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INTRODUCTION

WTO negotiations in agriculture are embarked on a wild roller-coaster. In accordance with
Article 20 of the Uruguay Agreement on Agriculture (URAA), they resumed in March 2000-only
fourth months after the Seattle Ministerial debacle, hence sending quite unexpectedly a clear signa
that the WTO had survived its firgt crisis. From March 2000 to March 2001, 45 proposals from 106
countries were tabled on the wide range of subjects for negotiations in seven meetings [for details see
www.wto.org, 8 April 2002]. This first phase led to the two paragraphs of the Doha Ministerial
Declaration on agriculture which constitute a good basis for future negotiations because it covers all
the forms of protection—from tariffs to subsidies of all kinds (see Annex A).

But then, things quickly deteriorated. The EC insistence on including terms such as “without
prejudging the outcome of negotiations’ or “with a view to” in the Doha Ministerid Declaration was
perceived by many observers as key reservations or as a bad omen about the European willingness to
negotiate. Six months after Doha, the U.S. adopted a new Farm Bill (hereafter, the 2002 Farm Bill)
which is widely perceived as a big step backward. Two months later, the strong French opposition to
the European Commission’s proposal for reforming the EC Common Agricultural Policy (CAP) put a
new blow to the 2000-2001 raising hopes. But once again, the farm roller coaster bounced in late July,
with the U.S. tabling relatively bold proposals about the reduction or eimination of a wide range of
instruments of protection (for details see section 2).

The paper aims a underlining key points for future action and research in the Doha
negotiations context, with a focus on OECD countries which are the main trouble-makers-and aso
because of a lack of comparable data for developing countries (a key point for future research and
action). Section 1 looks at what happened to the URAA-to which extent and why it failed to achieve
its objectives. Section 2 describes the driving forces behind current protection in agriculture. Section 3
investigates the contours of an environment favorable to coalitions supporting WTO negotiations.

SECTION 1. THE URAA FAILURE
The URAA did not déliver the liberalization dynamics it was supposed to generate. It may
even have put the Doha negotiators in a situation worst than the one faced by the Uruguay negotiators
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a decade ago. This is because today, many farmers and a noticeable share of the public opinion in
protectionist OECD countries are convinced that agriculture was liberalized by the Uruguay Round,
and that this liberalization has been the cause of al their difficulties since 1995. This belief is wrong.
As shown below, there has been no liberdization since 1995, and current farmers difficulties are
mostly sdlf-inflicted by existing domestic farm policies. In other words, Doha negotiators will try to
launch a liberalization, whereas many people believe that there has dready been a welfare-
deteriorating liberali zation—the worst situation possible from a political perspective.

1. Total support to agriculture since 1995: almost unchanged

It is easy today to blame the URAA failure, but the LRAA approach was initialy very
appeding (for a thorough analysis of the URAA, see Tangermann 2001). In 1995, the Uruguay
negotiators (as most trade observers) were perfectly aware that the URAA-based liberalization would
be minor. They were the first to witness, during the last months of the Uruguay negotiations, WTO
members deliberately overestimating the level of farm protection for the reference period (1986-88) in
order to end up with an amost unchanged level of protection at the end (2001) of the transition period
of the URAA [for instance see OECD, 2001]. But, the Uruguay negotiators were convinced that the
transparency introduced by the new instruments of protection (the “tariffication” process) would
reved to the public opinion the astronomica level of farm protection in most OECD countries. And
they were convinced that this information would be enough to change the balance between vested and
pro-free trade interests, hence alowing the Doha negotiators to finaly start serious talks on
liberalization. To their surprize, and to the surprize of dmost al observers, the magic of tranparency
did not work.

The first reason is that, during the last weeks of the Uruguay negotiations, WTO members did
work hard to undermine the transparency that they previoudy decided to include into the URAA.
They used massively specific tariffs (for instance, one third of the EC and U.S. farm tariffs are
specific or have a specific component) which are much less transparent than ad valorem tariffs, and
which have an increasing protectionist impact when world prices decline (a frequent situation since
1997). When possible, they kept using old mechanisms (such as variable levies) within the limits of
the new Uruguay tariff regime. They subjected tariff-quotas (introduced by the Uruguay negotiatorsin
order to ensure a minimum opening of farm markets) to opague legal procedures which have
systematically kept quota fill rates at alow level. They played with the concept of “unused” subsidies,
and with forward mechanisms for loosening as much as possible disciplines on export subsidies, etc.

But, there has been more than this “dirty” tariffication of the last weeks of negotiations. As
shown by Table 1, the share of total support?/ to agriculture in GDP has substantially decreased during
the late 1990s, compared to 1986-88 (the period which has been adopted by the URAA as reference
years because it witnessed the highest level of farm support). However, this decline is not the sign of a
successful URAA. Rather, it largely echoes a similar decrease of the share of farm gross value added
in GDP during the same period. As a result, the share of total support to agriculture in farm gross

2[“Total support” gives a measure of the annual monetary value of all gross transfers from taxpayers
and consumers arising from policy measures which support agriculture, net of the associated
budgetary receipts, regardless of their objectives and impact on farm production and outcome. It isthe
widest indicator of farm support calculated by the OECD Secretariat. As a result, it includes expenses
related to certain non-trade concerns (research and development, food safety and quality).



value added has only dightly declined in the whole OECD region—from 75.9 to 61.9 percent. More
importantly, it remains at an amazingly high level since it gill accounts for amost two-thirds of the
farm gross vaue added. As a result, as shown by Diakosavvas [2001], the URAA has had very
modest quantitative effects on OECD farm trade flows.

This limited decline has two exceptions. First, OECD countries which can be qualified as
“free traders’ in farm issues (Australia and New Zealand) support much less their agriculture today
that they did during the reference period. In New Zealand, the dramatic fall (by 4/5th) of the total
support share in farm gross vaue added has led to a growing farm share in GDP—justifying the title
“There is a life after subsidies’ of a booklet describing the New Zealand experience of farm
liberalization. In Audtralia, the more limited fall (by 1/3rd) of total support in farm value added has
been accompanied by a decline of the farm share in Austradian GDP substantially smaller than the
decline observed in the protectionist OECD countries.

The second exception, in the opposite direction, is the sharp increase of the total support share
in farm vaue added in mostly new and low income OECD members-Hungary, Poland, Mexico and
Turkey, with Hungary even reaching the EC level. It suggests the existence of dynamic forces which
could systematically work against freer trade in agriculture: as soon as a country becomes industria
and rich enough, it heavily protects its fam sector. If confirmed, this evolution in emerging
economies (noted a long time ago by Anderson [1994]) will be a crucia parameter to be taken into
account in the Doha Round and in future WTO Rounds.

Table 1 provides two crucia lessons for codition building. First is that meaningful WTO
negotiations require comparable data. Focusing on tariffs or other border barriers makes no sense
because a large portion of protection granted by OECD is channeled through subsidies. Ignoring that
developing countries are often heavily taxing their farmers would compound the errors. Doha
negotiations require thus urgently for developing countries the same data on public support than those
aready available for the OECD countries (on which most of the Tables used in this paper are based).®/

Table 1 aso shows two forces of opposite direction at work in the protectionist and “middle-
of-the-road” OECD countries. On the one hand, the share of agricultural labor in the total labor force
is strongly declining. One should expect this evolution to be favorable to farm liberalization because it
implies a decreasing political leverage of the increasingly fewer farmers (see section 3 for details). On
the other hand, Table 1 also shows that the food share in consumers' total expenses is substantially
decreasing. This evolution implies that consumers have increasingly less powerful incentives to
oppose costly protection on agricultural imports.

In sum, there is no strong reason to believe that the net political baance on farm issues
between producers on the one hand, and consumers on the other hand has changed much in OECD
countries. One could even argue that the net balance may shift in favor of farmers to the extent that
tota support includes expenses for non-trade concerns (food safety, environment) that are
increasingly highly valued by some people in rich countries, or that many tax-payers do not dare to

3/One can crudely illustrate the importance of this research with the following exemple. If one takes
the Mexico of the 1986-88 as a proxy for the average developing country of the early 2000s, the share

of total support in farm value-added of atypical developing country would be eight times smaller than
the current average OECD share (8.5 percent vs 61.9 percent), and its PSE-based NPC (see the
definition below) would be even negative (compared to 35 percent for OECD average).



oppose. In other words, trade negotiators should not count too much on fina consumers and
taxpayers-the natural supporters of liberalization. They should look for other allies and arguments, as
suggested in section 3.

2. Thelevel and structure of farm protection in selected OECD countries

The URAA did not intend to reduce total support to agriculture, but international distortions
in farm outputs and trade flows. In this context, concepts narrower than total support—namely the
producer support and the consumer support—are better indicators of the URAA failure.*/ Table 2 gives
for selected OECD countries the producer support estimates (PSES) and the consumer support
estimates (CSEs) under the form of average nomina protection coefficients (NPCs). As PSE-based
NPCs and CSE-based NPCs measure the wedge between domestic and world prices in percent of the
world prices, they have the great advantage that they can be read in the same way than ad valorem
tariff rates. For instance, the PSE-based NPC and the CSE-based NPC for Korea for 1999-2001 are
equivalent to ad valorem tariff rates of 181 and 166 percent, respectively.®/

Table 2 confirms how little things have changed since the URAA. PSE-based NPCs and CSE-
based NPCs have declined in most OECD countries (with the exception of Mexico, Poland and
Turkey for which they have increased) but they clearly remain at a prohibitive level in the case of all
the “protectionist” OECD countries (Hungary and the Czech Republic will join the club if the current
EC farm policy is not reformed) and in some “middle-of-the-road” countries. In sum, the URAA may
have eliminated “redundant” protection, but it did not start to redly bite protection.

Table 2 provides two more informations crucia for the Doha negotiations. First is the decline
of the PSEs (now expressed in thousands of U.S. dollars, instead of percentages of the world prices as
above) per farmers. It shows that the average producer support per farmer has considerably increased
in amost every OECD country—except once again in the two free traders Australia and New Zedland
(and in Switzerland because it started at an incredibly high level in this country).®/ For instance, the
EC average producer support per farmer has increased by 50 percent since the URAA reference
period—eaching alevel equivalent to the French legal minimum wage. In sum, the remaining farmers
in OECD countries are subsidized at an increasingly amazingly high level—because their number is

*/The producer support measures all the gross transfers from consumers and taxpayers to support
domestic farmers, measured at the farm gate level. The consumer support measures all the gross
transfers from (to) domestic consumers of farm products, measured at the first consumer level. Total
support is the sum of the producer support, the genera services support and the transfers from
taxpayers to consumers (which is one of the four components of the consumer support).

