In India “we need to undertake a lot
of domestic reforms to provide a level playing field
to the domestic industry.”

(The Hindu Business Line, 15 February 2006)

WTO Negotiations in Agriculture:
Post Hong Kong
BETWEEN Seattle and Hong Kong, the trade talks
meandered through Doha and Cancun with regular
stopovers at Geneva. At each stopover, the trade
negotiations have been changing in tone and
character. The Hong Kong ministerial has come and
gone. Both sides claiming victory, the developed
and the developing. The important thing that
emerged at Hong Kong is the unity of the
developing economies in the form of grand alliance
(G-110), which united on the need to keep the
development focus on the Doha Round of trade
talks.

The first draft text on agriculture negotiations
reached a crucial non-offensive breakthrough
aiming to ensure that nobody is rubbed the wrong
way. Export subsidies of rich nations, including those
contained in US food aid programmes, subsidies
involved in the activities of monopolistic trading
companies in Australia, New Zealand, Canada and
the EU, have to phase out by 2013, out of which a
substantial portion by 2010. But the end date of 2010
has been put within brackets and tied to elimination
of other kinds of subsidies like food aid and
subsidies to state trading enterprises. The draft also
brought out to deliver a development package to
the poorest countries and set a new deadline of 30
April 2006, to complete the full modalities of the
agreement, that includes disciplines on export
credits, export credit guarantees or insurance
programmes, state trading enterprises and food
aids. For cotton, export subsidies will be eliminated
by developed countries in 2006. On market access,
developed countries will give duty and quota free
access for cotton exports from least-developed
countries (LDCs) from the commencement of the
implementation period. Trade distorting domestic
subsidies for cotton production should be reduced
more ambitiously than under whatever general
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formula is agreed and that it should be implemented
over a shorter period of time than generally
applicable.

For the developing countries, the draft stated
that there should be products designated as special
products for food security, livelihood security and
rural development. However, the percentage of
products to be designated as such has been put in
brackets (still to be negotiated). A provision for
Special Safeguard Mechanism is also agreed upon
to include both price and volume triggers for
protecting domestic producers in case of surge in
imports. Developing country members with no AMS
commitments will be exempt from reductions in de
minimis and the overall cut in trade distorting
domestic support. Thus, India can continue to
support its farmers as the text exempts it completely
from making any reductions in subsidies. The text
also has adequate provisions to restrict developed
countries’ practice of shifting domestic subsidies
from one box to another to continue with them in
other different forms.

For many reasons the sixth ministerial meeting
of the WTO was nothing short of a historic
development. The text, however, left a lot to be
desired as all essential things are within brackets
(still to be negotiated). Though the Hong Kong
ministerial has been an important milestone in the
struggle to see Doha Development Agenda take
shape, equally interesting will be to see how the
contradictions unfold in the months ahead,
especially in view of the fact that the stakes are high.

(Agri Export Advantage, January 2006)

G-20 Asks WTO to Tread on its
‘Middle Path’ Formula
THE G-20 group of developing countries fighting
the agriculture battle at the WTO has said its
proposals made prior to the Hong Kong ministerial
meet represent the middle ground and should be
used as a basis for working on the texts of the final
agreement.

The WTO ministerial meet in Hong Kong in
December 2005 had decided on a deadline of 30
April 2006 for finalizing the modalities of the
agriculture talks, which include deciding on the
formulae and target dates for reducing all kinds of

subsidies and tariffs and concretizing special &
differential treatment promised to developing
countries. Comprehensive draft schedules based on
these modalities are to be submitted no later than
31 July 2006.

The G-20, which includes developing countries
from round the world like India, Brazil, China,
Pakistan, Bolivia, Indonesia, South Africa and
Tanzania, stated in the ongoing agriculture week in
the WTO headquarters in Geneva that its proposal
was a difficult compromise to reach within the diverse
group and represents a genuine middle ground.

In its paper on market access, the G-20 proposed
that developed countries undertake a formula cut
of at least 54 per cent on average, while developing
countries should be subject to a maximum tariff cut
of 36 per cent on average. To achieve that, it
proposed a formula with two different sets of bands
as well as two sets of tariff reduction rates for
developed and developing countries.

For reducing domestic subsidies, the G-20
proposed that the final bound aggregate measure
of support (AMS) be reduced substantially, using a
tiered approach. Countries with AMS totalling over
$25 billion would have to cut by 80 per cent, those
with AMS level of $15-25 billion would cut by 70
per cent and those with AMS level of $0-15 billion
would cut by 60 per cent.

The G-20 claims that its position comprises the
middle ground as it seems to somewhat balance the
positions of the EU and the US. The US has accused
the EU of not giving enough in the area of market
access while the EU has said that the US is not serious
about reducing its agriculture subsidies.

(The Financial Express, 26 January 2006)

Farm Wing of Congress Hits out
at WTO ministerial
THE Executive Chairman of the Bharat Krishak
Samaj (BKS), Shri Krishan Bir Chaudhary said, “As
the European export subsidy would continue till
2013, the US would not be inclined to phase out its
support to its state trading enterprises and would
continue dumping food as aid. The US had already
said that it would phase out its support to state
trading enterprises and stop dumping food as aid,
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provided Europe ends its export subsidy”. The
European Union should have phased out export sub-
sidies long back. The Hong Kong declaration rather
legitimized European export subsidies till 2013.

 He said that the Hong Kong declaration also
legitimized US cotton subsidy till 2006. The US
cotton subsidy was slated to be phased out by
September 2005 as per the ruling of the WTO dispute
settlement body.

He added: “The European export subsidy is a
small part of the total subsidy given by the rich. As
the ministerial has failed to phase out export subsidy,
hopes are dim for future negotiations to arrive at a
drastic cut in the heavy subsidy bill of the developed
world.”

Shri Chaudhary cautioned that the para 24 of
the ministerial declaration has tied up agriculture
and NAMA together for negotiations on market
access. This, he said, is a dangerous move as it
would in future give scope for more trade off deals,
jeopardizing the interests of farmers, labourers and
industry in the Third World.

(The Financial Express, 27 December 2005)

US Senate Approves End of
Cotton Export Subsidy
THE US Senate voted to terminate the major US
cotton export subsidy, honouring a promise made
at world trade talks, along with trimming $2.7
billion from agricultural programmes.

The provisions were wrapped into a bill that
cuts government spending by about $39.7 billion.
Because of a minor amendment, the bill returns to
the House, which may not get to it until late January,
according to an aide to Acting House Majority
Leader Roy Blunt.

Work on repeal of the so-called cotton Step 2
subsidy began months ago after the WTO ruled that
lavish US subsidies distorted the global cotton
market. Negotiators at world trade talks agreed
last weekend that countries must end cotton export
subsidies in 2006.

The bill would revive the milk income loss
contract (MILC) subsidy for two years at a cost of
$1.0 billion. That could figure in political campaigns
next year in the upper Midwest.

Under the bill passed by the Senate, the Step 2
programme would end on August 1, when the
current marketing year ends.

Step 2 gives exporters and millers an incentive
to purchase higher-priced US cotton. For the past
week, the payment was 4.4 cents per lb.

The Bush administration suggested immediate
termination of Step 2. But the cotton industry said
it needed time to adjust, so Congress allowed a
transition period. Considering how some sales are
agreed months in advance, a final decision on Step
2 was needed soon, said one cotton industry official.

(www. financialexpress-bd.com, 23 December 2005)

Kamal Nath will Try to Allay Left’s
Fears on WTO Deal
COMMERCE MINISTER, Shri Kamal Nath said
that Indian farmers and industry had gained from
the WTO negotiations in Hong Kong. “Their
apprehensions are absolutely misplaced”, he said.

Shri Kamal Nath observed that after the Hong
Kong round, developing countries like India will
not be required to phase out domestic support given
to farmers. Therefore, all the programmes of the
Government aimed at benefiting farmers are not
subject to any WTO discipline, he said.

The Hong Kong agreement also accepted that
developing countries can declare appropriate number
of special products, which are important for food
security and rural development, on a self selection
basis. These products would be outside the ambit of
the tariff reduction formula. He said that these
measures would help our farmers in protecting their
important crops from international competition.

The Hong Kong agreement also allows
developing countries to use special safeguard
mechanism, which enables the Third World
countries like India to raise import duties on
agricultural products if there is a surge in their
imports or there is a fall in their prices. Shri Kamal
Nath said that Indian farmers should not worry
about their income levels falling due to unfair
competition from subsidized imports.

At the same time, agreement has been reached
on complete elimination of export subsidies on all
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agricultural products by developed countries by
2013. Shri Kamal Nath said that as the elimination
has been made front loaded, a substantial part of the
export subsidies would be eliminated by 2010 itself.

(The Times of India, 22 December 2005)

Govt will Safeguard National
Interests at WTO, Assures Minister
Hong Kong Draft Gives Enough
‘Negotiating Space’
THE Government said that it would continue its
“close engagement” with various stakeholders on
WTO issues so that the best result could be
obtained “fully protecting our farmers, industry
as well as promoting our national interests and
core concerns.”

In a statement in the Lok Sabha on the Hong
Kong ministerial conference of the WTO member
countries for which he led the Indian delegation,
the Union Commerce and Industry Minister, Shri
Kamal Nath, contended that the H.K. Ministerial
Declaration finally agreed upon addressed “our core
concerns and interests and provides us enough
negotiating space for future work leading to
modalities.” The text has a positive development
content, which would need to be built upon and
fully realized in the next stage of negotiations.
Stating that the principal elements of the text
represent “significant gains” for India, the Minister
said that in the case of agriculture and domestic
support, developing countries such as India with
no aggregate measurement of support (AMS)
commitments would be exempt from any cuts on
their support. As the green box providing for
legitimate subsidies is being reviewed, programmes
of developing country members, which have a
minimal trade distorting effect, would be
incorporated into the box, he said.

Shri Nath said, developing countries such as
India would continue to benefit from the provisions
of Article 9.4 of the Agreement on Agriculture (they
should be able to continue to provide marketing
and transport subsidies for five years after
elimination of export subsidies, — up to 2018, as
export subsidies of developed countries would be
abolished in 2013.)

On non-agricultural market access (NAMA), the
Minister said the declaration also recognizes the
sensitivity attached to the unbound tariff lines by
providing for “a non-linear mark-up before applying
formula reductions.” It is also agreed that
participation in the sectoral initiatives to reduce or
completely eliminate tariffs would be on a non-
mandatory basis. In services, the declaration agreed
to remove or substantially reduce the economic
needs test. This has been one of the principal barriers
to export of services from developing countries and
also a long-standing demand of India. Revised
offers on services would be submitted by 31 July
2006 and final draft schedules would be ready by
31 October 2006.

(The Hindu Business Line, 22 December 2005)

WTO Meet: Stalemate on Farm,
Export Subsidies Continues
A DAY after its inauguration, the sixth ministerial
conference of the WTO at Hong Kong limped
forward with few signs of the deadlock between
the developed and developing countries on finalizing
the Doha Development Round agenda being broken.

The key issue, as was apparent even during the
run-up to the ministerial meeting, remains the farm
and export subsidies of the developed countries to
which the developing countries are opposed and
have linked to discussion in the areas of industrial
tariffs and services.

Nevertheless, it was witnessed to some intense
discussions and posturing among the informal trade
groups formed by developing countries. The
situation prevailed even as Peter Mandelson, EU
Trade Commissioner, and Rob Portman, US Trade
Representative, at different meetings called upon
the negotiators to move forward the global trade
talks.

India, whose statements have come to symbolize
the stand of the developing countries, stuck to its
position that any discussion on non-agricultural
market access (industrial tariff) was not possible
without firm commitments from the developed
countries on the farm and export subsidies. Stating
that there had been little movement in the meeting,
the Union Commerce Minister Shri Kamal Nath said
he was not averse to taking the blame for any
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stalemate as resolving the issues in agriculture was
important to hundreds of millions of poor farmers
in the developing countries.

Even while pointing that the Doha round could
not be completed without an agreement on
agriculture, Shri Kamal Nath called for elimination
of tariff peaks and tariff escalation, to help the small
and medium enterprises, obtain effective access to
developed country markets.

(The Hindu Business Line, 15 December 2005)

Making Farms Competitive
GOING by the trends of agricultural exports and
imports since 1991, it would appear that Indian
economic reforms led to a perceptible spurt in
exports but the advent of the WTO in 1995 blunted
this trend and encouraged agro-imports.

But imports of agricultural produce, too,
increased almost at the same pace in this period.
After 1996-97, when the WTO era got properly
under way, earnings from agricultural exports
began to decline. No doubt, agro-exports have
tended to look up again in the last couple of years,
but the uptrend in the import of farm produce has
remained unabated, to the detriment of the
agricultural trade balance.

However, to attribute these trends wholly to
either the economic reforms or the WTO will be
too simplistic. There are other important reasons
behind the trend. A study on this subject,
undertaken by the Delhi-based National Centre for
Agricultural Economics and Policy Research
(NCAP), reveals that movements in the prices of
agricultural commodities in the international market
are more responsible for these trends than anything
else.