*[There are two tariff estimates because PSEs and CSEs do not take into account the same domestic
prices. PSE-based NPCs measure the ratio between the average price received by farmers (at farm
gate level), including payments based on output, and the border price (at farm gate level), whereas
CSE-based NPCs measure the ratio between the average price paid by consumers and the border price
(both at farm gate level).

®/In order to take into account the fact that many people in the farm business are working on a part-
time basis, the number of farmers is expressed in “full time farmer equivaents.” Producer supports

per farmer should not be compared between countries because they reflect countries farm pattern
(size, geography, etc.) and the pattern of the farm goods produced (however, OECD countries are
characterized by ardatively stable product composition over the examined period).



decreasing more rapidly than the level of support granted to them. Newspapers and public debates
largely ignore this crucial evolution which could trigger second thoughts among taxpayers willing or
accepting to pay more on farm issues.

The second key information from Table 2 is that the still high level of “traditional” (tariffs
and subsidies) farm protection has not prevented the intensive use of the “new” instruments of
protection introduced by the URAA. Special safeguard measures (be they volume- or price-based)
alowed by the URAA have been used quite frequently, and the fill rates of the tariff-quotas
introduced by the URAA in order to get a minima opening of the farm markets are often low (and
declining). Table 2 suggests a correlation-the more protectionist a country is, the more frequently it is
using safeguards—which is very smilar to what can be observed for developing countries between
remaining tariff protection and the use of antidumping measures in manufacturing.

In sum, Doha negotiators are facing the worst combination of two worlds. The old protection
(measured by the PSE- or CSE-based NPCs) is ill there, the new instruments of protection are
aready used intensively, the first opening of the markets by tariff-quotas has been minimized, and last
but not least, the average support per farmer has increased since 1995. Meanwhile, farmers and public
opinion in most OECD countries have been convincedfirst by the trade officials speeches in the
immediate Marrakesh aftermath, then by the anti-globalization leaders speeches-that the URAA
liberalized agriculture. As aresult, they are convinced that any negative evolution in agriculture (from
price decreases to food safety issues) is associated to liberalization, instead to entrenched protection. ’/

SECTION 2. DRIVING FORCESBEHIND FARM PROTECTION IN THE 2000s

The forces behind current farm protection obey to key motives, and they use instruments to
satisfy these motives. Modifying motives is unlikely in the short run (i.e., during the Doha
negotiations) so that shifting instruments remains probably the only doable objective. However, it is
useful to have a sense of the motives, if only because they are often used for justifying trade barriers
in the public opinion.

Looking at both motives and instruments suggests two important lessons. First, negotiators
should resist the temptation to liberalize the least protected farm goods under the Doha Round, and to
leave the most protected products for future Rounds. Such an “early harvest” approach would magnify
distortions in domestic and world output and trade, while keeping intact the main source of the costs
of protection. Second, trade negotiators and governments have one robust argument for sdling
reforms to farmers-a key point since consumers and taxpayers support to freer trade is not
guaranteed. It is that the current instruments of protection are highly inefficient: only 25 to 30 percent
of public transfers to farmers ends up in farm incomes-the rest being dissipated into higher prices of
land and other inputs, and into pure waste of resources.

For obvious reasons, the section focuses on the two “ eephants’-the U.S. and the EC. In fact,
a better expression would be the two “dynosaurs.” 1t will capture the fact that both countries il rely
on farm policies largely designed in the 1930s (to the extent that the EC farm policy is derived from

"lInterestingly, there are efforts by some farmers' leaders to provide a more accurate picture of the
redity. For instance, a study by Chambre Régionale d' Agriculture de Normandie [2001] clearly
shows that until late 2000, the Uruguay Round has had no impact on Norman farmers.



the French farm policy). The section concludes by examining the recent moves of the two dynosaurs
in domestic and WTO farm matters.
1. Motivesfor support: thetrap of the“early harvest” approach

Table 3 lists the various motives behind current farm protection in four key products (grains
and oilseeds, milk and sugar) in the U.S. and EC, as perceived by outside observers [Abare, 2001].
Motives are defined in terms of the existing situation and of policy direction. The four major motives
listed can be ranked by decreasing potentia in terms of supporting protection: from a high
protectionist potential (maintain current farm life style) to medium-high (preferential access granted
to certain trading partners, such as Centrad European countries for the EC) to medium-low
(environment) to potentialy pro-free trade mercantilism ala GATT (expand market access abroad).
Grades of 1, 2 and 3 have been given to each mative for reflecting their estimated importance (with
simple averages calculated by product).

Degspite its crudeness, Table 3 suggests several interesting lessons. In grains and oilseeds, the
situation in the U.S. and in the EC differ only for the fourth motive (potentialy pro-free trade
mercantilism) which is stronger in the U.S. than in the EC. Concerning policy direction, the U.S.
looks more stable than the EC. The latter is perceived under the two increasing influences to provide
preferential access and to link support to environment—both are easy preys for protectionnist forces—
and under the decreasing desire to expand market access abroad. In milk and sugar, there is no
difference between the existing situation and the policy direction in the two countries, except for arise
of environmental concernsin the U.S.

Table 3 suggests noticeable differences between the two groups of products in terms of
potential liberalization. Grains and oilseeds seem “easier” to liberalize than milk and sugar. This
observation is important for the design of negotiations. It suggests that there is no such a thing as
“agriculture,” but that there are “agricultures’ with some agricultural sectors potentialy (much) easier
to be liberalized than others. Well known for industrial activities, such an observation is rarely applied
to agriculture. In fact, farmers and public opinion tend to conceive agriculture as one activity which
will be liberalized (or not) accross-the-board.

Table 4 documents this point in more detail by ranking PSE-based NPCs by increasing value
in order to define the “hard core” of farm protection.®/ This ranking provides two lessons. Firgt,
increases of PSE-based NPCs during the last fifteen years have been the largest for certain farm
products which were not subjected to a high level of protection in the mid-1980s. In other words,
protection has declined or been stable for some of the most protected products in the mid-1980s
(while remaining prohibitive), whereas it has increased for the other farm products which are thus
progressively “contaminated” by highly protectionist trade policies (as illustrated by olive ail or fruits
and vegetables in the EC case). There are thus dynamic forces aiming to narrow the protection gap
between the most and least protected “ agricultures.”

Second, the observed gaps of PSE-based NPCs among farm products remain substantial
enough to define a “hard core” of highly protected farm products which will be particularly difficult

8/Some NPCs are vey high (several hundreds of percent) because domestic and world prices may react
very strongly, making computations difficult and unstable. But it remains that such high NPCs reflect
huge trade barriers (for instance, trade bans related to the “mad cow” disease in Europe).



to liberalize under the auspices of the Doha Round.®/ Taking the PSE-based NPCs for al the farm
products as the borderline between the farm products relatively easy to liberdize and those relatively
difficult to liberalize suggests that the “hard core’ protected farm products are milk, sugar, rice, and
beef. In all these products, developing countries have comparative advantages, underlying how much
OECD protection is harmful to developing countries. (OECD data do not cover properly fruits and
vegetables and cotton for which OECD protection can be adso very high, and in which comparative
advantages of developing countries are substantial.)

The existence of agricultures with so different levels of protection may induce trade
negotiators to liberdize the least protected farm products under the Doha Round, leaving the
liberalization of the hard core of farm protection for future WTO Rounds. Such an “early harvest”
approach would be very costly because it will keep intact the highest trade barriers which are the main
source of the domestic costs of protection. For instance, the costs of protection for European
consumers amount to 15 billion of euros in five highly protected farm sectors, compared to 23 billions
of euros in fourteen highly protected industrial sectors [Messerlin 2001]. But, an early harvest will
also be a trap for farmers. As it will magnify the differences between the least and most protected
products, al the farmers will be induced to grow the most protected crops and animals—amplifying the
distortions in domestic and world production and trade, and making any future adjustment even more
costly for them.

By contrast, trade negotiations aiming at favoring as much as possible an “uniform farm
tariff” policy (the same tariffs on all farm products) would alow a welfare-enhancing reallocation of
farm resources. It would begin to revea the comparative advantages of each OECD country in farm
production, and of course, it would do the same for developing countries (see the related discussion
on the Development Box, in section 3). The trade-off that trade negotiators will achieve between an
uniform protection policy (economicaly the best) and an “early harvest” approach (politically the
easiest) will be the most critical issue of the Doha Round. It has dready surfaced in the differences
between the proposals for liberalization tabled by the U.S. (leaning towards uniform policy approach)
and suggested by the EC (leaning towards an early harvest approach), as discussed below. And this
issue will be exacerbated by the food safety dimension which is much more difficult for certain farm
products (meat) than for others (sugar).

2. Thecurrent instrumentsof protection: their very low “transfer efficiency”
Table 3 aso presents the major instruments for protection which are grouped in three

°/Hard core products may be observed in all OECD countries, or only in certain OECD members (as
shown in Table 4 by the variances of PSE-based NPCs by product). A high variance among PSE-
based NPCs for a hard core product would suggest more complex deds, with the most protected
OECD countries balancing trade concessions in these products with those available in industria goods
Oor services.



categories (border instruments, non-border price-based instruments, non-border quantity-based
instruments). Grades of 1 (low) to 3 (high) have been given to each instrument in order to reflect their
importance. Table 3 shows a wide difference between the U.S. and the EC in grains and oilseeds, but
a close similarity in milk and sugar (the 2002 Farm Bill has reinforced smilarities and narrowed
dissimilarities, see below). It aso suggests that deep changes in the pattern of instruments used are
unlikely in the coming decade, except in export subsidies.

Tables 5 and 6 try to go further. Table 5 breaks down total support in its components:
producer support (PSE), support granted to agriculture in genera (GSSE), and consumer support
(CSE, which is marginal, except in the U.S. and Mexico). It shows few changes in these three sources
of support since the Uruguay Round, except again in pro free-trade OECD countries and in Canada. In
all the protectionist countries, the PSE share in total support in agriculture is higher than 80 percent
and stable. The evolution is less clear for the rest of the OECD countries with, at the two ends of the
spectrum, Mexico and New Zeadland. Support granted to agriculture in general gives some indications
about the rea danger of “non-trade concerns’ being used as substitutes to straight protection in the
protectionist countries. Its stability in the protectionist and middle-of-the-road countries may be a
good omen in this respect, though its evolution in the Czech Republic, Hungary, and Turkey is an
additional source of worries for these “new” protectionist countries.

Table 6 goes one step further by decomposing PSEs in the four mgjor instruments concretly
used for transfering public support to farmers. It shows that only Canada and Australia have taken
seriously the Uruguay Round spirit of “decoupling” support from production, with a noticeable use of
payments to farmers directly based on overall farm income. Market price support remains, by far, the
dominant instrument used by protectionist OECD countries-with some exceptions, such as in the EC
where subsidies on acrage and headage represent one-fourth of PSE.

All these observations lead to an important argument that negotiators and governments could
use for convincing farmers of the necessity of reforms—a crucia point since, as mentioned above,
consumers and taxpayers support to freer trade is not guaranteed. The argument is that ultimatly,
farmers get only a small portion of all the money poured in agriculture-in other words, that the
“transfer efficiency” of the existing public support to agriculture is low—a large share of these
transfers ending up in unintended pocketsHandowners, suppliers of other farm inputs-and in pure
waste.

Recent estimates of transfer efficiency for each of the four PSE components listed in Table 6
show substantial variations among the four components [OECD, 2002]. Area payments would be the
least inefficient kind of transfer since they would trandate into net farm income for one-half of their
amount if—a big if-one ignores its long term impact on land prices and rents. Other instruments have a
much lower transfer efficiency—from one-fourth for market price support and payments based on
output to one-fifth for input subsidies. Table 6 applies these estimates to the main components of PSE.
It leads to the conclusion that only 25 to 30 percent of producer support ends up in farm incomes.

That only 25-30 cents of one dollar support really goes to farm income (once again, the rest of
transfers to farmers being dissipated in higher land prices or rents, higher prices of inputs, and pure
waste of resources) is a powerful argument in the context of the Doha negotiations. Underlining the
inefficiency of the existing transfer regimes from the farmers' point of view seems to fit much better
the current political economy of protection in most OECD countries which may be characterized by a



lack of will from consumers to oppose farm policies, by a wide public support to domestic farmers as
producers of environment and healthy food, and by an increasing divide between large and small
farmers (the latter being more interested in an improved transfer efficiency, see section 3).

3. Therecent moves of the“two dynosaurs’

Between May and July 2002, the two “dynosaurs’ have taken severa important domestic and
trade initiatives: the new U.S. Farm Bill adopted in May 2002, the European Commission’s proposals
on further reforms of the Common Agricultural Policy (CAP) within the framework of the Mid-Term
Review announced in June 2002, the U.S. proposals for farm liberalization, and the EC request for re-
negotiating tariffs on wheat under GATT Article XXVII1, both tabled in the WTO in July 2002. As
these initiatives have taken opposite directions, they have generated a debate on whether they reflect
profound changes in the usual relative positions of the two dynosaurs, particularly whether the U.S. is
still more supportive of freer-trade than the EC.

What follows argues that the EC remains the most worrisome source of difficulties for farm
liberdization in the coming years, despite the adoption of the new U.S. Farm Bill (officialy the
“Farm Security and Rura Investment Bill,” a title evoking salf-sufficiency and multifunctionality
which are the two most powerful motives for protection because they are widely accepted by the
public opinion). This view relies on arguments strictly related to the U.S.-EC recent moves, and on
arguments linked to EC enlargement.

The U.S.-EC relative moves in Summer 2002

The first reason suggesting the EC as till the key obstacle for farm liberalization is that it
lacks ddmost completly farm export lobbies. Relatively efficient British or French farmers do not seem
to redlize that the current CAP favors inefficient farmers at the detriment to al efficient farmers, being
from outside the EC or from the EC itsdlf. In other words, they do not seem to redlize that the
substantial but limited decrease of EC protection that the Doha Round could deliver will provide
benefits to them as well as to the efficient farmers from the rest of the world.

By contrast, export lobbies exist in the U.S., and they did provide the necessary support to the
U.S. proposals on farm liberdization in the Doha Round. These proposals need a lot of clarifications
which will be at the heart of the coming negotiations, particularly on the subsidies to be banned (what
would be the new scope of the amber-blue box, the new de minimis rules, the new rules on the
remaining export subsidies or associated practices?) and on the tariff-quotas (what would be the new
allocation rules, the base year?). But the U.S. proposals have the great advantage to avoid the above-
mentioned dangers of an early harvest approach [see www.ustr.gov, 27 July 2002].'/ They focus on
tariff peaks by using the “Swiss’ formula with a 25 percent maximum tariff, they expand all tariff-
quotas by 20 percent (with the elimination of al in-quota duties), and they favor a more uniform level

Y/Ancther positive feature of the U.S. proposals is to be not too extreme (contrary to what happened
during the Urguguay Round). The last decade has made clear that it would be naive to believe that the
Doha Round will completely eliminate al the export subsidies and other trade barriers (some export
subsidies and tariffs will remain as in manufacturing, and some key “non-trade concerns’ are likely to
be shared by al WTO members). The EC insistence on including the terms “without prejudging the
outcome of negotiations’ and “with a view to” in the Doha Ministeria Text was mostly an effort to
cope with the widedly disseminated perception in Europe that the rest of the world is pushing for a full
and rapid liberalization in agriculture. Of course, this perception is wrong, but it is carefully fuelled by
European anti-globalization leaders in order to create panic among farmers.



of non-border protection by merging the blue and amber boxes, and by capping these subsidies to 5
percent of the total value of farm production.

It remains that U.S. export farm lobbies have had a relatively passive attitude vis-a-vis the
2002 Farm Bill. How to reconcile this passivity with their support to the U.S. proposas in the Doha
Round? A first reason is ingtitutional. Traditionally, Congress has a strong leadership in Farm Bills,
and al the subtile differences between the House and the Senate (small versus large farms, South and
West versus Mid-westerners) provide many opportunities for small, but well-organized, vested farm
interests. By contrast, the President can take initiatives in trade issues, conditional to Congress' final
say. Another key reason for the U.S. export farm lobbies passivity may be that the 2002 Farm Bill
does not change significantly the magnitude of U.S. support to farmers for the crops aready
subsidized by the 1996 Farm Bill (everything else remaining constant). In fact, what the new Bill does
in the short run is mostly to transform the subsidies granted ex post under the previous 1996 Farm Bill
into ex ante subsidies.?/ In the medium run, the Bill does more, largely because it increases the
coverage of the farm products benefiting from support.

In the long run, the potentialy depressing impact that the 2002 Farm Bill on world farm
prices will depend, among other factors, from the Bill capacity to reduce the U.S. ability to quickly
reverse to a less protectionist farm trade policy (if the Doha Round makes progress), and from its
contagion effect to other WTO members. The answers to these questions largely depend on timing.

Take firgt the U.S. ability to reverse to a more open farm policy. Commitments on
dismantling farm trade barriers on which the U.S. could agree by 2003-05 under the Doha Round
would be implemented in 2006-08 at the earliest—that is, under the auspices of the 2008 Farm Bill (the
2002 Bill will last six years, athough financial appropriations are established on a ten-year basis). In
other words, the 2002 Farm Bill does not directly constrain the U.S. negotiating freedom. But, it will
make delays in the Doha Round negotiations on agriculture very costly because such delays may
strongly induce to perpetuate the 2002 Farm Bill, worsening substantially its long run impact (and the
fact that the U.S. has rapidly tabled its liberalization proposal may aim at reducing the risks of such
delays).

Second, the assertion that the 2002 Farm Bill could have only a negative impact on the farm
policies of other WTO members—particularly on the ECHs debatable. First, the current situation does
not differ so much from the one prevailing in 1992-94 where the U.S. was able to play the role of a
pivotal dea-maker between protectionists and free-traders, a a time where its farm policy was as
protectionist as it will be under the 2002 Farm Bill. Of course, the 2002 Bill weakens the Europeans
who counted on the U.S. lead for liberaization (all the more because the Bill is adopted in the year of
the EC Mid-Term Review).

2/Under the previous 1996 Farm Bill, U.S. support for major crops has tended to increase more rapidly
than EC support when world prices were declining (but also to fall more markedly when world prices
were rising). As aresult, U.S. support has reached the EC level at times of low world prices, whereas
it has been well below the EC leve at times of high prices. In other words, since 1998, U.S. farmers
could reasonably expect—with more and more confidence as years went—that their desired amount of
subsidies will dways be granted ex post to them. The decoupled status of the U.S. farm policy under
the 1996 Bill was increasingly questionable. According to most estimates, the new Bill should not
prevent the U.S. to fullfil its Uruguay commitments, except possibly on its AMS ceiling under
specific conditions.
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But one could aso argue that the Bill may help European supporters of the CAP reform by
showing that such a reform is not done for pleasing the U.S,, but for the sake of European welfare.
This view is supported by the fact that the European Commission has not delayed its proposals for the
Mid-Term Review of the decisions of the 1999 Berlin Council, and that these proposals include a very
important step towards a fully decoupled support (based on the whole sector, rather than on specific
commodities) which makes the new EC policy closer to the U.S. 1996 Farm Bill.

Of course, certain Commission’s proposals are very modest—such as the unchanged ceiling on
EC tota support to agriculture which implies that the support per farmer will continue to increase in
Europe (by an additional 10 percent in 2006, compared to 2001, everything else being constant). This
modesty may have been adopted with the hope to minimize initial conflicts with some member-states
on the scope of the Mid-Term Review. In this case, it is a failure: it did not inhibit France to say an
initial flat no, once more in complete contradiction with her agricultural interests (the envisaged
reform would be very beneficial for most French farmers). But this modesty may have another cause.
Most of the topics on which the Commission’s proposals are modest will be negotiated in the Doha
Round-and, to this extent, the modesty of the Commission’s proposals may simply reflect the absence
of European export farm lobbies.