Prices of almost all major farm products fell
sharply after 1997, partly due to the inherent cyclical
nature of global commodity prices and partly to
increased global export competition. The increase
in export subsidies offered by many developed
countries to their farmers and agro-industries also
accentuated the price meltdown.

Consequently, many Indian farm products
became non-competitive in the global bazaar.
Especially, low-value products like rice (non-

Basmati), wheat and oil meal which had touched
new highs in the earlier phase, could not withstand
the global competition and their exports were
dropped significantly.

But the tempo of export growth was sustained
in high-value goods such as marine, livestock and
horticultural produce. The drop in global
commodity prices also impacted the imports of
agricultural produce, which doubled between 1996-
97 and 1999-2000. As a result, cheaper imports, some
of them subsidized, began threatening the domestic
output growth of not only staple cereals but also of
edible oilseeds, pulses and some other crops.

The lessons from these developments are clear,
though varied. For one, high-value food products
stand a better chance of facing global price
competition than low-value items.

Besides, in the event of a drop in the
international prices of farm produce, it is not easy
to safeguard indigenous production against
competition from cheaper imports. And most
significantly, the key to sustaining and boosting farm
exports is held by domestic production costs, which
need to come down to make Indian farm produce
globally price competitive.

For this, farm yields will have to be stepped
up substantially without taking a cost-push route.
On the external front, this analysis in a way
endorses the firm stand taken by India and other
member countries of the G-20, as also the Cairns
group, at the WTO negotiations on reducing
production and export subsidies by major
exporting countries.

For, no amount of domestic productivity
improvement will be enough to enable Indian
produce to compete with highly subsidized produce
put on offer by some developed countries. So the
strategy must be two-pronged—improve farm yields
and strike a hard bargain at the WTO negotiations.

(Business Standard, 21 October 2005)

WTO: Export Subsidy Must Go
A tax credit for American businesses that export
their goods that costs taxpayers $4 billion per year
in lost revenue could soon be history thanks to a
recent ruling by the WTO.
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The WTO’s interim report on the foreign sales
corporation (FSC) tax credit, which allows
companies to exempt revenue from taxation by
using offshore subsidiaries to export their products,
characterized the FSC law as an unfair export subsidy
and recommended that it be scrapped. Otherwise,
the trade organization could allow the European
Union to levy steep duties and tariffs on American
imports.

American taxpayers pay through the nose for
this subsidy. Cost estimates show that FSC’s will
cost taxpayers $42 billion in lost revenue in the next
decade.

More than six thousand companies qualified for
the tax credit, but less than one per cent of US
companies have an FSC. Some of the largest US
companies, including Boeing, General Electric (GE)
and Microsoft, receive the lion’s share of the law’s
benefits.

Boeing reported $13.3 billion in revenue for the
first quarter of this year, a 34 per cent increase over
last year’s first quarter. GE’s revenues rose to a record
$30.5 billion in the first quarter. Microsoft’s most
recent revenue figures show a 14 per cent increase
from the same time last year, up to $6.46 billion.

With around ten per cent of its total earnings
coming from the tax credit, Boeing is one of the
biggest beneficiaries of the law.

Critics charge that the tax break is inherently
unfair to companies that do not export their goods.
While all companies have to pay a certain percentage
of their revenue in taxes, smaller businesses that
cannot set up an FSC are disadvantaged in the
market by the tax credit.

The WTO’s interim report is its second ruling
on the law that goes against the US. In response to
last year’s ruling against the FSC tax credit, Congress
revised the law.

The WTO found the changes were insufficient,
as evidenced by its report. The trade organization’s
full report will not be released until August. The
US is expected to appeal the WTO’s final decision,
but the trade organization’s panel decisions are
rarely overturned.

That could hurt American businesses because
products from exporting companies would become

more expensive for consumers in the European
Union due to higher duties and tariffs.

Congress should immediately scrap the FSC tax
credit before the WTO does it for them. This export
subsidy costs American taxpayers billions in lost
revenue and is inherently unfair to many American
businesses.

(www.taxpayer.net)

Export Subsidy Likely for
Pepper, Cardamom
THE Union Commerce Ministry is likely to clear
the export subsidy proposal for pepper and
cardamom soon to increase exports and arrest fall
in the domestic prices of these commodities. The
subsidy would cover costs such as local
transportation, processing and export freight.

The Kerala Government is said to have
demanded a subsidy of around Rs 20 a kg for
exporting the pepper procured by it. The WTO-
compatible subsidy would make the Indian
produce competitive in terms of price in the
overseas markets. Besides, it would help regulate
the supply, which in turn would arrest the fall in
prices while farmers would get a remunerative
price, they said.

The State Government had procured around
4,800 tonnes of black pepper directly from growers
through the Cooperative Marketing Federation
(Marketfed) at Rs 75 a kg. If the agency releases the
entire quantity in the domestic market at the
prevailing price of Rs 56-60 a kg that would not
only land up the Marketfed in heavy loss but also
lead to a sharp fall in the prices.

Given the situation, the Government had
decided to export the entire quantity.

Ever since the entry of new producers in the
world market, the Indian exports of pepper had
dropped gradually from 42,824 tonnes in 1999-2000
to 22,877 tonnes in 2001-02 and 16,635 tonnes in 2003-
04 and 14,150 tonnes last fiscal. According to market
sources, the Marketfed could sell the pepper to 100
per cent export-oriented processing units in the
special economic zones (SEZs) at the prevailing
market price. These units could then process and
undertake value-addition and export.
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Similar situation is prevailing in cardamom
exports also. The Indian produce is outpriced in
major world markets. Other producers are offering
cardamom at prices much lower than that of the
Indian produce leading to sharp decline in exports.

Exports from the country, which stood at 3,272
tonnes in 1985-86 gradually dropped to such a level
that the shipments last fiscal was 650 tonnes as against
757 tonnes the year before. Guatemala is said to be
offering at almost half the Indian price in the
international markets, they said.

The comparative freight advantage enjoyed by
other producers coupled with the cost involved in
quality improvement has to be compensated, they
said adding, “this could be possible by extending
WTO-compatible subsidy for exports of these
commodities”. However, some traders have
questioned the logic behind the Indian Government
subsidizing these commodities to sell at prices lower
than that of the domestic price to the overseas
customers.

(www.thehindubussinessline.com)

Foodgrain Sector has Little to
Savour; Export Subsidy Plan
may be Non-Starter
THERE is nothing in the Union Budget for the grain
trade, including export. With a paltry Rs 0.01 crore
being allocated towards the foodgrain export
subsidy, it is clear that the much awaited “WTO-
compatible” subsidy policy, mooted by the
Commerce Ministry, would be a non-starter this
year.

The Government’s lack of enthusiasm for
promoting foodgrain exports is mainly due to the
not-so-comfortable public stocks position.

As on 1 January 2005, total grain stocks stood
at 216.97 lakh tonnes (lt), comprising 127.63 lt of
rice and 89.31 lt of wheat. This is against
corresponding stocks of 250.16 lt on 1 January 2004
(117.27 lt of rice and 126.87 lt of wheat) and the
peak level of 648.30 lt reached on 1 June 2002 (234.01
lt rice and 413.17 lt wheat).

The current stocks are higher than the normative
minimum buffer of 168 lt (84 lt each of rice and

wheat), necessary to be maintained in the central
pool operated by the Food Corporation of India.
But these would be adequate only to meet the
requirements of the public distribution system (PDS)
and food-for-work programmes, such as the
Sampoorna Grameen Rozgar Yojana (SGRY). That
leaves very little grain for exports.

An indication of this is the fact that of the total
foodgrain offtake of 287.28 lt from the central pool
during April-December 2004, a mere 9.66 lt has been
earmarked for exports, while the bulk of 202.14 lt
has been provided towards the targeted PDS and
another 37.97 for the SGRY. But during 2003-04, out
of the total offtake of 493.32 lt, the targeted PDS
claimed 241.94 lt and the SGRY 106.14 lt. And even
after all this, a total quantity of 103.08 lt was lifted
by exporters during the year.

“Two years back, there was enough grain for
all purposes. Today, we have to be more judicious
in the use of our stocks,” a Food Ministry official
said. However, there is nothing in the Budget to
allow exporters to ship grain sourced from private
purchases and claim WTO-compatible re-
imbursement on transport and marketing
expenses. To make maters worse, the latest Rail
Budget has raised freight charges on non-PDS
grain by a hefty 33 per cent, making exports
further uncompetitive.

But for the Government, the decline in public
stocks has helped contain its spiralling food subsidy
without resorting to any hikes in PDS issue prices.
For 2005-06, the total food subsidy bill has been
budgeted at Rs 26,200 crore, marginally higher than
the revised estimate of Rs 25,800 crore in the current
fiscal.

(The Hindu Business Line, 1 March 2005)

International Developments in
Export Credit and Finance Service
THE WTO Agreement on Subsidies and
Countervailing Measures (SCM Agreement) is an
agreement between some 138 members. Part I,
Article 1 (Appendix H) defines a subsidy when there
is (a) a financial contribution by a Government or
any public body; and when there is (b) a benefit
conferred. In other words, a subsidy is deemed to
exist when both conditions are met.
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Export Credit support provided by a
Government agency, department or private entity
on behalf of Government, is caught by the definition
of financial contribution in Export Credit support
which is captured by (a) but does not confer a benefit
as referenced in (b) is not a subsidy. In financial
terms, a Government may provide a credit to a
borrower on the same terms and conditions as
available to that borrower from a private source of
finance and this would not be considered a subsidy.

It is very important to note here that a subsidy is
not defined by cost to the Government, rather it is
defined by reference to market. (This distinction is
discussed later in this section in reference to Market
Windows). However, it should be noted that the
recipient of the benefit in the case of an Export Credit
need not necessarily be the recipient of the credit.

Part III, Article 3 defines a prohibited subsidy.
Article 3.1 (a) refers to subsidies contingent on
export performance, and points to Annex I, which
is an illustrative list of prohibited export subsidies.

In simple terms, Articles 1 and 3 define the type
of Export Credit support which is defined as a
prohibited export subsidy.

Annex I lists at (a) to (l) examples of export
subsidies. OECD Arrangement Participants are
familiar with item (j) as it refers to the provision by
Governments of Export Credit guarantee and
insurance programmes at premium rates which are
inadequate to cover long-term operating costs and
losses of the programmes.

ECA Break-Even

What is interesting about reference to item (j)
in the OECD context is that ECAs and their
Governments have chosen to understand the “WTO
obligations” to mean that programmes must break-
even. It is not that simple. Item (j) cannot be
interpreted as an obligation but merely an
illustration that to not cover long-term operating
costs and losses de jure is a prohibited export
subsidy. Contrary to common understanding, it
does not say the converse, i.e. that breaking even
over the long term on a transaction or agency basis
means there is not an export subsidy.

Moreover, it is not clear whether the
programme does not break-even is on a transaction

basis or an agency basis. In addition, the definition
of long-term operating costs is ambiguous. Would
it include the cost of capital, which for most ECAs
is zero?

WTO Haven

Item (k) in the Illustrative List of Export Subsidies
(Annex I) makes reference to the OECD
Arrangement in the second paragraph. It says that
“…. if in practice a Member applies the interest rates
provisions…, an Export Credit practice which is in
conformity with those provisions shall not be
considered an export subsidy prohibited by this
Agreement”.  In other words, if an ECA complies
with the interest rate provisions of the Arrangement,
it is given a safe haven in terms of being “WTO-
proof”. This haven is available to OECD participants
and other countries which follow the OECD
Arrangement guidelines.

Footnote 5 of Article 3.1 (a) says that measures
referred to in the illustrative list of export subsidies
as not constituting export subsidies shall not be
prohibited under this or any other provision. An
“open” issue is whether this includes item (j), i.e.
pure cover operations (i.e. where an ECA provides
only credit insurance cover or guarantees but no
support of the interest rate, etc.).

Recent Developments

The establishment of the WTO in 1995, following
the GATT, raised the profile in Geneva of the OECD
Arrangement, as suddenly 138 WTO members had
language in their agreement [item (k)] which they
needed to understand. As a result, the WTO
Secretariat requested observer status at OECD
Arrangement meetings to gain a greater insight into
the details, etc.

A second factor which put the issue of Export
Credits and the WTO firmly on the radar screen
was the recent (and ongoing) cases of Canada
against Brazil and Brazil against Canada. This issue,
in sum, relates to aircraft financing in support of
two competitors in the regional jet market,
Bombardier and Embraer. As Brazil is not a
participant in the OECD Arrangement, Canada had
no other recourse but to challenge Brazil at the WTO.
Brazil counter-challenged Canada’s support,
including the use of the Canada Account, EDC’s
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National Interest account. In hearing the case, the
WTO panel and appellate body has to interpret the
meaning of item (k) and define precisely what
“interest rate provisions” mean in reference to the
Arrangement.

The panel ruled that Export Credits can benefit
from the safe haven of item (k) if they are in the
form of direct credits financing, refinancing or
interest rate support and apply the special fixed
interest rates under the OECD Arrangement (the
so-called CIRR’s), as well as the other terms and
conditions of the Arrangement. This ruling could
have important implications for pure cover (i.e. ECA
insurance cover against political/commercial risks
but no involvement or support for the funding)
operations, which therefore might not enjoy this safe
haven and would be subject to the full disciplines
of the SCM Agreement. In addition, there is a
potential impact on floating rate financing and
matching.