There are two other signs of the heavy burden that the absence of European export farm
lobbies imposes on the EC farm policy. Fird, as far as one can guess, the EC proposals in the Doha
Round will favor an across-the-board reduction in trade barriers, meaning that the huge gap between
the least and most protected farm products will be not reduced. Such an approach will be very costly
for European consumers, but aso for EC farmers because it will inhibit them to redllocate their
resources towards the products for which they have comparative advantages. Second, the EC
unexpected request (decided in July 2002) to roll back its Uruguay tariff commitments on grain
tariffs, and to replace them with tariff-rate quotas is a source of more uncertainty on the EC farm trade
agenda—dll the more because the reasons for such a request are unclear. Invoking increased Russian
and Ukrainian grain exports is not convincing (these two countries are not yet WTO members, their
exports are mostly sold to non-EC markets, and they are largely caused by specific weather and legal
conditions unlikely to be quickly repeated—though it is fair to say that these two countries will be
efficient competitorsin the long run, at least for some qualities of grains). A last unclear aspect of this
move is that EC member-states seem to have no information on the details of the requested tariff-rate
quotas.

To conclude, the U.S. and the EC react quite symetrically to their dynosaurian farm policies.
The U.S. Congress bowed to vested interests in designing the new Farm Bill, but the President is
clearly trying to use the reduced level of protection to be negotiated during the Doha Round as a key
source of domestic disciplines in the future. The EC may amend its domestic regulations granting
public support at an unchanged level of protection, but it counts on the pressures from its WTO
partners to reduce the level of protection. Once again, timing is akey variable. In fact, there is a lucky
coincidence: timing for reformsin Europe is in harmony with the U.S. window of opportunity because
CAP reform should begin in 2006-08 at the latest, due to the constraints of EC enlargement to Central
European countries.

The impact of EC enlargement
Another source of uncertainties and difficulties for the evolution of the CAP will be the
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accession of Central European countries (CECs) to the EC (in what follows, EC refers to the current
EC with its 15 member-gates). In sharp contrast to the EC situation, agriculture is gill a relatively
large domestic sector (in terms of value added and jobs) in most CECs, even for those with no
substantial comparative advantages in this sector (only Bulgaria, Poland, Romania and Turkey are
seen as potentialy large producers of awide range of farm products in the future), and despite the fact
that during the 1990s, farm outputs have substantialy declined in most CECs which began to import
farm products from Argentina, Australia, and Brazil. In 1996, the gross agricultura product in the
CECs and the Bakans amounted to 7 percent of GDP (compared to 1.7 percent for the EC), whereas
farm jobs represented 22.5 percent of total employment in the CECs and the Balkans (compared to
less than 5 percent for the EC).

There is only a limited match between the main beneficiaries of existing protection in the EC
and CECs. Thisimportant observation suggests limited opportunities for farm coalitions uniting easily
farmers from the “Western” (EC) and “Eastern” (CECs) parts of the enlarged EC. Based on the PSE-
based NPCs, the most protected products in the EC are milk, sugar, and meat (particularly beef and
poultry). The most protected farm goods in CECs are poultry and sugar in Poland (with beef subjected
to negative protection), poultry and beef for the Czech Republic (with grains and oilseeds subjected to
negative protection), and milk and poultry in Hungary (with grains, exclusing wheta, and oilseeds
subgected to ne gative protection).

The key issue is that enlargement will occur a a bad time-complicating enormoudly the
reduction of European farm protection. Not only CECs have no export farm lobbies, but the many
CECs farmers will insst on protection precisely at the time when EC farmers are loosing their
palitical clout in the EC.

Enlargement may delay further farm liberalization because, in the absence of a serious CAP
reform, farm trade issues between the EC and CECs would be hardly managesble. (In fact until 2000,
farm products were largely excluded from the bilateral Europe Agreements between the EC and the
CECs.) The EC stalemate about the reform of the CAP leaves two forces on a collision course. On the
one hand, the EC is clearly not ready to extend the existing CAP to the CECs, smply because it
cannot afford the budgetary consequences of such an extension. On the other hand, the CECs seem
irresistibly attracted to mimic the CAP, as best shown by the above-mentioned increases of the PSE-
and CES-based NPCs of the CECs. This dstrategy is atrap for CECs farmers because, by closing again
CECs farm markets to foreign competition (a decade only after central planning), it will reduce the
much needed incentives for CEC farmers to become more competitive, leading to increasingly
uncompetitive situations (for instance, in 1999-2000, pork was more costly to produce in Poland than
in France).

Unfortunatly, the logic of the Doha Round-the deeper the CAP reform will be, the lower the
CECs-related compensations to be paid by the enlarged EC will be-will not impose a strong push on
the enlarged EC. This is because the small size of CEC trade makes compensations likely to be a
small burden for the enlarged EC. In sum, the enlarged EC trade policy in agriculture will continue to
be driven by the situation prevailing in the EC, where the rapidly diminishing power of the farm
lobbies is being strengthened by a coming crowd of CECs farmers. The only way for the EC (and the
enlarged EC) to get out of this deadend would be to adopt a “two-track” CAP where CAP provisions
will be different for large and small farms (see section 3).



3. THE POLITICAL ECONOMY OF PROTECTION

The section examines coalition-building issues which, for the years of negotiations, should
deserve alot of attention. It tries to spot anchors for generating pro-free trade coalitions in farm trade
policies within the coming five years. It first looks at traditional actors (consumers and producers) in
trade matters, before turning to less usua actorsFinance Ministers and non-governmental
organizations (NGOs).

1. Which Consumers?

Targetting individua final consumers (or their associations) as a key component of pro-free
trade coalition-building is the natura thing to do when aiming at reducing protection. However, as
already mentioned, it does not seem a promising approach in the farm case. This skepticism is best
illustrated by a recent poll [Eurobarometer Flash Survey no.85, October 2000] which delivers a stark
message (all the more because the poll was made at a time where farm issues were at the forefront of
European news). Half of the questioned Europeans have never heard of the Common Agricultura
Policy, and only 19 percent of them were relatively aware of its existence, the rest of the questioned
people being very vaguely aware of some kind of European farm policy. Changing profoundly this
stuation would require an amount of money, time and energy that is unlikely to be available in the
few years to come.

Focusing on individua final consumers is riskier for other reasons. First, as is well known,
farm protection hurts much more the poor consumers than the rich ones (the food share in income is
much higher for the former than for the latter). But, poor people are not politically powerful, and they
tend to fed closer to farmers a substantial share of which is also poor (see below). By contrast, people
concerned about environment are richer. Second, another Eurobarometer poll [no.55.2, Spring 2001]
suggests that the links between farm policy and food safety are much stronger in the public opinion
than those between farm policy and food prices. Europeans strongly support farm policies to the
extent that they protect small domestic farmers who are percelved as guaranteeing food safety.
However, things are changing. Consumers are increasingly aware that, although domestic farmers
flaunt themselves as protectors of environment and food safety, they are heavy polluters and relatively
careless about the health of their compatriots, as best shown by the “mad cow” story (see Annex B) or
the foot-and-mouth episods. But, recognizing that environment and food safety have little to do with
the nationality of the farmers will take alot of time-atime that Doha negotiators have not.

Industrial consumers-the agribusiness industries-seem a much more useful target for
supporting freer trade in the few years left for negotiations. The Doha Round should normally lead to
a decline of the remaining industria tariffs which are now concentrated in a few industries, the
agribusiness industries being among them. Decreasing tariffs protecting the output of agribusiness
firms should put considerable pressures on these firms to get their sources of raw materias (farm
products) also liberalized. Such pressures were visible in 1995-96 when it was till believed that the
URAA would deliver some kind of farm liberdization in the late 1990s. At this time, agribusiness
firms made clear that any further liberaization of their outputs should be accompany by a
liberalization of their farm inputs.

Will agribusiness firms keep this stance during the Doha Round? It is likely. The agribusiness
sector has been one of the strongest supporters of the July 2002 Commission’s proposals on the Mid-
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Term Review [Haskins 2002]. But it is not certain. The many international mergers observed in the
agribusiness sector during the 1990s may have partly isolated these firms from the risks of increasing
negative effective rates of protection generated by a Doha liberadization in industrial goods which
would not be accompanied by aliberalization in farm products.

2. Which Farmers?

The crucia point in terms of codlition-building involving farmers is the huge heterogeneity of
the farmers' population in industria countries. Underlining key aspects of this heterogenity should
alow to fight the monolithic view of agriculture which largely prevails in public opinion—and the
efforts of the farm lobbies to hide this heterogeneity as much as possible. In fact, if there is any
success to credit the Uruguay Round, it has been its capacity to revea differences between large and
small farmers—probably the crucia heterogeneity for the years to come. Three mgor sources of
heterogeneity among farmers could play an important role in the Doha negotiations.

Demographics

A first source of heterogenity comes from demographics. Farmers represent now a tiny
portion of the total labor force in most industrial OECD countries—for instance, less than 3 percent in
the three more important EC member-states. Moreover, this population is rapidly ageing, with large
shares of farmers being more than 55 years old (in Normandie, the third best endowed farm region of
France, haf of the farms have no heirs willing to run them).

These broad evolutions are well known, but they should be more publicized—particularly,
their essential consequence that keeping constant support to agriculture is equivalent to increase
support to the remaining farmers. They should be completed by a good information on the farmers
share in rural areas because the relations between farmers and rural areas largely determine farmers
remaining politica influence in developed countries. For instance, most European politicians are
convinced that rural areas still heavily depend on agriculture. But, the share of farmersin rura areasis
also declining. For instance, French farmers would represent only 17 percent of the French rural
population in 1999, even if one assumes that al farmers are living in rural areas (an overestimate thus
since a noticeable number of farmers is living in towns large enough for not being included in rural
areas). A related issue is the share of income from non-farm activities in the total income of farm
households. Table 6 presents the figures available on “non-farm activities,” and it shows how
important they are in many OECD countries. But, there is little information on the extent to which
these non-farm activities are related or not to farm activities-that is, to which extent there are really
complementary or substitutes to each other.