The ruling also has important implications for the
interpretation of footnote 5 and also for so-called
Market Window operations. Market Window
transactions would first be tested against the
definition of a subsidy to determine whether a benefit
has been conferred. If no export subsidy has been
given, there would be no requirement for a safe
haven. Therefore, in WTO terms, the validity of a
Market Window operation should be defined by
whether the institutions who provide such financing
are truly acting as market players in the eyes of the
borrowers. From the WTO’s perspective, it is not,
therefore, a “competition” issue of whether or not
the institution or programme pays taxes, etc., but rather
whether the support provided is more generous than
that offered by the private sector.

Future Challenges and Issues

There are three key areas for the future to
consider.

First, the issue of Market Windows and the
relationship between the OECD Arrangement and
the WTO rules will become increasingly important
in the coming years.

It is difficult to believe that an agreement
amongst less than 30 nations (OECD Arrangement)
can exist without reference to an agreement signed
by 138 members (WTO), particularly when a number

of large exporting nations, such as China and Brazil
remain outside the OECD “club”.

Secondly, in the absence of an agreement at the
OECD on agriculture Export Credits (Section X), it
is possible to imagine that this discussion might be
carried over to the WTO. Indeed, if a challenge
were to be made on say a 5 year wheat credit from
the US to Algeria where the premium (or equivalent)
charged for this was to be lower than the 5 year
OECD minimum political risk premium for Algeria,
then this would give an additional new and
significant argument or reference point for claiming
that, prima facie, this would be a clear case of a
subsidy.

Beyond the issues of Market Windows and how
the safe haven applies to pure cover operations, there
is a question as to how Investment Insurance or
investment lending operations would be treated
under the WTO.

The definition in Article 3 of “export
contingent” is perhaps more ambiguous than the
definition commonly applied in the OECD
Arrangement for “tied”. This definition was
tested extensively in the Canada/Brazil case for
a Canadian Government R&D programme in
support of aircraft. In this case, financing for
projects based on a national investment which tilts
a procurement decision towards a national
export, rather than being directly tied, could be
argued to be export contingent. This would have
important implications for institutions like JBIC
in Japan and OPIC in the US, whose investment
support usually looks for some exports to follow.

(www.dfat.gov.au/trade/efic_review)

WTO Agreement to Eliminate
Export Subsidy is a Huge Gain to
India
Commerce Minister Kamal Nath in
FICCI
UNION Commerce Minister Shri Kamal Nath, while
addressing the Seminar on “WTO’s July Framework
Agreement: Implications for Indian Business”,
organized by FICCI in New Delhi said that the
recent WTO Framework agreement to eliminate all
export subsidies is a major gain to India. Elaborating
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the implications of the agreement and the impact
on several sectors, Shri Kamal Nath said that India’s
defensive interests in agriculture have been fully
accommodated in the agreement. “A huge gain for
us at Geneva was a clear and unequivocal support
on the part of developed countries to completely
eliminate – not just reduce – all export subsidies by
a specific end date. Furthermore, we got them to
commit to an across the board 20 per cent reduction
on trade distorting domestic support in the first year
itself” said Shri Kamal Nath. In the agreement it is
ensured that not only will developing countries
have access to sensitive products but also over and
above this we will have Special Products and also
Special Safeguard Mechanism.

Shri Kamal Nath reiterated that in agriculture
“our main objective was to secure the interests of
millions of farmers in India.” The argument of
developed countries regarding the opening up and
improved market access cannot be taken into
account, since in India we have subsistence farming
and not commercial agriculture, said Shri Kamal
Nath. Talking about the direct implications of the
export subsidies he said that huge subsidies
amounting to more than $300 billion a year given
by way of support to the farmers by developed
countries create artificial prices. In developed
countries, the agricultural subsidies are directly
related to exports. This has to be brought down
and made the prices realistic, then only an effective
competition will persist and the existing imbalance
will be eliminated.

Shri Kamal Nath said that by insisting on a tariff
formula with deeper cuts in higher tariffs, India will

be able to market access to developed countries for
its own agricultural products. Due to reduction of
subsidies in developed countries, our agricultural
products will be able to compete with products of
international markets. The tariff rate quota (TRQ)
expansion in developed countries would create
another window opportunities for Indian agri
exports.

On non agricultural market access (NAMA), he
said: “The July Framework creates additional
market access for our industries through provision
for tariff reduction in non agricultural merchandise
goods. Tariff peaks and tariff escalations, which at
present reduce our ability to export value added
items, will now be specifically addressed”.

In his welcome address Shri Y.K. Modi,
President, FICCI said that one of the most significant
achievements of the framework agreement is that
it would be instrumental in getting the Doha agenda
back on track. Another positive feature is that
mandatory tariff elimination has now changed to
voluntary tariff elimination. This means we can now
pick and choose these sectors, which are more
favourable to Indian business. Shri Modi said that
India has to address the emerging challenges like
leveraging both multilateralism and FTAs to gain
greater market access for Indian goods and services.
Also he said that India has to be vigilant that the
US and EU cannot misuse the provision of a “new
Blue Box” and thus be able to shift, in the US case
for example, counter cyclical payments to this new
facility.

(www.ficci.com)

•
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Agricultural Subsidies and Negotiations:
Strategies and Option by Parthapratim Pal,
Centre for Trade & Development, Indian Council
for Research on International Economic Relations,
(ICRIER), November 2005, New Delhi.

THE publication is the second in the Hong Kong
Series and looks into the strategies and options
available to India for facilitating a fair playing
ground for its agrarian interests in the multilateral
trade arena. It covers some of the deficiencies in
the July 2004 Package and has suggested options on
improving the framework by correcting the
anomalies. It says that there are enormous
distortions prevailing in the global agricultural trade
that affect lives across boundaries and that
developing countries like India with a huge agrarian
population need to be cautious in their approach
towards making any commitment. One of the most
important facts highlighted in the paper pertains to
trade subsidies which are benefiting only a few firms
and causing serious distortions in equity and
distribution of wealth.

Further, it points out that there are some
waivers built into the July 2004 Package Framework
which may allow developed countries to maintain
domestic farm support. However, in most cases, it
says that the July Framework only provides broad
guidelines and leaves the specific modalities of
subsidy reduction to be decided through
negotiations. It will be possible for negotiators to
plug some of these loopholes if appropriate subsidy
reduction formulae are used.

In this context, it stresses the need to strengthen
the G-20 initiative. In the current round of
negotiations, this group has emerged as a big player
in the WTO. However, India should be extremely

careful while joining such groups. It must
continuously convey the concerns of other G-20
members and not soften its stance towards countries
responsible for the current distortions in
international agricultural trade.

The paper is organized into five sections.
Section I is devoted to introduction.  Section II
reviews the status of domestic farm subsidies in
developed countries since the implementation of
the UR AoA. Section III discusses the provisions
of the July Framework regarding domestic
subsidies while keeping in mind experience of the
implementation of the UR AoA. It also looks at
the developments of agricultural negotiations
since the July Package was announced. Section
IV analyzes how the provisions of the July
Package and the subsequent negotiations on
domestic farm subsidies are likely to affect India.
Section V concludes the study and suggests some
negotiating options for India.

The Road Ahead: Agricultural Policy Reform in
the WTO: Summary Report edited by Mary E.
Burfisher, Market and Trade Economics Divisions,
Economic Research Service, US Department of
Agriculture, Agricultural Economic Report No. 797,
2003, Washington (USA).

THE publication states that from a global
perspective, agricultural export subsidies have
smaller impacts than tariffs or domestic subsidies,
accounting for 13 per cent of world agricultural price
distortions. Export subsidies, it says, are
nevertheless an important pillar of the reforms.
Many countries’ tariffs and domestic support policies
contribute to distorted global markets. However,
the global effects of export subsidies, are mainly
attributable to the EU.

Export subsidies have significant impacts on
trade in some markets and create increased
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competition that strains trade relationships.
Constraints on export subsidies that are used to
help dispose of surplus production can create
pressures to restructure domestic subsidies in ways
that are less distorting of production and trade
negotiations.

Export subsidies, it further says, are directly
linked to tariffs because their reduction or
elimination may encourage some countries to lower
their import barriers.

Even if EU fully eliminates export subsidies, it
will still be able to competitively export grains and
oilseeds, and some pork and poultry, but will
continue to be uncompetitive in exports of beef.
However, the EU beef industry could restructure
in order to enter into the world’s higher quality of
beef trade.

Finally, it says that global agricultural policy
distortions impose substantial long-term costs on
US producers, consumers, and the world economy.
US reforms of its own policies within a global
framework can help to ensure the overall, long-term
competitiveness of the US farm sector in world
markets.

From Uruguay to Doha: Agricultural Trade
Negotiations at the World Trade Organization
edited by Thomas C. Beierle, Resources for the
Future, Washington (USA), March 2002.

THE publication examines the current agricultural
trade negotiations at the World Trade Organization
with special reference to the relationship between
liberalization and developing countries’ economic
growth and food security. Agriculture, it says,
remains one of the most highly protected areas of
international trade. The cost of such protection falls
particularly hard on developing countries where
agriculture accounts for a major share of economic
output, exports, and employment than in developed
countries. Although the 1994 Uruguay Round of
trade talks succeeded in bringing agriculture into
the rules-based trading system, it did little to actually
reduce agricultural trade protection. It describes
how three important actors in the agricultural
trading system—the United States, the European
Union, and developing countries are positioning
themselves in the current talks to deal with the
unfinished business from the Uruguay Round.

The United States, the Cairns Group, and
developing countries have lined up against the
European Union with strong proposals to reduce
and eventually eliminate export subsidies. Indeed,
what most threatened the ministerial negotiations
on agriculture at Doha was the European Union’s
strident opposition to the use of the term “phasing
out” in the ministerial text on export subsidies.

The European Union has understandably taken
a defensive stance on export subsidies. Its proposal
says that it will commit to reducing export subsidies
only if WTO strengthens rules governing related
forms of export support, such as export credit
programmes, state trading enterprises, and food
aid.

The conflict between the EU’s export subsidies
on the one hand and the United States’ export credits
and food aid programmes, on the other, is likely to
spark one of the biggest fights in the negotiations.

In the Ministerial Declaration at Doha, members
agreed to “substantial reductions in trade-distorting
domestic support,” but they continued to disagree
on how substantial the reductions should be and
what should be considered trade distorting.

Trade Liberalization WTO and Indian
Agriculture: Experience and Prospects
by Ramesh Chand, Mittal Publications, 2002,
New Delhi.

THE book states that export subsidy is quite
common among European countries and North
America. In some of these countries, domestic
prices rule higher than international prices. In
order to maintain this price level for agriculture
in domestic economy and to encourage disposal
of surplus in overseas markets, these countries
provide huge export subsidy. Export subsidies
provided by the EC members constituted over
50 per cent of the export price earned by them
for butter & butter oil and over 20 per cent in the
case of skimmed milk powder. The US is also
giving high export subsidies on butter & butter
oil and skimmed milk powder which forms over
50 per cent of the export price. These facts show
that level of export subsidy provided by the
developed countries like North America and
members of EC are so high that they cause serious
trade distortions.



FOCUS WTO, January-February 2006 21

Books/Articles Notes

ARTICLES

Benefits of Farm Subsidies by Arvind Kala,
The Times of India, 2 February 2006, p. 30.

CONCERN shown by Shri Kamal Nath, Commerce
and Industry Minister that rich nations farmers are
pampered with generous government subsidies
whereas the Third World farmers do not receive
such support that needs to be adequately addressed.
He is right when he says that subsidies enable
America and Europe’s farmers to export farm goods
at low prices that poor nations’ farmers cannot
match. West African cotton farmers suffer when
they cannot compete with low price cotton from
America. But low cotton price benefits a huge cotton
importing country like Bangladesh. Against this
background, the article poses a question that whose
interests should prevail. That of 42 million poor West
Africans or of 130 million equally poor Bangladeshis.
Different poor nations have different economic
interests. Forty years ago, India benefited directly
from the US giving subsidies to its farmers. At that
time, we needed food to avert a famine and the US
sent us grains which would not have been possible
without farm subsidies.

Despite widespread anti-subsidy opinion when
Western Europe, the US, and Japan subsidize their
farmers, unattended benefits flows to poor nations.
Subsidies drive down international food prices. This
makes food more affordable to the world’s poor.
Subsidies bring into play the law of unintended
outcomes. If subsidies were stopped, the US and
the EU food would cost more in the world market.

Finally, it says that the rich nations are phasing
out their farm subsidies for some serious reasons:
One, farm subsidies are becoming unsustainable in
EU as 10 new poorer states have joined it.  And,
two, WTO rulings have gone against the EU and
US protectionism.

Hong Kong—A Ministerial of Vague Promises
by Anil K. Kanungo, The Financial Express,
2 January 2006, p. 6.

THE article says that at the Hong Kong Ministerial,
agriculture remained the focus of negotiations,
consuming most of its time on deliberation of export
subsidy. The EU and US pledge on a new date to

phase out export subsidies by 2013 may have
displayed a concern, but was not appreciated much.
Three-fourths of WTO members feel they have to
wait eight long years to realize the minimal gains.
They understand that export subsidy doesn’t play
a major role in agricultural distortions as is done by
domestic support. The $5 billion of such subsidies
on farm products is minuscule compared to the
domestic support given to the tune of $1 billion a
day.

Further, it says that export subsidy remains a
major irritant to free trade. The World Bank, on
the other, says that its abolition will only yield 2
per cent of theoretical gains to world agriculture.
The total phase-out promise looks like a small
gesture towards pacifying the popular anger and
discontentment of the WTO members.

Coming back to the pledge, nothing is
committed as to how the sequencing and
quantification of phase-out of export subsidies
would commence. No formula is in sight. A closer
look suggests no final decision has been made, as it
is dependent on the “completion of modalities,” for
which 30 April 2006 is the deadline. And, deadlines
in WTO, it says, are hardly met.

Doha Round Back on Track, EU-India,
Newsletter, Vol. 5, No. 6, Nov-Dec, 2005,
European Commission in India, New Delhi.

THE article states that WTO Ministerial Meeting in
Hong Kong witnessed some tough negotiations
before agreeing on a Ministerial Declaration that
puts the Doha Round back on track.

After six days of arduous negotiations, the WTO
Summit in Hong Kong, it says reached a compromise
on 18 December 2005 as the EU and other
delegations agreed to eliminate their agricultural
subsidies by 2013.

Finally, it says that the EU seeks to obtain
agreement on a list of key issues on which
negotiations should focus. This should amend the
WTO Anti-Dumping Agreement, especially on the
prevention of improper use of anti-dumping
measures, the avoidance of excessive duties,
transparency, cost saving and the prevention of
circumvention. This should ultimately result in
amendments on a reasonable number of key
provisions of the WTO Anti-Dumping Agreement.
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The EU is pursuing similar goals on the WTO
Agreement on Subsidies and Countervailing
Measures including a clarification of fisheries
subsidies.

Identifying the Real Winners from US
Agricultural Policies by Timothy A. Wise, Global
Development and Environment Institute, Working
Paper No. 05-07, Tufts University, Medford, USA,
December 2005.

THE article says that there is little evidence that
farmers as a group are reaping significant gains from
current US agricultural subsidy programmes even
though they are the direct recipients. Low prices
and high costs have left farmers with stagnant or
declining net farm incomes. Further, it says that
there is little conclusive evidence which shows that
the removal of US subsidy payments would
significantly reduce production or raise prices.

Further, it says that agri-business interests are
largely left out of the debates over US agricultural
and trade policies. The WTO negotiations focus
principally on disciplining different forms of
agricultural support and protection.

Should Export Subsidies be Treated
Differently by Robert Z. Lawrence and Nathaniel
Stankard, Institute for International Economics,
May 2005, USA.

THE article was prepared by the authors for a
Conference on “WTO Disputes Settlement and
Developing Countries” held at University of
Wisconsin (USA), on 20-21 May 2005. On the one
hand, it examines the distinctive treatment that has
been accorded to export subsidies in the WTO, and
focuses on the implications for developing countries,
on the other. Further, it explores the reasons for
banning export subsidies thereby arguing that the
ban on export subsidies is appropriate as a general
rule in an organization seeking to liberalize
international trade.

Finally, the article comes out with some
suggestions relating to export subsidy.  These are
as follows:

 (a) Maintain the ban of export subsidies. The WTO is
an organization designed to achieve trade
liberalization and eliminating export subsidies
is an important step in that direction. Whatever

the relative costs of tariffs versus export
subsidies may be, the fact that agreement on
export subsidies has been possible suggests that
the ban should be continued.

(b) Parties should be allowed to seek contingent
authorization for retaliation at the time of the initial
Panel. Rulings should be provided by panels on
both the matters under dispute and the amount
of retaliation in the initial Panel Report.
Appellate review should involve adjudication
of both the panel decision and its proposed
authorization for retaliation.

Subsidies and Countervailing Measures in
WTO: A View from India by Parthapratim Pal and
Mitali Das Gupta, Focus WTO, Nov-Dec. 2004,
Indian Institute of Foreign Trade, New Delhi.

THE article discusses the agricultural subsidies and
how these are treated differently from industrial
subsidies in WTO. Developing country members, it
says, were allowed to use local content subsidies
for a period of 5 years ending 31 December 1999.
For the least developing country members, the
exemption period was 8 years. India being a
developing country member is now prohibited from
giving such subsidies.

The discussion on subsidies and their treatment
in WTO show a distinct asymmetry about dealing
with industrial and agricultural subsidies. Whereas
industrial subsidies have been put under
considerable discipline in WTO, the rules are much
more lenient towards agricultural subsidies. It is
also ironical that while the US and EU are the two
largest users of domestic support and export
subsidies in agriculture, for non-agricultural goods,
these two countries are the biggest users of
countervailing measures in WTO.

Agreement on Subsidies and Countervailing
Measures: Need for Clarification and
Improvement by Anwarul Hoda and Rajeev
Ahuja, Journal of World Trade, 39(6): Kluwer Law
International, Netherlands, 2005, pp. 1009-1069.

THE article makes an attempt to examine the
Agreement on Subsidies and Countervailing
Measures (ASCM) from the perspective of the
developing countries such as India and identifies
the improvements and clarifications that these
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countries must seek during the Doha Round. It is
presented in three sections. Section I analyzes the
provisions of the ASCM. Section II assesses the
agreement from India’s perspective and describes
its experience with the implementation of the ASCM,
and finally Section III contains the recommendations
on clarifications and improvements that India must
seek.

It says that disappearance of Article 8 has
deprived developing countries of the possibility to
use regional and environmental subsidies without
risking countervailing action. There is justification,
therefore, to raise the limit of 2 per cent on a
permanent basis to a level of 3 per cent if not 5 per
cent. In order to get wide support for this
suggestion, India must propose that this benefit
should be extended to all developing countries.

Should Export Incentives Continue,
The Business Standard, 8 September 2004, p. 8.

THE article contains views of Shri Prabir Sengupta,
Director, Indian Institute of Foreign Trade (IIFT)
and Shri M.R. Ahmed, President, Federation of
Indian Export Organizations (FIEO) on the subject
of export incentives including export subsidy.

In the Indian context, Shri Prabir Sengupta,
points out that the high transaction costs (estimated
to be 18%) and non-refutability of charges like state
sales tax, octroi duties further impose additional
costs for exporters. In the absence of a
comprehensive value added tax system, exporters,
he says, have to bear the costs that are not
automatically neutralized. These costs put an
additional burden on Indian exporters.

Improved targeting of export subsidies along
with the broad economic reforms, he says, have
pushed up our export growth rate. The growth rate
in dollar terms was around 10 per cent in the 1990s
as against world growth rate of about 6 per cent.

A comprehensive exercise, he points out, was
done earlier to prepare an optimum product country
mix that needs our special attention. The list needs
to be fine tuned.

According to one government estimate, he says,
cases of export fraud or misuse of various incentive
schemes detected during 2002-03 involved an
amount of Rs 63 crore (Rs 630 million), which is less

than 1 per cent of the total export during that year.
There is, thus, a need for procedural simplification
and a strong administrative machinery for
enforcement. IT, he says, can play an important role
in this regard. The EDI linkages between customs
authorities, banks, ports, etc. will improve the
efficacy of subsidies.

Further, he says that if subsidies are not WTO
compatible, the same become actionable and the
entire subsidy becomes counter productive. This is
an area that requires constant attention.

In his concluding remark, he says that focused
export subsidies will have to remain an important
ingredient in an export strategy, particularly, when
we have launched an ambitious foreign trade policy.

Shri M.R. Ahmed, while deliberating on the
subject states that the only scheme providing export
subsidy to Indian exporters was that which
exempted export profits from income tax. And the
scheme, he says has been phased out from the
current fiscal year.

To make our products competitive, he stressed
the need to remove various bottlenecks such as
higher electricity tariff, inflexible labour laws,
unrebated state levies, poor infrastructure, etc. One
of the alternatives, he says, could be to provide
exemption to thrust sectors across the board rather
than linking them to exports.

Some SAARC countries, he says, have given 100
per cent income tax exemption to textiles. Thus the
practice of giving export incentives is virtually
universal, and India is no exception. The only
question that needs to be addressed is how best to
structure the export incentives to make them
compatible with WTO regulations while
simultaneously achieving the objective of export
promotion.

Disciplining Subsidies within an EU-US Open
Aviation Area by Richard Janda, The Journal of
World Investment & Trade, Vol. 5, No. 4, August
2004, Geneva.

THE article makes an attempt to explore what sort
of State aids regime can and should be included as
part of an EU-US Open Aviation Area. Further, it
identifies possible frameworks for disciplining
subsidies within agreed Open Aviation Area. It
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proceeds on the assumption that the parties will not
be able to adopt a full blown subsidies code
immediately and are likely to opt for a minimalist
approach in a first phase agreement. Nevertheless,
the article seeks to track a path towards a more
elaborate second phase arrangement.

It has been organized in four parts. Part I
reviews the sanctions that the EU and the United
States could deploy unilaterally to address State
aid. The very real prospect of unilateralism and
a resulting trade war, it says, could undermine
an Open Aviation Area and, in turn, becomes a
principal rationale for disciplining State aid within
the framework of an agreement. Part II examines
governmental programmes that would attract
retaliation. Part III proposes first phase and
second phase subsidies frameworks for an Open
Aviation Area, the former drawing principally
on existing provisions in the US and EU bilateral
agreements. Both proposals are on the side of
minimizing institutional framework while seeking
to reduce the possibility of unilateral measures
either through the imposition of subsidies having
adverse effects or through the adoption of
countervailing measures.

The concluding part says that the issue
concerning State aid can be addressed not only
through provisions of an Open Aviation Area
treaty that target them specifically but also by
according a right of establishment and national
treatment.

Market Reactions to Export Subsidies by Mihir
A. Desai and James R. Hines Jr., Working Paper
10233, http://www.nber.org/papers/w10233,
National Bureau of Economic Research,
Cambridge (USA), January 2004.

THE article analyzes economic impact of export
subsidies by investigating stock price reactions to a
critical event in 1997. On 18 November 1997, the
European Union announced its intention to file a
complaint before the World Trade Organization
arguing that the United States provided American
exporters illegal subsidies by permitting them to
use Foreign Sales Corporations to exempt a fraction
of export profits from taxation. The share price
declines were largest for exporters whose tax
situations made the threatened export subsidy
particularly valuable. Share prices of exporters with

high profit margins also declined markedly on 18
November 1997, suggesting that the export subsidies
were most valuable to firms earning market rents.
This last evidence is consistent with strategic trade
models in which export subsidies improve the
competitive positions of firms in imperfectly
competitive markets.

Finally, it says that the above stated issues are
likely to receive significant attention given the
magnitude and impact of subsidies such as those
historically provided to exports under the US
income tax.

Export Subsidies: Agricultural Policy Reforms
and Developing Countries, Trade Note No. 8,
World Bank, www.worldbank.org/trade/,
10 September 2003.

THE article evaluates the effectiveness of the
disciplines imposed on export subsidies and options
for new multilateral rules. It shows how countries
circumvented their commitments on explicit export
subsidies and further describes the issues related to
indirect export subsidies as well as some omissions
and improper measures associated with export
competition reduction commitments.

Further, it says that indirect export subsidies
are not only more difficult to measure but also
involve programmes which are beneficial such as
food aid. Hence, any rules to discipline their use
must be carefully designed and will involve more
disciplines on their reporting and monitoring.

Finally, it makes various suggestions to plug the
holes in the Uruguay Round Agriculture Agreement
on export subsidies. These are as under:

• There are no rules that directly constrain
export credit, payment guarantees, and direct
financing. As these policies have the effect of
subsidizing exports, such rules are needed as
part of the disciplines on export subsidies. A
methodology could be developed to include
the export subsidy component of these
measures, and this could be counted against
reduction commitments.

• URAA provisions on food aid should be
tightened to facilitate genuine food aid while
preventing its abuse to circumvent export subsidy
restrictions.
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When the Peace Ends: The Vulnerability of EC
and US Agricultural Subsidies to WTO Legal
Challenge by Steinberg Richard, and Josling, Tim,
Journal of International Economic Law, June 2003,
6(2), pp. 369-417 .

THE article evaluates the strengths of the main legal
theories likely to be used in challenging the EC and
US agricultural subsidies and applies economic
techniques to make an analysis about agriculture trade.

The article has been presented in four parts. Part
I evaluates the strength of alternative legal theories.
It begins by analyzing the Peace Clause, identifies
the WTO agreements that apply to agricultural
subsidies upon expiry of the Peace Clause, and sets
forth principles for interpreting those agreements.

Part II argues that the only way to give meaning
to the demonstration of causation demanded by the
relevant SCM Agreement provisions, particularly
in the light of the remedy contemplated by Article
7.8, is to employ regression analysis or equilibrium
models of the relationships.

Part III presents the results of quantitative
analysis. The analysis demonstrates significant
relationships between specific EC and US
agricultural subsidies.