All these evolutions converge to a very substantial decline of farmers' political influence. For
instance, farmers are regularly loosing seats in the French Senate-the fortress of the French rura
population in the French congtitutional framework (in the 2001 senatoria elections in which only one
third of the seats was renewed, the share of farmers' seats has further declined from 11 to 9 percent).
The campaigns for the 2002 German elections have revedled a policy shift in Bavaria—one of the
traditional bastions of German agriculture-with the Bavarian Minister-President Stoiber (and
candidate to the Federal Chancellery) openly criticizing the EC CAP and praising hi-tech industries
(though later, with the elections becoming closer, he has adopted a negative tone with respect to
Commission’s proposals for the Mid-Term Review). The OECD member where the farmers  political
influence may be the most stable is the U.S,, with an over-representation of the farm states in the U.S.
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Senate due to the federa structure of the country (see below).
Small vslarge farmers

A second magjor source of heterogeneity—probably the most important in the few years to
come-is the distinction between small and large farmers. As is well known, farm trade policies of
most OECD countries are strongly biased against small farmers, and in favor of large farmers. Table 7
summarizes these differences in public support, farmers' revenues and wedlth in the U.S. and in the
EC. Current farm policies have begun to take into account this aspect by “capping” public support.
For instance, the 1999 Berlin Council has introduced a “modulation” scheme, and the 2002 U.S. Farm
Bill as well as the recent European Commission’s proposals for the Mid-Term Review include some
caps on the level of subsidies which could be granted to very large farms.

All this suggests a more systematic examination of the past experiences, and of the potential
virtues, of a“two-track” farm policy which would fully subject large farmersto liberalization (subsidy
reductions and tariff decreases, possibly accompanied by a safety net depending from the magnitude
of the liberalization) but which would keep unchanged the existing protection for small farmers (but,
by granting them direct income support).

The “small-large farmers” distinction should not raise problems in the WTO forum because
small farmers tend to produce locally-oriented products or sophisticated goods which are not subject
to high protection rates (by the usual standard of farm protection). In other words, they represent only
a margina source of trade distortions. This feature suggests that keeping subsidies granted to small
farmers as they are-or even to increase them conditionnally to adopting a pure income support
scheme-should not be a source of big worries and difficulties.

In Europe, a two-track farm policy based on the “small-large farmers’ distinction has many
specific charms. First, it meets increasingly less hostility from small European farmers which are
becoming more favorable to pure income-based supports. Second, it is compatible with the existence
of integrated European farm markets within the current EC (that is not the case of re-nationalized
CAP subsidies which will inevitably create intraEC barriers as well as extraEC barriers). Lastly, it is
the only policy to provide to the enlargement problem a solution both fair and economically sound. It
allows to give an unigue—hence fair—definition of the income support to be granted to al European
small farmers. For instance, it could be the same percentage of the average income or wage of the
member-state in question. In the enlarged EC context, this unique definition in percentage of domestic
average income will lead to different levels of farm support (in currency units) among EC member-
states-hence reducing the costs of the whole system on a fair and objective basis. Even more
importantly in the long run, this definition will keep incentives for small farmers in the CECs (once
member-states) to modernize their farms (by contrast, EC-wide based subsidies will tend to be too
high, hence eliminating such incentives, and accelerating the rural exodus of small CEC farmers for
the great benefit of “Western” farmers who will buy CEC land).

Of course, the two-track farm trade policy approach has an intrinsic weakness: large farmers
will have strong incentives to find ways to circumvent this approach—by dividing their farms in
smaler (probably less efficient) units, by getting partial exemptions for spouses or other reasons (as
aready observed in the first attempts to introduce such a policy in the U.S.), etc. The deeper




liberaization will be, the stronger these incentives will be®/ As a result, research should carefully
investigate the pros and cons of such a digtinction between small and large farmers—particularly by
spoting the instruments the least sensititive to it, and by taking into account its different impact on the
various EC and U.S. member-states.

Member -states and other sub-national entities

In federal countries (the U.S. and the EC in this matter) farm policies are defined at the
“central” level-be the U.S. Congress or the EC Council of Agriculture Ministers (and the European
Council of the Heads of State). This level of member-states (or more generally subnational entities)
introduces a third source of heterogeneity, with farmers from some states more able to drive “federal”
policies than farmers from other member-gtates. It is estimated that the 2002 U.S. Farm Bill will
mostly benefit lowa (the Chairman of the Senat Committee in charge of agriculture being a senator
from lowa), Illinois, Minnesota, Texas and Nebraska. France is the most often cited country among
the opponents of CAP reforms.

In this context, it is critical to assess the impact of liberaization not only on the “federal”
entity, but on its individua member-states. For instance, a largely ignored impact of the CAP is that
EC subsidies tend to protect farmers from less efficient member-state against farmers from more
efficient member-states (and of course, foreign farmers). Opening the EC to foreign competition by
decreasing EC subsidies will have the effect to open the least-efficient member-states to the most
efficient member-states as well as to the rest of the world (if reduced EC trade barriers remain still
substantial, this evolution could maintain substantial trade diversion). In this perspective, a better
knowledge of the different production costs in the various member-states of the two dynosaurs could
reveal wider farm export interests than those percelved nowadays—allowing to change the balance
between protectionists and free-traders within each dynosaur. Similarly, a different concentration of
large farmers in the various member-states should be taken into account when designing a two-track
policy.

3. Which other actors?

In Europe, a very special actor has been involved in farm policies during the last thirty years:
the Finance Ministers of the member-states. So far, their role has been rather ambiguous. important
for capping the overal amount of subsidies, but non-existent for promoting structura reforms.
Capping is now widely accepted. But it is ineffective to the extent that the number of farmers is
decreasing, so that increased subsidies per farmer do not induce the remaining farmers to cut costs and
to look for the set of farm products the most appropriate to their comparative advantages. As a result,
the role of the Finance Ministers may be even more margina in the future.

Their role can even become negative if they support “renationalizing” farm subsidies.
Leaving each member-state responsible for determining farm subsidies may reduce the amount of
subsidies a the European level, but it is likely to create fifteen CAPs in Europe. For instance,
Germany will no more pay for French farmers, but she will be eager to subsidize her own farmers at

3[This problem is conceptually similar with the problem of how to treat entrants in the farm business
(be existing farmers' heirs or genuine new farmers) in OECD countries. Logically, entrants should not

be entitled to the same regime of subsidies than existing farmers. In particular, they should not receive
subsidies “compensating” for price decreases and income losses-they know that markets will be
liberalized. Granting them subsidies perpetuate the existing distortions.
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least as much as before, hence not alowing more efficient non-German farmers (be French or non-
EC) to enter German markets. Meanwhile, France will be likely to compensate for missng German
funds.

The only way to make EC Fnance Ministers more involved in the structural changes of the
EC farm policy (and not only in a mere cost-containement approach) would be to focus on the low
transfer efficiency of the current farm support regimes. Finance Ministers would then be induced to
develop pure income-support programmes.

During the last decade, another group of actors has emerged in the debates on farm policies—
the non-governmental organizations (NGOs). There are two main kinds of NGOs. First, there are
NGOs with a well defined objective—such as environmental sustainability, rura development, food
safety, anima welfare, etc. While raising key issues, these NGOs tend to be easily captured by OECD
farmers, at great risks for their credibility. The main issue a stake is thus the strengthening of the
independence of these NGOs, as briefly illustrated with environmental and food safety NGOs.

During the last decade, severad environmenta groups (EGs) have been intrumenta in
underlining the wasteful and environment-detrimental effects of farm policies. In this respect, they are
natura allies of economically sounder farm policies. But many EGs have aso a strong pro-
interventionist bias for a wide range of reasons—-doubts about the ability of science to solve emerging
problems, desire to impose their own views without compromise, will to act rapidly, etc. They tend to
distrust market-based tools for finding the right balance between farm production and environment,
and to ignore the wide range of possibilities offered by combining market incentives and social
regulations. They end up hostile to freer trade, what makes them an easy prey for OECD farmer
lobbies-hence the unholly alliances between “greens’ and farmers which has been observed al over
Europe.

Food safety groups (FSGs) are similar to EGs with two differences. First, during the recent
years, they have been more easily captured by farmers lobbies than EGs-as best illustrated by the
panic about unsafe food aways presented as synonym of foreign food (in fact, many European FSGs
are run by farmers). However, recent food crises (mad cow, foot and mouth disease) have shown to
the European population that domestic farmers are not more careful about health safety than foreign
farmers (see Annex B) undermining the general credibility of FSGs. Second, food safety raises more
difficult issues than environment, both from an economic point of view (what is the effective validity
of the principle of scientific evidence and of the precautionary principle?) and from a legal
perspective (how to manage the subtle relationships between technica standards, rules of origin, and
[abelling?).

The second kind of NGOs are those with a much broader portfolio of interests because they
are interested in “development.” The wide scope of the issues they address makes these NGOs much
more difficult to be captured by farmers' lobbies from the OECD countries. But they are less immune
to faamers lobbies from the developing countries (DCs), as illustrated by their support to the
introduction of a“Development Box” in the Doha Round which would exempt DCs from WTO rules
in order to “protect DC poorest farmers.”

It is beyond the scope of the paper to examine the “ Development Box” proposal in detail, and
what follows presents only three comments. First, there is no need for such a Box if the Doha Round
focuses on the peak barriers in agriculture, as it should. In such a case, protectionist OECD countries
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would reduce their own barriers by (much) more than DCs would reducer theirs. This observation
assumes that DC farm support (tariffs and other border barriers, subsidies granted to and taxes
imposed on farmers, this last element being often important in DCs) is (much) lower than OECD farm
support—an assumption which seems plausible for many DCs. In such a scenario, the overproductions
created by the current OECD farm trade policies will be reduced, and markets will induce DC farmers
to produce more.