In its concluding remarks, the article says that
agricultural subsidies will enhance the bargaining
power of non-subsidizing countries, which may
demand “payment” in the form of further subsidy.

Zero Tolerance for Farm Subsidies
by Devinder Sharma, indiatogether.org/2003/feb/

THE article says that developing countries must
take a collective stand on “zero tolerance to
subsidies” to protect their agriculture. All subsidies,
it points out, are not explicit. These are woven so
intricately into the system, that it would need a
careful scrutiny, like the United Nation’s inspectors
did in Iraq for the weapons of mass destruction. A
recent decision of the WTO Appellate Body, for
instance, has found the Canadian government’s
supply management system for the domestic market
subsidized production of export milk as a trade-
distorting export subsidy. This verdict reverses an
earlier decision, clearly demonstrating that quite a
significant amount of subsidies still remain hidden.
Following this decision, Canada’s dairy exports

however are expected to substantially decline from
the current level of Canadian $ 415 million. On the
other hand, India – the world’s biggest producer of
milk – is unable to export as it cannot reduce the
prices meeting the prevailing low international milk
prices due to its inability to subsidize its dairy
industry. India has no subsidies on dairy and as
per the WTO norms is now prohibited to provide
any government support.

Finally, it says that developing countries cannot
afford to be a silent spectator. Globalization has to
be on equal terms, based on the principles of equity
and justice and not on economic superiority.

Export Subsidies and WTO Trade Negotiations
on Agriculture: Issues and Suggestions for
New Rules by Harry de Gorter, Merlinda Ingco, and
Lilian Ruiz, Agricultural and Rural Trade
Development, World Bank, March 2002.

THE article reviews and evaluates developments
in agricultural policies since the Uruguay Round in
the context of commitments made under export
competition through use of export subsidies. Export
subsidy commitments, it says, include limits on both
expenditures and physical quantities. Price
discrimination with revenue pooling is identified
as a major source of export subsidies and needs to
be enforced in future negotiations.

The definition of an export subsidy in the GATT
1994, it says, leaves room for loopholes,
circumvention, and misinterpretation of what an
export subsidy is and should be more specific on
those policies that have the dual effect of contracting
domestic consumption and escalating domestic
production. An expansion of the definition of export
subsidies and a revision of “revenue foregone” and
“contingent on exports” clauses are needed to better
identify true export subsidies. Methods to isolate
the export subsidy component of export credit
guarantees also need to be developed.

Subsidy: Polluter Pays Principle by Hyung-Jin,
Kim, Journal of World Trade, December 2000,
34(6), p.115-142

THE article mentions that subsidies have raised
many questions in environmental policy. While
many governments have often utilized subsidies as
an environmental policy tool, there are questions
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as to whether such subsidies may actually achieve
their intended purpose. In addition, subsidies given
for purposes other than environment sometimes
prove to have adverse environmental effects.
Subsidies are also regulated in international trade
policy, and the regulation of subsidy in
environmental policy has an essential link with
international trade policy. In this respect, there is
an observation that subsidies related with
environmental policy may be one of the most difficult
issues in international trade policy.

Traditionally, subsidies, it says, have been
understood as financial assistance of the government
to the private sector. Recently, however, there have
been efforts to understand subsidies in a wider
context and to include those that do not fall within
the traditional sense of subsidies. For example, there
have been arguments that cost savings from
differences of environmental standards among
countries should be regarded as “subsidies” and
subject to countervailing duties.

The article discusses the role of the Polluter Pays
Principle (PPP) of the Organization of Economic
Cooperation and Development (OECD) in analyzing
the relationship between subsidies at the domestic
level and those in the international context.

The article makes an attempt to identify
subsidies at the domestic level which include
financial assistance of the government to the private
sector. Financial assistance of the government to the
private sector, it says, may be given in the form of
both spending of government funds (such as
government investment in industry, government
loans at preferential interests rates, government
guarantees of loans by a private lender, and
forgiveness of government debt), and giving up of
government revenues (such as tax concessions,
incentives or exemptions and duty drawbacks).

In its concluding remarks, the article says that
when environmental taxes are applied, firms
generating externalities are imposed with a price
on the pollution. This leads to a higher price of
products produced by that firm and lower
consumption of those products. On the other hand,
in case of subsidies, firms are not imposed with a
price on pollution; instead, they are given incentive
in the reduction of pollution. This leads to a lower
price of products and higher consumption of those

products when compared with the case in which
environmental taxes are imposed.

Export Subsidies by R. Pearce and R. Sharma,
Commodities and Trade Divisions, Module 3,
http://www.fao.org

THE article provides basic information on export
subsidies under the GATT and the Agreement on
Agriculture. It also discusses related issues in the
context of the next round from the standpoint of the
developing countries, particularly net food importers.

Export subsidies, it says, increase the share of the
exporters in the world market at the cost of others
and tend to depress world market prices and thus
make them more unstable. There is a lack of clarity
regarding the status of the subsidies which are not
listed in Article 9.1 of the AoA. Article 10.1 stipulates
that such subsidies shall not be used in a manner
which might lead to “circumvention of export subsidy
commitments”. From the standpoint of the developing
counties, there is a need for clarifying the relationship
between agricultural subsidies under the AoA and
those listed in the Subsidies Agreement.

The developing country negotiators, it says, may
need to decide for themselves whether to press for
an end to this practice, or to continue export
subsidization beyond the Uruguay Round. Finally,
it says that it may be important to note that one
major problem with this component of the AoA is
that it effectively favours those countries that have
been prior users of export subsidies. As it stands,
only a small number of developing countries have
access to this provision. This unfairness provides
the strongest rationale for eliminating this practice.

Export Subsidies in the Regional Aircraft
Sector: The Impact of Two WTO Panel Rulings
against Canada and Brazil by Oliver Stehmann,
Journal of World Trade, December 1999. pp. 97-
120, Geneva.

THE article provides findings of WTO Panel rulings
relating to export subsidies granted by Canada and
Brazil to promote their aircraft industries.

Giving a brief background of their aircraft
industries (Canada and Brazil), the article says that
Bombardier and Embraer dominate the multi billion
world market for regional jet aircraft. Given their

(Contd. on page 40)
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Committee on Agriculture
Special Session

NEGOTIATIONS ON WTO AGREEMENT
ON AGRICULTURE

Proposals by India in the areas of:  (i)  Food Security, (ii)  Market Access, (iii)  Domestic Support,
and (iv)  Export Competition

PROPOSAL ON FOOD SECURITY

1. It is enshrined in the Preamble to the Agreement
on Agriculture (AoA) that commitments under the
reform programme for trade in agriculture should
be made in an equitable way among all Members,
having regard to non-trade concerns, including food
security. Article 20 of the Agreement, which
mandates negotiations for continuation of the reform
process, also recognizes that non-trade concerns,
such as food security should be taken into account
in the negotiations. Food security is defined by FAO
as the physical and economic access for all people at
all times to enough food for an active, healthy life
with no risk of losing such access and as such is
directly connected with livelihood in the developing
countries. The food security concerns can be
meaningfully addressed in the current negotiations
only by ensuring that disciplines, especially in the area
of market access and domestic support, sub serve the
food security interests of developing countries.

2. Agriculture is a way of life, in most developing
agrarian economies. Rapid growth of agriculture is
essential for ensuring food security and alleviation
of poverty. In developing countries agriculture still
contributes significantly to their overall GDP and it
employs a large proportion of the work force. The
land holdings are, however, very small, unirrigated
and dependent on the vagaries of nature. Further,
the agricultural practices are labour intensive with

relatively low intensity of farm inputs. Consequently,
the farm productivity in such countries is low. As most
farmers in countries like India are engaged in
subsistence land farming, their participation in
international trade is quite marginal. The food needs
and supply gaps in developing countries are
developmental problems and thus all their policies
for agricultural development aim at harnessing the
potential for increasing productivity and production
in the agricultural sector. Given these characteristics
of agriculture in developing countries with meagre
domestic support and the virtual absence of export
subsidies, it is obvious that developing countries are
not in any way responsible for the current distortions
in international trade in agriculture.
3. The critical importance of the agriculture sector
in developing countries as also its distinctive
characteristics vis-a-vis developed countries can be
appreciated from the following factors:
(i) Agriculture continues to be the main employer

in low-income countries. It employs over 70 per
cent of the labour force in low-income countries,
30 per cent in middle-income countries and only
4 per cent in high-income countries.1

(ii) It is a significant contributor to GDP in
developing countries. Between 1990 and 1996,
contribution of agriculture as a proportion of
GDP was on an average 34 per cent for low-
income countries as compared to 8 per cent for
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upper-middle income countries, and 1.5 per cent
for the high-income countries of the OECD.

(iii) Agriculture also continues to be an important
source of foreign exchange and revenue for
developing countries. In 1996 for example, while
the share of agricultural exports in the total
merchandise exports was in excess of 50 per cent
for about a quarter of 55 developing countries,
this share was in excess of 30 per cent for about
half of these countries.

(iv) Food consumption accounts for a large share of
expenditure out of the total household income
in developing countries, while in developed
countries, it accounts for a small and decreasing
proportion. Therefore, even small changes in
agricultural employment opportunities, or
prices, can have major socioeconomic effects in
developing countries. For most developing
countries, the need is to raise agricultural
productivity and increase production,
particularly of basic foodstuffs. In contrast, in
developed countries the primary concern
appears to be to maintain some sort of parity of
income between the small proportion of the
work force in farming and those in industry.

(v) The social and economic vulnerability of
agriculture in developing countries is generally
reflected in parameters such as substantial
contribution of agriculture to their GDP, low
level of commercialization of agriculture, low
productivity, weak market orientation, pre-
ponderance of small and marginal uneconomical
operational landholdings, lack of infrastructure,
dependence on monsoon, susceptibility to
natural calamities, and dependence of a very
large percentage of population on agriculture
for their livelihood, etc. Such vulnerability fully
justifies the extension of special provisions to
the developing country members for ensuring
their food and livelihood security concerns.

For all the above reasons and also because it would
not be possible for developing countries to provide
alternative sources of employment for the rural
poor, it is critically important that agriculture
remains a viable source of livelihood to the large
percentage of population dependent on it.

4. Accordingly, it is felt that food security which is
not only of great economic relevance but also a very

important socio-political concern in large agrarian
economies like India needs to be addressed upfront
in the ongoing negotiations on agriculture.

5. The low-income developing countries would like
to be able to produce their food requirements, in
the light of constraints that a number of developing
countries have faced in the past in procuring their
foodgrain requirements from international markets.
Moreover, since a majority of the population is
dependent on agriculture for their livelihood in these
countries, such countries being able to have a certain
level of self-sufficiency would also facilitate in taking
care of a large number of the work force engaged
in agriculture.

6. The extent to which the food gap of developing
countries can be met by imports is also constrained
many a times by their meagre foreign exchange
resources. The entry of large consuming countries
in the world foodgrain markets can lead to an
upswing in the prices, which would in turn
compound the problems of these countries. Besides,
the world commodity market for basic foodgrains
is significantly more volatile than the domestic food-
grain market in most of the developing countries.
International price fluctuations, if transmitted to the
domestic economies of developing countries, can
seriously affect the prices of foodgrains and food
entitlement of the poor. The inadequate physical
and institutional infrastructure for managing large
quantities of import of foodgrains and their
distribution particularly in rural areas further makes
it undesirable for the developing countries to
depend on imported food for meeting their domestic
requirements.

7. Further, the ability of farmers to respond to
market signals through a shift in the cropping
pattern or a relocation in order to maintain their
income entitlements is hampered on account of low
literacy levels, limited infrastructural facilities and
dependence of a very large number of farmers and
agricultural labourers on this sector.

8. The income entitlements of majority of people in
the developing countries are directly linked to
domestic agricultural production. In a liberalized
trade policy framework, this entitlement is often
threatened due to surge in subsidized imports.
Several commodities like wheat, coarse grains,
oilseeds, vegetable oils, sugar, dairy products, fruits



FOCUS WTO, January-February 2006 29

Documents

and vegetables which are of great significance for
food security in developing countries have been
subjected to high levels of export subsidies by the
developed countries. By artificially depressing the
international prices, these subsidies in developed
countries lower the farm incomes of otherwise
efficient producers in importing countries and thus
adversely affect their livelihood. It is in this context
of high trade distortions being practized in
developed countries that the developing country
members would require an appropriate level of
tariff protection. As such any reduction in tariffs by
the developing countries could be considered only
after substantial reduction in trade distorting
domestic subsidies and elimination of export
subsidies. For the same reasons the developing
countries should be allowed to revise the bound
levels of their sensitive items, which may have been
bound at low levels during the earlier negotiations,
to levels at which similar categories of products
were bound during the Uruguay Round of
negotiations.
9. FAO in its paper on ‘Issues at stake relating to
Agricultural Development, Trade and Food
Security’ has concluded: “significant progress in
promoting economic growth, reducing poverty and
enhancing food security cannot be achieved in most
of these countries without developing more fully
the potential capacity of the agriculture sector and
its contribution to overall economic development”.
Given the diverse conditions and varying stages of
agricultural development in developing countries,
the need for making relevant provisions to enable
them to pursue policies aimed at increasing
agricultural production and productivity is thus
necessary. From the present structure of the Green
Box it is observed that most of the provisions are
not widely used by the developing world, tailored,
as they have been to the conditions prevalent in the
developed countries. It is, therefore, imperative that
the Green Box should have provisions for the general
development of agriculture including its
diversification in developing countries, which in turn
would help them to take care of their rural
employment and food security. For instance, input
subsidies given by developing countries for crops
wherein productivity levels are below the world
average should be covered under the Green Box.
Sufficient flexibility should, therefore, be allowed
to developing countries to administer such policies.