Second, most development-oriented NGOs are unlikely to be satisfied by this first argument
because they see the Development Box above al as an instrument in favor of the poorest farmers. But,
a key lesson to be drawn from the history of al OECD farm policies is that they have been introduced
with the same focus on poorest farmers-only to turn, progressively but inexorably, to be a subsidy
machine for large farmers, a machine of exclusion for small farmers (for instance, one may argue that
the CAP has accelerated, not reduced, the rural exod [Johnson 1995]) and a machine for increasing
food prices at the detriment of the poorest of the poor, that is, the poor consumers which have not
even a piece of land to cultivate. Farmers poverty would be much better addressed by appropriate
income transfers policies, and/or by the re-allocation of the least efficient poor farmers to other
activities-a growth path that the Development Box would artificialy inhibate. (Addressing poverty in
rural areas may be best achieved by industridization, inducing the currently most efficient and largest
farmers to stay in agriculture, while inducing the currently least efficient and poorest farmers to leave
agriculture for becoming workers in manufacturing activities, with the same or a higher income level
than the richest farmers, as illustrated by the European growth of the 1950s and early 1960s). Using
trade policies which can be so easily captured by the most powerful domestic vested interests (which
amogst surely include the richest farmers, and exclude the poorest farmers) is an almost certain recipe
for not achieving the poverty eradication goal.

The Development Box may echo a last argument, generaly only indirectly mentioned by the
NGOs. It is the rapidity of the changes which could be brought by trade liberalization in agriculture.
In fact, there may be reasons for such concerns. But in this case, this problem should be addressed the
most directly possible-that is, by fine-tuning the pace of the liberaization under the Doha Round.

SECTION 4. CONCLUDING REMARKS

This brief survey of the domestic political economy associated to WTO farm negotiations
shows that the mgjor task is still ahead for the OECD countries which, Australia and New Zedand
excepted, are mgjor culprits of the high level of protection still prevailing in “agricultures’ (the plura
underlining the fact that protection varies hugely between the least and most protected farm products).
The task is particularly daunting for the U.S. and the EC which are yet largely prisoners of their
dynosaurian farm policies, dating from the 1930s (at this time, their farm sector was dominated by
homogeneously small farmers).

The paper focuses on the coditions which could be helpful for WTO negotiators. Support
from individual final consumers and taxpayers is far to be guaranteed—the former because consumers
are spending less and less in food (hence less induced to oppose a costly protection), the latter because
taxpayers support, more or less willingly, non-trade concerns, such as environment or food safety, that
they tend to associate to domestic farmers. Recent evolutions, such as food crises revedling that
domestic farmers are relatively careless about the health of their compatriots, or such as massive
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pollutions due to domestic farm production, may induce individual consumers and taxpayers to
become more supportive of freer trade. But such a change of attitude will take too long for offering a
strong support on time to the Doha negotiators who look at the years 2003-2006 for the completion of
the Round—because of the commitments of the Doha Ministeria, and much more importantly because
of domestic agendas (such as the renewa of the U.S. farm Bill in 2008, and the EC enlargement in
2005-2008).

As a result, trade negotiators should look at other dlies. A natura candidate is a powerful
group of consumers-the agribusiness industries for which a reduction of the still high protection of
their products under the Doha Round requires a corresponding reduction of protection in their farm
inputs.

Trade negotiators should also talk to farmers—hence sharpen their arguments. The key point
seems the digtinction between small and large farmers-the latter being, by far, the main beneficiaries
of the current farm protectionist policies. One could reasonably argue that small farmers contribute
little to the exigting chaos in world farm production and trade-hence that they could continue to
benefit from public support (based on pure income-support schemes, likely to be much more efficient
in terms of income transfer capacity than the current instruments of protection) without any serious
damage for the world trading system. Farm liberadization will thus essentialy concern the vested
interests of the large farmers who, in terms of power, size and income, are not different from
manufacturers to the point to deserve a treatment different to the one imposed on businessmen in
manufacturing during the last fifty years of liberalization in this sector.

Doha negotiators should focus, as much as possible, on the peaks of protection in order to
make as uniform (close) as possible the level of protection faced by the different “agricultures.” This
objective will ensure that farmers will be induced to invest in the right crops or animals-that is, those
in which they have comparative advantages, not in those for which they enjoy the highest protection.
Any attempt to get an early harvest by liberdizing the least protected farm products (and pressures on
trade negotiators to do so will be enormous because an early harvest will be politically much easier
than an uniform policy) will make extremely difficult future farm liberalization because it will push
al farmers in the same highly protected sectors-with ultimatly huge costs of adjustment in case of
further liberaization. In this perspective (and for taking into account fears of adjustment capacity in
developing countries) it would be much better to envisage longer deadlines for implementing a higher
level of uniform protection than to adopt shorter deadlines for more limited commitments in the most
protected agricultures.

This survey leads to a find astonishing conclusion. The key information useful for such a
codition-building exercise is rarely available. Total, producer, and consumer supports to farmers in
developing countries are not available, though it is a crucia information for the fairness of the
negotiations between OECD and developing countries (which have so different ways to protect their
agricultures). Similarly, detailed information on the inefficiency of the existing instruments of
protection, on the distribution of large farmers in key countries, on the benefits and costs of a two-
track policy approach, etc., are rarely available—particularly at the politicaly crucial level of the
member-states of the two dynosaurs (U.S. and EC).
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Annex A: The Doha mandate

(from the Doha Ministerial Declaration, November 2001)

13. We recognize the work already undertaken in the negotiations initiated in early 2000 under Article 20 of
the Agreement on Agriculture, including the large number of negotiating proposals submitted on behalf of a total
of 121 members. We recall the long-term objective referred to in the Agreement to establish a fair and market-
oriented trading system through a programme of fundamental reform encompassing strengthened rules and
specific commitments on support and protection in order to correct and prevent restrictions and distortions in
world agricultural markets. We reconfirm our commitment to this programme. Building on the work carried out to

aimed at: substantial improvements in market access; reductions of, with a view to phasing out, all forms of
export subsidies; and substantial reductions in trade-distorting domestic support. We agree that special and
differential treatment for developing countries shall be an integral part of all elements of the negotiations and
shall be embodied in the schedules of concessions and commitments and as appropriate in the rules and
disciplines to be negotiated, so as to be operationally effective and to enable developing countries to effectively
take account of their development needs, including food security and rural development. We take note of the
non-trade concerns reflected in the negotiating proposals submitted by Members and confirm that non-trade
concerns will be taken into account in the negotiations as provided for in the Agreement on Agriculture.

14. Modalities for the further commitments, including provisions for special and differential treatment, shall be
established no later than 31 March 2003. Participants shall submit their comprehensive draft Schedules based on
these modalities no later than the date of the Fifth Session of the Ministerial Conference. The negotiations,
including with respect to rules and disciplines and related legal texts, shall be concluded as part and at the date
of conclusion of the negotiating agenda as a whole.

date and without prejudging the outcome of the negotiations we commit ourselves to comprehensive negotiations

Annex B : “Mad cow” Disease, France and Europe
Patrick A. Messerlin, U.S.-France Analysis, March 1, 2002, Brookings Institution.

In late January and mid-February 2002, a fourth young Frenchman died from the new variant of the
Creutzfeld-Jakob disease (nvCJD), and a fifth young French woman was declared contaminated. NvCJID is a
deadly human sickness suspected to be caused by “mad cow” disease, or bovine spongiform encephalopathy
(BSE).

These new cases of nvCJID did not reactivate the panic of 2000, when the BSE crisis inundated the French
media. But the BSE crisis is hardly over. Even if there will be fewer human deaths than feared a year ago, the
BSE crisis could prove a major turning point, with huge implications for the European Common Agricultural
Policy (CAP), French governance, and European integration.

The BSE Crisis and the CAP

The BSE crisis is in some ways a derivative of the CAP, which has induced French (and European) farmers to
shift resources away from unprotected soja (protein-rich) crops to highly protected cereals, beef, and sheep. In
order to get the amount of proteins needed for improving productivity in milk and meat production, European
farmers have often fed their cattle with a by-product—the “meat-and-bone meals” (MBMs)—abundant because
European beef production is highly subsidized by the CAP. MBMs are beef parts, offal and bones burnt in a
process known at least since the 1880s. French MBM producers are linked to slaughterhouses (specifically to
renderers, or Jquarisseurs) enjoying regional monopolies granted by the French state.

As soja cakes and MBMs are highly substitutable, MBM prices compete with soja prices. In order to reduce MBM
costs after the 1970s oil shocks, European producers decreased the level of heat and solvent used in MBM
production. It is generally agreed that these relaxed conditions of MBM production have disseminated the BSE
agent (the “prion”) which is almost entirely concentrated in certain beef parts (brains, spinal cords, offal).

BSE has been slowly destroying the European common beef market by triggering bans between the member
states of the European Union (EU) since 1989. Intra-EU beef trade is collapsing..! The dismantling of other
common agricultural markets looms for other meat (e.g. sheep) for the same reasons.

More importantly for the long run survival of the CAP, the BSE crisis has dealt a fatal blow to the longstanding

love affair between French consumers and farmers. In December 2000, farmers blocking roads in northern
France were accused of being “poisoners” on French radio waves—an accusation reminiscent of the pre-
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revolutionary 1780s. This blow occurs precisely at a time when French farmers are losing their direct political
influence. Farmers now represent only 2-3 percent of French total employment (18 percent of the rural
population), and 25 percent of them are aged 55 or over. They have few representatives left in regional
assemblies, even in agricultural regions such as in Brittany or Normandy, where farmers are increasingly seen
as a source of massive environmental damage. In the French Senate (traditionally favorable to rural
constituencies), the farmers’ share of seats declined from 11 to 9 percent after the fall 2001 elections.

Falling popular support means that the massive CAP costs will be increasingly questioned in France. CAP
subsidies are already attacked as “unfair’—indeed they hugely favor large farms, with the top 25% of EU farms
receiving 68% of the CAP price-support subsidies. And the CAP is now routinely accused of being
“productivist,” a politically correct euphemism implying that the CAP should be reformed.

Feeling the danger, a few farmers have flaunted themselves as the defenders of high quality French food. But
the BSE crisis has wrecked these attempts—best illustrated by José Bové retreating to traditional lobbying (for
“Roquefort”, a production in which he has a personal stake) and to a wider political role based on anti-capitalist
themes inherited from the decaying Communist Party, but far from the vested interests of his fellow small
farmers.

The BSE Crisis and French Governance

Half a decade after the HIV-contaminated blood scandal, the BSE crisis again underlines the low accountability
of French governments—and of the European Commission. A recent report from the French Senate on the BSE
crisis has devastating pages describing how, since the late 1980s, all French Agriculture Ministers have fought,
delayed and limited all the necessary measures for protecting human health? During the fall 2000 crisis,
Prime Minister Lionel Jospin granted exclusive public relations responsibility to Agriculture Minister Jean
Glavany, sidelining the Health Minister—though the key issue is about human health.