10. Another possible option for providing the
necessary support to the farm sector in developing
countries which in turn would lead to increased
production helping them to achieve a certain amount
of self-sufficiency in foodgrains could be by way of
exempting the product specific support given to low-
income and resource poor farmers from AMS
calculations. This would be in addition to what has
already been provided in Article 6.2 of the AoA for
exempting non-product specific support provided
to low-income resource poor farmers.

11. Another aspect of AoA to be reviewed is the
product coverage as prescribed in Annex 1 of AoA. It
is observed that commodities like rubber, jute, coir
and forestry products are excluded from the ambit
of the Agreement despite the fact that they are primary
agricultural products and are a source of livelihood
for a sizeable rural population in developing countries.
The justification for inclusion of the abovementioned
products is the same if not greater than for products
like raw hides & skins, animal hair, furskins, etc., which
are already covered under Annex 1.

12. Experience in implementation of the Agreement
has shown that despite the disciplines mandated
under it, the playing field continues to be uneven
between the developed and developing countries.
The structural imbalances of the Agreement as also
the wide divergence in the agricultural policies being
practised in various countries appear to be the main
contributors to this scenario. The ongoing nego-
tiations, therefore, provide a good opportunity for
taking suitable measures for rectification of the
anomalies, which have surfaced during the
implemen-tation of AoA in the last 6 years. Thus, a
number of suitable measures in the areas of market
access, domestic support and export subsidies would
necessarily have to be addressed in a co-ordinated
manner so as to enable the developing countries to
take care of their food security and livelihood
concerns.

13. It is by now well established that despite
reduction commitments, the level of distortions in
agricultural trade continues to be high. The
anticipated benefits in terms of an increase in exports
for developing countries have consequently not
materialized. On the other hand, to maintain the
income entitlement of people engaged in agriculture
it is imperative that the developing countries are
allowed to maintain tariffs commensurate with their
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development and trade needs while at the same time
undertaking relevant measures to enhance
productivity and improve the quality of output. In
this context, it should also be noted that the “Food
Security and Livelihood Concerns” of developing
countries are on a totally different plane and should
not be confused or equated with the non-trade
concerns advocated under “Multi functionality of
Agriculture” by a few developed countries with a
view to providing legitimacy to and thereby
perpetuate their trade distorting subsidies. A very
low percentage of the population in the developed
countries is engaged in agriculture and the livelihood
of their population is not under any threat as it is in
most developing countries. Further, despite having
an underdeveloped agricultural sector, developing
countries do not wish to practise trade distortions
and would instead demand the removal of all trade
distorting support from the current Agreement for
the entire membership.

Proposals
For large agrarian developing countries like India,
food security is an important and integral element
of national security. Physical access to food in
developing countries can be ensured only through
a certain minimum level of self-sufficiency. Further,
the subsistence and livelihood of farmers in large
agrarian economies can also be seriously jeopardized
due to cheap/subsidized imports. Other factors like
the limitations of developing country farmers to
change to other crops or to shift from agriculture to
manufacturing or services, and the inability of
developing countries to set apart required foreign
exchange resources for making purchases from the
volatile global markets, as also the difficulties in
ensuring timely distribution of imported foodgrains
to remote and backward areas are also significant
issues in safeguarding the food security and
livelihood in these countries. Given the fact that
more than 50 per cent of the population in most of
the developing countries is totally dependent on
agriculture for their livelihood, the following
measures would constitute a ‘Food Security Box’
for developing countries:
(i) All existing provisions of Annex 2 of AoA

except paras. 5, 6 & 7 should be continued,
being an integral part of the food security
measures required to be taken by developing
countries;

(ii) All measures taken by the developing countries
for poverty alleviation, rural development,
rural employment and diversification of
agriculture should be exempted from any form
of reduction commitments;

(iii) Flexibility to be given to developing countries
in the manner of providing subsidies to key
farm inputs, which nevertheless should
continue to be accounted for in the non-product
specific support AMS calculations;

(iv) ln addition to the provisions contained in
Article 6.2 of Agreement on Agriculture,
relating to agricultural investment and input
subsidies, product specific support given to
low-income and resource poor farmers should
also be excluded for AMS calculations;

(v) Negative product specific support to be
permitted to be adjusted against positive
non-product specific support;

(vi) Appropriate level of tariff bindings to be
allowed to be maintained by developing
countries as a special and differential measure,
keeping in mind their developmental needs and
high distortions prevalent in the international
markets so as to protect the livelihood of their
very large percentage of population dependent
on agriculture. The appropriate levels of tariff
bindings will have to necessarily relate to the
trade distortions in the areas of market access,
domestic support and export competition being
practised by the developed countries;

(vii) Low tariff bindings in developing countries, as
could not be rationalized in the earlier
negotiations, should be allowed to be raised to
the ceiling bindings for similar category of
products, committed during the Uruguay Round;

(viii) A separate safeguard mechanism on the lines
of the Special Safeguard provisions (Article 5
of AoA) including a provision for imposition
of Quantitative Restrictions under specified
circumstances, should be made available to all
developing countries irrespective of
tariffication in the event of a surge in the
imports or decline in prices and to ensure food
and livelihood security of their people;

(ix) Developing country members should be exempt
from any obligation to provide any minimum
market access;
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(x) The product coverage of the Agreement on
Agriculture requires rationalization by
including primary agricultural commodities
such as rubber, primary forest produce, jute,
coir, abaca, sisal, etc. which are much more
agricultural than hides & skins which are
already covered under AoA.

PROPOSAL ON MARKET ACCESS

1. One of the important objectives of the world
agricultural trade reforms is to expand market access
opportunities across products and countries. The
process of tariffication and reduction in tariffs was
expected to provide market access to products from
efficient producers of agricultural commodities.
Even after six years of implementation of the
Agreement on Agriculture (AoA), the access for
products from developing countries, however,
continues to be impeded in the developed country
markets due to their high trade distorting domestic
support policies coupled with high tariffs, tariff
peaks, tariff escalations and a plethora of non-tariff
barriers. A detailed analysis of these factors has
already been made in an earlier paper, submitted
by a group of developing countries including India
(G/AG/NG/W/37 dated 28 September 2000).

2. India would further like to highlight the fact that
the opening of the markets, in the post Uruguay
Round phase, has taken place mainly in the
developing countries. The share of exports from
developing countries, which constitute over three-
fourths of the WTO membership, continues to
remain around 30 per cent of the world trade in
agriculture.2  This is less than what it was 25-30 years
ago. The anticipated increase in exports from
developing to developed countries, thus, has not
materialized. Among the three major developed
regions, Western Europe is the most important
market for agricultural exports from developing
countries, but the share of total agricultural exports
from developing countries into Western Europe has
declined from 28½ per cent in 1994 to 28 per cent in
1998. The share of agricultural exports of developing
countries into Japan has also fallen from 14½ per
cent to 11½ per cent during this period.3

3. In several country studies done by FAO on
implementation of the Agreement on Agriculture
in developing countries, it has been observed that
there was “asymmetry in the experience between

the growth of food imports and the growth of
agricultural exports. While trade liberalization had
led to an almost instantaneous surge in food imports,
these countries were not able to raise their exports”.4

It has further been observed that the process has
marginalized small producers and added to
unemployment and poverty. The studies conclude
that the challenge for these countries lies in being
able to maintain an appropriate mechanism to
safeguard the livelihood of the people engaged in
agriculture.
4. Given the volatility of agricultural commodity
markets and the inability of farmers in developing
countries to bear risks arising out of violent
fluctuations in international prices, an effective
safeguard mechanism for preventing a surge in
imports becomes absolutely essential for preserving
the livelihood of farmers. The provision of general
safeguards available under the Agreement on
Safeguards would be extremely difficult to invoke,
as farming in developing countries is an
unorganized family based economic activity
involving a majority of the population. Moreover,
the time taken to invoke these provisions would
render the entire proceedings infructuous, as by the
time action is taken, farmers would have already
suffered due to the adverse impact of volatile
markets. There is thus a requirement for providing
an effective safeguard mechanism on the lines of
the Special Safeguard provisions (Article 5 of AoA)
including provisions to put quantitative restrictions,
which could be used by developing countries
irrespective of tariffication for all products that they
consider sensitive. On the same count developing
country members must be allowed to maintain
existing level of tariff bindings keeping in mind their
developmental needs and the high distortions
prevalent in the international market.

5. Agriculture is a way of life, in most developing
agrarian economies. Rapid growth of agriculture is
essential for ensuring household food security and
alleviation of poverty. In developing countries
agriculture still contributes significantly to their
overall GDP, employs a large proportion of the
work force, despite having uneconomical very small,
unirrigated land holdings dependent on the vagaries
of nature. Further, their agricultural practices are
labour intensive with relatively low intensity of farm
inputs. Consequently, the farm productivity is low.
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As most farmers in countries like India are engaged
in subsistence land farming, their participation in
international trade is very marginal. The food needs
and supply gaps in developing countries is a
developmental problem and thus all their policies
for agricultural development aim at harnessing the
potential for increasing productivity and production
in the agricultural sector. Given these characteristics
of agriculture in developing countries and the
absence of export subsidies and meagre domestic
support, it is obvious that developing countries are
not in any way responsible for the current
distortions in international trade in agriculture.

6. It is by now well established that the selective
extension of high domestic support and export
subsidies to a few commodities in the developed
countries has not only eroded the competitiveness
of products originating in developing countries but
has also introduced an unfair competition for local
producers and threatened their livelihood. Therefore,
any tariff reduction commitments can be considered
by developing countries only after substantial
reduction has actually been effected by the developed
countries in all the three areas of market access,
domestic support and export subsidies.

7. The preamble of the Agreement on Agriculture
recognizes that the process of reform of trade in
agriculture initiated during the Uruguay Round is
a continuing process. The mandated negotiations
would only carry forward the commitments made
under the reform programme. Thus, it is important
that for the currency of the negotiations the reform
process should be continued and not come to a
standstill. Moreover, experience in the
implementation of the agreement is an important
component of the ongoing negotiations and it is by
now well established that the anticipated benefits
of liberalization of trade in agriculture have not
materialized for developing countries. It is, thus,
important that the WTO membership, particularly
the developed countries, undertake to carry forward
the reform process during the currency of the
negotiations at an accelerated pace. As a proof of
their commitment to the reform process and also to
ensure that the reform process continues even
during the negotiations, a down payment by way
of bringing down their tariffs by at least 50 per cent
from the level existing as on 1.1.2001 during the
first year of negotiations itself would go a long way

in building confidence among the less developed
members of the WTO.

8. It has been observed that many products of export
interest to developing countries will continue to face
high tariffs as the AoA commitments “required
reductions on an unweighted average basis for each
country’s agricultural products, thereby leading to
maintenance of high tariffs on some products like
sugar, rice or dairy products by making substantial
reductions on less sensitive tariff lines in which there
is little trade”.5

9. The average tariffs in OECD countries in 1995
were 214 per cent for wheat, 197 per cent for barley,
and 154 per cent for maize.6  A joint UNCTAD/WTO
Study7  on the post Uruguay Round Tariff
Environment for exports from developing countries
(1997) reports that QUAD countries maintain an
extremely large variation of tariff rates. Their tariff
peaks reach 350 per cent and above in extreme cases
for some products of interest to developing
countries. One-fifth of the peak tariffs of the US, a
quarter of those of EU, about 30 per cent of those
of Japan and about one-seventh of those of Canada
exceed 30 per cent. The Study further reports that
the most important areas with the highest tariff rates
include the major agricultural staple foods, cereals,
meat, sugar, milk, butter and cheese as well as
tobacco products and cotton. In EU, for instance,
the out of quota tariff for bananas is 180 per cent; in
Japan these tariffs range between 460 and 600 per
cent for dried beans, peas and lentils and in the US,
groundnuts in shell attract a tariff of 164 per cent.
This Study also emphasizes that even after full
implementation of the AoA, tariff wedges will
continue to be significantly high on account of tariff
escalation, which is a major factor preventing
developing countries from diversifying and
increasing their share of processed agricultural
exports. Recently, Japan has levied a tariff of about
1000 per cent on rice.

10. Article 13 of the Agreement on Agriculture is
one of the outstanding examples of AoA having
actually awarded special and differential treatment
in favour of developed countries. During the
operation of this clause developed country support
policies have enjoyed exemption from possible
countervailing actions in certain situations as
specified in the Article. This has further skewed the
terms of trade in favour of developed countries.
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With a view to making the playing field even, it
would be appropriate that the peace clause is
abolished for developed countries. However,
developing countries should as a special and
differential treatment be given the flexibility of use
of peace clause for a period of at least 10 years.

11. The Special Treatment provided under Section
A of Annex 5 of AoA which is presently enjoyed by
only 3 or 4 countries for a few agricultural products
like rice and cheese, should be done away with and
tariff should be the only measure to regulate the
imports.

12. The tariff rate quotas (TRQs) established to
provide minimum market access opportunities have
also perpetrated trade distortions by legitimizing
quantitative restrictions, generating quota rents
and denying market access to new corners.
Allocation of quota licences with wide differences
between inquota and out of quota tariffs in the
OECD food importing countries has a potential
to generate excessive quota rents.
Non-transparent administration of TRQs and
preferential trade arrangements has contributed
to low quota fill in several commodities. It is,
thus, strongly felt that the TRQ system should
not be allowed to be ‘embedded’ in the trade rules
as it could easily become a form of ‘managed’
trade, which would be a retrograde step in terms
of the progressive liberalization envisaged in the
agricultural sector.8

Proposals

(i) An appropriate formula with a cap on tariff
bindings should be evolved to effect substantial
reduction in all tariff levels including peak
tariffs and tariff escalations in developed
countries. The developed countries should
make a down payment by way of bringing
down the tariff bindings, as on 1.1.2001, by 50
per cent by the end of the year 2001.

(ii) As a special and differential measure, the
developing country members should be
allowed to maintain appropriate levels of
tariff bindings keeping in mind their
developmental needs and the high
distortions prevalent in the international
markets. The appropriate levels of tariff
bindings will have to necessarily relate to
the trade distortions in the areas of market

access, domestic support and export
competition being practised by the
developed countries.

(iii) A separate Safeguard mechanism on the lines
of the Special Safeguard provisions (Article 5
of AoA) along with a provision for imposition
of Quantitative Restrictions under specified
circumstances, should be made available to all
developing countries irrespective of
tariffication, in the event of a surge in the
imports or a decline in prices and to ensure
the food and livelihood security of their people.

(iv) Even after the abolition of the peace clause
(Article 13 of AoA), as a special and differential
provision, measures taken by developing
countries under Annex 2 (Green Box) and other
domestic support measures conforming to
Article 6 of AoA shall be exempt for a period of
ten years from imposition of countervailing
duties under the Agreement on Subsidies and
Countervailing Measures and Article XVI of
GATT 1994 and shall also be exempt from actions
based on non-violation nullification or impair-
ment of the benefits of tariff concessions under
paragraph 1 (b) of Article XXIII of GATT 1994.

(v) Tariff Rate Quotas (TRQs) should be eventually
abolished. In the intervening period, there
should, however, be substantial expansion of
TRQs administered by developed countries.
There should also be greater transparency in
administration of TRQs by prescribing
guidelines for complete uniformity across
countries and products, adopting a common
base period for calculating domestic
consumption for minimum market access
commitment by the developed countries,
mandatory filling up of TRQs by developed
countries and stricter application of the MFN
principle in allocation of TRQs with special
preference being given to developing countries
having less than $1,000 per capita annual
income. Allocation of TRQs should be for
specific products and not for aggregated
commodity groups.

(vi) Developed country members should not be
allowed to use SPS measures for protectionist
purposes by prescribing overly stringent trade
restrictive SPS measures for denying market
access to developing countries.
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(vii) Developing country members should be exempt
from any obligation to provide any minimum
market access.

(viii) The provision of Special Treatment as provided
in Section A of Annex 5 of AoA, which is
enjoyed by a very few countries for a few
products, should be removed as it is against
the basic principles of GATT.

PROPOSAL ON DOMESTIC SUPPORT

1. The long-term objective of the Agreement on
Agriculture (AoA) to “establish a fair and
market-oriented agricultural trading system”, was
sought to be achieved “through the establishment of
strengthened and more operationally effective GATT
rules and disciplines”. One such set of disciplines
comprised the domestic support reduction
commitments, which were undertaken under the AoA
by Member countries with an aim to correct price
distortions and allow market forces to determine the
level and composition of agricultural production.

2. A significant feature of AoA was the distinction
between support measures that were considered
trade distorting and, therefore, subject to discipline
and those with “no or at most minimal trade
distorting effects” and which could be allowed to
be maintained without any ceiling or reduction
commitments. Some countries complied with the
reduction commitments regarding Aggregate
Measure of Support (AMS) by restructuring their
domestic support policies/programmes. Some of
them have also shifted their potentially ‘trade
distorting’ measures from the Blue Box into the
Green Box. An analysis based on Secretariat Paper
(G/AG/NG/S/12 dated 15.6.2000) reveals that there
is an appreciable increase in expenditure under the
Green Box in 1997/98 over the base period in major
developed countries. In most cases it has also
resulted in an overall increase in the quantum of
support to their agricultural sector. Certain
countries have also taken undue advantage by
including the quantum of Blue Box support in their
initial base period calculations of AMS, as in the
subsequent years there were no reduction
commitments for this category of Blue Box support.
Such countries thus, got the unintended benefit of
being able to achieve reduction in their domestic
support without actually having to effect any
reduction.

3. Among the Green Box measures, the expenditure
on ‘de-coupled income support’ and direct income
payments has increased substantially during the
implementation period. The share of the total direct
payments under the Green Box measures is
estimated to have increased from 23 per cent in 1995
to 43 per cent in 1998 (G/AG/NG/S/2 - 19 April
2000). The ‘de-coupled’ support and other supports
under paras. 5, 6 & 7 of Annex 2 (Green Box) and
the production limiting subsidies under Article 6.5
(Blue Box) of AoA are not as minimally trade
distorting as is made out on account of the following
reasons:
(i) The ability of the farmers to take risk as well as

to make farm investments substantially
increases if support in the form of assured
payments including de-coupled income support
is provided, since such payments entail
insurance and wealth effects.

(ii) These direct payments encourage greater use
of farm inputs and enhance access to technology
leading to over-production, which in turn
distorts agricultural markets.

(iii) De-coupled or direct payments can be a powerful
incentive to maintain or increase current
production in the expectation of receiving higher
levels of future support.

(iv) De-coupled or direct payments have been found
to increase land values resulting in maintenance
of land in farming rather than putting it to some
other economically better use.

(v) De-coupled or direct payments heavily subsidize
the cost of production, which enables the
receivers of such support to capture a substantial
share in the export markets at the cost of more
efficient producers.

4. The provisions of Annex 2 of the AoA particularly
paras. 5, 6 & 7 have enabled high subsidizing
countries to enhance their overall level of support
to agriculture. This is evident from the Producer
Support Estimate (PSE) figures for all OECD
countries, which have increased from US$ 246 billion
in 1986-88 to US$ 283 billion in 1999. For a few
developed countries, the PSE is not only high as
compared to the base period but has also risen
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sharply since 1997. 9 As also borne out by data from
OECD, Total Support Estimate (TSE) in OECD
countries in 1999 amounted to US$ 361 billion which
is much higher than the $308 billion TSE figure
during the period 1986-88. This TSE figure of OECD
countries is approximately six times of the total value
of the current annual agricultural production in
India.

5. Agriculture is a way of life, in most developing
agrarian economies. Rapid growth of agriculture is
essential for ensuring household food security and
alleviation of poverty. In developing countries
agriculture still contributes significantly to their
overall GDP and employs a large proportion of the
work force. The land holdings are, however, very
small, un-irrigated and dependent on the vagaries
of nature. Further, the agricultural practices are
labour intensive with relatively low intensity of farm
inputs. Consequently, the farm productivity in
developing countries is low. As most farmers in
countries like India are engaged in subsistence
farming, their participation in international trade is
marginal. The food needs and supply gaps in
developing countries is a developmental problem
and thus all their policies for agricultural
development aim at harnessing the potential for
increasing productivity and production in the
agricultural sector. Given these characteristics of
agriculture in developing countries with meagre
domestic support and the virtual absence of export
subsidies, it is obvious that developing countries
are not in any way responsible for the current
distortions in international trade in agriculture.

6. Moreover, developing countries suffer from an
inherent disadvantage of limited financial resources
as compared to resource rich countries, and are,
therefore, not in a position to have a high subsidy
regime. Article 7.2 (b) of the AoA also
institutionalizes this disparity by allowing the high
subsidizing countries to maintain 80 per cent of their
base level AMS while prohibiting the low income
countries from going beyond the de minimis level of
10 per cent of the value of their agricultural
production. This makes the AoA provisions
inequitous and discriminatory. It is also noted that
most of the items in Annex 2 are not widely used in
the developing world, tailored, as they are to the
conditions prevalent in the developed countries.
Given the diverse conditions and varying stages of

agricultural development in developing countries,
the need for making some additional provisions to
enable them to pursue policies aimed at increasing
agricultural production and productivity is thus
necessary. For instance, input subsidies given to
crops wherein productivity levels are below the
world average should be covered under the Green
Box. Sufficient flexibility should therefore be
allowed to developing countries to administer such
policies through the Green Box.

7. The social and economic vulnerability of
agriculture in developing countries is generally
reflected in parameters such as substantial
contribution of agriculture to their GDP, low level
of commercialization of agriculture, low
productivity, weak market orientation,
preponderance of small and marginal farmers,
uneconomical operational landholdings, lack of
infrastructure, dependence on monsoons,
susceptibility to natural calamities, and dependence
of a very large percentage of population on
agriculture for their livelihood, etc. Such
vulnerability fully justifies the extension of special
provisions to the developing country members for
ensuring their food and livelihood security concerns.

8. Another possible option for providing the
necessary support to the farm sector in developing
countries, which in turn would lead to increased
production, helping them to achieve a certain
amount of self-sufficiency in foodgrains, could be
by way of exempting the product specific support
given to low-income and resource poor farmers
from AMS calculations. This would be in addition
to the exemption given to non-product specific
support provided to this category of farmers under
Article 6.2 of the AoA.

9. It was expected that with the domestic support
reduction commitments under AoA, production of
agricultural products (notably cereals) in highly
subsidized countries would fall and the output in
nonsubsidizing and, therefore, low-cost producing
countries would expand by 2000.10 However, as a
consequence of the asymmetrical provisions of the
AoA and their lackadaisical implementation by the
developed countries, the post-AoA experience
establishes that the anticipated production changes
in terms of levels and locational shifts have not
materialized. This is also borne out by the recent
FAO production estimates, which indicate that there
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has been insignificant change in world cereal
production between 1995 and 1999.

10. Moreover, selective extension of high
domestic support to a select few commodities in
developed countries has effectively neutralized
the competitiveness and the potential market
access that would have been available to
developing countries. For example, commodities
of interest to developing countries like dairy,
meat, sugar, poultry, cereals,  and fruits &
vegetables, etc. have been extended maximum
support/subsidies in developed countries, which
has negated the comparative advantage of
developing countries in these commodities.

11. Article 13 of the Agreement on Agriculture is
one of the outstanding examples of AoA in fact
having accorded a special and differential treatment
in favour of developed countries. During the
operation of this clause, developed country support
policies have enjoyed exemption from countervailing
action. This has further skewed the terms of trade
in favour of developed countries. With a view to
making the playing field even, it would be
appropriate if the peace clause were abolished for
developed countries. However, developing
countries as a special and differential measure
should be allowed the use of peace clause for a
further period of at least 10 years. It is also felt that
a rationalization of the subsidies/support exempt
under Article 13 (a) & (b) is required. While Annex
2 measures, which are minimally trade distorting,
should continue to be exempt under Article 13 (a)
during its currency for developed countries, the
‘trade distorting’ measures under Annex 2 (paras.
5, 6 & 7) should actually be clubbed with the
measures listed out in Article 13(b) as they are as
trade distorting as the Blue Box payments covered
under Article 6.5 and thus do not merit separate
treatment.

12. During the course of implementation of AoA,
certain operational problems have also been
encountered by the developing countries in the
calculation of AMS for the purpose of estimating
the domestic support. These include effect of
inflation and exchange rate fluctuation on the
methodology of calculation of AMS. The rate of
inflation varies widely between countries. The
average prices in developing countries in 1996 were
656 per cent higher than in 1990 compared to only

19 per cent in industrialized countries (International
Financial Statistics Yearbook quoted in AIE/33).

13. The depreciation in currencies has also rendered
any comparison between the base year and current
year AMS figures quite meaningless. For example,
the value of the Indian currency (Rupee) in 1999-2000
has depreciated by over 70 per cent of its value in
1986-87 vis-a-vis the US dollar.

14. In the context of calculation of AMS, it is
observed that in calculating the “product specific”
or market price support component of AMS, if an
Applied Administered Price is lower than the
External Reference Price (ERP), the result will be a
negative figure. The non-product specific support,
given the nature of methodology of its
quantification, will either be zero or a positive
figure only. The Aggregate Measure of Support, as
the name itself implies, is the sum of all measures
comprising domestic support to the agricultural
sector. It is only such a summation of negative and
positive support, which truly reflects the total
domestic support given to the agricultural sector.
Thus, negative AMS values, which are indicative of
the fact that an Administered Price is at a lower
level than the corresponding External Reference
Price, should be reflected appropriately through
negative figures. Members should, accordingly, be
able to use negative product specific support to
offset positive non-product specific support to arrive
at Aggregate Measure of Support under the
Agreement.