French governments have also failed to take necessary domestic anti-BSE measures even several years after
Britain did. For instance, Britain banned MBMs for animal consumption in July 1988. France did the same in
July 1990, but only for bovines—a disastrous limitation because it opened the door to cross-contamination
through the imperfect cleaning of machines producing food for different species subjected to different sanitary
standards (beef, poultry, etc.), through mere errors or through outright fraud. Britain banned almost all BSE-
sensitive beef parts (brains, spinal cords, offal, etc.) for human consumption in April 1990. It took six years
for the French government to make the same decision (July 1996), once again with some serious exceptions
(guts for sausages) which lasted until 2000.3

The French have also underreported French BSE cases, estimated at 4,700-9,000 cows.* Indeed, French
farmers were still unable in fall 2000 to diagnose clear BSE cases, and there are doubts about the quality of
sanitary detection procedures. Interestingly, one now expects the same number (300-400) of human deaths
from nvCJD in France as in Britain.®

The greatest challenge of the nvCJID crisis to the French government is yet to come. At present, families of
those who have died from nvCJD have to go to court (with little chance of success) to sue the French state in
order to request quick compensation estimated at €460,000 per person. Meanwhile, farmers with BSE-infected
cattle have swiftly received subsidies for buying brand new herds—on average €2,000 per cow.® It will not take
long for grieving families to compare these two figures, and for the French population to note that BSE-related
subsidies, presented as protecting consumers, simply fully compensate farmers (and partially
slaughterhouses). As suggested by economic analysis, full compensation is unlikely to make farmers more
careful about health risks in the future than they have been in the past.’

The BSE Crisis, Europe and World Trade Liberalization in Agriculture

Slow to take the domestic anti-BSE measures required for human health, the French (and the other
Continental EU) governments were quick to impose bans on British products—for protectionist purposes as
documented by the Senate Report.?

If closing French markets to British beef (Britain was the fourth largest EU beef producer) has undoubtedly
improved the French farmers’ situation, it is likely to have caused the deterioration of French consumers’
health, as best illustrated by the (still enforced) 1996 ban on imports of British “muscle-meat” (meat
exclusively consisting of beef muscles). As BSE risks are much lower in muscle-meat than in other beef parts,
eliminating better monitored British muscle-meat from French and European markets could only increase
health risks for French and European consumers. Similarly, trade bans on British BSE-sensitive beef parts
have not protected continental European consumers from the risks of domestic BSE-sensitive beef parts and
their derivatives.

The BSE crisis provides two lessons. It stresses the urgent need of deep reforms in the European Union. By
banning the domestic use of MBMs while allowing their exports to the EU, Britain has not fully integrated the
co-sovereignty dimension implicit in the EU. Meanwhile, by bashing Britain without imposing adequate
measures on their own producers in a timely fashion, the other EU member-states have not exerted their own
sovereignty. The BSE crisis has shown once again that Europe should not be built on weak member-states
waiting for harmonized EU measures.



The BSE crisis is also a clear example that trade measures do not solve health problems, an important
message for the world trade community, particularly for the non-EU countries having banned European
muscle-meat without having taken domestic measures. Health problems require non-discriminatory health
measures targeting foreign and domestic producers.

Finally, the BSE crisis raises crucial questions about future policy. First, is labelling based on country indications
(as are the new EU beef rules) a solution? The BSE history suggests not: such labelling is mere rules of origin.
Second, what is the real meaning and use of the « precautionary principle, » when so much effort is devoted to
guaranteeing farmers’ income on behalf of public health, and when comparatively little is done for restricting
tobacco and other drugs which kill tens of thousands of French people every year? This question is best
epitomized by the 2001 foot-and-mouth epidemia, with billions of euros spent on a disease having no serious
impact on human health—merely in order to keep some export markets open to EU farmers. In the meantime,
perfectly good food that could be better used to feed the world’s hungry is being burned.

Table 1. Total support, value added and labor in agriculture, and food in total consumer expenses, selected countries and years

Total Support Estimate Farm Gross Value TSE in % GVA Aaricultural labor Food in total con-
in % GDP [al Added in % GDP [al in total labor sumer exnenses
1986-83 1998-00 2001 1986-88 1999 1986-88 [b] 1986-88 2000 1986-88 2000 [b]
Protectionists
Korea 10,0 52 4,7 10,4 4,9 96,2 106,1 22,1 10,3 257 14,6
Japan 2,4 1,5 1,4 2,8 1,1 85,7 136,4 8,2 4,9 - 16,4
Norway 3,4 1,7 1,4 3,3 1,5 103,0 113,3 6,8 4,2 15,3 -
European Community 2,6 1,4 1,4 3,3 2,1 78,8 66,7 7,6 4,4 19,0 11,4
Hungary 2,7 2,6 1,4 5.8 3,7 46,6 70,3 9,9 6,6 - 14,6
Poland 1,1 1,7 1,0 6,5 4,1 16,9 41,5 26,5 19,1 32,7 21,3
Czech 54 1,5 1,2 6,5 3,6 83,1 41,7 11,4 51 27,0 235
Switzerland 3,7 2,2 1,9 2,1 1,2 176,2 183,3 53 4,5 - 15,6
Middle of the road
United States 1,4 1,0 0,9 1,8 1,4 77,8 714 3,0 2,6 8,7 6,1
Canada 1,7 0,8 0,7 2,8 2,2 60,7 36,4 52 3,4 12,1 10,2
Turkey 3,5 57 4,3 18,2 14,1 19,2 40,4 473 45,1 - -
Mexico 0,6 1.3 1,3 7,1 55 8,5 23,6 26,8 171 251 221
Free traders
Australia 0,8 0,4 0,3 4,3 3,3 18,6 121 59 4,7 15,2 14,9
New Zealand 17 03 03 720 72 243 42 104 87 124 108
OECD 2.3 1.3 1.3 29 2.1 759 619 9.6 7.9 149 10.7

Source: OECD, 2002. Agricultural Policies in OECD Countries.

[a] For the Czech Republic, Hungary and Poland, figures for the column 1986-88 are for the closest available years (early 1990s).

[b] Ratio (TSE/GDP 1998-00)/(GVA/GDP 1999). [b] Year 1999 for Hungary and Japan (source: OECD, 2001, Agricultural policies in OECD countries).
[c] Share of agriculture water use in total use, and share of pasture in total land area (semi-natural habitat).

TSE=annual monetary value of overall transfers associated with agricultural support to farmers.

GVA=gross value added for agriculture, forestry and hunting.

Table 2. Protection in agriculture since the Uruguay Round, selected countries

PSE-based CSE-based Producer Support Estimate Special safeauards ~ TRQ [c]

NPCs ] NPC [h] ner full time farmar equivalent in'0001ISD . 10095.99  fillrates

1986-88 1990-01 1986-88 1990-01 19086-88 1990-01 1009 2000 2001 volume price 1995-99
Protectionists

Korea 236 181 195 166 8 23 23 24 21 3 18 75
Japan 151 142 139 119 14 25 25 26 23 78 17 70
Norway 238 150 173 115 27 35 37 33 35 - -- 65
European Cty 87 38 84 51 10 16 18 15 16 120 52 71
Hungary 14 10 13 9 2 3 4 4 2 - 7 47
Poland 0 14 1 13 0 1 1 0 1 3 116 46
Czech 74 10 71 11 5 4 5 3 4 - -- 46
Switzerland 285 176 293 172 33 29 32 29 27 - 7 91
Middle of the road
United States 19 16 19 13 16 21 22 20 20 6 221 58
Canada 40 13 32 17 8 9 8 10 9 - - 83
Turkey 15 25 18 28 -- - - -- - - -- -
Mexico -9 16 -9 20 -- 1 1 1 1 - -- 80
Free traders
Australia 5 1 8 1 3 2 3 2 2 - -- 93
New Zealand 2 1 10 4 4 1 1 1 0 - - 42
QFCD 58 35 62 43 10 11 11 11 12 210 438 -

Sources: OECD, 2001 and 2002. Agricultural Policies in OECD Countries; OECD, 2001. The Uruguay Round Agreement on Agriculture.
[a] PSE=producer support equivalent. [b] CSE=consumer support equivalent. [c] TRQs: tariff-quotas.

PSE=annual monetary value of gross transfers from consumers and taxpayers to farmers.

CSE=annual monetary value of transfers from consumers of farm products.
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Table 3. Support in EC/US agriculture: motives and instruments