15. Besides, the provisions for S&D treatment for
developing countries also need to be spelt out in
terms of concrete obligations taking into account
their experience in implementation of the AoA, the
differing levels of economic development, the role
of agriculture in economics with a large rural
population and the need to preserve food and
livelihood security taking into account the
vulnerability of their agricultural sector.

16. In view of the uneven playing field due to
continued high level of distortions in agricultural
trade, it is extremely important that developing
countries have the flexibility to use appropriate
policies to address the problems facing their
agricultural sector. The developing countries do not
intend to use these measures for achieving an
unjustified share in the world market. The ongoing
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negotiations are, thus, an appropriate opportunity
to take stock of the fact that the trade policies being
practised by developed countries have created
serious trade distortions and need to be effectively
disciplined. Necessary corrective action will have
to be taken to allow the emergence of developing
countries as equal trading partners.

17. The preamble of the Agreement on Agriculture
recognizes that the process of reform of trade in
agriculture initiated during the Uruguay Round is
a continuing process. The mandated negotiations
would only carry forward the commitments made
under the reform programme. Thus, it is important
that during the currency of the negotiations the
reform process should be continued and not come
to a standstill. Moreover, experience in the
implementation of the agreement is an important
component of the ongoing negotiations and it is by
now well established that the anticipated benefits
of liberalization of trade in agriculture have not
materialized for developing countries. It is, thus,
important that the WTO membership particularly
the developed countries undertake to carry forward
the reform process during the currency of the
negotiations at an accelerated pace. As a proof of
their commitment to the reform process and for
continuing the reform process, a down payment
during the first year of negotiations itself would go
a long way in building confidence among the less
developed members of the WTO.

Proposals
(i) Direct Payments along with decoupled income

support and governmental financial
participation in income insurance and income
safety-net programmes (paras. 5, 6 & 7 of
Annex 2) as well as direct payments under
production limiting programmes (Art. 6.5)
should be included in the non-product specific
Aggregate Measure of Support and should be
subject to reduction commitment so as not to
exceed the de minimis level, i.e., 5 per cent (for
developed countries) and 10 per cent (for
developing countries) of the value of that
Member’s total agricultural production (Article
6.4).

(ii) Product specific support provided to
low-income resource poor farmers should be
excluded from the AMS calculations, as is the

case for the non-product specific support as
per para. 6.2 of AoA.

(iii) The total domestic support should be brought
down below the de minimis level within a
maximum period of three years by developed
countries and in five years by the developing
country Members. The developed countries
should make a down payment by the end of
the year 2001, through a 50 per cent reduction
in the domestic support from the level
maintained during the year 2000; or by the
amount as is higher than the de minimis,
whichever is lower.

(iv) A suitable methodology of notifying the
domestic support in a stable currency/basket
of currencies should be adopted for taking into
account the incidence of inflation and exchange
rate variations.

(v) Negative product specific support figures
should be allowed to be adjusted against the
positive non-product specific AMS support
figures.

 (vi) While product specific support should be
calculated at the aggregate level, support to
any one particular commodity should not be
allowed to exceed the double of the de minimis
limit of that commodity, as prescribed under
Article 6.4.

(vii) Support extended under paras. 5, 6 and 7 of
Annex 2 should be shifted from Article 13 (a)
to 13 (b) of the Peace Clause. However, the
peace clause must lapse as already provided
in AoA.

(viii) The provisions of Article 6.4 of AoA should
prevail over the stipulation contained in
Article 13 (b) (ii) of the Agreement.

(ix) After the abolition of the peace clause (Article
13 of AoA), as a special and differential
provision, measures under Annex 2 (Green
Box) and other domestic support measures
conforming to Article 6 of AoA shall be exempt
from imposition of countervailing duties under
the Agreement on Subsidies and Counter-
vailing Measures and Article XVI of GATT 1994
and shall also be exempt from actions based
on non-violation nullification or impairment of
the benefits of tariff concessions under
paragraph 1 (b) of Article XXIII of GATT 1994.
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(x) All measures taken by developing countries
for poverty alleviation, rural development,
rural employment and diversification of
agriculture should be exempted from any
reduction commitments.

PROPOSAL ON EXPORT COMPETITION
1. Agriculture is the only sector of the world
economy still marked by the existence of export
subsidies. The disciplines evolved in the Uruguay
Round Agreement on Agriculture have proved to
be grossly inadequate to correct these most trade
distorting policies maintained by about 25 WTO
member countries. The developing country
members of WTO have serious concerns in regard
to these subsidies as they destabilize and depress
the international market prices impacting adversely
farm incomes in developing countries.

2. Export subsidies encourage inefficient
production of agricultural commodities in
developed countries while discouraging domestic
production in food importing countries. They also
introduce an unfair competition for the local
producers and are totally inconsistent with a
market-oriented framework for world
agricultural trade. The principal commodities,
which have high incidence of export subsidies,
include wheat, coarse grains, oilseeds, vegetable
oil, sugar, dairy products and fruits & vegetables,
which also happen to be products of export
interest to many developing countries.
3. Under the export subsidy reduction
commitments for the developed countries, the value
of subsidies is to be reduced by 36 per cent from
the base period 1986-90 and the volume of subsidized
exports is to be decreased by 21 per cent in six years.
The measurement of the reductions of the subsidies
is to be on the basis of commodity aggregates.
4. The information on the use of subsidies with
respect to volume commitments and budgetary
outlay commitments indicates that by and large all
the countries have complied with their overall
reduction commitments at the aggregate level.
However, as per the data compiled by WTO
Secretariat, the actual use of subsidies in terms both
of budgetary outlays and volume has increased for
some particular items in major subsidizing countries
between 1995 and 1998. (G/AG/NG/S/5, 11 May,
2000)

5. The implementation of AoA during the last
about 6 years has also revealed that many
member countries have shifted export subsidies
between products from year to year so as to
target a few specific commodities and have also
‘rolled over’ unused subsidies to the following
year resulting in a cumulative depressive effect
on prices in that year, eroding the competitive
advantage of other exporting countries. There is
thus an immediate need to formulate effective
measures to prevent the rolling over of unused
subsidies to the next year.

6. The export credits, guarantees and insurance
programmes have not been included in the export
subsidy reduction commitments under AoA. Mainly
resource rich countries in order to maintain and
enhance their exports operate these schemes, which
are actually in the nature of export subsidization.
The absence of clear guidelines governing export
subsidization in the AoA has led to circumvention
of export subsidy reduction commitments. The
provision of export credit guarantees and price
discounts for buyers substantially influences the
quantity and direction of exports. The operation of
such schemes has also to a great extent neutralized
the effects of export subsidy reduction commitments
under the Agreement.

7. Article 16 of the Agreement on Agriculture
refers to the Ministerial Decision on Measures
Concerning Possible Negative Effects of the
Reform Programme on Least Developed and Net
Food Importing Countries thereby making it an
integral part of Agreement. The concept of food
aid, a prominent form of external assistance, is
by nature and intention specifically designed to
enhance food security. It refers to some external
resource transfer, normally in kind of food
commodities, which provides food directly to
beneficiaries in the recipient country or to the
government in support of its food security or
other developmental objectives. Food aid
essentially evolved from surplus disposal
programmes of the early 1950s. In recent times
however, it has undergone a lot of changes and
has become increasingly complex. Some of the
proposals by other member countries have
highlighted the fact that the current provisions
of Article 10.4 of the Agreement on Agriculture
need to be revised and strengthened to prevent
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the abuse of food aid mechanism. The alarming
tendency of donor countries to increase aid with
a view to developing their markets negates the
very spirit of this mechanism. The ongoing
negotiations should immediately address this
issue to bring about greater transparency in the
provision of food aid, which should be offered
regardless of the world market prices. The recent
General Council decision directing the Committee
on Agriculture to follow-up on the Ministerial
Decision is a first step towards this direction,
which however, needs to be complemented by
the entire membership by suggesting suitable
guidelines for food aid as distinct from export
subsidies.

8. Another significant dimension of the current
provisions on disciplining export subsidies under
AoA is that countries, which notified the use of
export subsidies in their original schedules could
continue to use them, albeit in a restrained
manner, while the countries which did not notify
the use of subsidies in their original schedules
are not permitted to introduce them thereafter
(Article 3.3).  Besides, AoA deprives the
developing country members of their right to
provide export subsidies, which are otherwise
permitted under Article 27, read with Annex VII
of the Agreement on Subsidies and
Countervailing Measures (ASCM). There is thus
every need to restore the rights negotiated by
the developing countries under the ASCM.

9. The preamble of AoA recognizes that the
process of reform of trade in agriculture initiated
during Uruguay Round is a continuing one. Thus,
it is extremely important that during the currency
of the negotiations, the reform process should
be continued and not come to a standstill .
Moreover, the experience in the implementation
of AoA is an important component of the ongoing
negotiations and it is by and large well
established that the anticipated benefits of
liberalization of trade in agriculture have not
materialized for the developing countries. It is,
therefore, important that the WTO membership
particularly the developed countries undertake
to carry forward the reform process at an
accelerated pace even during the negotiations. As
a proof of their commitment to the reform process
and for carrying it forward, it is proposed that

developed countries should make a down
payment during the year 2001 by way of effecting
a reduction of 50 per cent in the value as well as
in the volume of subsidized exports from the level
existing on 1.1.2001.

Proposals

(i) Export subsidies on all agricultural products
should be eliminated in the first 2 years of
implementation, both in terms of export subsidy
outlays and subsidized volumes. As a down
payment, the subsidy outlays and subsidized
volumes should be reduced by 50 per cent from
the level maintained in the year 2000 by the
developed countries by the end of 2001.

(ii) During the transition period also, no ‘rolling
over’ of unused export subsidies should be
allowed.

(iii) All forms of export subsidization including
export credit, guarantees, price discounts and
insurance programmes, etc. in developed
countries should be added to the export
subsidies and should be subjected to the overall
disciplines applicable to export subsidies.

(iv) Taking into account the needs and special
conditions of developing countries:

- The existing special and differential treatment
for developing countries under Article 9.4 of
the AoA should continue; and

- Special dispensation for developing countries
provided under Article 27 read with Annex
VII of the Agreement on Subsidies and
Countervailing Measures should prevail over
Article 8 of AoA.

(v) Article 13 (c), which gives protection to export
subsidies that conform to the provisions of part
(v) of AoA, should be abolished forthwith.

(vi) After the abolition of the peace clause (Article
13 of AoA), the provisions under Article 9.1 (d)
& (e) permitted to be used by developing
countries without any reduction commitments
under Article 9.4 of AoA should be retained as
such and should be exempt from countervailing
duties and actions based on Article XVI of GATT
1994 and the Agreement on Subsidies and
Countervailing Measures.
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importance both as an earner of export revenue and
as a national employer as well as being a symbol of
national pride, the governments of Canada and
Brazil have taken an active role in the restructuring
of their “national champions”.  They have also used
external trade policy rules to defend their national
industry interest. For a long period of time, both
governments have accused each other of unfairly
subsidizing their respective aircraft industries,
thereby distorting competition in the world market.

After having failed to find a compromise
bilaterally, Canada initiated a World Trade
Organization (WTO) dispute settlement procedure
against Brazil on 18 June 1996. It accused Brazil of
granting export subsidies to Embraer under its Proex
programme. Export subsidies are prohibited under
the Agreement on Subsidies and Countervailing
Measures (ASCM). In response, Brazil requested
WTO consultations with the Government of Canada
on 10 March 1997.

Both sides thereafter tried to find a mutually
acceptable solution. Bilateral negotiations
culminated in an agreement between the Heads of
State to appoint two independent mediators in
January 1998. The mediators issued a report offering
recommendations to resolve the issue on 17 April
1998. Although both governments endorsed the
Report, they could not agree on implementing its
recommendations. As they failed to reach a
compromise at the highest political level, on 10 July

1998, Brazil and Canada simultaneously requested
the establishment of a Panel under the WTO.

The article further makes an analysis of the Panel’s
decision, as confirmed by the Appellate Body on 2
August 1999. The EU put forward the Brazil’s position
did not take into account that the ASCM actually
distinguishes three kinds of subsidies: prohibited
subsidies, actionable subsidies and non-actionable
subsidies. Brazil’s approach would even declare
certain non-actionable subsidies to be prohibited.

In particular, the article points out that Brazil
had not established a prima facie case that the debt
financing activities of the EDC would constitute a
“benefit” within the meaning of the ASCM.

Finally, the article studies impact of the two
Panel Reports on the aircraft industry. The Panel’s
reasoning, it says, will render it more difficult to
grant support to export oriented industry in future.
Moreover, by relying on the share of exports in total
production when establishing whether a subsidy is
an export subsidy, the Panel’s ruling will affect
smaller economies, in particular. An aircraft
manufacturer located in Canada will see a higher
share of its aircraft being sold to foreign customers
than an aircraft manufacturer based in the United
States. Applying the Panel’s reasoning could render
the same subsidy granted to the Canadian producer
(prohibited) export subsidy, it would turn out to
be actionable in the case of the US manufacturer.

(Contd. from page 26)
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