Situation Palicy direction Situation Palicy direction
Us EC Avg Us EC Avg Us EC Avg Us EC Avg
Motives
Maintain current farm lifestyle 3 3 3,0 3 3 3,0 3 3 3,0 3 3 3,0
Provide preferential access 1 1 1,0 1 2 15 3e 3 3,0 3e 3 3,0
Link support to environment 2 2 2,0 2 3 25 1 3 2,0 2 3 2,5
Exoand market access abroad 3 2 2,5 3 2 2,5 3 2 25 3 2 2,5
Instruments
Border barriers
Restrict import access 1 3a 2,0 1 3a 2,0 3 3 3,0 3 3 3,0
Export subsidies 1b 3 2,0 1b 2c 1,5 3d 3 3,0 3d 3 3,0
Non border price-based instruments
High internal market prices 1 1 1,0 1 1 1,0 3 3 3,0 3 3 3,0
Floor price support 3 3 3,0 3 3 3,0 3 1 2,0 3 1 2,0
Domestic support subsidies 3 3 3,0 3 3 3,0 2 2 2,0 2 2 2,0
Non border quantity-based instruments
Area reduction programs 1 3 2,0 1 3 2,0 0,0 0,0
Production quota reductions 1 1 1,0 1 1 1,0 1 3 2,0 1 3 2,0
All 16 24 2.0 1.6 23 1.9 25 25 25 25 2.5 2.5
Source: Abare, Current issues, 01-07-2001. Strong emphasis=3, Some preference=2, Weak preference=1.
a: No EC import restrictions on oilseeds.
b: Export subsidies for wheat discontinued since 1995, but the provisions have not been abrogated.
c: Export subsidies required, but substitution of domestic support subsidies.
d. Milk products only.
e. Strong preferential access for sugar and to a lesser extent for milk in the US.
Table 4. Selected farm products by increasing level of protection, selected countries
Indicators. 1999-2001 (provisional estimates for 2001) Indicators (99-01)/(86-38)
Japan EC US Canada Australia Poland Mexico OECD OECD EC us OECD
avg variance
PSE-based NPCs
Wheat 538 15 12 1 1 22 44 16 39,2 13,8 36,4 23,5
Maize 24 13 9 -18 47 16 0,6 20,0 100,0 51,6
Poultry 12 85 0 1 0 35 -4 16 10 166,7 0,0 59,3
Other grains 426 19 8 3 0 18 17 19 24,7 13,4 22,9 19,6
Oilseeds 83 0 26 1 0 23 33 20 09 0,0 2600,0 74,1
Pigmeat 107 36 0 4 0 11 14 26 15 163,6 0,0 113,0
All other products 110 21 15 12 0 14 10 27 14 25,0 88,2 57,4
Beef 43 364 0 2 0 -41 6 33 19,3 237,9 0,0 75,0
All farm products 142 38 16 13 1 14 16 35 23 43,7 84,2 60,3
Milk 350 79 96 115 4 13 78 86 13,4 44,6 60,4 50,9
Sugar 107 155 123 0 119 91 119 28 66,8 93,9 89,5
Rice 631 15 45 2 28 391 74,3 10,3 100,0 100,0
Percentage Production Support Estimates
Poultry 12 43 4 2 4 23 -6 16 03 307,1 30,8 100,0
Pigmeat 52 25 4 8 4 4 9 21 03 357,1 100,0 150,0
All other products 54 20 21 18 3 12 11 25 03 50,0 105,0 73,5
Oilseeds 56 39 26 14 3 21 48 28 04 66,1 325,0 107,7
Maize 40 31 18 -24 45 33 038 76,9 81,6 82,5
All farm products 60 36 23 18 5 12 18 33 03 81,8 92,0 84,6
Beef 32 84 4 8 4 -76 8 35 22 142,4 66,7 106,1
Wheat 86 48 46 15 5 21 39 41 0,7 92,3 93,9 85,4
Other grains 83 54 42 11 4 17 33 a4 038 96,4 105,0 86,3
Milk 79 44 51 54 10 10 43 48 0,6 73,3 87,9 88,9
Sugar 50 52 56 10 54 52 52 03 91,2 93,3 89,7
Rice 87 24 41 6 31 81 09 421 78.8 1000

Source: OECD, 2002. Agricultural Policies in OECD Countries.

Notes: Percentage PSE is the ratio (PSE/value of total production at farm gate prices).

Producer NAC is the ratio (gross farm receipts including support/gross farm receipts valued at world prices without support). Here, multiplied by 100, then
100 is subtracted.
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Table 5. Evolution of the breakdown of total support in agriculture, selected countries and years

Total Support Estimate

Breakdown of Total Support Estimate

in million USD PSE share GSSE share [a] CSE share
(in %) (in %) (in %)
1986-88 1998-00 1999-01 1986-88 1998-00 1999-01 1986-88 1998-00 1999-01 1986-88 1998-00 1999-01

Protectionists
Korea 14204 20847 21489 85,3 83,1 84,6 14,2 16,1 15,1 0,5 0,8 0,4
Japan 58165 69831 64775 85,1 79,5 80,2 15,1 20,4 19,7 -0,2 0,1 0,1
Norway 2977 2646 2489 88,3 92,5 91,4 43 6,7 58 7.4 0,8 2,8
European Cty 109654 119188 112628 85,5 88,1 88,2 10,1 8,5 8,5 4,4 3,3 3,3
Hungary 988 1223 1080 90,2 82,7 81,6 8,2 17,1 18,1 1,6 0,2 0,3
Poland 775 3013 1934 68,1 94,0 86,7 31,5 59 13,1 0,4 0,1 0,3
Czech 1705 810 760 97,9 87,3 86,2 2,1 12,7 13,7 0,0 0,0 0,1
Switzerland 6151 5533 5047 82,3 85,8 88,8 71 6,1 6,4 10,6 8,1 4,8

Middle of the road
United States 68540 93319 95455 61,0 54,5 53,7 22,2 23,8 23,9 16,7 21,7 22,4
Canada 7161 5039 5231 79,1 75,1 75,1 20,4 24,9 24,9 0,4 0,0 0,0
Turkey 3092 10993 9649 89,9 64,8 67,6 10,1 35,2 32,4 0,0 0,0 0,0
Mexico 1287 6175 6999 -20,7 78,3 81,4 52,8 71 9,5 67,8 14,6 9,1

Free traders
Australia 1674 1625 1376 76,8 70,3 68,8 23,2 31,0 35,5 0,0 -1.3 -4,3
New Zealand 580 153 162 82,1 42,5 41,4 17,9 57,5 58,6 0,0 0,0 0,0
OECD 302078 340544 329564 79.1 75,6 753 137 16,8 16,7 72 7.6 79

Source: OECD, 2001 and 2002. Agricultural Policies in OECD Countries.
[a] GSSE: General services support estimates.

Table 6. Evolution of the PSE breakdown by type of subsidies and of global efficiency transfer, selected countries and years

Source: Abare, October 2000.

[a] Ratio (EC farm earning per person/EC average wage).

Sources: Abare, October 2000. Blanford, 2000.
[b] Ratio (US farm income per household/US average household income).

Breakdown of the producer support equivalent (PSE) Global transfer Share farm
Market price support Area payments Payments based on Input subsidies Payments based on efficiency income in
[a] output [b] overall farm income [c] total income
86-88 98-00 99-01 86-88 98-00 99-01 86-88 98-00 99-01 86-88 98-00 99-01 86-88 98-00 99-01 86-88 98-00 99-01 Id]
Protectionists
Korea 99 95 95 0 0 0 0 1 0 1 3 3 0 1 2 25 25 26 47,3
Japan 90 91 90 0 0 0 3 3 3 7 6 7 0 0 0 24 24 24 13,0
Norway 45 40 39 9 11 17 25 16 16 21 31 27 0 2 2 25 26 28 48,0
European Cty 86 61 61 3 25 26 5 5 4 6 10 10 0 0 0 25 30 30 54,3
Hungary 74 57 48 0 4 6 0 9 11 18 27 32 1 3 2 29 26 25 44,4
Poland 22 80 69 0 0 1 0 2 5 77 18 25 0 0 0 17 23 23 -
Czech 95 64 55 0 19 26 0 1 1 5 17 17 0 0 0 25 28 29 -
Switzerland 82 61 58 6 26 29 1 3 4 8 7 6 0 0 0 25 30 30 77,1
Middle of the road
United States a7 40 36 27 26 25 7 15 18 18 17 17 2 3 3 31 32 31 4,2
Canada 49 57 51 17 10 17 17 8 8 16 7 9 0 18 15 27 40 39 13,2
Turkey 65 74 7 0 0 4 0 5 6 34 21 13 0 0 0 21 23 25 77,1
Mexico - 64 64 -- 23 21 - 1 2 - 12 13 - 1 1 - 30 30 -
Free traders
Australia a7 31 9 0 3 8 0 3 3 32 50 65 21 15 16 38 32 33 74,0
New Zealand 18 68 69 37 0 0 0 (] 0 39 30 29 5 2 1 34 24 23 -
OECD 77 66 64 7 16 17 5 6 6 10 10 11 1 1 1 26 28 28 =
Source: OECD, 2001. Agricultural Policies in OECD Countries.
[a] sum of payments based on area planted/animal numbers and on historical entitlements. [b] sum of payments based on input use and on input constraints.
[c] Cents received by farmer from one dollar of PSE. (weighted sum of PSE components, where the weights are the OECD-wide transfer efficiency indicators [OECD, 2002]
which are assumed constant over time) (see text). [d] Latest year available (from 1995 to 2000).
Table 7. Concentration of support on large farms in the U.S. and in the EC
Farm size Gross Nbr of Support  Percent of Farm size Sales Nbr of Support  Percent of
margin farms EC average farms US average
(‘000 euros) (share:%) (share:%) wage (‘000 dollars) (share:%) (share:%) income
[a] [b]
European Community, 1996 United States, 1997
Very small farms <5 20 3 20
Small farms 5-10 19 5 30 Small farms <100 81 34 19
Medium small farm: 10-19 21 14 48
Medium larae farms 19-160 23 28 70 Medium farms 100-250 10 25 -
Large farms 160-400 13 29 110 Large farms 250-500 5 21 206
Very large farms >400 4 21 210 Very large farms >500 4 20 403



Notes

! There is still no official figure for the 2001 crisis at the EC level. French exports to the EC has declined by 46
percent during the first eight months of 2001, and imports by 31 percent. See : www.ofival.fr.

2 Sénat, 2001. Farines: L’alimentation animale au coeur de la sécurité alimentaire, Les Rapports du Sénat,
no.321, Paris: Sénat. See in particular pages 136-156.

3 Interestingly, parts of the French private sector have reacted more rapidly and decisively to the BSE crisis
than the government. For instance, the French association of producers of pet food (FEDIAF) recommended to
eliminate imported and domestic MBMs from pet food production in 1989. See Sénat, op. cited, page 140.

4 Donnelly, C.A., 2000. Likely Size of the French BSE Epidemic. Nature, vol.408 (14 December): 787-88.

5 Pascal, G. 6 December 2001. Interview to La Dépéche du Midi (reported on INRA website, Vache folle en
ligne, http:/Avww.inra.fr).

5 INRA, 29 August 2000, Un éleveur victime de I'ESB, Vache folle en ligne (INRA website ). BSE-related
subsidies are estimated to 1.1 billion euros per year in 1996-2000, roughly the amount of sales lost in Britain
and France.

7 Hence, the rumors about farmers having been offered infected animals in order to get subsidies in the foot-
and-mouth disease (Le Point, No.1507, 3 ao(t 2001, page 37).

8 Sénat, op. cited, for instance pages 129 (delaying the introduction of a better German process for MBM
production) and 137 (on the decision to ban British MBMs for “competitiveness” reason).
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